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Abstract

Abstract

The aim of this diploma thesis is to provide a pusfd description of the music
industry’s value chain and its current market streee in the light of digital music
distribution. Digital piracy, file sharing and thgrovision of improper distribution
services have led to a monetization gap in traakioecord sales which record labels
have to close with the help of innovative custominaline services. Different actors,
governing mechanisms and promising e-business maaelpresented in the theoretical
part. This founds the basis of the empirical pathe thesis in which an adoption model
is provided which considers customers’ importanssigmed to different e-business
models and features of legal online music distrdsuservices (LOMDS). According to
the theoretical part, different determinants foe @doption of LOMDS, such as the
variety of music offered, the applied payment maated price, the decision whether to
offer downloads or streams, flexibility and portabiissues of music as well as value
added services, have been retrieved. In a congecstiep an online survey (n = 1246)
was conducted to find out if acceptors and nonJatces of LOMDS would differ in the
importance assigned to adoption factors. In regarthese results it can be said that
differences exit between acceptors and non-accemod marketing efforts should
focus on the supply of a vast amount of differetists and bands, combinations of “pay
per track” models with subscription models, DRMefrenusic tracks, downloading
possibilities with streaming as additional supportcurb digital sales and additional

value added services like sampling, intelligentaeéacilities, music videos and lyrics.
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1 Introduction

1.1 Problem Statement

Part of the music industry that is worth approxieha® 130 billion worldwide today, is
said to be in crisis.With an average decrease in physical CD sale$ &b all over the
world in the past few years, the recorded musitoseworth $ 40 billion, sees itself in a

position where options to generate money are berateem to be scarée.

Physical media is a sinking ship since the beggsinf famous file-sharing
networks like Napster in 1999. The emergence ofritexnet, the MP3 format and p2p-
networks have led to a shift from physical to digdistribution of music and have had
tremendous impacts on the music industry. Musi@gwoduct has evolved from a

physical entity to a digital good.

Music interested people or those who just want itmarfcially exploit the
possibilities offered through the Internet can rdctraditional radio broadcasts and
offer them online to a wide audience. CDs borroviredh friends, public libraries or
rental shops can easily be “ripped” (i.e. copieddl put onto PC or laptop in digital
format, swapped for other digital content via edmiaistant messaging, p2p-networks
and several other forms, edited, re-mixed and deled into single tracks and
compiled in individualized playlists with the hetfp free software tools or listened to
through online pirate radio broadcasting can besicemed with digital audio content

nowadays.

Online music has become an ubiquitous good, momulpo than ever before,
available to almost everyone in the world who doeslack the access to the necessary
technology. The music industry has lost its contodl financial exploitation by

ownership, as music can not be considered a spavdeict anymore.

This digital transition has not come all of a suddeowever music record labels

missed opportunities to implement innovative bussnenodels focusing on the

1 ¢f. International Federation of the Phonographitulstry (2007)
2 ¢f. Leonhard (2009)
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distribution of digital audio files over the Int@tn Several attempts have been made, but
the traditional music business has not been afidsstot able to provide customers

with products and services that meet their expiectsitand needs.

In the light of this development, the music indyssr eager to find new innovative
e-business models and successfully implement tleimdrease their revenues from
digital downloading or streaming services. Markgtpractitioners and policy makers
have to find the appropriate mix of product chaggstics, price, place and promotion to
strengthen record labels’ position in the digitadrket. Record labels have to decide,
whether to stick to the traditional agenda of owhgg, legal prosecution of illegal file-
sharers or file-sharing networks and standardifétsy or to adapt to customer needs
and improve their service or product portfolio andrket position. This is likely to lead
to increasing revenue income.

“In any case the industry will now have no choicg to accept the fact that this

ecosystem has morphed into a customer-driven, roetife world that renders

many widely accepted “analog” paradigms and tradgiinstantly useless.”
The purpose of this thesis therefore aims to giveoeerview in how far the music
industry, especially music labels and to some exgetists, could counteract this
negative situation by applying new, innovative aatisumer-friendly business models
for the distribution of digital audio files — bo#atisfying customers and record labels
and artists. It should be pointed out in how faeséh models match customer
expectations, where differences in the adoptiommofic distribution services exist
between acceptors and non-acceptors and whichaoayst have to be considered for
future success — namely the adoption of legal enlnusic distribution services
(LOMDS).

1.2 Research Focus and Structure of the Thesis

It is intended to give an overview of how the ttemtial music industry has altered due

to digitalization and the distribution of audio ¢ent over the Internet and which

3 Leonhard (2008, b), p.39
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solutions exist to cover dropping CD sales by impating new e-business models for

the distribution of (online) music.

The initial focus in this thesis is given to theedhetical background on how the
traditional music industry value chain became odtgobnd which new challenges the
music industry, especially the recorded music, tadace. The transition of the

traditional value chain to a virtual value chairarsalysed and new participants in music
business are listed. A further step is to provite reader with quantitative evidence of

how physical music record sales have been crowdebyodigital music sales.

Furthermore, p2p-file sharing and its impact onrhesic industry will be outlined
and the main reasons, advantages and effectsitdlgigacy on record labels as well as
on customers will be discussed. It has to be utmedsvhy (potential) customers prefer
illegal downloading and, to some extent, sharingimonline and what possibly keeps
them away of using legal online platforms to pusghanusic. The chapter ends with

general aspects of piracy prevention.

As a consequence, the role of innovation as a nsajorce for the creation of new
business models in a digital environment will begented. Finally, this will lead to the
main part of this paper. The chapter starts wittefinition of business models and e-
business models that cover the basic principleisinvihe scope of this thesis. An initial
approach is made by outlining the outdated businessel record labels have applied

for too long now.

In a second step, taxonomy of Internet businessefadd provided as a starting
point for the analysis. Afterwards several prongseibusiness models from literature
will be derived. It has to be pointed out, thoudbe to the lack of academic literature
on e-business models and its implications on custoexpectations and needs, this
thesis represents more of a starting point whighehdly generates new findings and

curbs further research.

As a consequence, it is intended in a further sbepnalyse in how far these e-
business models basic ingredients match custoregpectations and needs regarding
the composition of LOMDS. It is important for redolabels to identify discrepancies
between their supply and the demand side, whichpramide essential insights for

future business model adaptations and can overtioenmonetization gap record labels
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face at the moment. The empirical part of the thesitherefore considered to observe
(potential) customers’ acceptance of different abtaristics of LOMDS. Based on an
acceptance model retrieved from literature, sevieesl aspects of the distribution of
online music will be analysed and compared with ¢hbusiness models discussed

beforehand.
In this respect, the thesis will be based on tlleiaing fundamental research questions:
How has the traditional value chain changed thradighalization and the Internet?

Which types of e-business models for digital mudigtribution can be derived from

theory and what specific characteristics do theyeRa

What are the basic criteria of digital music dlaition and its impact on consumer

adoption of legal online music distribution serg@e

Which differences can be observed between acceptarsion-acceptors of legal online

music distribution services regarding specific elosgristics?
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2 The Music Industry Value Chain and the Music Market
Structure

This section aims to give an overview of how thesimundustry is characterized and
which players interact within this complex envirogmh. The major players in the music
industry’s value added chain are presented and/zewl Further the reader should be
given insights into how the music industry’s traahtl business model lacks to adapt to
an altering environment, especially in regard ® digitalisation of music, thus leading
to an analysis of crucial economical challengesnthusic industry has to overcome. It
has suffered severe shocks in the past few yeatsmt and to some part already did
change its structure. Innovative technologies, sashthe MP3 file format or the
possibility of digital distribution of music filethrough p2p-networks have dramatically

influenced the music market structure as well agrthditional music value chain.

2.1 The Traditional Music Value Chain

For the analysis it is important to define the malmyers involved in the music industry.
Although people tend to talk about the music induas a whole being in a crisis, this
section aims to show that only part of the indubtxg to face major issues. In the course

of this chapter the parts of the industry thatiaeouble will be discussed.

2.1.1 Traditional Players in the Music Industry

The traditional way to produce and distribute musicomplex and involves numerous
individuals and companies. Each of the actors eefjagthe music business is creating
value at a certain point in the value chain andsatis value to the product or service.
This chain of actors is mainly static, relationshgre long-term based and there is a
limited choice of actors through high vertical igration of record labels — a key aspect

for their success during the past decades.

4 cf. Bockstedt, Kauffmann, Riggins (2006), pp.13
5 ¢f. Graham et al. (2004), p.1093
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At the very beginning of the industry or the musieation process you can find the so-
called “Creative Community?.This term comprises all individuals actually inved in

the process of creating music, like authors, masgior producers.

According to Bockstedt et al. (2006) the most int@or players are the music
record labels. They contract artists under exciudigals and provide them with services
such as CD manufacturing and distribution, markgtipromotion or even legal
representation. CD manufacturing (i.e. the pressingeplication of physical CDs or
DVDs in mass quantities which uses a master versieated from an audio source
recording) has been outsourced to external sepsiogiders within three out of four

major record labels in the past few years.

The labels maintain key relationships with the ragiie. press, radio stations and
music TV channels) and further add value to thalfproduct by creating a circle of
support through A&R (Artist & Repertoifeone of their core competencies), managers
and producers. In addition, their goal is to supmd assist artists in their long-term
development (e.g. becoming a headliner), whichgakgto two years and motd®ue
to the huge amount of services provided, recordisaare considered the most powerful

actors in the traditional music mark#t.

Above mentioned services do not necessarily havieetexecuted by the record
labels themselves. Another group of important act® represented by music
publishers, who are responsible to ensure songwraed composers royalty payments
in exchange for the copyright of their compositiohwever, music publishing is
regarded as not being one of the core competerafieecord labels anymoté.
Moreover, the traditional chain of actors constslistributors, retailers and the final
consumers. For the music industry as such, thelatter actors represent the demand

side. Retailers sustain direct customer relatianshé music labels and have a huge

6 ¢f. Kromer (2007), p.35
7 cf. Kromer (2007), p.28

8 Basically Artist & Repertoire is similar to prodwt#velopment, which includes the discovery, thetremh signing
and support of artists, cf. Frahm (2007), p.105

9 ¢f. Graham et al. (2004), p.1093
10 ¢f. Bockstedt et al. (2006), p.16
11 ¢f. SteinkrauB; Gmelin; Giinnel (2008), p.28
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impact on the pricing structure of music, wheréwesfinal customers decide whether the

product succeeds or nt.

2.1.2 Traditional Activities and Governing Mechanisms

The traditional product in the music value chaimisundle of pre-recorded music that
is put on a physical format, such as CD or D\*ODThis product is placed at the end of
the value adding activities chain. The activitiesttier consist of discovering new
talents (A&R - Artist & Repertoire, see chapter.2)1recording, selecting music and
creating master tapes and the production of thal fproduct (CD, DVD, etc.).

Afterwards the product is packaged, commonly premdhrough live concerts, radio
and music TV channels, and finally sold in physicetail stores or by mail-order

catalogues. Activities are interdependent and ci@nzed by high vertical integration.

The control and ownership of actors, also refetoeds governing mechanism, is a
key factor of the traditional music market. Hightied costs, such as investment in
A&R, recording, manufacturing as well as marketingke it hard for competitors to
enter the market. Therefore it is not surprisingt tthe music industry is controlled by
only four major record labels (i.e. Universal, Saviysic, Warner, EMI}# Through
high vertical integration (by acquiring companideng the supply chain, especially
music publishefs) the major record labels are able to achieve enoew of scale and
thereby lower unit costs. High set-up costs fotrdigtion systems and the power of
major labels in this area make it difficult for ngwtential competitors to enter the
market. Artists either have to sign with a majdsdlbbased on a long-term contract to
tackle the mass market or decide to remain indep@ndnd focus on small niche

markets with the help of independent labels (“ist)i&b

12 ¢f. Steinkrau3, Gmelin; Giinnel (2008), p.35
13 ¢f. Graham et al. (2004), p.1091

14 ¢f. SteinkrauB; Gmelin; Giinnel (2008), p.32
15 ¢f. Mol; Wijnberg; Carroll (2005), p.263

16 ¢f. Graham et al. (2004), p.1096
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2.2 Challenges in the Music Industry

In its more than 120 years of history, the musidustry has often been exposed to
changing market conditions. First and foremost nieébgical innovation, tight legal
frameworks as well as global economic and politcasis can be seen as the main

influencing factorg’

Technology, such as the first commercial radio #caat in the 1920’s, the
invention of the vinyl disc in the late 1940’s betcompact-audio cassette in 1960'’s, the
Walkman or the first music TV channel MTV as wedlthe Compact Disc (CD) in the
two following decades, has always challenged thesiecnbusiness. These physical
storage media allowed people to copy music andetp transforming music from a
scarce to a ubiquitous good, further implying tthet music industry could not rely on
its pricing structure anymore. Consequently theg twacorrect prices and to abdicate

lucrative margins.

In response to these new technologies, agreemantspyright protection had to
safeguard performers, producers as well as broadgasompanies against certain acts
they have not had consented to (e.g. the broadgastilive-performances of musicians
or the reproduction of phonograms). One of suclkeegents is the Rome Convention
for the Protection of Performers, Producers of Plgomms and Broadcasting
Organisations in the early 1960’s. In a consecusitep, the foundation of the World
Intellectual Property Rights Organization (WIPO)1i867 was supposed to enforce the
protection of Intellectual Property on a globallscd&he WIPO Copyright treaty as
well as the U.S. Digital Millenium Copyright Act ithe 1990’s can be seen as main
reactions to the digitalization of music througmaomation in technology such as the
MP3 file format or the data medium DVD.These treaties main aim is to create the

framework for the adaptation of national copyrighthe requirements of digital media.

17 ¢f. Kromer, E. (2007), p.34
18 ¢f. World Intellectual Property Organization (2009
19 ¢f. Tschmuk, P. (2006), p.180
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The focus of this chapter should be on more regent-legal) issues and developments
in the music industr§? Basically, although of great importance, legaliesswill not be

discussed in greater detail as they go beyonddbygesof this thesis.

Over the past years, the Internet and the podgilbdishare music legally through
digital retailers and illegally through p2p-netwsykfriend networks and others, is
tremendously challenging the competitive situatiorihe music industry and threaten
the traditional distribution model. Music tracksngtones or music videos can be
cheaply downloaded and sometimes are even freeharige?! The digitalization of
music has provoked an alteration of consumer bebaviPotential music consumers
search for their favourite music online and dowdldeacks or albums for prices less
than in physical retail stores. Consumers can \easihre their music files online
without paying for it. They can transfer the fikestheir mobile phones, MP3-players or

other digital devices and listen to music wherearat whenever they want 8.

Like in other cases the record labels had and haveact. Some brief examples
might best illustrate this situation of late respeninstead of pro-activity. The
development of copy protection systems for audics @s introduced after CD sales
started to plunge and most recently, Digital Rightahagement (DRM) systems for
digital audio files were implemented after the f(@@eaning no technical barriers to
copy) MP3 file format had already become standarthese examples prove that in
most cases reacting to new innovations fails, a8 B&RM as well as copy protection
systems did not establish themselves. A furthemg@ can be seen in the effort of
music record labels to establish their own onlingtridbution channels, but without
much of success, they changed towards partnershipsspecialist online distribution

companies (i.e. 7digital in the case of EMI; se® @hapter 3.4.62},

According to Graha#t the challenge “digitalization” implies three majssues for
“the music industry”. On the one hand, the phystiatribution of music (through CDs

or DVDs) is becoming less important. On the othemd) the four major record labels

20 ¢f. Tschmuck (2006), pp.180 for further reading

21 see providers such as Emule, BitTorrent, etc..

22 ¢f. Frahm (2007), pp.13; Jakob (2008),pp.77

23 ¢f. Kromer (2007), p.41

24 of EMI Music Austria, www.emimusic.at, retrieved 05.03.09.
25 ¢f. Graham et al. (2004), p.1088
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(Universal, Sony Music, Warner, EMI) will furtheres their market shares and
consequently sales revenues decline. In additios situation will be reinforced by the
rise of digital music piracy. From this perspectiveeems necessary to outline that in
our case “the music industry” stands for the traddl recording industry (see chapter
2.3.1). The music industry crisis, first of all,ascrisis of traditional CD sales - a key
business segment that was worth approximately #@rbiUS dollars worldwide in
200826 As will be outlined in the upcoming chapters, thgdistribution of music has
not been able to replace physical distribution #iwever, e-business models for the
digital distribution of music will be discussedthis paper, as the Internet is meant to be

the future main source for consumers to obtain causi

2.3 The Digital Music Virtual Value Chain

New players enter the music market and threatertrétitional actors involved. The
traditional value chain is replaced by a new sdedatligital music value chain. The
traditional principles and the music market struetare in a critical process of change,
triggered by innovation and the new players. Thigpter outlines in how far the set of
players involved in the music industry, the musself, the traditional value chain as

well as the market structure have changed duggitatization and the Internet.

2.3.1 The New Players

Although some of the actors in the traditional eatinain in the music industry remain
part of the new one (see chapter 2.3.2), it is ssa1g to provide the reader with a more

detailed and modern definition of the main parie®lved.

The approach of Kromer to divide the music indugtngix business segments is
applied to set a starting point for the upcominglgsis. In regard to his work, the new

composition of the music industry looks as follélvs

* The traditional recording industry (embraces thessgality of industrial

reproduction to sell as many records as possible).

26 ¢f. SteinkrauR; Gmelin; Guinnel (2008), p.28
27 cf. Kromer (2007), p.27
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* The distributors (including radio and TV channedsveell as online music and

mobile music portals)

e The music publishers (including mechanical licegsincollection and
distribution agencies — i.e. the AKM (for authorslacomposers) and the LSG

(for producers, artists and labels) in Austrialer GEMA and GVL in Germany)
« The musical live entertainment (live concerts andicals)

* The accompanying industries (duplication of CDgjidtics, internet service

providers, content-aggregators, merchandising)
* The Creative Community (proprietary artists, conggesmusicians)

Some amendatory points should be given regardiegndgw distributors. Especially
online distribution has motivated new participatasach as online music portals, to
enter the market. These music portals have be@atad either by traditional retailers
and intermediaries, telephone companies (“telcasid technology providers or
independent organizationin the first case, traditional retailers in the giegl world
tried to use music downloads mainly as promotionatketing tools. The second type
of online music portals includes prominent spirsalf telcos such as Vodafone music,
Tiscali Music Club or T-mobile music. The most wetlown spin-off of a major
technology company is Apple’s iTunes. Further, peleent companies that do not
necessarily find themselves in the traditional musilue chain have established online
music portals. Coca Cola, Amazon and Wal Mart miglet the most familiar
exampleg8 In 2007, the IFPI valued the number of all differéegal online music
services to more than 500 and expects it to furthereas&? Therefore it is hardly

possible to provide the reader with a full listadifproviders.

Record label revenue and success is further infleiby another group of players
from different markets entering the recorded mimisiness. Music live entertainment
companies or concert promotion companies in pdaticbenefit from growth of live
concert revenue in recent years. By offering thistaa range of attractive services, such

as support on live and recorded music, these @ayere and more replace traditional

28 ¢f. Swatman; Krueger; van der Beek (2006), pp.72
29 ¢f. International Federation of the Phonographitulstry (2008, b), p.6
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record labels. The most famous female artist afdhsays, Madonna, is demonstrating
how severe the appearance of new players in thecnmdustry is for the recording
industry. She quit her 25-year relationship with st Music and signed a contract
with Live Nation, a concert promoter that offers kelucrative $ 120 million deal for
the rights to sell three studio albums, licenseri@ne and merchandise and promote
her concert tours. Around 75 % of her earningsadmeady supposed to be generated
from concert- related salé%.Artists, tour operators and partially record labbhve
allowed for these popular models, often referrecao360°-contracty through the
consolidation of income from single and record Sagponsorship, product placement,

concert tickets or merchandi%e.

2.3.2 The New Value Chain

According to Bockstedt et al. (2008 the digital music industry is characterized by a
new virtual value chain (see figure 2, p.23). Tthsin exists as value-adding activities
are performed through and with information. In ttaese of digital music records, the
music itself is considered to be the informatioevé&al advantages come along with
music in this context. The digital product can basily reproduced, transferred,
searched, stored and modified. These characteristiply the severe impact on all
actors in the music industry. They can have eithpositive or a negative outcome for

all participants in the value chain.

Despite low manufacturing and distribution costsl dlnerefore low break-even,
artists and record labels have to deal with arnessing amount of copyright issues in a
digitalized environment. On the one hand, prodeetsching costs are decreasing as the
Internet offers customized offerings and the cormgnean easily detect their favourite
music tracks with the help of intelligent filterssgms/music search engine facilities. On
the other hand, digital music retailers are affédtg low display costs as well as low
inventory and menu costs. A further advantage fiailers is the possibility for

customers to sample music before purchase, whislerto customers’ risks to obtain

30 ¢f. Capgemini (2008), p.4

31 ¢t Steffes, A. (2008)

32 ¢f. Weitmayr, H. (2009), p.4

33 ¢f. Bockstedt, Kauffman, Riggins (2006), p.13
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unwished music. However, as market entry barriezsr@latively low compared to the

traditional market it is more likely for new comjtets to enter the digital orfé.

Table 1 illustrates a summary of digital music eaéeristics and further lists the
players affected and the way how they are affebtedigital music. The list of players

divides into consumers, artists, physical retajldigital music retailers and the record

labels.
Characteristics Actors Impact on actors
Low manufacturing costs,
Easy reproduction Artists, record labels Low break-even
Copyright issues
Artists, record labels Low distribution costs
Easy transfer Copyright issues
Consumer Cheap, high quality product
Easy search Digital music retailer Low display costs
Consumer Low search costs

Low inventory costs
Digital music retailer
Low menu costs
Easy storage ) ) -
Likes high portability

Consumer ) »
Values high compatability
Digital music retailer Versioning opportunities
Easy pre-purchase sampling
Easy modification Consumer Customizability
Record labels Versioning opportunities
Copyright issues
) ) Consumer More product options
Equivalent quality ) ) )
Physical retailer New competitors
Separability Artists, record labels Song singeradpct

Table 1: Characteristics of Digital Music.

Source: Bockstedt, J.C.; Kauffman, R.J.; Rigginsl. £2006), p.18; lllustration by
author.

For a more profound understanding of recent devedoyis it is inevitable to consider
the impact of these product characteristics on iphlysnusic sales (CD, DVD, etc.).
Due to the equivalent quality (for the average Jusgdigital music in comparison to the

physical product, the consumer has no significass lin switching to a digital music

34 ¢f. Bockstedt; Kauffman; Riggins (2006), pp.18
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product anymore. It can be considered a produdttgute for the physical medium. In
addition, the consumer is not bound to buy a wipbigsical aloum and therefore can
download his favourite tracks separately and pemnttiogether in individual playlists —
known as unbundling and re-bundling of digital neusi which might be a further

implication on dropping CD sales.

It seems obvious that traditional manufacturers @disttibutors become almost old
fashioned and dispensable as record labels, aaigtsproducers can directly (or via
digital music retailers) link to their customersnamlays by offering them their products
and services in a much easier and more comforiable Thus, additional value is
added. Digital music retailers, acting as interragds between the suppliers (artists and
record labels) and the customers, take an impoparitin the new digital value chain.
Retailers add value for both, by applying new mankg promotion, copyright and
licensing opportunities. Further value is suppdsede added by the “enforcement of IP
rights and piracy preventio??, usually performed by institutions such as the
International Federation of the Phonographic Ingu@EPI1)3¢, the World Intellectual
Property Organization (WIP®)or the US Federal Trade Commission (FFC)

Nevertheless an increasing competition betweenrddatels and their artists can
be observed as a result of the possibilities offdrg online music distribution. Artists
seem to have noticed that their dependence onddabels is decreasing, while their

possibilities to distribute their music online amereasing?®

Figure 1 illustrates the new music industry masatcture and the digital music value

chain.

35 Bockstedt; Kauffman;Riggins (2006), p.17

36 for further reading, see www.ifpi.org

37 for further reading, see www.wipo.int

38 for further reading, see www.ftc.gov

39 ¢f. Bockstedt; Kauffman; Riggins (2006), p.14
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Figure 1: New Industry Market Structure.

Source: Bockstedt, J.C.; Kauffman, R.J.; Rigginsl. k2006), p.19; lllustration by
author.

It has to be added that the traditional marketcstine will not completely be replaced by
the dynamics of digitalization, but apparentlyiitgoortance is shrinking. p2p-networks
as one of the most severe dangers for the traditiorarket and a major channel to
obtain digital content for the past ten years feenbadded to the model. In a whole, the
figure shows clearly some of the most evident opputies for consumers to obtain
music within a digital environment — be it througghditional retailers, p2p-networks,

digital music retailers or from the artists and dmthemselves.
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Figure 2: New Digital Music Value Chain.

Source: Bockstedt, J.C.; Kauffman, R.J.; Rigginsl. £2006), p.19; lllustration by

author.

The digital music value chain (see figure 2) shthed traditional activities in the value

chain, such as manufacturing, distribution as wsllinventory and sales are crowded
out by IP rights enforcement, piracy protection digital distribution and sales. There

is no need to say that the two initial might adtuedor the record labels, but it is to

question if it adds value for customers as well.the end, it is important for the

consumers to adopt digital music distribution sesi

According to Graham et al. (2004) the “future”dtmow has to be considered the

present) structure of activities, actors and gower mechanisms in a digital

environment are characterized as folléfivs

* Activities are simultaneous and parallel and belemglifferent value creation

processes. The constellation of these activitiesomplex and record labels

focus on their core competencies. Partnershipscaltaborations allow sharing

resources and capabilities. Activities are set digaal goods market.

« The amount of actors is manifold. Therefore theorddabels’ dominance is

decreasing. Nevertheless, record labels have hefibility in the choice of

40 ¢f. Graham, G. Et al. (2004), p.1092
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actors. Relationships may be long-term or shoritexs well as formal or

informal. lllegal distribution of content by p2pimerks forces labels to react.

* Governing mechanisms weaken the dominance of rdabelds. Artists become
more “powerful’. Consumers gain bargaining powewL entry barriers
facilitate new competitors’ market entry. Economidésscale and scope do not

apply anymore, as vertical integration is no loragvantageous.

As already indicated, this altered environmentleingies the record labels with physical
sales dropping. Therefore, the following sectiordévoted to provide the reader with

some insights into the recorded music industrysssikeiation.

2.4 Recorded Music Sales Development (CDs and DIGITAL)The
Rise and Fall of the CD Format

In 1982/83, when Sony and Philips first introdud¢bd compact disc (CD), the most
severe crisis in terms of record sales of the musiastry was declared to be finished.
At that time the music industry had to cope withigereasing number of home-taping,

which resulted in declining sales.

The compact disk had successfully displaced thg/\liR storage medium. High
yields were attracting new participators from adgsand non-related industries. Annual
growth of CD sales (albums) worldwide exceeded ntloa& 20 per cent until the mid-
90s. However, since 1995 sales growth had fallehtla@ year 2000 marked the last year
to denote positive growth in traditional physicales. CD sales reached their peak in
the same year with almost 2.4 billion CDs sold waibe. Within the next six years,
the most important music markets like the USA 83%), Germany (-44.3 %), Great
Britain (-18.5 %), France (-31.4 %) and Japan 334) had to cope with huge losses in
unit sales. This means that between 2000-2006 ®& kbld 327 million units less

(others: Germany 91 million, Great Britain 37.2Imait, France 34.7 million, Japan 90
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million).4! The biggest relative losses were observed in fustith a decrease of 47.1

per cent or 9 million unit&?

After 20 years of constant growth, the CD is beiaglaced by a new medium — the
digital download. The latest figures on sales olsital and digital music sales
published by the International Federation of therigraphic Industry (IFPI) show
clearly, that physical sales have dropped drambtib@tween 2007 and 2008. These
sales included audio formats (singles, LPs, casse@iDs, DVD Audio, etc.) and music
video formats (DVD, VHS, VCD). Worldwide sales (lnding physical and digital

sales) fell by 15.4 per cent, with the most drameliange in the US market (- 31.2 %).
However, digital sales (referring to sales via iné¢ — single tracks, albums, music
videos, streams, bundles — via mobile channelsigtanes, music videos to mobiles -
and via subscriptions, income from ad-supportedices, mono/polyphonic ringtones/

realtones and bundled subscriptions) increasediidypger cent3

In the past few years, the IFPI also publishedréguwn the income generated by
performance rights (royalty payments from collectigocieties to record labels,
generated from licenses granted to third partiEsy. the record labels, this income
amounted to $ 802 million with an increase of 1p&2 cent worldwide in 2008.
Although figures for digital and performance righldek promising, record labels are not
capable of covering their losses in the traditigut@ysical sales sector as physical sales
account for almost 80 % of all recorded music saMmvertheless, provided that the
increase in digital sales continues, there mighthgechance to regain strength on a
long-term basis. The development of digital salesrdhe past five years is shown in

figure 3:

41 ¢f. Tschmuk (2008), pp.145
42 cf. Tschmuk (2008), pp.148
43 |nternational Federation of thePhonographic Ingu&009)
44 |nternational Federation of thePhonographic Ingu&009)
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Figure 3: Digital Music Sales Worldwide (2004-2008)

Source: International Federation of the Phonograpidustry (2008, d) - Digital Music
Report 2008 (figures include online, mobile andsswiption trade revenues; 2008 are
estimates); illustration by author.

Figure 3 illustrates that not only digital musidesahave increased rapidly, but also the
share of digital sales in total record sales, wiincplies the huge importance of digital
music distribution for the music industry. Nowaday® music industry generates 20 %

of total sales from online distribution of digitalusic.

The distribution of digital content is a boon fbetlegal rights holders. Given the
simulation for the sale of a single music track dtm&d, it shows that record labels gain
more than 25 per cent of retail prices, apart ftbenrealtones/ringtones segment that is
even more profitablé& This comfortable profit situation will hardly chge within the
next few years, as current competition and busimesdels still have to settle and

penetrate the market.

Today’'s revenue situation is much less attractierétailers, rather worrisome.

High intensity of competition with more than 50@#& online distributors characterizes

45 cf. Jakob (2008), p.83
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the current market situatidd.Even for companies like Apple and its famous servi
iTunes, trying to sell millions of songs for not mahan 99 US cents, it is tough to
generate a profit, given costs of goods sold, tlasquisition, operation and digital

platform operation.

Although digital music sales are improving, globalsic record sales dropped by
8.3 per cent worldwide between 2007 and 2008. BHgjche US market could be seen
as the major “driver” of this downward developmenth a total loss of 18.6 %.
Regarding digital sales, single track downloadsdased by 24 % up to 1.4 billion units
sold and digital aloums by 37 % - represent a madjimer of the upward development

in the global online markét.

Table 2 illustrates these developments of recotdsshetween 2007 and 2008,

considering geographical differences.

Physical Change % Digital % Perfo_rmance % TOTAL %
Rights

USA 3138.7 -31.2 1783.3 16.5 54.8 1:\3,33' 4976.8 -18.6
Europe 5808.8 -11.3 750.8 36.1 576.2 11.3 7308.8 -6.3

Asia 3600.9 -4.9 1063.6 26.1 108.1 14.6 4772.7 1
Latin 430.3 -10.3 62.6 46.6 25.7 16.7 | 5186 | -4.7

America

Global 13829.3 -15.4 3783.8 24.1 802 16.2 | 18415.2 -8.3

Table 2: Recorded Music Sales (trade value) 2007-28.

Source: International Federation of the Phonogaptdustry (2008, d) — Recorded
Music Sales 2008; values in USD millions, illusivatby author.

Given these figures, it can be seen that only Astarded a slight increase in its total
recorded music sales between 2007 and 2008. Physmad sales plunged in every
region and consequently on a global scale, whedegital sales soared as well as

performance rights (i.e. income from concerts,oadic.).

Taken the biggest music market worldwide, the Uyre prospects for spending on
recorded music do not look rosy at all, at leastploysical records. By 2013, US sales
of all recorded music will drop to $ 5.52 billionom $ 8.4 billion in 2008. Sales of

46 cf. International Federation of thePhonographauktry (2008, d)
47 ¢f. International Federation of thePhonographauktry (2008)



2 The Music Industry Value Chain and the Music Mafteucture 21

physical records will plunge below $ 1.0 billion tiin2013, whereas digital sales
(including both online and mobile music) will gravnstantly, but not fast enough to
cover losses from physical record. However, theesbadigital music in total US sales

will amount to around 80 948

2.5 Consumers and P2P File Sharing

“Piracy continues to eat away at our business.i@dustry is fighting piracy to protect
creativity in music™® This statement by the Chairman and CEO of IFPhJoénnedy

may best depict the problem of illegal file sharargl its impact on the music business.

In addition to physical piracy (trade of pirategad), internet or digital piracy is
considered to be one of the most apparent dangerthé music industry. Although
physical piracy is of great importance, the foctithes chapter will be on the effects of
digital piracy on total music sales and consumadyantages and intentions to engage
in digital piracy. This chapter should provide theerested reader with information on
where to find major reasons why people favour p@psharing networks over LOMDS

and where to find implications on the configuratadrfuture business models.

2.5.1 Digital Piracy - Facts & Figures

Digital or Internet piracy covers different ways itkegally distribute and download
music. Be it through p2p-networks, websites sellingsic without legal permission,
FTP sites, IRCs or blogs. Newer forms of digitalapy include LAN file exchange,
digital stream ripping as well as mobile music gyraNowadays, the possibilities for

consumers to download music illegally are manif8id.

According to the IFPI, 20 billion music tracks weltegally downloaded in 200%.
P2p- file sharing is considered to reduce the gy of buying music legally by 30

%.52 As of today, some 95 % of all tracks downloadetinenare made without any

48 cf. eMarketer (2009)

49 Kennedy, J. (2006), p.1

50 ¢f. International Federation of thePhonographauktry (2006)
51 ¢f. International Federation of the Phonographitulstry (2006)
52 ¢f. Taylor; Ishida; Wallace (2009), p.246
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payment to the legal rights holders and therefaréune the digital piracy community.
Approximately one billion music tracks are avai@bhline with more than 100 million
users of file-sharing software (such as KaZaa,oB#nt, etc.). By means of their
intermediary functions, billions of illegal file ansfers are made each moftht is

estimated that for every music track sold, 20 dletgpwnloads are made.

More than ten years ago, most of these file trassfere supposed to be performed
by young people (mainly 10-29 year olds) as thegewmt only the biggest but also the
most price conscious consumer group of the mugastny®6 In addition, also the
group of 30-39 year olds who download has dramifticeacreased over the past years.
These new distribution channels have become thain mource to obtain free digital
content?” The latest allocation of active downloaders froiffecent age groups can be

found in chapter 4.2.

2.5.2 Advantages, Consumer Intentions and Effects of Dital Piracy

Traditionally, economic savings for the customevenheen considered to be the most
influential factors for digital pirac$® Obviously, the economic motive to download
from illegal sources does not fully explain theuattbehaviour. A lot of research has
been conducted to find implications on why peomedtto prefer taking the illegal

path° In the following chapters (2.5.2.1, 2.5.2.2, 2.3,2.5.2.4) possible answers have

been summarized.

2.5.2.1 Advantages of Digital Piracy

Factors such as content (especially the varietgoatent), convenience as well as costs
are considered being important virtues for usergp2p-networks. Physical trade of
music is restricted by inventory, whereas digitahtent is ubiquitous in P2P-networks

and characterized by easy accessibility. Howeusgady existing legal online retailers

53 ¢f. International Federation of the Phonographtuistry (2009)
54 ¢f. Quellet (2007), p.107

55 ¢f. International Federation of the Phonographitulstry (2008, b)
56 ¢f. Tom et al. (1998), p.412

57 ¢f. Bundesverband Musikindustrie (2007)

58 ¢f. Chen; Shang; Lin (2008), pp. 418

59 ¢f. Quellet (2007), p.108
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can hardly compete with the huge amount of digitaitent missing, due to restricted
licensing agreements with record labels. A furthgpect is actuality, as music files or

full albums are often available online before officelease?

The rise of Digital Rights Management (DRM), whigbstricts the technical use of
music files, has also enforced the popularity é&f-$haring networks. Most of the
content downloaded does not contain any barrierainign in mp3 file fomat) and

therefore offers the “listener” boundless usagethifeumore the impersonal nature of
illegal file transaction over the Internet is caleied to reinforce anonymity and
therefore boosts the attractiveness of illegal doaating. It seems obvious that
anonymity might lead to lower perceptions of pragemn risk and the (legal) intensity

of consequence%

In addition to the advantages mentioned above, sauihors outline the
importance of pre-purchase sampling of music befpuechase and consequently

consider the advantages of digital piracy for rddabels and artists.

2.5.2.2 Intentions to Demand

The intention to engage in file-sharing could betiply explained by the stimulus to
collect music and to interact with a community. Whaas formerly known as
“borrowing physical CDs to friends” has now becofsbaring digital tracks with an
almost unknown community”. According to Becker, @ent and Schusser (2008) this
“being cool — factor” played an important role awyithe rise of Napsté?. Huang's
findings also support the notion that social-netirmy plays a crucial role in deciding

whether to download illegally or to purch&<e.

Others like Taylor et al. (2009) argue that theemtion to engage in digital file
sharing is strongly predicted by desire, the freqyeof past behaviour as well as
perceived difficulty of the ac Following LaRose and Kim (2007), one of the most

important determinants for the intention to engagedownloading is the expected

60 ¢f. Quellet, J-F. (2007), pp.107

61 ¢f. Becker; Clement; Schusser (2008), p.212

62 ¢f. Altschuller ; Benbunan-Fich (2009), pp.50, fiarther reading, see Oberholzer-Gee; Strumpf (2007)
63 ¢f. Becker; Clement; Schusser (2008), p.213

64 ¢f. Huang (2007), p.49
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outcome of the act. They further add that downleadee characterized by deficient
self-regulation that counteracts the music industefforts (like legal prosecution or
educational campaigning) to ban digital pir&€y.his means that although the risk of

being prosecuted by law is high, users would stijage in digital piracy anyway.

A study conducted by Quellet (2007) shows that rblationship between the
individual and the artist is directly influenciniget decision of whether to acquire music
legally or illegallyé” Thus, if there is a more close relationship betwibe artist and the
listener/consumer, they would rather buy the a’tisongs instead of acquiring it by
illegal means. In other words, loyalty in the dariensumer relationship seems to be of

great importance for the purchase decision.

2.5.2.3 Effects of Demand

According to the music industry, file-sharing igesf considered to be one of the main
reasons for the downturn in music sales. Howeesearch results diverge. Authors like
Oberholzer-Gee argue that there is no significaifiece of file-sharing on sales
revenue8 Under certain circumstances it might even enfpiogsical sales. Others like
Liebowitz complain that free illegal copies are mialising legal demand and are the
most obvious reasons for decreasing s&@lé%itz and Waelbroeck conclude that file-
sharing is at least jointly responsible for thizeglepment’® Bhattacharjee replies in a
more differentiated way that file-sharing is maihlgrming unknown artists while star-
artists do not necessarily have to be negativelgcefd by digital piracy. He also
outlines the importance of pre-purchase samplingchvallows the potential customer
to listen to music before purchase and therefodeiaes the risk to buy music the
customer actually does not want to obtdinHowever, if someone downloads a track
from an unknown artist, the chance of buying ieaftards is low. In case of well-

known artists, sampling is hardly necessary asittist and his music is already known

65 ¢f Taylor; Ishida; Wallace (2009), p.255

66 cf. LaRose; Kim (2007), pp.267

67 ¢f. Quellet (2007), p.116

68 ¢f. Oberholzer-Gee; Strumpf (2007), p.37

69 ¢f. Liebowitz (2007), p.22

70 ¢f. Peitz; Waelbroeck (2004), p.9

71 ¢f. Bhattacharjee et al. (2004), p.118 and (2008)54
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through media coverage (radio, TV, etc.) which Ismbe customer’s perceived risks to

obtain music?

2.5.2.4 Intention to Supply in P2P-Networks

Reasons why someone supplies the online sharingnooity with digital content are
not obvious. Participants do not make any revenueffering digital content for free,
but they have to carry the costs of technologydigital transfer. Media content has to
be digitized, unbundled, compressed and labelleflirther costs that have to be

considered.

This lack of rational behaviour by offering somethifor free (from an economical
point of view) could also be seen as a form of it ‘gconomy”. However, gifts can
either have altruistic or strategic motives — dejieg on the perceived benefit for the
supplying person. In the first case, the supplesdnot expect anything in return for his
offers, whereas in the latter case some kind ohlneeration” is expecte@.Becker and
Clement argue that “users are more willing to shiées if they expect reciprocal acts
from other users? In p2p-networks this could be to receive an offep3 file, movie,
image, etc.) of the same quality from other p2pipgators. However, this effect is
considered to decrease with increasing experiehcsars. Quiring et al. argue in the
same manner and state that “file sharing markes1¢e rely on a non-monetary barter

exchange combined with norms of reciprocity anduein.””>

2.5.3 Tackling Digital Piracy

Fighting piracy is not impossible as people alwagse reasons for sharing digital
content. Consequently these reasons can be det@uatediminished through different
actions. Recently, the music industry has takeersésteps to stop what is seen as the

biggest threat for record labels and artists atibenent. These steps are:

» Offering legal online music download services (LOB)D

72 cf. Becker; Clement; Schusser (2008), p.220
73 cf. Becker; Clement; Schusser (2008), p.216
74 cf. Becker; Clement (2006), p.25

75 Quring et al. (2008), p.175
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» Enforcing intellectual property rights enforcement
* Pursuing education campaigning, and
* Implementing rights protection systems (e.g. DRM)

The development of new e-business models and theegoent emergence of legal
online music distribution services offers custontés possibility to obtain music from
vast record labels’ repertoires and could be ssem major source to push-back digital
piracy. Some years ago, record labels startedaitt Bnd introduced subscription-based
distribution models online, like MusicNet or Prdssp— however without success.
Nevertheless, with more and more legal intermegsaappearing, record labels can
focus on their core competencies and users areedffsasy access to millions of music
tracks from a lot of different online music retade(like iTunes, Napster 2.0,

musicload.de, etc.). Within the scope of this thehis part will be of great importance.

Intellectual property rights enforcement on indivds and on p2p-network
providers (KaZaa, The Pirate Bay, eMule) seemsetdhle most intimidating measure
towards users. The role of governmental legal astias well as Internet Service
Providers (ISPs) and its implications on the dowdlof copyright-protected content is
being discussed with huge commitment. Recentlynde's efforts for ISPs to ban
illegal downloaders from using the internet (antapy law) could be seen as a major
shift in the entertainment industry’s hist@fyNevertheless, the effectiveness of legal
sanctions is discussed with a lot of scepticismauttiors such as Bhattacharfeet al.
or Sinha and Mandél doubt and proved that these sanctions (except HaRsing
individuals) hardly have any effect on users’ fetlsehaviour and that they might even
increase piracy tendency, while the IFPI is clagnihat these actions have had severe

impacts on illegal file-sharefs.

Education to enhance awareness of copyright alagspa decisive role in the
industry’s efforts to decrease the amount of digieaates. Multi-country educational

campaigns have been launched with the support dibn@ governments and

76 cf. Becker; Clement; Schusser (2008), p.211

77 ¢f. Abboud (2009)

78 cf. Bhattacharjee et al. (2006), pp.129

79 ¢f. Sinha; Mandel (2008), pp.1

80 ¢f. International Federation of thePhonographaubtry (2006)
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international institution8! In this context, campaigns may not only be useddacate
about legal affairs but also about the risk of otite illegal music files of low quality

(bad recording, viruses, etc.).

In the future record labels have to act carefullyew considering introducing new
means of rights protection. Especially Digital RgyiManagement (DRM) proves best
that a lot of consumer trust can be lost when thigints are being restricted. The
technical infrastructure of DRM allows transformiadificially music into a scarce and
consequently marketable good and the record lalbedsh aim is to keep users from
sharing illegal music file$2 Meanwhile all four major record labels have takestep
towards their customers’ well-being and partly pdevDRM-free songs on the Internet.
Nevertheless, DRM and therefore mobility is stilliasue that has to be considered and

will therefore be implemented into the empiricattpe this thesis.

In general, rational behaviour is considered tov@mé someone from engaging in
digital piracy. However, this would imply that amdividual in a p2p-network refrains
from sharing files and consequently the whole pXiesn starts to collapse (mixed
motives of participants lead to a social dilerfi*na state in which a private interest is at
odds with collective interests). Empirical reseafws proven though, that there is
already an increasing number of people in thesgarks who do not actively engage in
uploading content but concentrate on downloadingokn as free-riding). This
development should consequently lead to lowerdaiteness or even to the collapse of
p2p-networks, as suppliers in these networks ddamger accept free-riding and quit
offering their files onliné* As a consequence, authorities might find waysldodt
these networks and artificially increase the rdtee®-riding, leading to the degradation
or collapse of a file-sharing netwotk.lt has to be mentioned that p2p-network
providers try to counteract free-riding by settamgninimum upload level. This means
that someone can only download files from the netwb he provides the network with
a minimum amount of data. In some cases, jikerrent, higher upload rates lead to

higher download rates — a way to keep the systerkimg

81 ¢f. International Federation of thePhonographaubtry (2006)
82 ¢f. Frahm (2007), p. 75

83 ¢f. Beckenkamp (2006), p.338

84 ¢f. Becker; Clement; Schusser (2008), pp.218
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These examples illustrate the opportunities foorgdabels and the music industry
in general to fight piracy. For this thesis, thoutjte author concentrates on the analysis
of new legitimate e-business models that focusem ways to link record labels, bands
and artists with the customer. Furthermore it igended to find out which
characteristics of such business models and LOMBS important to (potential)

customers to further curb digital music sales.

2.6 Concepts of Innovation in the Music Industry

The development of the music industry has alwags ladfected by technological, legal
as well as music genre specific change. In thidecdnt is necessary to define the term
innovation and its importance to the music busin@sge an innovation is made, it may
lead to the application of new business models @sequently enable competitive
advantage. Innovations are considered to be criari@mompetitiveness and progress. It
is therefore inevitable to understand where inrniomatomes from and where it might

lead to.

2.6.1 A Typology of Innovation

When someone is talking about innovation, the temention is often misleadingly

equated with innovation.
According to Tschmuck

“an invention is a novelty that has never existed in this paldicform. However,
an invention is not automatically @amovation. An innovation has occurred only
after the invention is successfully put on the re#itké (emphasis added)

As per Kotler, innovation could be described asapct, service or idea that someone
perceives as being néwThese definitions may sound rather simple anddyrtseough

for this thesis it might help to further distingaithe term innovation.

85 ¢f. Becker, Clement, Schusser (2005), pp.201
86 Tschmuk (2006), p.179
87 ¢f. Kotler; Bliemel (2001), p.563



2 The Music Industry Value Chain and the Music Mafteucture 29

Brooks defines two different kinds of innovatiortechnological innovation and

social innovation.
The latter one can be split up into four segments:
* market innovation,
* management innovation,
e political innovation and
* institutional innovation.

Market innovations are marketing capabilities hedpieither to implement new
technologies in new markets or already existingsofi®. music promotion by radio
DJs). Innovations in management are new work orgdioins that lead to an increase in
productivity (i.e. music production by independéntRolitical innovations can be
compared to political and legal actions aimingeawmoals (i.e. copyright enforcement;
setting new rules). Institutional innovations aresctibed as new institutions that
provide new services or fulfil social requiremeiiite. the foundation of collection

agenciesy8

However, this typology of innovation only descrilsesial innovations. Therefore a
typology for technological innovations in the musidustry has to be added. Tschmuck
tries to apply the intensity of innovation to theusit industry. In addition to that he
distinguishes between product and process innavdgsee table 3). The intensity of
innovation is described by two levels. Either theavation is incremental, where a
limited number of parts of an existing technologse anodified leading to an
improvement of the whole technological system,aalical where innovations lead to a

completely new product or process design.

Following Frahm, a product innovation can be désttias marketable content that
is absolutely or relatively new on the market. B8sc innovations are in-house
modifications for the efficient processing of cant® Finally, putting these parts

together the model could be illustrated in thediwihg matrix:

88 ¢f. Brooks (1982), quoted in Tschmuck (2006), p.181
89 ¢f. Frahm (2007), p.101
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Type of Innovation

Product innovation Process innovation

. Double sided discs; .
- incremental Stereo recordings
o s portable gramophones
22 S Electrical recordings
o= : Vinyl disc; CD player; _
£E radical Exchange of music on the

MP3
Internet

Table 3: Technological Innovations and Intensity ofnnovation.

Source: Tschmuck, P. (2006), p.182. Adapted byaruth

From these examples one can see that both the l¢F8rimat as a product innovation

as well as the exchange of digital music on therhdt as a process innovation are
characterized by radical change. As of Tschmudksdhradical innovations come from
outside the industry and completely change itsctire. Record labels are not able to
adapt to these new market structures and the plascunderlying. They are not able to
control competition and supervise the industry gathain. Only after some time the
majors will be able to regain strength and walltb# market until once again a radical

innovation from outside enters the market.

Frederiksen argues in a similar way. Technologaral organizational innovations
in the music industry are mainly adaptations temdl technological innovations. As
an example he mentions the development of newildision channels using the
Internet. They call for organisational innovatidoscreate new business models or the

introduction of new file formats or physical cargé!

2.6.2 Incentive-based vs. Knowledge-based Models of Innation

Theory further distinguishes two different models ipnovation — the traditional
neoclassical approach (or incentive-based model)tla® knowledge-based model. The

traditional neoclassical approach considers innorats being technical know-how that

90 ¢f. Tschmuk (2008), p.159
91 ¢f. Frederiksen (2002), p.29
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has the character of a public gd8ddowever, public goods are characterized by non-
rivalry and non-exclusiveness as new innovationgbkn the distribution and
reproduction of music at high quality. This impligsat the consumer profits from an
increase in efficiency, whereas the supply sideofiet labels, artists) is lacking the
incentives of its innovation. Consequently its sakevenue is declining and the supply
side is hardly capable of covering the expenseshef “first copy” (i.e. costs of

production, marketing, collecting agencies, disitikin and fixed overhead, et®J.

As indicated above, the supply side needs to magefit out of its innovation
with the help of instruments that “internalize efethat manifest themselves externally
(technological spillover effectsy* Generally, legal protection of patents and copyag
can be seen as a means to achieve such spilldeetsednd has been widely applied by

the music industry in the past decades.

This incentive-based model is outdated and chadléngy the knowledge-based
model of the new economics of innovation. Innovatctivities are seen as an effect of
collective knowledge. The acquisition of knowledgtays in the foreground. As this
model is characterized by uncertainty, knowledgeartially privatized instead of being
a public good. Regarding an e-business modehliiigy to integrate knowledge across
the value chain (more precisely in a relationsrapeal web or “value web”) constitutes

the basis for competitive advantége

A four-step process to innovation by Choi and Peneght best depict and illustrate
how online piracy, technology innovation and therfation of new legitimate business

models are related.

92 ¢f. Tschmuk (2006), p.183
93 ¢f. Van Dyk (2008), p.199

94 Tschmuk, P. (2006), p.183
95¢f. Tiwana (2002), p.36

96 ¢f. Choi; Perez (2007), p.173
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~ Orlire pirates use new

v a8

Providas valuable market
insight 2 0

v P

Contribites 1o new market &
creation

v

Spurs creation of legitimate &
innovative business modsls

Figure 4: Four-step process to innovation.

Source: Choi, D.Y; Perez, A. (2007), p.173. illatvn by author.

Figure 4 shows that in the first step of the precesline piracy pioneers the usage of
new technologies (i.e. p2p-technology). Afterwami®p-networks become valuable
sources of market insight. These former illegal samities and their users migrate to
become customers of legitimate business modelsarvices. The fourth and last step
includes newcomers to the markets, who enter thikehavith new business models
that are based on the new technology. As a consegumcumbent market participators

try to adapt their business strategies to compétethem.

The most recent and prominent example for this-&ep process is BitTorrent.
Before the successor of Napster appeared, a pwries main downside was its slow
speed at which larger files could be transferredweler, the BitTorrent technology
allowed solving this problem. In contrast to Napsted Co., users have been able to
download files from several users synchronousliherathan from just a single user.
BitTorrent’s legal as well as illegal applicatiopsovide a source of valuable market
insight. For example, companies realized that tras/ form of distribution allowed
them to easily connect to their customers and pgethem with free software updates
or even full programmes (e.g. Sun Microsystems UWgi€brrent to make available its
entire Open Solaris operating system to usersa éensequence, established media and
technology companies began to adjust their businmesdels to changes provoked by

this new technology and entrepreneurs flooded therket with new business
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applications. Some companies used BitTorrent tdolgyp others used alternatives to
file-sharing technology to distribute their conteBusiness models, such as Video on
demand (VOD), Internet TV broadcasting or videorclearose from BitTorrent. Well-
known players like Google, Disney, Yahoo, YoutulbeMSN created new legitimate

forms to generate revenue, based on these innagétio

97 ¢f. Choi; Perez (2007), p.175
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3 Business Models — An Incremental Build-up

In the previous chapters the market structurespaimdiples that have been changing in
the past few years have been considered. The ewehteof digital distribution services
has driven parts of the industry into crisis. Agiand music record labels have to face a
changing environment by establishing new ways tteggge money and to satisfy their

customers.

Further on, the importance of innovation to creael preserve value in music
business was discussed and how innovation miglt teathe evolvement of new
business models. Accordingly, this chapter is dadi to the discussion of (new)
business models within the music industry in annenénvironment. As the structure or
system of the music business has been analyseetail oh the previous sections, this
part of the thesis is supposed to provide the readk new business principles derived
from literature that might alter and preserve thesim record labels’ and artists’ future
financial success — in terms of generating reveimigally, a basic definition of the
terms business model and e-business model is ghfearwards, promising e-business

models will be presented in detail.

3.1 Business Models — A Definition Approach

In this chapter the reader is provided with a comrdefinition of the terms “business
model” and “e-business model” as these terms \eilfusther used in the course of this

thesis. Afterwards, chapter 3.1.2 depicts whatcaessful business model consists of.

3.1.1 Definition of Business Models and E-business Models

Several definitions exist on what a business madalally is, however, there does not
seem to be a commonly accepted theoretical defmitRapp& might best depict the
characteristics of a business model in the corgktttis thesis. He states that e-business
models might be the most discussed but least uloderSacet of the Internet (e.qg.

transparency, operation mechanics, etc.).
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As of him, a business model is defined as:

“the method of doing business by which a company sisstain itself — that is,
generate revenue. The business model spells-oualmmnpany makes money by
specifying where it is positioned in the value chai
In this thesis, these business models will be refeto as e-business models, as the
Internet and the possibility to distribute musidima stay in the foreground of this
analysis. To complement Rappa’s definition, Timresfrdefinition of internet business
models is considered. He describes an internetboiseness model as
“an architecture for the product, service and imfation flows, including a
description of the various business actors and tbks; and a description of the
potential benefits for the various business actamd, a description of the sources
of revenues”.
E-commerce brings on the emergence of new e-busimesdels, but also the
reconfiguration of or adjustments on already emgstines. A brief example for the latter
might be companies such as Amazon, eBay or Barndslde that apply traditional and
already well-known concepts of wholesaling, brogerand retailing to the virtual

market placé?

E-business models are considered to evolve over. itompanies do not have to
just apply a single business model, but they msy ebmbine different models as a part
of its overall strategy. This is an important nmtatfor the analysis of music business
models in this thesis. They may be partially, fudlydiscretely implemented from each
other. For instance, it is not uncommon for contémen businesses to combine an
advertising model with a subscription model (fortfier information on these models,
see chapter 3.3y The reader should therefore always bear in miad tiere hardly
exists a stand-alone method or model which guagarfieancial success for the record

company and consequently fully meets customersetgions.

98 Rappa (2009)

99 Timmers (1998), p.4

100 see eBay.com; barnesandnoble.com; amazon.com
101 ¢f. Rappa (2009)
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3.1.2 What Makes up a Successful Business Model?

Having provided a definition of e-business modelsthe music business, it has now to
be considered the composition of e-business moéekowing Zollenkop, there are

three main factors a business model consists eff(gere 5}°Z
* The product/market-combination
* The revenue mechanism
» The configuration and execution of value-addingvéats

All this factors are interdependent and each oméritutes to the success of a business
model. Therefore success is characterized by tstersycorrelation (see Figure 5). It is
not only the quality and arrangement of a singlddiathat counts, but also the link
between these factors. Only coherence of the wdya'em can guarantee high customer
benefit and competitive advantage and revenue gr#wDue to the high complexity of
this system it is impossible to find a business ehdbat fully matches customer and
record label expectations. Nevertheless, a busimextel is successful if customers’

expectations and the combination of integral paires business model match.

e 3 -\--H\\._
i ProductMarkel-combination )
K-""‘-\—_’__ _‘___,_,_,-'-"'x
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& ID % .
. () ~
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o~ Customer expeciations ~
__.-""'-F____—f___ _\-"""-\-..k -_/,.d' = ___\_\-\--\--H""\
{ Revposmechapsymy ) — — — — — — — — i, Value-adding activities
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Figure 5: Integral components of business model ancustomer expectations.

Source: Zollenkop (2006), p.349. lllustration byrer.

102 ¢f. Zollenkop (2006), p.45
103 ¢f. Zollenkop (2006), pp.45
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Prior to the taxonomy of business models on therhat and the description of some of
the most promising (future) music business modelstief part is dedicated to present
the traditional approach or business model of mrestord labels to generate revenue.
With the information already provided on the imaoite of innovation, the music value
chain, the music market structure, digital disttilm and the following part in this

thesis, the reader should have a clear-cut pictitiee basic principles and components

that govern music business models.

3.2 The Record Labels’ Traditional Business Model

In the course of this chapter, the reader willdearore about the traditional business
model that has been applied by the music recorelddbr a long time. In a prior step,
the composition of this business model will be #pmt Afterwards the music industry

life cycle and the cost and revenue structurerofiaic record label will be discussed.

3.2.1 The Traditional Composition of the Music Industry’s Business Models

The first component of the traditional record labddusiness model consists of the
product and the market as defined in chapter 3.Tl2e traditional product-
combination in the music industry is based on records (mai@s). These are
homogeneous mass products that contain a certagurdanof different tracks of an
artist, band or genre. The product bases on a dambks-subsidization as only 5-10 %
of all CDs sold are profitable and finance or sdiz& the other 90-95 %. Further, as
CDs often contain tracks the customer actually du#swvant to obtain but has to buy

due to unbundling issues, subsidization is beiraip k104

Concerning themarket, there are three different customer segments daatbe
distinguished by intensity of purchase - intensiaegerage and extensive consumers.
Intensive consumers make up a small part of thellptipn, buying more than nine CDs
per year. However, this segment makes up almo%b 40the music industry’s revenue.
Most of the revenue comes from purchase from yauadelts and sales are considered

to be very seasonal as almost 70 % of CD salemfalseveral weeks before Christmas.
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As a consequence, it is important for record laldelsfocus their efforts on the
management of a few, profitable artists and toetaay specific, profitable group of

customerstos

This leads to the second component of the busmesiel —the configuration and
execution of value-adding activitiesValue-adding activities in the music value chain
are primarily, as already mentioned in previouspthis, A&R-management, financial
exploitation, administration and protection of ifgetual property rights of composers
and authors. This second step is completed by dexprproduction and duplication
followed by the application of marketing and proraof the distribution to retail stores,

radio, clubs and gastronomy.

Prior to the rise of Internet distribution, the nwusecord labels’ main goal was to
search for new talent, to produce artists’ musid gmpromote their clients by videos,
concerts, advertising, TV shows and other ev&tat the end of the ZDcentury, the
music industry was and still is very much dependent strong copyright framework.
This copyright enabled not only the majors but atke independent labels and
thousands of smaller ones to finance their initisestments they made in the “Creative
Community”. According to Papagiannidis, copyrighiaganteed a flow of revenue for
rights holders. The major record labels that owd #of the rights of sound recordings
and 50 % of rights in the composition (through ttheiusic publishing company)
established them and not the artists themselvdegad rights holders of the music
product. Record labels retained control by owngrgifi capital intensive production
processes. Consequently, negotiation power staythdtiee record labels who designed
contracts that put them into a more profitable fpmsithan the artists. The royalties they
paid their best-selling acts were as low as therce¢abels themselves could cover
operating costs plus profit from the artists’ bdke® takings. In other words, execution
is characterized by many exclusive rights betwedrels, composers, artists and other
parties. Regarding costs, the music industry ignddfby high initial investments (fixed

costs), low marginal costs and economies of séale.

104 ¢f. Zollenkop (2006), pp.349

105 ¢f. Zollenkop (2006), pp.319

106 ¢f. swatman, Krueger; van der Beek (2006), p.70
107 ¢f. Clemons; Lang, (2003), p.273
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Therevenue mechanismis based on fixed prices for records and moshefévenue is
distributed to the majors as they control mostvaas in the value chain, like

distribution, marketing, recording or productit.

3.2.2 The Music Industry Life Cycle

The financial exploitation or revenue mechanisrthemmusic industry’s life cycle could
be described as “1 album and 2 singles”, as relatmels’ concept focuses on producing
an album and decouple two or three singles, in soases followed by one or more
music videos. These principles initiate a circle different stages of financial

exploitation of musié%®

Figure 6 outlines the music industry’s traditioa@lproach that proved to be very
profitable for decades. Exploitation of compilaotack catalogues and publishing are
considered to be high profitable segments. Howether,release of an album and the

decoupling of single songs are still considerededoo much focused on these days.

High focus on 1 album/ 2-3 singles

Exploitation and
management of
performance rights

Expinitation outside
hame market is
difficult

Life Cyle
@

High profitability

Special editions or

BEST OF - editions High profitability

Severely influsnced

Profitable by illegal downloads

Lo ik Low risk

Figure 6: Traditional Music industry life cycle.

Source: Briegmann, F.; Jakob, H. (2008), p.90sitation by author.

108 ¢f, Zollenkop (2006), pp.356
109 ¢f, Briegman; Jakob (2008), p.90
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Nowadays, the Internet allows inexpensive manufaguand reproduction due to
higher bandwidth rates and customer-friendly progrdor music production, thus, a
shift of control from traditional record labels aotists and customers can be observed
and the traditional circle of financial exploitatithas been broken op&®.Consumers
are listening to more music than ever before ag thessibilities to obtain music
multiply. Artists and customers are now able tenatt directly (through websites such
as MySpace, Facebook, Twitter, artist websites,),etwithout any intermediary,
diminishing the record labels influence. Moreovewnpyright is less valuable for the
record labels as innovation such as file-sharingdimminishing the importance of
intellectual property for the music industry. Mapecifically, copyright enforcement
might not be as a powerful tool as the music ingustight hope. Record labels have
failed to adapt to this changing environment onetimesulting in the rise of a

“monetization gap*11

All in all, the music industry’s business model based on control and mass
distribution of easily-digitized information (mugidPhysical distribution models have
been built on limited access, which allowed theanagcord labels to maintain control.
Digital distribution was limited by low bandwidtmd technical copyright protection
systems. Both restrictions do hardly exist anynzoré record labels have to face the end

of control of music by ownership.

3.2.3 Cost and Revenue Structure of a Major Record Label

The typical cost structure (see figure 7) for aonagcord label is characterized by high
production costs (i.e. composing, recording, rgyglayments etc.). Expenses on
marketing make up a big part of the record commasy structure, which underlines the
current notion that major record labels are morenwrketing/promotion-focused
companies. Administrative costs such as legal raffaiccounting, controlling and IT
account for almost 10 %. Others include non-persbrexpenditure like rental

payments. Most surprisingly, just a small pieceiaf is due to personnel distribution

110¢f. papagiannidis; Berry (2007), p.27
111 ¢f. Capgemini (2008), p.8
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costs and A&R expensé®. The latter implies less investment in the develeptrand
support of new artists, therefore downsizing theoamt of different bands, artists and

genres people can chose to listen music from.

Cost structure major record label (% of net
revenue)

Figure 7: Major record label cost structure.

Source: Jakob, H. (2008), p.78, adapted by author.

Nevertheless it has to be added that these figaresestimates and to some part
calculated based on third-party data and inforrmade more detailed figures are not
provided by record labels in gene¥&d.Though, it might give important implications on
where to apply new business models or cost cuttimgjatives, besides the

implementation of LOMDS.

The main cost drivers in the traditional businesxlet are the type and amount of
artists as well as the rights management that comieesy with them. During their
successful years in the 90s, record labels prodacedmanaged as much music and

artists as possible. However, this resulted in ¢neergence of so-called “one-hit

112 ¢t Jakob (2008), p.78
113¢f. Jakob (2008), p.79
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wonders” that implicated a focus on short-term sgsc As a consequence, for every
“hit” there were ten “flops” — leading to a hugertiolio of non-profitable artists,
increasing A&R costs, manufacturing costs, highdmiaistrative expenses and more

legal rights management.

According to Jakob, it was not until 2004, whenoreclabels started reorganizing
their agenda. They cut overhead costs and triedréamline their portfolios. In many

cost categories the record labels had been alolat tmosts down 30-50 per cét.

3.3 Taxonomy of Internet Business Models

Prior to the discussion of how music record lakms apply new ways to generate
money on the Internet, it is necessary to discusdasic Internet business models that

have been adopted by companies operating in aneoativironment.

Companies have several options of business moldejsdan implement in their
overall strategy. Rappa provides taxonomy of niiffeer@nt concepts for the Internet
(see figure 8). These business models or conceptha brokerage, the advertising, the
infomediary, the merchant, the manufacturer, thidisa€, the community and the
subscription modél*> It has to be pointed out that this chapter isnform the reader
about the basic business models that can be appliedommerce, some of them will

found the basis for the e-business models in th&anndustry discussed in chapter 3.4.

114 ¢f. Jakob (2008), p.81
115¢f. Rappa (2009)
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Intermet Business

Models
Brokerage Advertising Infomediany Marchant
T
Manufaciurer k a B
{dirsct) Affiliate Community Subscripiion
Utility

Figure 8: Internet Business Models.

Source: Rappa, M. (2009). lllustration by author.

As of Rappa, these models are defined as follows:

The Brokerage modelis characterized by brokers or market makers. rTiask is to

bring together buyers and sellers and try to fatéi transactions between these two
parties. In general, this model plays a role inifess-to-business (B2B), business-to-
consumer (B2C) and consumer-to-consumer (C2C) rnesaeded brokers charge a fee or

commission for the transaction.

Advertising models are considered to be an extension of traditionaldim
broadcast models. In this case, a website offergaeat usually free of charge and
different additional services (like instant mesaggiblogs or email services). They are
mixed with advertising messages in the form of leareds and might represent the
major source of income for the broadcaster. Thadwaster can either be the creator or
just the distributor of the content provided. Thiragtiveness of this model for

companies increases with the amount of viewersingsthe website.

Infomediary Models are simply applied by companies acting as interanexs
providing their clients with information about asgn market. Clients can be sellers who
want to receive information about consumption tslit potential clients, or buyers

who are searching for product and service relatetmation prior to purchase.

A Merchant Model is most frequently used by wholesalers or retail€he

companies either carry out sales based on listpc auction models.
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The manufacturer or direct model allows a manufacturer who creatpsoduct or
service to directly reach potential customers withen intermediary’s help. This model
can be based on efficiency, better customer sergiceinderstanding of customer

preferences.

Affiliate models are providing purchase opportunities wherever [gesprf the
Internet. They offer financial incentives such asmissions to affiliate partners. The
partners offer direct links to the purchase-pointh@ merchant. Others include banner
exchange, pay-per-click or revenue sharing progrdins model is also referred to as
pay-for-performance model, which implies that tffdiate does not cause the merchant

any costs if he does not generate revenue.

Community Models are based to a high degree on their users’ lay&ty an
example, users of social networking sites invesh bione and emotion and the amount
of involvement decides about the success of theem&kvenue can be obtained from
the sale of amendatory products or services, damatiadvertising or subscription for

additional services.

With subscription modelsusers are charged a fee, either on a daily, mpmihl
annual basis to get access to a special serviespective of actual usage. Commonly
these models combine free content with premiumicesvor content (i.e. subscriber or

member-only). These models are often combined adtrertising models.

Utility Models or “on-demand”-models are depending on usage rates, implying
that users have to pay for what they actually anegu For instance, this “pay as you
go”-approach is used by some Internet Service Bewsiin parts of the world, charging

customers for connection minutes.

Hardly all of these models will be of importance fousic record labels and artists.
Some basic models have already been used by the mdsstry to generate revenue or
some may not be applicable. However a couple eftet business models might help
to overcome the current monetization gap and wiltilscussed in detail in the

upcoming chapter (see chapter 3.4).
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3.4 Music E-Business Model Categories

The following business models do not representllalii of all promising ways and
methods for record labels (and artists) to genetenue through different means of
digital distribution. This approach would far exddabe scope of this thesis. The models
were mainly derived from literature review that sisted of academic research papers,
industry reports and interviews by members of réctabels and artists. Certain
subjectivity in the assortment of promising busgasodels was not avoidable.
Nevertheless, concepts were picked out that had Ipeedominantly proposed by
literature. It has to be added that these businesdels are primarily based on the
interposition of intermediaries, such as Apple’snés Store. This example has shown
that users are willing to pay for digital infornati goods if they are offered an easy to
use distribution platform, in combination with aghiepertoire of music at moderate

price levels, more liberal DRM and additional seed that fit customer expectatiois.

Alternative business models that have either beepgsed by technology experts
or industry representatives and which are scardedgussed in theory will also be
implemented in this section as it is intended totgbute to future discussion on the
development of new ways for digital music distribatand the improvement of service

portfolios from digital music providers.

Each business model will be described in detail #nait basic principles will be
outlined, followed by examples from practice. Tooypde the reader with a more
generic, structured description of these businesdefs, the categorization approach
from Amberg and Schroder was applied. They idestdifilifferent e-business models in
music distribution and created a set of four categdbased on two essential criteria.
Classification on the one hand is executed by yipe ©of compensation or payment
method and on the other by the consumer’s depegasnthe supplier or its technology

(hardware and softwaré)’

This approach seems to be beneficial for this @malgnd in a second step simply

allows us to test which type or category of bussnesodel might best match the

116 ¢f. Quring et al. (2008), p.176; qt. Von Walteiess (2004)
117 ¢f. Amberg; Schroder (2007), pp.291
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consumers’ attitudes towards the adoption of legéihe music distribution services. It
has to be added that this research was conductedatgears before this thesis was
written and due to the emergence of new forms gitalidistribution it was decided to
add categories and adapt some of the existing mé¢sgprovided by Amberg and

Schréder. These categories are:

» E-Business models that are based on “pay-per-dasilor “a la carte” and are

independent of the supplier’'s technold@ategory A)

e E-Business models that are based on “pay-per-daahlbut are dependent on

the supplier’s technolog{Category B)
* E-Business models that are based on a flat-Gagegory C)

» E-Business models that include commissions forlregeof digital music tracks

(“superdistribution”)(Category D)
* E-Business models that are based on free ad-fumdedt (Category E)

« E-business models that are based on virtual comiasnand social media

websitegCategory F)
e E-Business models that are based on the manufaatadel(Category G)

Each category will be described by four charadiegs The first one is content-related
and depicts the type and volume of music/conteowided. The second aspect focuses
on the rights of use for customers and determihesldével to which the customer is
allowed to transfer or copy music to other devitegieneral, this part can be referred to
as the portability of music or flexibility in theupchase of digital music. Furthermore,
the third aspect is related to prices of singleksa aloums and special offerings. A
fourth point is supposed to analyse additionalisesy such as information on artists,
bands and tours or customer support. Each busmes®l will be exemplified by a
legal online music distribution service or compahgt already apply these models.
However, as some aspects of companies and mankéitioms may have changed in the

past few years, all examples have been updateaebguthor through website analysis.
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3.4.1 E-Business Models that are Based on “pay-per-dowrdal” or “a la carte”
and are Independent of the Supplier's Technology (&egory A)

In general, the most wide-spread form of digitatabution as a business model is the
download of single songs or albums for a fee, aé&ferred to as the “a la carte” —
download. The downloaded digital files are offereé special data format (i.e. MP3 or
WMA). However, in this category it is not necesstmythe consumers to obtain special
technology to use the offer. Concerning the rejrertffered to the consumers it mainly

consists of well-known songs of international chamthigh audio quality!8

Customers do actually not buy the content itselft the rights of use (i.e. a
licence). Depending on the file format chosen, te®sumer can either have non-
restricted transferability possibilities or, in tbase of the latter file format, is restricted
in terms of the amount of copies or transfers tptal devices like mobile phones and
portable music players. To avoid illegal actiom&se rights are managed and organised
by DRM-systems. However, their importance is supdds decrease as online retailers
and major record labels have already partially geolpapplying DRM or at least intend
to do so in the futur&l® Prices in this category are standardized, butdadrad retailers
try to attract more consumers by offering pricedian, special prices or prepared
discounts and are supposed to act as a stimulaesisbtomers to download more content.
Additional services are not very sophisticated lasytfocus primarily on services
supporting the purchas& Musicload.de by Deutsche Telekom AG is a prominent
example operating in the German market (see tgblé Bas to be mentioned that the
business model of pay-per-download is more ofteaptati by further services and

offers, such as streaming songs for a flat rate fanch certain period of time.

118 ¢f. Amberg, Schroder (2007), p.293

119 ¢f. van Buskirk (2008); Amazon and Walmart arkenfig DRM free music, in mp3-file format to ist Utksed
customers. www.amazon.com. www.walmart.com

120 ¢f. Amberg; Schroder (2007), pp.294
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Characteristics/Name | Musicload.de (Deutsche Telekom AG)

300.000 songs; pop, rock, jazz, dance, folk, charts
Type and volume
data format: both DRM protected and free

€0.99< for single; €5.00<for album; price-bundlid@: chart songs for

Price €7.95; streaming (flatrate, €8.95 for 30 days/€26.fr 90 days)

Depending on data format; either none-restrictghtsi or restricted copy,

Rights of use export, transference possibilities

N _ Information on artists, albums, newsletters, etc.
Additional services

User support: FAQ, guided tours for how to usefptat

Table 4: Example Category A — Musicload.de.

Source: Musicload.de; lllustration by author.

Comparing the results of Amberg and Schéfer wighatithor’s findings, it is interesting
to see that a couple of aspects have changed beepast few years. Especially the
amount of different music genres seems to haveasad and the opportunity to obtain
DRM-free music tracks. Further, streaming oppottasiare provided nowadays for a
flatrate and a certain period of time. Additionahsces, such as information on artists
and bands that have not been provided several ggarseem to be standard nowadays

— not only in this particular case.

3.4.2 E-Business Models that are based on “pay-per-dowrda” but are
Dependent on the Supplier's Technology (Category B)

In general, the payment method of category B doas differ from category A.
However, this category is constrained by a spe@#8pect. Digital audio content is
provided in a data format that depends on the sypltechnology. In this case, the
term cross-marketing might be appropriate as tha rai@n of the suppliers is to sell
music for the purpose of promoting its main produltitis necessary for the customer to
obtain this specific product (or technological deyito use and benefit from the music
downloaded. To obtain music, the customer has s ffaough a two step process. First
he has to install a client-software for accessrobnisage control and accounting on his
computer. This allows the customer to download sand albums which can only be

transferred to technology provided by the suppliessially mobile devices. Amberg and
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Schréder call this “technology-based customer teehl?! For this type of business
model it is important to achieve a high level ostmmer loyalty, which suppliers try to
accomplish by offering a huge repertoire of sorgdifterent labels, bands and artists as
well as artist-related services and informationcdxdingly, the amount and type of
content offered in category B does not differ froategory A. However, the customers

can use the music without restriction, but onlyhwigard to the supplier’s technology.

Characteristics iTunes (Apple)

Approx. 10 million songs; many different genresgiabooks;
Type and volume
data format: DRM-free

Price €0.69< for single; €7.99<for album;

Non-restricted rights to copy and transfer songsddia players (usually from

Rights of use supplier —i.e. iPod)

Information on artists, albums, newsletters, etc.

Additional services | yser support: FAQ, client software for using théegfguided tours for how to
use platform

Table 5: Example Category B — iTunes.

Source: iTunes.com; lllustration by author.

The most frequently mentioned and well-known examipl the music portal iTunes
from Apple with a market share of at least 75 %hef digital music market worldwide
(see table 5). As implicated above, it is necesfary unes to provide its audience with
a huge portfolio of record labels and vice verseoré labels can not abandon this
opportunity of reaching a majority of customers. s¥iaecently, however, Apple
announced to offer music without usage restrictams further change its pricing which
implies that its traditional competitive advantaigefading away?? Its € 0.99 per
download approach (same price for dollar and etmo¥ingle songs has been rejected,
leading to a new flexible pricing structure of £9. € 0.99 and € 1.29. However, this
structure is supposed to be dependent on whatddabels charge Apple and the
novelty of the songs. This implies that older somg#erred to as the “back-catalogue”,

will be offered at the lowest rate and new songsnat of the two higher rates. Another

121 Amberg; Schroder (2007), p.295
122 “Apple’s iTunes announces lower priced, restrictfoee music” (2009); also Myslewski (2009)
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example of this category was Sony Connect, whiell tio compete with iTunes but had
to be shut down in the US and Europe in 2008.

3.4.3 E-Business Models that are based on a Flat-rate (@ory C)

This model is based on a flat rate or subscriptidmch implies that a customer has to
pay a monthly or yearly fee to access, unrestrigtddwnload and listen to music. In
most cases payment is considered to be on a moh#dis!23 One of the biggest
advantages for customers is to download music arge scale, while not paying for
each song separatéBf. Not surprisingly, this model is considered to he future of
music consumption. A model based only on salevisidered to be outdated and a

model based on monetizing the access to musiogagated by the music indust#y.

The number of subscription models has steadilyem®ed over the past few years
however, these payment models are still consideigte markets in many countries all

over the world.26

To attract intensive users or downloaders, thesgetaaconsist of a big variety of
different music genres from well-known and indepentdartists. The customer has to
first acquire a client-software which allows him download or stream an unlimited
amount of music. Like in category B, the supplian control the access of customers to
their services. In some cases this “all you cairaaproach does not include rights to
copy or transfer music to other devices and is antluded in an additional fee.
Sometimes there is only a very narrow list of ptayer mobile phones that are
compatible to this service —like in the case ofrenr Napster (see table 6), Nokia's
“Comes With Music” or Rhapsody’ This circumstance and the commitment to a
monthly or annual contract are considered to badyarfor potential customers to sign
up for these services. However, suppliers try touchvent the problem by offering per-

track downloads and plenty of additional services.

123 ¢f. Huber (2008), p.173

124 Amberg; Schroder (2007), p.295

125¢f. International Federation of thePhonographiustry (2009), p.8

126 ¢f. International Federation of thePhonographitustry (2009), p.14

127 see Napster, Inc. www.napster.com; also Nokialmweomeswithmusic.com
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Characteristics Napster.de

Type and volume | Over 8 million songs; many different genres;

Monthly flat rate: € 9.95 (only for PC usage); €945€ (for PC and mp3
player). Per song download: € 0.99

Price

Rights of use Mainly WMA format; restricted by DRM-system

Information on artists, record labels, albums, retters, playlists, audiobooks
interviews, etc.

Additional services . ] ]
User support: community feature (exchange playlistw filter sytems and

music finder tools

Table 6: Example Category C — Napster.de

Source: Napster.de; lllustration by author.

The differences between the characteristics ofettesvice three years ago and the
present service offered by the same provider aerasting and show the reader how
dynamic on the one hand and how static on the dthed the online distribution of
music is and how rapidly business models in theienslustry change. For instance,
the amount of songs available at Napster todajmest five to six times higher than a
couple of years ago. Prices are more flexible n@aysdobut the only crucial difference is
the possibility to use the songs on portable mptéigers for five more Euros a month.
Further services, such as streaming, are not applyieNapster in the German territory
(only US). Regarding the rights of use, the WMZAefibrmat is still being used and
restricts customers listening behaviour - in timégere DRM is supposed to harm both
customers as well as record labels. NeverthelepstBiatries to offer customers with a
bunch of additional features like a community mati (as in the first version of

Napster in 1999) with the possibility for customtrdegally share files.

In general, Huber sums up best the problems ofcsipiti®n services today. On the
one hand there are inbuilt restrictions, which nsetirat when subscription is being
cancelled or runs out, the music already obtainethb customer has to be removed
(more precisely the rights to uséjy. New services such as Nokia’'s “Comes With
Music” do not rely on this business principles aoyea On the other hand there are

arbitrary restrictions through which DRM protect®mhgs are being distributed that are

128 ¢f. |nternational Federation of the Phonographituistry (2008, a), p.14
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not even compatible with Apple’s iPod — the mostnomn portable digital media

device these days?

Furthermore, the IFPI adds that under-investmennhanketing and promotion of

such platforms hinders subscription-based moddistoish.

In the end of 2007 a new model approach emergdd#ses on the bundling with
music concept — offers (subscription models) tl@ahe in connection with a mobile
device or an additional service, like a broadbandnection. To some extent this
approach follows the proposals by several copyrigi scholars and technology
industry groups, who considered a new compensaty@tem for artists and rights

holders, which is known asluntary collective licensing

Under this new subscription-like system, the isstidlegal file-sharing is a key
aspect. In this case the music industry is suppaseldrm one or more collecting
societies that offer consumers, especially filerstsa the possibility to legally obtain
and share music in exchange for a monthly or anpagient. Once payment is done,
the collecting societies try to split up the moaeyong the legal rights holders, based on
the popularity of the artists’ music. The rightddeys gain more money the more their
music is shared online. As long as digital distrif of music is popular, they are
supposed to benefit. Further, the more people liegarticipate in file-sharing, the
bigger the repertoire of online music will be ammhsumers might find everything they
want online. At best, this system could generalgobs of dollars and euros for the
record labels and artists. As promising this prapamight be, there are several
restrictions to bear in mind. For the music indusgtis important to enforce file-sharers
to pay a small monthly fee rather than to remaijtali pirates without making any
payment. Collecting societies would have to find who owns the music downloaded
by p2p-users and split and allocate the revenuwolild be important to find new
mechanisms to calculate the popularity of an adisband in such networks, as it is
supposed to determine the amount of money theyvieecAccording to the authors of
this proposed model, the biggest problem would doentike record labels join this

plan130

129 ¢f Huber (2008), p.174
130¢f. von Lohmann (2004), p.21
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A similar approach that combines key aspects of&tion and collective licensing
has already been initiated by some record labedsveder, ISPs act as intermediaries
between customers and labels and subscriptionetoettord label’'s music catalogue is

bound to a broadband bill.

Latest developments show that the basics of valyrdallective licensing might
have positive effects on the music business. As Wetis of Universal Music Group
pointed out in an interview:

“When you bundle a subscription service with sonmgthelse, be it a

broadband subscription or the cost of a new phbaeis when it becomes

instantly attractive and makes sengét”
In the end of 2007, Universal Music initiated ajpob with French ISP Neuf Cegetel.
The ISP offered high speed internet, fixed linepblbne connection, HDTV as well as
unlimited music downloads from Universal’'s catalegor € 29.90 per month. At the
same time EMI followed Universal by partnering wihce, an ISP owned by Telecom
Italia. Even in Austria, Universal plans to cooperavith ISPs on flat-rate subscription
business models2 Most recently, Universal UK announced to estabdishonthly flat-
rate service in co-operation with ISP Virgin MedBResides offering songs from the
Universal music catalogue, the ISP will temporadiyt off clients from their internet

access if they download songs without a valid lsegp?

For media experts, such as Gerd Leonhard, this hsegens promising, however it
will not be a solution just to work with a singlabkel and a single ISP as consumers
might hardly just listen to Universal’s or EMI’'s sia catalogue, once more illustrating
the importance of a joint action of all major retdabels to offer a wide range of

different music from all possible genré!.

131 ¢f. “Major subscription model imminent after Unisel joins forces with Sky” (2008)
132 ¢f. Huber (2008), p.174

133 ¢f. Pfanner (2009)

134 ¢f. Leonhard (2008, a)
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3.4.4 E-Business Models that Include Commissions for Reliag of Digital Music
Tracks (“Superdistribution”) (Category D)

A new form of selling digital content is represahtey category D. It links the idea of
file-sharing with the exchange of money. The alyedidcussed categories A, B and C
mainly followed the traditional business-to-consuniB2C) approach known from
physical markets. This category combines file-stgarinetworks and electronic
commerce and creates a consumer-to-consumer (Ca&emThe principles of super-
distribution are not new and even ten and moresyago the importance of this multi-
level distribution for electronic markets was dissed. Even further, the distribution of

music was named a future potential area wheréfrtleis” form could be applied-3>

Within the superdistribution model, consumers céimee be the vendors or
vendees of digital content. They get remunerateith \&i low rated commission for
reselling the music they acquired. It seems obvith# this model is supposed to
engage people in distribution as they get paidtforhis particular case of new online
music distribution is based on special software ihaeeded to administer accounting
of all processes. Customers can use the digitaleabnwvithout restrictions (MP3 file
format) and have full responsibility and freedomus®e the music as long as copyright
will not be infringed36 The system itself was invented by a German cotipera
between 4FriendsOnly.com Internet Technologies A@ &raunhofer IDMT and is

called PotatoSystem (see tablé%).

Characteristics Potatosystem.com

Type and volume | Many different genres, but only small repertoirdahds, artists and songs

Bri Per song/album download: price set by seller
rice
Superdistribution

Rights of use MP3, no DRM

N ) Information on artists, record labels, albums, abdoks, sampling
Additional services
User support: FAQ

Table 7: Example Category D — potatosystem.com

Source: potatosystem.com; lllustration by author.

135 ¢f. “Superdistribution spells major changes”. (299p.274
136 ¢f. Amberg; Schroder (2007), p.296
137 see www.potatosystem.com; also www.idmt.fraunhdéer
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The business model, or more specifically the distron model, is offered without any
DRM. The system itself bases on a superdistributnmael at which commissions are
given to the sellers and re-sellers of music. Asftunders of this system work together
closely with Germany’s collecting society GEMA, goights of artists and labels stay
untouched. However, this system is comparable p@menvironment, as the provider
of music (seller or uploader) has to provide thesimfiles on a server to the public. The
PotatoSystem directly links the buyer with the esellThe price for one track can be
determined individually by the provider. For eachck sold, the rights holder gets 43
per cent from the initially set price minus the GEMart. In case the buyer registered
with the PotatoSystem, he obtains the distributights for this song and is allowed to
re-sell it. This superdistribution model includdwee buying parties at most, who
receive a 35 per cent commission in total of th&aily set price. According to the

inventors, the system is to be suited for smalbrédabels and artists, who hardly

possess the necessary marketing budget to prohetartusictss

Figure 9 illustrates the build-up of the multi-légeiperdistribution-network for the
purchase of digital goods. It is obvious that davad platforms can exploit the power
of user communities that resume viral marketingst(dution and promotiong?
Download platforms do only have to invest in a @ertgroup of consumers (normal
distribution) that spread word-of-mouth. The acdigis of new users

(superdistribution) leads to increasing revenuesifiits holders and intermediaries.

138 ¢f. Fraunhofer IDMT (2009)
139¢f. Helm (2000)
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Additional revenue for download platforms/
rights holders/selling users

DOWNLOAD PLATFORM

nomal distribution > | Superdistribution ™

Figure 9: Superdistribution Network.

Source: 4FriendsOnly.com; lllustration by author.

According to an exploratory study on superdistitmuiamong 100 research participants
by Quiring et al. (2008) the ratio of revenue $plg between users and providers
influences the source people download music fihimost all people interviewed

would even be satisfied by a participation of fwltess of the revenues, which implies
that not only economic reasons (see chapter 2.feimce consumer behaviour.
However, most importantly music record labels st reject this business model as
the percentage of revenue participation does reshge be very high but approximately
between 30 and 40 per cent for users. As of Quidh@l. this corresponds to the

percentage download services such as iTunes artsattteive for their services.

Further, unlike in classic music business modetgonmd labels can expect to

participate in additional revenue generated bgastl some of the users re-selling songs.

140¢f. Quring et al. (2008), p.184



3 Business Models — An Incremental Build-up 57

Despite constant total price per file, the numiddiles sold will increase. Besides, from
a record labels’ perspective this business modsupposed to contribute to a better
image as people consider the C2C-model to be Fairther, the model constitutes a
cheap way of promoting artists and record labelslisgibution is decentralized and
fulfilled at minimal costs. In conclusion, Quirirgg al. outline that the superdistribution
model might in fact prevent file-sharers from dagjipiracy and make them pay for

digital music by creating a decentralized C2C miekeironment.

The major drawback of this new innovative businesxlel is that neither there
have been any major empirical studies yet on tiee@ance or behaviour of users, nor
do any specific theoretical models exist that camsed to test superdistribution in C2C

markets.

3.4.5 E-Business Models that are Based on Free Ad-fundédusic (Category E)

In this subchapter a further category E that hasbeen included in the research of
Amberg and Schrdder is added, as this specific Imesiness model has just recently

become interesting to participators in the muslae/ahain.

Category E depicts e-business models for the bligtan of music that are based
on the theory that digitalization in general leadsa downturn of prices of goods or
services until the consumer gets it for free —a@tcharge4! Fox and Wrenn already
suggested in 2001 that the music industry shoutgider an analogous model when it
comes to the distribution of online mu&f€.This model that has already been applied
by TV and radio broadcasters, is supposed to warkiie music industry as well. In this
case the music is considered a free service. Revengenerated from associated
products and services, such as advertising or iechom data mining for other
companies (which means to aggregate consumer-gpeddrmation and to sell it)*3
Accordingly an e-business model that builds on ttagitional advertising model by

Rappa is discussed and links it to the charadiesist digital music distribution.

141 ¢f. Anderson (2008)
142 ¢f. Fox; Wrenn (2001); p.117
143 ¢f. Swatman; Kruege; van der Beek (2006), p.58
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This free ad-based models’ main idea is the digtioln of free music embedded with
sound advertisements of different sponsors, bagiftdlowing the idea of streamiféy.
The sound-embedded advertisement model (short SEANMased on the advertising
model presented in chapter 3.3 and was analyzddtail by Margounakis et al. (2006).
145 Assuming that this model as a stand-alone modeitégrated into already existing
business models, SEAM is then referred to as iatedrsound-embedded advertisement
model (ISEAM). Basically the first is characterisegl a one-way B2C relationship, in
which the consumer listens to music for free anmu @awnload any MP3 song he may
find. Like in traditional radio, these songs contaound advertisements at the beginning
or end of the music track. The company operatirgy ativertisements through songs,
pays a proportionate value to the download platfomime music distributor. However
record labels themselves can use this model to @ertheir own artists, bands and
releases of them. Generally, it is the record |#h&l receives a part proportionate to the

songs downloaded and then pays the artists and sitileeholders.

In the latter case, which is illustrated in Figut®, the artists are directly
remunerated by the download platform and not byldbels. ISEAM is not limited to
free music offers, but can be combined with “a dat&’ or “subscription” models. In
this case, free tracks are more of a promotior@lttoenforce people to sign up for one
of these services. Free downloads may include srgdl music tracks in low or high
quality attached with or without advertisement ion@y full tracks with advertisement.
Subscription of users might lead to increased rnegsmmnd flexibility considering issues
like unpredictable sponsorship. However, as Margéiset al. show, the revenue share
of record labels applying this model is likely tecdease compared to the revenue
distribution for a classical 99 cents track dowdl@s artists receive a higher percentage

through direct compensation from the download ptatfl46

Another advantage for external sponsors or recabel$ is the system of targeted
advertisement, a function that traditional radiodaicasts do not have. Companies can

reach a precisely defined audience by aligning Hadwes with the music tracks their

144 streams are audio/video-files constantly recelwednd sent to users, delivered by a streamingigeovor free;
examples: last.fm; magnatune.com; similar to whdniown as online radio.

145 ¢f. Margounakis; Politis; Boutsouki (2006), pp.1
146 ¢f. Margounakis; Politis; Boutsouki (2006), pp.4
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specific target group chooses to listen to. In tieispect it is likely for sponsors to

advertise more effectively which makes this modeterattractive for both parties.

Buy (per track! €
subscrption}

._:E: =
Lser DOWNLOAD PLATFORM
- )

FREE DOWNLOADS
= samples {lo'hi -quality)
- Ads ~ full songs

Promote/Adveartising ;

Figure 10: Integrated sound-embedded advertisememhodel.

Source: Margounakis, D.; Politis, D.,Boutsouki, (2006); lllustration by author. The
size of the “€” illustrates the amount of moneyahxed. Therefore the bigger the “€”,
the more money and higher yields are being gercerate

As of Fox and Wrenn, free music models could beaeiitze to digital music providers,
however it might lead to a devaluation of music dwe music combined with
advertisements and artists would reject this approdurther it is still unclear if
customers are willing to listen to songs with atigements. Probably the most critical
issue would be for record labels to change theonafat music is not a product but a

service and that they do not accept sources ohtevlying outside the music itséff.

147 ¢f. Fox; Wrenn (2001); p.117
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Characteristics | we7.com

Type and volume | Many different genres; approx. 3 million songs

Bri Per song/album streaming: free with advertisements
rice
Per song/album download: approx. € 0.55 per song

Rights of use MP3

Additional Online magazine, playlists, charts, newsletters, et

services User support: FAQ, community feature (share mubiogs

Table 8: Example Category E — V¢7.com

Source: We7.com; lllustration by author.

A website that implemented the ad-based model actjme in 2007 is UK-based We7
(see table 8), co-founded by musician Peter Gabiigh this platform the consumer is
given the chance to listen to full songs and albamitne (streaming), on-demand at
anytime from a broad repertoire of different gerwésdlifferent labels (major as well as
indies). These streams can be shared online wéhds as well. Nevertheless, DRM-

free MP3 downloads for purchase are offered asiwalbme cases.

Similar to We7, music-streaming service Spotifyoatperates with the ad-based
model. It offers around four million songs from & and independents. Instead of
embedding advertisements to each song, every 20tesithe stream gets interrupted by
a short commercial break. Additionally, the busgnesodel is amended by subscription
on a monthly basis. For around € 10 the user caocesac music without
advertisements!8 Within four month of operation, Spotify has alrgddapfrogged the
1.500.000 user mark. However, the company triesmake more money out of
subscription. Therefore, premium services are beithded to their portfolio to entice
more customers. One attempt was an exclusive acaeestt for subscribers by band

Glasvegag4®

As Kumar and Sethi (2008) point out in a study, rid/bmodels combining
subscription fees and advertisements like in theupase are likely to replace business

models that are focused purely on advertising. -Btedased models as well as pure

148 ¢f. Woods (2009)
149 ¢f. Roberts (2009), p.39
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subscription-based models are considered to bappicable as stand-alone models for

online sellers and consequently for the rights éddising them as intermediariés.

3.4.6 E-business Models that are Based on Virtual Commuties and Social
Media Websites (Category F)

Social media, also referred to as consumer-gereratalia, is changing the tools and
strategies for companies to communicate with custermand to sell products and
services. The term social media

“describes a variety of new sources of online imfation that are created,

initiated, circulated and used by consumers inbenéducating each other about

products, brands, services, personalities, an@$5sd
Social music websites or virtual communities, asiraegral type of social media,
represent a new business model category that hag tmwnsidered by record labels.
According to The Nielsen Company, social servicesgowing faster than any other
online sector, regarding global redéh.New revenue streams are opened up by the
licensing of services that are provided for freat beward artists and record labels
through licensing fees or, like in category E, withshare of advertising incorté.
Besides, additional benefits for labels and theterimediaries are that these virtual
communities represent a valuable source of custamf@mation and they foster trust
and security amongst their memb#rsFollowing the taxonomy of Rappa, this model

illustrates a mixture of advertising, infomediaajfiliate and community models.

Social networks have demonstrated in the past twibhree years how consumers
find and recommend songs online by using a commumddel to create and exchange
playlists and interact with each otli&¥. A survey conducted by market research
company NPD group illustrates the importance satiatic sites have for the music

business. For example, the percentage of US teahsidwnloaded or listened to music

150 ¢f. Kumar; Sethi (2008), pp.942

151 ¢f. Mangold; Faulds (2009), p. 357, quoted BlacksHdazzaro (2004)
152 ¢f. The Nielsen Company (2009), p.9

153 ¢f. International Federation of the Phonographituistry (2009), p.11
154 ¢f. Flavian; Guinaliu (2005), pp. 417

155¢f. Bruno (2009), p.16
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via social networks increased from 26 % in 200746% in 2008>¢ According to

prospects by Forrester Research, the European sugsic audience is likely to double
by 2014, while revenue from licensing agreements expected to grow more than
eightfold to € 392 million in Europe until 2014’ These developments evidently show

this business model’'s huge potential for music ré¢abels and artists.

Characteristics | www.myspacemusic.com (only US)

Repertoire of all major record labels and indepetsldree ad-supported audiqg
Type and volume )
and video streams

Per song/album streaming: free full or sample audio
Price
Per song/album download: depends on affiliate

Rights of use | Free streaming

Additional Music videos, news, bulletins, groups, MySpace Tk, forums, polls,

services blogs, instant messaging, customized profiles, FAQs

Table 9: Example Category F — MySpaceMusic.com

Source: MySpaceMusic.com; lllustration by author.

The music industry’s efforts to monetize the linktleeen music and social networks
have led to services such as MySpace Music (sée 8blin the end of 2008, News
Corporation’s MySpace partnered with all four magecord labels in a joint-venture to

provide a service that is supposed to launch iatemally in 200958

The websites characteristics are manifold. The dsels not have to obtain any
special software or even hardware to listen to masi myspacemusic.com. Integrated
online media players allow the customers to eaaidgess music within seconds.
MySpace Music applies free music streaming at leitigth or samples, however it
directly links the user to websites (like Amazon 3/8& iTunes) for DRM-free music
downloads, which illustrates the affiliate modeladcteristics of this category. The

company itself is solely funded by advertising. Andhal value is created through

156 ¢f. eMarketer (2009)
157 ¢f. Bruno (2009), p.16
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services, such as blogs, news, forums, mobile egtjpins, video streams or profile

customization.

Its core community features and the possibilita¢oess music samples or streams
led to a big success for MySpace Music within tingt inonth of operation, with more

than 80 million playlists being created and onédsilstreams being listened 1&.

Other well-known social music websites like Last.fieem, iLike and Pandora
with 20 to 30 million of users each can be congddurther platforms for artists and
record labels to connect with potential custom&she music industry is currently
facing an experimentation phase with social meddaanly future will show, in how far
these two can work together and how customers’ @&pens can be met. A network

illustration is represented by figure 11.

Download platforms f«
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Figure 11: Social Music Networks and Revenue Streasn

lllustration by author.

158 ¢t International Federation of the Phonographitustry (2009), see also
http://www.emigroup.com/Press/2008/press92.htmieretd on 25.05.09.

159¢f. International Federation of the Phonographitustry (2009), p.11
160¢f. Bruno (2009), p.16
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3.4.7 E-Business Models that are Based on the Manufactureviodel (Category
G)

Intermediaries like in the aforementioned casesatmecessarily have to be chosen by
music record labels in the music value chain, beltaand artists themselves have the
possibility to directly approach customers throuagkir own websites (see figure 12).

Customers are given the chance to directly purchess# songs, merchandise or tickets

via their websites and connect with their favouaitists and other fans.

LE ey

Cnline music retailers!
l townioad platforms

e WY
ff' Labels/Artists 'xﬁ
EMI 2

3
o . -
..... PP [ Cusiomar |

v

F

Figure 12: Direct link between artists, labels andustomers.

lllustration by author.

Although less discussed in theory, this businegsagzh might also help record labels
to cut expenses on intermediaries and generatéiaddirevenue. This manufacturer-
model, according to the taxonomy of Rappa, is culyeapplied by majors like EMI,
running a music download store by itself offerimypgs without DRM (see table 18}
However, these songs do only belong to the labepsrtoire, which implies that online
music retailers who maintain business relationsthgpseveral majors might attract a

bigger audience, assuming that consumers prefendnavore choice in music. In most

161 see EMI Music Austria, www.emimusic.at
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cases, prices for single track downloads amoun€ftar69 upwards and full albums €
12.99. Additional services mainly provide infornaation the artist, alboum or songs such
as charts, newsletters, RSS-feeds or recommendafidre website also contains the
possibility to sign up for an online account whialhows the users to interact and

comment on videos or music tracks.

Characteristics www.emimusic.at

Type and volume | Several different genres, but only EMI catalogue

Price Per song/album download: €1.69 upwards/€12.99

Rights of use Currently changing from WAV to MP3

Charts, newsletters, reviews, RSS-feeds, recomniendamusic videos, links t@
Additional services | ticket purchase,
User support: community feature (e.g. to commentasic, videos, etc.)

Table 10: Example Category G — emimusic.at

Source: emimusic.at; lllustration by author.

Getmusic.com, a service from Universal Music Grolstrates a further examplé? It

represents a one-stop-shop for customers who waample or buy music (a la carte or
subscription-like payment methods), ringtones, mma&ndise, concert tickets, receive
news, interact with other fans, taking part in cefitons or watch music videos.
According to the IFPI, artists are increasingly deaing labels to provide specialist

support services like thes@&.

Record labels are more and more “threatened” bigtaras well. Bands like
Radiohead or Nine Inch Nails show that artists thelires can directly approach the
customer without being signed up with a (majorprddabel and sell or distribute their
music to the online audience. In the first casali®t@ead even experimented with a new
pricing model, unproven in the marketplace. Thedbaffiered downloads of their album
“In Rainbows” under a so-called “honesty-box™-systd=ans were given the chance to

make a pre-order of the album at a price they chimbe most appropriate (but at least £

162 5ee UNIVERSAL Music Group, www.getmusic.com
163 ¢cf. International Federation of the Phonographitukstry (2008, a), p.16
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0.45) or to pay £ 40 for a premium physical boxsetuding CDs, vinyl records,

artwork and booklets.

Nine Inch Nails, however, were giving away theirsnhoecent album “The Slip” for
free, available in different audio file formatsaathed with files including artwork and
credits.164 They simultaneously engage their audience in uiege files, which were
distributed under a creative-commons licéfflséo exchange, copy or remix the songs
with anybody user or friend, and to put re-mixedgsonto the band’s website where
other users can listen to the songs and vote &mtfThis way of connecting with the
fans might foster customer loyalty and consequdetigl to customers buying physical

CDs, online music, merchandise or concert tickets.

Yet, it has to be proven, whether or not thesertass models led to financial profit
and hold future prospects for record labels. Raggrthe case of Radiohead, results
show that around 32 % of downloaders were williagpay for the album. Two out of
five downloaders were willing to pay an averagebd. Although no absolute figures
had been released regarding the amount of downi®adehe costs of production and
distribution, this “pay what you’d like”-approacha® considered to be a success for the

band 167

However, success bases primarily on the populanitgt the huge fan base of
Radiohead that has been supported by a major rdabed for more than 15 years.
Therefore it has to be questioned whether new essiknown artists are able to apply

this model without the support and marketing experf record labels.

3.4.8 Concluding Remarks

Music record labels could apply these proposed strless models as new ways to
distribute their products or services and commuaieath their customers. Prior to their

implementation, different consumer behaviour anddsehave to be at the centre of

164 5ee pand websites: www.radiohead.com: www.nin.com:

165«Creative Commons is 1@onprofit corporation dedicated to making it easier for pedop share and build upon the
work of others, consistent with the rules of cogliti We providdree licenses and other legal tools to mark
creative work with the freedom the creator wante itarry, so others can share, remix, use comaibtodr any
combination thereof.” Retrieved from http://creatigenmons.org/about/ on 07.06.09.

166 NIN case study presented by Masnik, M. at MIDEM2Qretrieved from www.youtube.com on 07.06.09.

167 Comscore (2007) press release on Radiohead albem sal
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further analysis. Only knowledge about what thea@mer needs or expects will enable
record labels to regain strength. If digital audantent fits customers’ needs, which

means that the marketing mix is adapted propargntial success will be likely.

As promising business models for record labelst@rthave been retrieved from
literature and discussed in detail, in a secongl tte demand side has to be considered.
Consumer adoption of the key characteristics ofigfiess models presented afore will
be analyzed. In a consecutive step the resultslghben be considered for further

improvement of LOMDS by its providers.

3.5 Consumer Adoption of Legal Online Music Distribwn Services

The incremental importance of the Internet for thstribution of digital goods is
particularly demanding for marketing as an actsystem- and goal-oriented approach
to configure markets and to manage relationshipls @@ansumers. New ways for digital
distribution of music are considered to enduringhange consumers’ processes to
obtain and deploy music. Unlike the traditional gilogl form of music, the digital form

of music and its applicability have challenged eoners. These transformations ask for
a change in consumer behaviour. As of Fréfigeds soon as consumers adapt to these
changes and use the novel product, it is refercedst consumer’s acceptance or

adoption.

Therefore, this chapter is dedicated to examineati@ption of (new) forms and
features of digital music distribution or e-busimesodels. More specifically, the goal of
this thesis is to find out about consumer’s atetichnd needs regarding the digital

music product and its distribution over the Intérne

For further empirical analysis the approach of Eetrto develop an adoption
model has been considered, which allows retriewingortant criteria regarding the
acceptance of new business models for the disioibbubf digital music. In the
beginning, the term acceptance/adoption and acveptedoption research will be
defined. In the following step an adoption moddl & presented, which allows further

investigating consumer attitudes towards LOMDS.
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3.5.1 Acceptance Research within the Area of Marketing ath the Term
“Acceptance”

Until the mid-90s, acceptance research had not beethe centre of marketing.
However, the distribution of information and comnuation technology (ICT) and its
impact on marketing severely changed the situatirer since, growing interest in

acceptance research could be obsefted.

The scope of acceptance research in marketing epasses the observation of
consumer criteria for acceptance or refusal reggrdew product$’ In this particular
case, the new product can be considered as musligital form as well as the way to
distribute it. The traditional goal of acceptancesearch lies within the area of
technological innovation. Acceptance research irrketang tries to find suitable

strategies to enforce existing innovatiars.

The term acceptance is hardly defined within acadenarketing research, even if
acceptance is explicitly mentioned in the titleaof academic papéf? Unlike German
literature, English literature often equates acmegd (for the German term
“Akzeptanz”) with adoption. In this respect, resgafocuses on how individuals decide
whether and when to adopt an innovation. Furthdoption “means the decision of an
individual to make use of an innovation as the lsestse of action available relative to
invested resource”3 Within the scope of this thesis, the term adoptoi be used.
However, it should be pointed out that literatungm further distinguish adoption and
acceptance — due to restraints of this thesis,allthor abides with the proposed

terminology.

3.5.2 The Adoption Approach

For the retrieval and examination of an adoptiordehcthe author decided to follow the

approach by Frenzel from 2003, whose intention twwadevelop a model that combines

168 ¢f. Frenzel (2003), pp.3

169¢f. Frenzel (2003), p. 104

170¢f. Frenzel (2003), p.104, quoted Meffert (19%6Y7
171¢f. Frenzel (2003), p. 105

172 ¢, Schrader (2001), p. 130

173 stahl; Maass (2006), p.233
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goals of traditional adoption research and adoptsearch in marketing. This model’s
main purpose was to measure the adoption of digitadic distribution systems within
e-commerce. It considers both customer needs (adappproach) as well as target-
oriented control of and influence on potential oustrs (users) of digital music
distribution services (structure modifying markglinFrenzel’s intention was to find out
which criteria of adoption and refusal of digitausic distribution (as technological

innovation) existed?4

Adoption is being composed of attitude adoptionhawsour adoption and
utilization adoption, whereas the first one is ¢desed to be the most important part of
the analysis. Attitude adoption (for the GermamtéEinstellungsakzeptanz”) is being
defined as a positive cognitive and affective apggtion orientation. It is coupled with
the active willingness to adopt and use an innowati he purpose of attitude adoption
is to ascertain customers’ behavioural tendendied €nable to modify marketing

approaches according to the systems for the digitesiic distributiort.’>

3.5.3 The Adoption Model

As mentioned beforehand, different approaches & dahea of traditional adoption

research and adoption research in marketing haate ps@posed. Consequently, Frenzel
argues that adoption research of technologicalvations should be considered from
both a process as well as a determinant perspeétiiaption can be seen as a point-in-
time related phenomenon (determinant) or an apprti@at considers different phases
of adoption over time (process). Given that thege ihodel approaches are combined,
the rate of adoption (process) and the charadteyist parameters (determinant) can be

compared (see figure 13§

In general, the adoption process consists of tliferent layers, which are
attitude, behaviour and utilization. These layetsstewithin different periods of time.
The first layer exists prior to the purchase, tleeosd layer describes the time of

purchase and taking over and the third layer cemsidhe time of actual use. The

174 ¢f. Frenzel (2003), pp.108
175¢f. Frenzel (2003), p.110
176 ¢f. Frenzel (2003), pp.114
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attitude level focuses on the customer’s awarer(ess the customer’s level of
knowledge and information about a product or se)viand interest (focuses on
objective characteristics and perceptions). Theawehr level includes both, the
attempt (or trial) as well as the purchase. Thg@edavel considers the expected usage

requirements’?

The determinant perspective consists of threeréiftedeterminants. In total, they
affect customers’ adoption of technological innawat The three determinants are the
object determinants (product-related), subject rdateants (use-related) and context

determinants (environment-relatéd.

Object determinants consist of two characteristtost, there are custom-designed
characteristics that are considered to have an riapinfluence on the adoption of
technological innovation. They comprise objectiharmcteristics such as the variety of
services or products offered and basically foculojective features. In this case, the
composition of the object itself has an impact @msumer behaviodr? Second,
perceived characteristics are subjective and canclbssified into five different
attributes, of which Frenzel picked out the two miagportant attributes that are also
used for this thesis?

* Relative advantage and
* Perceived risk

Relative advantage describes the degree to whichravation is perceived to be more
satisfying than another (innovative) alternafi¥ePerceived risk represents the degree
of customer uncertainty in respect to the functiosacial and financial risks the
product or service contains. Obviously, the higtiner value of relative advantage, the
higher the possibility that the customer adoptsanvation. On the contrary, the lower

the perceived risk, the higher the chance to adopbnovation might b&?

177 ¢f. Frenzel (2003), p.118
178 ¢f. Frenzel (2003), pp.118
179 ¢f. Schwenkert (2006), p.16
180 ¢f. Frenzel (2003), pp.120
181 ¢f. Frenzel (2003), pp.140
182 ¢f. Frenzel (2003), pp.142
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Within the scope of adoption research subject detemts comprise socio-economic
characteristics, which might be gender, age, etucatr income — factors that are also
considered to have an impact on consumer purchasaviour on the Internég, and

psychographic characteristics that are directlgtesl to the consumer’s individuality (as
part of his/her personality respectively). Theylune lifestyle, personality or value

systemgs84

Context determinants, as the third part of therdateant perspective, characterise
environmental attributes such as economical, eamfgtechnological, political or
socio-cultural parameters the consumer is exposediuring the whole purchase

decision proces¥>

Finally, these two perspectives — the process haediéterminant perspective- can

be put into a combined system (figure 13), whiatkkas follows:

Subject determinanis
if-e soclo-economic, psychographic)
P [,

[
o
Cibject ‘Adaption process
Fpigsisienis {based on atiitude adoption —awareness,
custom-dﬂﬁi_gn_a;l} i . purches; Lios) /_f'f
.f.
V\\-\__\\ ./".
i Context determinants
Ty e, techralogical politic. leael)

Figure 13: Adoption Model.

Source: Frenzel (2003), p.119; lllustration by auth

The arrow in Figure 13 illustrates the adoptioncess that is considered to contain
different phases over time (process). The boxesosnding the arrow describe the

determinants as point-in-time related phenomena.

183 ¢f. Dholakia; Chiang (2003), pp.175
184¢f schwenkert (2006), p.14
185¢f. Schwenkert (2006), p.18
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According to Frenzel, attitude adoption founds blasis of the model proposed under
chapter 3.5.3. Awareness, interest and behavigention stay in the foreground of the
analysis. Behaviour intention is not only relatitbg the willingness to adopt an
innovation, but is also considered to include thdlingness to use #86 The
determinants surround the adoption process andnflaence each variable. Therefore
it will be assumed that adaptations of (singlejitaites at the determinants level will

have an impact on the adoption process.

3.5.4 Sequencing Attitude Adoption

For this thesis, it is important to differentiatedacompare different groups regarding
their attitude adoption — people who are willing @dopt digital music distribution
systems, people who do not, people who are noteawfadigital music distribution and
people who are indifferent whether they adopt ithot. Basically these groups can

further be described as folloWs"

* Non-knowing person: does not show awareness ofatligiusic and its online

distribution

* Non-acceptor: person who is aware of digital masid its distribution, but does

not show interest in buying music this way

» Indifferent person: person who is aware of digitalsic and its distribution and
has at least a non-negative interest in buying cnusline, but shows negative or

indifferent attitudes regarding an expected purehas

« Acceptor: person who shows positive attitudes towawareness, interest and

an expected purchase.

Within the scope of this paper it seems usefulust compare acceptors with non-
acceptors, as the latter consciously manifest tdesimterest in these distribution
systems and explicitly reject them in contrast emgle who are not aware of such

systemgss

186 Frenzel (2003), p.111
187 ¢f. Frenzel (2003), pp.182
188 ¢f. Frenzel (2003), p.181
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It has to be pointed out, though, that the measemn¢rof a certain type of adoption
considers a certain willingness to act and useneninusic distribution systems
(business models) and it does not necessarily irti@dy it will comply with future
behaviour and result in its adoption. However, ptos and non-acceptors might be
seen as potential users and non-users and shawdentsy for adoptio®?® By applying
this approach, it is intended to detect the maiterca for the adoption of e-business

models regarding the online distribution of musid anusic related content.

3.6 Consumer Attitudes towards Digital Content and Rasgh
Hypotheses

For this thesis it is important to retrieve insglmto which attitudes consumers have
towards digital content, especially digital musiodaits online distribution. More

specifically, the fundamental question that motgatthis thesis is which factors
influence consumer adoption of online music distiidn services. As academic
research on the success factors of online retagl&ively scarce, it is tried in a first
step to aggregate information from literature andstmmarize several important
characteristics that come along with the distrioutof music over the Internet and
customers’ attitude®° Based on the information retrieved in this andvjgnes parts of

the thesis, hypotheses will be aligned and testelda empirical part.

Consumers’ perceptions of a product are considerdee crucial determinants of
choosing a specific distribution channel. Basicatlyteria such as the content variety as
well as pricing are seen as determining factorsdtadirectly related to the proddét.

In addition, as portability or DRM-related featuras well as additional services have
been used to describe the e-business models irtecha@, they will be discussed in
greater detail in this chapter. Further, the adoptf downloads versus streaming-offers
and the importance of income on the adoption otalighusic distribution services will

be analysed.

189¢f. Frenzel (2003), pp.182
190¢f. Chen; Tan (2004), p.74
191¢f. Chen; Tan (2004), p.76
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In total, having presented the adoption model &m#ay determinants, it is intended to
point out that different adoption factors (e.g.iedr of content, price and payment
model, portability, additional services), as paftao specific area of analysis (e.qg.
custom-designed characteristics) stemming fromadlgjeterminants, will be discussed
in this chapter. As a consequence, it is intendeelaborate hypotheses from this
analysis. As the business models in chapter 3.4lynhave been presented according to
custom-designed characteristics, the following kapters are focussing on them in

greater detalil.

3.6.1 Content Variety or Breadth of Content

Variety seeking is based on the notion that pedptve for diversification in their
lives192 Consumers might be in a situation of boredom ithabnsidered to be caused
by a low level of stimulation from the purchaseople try to avoid monotony and
switch between products, irrespective of the sattsfn with the producdes The ability

to comparison shopping in an online environmenyirta the possibility to obtain
different products or services from different chalsnis considered to increase variety-
seeking behaviour. Content variety is thereforeelyikto be a major motive why
consumers shop onlii® Within the scope of this thesis, content varietyl Wwe
referred to as the variety of repertoire, the amauna breadth of music offered (genres,
bands and artists, actuality of music, record Bdrough LOMDS. Fenech argues that
the variety of content is one of the most basigatd for consumers to adopt (mobile)
entertainment servicé® Consequently, as the barriers between electrardcnaobile
commerce are almost blurred, this notion might yagpl the online distribution of
digital music as well. Nowadays, the problem ofalegnline music distribution is,
although offering far more songs and records thaditional physical sales that free
(illegal) services such as p2p-networks do not liavavest money (if any) and time in
arranging licensing agreements with record labetsleence are able to offer customers

huge amounts of unlicensed digital content.

192 ¢t Faison (1977), p.172

193 ¢f. Steenkamp; Baumgartner (1992), p.
194 ¢f. Rohm; Swaminathan (2004), p.750
195¢f. Fenech (2002), p.486
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| H.: Acceptors and non-acceptors differ in the impaegagiven to the variety of music content offered.

3.6.2 Price and Payment Method

Without a doubt, the right pricing strategy is ¢alidor the financial success of record
labels, artists and any intermediary. Price hasaydween a performance attribute that
directs consumers to choose a specific distributbannel Studies show that
customers of virtual stores expect the producteovise to be less expensive than in
traditional retail, as setup costs, maintenancésansd lower costs per customer contact
are much higher in the non-virtual wofd. Literature argues that making downloads
even more affordable for customers might provedalsuccess for the music industry.
The characteristics of digital music such as lowialde costs, speak in favour of a
strategy to sell more for less money. In generaewacceptance of costs is needed to

have a real impact on preventing digital pir&ey

In general, pricing of digital music services deggeamongst many other factors on
the payment model. Basically, pay-per track dowtéoand subscription models are the
most common forms of payment currently applied. gkding to Bhattacharjee et al.,
recent studies show that for a per download seraiger-unit fee generates sub-optimal
profits compared to a lump sum payment or a peagendf profit payment model. A
model applying per-track as well as subscriptioghhbetter capture the broad market.
This should consequently lead to higher profits dafine retailers and record labels.
Consumers’ surplus is supposed to increase, asatieeyffered multiple ways to obtain

music.199

Studies show that for a single song download ssusl®w different levels of price
acceptance. For example, Amberg and Schfédérund out that the average price
acceptance for a single download would be € 0.@%reas others like Buxmann et
al.201 differentiate between the price acceptance foerangs, rarities, newcomers and

recent hits and come up with prices ranging frodX¥0 to € 2 and more. However, the

196 cf. Blakney; Sekely (1998), p.101

197 ¢f. Chen; Tan (2004), p.76; quoted: Jarvenpaa; The67)
198 ¢f. Lysonski; Durvasula (2008), p.175

199¢f. Bhattacharjee, S. et al. (2009), p.139

200¢f. Amberg; Schroder (2007), p.299

201¢f Buxmann et al. (2005), pp.10
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authors argue that prices of more than € 0.99 amdyhaccepted by customers unless it
is a real rarity. In general, though, prices from0&0 - 0.49 (for the categories
mentioned) would be accepted by a majority of ausis. It has to be pointed out that
the profit-optimal price for the supplier (more sibeally the record labels) would be
somewhere between €0.55 (for newcomers) and €80894gfities). This could imply
that it would be beneficial for labels and thetermediaries to also offer songs from the
artists’ back-catalogues (rarities) or songs framknown artists as well, as their music
is hardly available in physical retail stores. Ae teader might have noticed, this would
again support the notion that more variety andaho music is a key determinant for
the success of digital music distribution. Howevender current circumstances this
approach is said to have some major restrictiongtarmediaries hardly make a profit
with the current margin record labels are demandliogn intermediaries. Therefore, it
is crucial for the whole music value chain to négetnew terms of cooperation and re-

adjust margins charged.

Regarding subscription fees, studies show thatjarityaof consumers is willing to
pay at most € 5 per month for this model with anlifaited” (i.e. the repertoire of
LOMDS) download volumé?2 Industry experts’ views differ as of them custosare
at most willing to pay $ 10 per month (approx. Islig more than € 7 at current
exchange rates$)3 Obviously, the willingness and the amount of moneypay for
music based on a subscription model depend onreififfdactors, such as the physical
transfer of music (download to a PC or stream ftheInternet), the amount of songs
included (content variety), rights management issaad portability or additional
services offered. As this approach, to elaborate imch consumers would be willing
to pay for the usage of either one model or themtis far too complex to be analysed

within the scope of this thesis, the author refdmom further discussion.

Another possible way of “payment” is presented by &d-based business model
(see chapter 3.4.5). Consumers obtain music fer(ggher as a download or a stream),
but have to listen to advertisements attached eodigital songs (in other variations
customers would have to “consume” advertisementshenprovider website, without

altering the core music product). Within the scopehis paper, it will be analysed if

202 ¢t Zollenkop (2006), p.357
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consumers adopt this “payment method” if givendhance. Due to the actuality of this
model it was not possible to obtain any meaningégkearch studies who consider it in
more detail. However, knowing that price is onetltd most crucial determinants in
deciding whether to buy music (online) or notsiessumed that consumers assign more
importance to ad-based compared to subscriptiorpandownload models. In addition,
it is assumed that there is a difference betweeemors and non-acceptors in the
importance of free music with advertisements andtiaek downloads or subscription

models for which they would have to pay for.

H,: Acceptors and non-acceptors differ in the impmtaassigned to ad-based models/ per track dowsiload
subscription models.

| Ha: Acceptors and non-acceptors differ in the impmeaassigned to price for the purchase of digitaim

3.6.3 Downloading vs. Streaming

Basically users of digital music distribution sees have the opportunity to obtain
music in two different ways. Either users downlaadong from an external server
(download service) directly to their local hardwveis, or the user is only given the
possibility to listen to a song that is locatedamexternal server without the necessity
to download (i.e. streaming). Generally, the lappears in forms like online radio
(webcasting) where the user has no direct influemcéhe choice of music played, or
on-demand streaming where the consumer can chaigedn the songs he wants to
listen to2%4 The main difference between these two forms dfidigion (downloading
vs. streaming) is obvious. The first allows to atijupossess the rights to use a song, to
add it to one’s digital library and to listen toatfline and via portable media players,
whereas the latter is bound to online internet ss;cenly allows the temporary usage of

a song and is characterised by less flexib#dy.

A main interest is to find out, whether consumeefqr traditional downloads and

still have a sense of ownership, or if they likeuse streaming offers to satisfy their

203 ¢f. Garrity (2005), p.53
204¢f Frenzel (2003), p.145
205 ¢f. Huber (2008), p.175
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needs of more diversity in music discovery. Accogdio the results from literature,

acceptors assign more importance to downloading tingtreaming®6

From these results, the following hypothesis caddyésed as it is of interest to see how

these attitudes differ in between the two groupscakptors and non-acceptors:

| H,4: Acceptors and non-acceptors differ in the impwreaassigned to downloading and streaming.

3.6.4 Flexibility, Portability and DRM

Closely linked to the previously discussed issue dofvnloading or streaming,
portability or flexibility in the usage of digitahusic can be considered an essential
determinant in the decision to accept or reject dpplication of legal digital music
distribution systems. Portability describes theligppility of digital music independent
of location297 The portability of downloads encompasses the aisid usage of digital
music and its transfer to audio CDs or DVDs (bughiand portable media devices such

as cell phones or mp3-players.

Usually, portability is restrained by the applicatiof digital rights management
(DRM) or technical protection measures (TPM). Aligh, as already mentioned in
chapter 2.2, DRM is to be abandoned by the magmrdelabels, the author’s analysis of
download websites indicates that DRM or forms ofMIPlike encryption or
watermarking, are currently applied and might ha#®ng impacts on consumers’
adoption of LOMDS. Therefore, this part has beatuitled into this thesis.

A study by Berlecon Research for the EU-funded IBI®RE project argues that
consumers want to listen to the purchased digitatimon each of their (portable)

media devices, be it mp3-players, DVD recorderdiéi - systemg08

As already indicated in chapter 2.5.2, these chariatics of portability are main
motivations for people to engage in illegal fileaghg, as a majority of music offered in
P2P-networks is usually without any DRM or othestrietive measures applied (in
contrast to many legal services that still offettddRM-attached and DRM-free songs).

The assumption that portability is of critical immpance can be further supported by the

206 ¢t Frenzel (2003), p.216
207 ¢f. Frenzel (2003), p.148
208 ¢f Bohn (2006), p.45
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fact that more and more people are in possessigmodable media devices/mobile
devices and this development is even supposedriince. The development of mp3-
player sales, especially within the group of 20y2€r-olds, indicates the importance of

portability of digital musico®

Consequently, for this thesis it is interestingdst if non-acceptors of legal online
music distribution systems are less likely to adeptrictive measures (i.e. to assign less

importance), such as DRM, than the acceptors df systems.

| Hs: Acceptors and non-acceptors differ in the impureaassigned to restriction-free music. |

3.6.5 Additional Services

Additional services comprise services that go bdyiwe core service or product. These
services are digital product supplements and carease consumer benefit. Within
marketing theory, the term product is often spfitinto three hierarchical levels with a
basic or substantial product, an extended produdtaageneric produét® At each of

the two latter levels, value or a benefit is adtdedhe basic product. Regarding the
following analysis, additional services and proguate considered in a much broader

sense.

On the one hand, these could be digital artistipeicnages, music samples,
videos, booklets, covers, lyrics or ringtones. @a bther hand, services like virtual
community features (forums, chats, social netwosds,), the possibility to make
product-related recommendations, discuss new allounsong releases, exchange
playlists, reviews, interviews with artists, intgint music search facilities (to avoid
unnecessary, time consuming manual search) couddtéehed to the product or service

portfolio.

Authors argue that it is a commonly accepted thebag consumers’ perceived
risks play a crucial role in decision making anchdngours?ll One of the major
influencing factors why non-acceptors reject ledisitribution systems might be that

they perceive the risk to obtain music they dokmatw before purchase or even not like

209 ¢f. Bundesverband der Phonographischen WirtscHift(2007)
210¢f Frenzel (2003), p.33
211 ¢t Mitchell; Boustani (1993), p.17
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after purchase to be much higher than acceptoeseidre, it may be interesting to see
in how far sampling (i.e. the possibility to listema song for usually 30 seconds prior to
purchase) increases the likeliness to adopt legtilmition systems and buy music
online. In theory, sampling is considered to redpeeceived risk as the customer has
the possibility for a trial purchase - if the musioes not fit the customers’

requirements, he simply refuses to download andquay.212

| He: Acceptors and non-acceptors differ in the impmtaassigned to sampling. |

Another important assumption is that consumersvaling to pay more for digital
music in case of sampling, because they can testlcif product characteristics fit their

needs:13

H-: If given the choice to select between severaltanhdl services and products, sampling would keerttost
preferred service acceptors/non-acceptors wouldapagdditional charge for.

Communication amongst consumers and their pees$ gseat importance in a social
network (in this case, a virtual community) anéuf individual adopts something new,
it is likely that other members of this communignéorm?214 In general, this notion is
based on the proposition of Rogers, whose opirsdhat an individual’s perception of a
system is determined or at least influenced bywtag peers around that person evaluate
and use ig!5 A virtual community is not only a place for peoptecommunicate, but
also a virtual space to share experiences and lkadget16 The ability to participate in
virtual communities and to exchange song playlestsl other music-related content
(news, videos, software, etc.) is considered teehagtrong impact on the adoption of
music services?l” Therefore, it is assumed that an additional seruicthe form of a
virtual community increases adoption of legal mudsgtribution services, or is of great
importance for the acceptors of such services. BHssumption is based on and
supported by the current trend of online musicritistion systems to offer virtual

community features to their consuméis.

212 ¢f Kunze; Mai (2007), p.864

213¢f. peitz; Waelbroeck (2006), pp.71

214¢f Hossain; de Silva (2009, p.9

215¢f. Hossain; de Silva (2009, p.16

216 ¢f. Flavian; Guinaliu (2005), p.407

217 ¢f. Vlachos; Vrechopoulos; Doukidis (2003), p.143

218 gee www.myspace.com, www.mycokemusic.com, www.ohosd.de, www.itunes.com;
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Hg: Acceptors and non-acceptors differ in the impurtaassigned to virtual community features.

3.6.6 Other Object, Subject and Context Determinants

Without any doubt, the analysis of custom-desigcieatacteristics does not represent a
full picture of the adoption of technology. Thenefahe author decided to add other
adoption factors from different areas of analysisf the adoption model presented in
3.5.3. This might be of importance for better eatibn and understanding of the

business models proposed in chapter 3.4. The obgerminants, relative advantage

and perceived risk, have already been describeldapter 3.5.3.

Object Relative advantage of digital music distributioneoy
determinants traditional music distribution
Perceived risk of digital music distribution
Subject Demographics (age, gender, household incame,
determinants household size,
Context Free offers

determinants

Table 11: Other relevant determinants of adoption.

Source: Frenzel (2003), pp.131; lllustration byhaut

Table 11 shows different factors from all threeed@iinant levels. Relative advantage,

perceived risk, age, gender, income as well asdifees are considered.

By relative advantage the consumer’s advantagesing digital music distribution
systems compared to traditional forms of physicakim distribution is considereé?
Basically, it is important to know in how far thegsibility to obtain single, unbundled
songs on the Internet, to purchase songs thatadravailable in physical format or not
available in the consumer’s homeland and to obtaisic in a direct, easy and fast way

is assessed by the group of acceptors and nontacsep

219¢f. Frenzel (2003), pp.140
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Consumer adoption of online music services is dégenon the risks perceived by the
consumer. All previously discussed factors areotmes extent linked to the consumers’
perceptions of risk regarding that factor. In thésticular case, however, the focus is on
issues such as privacy and uncertainty regardiofgnteal issues in the delivery of
music. It is of importance to find out how accept@and non-acceptors differ in the
importance of risk-related issues regarding thaliggof downloads, the sound quality
of downloadable files and privacy issues. Thesmstdave been retrieved from the
results of Kunze and Mai, who discovered that thiesdes strongly influence consumers’

music downloading decisicti?

Demographics such as age, gender household incothsize should further give
insights into differences in the adoption of onlimausic distribution. Furthermore,
broadband connection is seen as a determiningrfaagdigher download speed results
in faster and more comfortable usage of digitalrenimusic distribution servicés! For
example, streaming requires faster internet commeend transfer rates and therefore

depends on the consumers’ technical equipi#¥ént.

A crucial factor of the context determinant is thgportunity to download music
for free from different Internet sources, such asdor record label websites or p2p-file
sharing networks. The question underlying is, & tmoup of acceptors differs from the
group of non-acceptors regarding the importanceyasg to such kind of offers and
which implications this might hold for marketerswiill be assumed that non-acceptors
assign more importance to free music offers as thigjyt predominantly source their

music from such free online services.

220 ¢f. Kunze; Mai (2007), p.867
221 ¢t Schwenkert (2006), p.18
222 ¢t 7ollenkop (2006), pp.352
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4 Research Methodology

4.1 Research Design

Survey is the research methodology used in thsigh&he theoretical constructs of the
adoption model are measured by using multi-itenlescd-or this purpose, an online
questionnaire was compiled. It consisted of entirelosed-ended questions. All
responses to questions were compulsory. Only enaeixamples the respondents were
given the chance to give an optional answer. Thestijpnnaire was formulated in
German language and sent via email invitation teearsity students and administrative
staff of the Vienna University of Economics and Bess as well as to different users
on social networks such as StudiVZ and FacebodRadtober 2009. Through a link in
the invitation email the respondents could acckesstirvey. Further respondents were
given the chance to participate in a raffle, whieks supposed to spur interest in the
survey and to accumulate as many respondents afblego®r analysis. The accessibility

to the survey was concluded or"28f October 2009.

For scaling, the author decided to predominantlgl@ment the five-point Likert-
scale. The items are constructed in a form of statds the respondents have to agree or
disagree to. The ordinal scale is a rank of attisudnd is considered to fit best, within
the scope of this analysis, for evaluation of theel of agreement regarding a statement.
However, this scale does not allow any conclusionsthe relations between the

underlying attributed23

4.2 Sampling

Due to the nature of this thesis, the total poputais defined according to figures from
the latest “Brennerstudie 2009” by GfK Panel Geryndfllowing the survey that has
been conducted among 64 million Germans, approeiman.4 million people already

used the Internet to download digital muBftAssuming that the German population is

223 ¢f. Ebster; Stalzer (2003), p. 170
224 ¢t Bundesverband Musikindustrie (2009)
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similar to the Austrian population regarding Intfrasage patterns and music purchase

behaviour, these results will be used as the lbasfsrther analysis.

Table 12 shows the scope of music among all peaple already downloaded
music (legally/illegally) in 2008, divided into #& age groups. According to these
results, 10 - 19 year-olds account for 17 %, 20 year-olds for 32 %, 30 - 39 year-olds
for 26 %, 40 - 49 year-olds for 19 % and 50 + ya&ds for 7 %.

Age group Percentage (%)
10 - 19 year-olds 17 %
20 - 29 year-olds 32 %
30 - 39 year-olds 26 %
40 - 49 year-olds 19 %
50 + year-olds 7%

Table 12: Population — Music downloaders in 2008.

Source: Bundesverband Musikindustrie (2009); Itatsbn by author.

Accordingly, a web-based questionnaire was constley be most appropriate to reach
the target group. It fits best for this analysisraspondents should have a minimum
experience in using the Internet and consequendly also have knowledge about the
technical processes and configuration of digitalsimuTo a certain part this should
allow that only a small part of the sample wouldééo be excluded from analysis due

to the lack of awareness of downloading possibiti

4.3 Sampling Method

The goal of sampling is to retrieve information abthe population with the help of a

rather small amount of testing units. This is opbssible, if the composition of the
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sample matches the composition of the populatiggarténg pre-set characteristics.

Accordingly, representative samples are diministegules of the populatio##>

Within this thesis, the selection of the samplen@n-random. The selection of
respondents is based on the concentration prinoip&it-off techniqu&s, i.e. the part
of the population that is supposed to comprise rttegority of element8?’ In the
underlying case this is the group of respondengsnggl0-39 years (almost 75 % of the

population according to chapter 4.2).

4.4 Research Questions and Hypotheses

The analysis in this thesis is based on the folhgwesearch questions:

« What are the basic criteria of digital music disiition and its impact on

consumer adoption of legal digital distribution\sees?

* Which differences can be observed between accemborson-acceptors of legal

digital music distribution services regarding sfie@haracteristics?

According to these two research questions, thevalg hypotheses were retrieved

from the theoretical part of this thesis, discussechapter 3.6.

H,: Acceptor and Non-acceptors differ in the impoceagiven to the variety of music content offered.

H,: Acceptors and non-acceptors differ in the impureaassigned to ad-based models/ per track dowsiload
subscription models.

Hs: Acceptors and non-acceptors differ in the impartaof price for the purchase of digital music.

H,4: Acceptors and non-acceptors differ in the impureaassigned to downloading and streaming.

Hs: Acceptors and non-acceptors differ in the impataassigned to restriction-free music.

He: Acceptors and non-acceptors differ in the impuréaassigned to sampling.

H-: If given the choice to select between severaltanhdl services and products, sampling would leerttost
preferred service acceptors/non-acceptors wouldapagdditional charge for.

Hg: Acceptors and non-acceptors differ in the impurtaassigned to virtual community features.

Table 13: Research Hypothesis.

225cf Ebster; Stalzer (2003), p. 188
226 ¢f Koch (2009)
227 cf Ebster; Stalzer (2003), p. 200
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4.5 Questionnaire Composition

The questionnaire has been attached to the appeBdoh part of it will be briefly

explained in this chapter.

In a first step it is important to measure thetadie adoption of people regarding
their awareness of and interest in digital musstrdiution. In general, the first question
under the section “Bekanntheit” (see Appendix,iB¥ been adopted from FrenZl.
The question distinguishes between the group ofkmanving persons and the group of
non-acceptors, indifferents and acceptors. Supptieedespondent is not aware of any
of the two ways of digital music distribution (dolwading or streaming), he is
considered to be a non-knowing person and will eéftee be excluded from the
analysis. In case the respondent is aware of tleeféwms of distribution, he will be

further considered for analysis.

The part called “Interesse” (see Appendix, 2.) aimBnd out about the interest of
potential users (excluding non-knowing persond)@MDS to buy digital music. It has
to be pointed out that this question is essental flrther analysis and tries to
distinguish between people who are not interestdoling digital music online (non-
acceptors) and people who have a rather posititreide towards the adoption of
LOMDS (indifferent/acceptors).

The third part “Intention” (see appendix, 3.) imbds two questions. The first one
should outline in how far potential consumers aasidally ready and willing to buy
music in digital form. The second question is siggobto consider the intention to
frequently use LOMDS to obtain digital music. Fumdantally, these two questions
distinguish the readiness to act and the readioesse (or the attempt/purchase and the

usagey29

The fourth part named “Erfahrung” (see appendix,stould help to figure out if
respondents have already used legal or illegalshiring websites or networks and if
they have streamed music for free or for a fe@addition the respondents are given the

chance to name optional sources they used forcipgistion of music.

228 ¢f Frenzel (2003), pp.138
229¢f Frenzel (2003), p.123
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After the segmentation of different adoption groupsdone, further analysis of

previously discussed characteristics (determinamtkpe initiated.

The part “Angebotsvielfalt” (see appendix, 5.) ippgosed to ask the respondents
about their attitudes towards the diversity or efgriof music regarding genres, artists,
actuality and songs from different record labelbe Tirst four questions have been

retrieved from Schwenké®®, the fifth one has been added by the author.

Basically, questions under “Zahlungsmodell und #résee appendix, 6.) focus the
respondent’s consensus regarding different paynmaotels. In this case, the
subscription, the pay-per track, the rent model tedfree ad-based model have been
submitted to the respondents. In addition, it issdsabout the respondents’ agreement
with the statements that low prices for songs/akbumdigital format are important,
price does not constitute an important role inghechase decision and the importance

on the availability of free music tracks for theghase.

As ,Superdistribution“ is a rather new theoretieldi and major empirical studies
on its adoption are missi#g, it was intended to formulate a simple questiofirtd out
the basic consumer’s attitude towards the involvenma such a revenue-splitting
system. It is asked, if the respondents show atgrast in being involved in revenue

splitting and if they intend to use this modelhe future.

According to the hypothesis regarding the importamssigned to traditional
downloading and streaming, the questions under ‘idoading und Streaming” (see
appendix, 7.) have been adopted from Fret#drurthermore, the last two questions
ask the respondents for the frequency of use of ainthese ways to obtain digital
music. The purpose is to provide information abtle effectiveness of current

streaming offers, as the author’s research shovemgaoing trend in this respect.

“Tragbarkeit und Flexibilitdt” (see appendix, 8)supposed to help finding out if
restrictions regarding the usage of digital musie amportant for the adoption of
LOMDS and to test the hypothesis that acceptors rammaacceptors differ in the

importance assigned to DRM and flexibility in theage of digital music. The author

230¢f. Schwenkert (2006), pp.217
231¢f. Quiring et al. (2008), p.184
232¢f. Frenzel (2003), pp.144
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assumes that the term DRM, although being ofteaudsed in media in the past few
years, is not familiar to everyone. Therefore,\toid any confusion, the term itself will
not be mentioned in the questionnaire. In additibig asked if the respondents would
agree to the statement that is important that thsiendownload is not bound to the
download of a specialised software client (as lsgsmmodels presented in chapter 3.4

were partially bound to the download of specialiseftware clients).

Questions asked in the part “Zusatzleistungen” @geendix, 9.) focus on the
respondent’s attitude towards different additiosatvices and products that might be
included or attached to the basic music downloageEially the respondent’s attitude
towards virtual community features and sampling kasbe taken care of. These
questions have been compiled according to diffeaeitttors and additional ones by the

author of this thesis33

“Traditioneller Musikvertrieb vs. digitaler Musikveieb” (see appendix, 10.) is
related to the relative advantage of LOMDS in congo& to the purchase at a
traditional physical retailer. The first five quiests have been retrieved from Frenzel.
The questions under “Risiko” (see appendix, 11garding perceived risks have been

compiled based on the surveys of Fret#2eSchwenkefe> and Kunze and M&is.

The last part of the questionnaire “Ein paar le@téritte...” (see appendix, 12.)
requires demographic information about gender, agepleted education, current

profession, household income level, householdanzkethe type and speed of internet.

In the case of the latest completed educationyebpondents are asked to chose
between the following possibilities which have beetrieved from Statistik Austria —
Volksschule, Hauptschule, AHS/BHS, Kolleg, Berufade/Lehre,
Akademie/Fachhochschule/Hochschule/Universitat, aothers. Current type of
profession consists of Angestellter/Beamter, |eiegn Angestellter/Geschaftsfiihrer,
Arbeiter/Facharbeiter, Hausfrau/Hausmann, LehrliRgnsionist, Schuler, Student,
Selbststandig, Zivildiener/Grundwehrdiener, arbbests keine Angabe and others.

Regarding the type and speed of internet connectiaiegorisation of Statistik Austria

233 ¢f. Schwenkter (2006), p.221; Vlachos; Vrechopsu@oukidis (2003), p.143
234¢f Frenzel (2003), p.142

235¢f. Schwenkert (2006), p.218

236 ¢f. Kunze, Mai (2007), pp.867



4 Research Methodology 89

was applied. It distinguishes between broadbandexion (i.e. ADSL and others) and
modem/dial-up connection through telephone lindNSand analogue moder¥?. In
order to compile an easy to use and understandpldstionnaire, this approach to

differentiate between a fast and a slow internahegtion was chosen.

237 ¢f. Statistik Austria (2009, b)
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5 Data Analysis and Results

The goal of the underlying survey is to analysepsido factors (i.e. determinants)
regarding their different characteristics (i.e. ortance assigned) among the two groups

of acceptors and non-acceptors of LOMDS.

For the analysis the mean values assigned by arsegid non-acceptors to certain
factors will be compared. In a consecutive stepdifferences between the two groups
will be evaluated regarding their significance wilie help of an analysis of variance
(ANOVA). A one way ANOVA is supposed to test foffdrences between two or more
groups238 Further it allows identifying whether associatiansthe sample occurred at
random or not. This procedure is also known asifssgnce test which is considered to

provide information on the significance of diffeceis between groupd?

Provided that there is no significant differencetws®n acceptors and non-
acceptors regarding a certain adoption factor,féasor will not further be considered in
detail. The chosen research design does not emapleof of causality between the
adoption of LOMDS and the determinants tested. iBlessiependencies between

adoption and determinants are primarily based angubility.

In a subsequent step these results and its imiplisafor marketing of LOMDS

will be outlined.

5.1 Sample Description

In total a sample size of 1256 respondents wasatkd. In a first step possible mistakes
and errors within the sample were deleted or ctecem order to continue working with

an error-free data set (see table 14).

238 Kohout; Kim (1973), pp.398
239 Frenzel, T. (2003), pp.188
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Total Responses

Cases
Valid Missing Total
N Per cent Per cent N Per cent
Age 1256 100.0% 0 .0% 1256 100.0%

Table 14 : Sample - Size.

Out of the 1256 responses, two cases had to beidedlfrom further analysis. An

explorative data analysis showed that the maximgeniia the sample was 99 years and
the minimum age 0 years. These outliers are eithexasonable (0 years) or lie far away
from the second maximum value in the sample (beye@rs). Therefore the sample size
decreased from 1256 to 1254. Eight persons (nomdkgppersons) have been excluded

from further analysis. It should be pointed out@nwore that this thesis aims to find out

differences between acceptors and non-acceptolegal online music distribution

services. The sample size has been further redum®dl254 to 1246.

5.1.1 Gender and Age

Regarding the allocation of gender, analysis shihat 698 (55.7 %) females and 556

(44.3 %) males correctly filled out the questiomedsee figure 14).

Figure 14: Sample — Gender.

Gender

556
44,34%

male
. female
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Figure 15 illustrates the distribution of age withihe sample. 13.6 % (170 respondents)
of the sample is represented by the group of 1@€# olds. Almost 72.6 % (904
respondents) of the sample consists of people dgatggeen 20 and 29 years. This
seems obvious to a certain extent as the majofitheo sample is university students.
Further, 30 to 39 year olds make up the third Istrgge group of the sample with 10.1
% (126 respondents). Only a small amount of respotsdis 40 and older (3.7 % or 46

respondents).

Following the results from chapter 4.2 and the meseént figures on downloading
and the allocation among age groups, the readenaiice that the group of 10-19 year-
olds is almost equally represented in this samgmpared to the results of the
Brennerstudie 2009 (17 %). The group of 20-29 y#ds- constitutes the largest group
of downloaders according to the Brennerstudie \B2h%. Results of the underlying
survey show that this group is disproportionatelgresented in this sample with 72.6
%, whereas the group of 30-39 year-olds is undezsgmted with 10.1 % compared to
26 % within the Brennerstudie 2009. The same appligespondents who are 40 years
and older (3.7 % vs. 26 %).

Despite the fact that age is disproportionatelyritisted among groups, compared
to the representative results of the Brennerst2@@9, it can be said that the high
proportion of young downloaders in the underlyingvey can be considered helpful. As
sampling method the cut-off technique is considenddch means that a focus is on the
majority of certain elements (i.e. age group 10/88r-olds) within the population. 75 %
within the results of the Brennerstudie are pedygeveen 10 and 39 years, whereas
almost 96 % of respondents within this survey sanagle between 10 and 39 years. As
outlined in previous chapters, younger age groupsstll taking a central position in

the purchase of music, especially of online music.
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Age Group

7 72,55%

60—
IS
]
o
S 40
o

20 -13,64%

10,11%
3,69%
0= T T T
10-19 yrs 20-29 yrs 30-39 yrs 40-65 yrs
Age Group

Figure 15: Sample - Age Group.

5.1.2 Education and Profession

As the reader can see in this chapter, the Gergramsthave not been translated into
English as educational levels can not be simplyakged with the ones from other
countries (see figure 16). The most often quotedghdst educational level of
respondents is an AHS/BHS degree (63 %), whichdcbel compared to a high school
degree in other countries. The second largest gronpists of people with an university

or comparable degree (24 %).
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Highest Education

800 62,97%

600

400

Frequency

0
0,16% ’@ / [0,419%)|
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Volksschule Hauptschule AHS/BHS Kolleg Berufsbildende Berufsschule/Leh Akademie/Fachh andere
Mittlere Schule re ochschule/Hochs
chule/Universitét

200

Highest Education

Figure 16: Sample - Highest Education.

Asked in a further step, respondents had to inditiair current profession. As already
mentioned in chapter 5.1.1, the majority of resontsl currently studies at an university
or comparable institution (933 persons, 74 %). Amd7 % (219 persons) of the
sample consists of employees in private companiescial servants in public
institutions (i.e. universities, schools, governimetc.). Only 3 % (36 persons) take an
executive or managing position as well as only 3wdrking as civil or military

servants.

5.1.3 Household Income and Household Size

Figure 17 illustrates the allocation of net-houseéhincome. 32 % of the sample has less
than € 1000 net household income per month, 17 % leegtween € 1001 and € 2000.
Another 14 % have more than € 2000 a month. 36déd’aot answer this question.
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Income

500

400

300

Frequency

200 32,22%

0-= T T T
<1000 € 1001-2000 € 2001-3000 € >3000 € Not Applicable

Income

Figure 17: Sample - Income.

Finally, respondents were asked about the sizehaf household. Nine per cent of
respondents (n = 1254) live in a single househaltreas another 25.7 % live together
with another person, 28.4 % with two other persdfs] % with three and 11.4 % with
four persons. The rest lives in households withiaupight persons in total. Almost 8 %
did not assign any value to this question. Evideatlarger amount of respondents still
lives at home with its family or in a flat shars, the sample majority consists of pupils

and students.

5.1.4 Type of Internet Connection

As the type of Internet connection is an importprérequisite for the acquisition of
online music, respondents have been asked toillifothey still use a narrow band
connection (i.e. ISDN, etc.) or a broadband conaectwhich usually allows
downloading and streaming at much faster speedratite case of a flat rate at much
higher volumes. Figure 18 shows that more than 80@s&a broadband connection to
access the Internet, whereas only 3.5 % still uskbwa type of Internet connection. A

bigger group (12.5 %) could not name the type ¢#rimet connection. These results
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allow the assumption that the majority of responsidrave the appropriate technical
infrastructure to download music at fast speed fagtd volumes and to stream online
music without time restraints. Therefore it candssumed that non-acceptors do not
adopt LOMDS because of the necessary technicahstufrcture (i.e. a broadband
connection) to obtain online music without resivietdelays during downloading or

streaming.

Type of Internet Connection

3,83% Broadband

M Narrow band

M Don't know
Not Applicable

Figure 18: Sample — Type of Internet Connection.

5.2 Examination of Hypotheses

In this chapter the hypotheses stated in chapw8l be tested and in chapter 6 the
results will be analysed towards their implicatimm marketing and future efforts of

music industry specialists.

5.2.1 Differentiation between Acceptors and Non-acceptors

As mentioned in chapter 3.5.4, in a first step @&swiecessary to distinguish between
groups of respondents who are aware of the pos$gibal download or stream online
music and those who do not know about it. Unsurmig, as the majority of

respondents belongs to a much younger, technopbéegroup, only eight persons (or
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0.6 % of the sample) did not know that these doaailog or streaming possibilities

exist.

Subsequently people who are aware of downloadirgfreaming online music, but do

not show any interest in acquiring music from theeinet have been filtered out. A
rather large group of respondents, the group ofatmeptors (413 persons, 33.15%), is
not interested in the possibility to download aeam music via Internet. The rest (833
persons, 66.85 %) can be defined as acceptordigsee 19), as they show at least the
interest in downloading or streaming music. Witthe scope of this thesis indifferent
persons, thus persons who are aware of digitalerarsi its distribution and who have
an interest in buying music online, but show negatr indifferent attitudes regarding

an expected purchase (which means that they dimteotd to purchase online music on
a regularly basis but at least intend to buy onlnesic once in a while), will be

included in the group of acceptors.

Interest

1.000

800

600

Frequency

833
66,85%

400

200

No Yes

Interest

Figure 19: Sample — Interest in downloading and seaming services.

In the following step of the survey, respondentsengesked about their intention to buy
online music once in a while or on a regularly batsee figures 21 and 22).
Interestingly, there is a rather large group amooig-acceptors that would occasionally
purchase online music (129 persons, 31.2 %). Thidies that, although non-acceptors

are basically not interested in the acquisitiommfne music, they intend to do so as the
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case arises. Among acceptors the majority (7990pers80.4 %) will occasionally
purchase online music. If asked about the intentmrpurchase online music on a
regular basis, the picture is even more interestidgly a few non-acceptors would
regularly buy online music (5 persons, 1.2 %), whseralso a rather small amount of

acceptors would do a regular online purchase (28dgns, 28.1 %).

Finally it can be concluded that being an acceptanline music distribution does
not necessarily imply the intention to buy onlinasic on a more regular, but on a more
occasional basis. Non-acceptors certainly do rtenirto regularly purchase music, but
they will do so from case to case. Neverthelessteheency to regularly buy online
music is more evident for acceptors than non-acceptill this signifies that there
might be different reasons that keep non-accepimisacceptors from purchasing online

music both on a regular and an occasional basis.

Intention occassionally

. Non-Acceptors
[] Acceptors

600

400

Count

670
53,77%

200

163
129
13,08% 10,35%

No Yes

Figure 20: Sample — Intention occasionally.
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Intention regularly
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3007 48,07%
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234
18,78%
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Figure 21: Sample — Intention regularly.

5.2.2 Experience with Online Music

Regarding the experience in the acquisition of mdm the Internet, respondents

were asked about different ways and services feeg@ces or services with costs) they

had already source online music from.

In general, only a small portion of non-acceptaxs hlready downloaded online music
with costs (44 persons, 10.7 %), whereas acce(@8& persons, 46.6 %) seem to have
much more experience in the purchase of online en(sge table 15). Regarding the
purchase of online streams results illustrate aanelearer picture. On the one hand,

non-acceptors hardly have used these servicesr$dnze 2.2 %) and on the other hand

Yes

[ Non-Acceptors

|:| Acceptors

acceptors (57 persons, 6.8 %) do not seem to lerierped either (see table 16).

Internet with costs

Total

% within Acceptors/Non-Acceptors

53.4%

46.6%

No Yes
Non-Acceptors Count 369 44 413
% within Acceptors/Non-Acceptors 89.3% 10.7% 100.0%
Acceptors Count 445 388 833

100.0%

Table 15: Sample — Downloads with costs.
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Stream with costs Total
No Yes
Non-Acceptors Count 404 9 413
% within Acceptors/Non-Acceptors 97.8% 2.2% 100.0%
Acceptors Count 776 57 833
% within Acceptors/Non-Acceptors 93.2% 6.8% 100.0%

Table 16: Sample — Streams with costs.

Following further analysis, the usage of p2p-se&wicharging a fee for downloading or
streaming have hardly been used in the past. Q&l¢@20of non-acceptors and 4.0 % of
acceptors have already purchased music from p2qeeser Regarding the purchase of
online music from band, label or artist websites $iituation only differs a bit. Non-
acceptors rarely acquired music from these webgBes %). Among the group of

acceptors only 12.5 % did already buy music froeséchannels.

However, there are vast differences to these pueviesults when the respondents were
asked about their experience with free online muscvices. A majority of non-
acceptors (78.2 %) and acceptors (76.7 %) havadiresed free online streaming
services (like Last.fm or Magnatune). Free (ill@gpRp-services, the most often
postulated enemy of legal online music distributganvices, have been used by non-
acceptors and acceptors almost at the same pegeef@@d.6 % vs. 53.3 %). A similar
output could be generated regarding the usageraf, babel or artist websites that offer
music downloads/streams for free. 66.1 % of norepirs did already download free

music from these websites, compared to 67.5 % ad@ors.

In addition to these previous results, non-accepts.3 %) and acceptors (15.6 %)
have acquired online music from several other ssues well (mainly illegally) — be it
from friends via email or IRC, simultaneous aud#cardings from YouTube videos or

FTP servers.

5.2.3 Hypothesis 1 — Content Variety

Research Question:
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Which differences can be observed between acceatarsion-acceptors of legal online

music distribution services regarding specific eloggristics?

Hypothesis:

H,: Acceptors and Non-acceptors differ in the impoetagiven to the variety of music content offered. |

The variety of music content has been describeld thg help of five different attributes
- the music supply, the amount of artists, the alisaphy, the actuality and the amount
of music from different labels (see table 17). Thasic supply, music from a wide
range of different music genres, is valued as gromant factor by both groups, but the
non-acceptors (n = 413, mean = 3.77, SD = 1.250)evd less important than the
acceptors (n = 833, mean = 4.14, SD = 1.249yhe amount of artists and bands in the
respective genre is rated higher by acceptors (medril8, SD = 1.059) than non-
acceptors (mean = 3.92, SD = 1.151). In generalattuality of the music repertoire is
further seen as important for non-acceptors (me&i78, SD = 1.325) as well as for
acceptors (mean = 4.01, SD = 1.202), though withigadifference between the two
groups. In addition, the width of artists’ discqgnges is valued important by both
groups with non-acceptors (mean = 3.54, SD = 1.286)acceptors (mean = 3.67, SD =
1.198) being rather positively engaged. In conttashese factors, the amount of music
from different labels being available to purchasé¢hie least important attribute among
both groups. Non-acceptors (mean = 2.41, SD = }).286 acceptors (mean = 2.53,
1.295) range between disagreement and neithergreeiment. All in all it can be
observed that there is a bigger difference betwker(positive) ratings of both groups

regarding three out of five factors.

240 considering a range from “1= do not agree attall’5= fully agree”.
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Music supply Amount artists | Discography Actuality Labels
Non-Acceptors Mean 3.77 3.92 3.54 3.78 2.41
N 413 413 413 413 413
Std. D 1.251 1.151 1.289 1.325 1.286
Variance 1.565 1.324 1.661 1.755 1.655
Std. Error .062 .057 .063 .065 .063
Acceptors Mean 4.14 4.18 3.67 4.01 2.53
N 833 833 833 833 833
Std. D 1.119 1.059 1.198 1.202 1.295
Variance 1.253 1.121 1.435 1.446 1.677
Std. Error .039 .037 .041 .042 .045

Table 17: Hypothesis 1 — Content Variety Mean Valug

Considering a range from “1 = do not agree attalf's = fully agree”.

In a consecutive step, an analysis of variance (XNDwas generated (see table 18). Its
purpose is to determine whether or not there esiggtificant differences amongst the
acceptors and non-acceptors. It was found outathidie 5 per cent significance level the
mean difference in respect to music supply betwaereptors and non-acceptors is
significant (sig. = .000). Further, the mean d#fere between these two groups
regarding the amount of different artists and baisas = .000) as well as the actuality
of music (sig. = .003) are significant. The resuts group differences in case of the
availability of a broad artist or band discograjiig. = .085) and amount of labels (sig.

=.102) are not significant.

According to these results hypothesis 1) (ban be accepted, as most of the
observed differences are significant. There arkerdihces between acceptors and non-

acceptors in the importance assigned to the vaoiatyusic content offered.
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Mean
Sum of Squares df Square F Sig.

Music supply * Between Groups
Acceptors/Non- 36.675 1 36.675 27.044 .000
Acceptors

Within Groups 1687.004 1244 1.356
Amount artists * Between Groups
Acceptors/Non- 17.639 1 17.639 14.847 .000
Acceptors

Within Groups 1477.931 1244 1.188
Discography * Between Groups
Acceptors/Non- 4.487 1 4.487 2.972 .085
Acceptors

Within Groups 1877.951 1244 1.510
Actuality * Between Groups
Acceptors/Non- 14.145 1 14.145 9.137 .003
Acceptors

Within Groups 1925.919 1244 1.548
Labels * Between Groups
Acceptors/Non- 4.484 1 4.484 2.686 .102
Acceptors

Within Groups 2076.936 1244 1.670

Table 18: Hypothesis 1 - Content variety ANOVA.

Considering a range from “1 = do not agree attalf's = fully agree”.

5.2.4 Hypothesis 2 and 3— Price and Payment Method

Research Question:

Which differences can be observed between acceatarsion-acceptors of legal online

music distribution services regarding specific eloggristics?

Hypotheses:

H,: Acceptors and non-acceptors differ in the impureaassigned to ad-based models/per track
downloads/subscription models.

Hs: Acceptors and non-acceptors differ in the impureaassigned to price for the purchase of digitadim |

Payment methods consisted of four different motleds were analysed. These were the
subscription model, the rent model, the pay-pesktraodel as well as the free ad-based
model (see table 19). In general, the pay-per-traclel was valued the most important
model among acceptors (n = 833, mean = 3.75, S[245), whereas non-acceptors (n
= 413, mean = 2.78, SD = 1.314) show a rather negattitude towards this model.
The subscription model ranks second with accefftoesan = 3.17, SD = 1.415) having
a slight positive attitude compared to non-acceptgnean = 2.57, SD = 1.389).
Concerning the importance assigned to a free aedbamdel, both acceptors (mean =
2.39, SD = 1.327) and non-acceptors (mean = 2.B3+ 3.427) rate the possibility of
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using such models rather negative. However, noegdocs value this model even
higher than acceptors. The rent model is neitheyueed by acceptors (mean = 1.81, SD
=1.117) nor non-acceptors (mean = 1.68, SD = }.087

Subscription Rent Pay Per Track Free Ad-Based

Non-Acceptors Mean 257 1.68 2.78 2.43
N 413 413 413 413

Std. D 1.389 1.087 1.314 1.427

Acceptors Mean 3.17 1.81 3.75 2.39
N 833 833 833 833

Std. D 1.415 1.117 1.245 1.327

Table 19: Hypothesis 2 — Payment Method Mean Values

Considering a range from “1 = do not agree attalf's = fully agree”.

Following these statistics, an ANOVA table was usedietermine the significance of
differences between the two groups (see tableA®.5 per cent significance level, the
differences between acceptors and non-acceptorsigméicant for the pay-per-track
(sig. = .000), the subscription (sig. = .000) adl we the rent model (sig. = .047). The
differences regarding free ad-based models (si@.648) are considered to be not

significant.

Sum of
Squares df Mean Square F Sig.
Subscription Between Groups 99.478 1 90.478 50.273 000
Within Groups 2461.594 1245 1.979
Rent Between Groups 4.839 1 4.839 3.950 .047
Within Groups 1523.791 1245 1.225
Pay Per Track Between Groups 260.131 1 260.131 161.720 .000
Within Groups 2001.012 1245 1.609
Free Ad-Based Between Groups 461 1 461 249 618
Within Groups 2304.053 1245 1.852

Table 20: Hypothesis 2: Payment Method ANOVA.

According to these results hypothesis 2 thill be partially rejected. There are only
significant differences in the importance assigttethree out of four payment models

for online music by acceptors and non-acceptors.
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In a consecutive step it was analysed how far piscan important factor for both
groups. Acceptors and non-acceptors were asked #i®umportance assigned to low
prices, music free of charge, the availability adod quality and fast download
possibilities of music tracks with prices beingle$s importance. Table 21 illustrates
that a low price is the most important factor foceptors (n = 833, mean = 4.26, SD =
0.893), whereas non-acceptors value it relativedg limportant (n = 413, mean = 3.93,
SD = 1.185). Music tracks free of charge is rateel most important factor for non-
acceptors (mean = 4.45, SD = 0.988) compared tepams (mean = 3.94, SD = 1.170)
who generally assign less importance to this fackmod sound quality of streamed or
downloaded music, irrespective of price, is valeého importance by both acceptors
(mean = 2.61, SD = 1.105) and non-acceptors (medrD# SD = 1.054). A similar
picture can be observed regarding fast downloaddreams with prices being of less
importance. Acceptors (mean = 2.50, SD = 1.116)ramdacceptors (mean = 2.05, SD
= 1.054) denote a rather negative attitude towtrelse factors. However, this implies to
a certain extent that for both groups price id silich more important than the quality
of downloads and streams as well as the speedwaildading and streaming. All in all,
it can be observed that there are differences legtvaeceptors and non-acceptors in the
importance assigned to prices of online musics Ihteresting to see that low prices per
song or album are more important to acceptors thanon-acceptors, whereas the

availability of free music is of greater importarfoe non-acceptors.

Free of Price/Good Price/Fast

Acceptors/Non-Acceptors Price importance charge Quality Download
Non-Acceptors Mean 3.93 4.45 2.07 2.05
N 413 413 413 413
Std. D 1.185 .088 1.054 1.054
Acceptors Mean 4.26 3.94 2.61 2.50
N 833 833 833 833
Std. D .893 1.170 1.105 1.116

Table 21: Hypothesis 3 — Price Mean Values.

Considering a range from “1 = do not agree attalf's = fully agree”.

Analysis regarding the significance of these ddferes between acceptors and non-

acceptors show that results are significant fargonmportance (sig. = .000), music free
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of charge (sig. = .000), good sound quality (sig080) and fast downloading (sig. =
.000) at a 5 per cent significance level (see ta@Ble Therefore hypothesis 3z)hwill
temporarily be accepted. Acceptors and non-accepliffer in the importance assigned

to price for the purchase of digital music.

Sum of
Squares df Mean Square F Sig.
Price importance Between Groups 29.977 1 29.977 30.048 .000
Within Groups 1241.050 1244 .998
Price/Good Quality Between Groups 78.263 1 78.263 66.101 .000
Within Groups 1472.880 1244 1.184
Free of charge Between Groups 72.269 1 72.269 58.361 .000
Within Groups 1540.447 1244 1.238
Price/Fast Download Between Groups 57.361 1 57.361 47.751 .000
Within Groups 1494.373 1244 1.201

Table 22: Hypothesis 3 — Price ANOVA.

The superdistribution model, which has not beegutised and analysed by academic
research in much detail in the past, was part efpitice and payment method chapter.
Results show that there are only slight differerfoetsveen acceptors (n = 833, mean =
3.32, SD = 1.281) and non-acceptors (n = 413, meani7, SD = 1.324) for the interest
in being involved in a revenue sharing service tharracceptors (mean = 3.05, SD =
1.279) and non-acceptors (mean = 2.90, SD = 1.388k closely regarding the
willingness to offer music via these services. Bgtbups are rather undetermined.
These results may imply that respondents have een laware of this business model
before or/and the information given in the questaire was not sufficient for them to
imagine how these services might operate. Neveskelt should be pointed out that
further research has to be conducted and people toatse informed in greater detail

about how such superdistribution services mightkwor

5.2.5 Hypothesis 4 — Downloading vs. Streaming

Research Question:

Which differences can be observed between acceptarsion-acceptors of legal digital

music distribution services regarding specific eleggristics?
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Hypotheses:

|H4: Acceptors and non-acceptors differ in the impmetaassigned to downloading and streaming. |

Downloading and streaming are different ways touaegonline music and were
analysed among acceptors and non-acceptors. Basreasults show that downloading
is still the most important way to obtain online situfor both acceptors (n = 833, mean
= 4.16, SD = 0.967) and non-acceptors (n = 413nmed.96, SD = 1.125). However,
for acceptors downloading is relatively more impattthan it is to non-acceptors (see
table 23). Following the frequency how often the tgroups download music, it can be
observed that 81.8 % of non-acceptors are activelbaders (91.6 % of acceptors). 38
% of non-acceptors (45.4 % of acceptors) even doachlonline music regularly or

often.

Music streaming is of greater importance to noreptmrs (mean = 3.20, SD =
1.356) than it is to acceptors (mean = 3.06, SC2%4). This result may be based on the
fact that many streaming services, until recerithye been free of charge and this form
of music acquisition has become the main music ceodor non-acceptors. This
assumption might be reinforced by the results fidrapter 5.2.4 where non-acceptors
highly rated the importance of low prices and thailability of free online music.
Further the frequency of streaming among resposdehows that 86.7 % of non-
acceptors (89.6 % of acceptors) are active useffrad) streaming services (at least
rarely). 42.6 % of non-acceptors (39.3 % of acaspteven stream online music

regularly or often.

Acceptors/Non-Acceptors

Streaming

Downloading

Non-Acceptors

Acceptors

Mean
N
Std.D
Mean
N

Std. D

3.20
413
1.356
3.06
833
1.274

3.96
413
1.125
4.16
833
.967

Table 23: Hypothesis 4 — Downloading vs. Streamingean Values.

Considering a range from “1 = do not agree attalf's = fully agree”.
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Consequently, an ANOVA table should prove the sigamnce of these results (see table
24). However, the differences regarding streamnegnat significant (sig. = .075) ata 5
per cent significance level. On the other sidded#inces in the importance assigned to
downloading are significant (sig. = .001) and helmgeothesis 4 (k) has to be rejected.
Nevertheless, this analysis shows that there gréfisiant differences, namely regarding
downloading and that streaming is of average ingmae to both groups, irrespective of

the non-significance of differences.

Sum of
Squares df Mean Square F Sig.
Streaming Between Groups 5.390 1 5.390 3.181 075
Within Groups 2107.837 1244 1.694
Downloading Between Groups 11.267 1 11.267 10.788 001
Within Groups 1299.176 1244 1.044

Table 24: Hypothesis 4 — Downloading vs. StreamingNOVA.

5.2.6 Hypothesis 5 — Flexibility, Portability and DRM

Research Question:

Which differences can be observed between acceptarsion-acceptors of legal digital

music distribution services regarding specific eleggristics?

Hypotheses:

|H5: Acceptors and non-acceptors differ in the impuetaassigned to restriction-free music. |

This chapter subsumes factors that influence tleilility and portability of online
music. Basically, respondents were asked to assigiortance to factors such as the
possibility to burn online music to sound storagedm, to copy online music to
portable players and mobile phones, to use muditowi restrictions and to listen to

music without downloading a special software client

Results show that the possibility to copy onlinesiaurom PC or Laptop to a
portable device (i.e. mp3-players, etc.) is thetmmoportant factor for both acceptors (n
= 833, mean = 4.60, SD = 0.755) and non-acceptors413, mean = 4.37, SD = 1.066)
(see table 25). No usage restrictions are almasillggimportant to acceptors (mean =

4.30, SD = 0.926) and non-acceptors (mean = 4.20=9.111). The requirement to
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download special software in connection with dovawliog or streaming of online
music seems to be a further crucial factor. Acasp{mean = 3.97, SD = 1.135) and
non-acceptors (mean = 4.05, SD = 1.207) assign riaupce to the non-existence of
additional software downloads. The possibility tarrb music on a CD/DVD is less
important in general, but differences between accegmean = 3.66, SD = 1.272) and
non-acceptors (mean = 3.38, SD = 1.383) can benagdxteThe opportunity to transfer
music from a PC or laptop to mobile phones is atergd to be of less importance than
other factors between acceptors (mean = 3.17, S24*0) and non-acceptors (mean =
3.13, SD = 1.494).

No Usage No Software
Burning CD Copy Mobile Restrictions Download

L\‘\ggéptors Mean 3.38 4.37 313 4.20 4.05
N 413 413 413 413 413

Std.D 1.383 1.066 1.494 1.111 1.207

Acceptors Mean 3.66 4.60 3.17 4.30 3.97
N 833 833 833 833 833

Std.D 1.272 .755 1.410 .926 1.135

Table 25: Hypothesis 5 - Flexibility,Portability ard DRM Mean Values.

Considering a range from “1 = do not agree attalf's = fully agree”.

In a further step these results were analysed degptheir significance (see table 26).
Only differences in burning CDs (sig. = .001) arapying music to portable players
(sig. = .000) are significant. The other factorg aot significant at a 5 per cent

significance level. Consequently, hypothesis §) (rhs to be rejected as only two out of

five factors show significant differences betwelea two groups.

Sum of Mean

Squares df Square F Sig.
Burning CD * Between
Acceptors/Non-Acceptors ~ Groups 20.199 ! 20.199 13.775 001
Copy * Acceptors/Non- Between 15.041 1 15.041 19.869 000
Acceptors Groups
Mobile * Acceptors/Non- Between 462 1 462 293 637
Acceptors Groups
No Usage Restrictions * Between 2 648 1 2648 2695 101
Acceptors/Non-Acceptors ~ Groups
No Software Download * Between 1.914 1 1.914 1.424 233
Acceptors/Non-Acceptors  Groups

Table 26: Hypothesis 5 - Flexibility,Portability and DRM ANOVA.
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5.2.7 Hypotheses 6, 7 and 8 — Additional Services

Research Question:

Which differences can be observed between accegtarsion-acceptors of legal digital

music distribution services regarding specific elosgristics?

Hypotheses:

H6: Acceptors and non-acceptors differ in the inigoce assigned to sampling.

H7: If given the choice to select between seveatditanal services and products, sampling wouldheemost
preferred service acceptors/non-acceptors wouldapagdditional charge for.

H8: Acceptors and non-acceptors differ in the inigoce assigned to virtual community features.

Additional features including digital covers, infioation on bands and artists, song
lyrics, music videos, ringtones, the exchange alylgts with peers, sampling and

search facilities have been analysed in this chapte

High importance is ascertained to search faciliigsacceptors (n = 833, mean =
4.68, SD = 0.651) as well as non-acceptors (n 5 #EANn = 4.43, SD = 0.962), still the
first group rates it even higher than the latteze(dable 27). Sampling is further
considered as important for acceptors (mean = 43I9,= 0.924), whereas non-
acceptors (mean = 3.91, SD = 1.179) assign lesertanre to this additional service,
but still consider it as important factor in genefldne availability of lyrics is evaluated
as important by both groups with minor differenbeswveen acceptors (mean = 3.30, SD
= 1.205) and non-acceptors (mean = 3.19, SD = l.2Bfusic videos, covers,
information on artists, community features as vesliringtones and playlists exchange
are valued less important in total. However, acoespassign more importance to almost

each of them compared to non-acceptors.

The rating of community features is of further neta for the verification of
hypothesis 8 (k). Acceptors (mean = 1.79, SD = 0.945) as well@asarcceptors (mean
= 1.72, SD = 0.926) consider this feature hardlpontant with marginal differences

between these two groups.
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Seach

Music- Community Faciliti

Cover | Information | Lyrics | videos | Ringtones Feature Playlists | Sampling es

Non- — Mean 2.49 224 319| 270 1.92 1.72 2.25 391 | 443
Accept

N 413 413 413 413 413 413 413 413 413

Std. D 1.265 1.146 | 1.266 1.249 1.156 .926 1.212 1.179 .962

/grcscept Mean 2.93 249 | 330| 282 1.91 1.79 2.35 429 | 468

N 833 833 833 833 833 833 833 833 833

Std. D 1.316 1.118 | 1.205 1.162 1.069 .945 1.180 .924 .651

Table 27: Hypothesis 6, 7 and 8 - Additional Serves Mean Values.

Considering a range from “1 = do not agree attalf's = fully agree”.

Significant differences at a 5 per cent signifiearlevel can only be observed with
covers (sig. = .000), information on artists (s#{g-000), sampling (sig. = .000) and
search facilities (sig. = .000). The differencedhia other features, lyrics, musicvideos,

rintones, community features and playlists, aresigntificant (see table 28).

Sum of Squares df Mean Square F Sig.
Cover * Acceptors/Non- Between Groups 52594 1 52594 | 31.142 | .000
Acceptors
Within Groups 2100.899 1244 1.689
Information * Acceptors/Non- Between Groups 17.602 1 17.602 | 13.846 | .000
Acceptors ' ' ' '
Within Groups 1581.468 1244 1.271
Lyrics * Acceptors/Non- Between Groups 3.127 1 3.127 2.081 149
Acceptors ' ' ' .
Within Groups 1869.474 1244 1.503
Musicvideos * Acceptors/Non-  Between Groups 3.989 1 3.989 2.807 | .094
Acceptors ' ' ' '
Within Groups 1767.431 1244 1.421
Ringtones * Acceptors/Non- Between Groups 008 1 008 007 936
Acceptors ' ' ' .
Within Groups 1501.312 1244 1.207
Community Feature * Between Groups 1.291 1 1.291 1.466 226
Acceptors/Non-Acceptors ' ' ' '
Within Groups 1095.214 1244 .880
Playlists * Acceptors/Non- Between Groups 2627 1 2.627 1.853 174
Acceptors ' ' ' .
Within Groups 1764.047 1244 1.418
Sampling * Acceptors/Non- Between Groups 39.887 1 39.887 | 38.663 | .000
Acceptors ' ' ' '
Within Groups 1283.390 1244 1.032
Seach Facilities * Between Groups 17.212 1 17.212 | 29.158 | .000
Acceptors/Non-Acceptors ' ' ' '
Within Groups 734.342 1244 .590

Table 28: Hypothesis 6, 7 and 8 - Additional Serves ANOVA.
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As the difference in the importance assigned topdiamg is significant, hypothesis 6
(He) will temporarily be accepted, whereas differenctesommunity features are not

significant. Consequently, hypothesis &)Mill temporarily be rejected.

Finally, all respondents were asked about for whadditional service or feature
they would pay more in addition to the core musick (see figure 23). Acceptors and
non-acceptors prefer search facilities (24.88 %grosampling (21.59 %). This
implicates that hypothesis 7 {Hhas to be rejected, as sampling is considereahas
important additional feature, but not the most @mefd one. Further features such as
music videos (18.06 %) and lyrics (17.01 %) arefegred by a larger amount of
respondents. Community features are the least rpedfeones, with less than 5 %
preferring features such as the exchange of ptaydisd online conversation with peers.

This is supported by the low rating in the impodaiassigned to them (see table 27).

Most Preferred Feature

searchfacilities— [24,88%| |
comiv =
% musicvideos— [18,06% | |
§ cover| 8,919 |
% ringtones—{_[4,41%]_|
% playlists 2,33%
g infos—
conversatiorn
I I I I I

0 5 10 15 20 25
Percent

Figure 22: Hypothesis 7 — Most Preferred Feature.

5.2.8 Results on other Object, Subject and Context Determants

Furthermore, respondents were asked about theluaian of differences between

traditional music retailing and digital music distrtion. Five advantages of digital
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music distribution compared to traditional recoetailing were given to be rated

regarding their importance to respondents.

The possibility to quickly obtain songs from theeimet is considered as the most
important advantage for both acceptors (n = 83%3mMe 4.49, SD = 0.775) and non-
acceptors (n = 413, mean = 4.26, SD = 1.006) coedptr traditional retail (see table
29). The availability of rare music tracks on timefnet ranks second, regarding the
importance of advantages of digital music distiidnut Acceptors (mean = 4.43, SD =
0.830) value it higher than non-acceptors (meanl3,4SD = 1.083). Similar to that,
acceptors (mean = 4.37, SD = 0.879) also assige mguortance to the elimination of
territorial restrictions in comparison to non-adoep (mean = 4.11, SD = 1.101). The
possibility to acquire music 24/7 rank®, 4vith acceptors (mean = 4.27, SD = 1.007)
once more assigning more importance to it than awoeptors (mean = 4.01, SD =
1.214). The least important advantage, though dtijreat importance for both groups
in general, the chance to buy singe songs compardchditional retailing, shows a
bigger difference between acceptors (mean = 4.24,=S1.020) and non-acceptors
(mean = 3.70, SD = 1.245).

Acceptors/Non-Acceptors Single Song Scarcity Territory Speed Time

Non-Acceptors Mean 3.70 4.13 4.11 4.26 4.01
N 413 413 413 413 413
Std. D 1.245 1.083 1.101 1.006 1.214

Acceptors Mean 4.24 4.43 4.37 4.49 4.27
N 833 833 833 833 833
Std. D 1.020 .830 .879 775 1.007

Table 29: Traditional vs. Digital Music Distribution Mean Values.

Considering a range from “1 = do not agree attalf's = fully agree”.

In a consecutive step, the significance of thefferdnces between the two groups was
evaluated (see table 30). At a significance leebagper cent, all differences are

significant (sig. = .000).



114 5 Data Analysis and Results

Sum of

Squares df Mean Square F Sig.

Single Song Between Groups 81.461 1 81.461 66.680 .000
Within Groups 1529.519 1252 1.222

Scarcity Between Groups 26.541 1 26.541 30.947 .000
Within Groups 1073.754 1252 .858

Territory Between Groups 18.949 1 18.949 20.381 .000
Within Groups 1164.031 1252 .930

Speed Between Groups 14.546 1 14.546 19.377 .000
Within Groups 939.850 1252 751

Time Between Groups 19.298 1 19.298 16.481 .000
Within Groups 1466.045 1252 1171

Table 30: Traditional vs. Digital ANOVA

The acquisition of music from the Internet is alwaglated to different risks that
have to be considered. On the one hand, licensebdadigital track may be missing,
the sound quality of songs may be low, the stgbiht the download or streaming
process may not be enabled or private informattomfdownloaders (such as names,
banking details, addresses, etc.) may illegallyjubed and transferred to third parties
without the users’ approval. For both groups, atmsp(n = 833, mean = 4.75, SD =
0.628) and non-acceptors (n = 413, mean = 4.70: 8Y12), privacy is regarded as a
very important issue (see table 30), with only nreadifferences between groups. The
sound quality of downloaded or streamed music asaonsidered important by
acceptors (mean = 4.71, SD = 0.605) and non-aaceftean = 4.59, SD = 0.718). The
same applies to the importance of stability ofdb&nloading or streaming process for
acceptors (mean = 4.42, SD = 0.744) and non-aacefiteean = 4.30, SD = 0.838). An
interesting result was generated when acceptorar(me3.61, SD = 1.209) and non-
acceptors (mean = 3.16, SD = 1.367) were askedtdaheuimportance of acquiring
licensed music. In total, both groups value thek slightly positive, however acceptors

are much more concerned about it compared to noepéars.
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Acceptors/Non Stability of

-Acceptors Licensed Music Sound Quality Download Privacy

Non-Acceptors Mean 3.16 4.59 4.30 4.70
N 413 413 413 413
Std. D 1.367 718 .838 712

Acceptors Mean 3.61 4.71 4.42 4.75
N 833 833 833 833
Std. D 1.209 .605 744 .628

Table 31: Digital Music Distribution Risks Mean Values.

Considering a range from “1 = do not agree attalf's = fully agree”.

An ANOVA table was generated to find out if resudiffer significantly between these

two groups (see table 32). Only the differencesamdigg licensed music (sig. = .000)

and sound quality (sig. = .001) are significanalfity of downloading or streaming

and privacy differences are not significant at@ebcent significance level.

Sum of Squares df Mean Square F Sig.
Licensed Music Between Groups | 55514 1 56.514 35.410 | .000
Within Groups 1985.432 1244 1.596
Sound Quality Between Groups 4.378 1 4.378 10.534 | .001
Within Groups 517.051 1244 416
Stability of Download Between Groups | 3.891 1 3.891 6.451 011
Within Groups 750.267 1244 .603
Privacy Between Groups 578 1 578 1.339 247
Within Groups 536.816 1244 432

Table 32: Digital Music Distribution Risks ANOVA

5.2.9 Restrictions

Finally, a few restrictions regarding the previgudiscussed results have to be named.

First and foremost the sample predominantly comsis{ounger people between 10 and

39. Although this age group makes up the biggest gfapeople downloading legally

and illegally (see chapter 2.5.1), further age psoshould be included in future

research. It would be interesting to learn aboet rasons they have to refrain from

using legal online music services. The question ldvdae if they are aware of such
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services at all and/or if they perceive these egstervices to be too dubious, costly or

even complicated.

In addition, results imply that respondents miglot be well informed about
business models such as the superdistribution médidlough the respondents were
provided a brief explanation of the basic featwkthis and other models, respondents
were rather indecisive about their intention to tlss specific service in the future.
Certainly they might just not be interested, howewas this business model is a rather
new approach to distribute online music it can lmsspple that awareness and

knowledge are not sufficient.
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6 Interpretation and Discussion of Results

Following the survey results, it can be said thadvglers of legal online music
distribution services have to consider both thedaesf acceptors and non-acceptors of
such services to overcome the problems and motienzgap due to physical retail
sales. Unlike Frenzel, who only considers the grolugcceptors for his analysis, it was
decided to observe both groups (acceptors as welba-acceptors) as it does not seem
reasonable to exclude potential customers fronhéurainalysis. Non-acceptors’ needs
regarding the composition of LOMDS have to be puofitly analysed as well, as they
do not show any signs to be completely opposinglleffers. The distribution of music
in a digital era asks for solutions for potentiaktomers’ diverse needs. Services have

to be adopted in accordance to this analysis’ tesul

Results show that the awareness of such musidhdiBon services is given among
respondents. However, the interest and intentiorude such services have to be
increased, thus it is inevitable to respect custongds and accordingly to develop
business models that include both the requiremehtacceptors and non-acceptors.
Following this analysis’ results, the upcoming imgations regarding the observed

determinants and the future design of LOMDS candrestructed.

6.1 Variety of Content

The variety of content is a core issue for legal online music distribatigervices.
Offering music from a wide range of artists anddsaim a certain genre is crucial for
success. Record labels as well as digital musailees have to respond to this drastic
situation. On the one hand record labels can dlfffeir whole repertoire of artists and
bands, on the other hand they will hardly be ablprovide as much music as needed to
(potential) customers. Co-operation with other lal@d bands might seem inevitable,
even if this would mean that control of ownershipd dower margins have to be
expected. Another solution could be that they ihwesre money in the development of
new artists and bands in the future to increase g®vice and product portfolio.
However it is a difficult approach as almost altaed labels have downsized their

amount of artists and bands to the few remainimgliecows”, that are artists and bands
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likely to generate profit for labels. Less overhadldws them to increase profits, even
though potential customers are not offered a despeif genre-specific music. The
same applies to a broader amount of different geoffered to customers. Actuality of
music, offering chart newcomers and hits, is aherrcritical success factor. For the past
few years it could have been observed that reavdl$ market more “Greatest Hits”-
albums and reunions of former success bands than leefore. This is a further
characteristic in which disastrous situation redalzkls are finding themselves in — low
investments in the development of new artists ayidg to “squeeze out” their existing
repertoire through extensive promotion (see algaré 7, cost structure of major record
labels). This is only a one-sided approach tolfalistomers’ requirements of actuality,
as the development and launching of new artistsbamdls is not paid enough attention

to.

6.2 Payment Model

In general, business models are often understoothesvay payment is handled.
Results show that still a pay-per-track payment ehasl the most important way to
obtain online music. A subscription or *“all-you-eaat” model is not of great
importance compared to the “pay-per-track” modihoaigh the music industry’s hopes
are based on the current and future implementatfcsuch services. This might have
several reasons. Either these subscription seraigsonsidered to be too expensive or
customers do not intend to download or stream ashmuwusic that it would pay off for
them. This is further supported by the fact thapomdents assign high importance to
the possibility to obtain single digital songs cargd to traditional retailing (where
they usually would have to buy the whole album)diidnally it could be of interest in
how far the duration of contracts (contracting pé)iin connection with subscription
models is of importance for the adoption or refufalOMDS and in how far current
contracting periods meet customers’ needs. Nevedhethe music industry should
further apply a two-sided approach, to offer bo#ty-per-track as well as subscription
models. It can be assumed that respondents asssgnirhportance to subscription
models as still a majority of currently applied satption models equals the rent
model. This means that customers would not be #@blksten to purchased music

anymore as soon as they unsubscribe from LOMDSgwisi further supported by the
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low importance assigned to the provision of rentdet® and the high importance
assigned to the non-existence of any restrictiarthe usage of digital music. As soon
as subscription models include these charactesjstidoscription models are likely to be
successful and in demand. In general though maikethould consider differences
assigned to the importance of subscription modelsvéen age groups, as younger

respondents were likely to assign higher importandbese models than older ones.

Similar to the rent model, free ad-based modelsats®@ not considered to be used
in future by respondents. They are not satisfietth wWie circumstance that they will not
receive music of excellent quality as a sound dthement is attached to the songs,
even though the songs can be acquired for fresholild be kept in mind that customers
may also refrain from using these models, dueadabk of ownership of music. This is
because free ad-based models predominantly appehe iform of streaming services
(whose main difference to the traditional downlasdhe restriction in the usage and
ownership of the song) and this way of music disitibn is not of great importance to

acceptors as well as non-acceptors of LOMDS.

Record labels and digital retailers should keepyadnan altering the core product,
which happens under the free ad-based model, aa itmplement advertisements only
on their websites or to allow customers to somehemvove the advertisements after
they downloaded the music track. The problem wdsgldn how far companies that pay
for advertisements adopt this approach, as theaadebmodel discussed in this thesis
offers specific customer targeting opportunitiesmpared to the traditional advertising

model (i.e. showing ads on websites).

The implementation of superdistribution models @& oonsidered to be of great
importance for the near future of larger recorcelaband artists’ financial success as
this model does not seem to be sophisticated entmubk applied within the next few
years. However, potential customers show a sligkttpe attitude towards this model
thus the aim of marketing of superdistribution dbddee focused on the description of
the technical and administrative principles undegyto music industry specialists and
potential customers, as well as on a larger moxigérement applied by major industry

players.
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6.3 Price

Low prices are important prerequisites for respondents taiobdigital music, for
acceptors this is even more important than it isdi-acceptors. However, music free of
charge is even of greater importance to non-accefitan it is to acceptors. This might
imply to a certain extent that non-acceptors waattier acquire free online music from
illegal sources than paying for it. Assuming thah+acceptors are not willing to pay for
music at current price levels, labels and digitakia retailers should once more decide
whether to charge high margins per track or to fopreces to benefit from the quantity
of downloads sold as non-acceptors could get aanine to purchase (more) online
music. The latter could guarantee existing custsrteeeven download and stream more
music and potential customers to accept legal enusic distribution services. Price
acceptance should therefore be a focus of furtbeearch among acceptors and non-

acceptors.

6.4 Streaming and Downloading

Offering streaming and/or downloading servicedo customers is a further issue for
record labels and digital music retailers. Resslitsw that downloading is still the most
important way of music acquisition. Usually it alle the customers to obtain music
tracks forever, whereas streaming requires cuswiioehave access to the Internet to
listen to songs (except the user has specific teahknowledge and tools to copy
streams while listening) and usually to pay forheime listening to music. This might
to a certain extent imply the importance of mopiind portability of music. Streaming
is still more important to non-acceptors than itasacceptors, as streaming might have
become the main (free) source to listen music tevextheless, streaming is not
considered being of great importance in generaérdfore the music industry should
point its efforts on the supply of downloading seeg to (potential) customers. Though,
it has to be mentioned that streaming might becamee important in the future if
record labels decide to offer the whole repertofrbands and artists through streaming
services. As of today not all labels or digitalarkrs offer the full repertoire to its
customers through streaming. This might certaielyalseason for people not to use such

services, which can be supported by the resultarderg content variety. A further
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disadvantage of online streaming might be that @sembles traditional radio
broadcasting, which is usually considered a frewice for customers (although in
general radio fees have to be paid). All in allesth results are not surprising as
downloading offers customers more convenience figtability, accessibility, etc.)
compared to streaming. However, streaming can dakicial part in the promotion of
downloading services. Free sampling of music thinosigeaming could have positive
impacts on customers’ risk reduction and therefaee a supporting function for the
sales of digital downloads. It has to be addeddhdhat a majority of digital retailers/
record labels are already providing their custonveith such online services. Future
research could focus on their effectiveness onreskiction and the purchase of online

music.

Further it can be seen that free streaming has lk#ected by a majority of
respondents, acceptors as well as non-acceptoeseagonly a small part already paid
for online music streaming. Huber’'s statement, Wwisays that the biggest problem of
streaming is that only a few music consumers ligteronline “radio”, can therefore
partially be negated (as still more older peophleeha be considered in future research).
Thus it has to be found out which particularitifsstreaming outperform those of
downloading. As a consequence marketing shouldt pireffort on the promotion of

these advantages.

It can be said that the provision of streaming ddoé made more attractive to
potential customers in combination with a subsmiptmodel, combining both the
advantages of unlimited downloading as well aspbssibility to immediately stream

music (assuming broadband connection).

6.5 Flexibility and Portability

Subsequently to these results, analysis onflgnability and portability of music
further strengthens the need for music without esagtrictions. Licensing of music is
an important issue for record labels and artistsydver at the costs of customers as
different licensing schemes narrow their libertyl anobility in the usage of purchased
digital music. Results show that neither additics@ftware client downloads, protected

digital file formats nor quantitative usage regstaons (i.e. burning, downloading,
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transferring of music) are welcomed or acceptectcistomers. Unfortunately, this is
one of the most critical issues for the whole muisdustry. Hardly anyone accepts to
waive rights to others than themselves. The licgnse of music is intended to protect
the creators of musical works and to guarantee tteeget paid. However, as soon as
these rights affect the liberty in where and howemfcustomers are being allowed to
listen to music, it becomes a serious issue fotoowsrs to refrain from any further
purchase. Digital rights management (DRM) offersaadiages to both the copyright
owners as well as to customers. It may, for exangllew to benefit from the abolition
of blanket taxes on storage media (i.e. CD or DMRjt the more customers will be
restricted in their possibilities to listen to mughe more they will search for alternative
solutions to obtain online music. It seems obvithet this might elate customers to
download or stream music from free (illegal) seegicFree legal services could have
positive effects on customers as well as on digiakic providers, labels and artists.
Customers and digital music providers would berfeditn a wider range of music they
could acquire or sell, whereas smaller labels atists could leapfrog the monetization
gap due to lower investment in the production,riigtion and advertising of their
music. This could imply both an increase in repatatand an increase in financial
income from concert bookings or merchandise satethis respect the implementation
of Creative Commons models that create individusdge rights for digital content
could be proof useful, if only for bands, labelsl artists that are restricted by digital
rights management (i.e. unknown, commercially uosssful artists). Free music
combined with songs for a charge could be combaed offered simultaneously in
LOMDS, as this would provide customers with a widange of music from major
record labels as well as from independents (bed 6r with costs). For the supply side,
this could hold synergies for all parties involvad,well-known artists’ reputation could
be raised by the distinction between free musimfinknown artists and music with
costs from themselves. As mentioned before, unkranvsts could well receive a boost
of their own reputation as they offer their musiongside famous artists. Further it

could lead to financial progress due to the lackeéstment in promotional actions.
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6.6 Additional Music Services

Additional music servicesadd value to the core product — the song. It igmefat
importance for music service providers to offerrebdacilities that allow customers to
easily find or detect music. A simple search fumttis the least they should provide. In
a further step it may seem necessary to allow ouste to search not only genre or artist
related, but also to find new search criteria tlaailitate the discovery of previously
unknown bands and artists. This might reinforcesileng of artists’ back catalogues or
in general music from the “long taifl. Users of legal online music distribution
services should also be given the chance to sampkc before purchase. This is a
widely common requirement for customers to redusle and is also practice for most
digital music providers. Anyhow, results show tb#ter features are far less important
than the previously mentioned ones. Lyrics and musieos could be further offered in
addition to the core product. For these four fesgutustomers would rather pay an
additional fee for in combination with the propeusit track. Record labels and service
providers could try to experiment with charging éiddal features. However, research

on price acceptance regarding these features hmesdonducted in the future.

It is interesting to see that respondents hardbyepate the community feature, the
possibility to interact with peers and exchangeyl@ts with them, although a lot of
digital music providers have set up community feggusuch as forums and chats. This
might imply that LOMDS will hardly be adopted besawf the provision of such social
networking or virtual community features. Howevas soon as consumers adopt
LOMDS and actively use it, such features could roffeicial background information
on customers’ music taste and music listening helavOnly if privacy issues (data
mining) can be cleared out, these services migtihdéu be considered as supporting
factors for the promotion of online music and tleelopment of customized product

and service bundles.

241The “Long Tail” is a retailing concept which intds to describe a strategy based on the Parettigdar{20/80
rule) in which a large number of unique items (fneisic from less-known artists and bands) is soletiatively
small quantities, whereas fewer and more popuanstare sold in larger quantities (f.e. music fieali-known
artists and bands). This “Long Tail” princinple Haeen propagated by Chris Anderson of Wired magazine

cf. Anderson (2004)
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6.7 Digital Distribution and Risk

In general, thaligital distribution of music dramatically increas@s comparison to

the traditional sales of music Marketing efforts should focus the advantages the
distribution of digital music through the Internbas to further curb sales in this
direction. As traditional retailing will hardly bsaved from decreasing record sales,
energy should be given to the sales of digital muSbnsumers appreciate the comfort
the distribution of digital music has, like the sgeof obtaining music or the purchase of
rare songs which they might have to search longnf@hysical retail stores or not even
find in their home country. Almost borderless (egard to territory) and limitless (in
regard to time) access to a vast range of multimeztintent should be further
highlighted through advertising campaigns as batbugs observed assigned high

importance to these features.

Major risks, such as to obtain not licensed music, songswfsiound quality (i.e.
songs that might contain viruses or are incompletedtable streaming or downloading
processes as well as privacy issues (e.g. frawdgratical factors. Especially the latter
three factors are assigned high importance to bgors as well as non-acceptors. This
implies to a certain extent that LOMDS that can goarantee customers security of
privacy, digital distribution and sound quality lanlardly be able to gain new customers,

or to keep their existing ones.
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7 Conclusion

"You go through stages where you wonder whether you are Christ, or just looking for him."

(David Bowie, singer)

This quote by Mr. Bowie may best depict the curntation of (mainly) music record
labels on a global scale. For too long now, it sedhat they did not know which
business segment to focus on - either stickingh&éogromotion of traditional record
sales or enforcing sales of digital music recoildsday, as their old business concepts
have failed, they seek for something which mighies#heir business’ future. The
digitalisation of music has had tremendous posiinereasing sales) and negative (file
sharing) effects on its distribution and on consubehaviour over the past few years,
but still only a small portion of revenue is genedaby online sales compared to
traditional sales. As a consequence, this thesssimtanded to provide deeper insights
into the current situation both record labels anidta on the one side, and customers on

the other, are in.

A description of the music industry value chain #émel music market structure was
supposed to give a starting point for the undeghyanalysis. Both the traditional music
value chain as well as its market structure hadh lokspicted. In a consecutive step the
influence of digitalization on the value chain aheé market structure were analysed.
New players of the music industry were presentatliibwas shown that the traditional
players such as labels, artists, bands, producexsysical retailers are not the only ones
trying to get a piece of the cake. Content aggoegatdownload platforms, virtual
record labels, telcos or internet service providetisey all were found to be investing in
online music distribution. This development wasttar highlighted by providing the
reader with a comparison of physical versus digitakic sales for the past couple of
years. In this respect the dangers of digital mugre stressed in detail. Often referred
to as the main threat of digital music sales, usérfile sharing networks and their
characteristics, intentions to demand, effectseshand and the intentions to illegally
supply Internet users with copyrighted music wegsatibed in chapter 2. Basically this
was supposed to provide a foundation for furthealyams on how future distribution

services could be improved to decrease p2p filgirgpaand consequently increase
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digital sales. Without knowing that not only economeasons (i.e. prices), but also
psychological reasons (risk perception) and cdytdime composition and design of
legal online distribution services have an effettwhether to adopt LOMDS or not, it
would hardly be possible to understand the complexich the digitalization of music

brings along. In general, the music industry hawipled a couple of actions to tackle
digital piracy, of which the implementation of n@abusiness models in the final form
of legal online music download/distribution serndgc. OMDS) is considered to be
essential. Therefore as the music industry hasyallwaen driven by innovation, chapter
2.6 was supposed to give a depiction of what intiomameans for the music industry
and how, namely through customized LOMDS, it cobkl used nowadays to fight

digital piracy and to further curb digital sales

In the third chapter an incremental build-up ofibass models was provided. First
and foremost the different constituent parts ofuaifiess model were described and it
was shown how the traditional music industry’s hass model had operated in the
past. This led to taxonomy of music e-business mcategories, which were described
in detail in chapter 3.4. These models were fountl to be the most promising
(according to literature) models that could be egb(partially are applied) to increase
the popularity of digital music sales. Categorieravdescribed based on attributes of

digital music, its distribution and services thatld come with music.

Afterwards an adoption model was presented that wended to focus the
demand side of the music industry — namely thd finatomer. Only if the specifics of
LOMDS meet customers’ diverse needs, successalyliConsumer attitudes towards
digital content specifics, such as the contentetaror breadth of content, the price and
payment model, downloading or streaming, flexipiliand portability issues and
additional services, had been retrieved from liteea research and finally research
hypotheses were drawn. The approach to distingbietiveen acceptors and non-
acceptors of LOMDS was considered to provide ingurtinsights into how such
services could be improved to gain new customeos-@tceptors) and to maintain
existing ones (acceptors). The adoption model agpfi this analysis can be considered
a reliable tool to measure the adoption of diffegterminants of LOMDS. In addition
it allowed distinguishing between acceptors and -acceptors of LOMDS. The

importance assigned to different characteristicerdine music distribution allows the
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discussion of the future composition of LOMDS aihg implementation of new e-

business models.

The online survey among predominantly universitydents and university staff
showed that there are differences in the importassggned to the specifics of digital
music and its distribution among acceptors and ameptors of LOMDS. Although the
majority of respondents consisted of young adudtsvben 20 and 29 years, it has to be
noted that these results have to be considerediyabgias this age group is still
supposed to be the driving force of digital musides nowadays. However future
research should further include and observe thegemgp of 30 — 39 year-olds, among

which the percentage of online sales has soarattlwgast years.

Basically analysis depicts that there is no sitoglsiness model that represetite
solution for future financial success for the musidustry, though integral parts of
business models described in this thesis were faarae crucial for the adoption of
LOMDS. E-business models that are based on “payraek” are still considered to be
the main and most important form of payment. Supson models, although
propagated by the music industry for a couple afryaow, are still not assigned much
importance to. Nevertheless it can be said thaydeger the age, the more importance
subscription models are assigned to in comparisahder age groups. The combination
of free digital music combined with advertising @gensidered a promising way of
“payment” in theory, though results show that eib&ss models that are based on free
ad-based music are of less importance compareukettraditional “pay per track” and
subscription models. Also rent models are not aersd the future success factor for an
increase of digital sales. Superdistribution modilat involve consumers in the
financial exploitation of digital music sales camdeen as an interesting opportunity for
record labels and artists. As mentioned in chaptrthis model still poses several
guestions regarding its implementation and adnmatise steps regarding remuneration
of labels, bands, artists and consumers. Anyhowsetimeodels can be used to promote
less known labels and bands which are lacking itten€ial possibilities to offer their

songs and records via LOMDS, as margins are maratiue for all parties involved.

When offering online music, the way of digital disttion either through
traditional downloading or through streaming cancbesidered an important success

factor. Standalone models only focusing on either of the two forms of distribution
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are less likely to succeed. Downloading has to bengrily used in future in
combination with streaming, which could proof to &e important supporting factor.
Portability of music and flexibility in the usagé digital music is and will be the key
for the adoption of LOMDS. Only downloads withoestrictive DRM can comply with
this prerequisite. The flexibility in the acquisti and usage of music can further be
enabled through the abolition of the necessity twrdoad software clients.
Respondents assigned high importance to the nateexie of such restrictive measures

and should not be ignored by record labels andadiggtailers.

Virtual communities and social media websites heegthenomenon of the Internet
in the past few years. Facebook, Twitter or MySpaa an increasing number of
members are platforms pooling a vast amount ofer@l) users of LOMDS. It is not
surprising that music industry efforts are focusadhese websites to promote and sell
their online music. Anyhow virtual community feagsrthat are offered with LOMDS
are assigned low importance to by respondents.atloption of LOMDS is therefore
not depending on the provision of such servicesjdver they could help supporting the
promotion of digital music, augmenting the popuiarof artists and bands, and
consequently increasing the interest in using LOMI®xternal social media websites
or virtual communities. For music record labelsauld further represent a valuable
source of information on consumers’ music tastes the influence of peers on other
virtual community members’ purchase behaviour. Futesearch could therefore look

closer on the influence of such community websteshe adoption of LOMDS.

According to the results of the underlying analyssbusiness models that are
based on the manufacturer model are consideree tess likely to attract customers,
due to the absence of a vast amount of differentege bands and artists. This can be
supported by the fact that only a small amountespondents has already purchased
music from record label and artist websites. Retalvdls can basically offer any feature
but the variety of music content a common digitaisia retailer offers. Co-operation
between major record labels to circumvent this atistwas initiated in the past, but
without the necessary financial success. This iesgiat they should focus on their core
competences and try to sell their digital music erepre through the use of
intermediaries (i.e. digital music retailers). Bgntrast record labels could further

support online sales of physical records as wetligisal music and basically try to use
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their Internet presence for the promotion of tmeusic supply. Free sample downloads
or streams, free music videos, background informmatind lyrics could help to spur

interest in their bands and artists. In the lighhybrid retailers such as Amazon, that
offer both digital as well as physical records,orelclabels could provide consumers
with content that can not be acquired from otharcses and enable them to directly

monitor and control their music (content) sales.

Regarding the adoption model applied for this thesican be said that future
research has to take a closer look at the latégssdf the adoption process, which are
the attempt to purchase, the purchase as welleasigage, to further improve online

distribution services or to develop innovative oasér-friendly services.

This thesis’ main aim was to provide a closer lamkthe music industry’'s
possibilities for the online distribution of digditenusic and adoption factors that could
lead to an increase in music sales. However thecnmaustry’s crisis is not only to be
solved by digital music distribution through LOMD#fd the abolition of file sharing,
but also through the adaptation of traditional raustailing to consumers’ needs and
the provision of value through live concerts, maraising and sponsoring. Therefore it
could be of importance to further observe thesenless fields to shed light on future

success factors for the music industry.

In any way copyright will further dominate the dission of the financial
exploitation of music. Although this thesis did rminsider legal issues in detall, its
importance for future success remains unquestioBemtection by copyright has to be
adapted to guarantee financial success for thecnndustry as well as less restriction

in the usage of music for consumers.

This is it!
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9 Appendix - Questionnaire

Below the reader can find the questionnaire thas Wileed in by respondents. The
questionnaire language is German as the survegadsia different mailing lists from

the Vienna University of Economics and Business.

1) Bekanntheit

In diesem Abschnitt geht es darum, ob Sie die grundsatzlichen Ubertragungsformen von digitaler
Musik kennen.

Frage 1
Die Mdglichkeit Musik als Datei Uber das Internet h  erunterzuladen bzw. Uber das Internet zu

héren (auch streaming genannt) ist mir bekannt. *)
O ja
] nein

v Bitte nur ein Item auswahlen

2) Interesse

In diesem Abschnitt geht es darum, ob Sie die grundsatzlichen Ubertragungsformen von digitaler
Musik interessant finden.

Frage 2
Ich finde die Mdglichkeit, Musik als Datei aus dem Internet kostenpflichtig zu downloaden bzw.

Zu streamen, interessant. *)

Ll ja
[ 1 nein

2 Bitte nur ein Item auswahlen
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3) Intention

In diesem Abschnitt geht es darum, ob Sie beabsichtigen die grundsétzlichen Ubertragungsformen
von digitaler Musik in Zukunft zu nutzen.

Frage 3
Ich denke, dass ich in Zukunft ab und zu/fallweise Musik als Datei Uiber das Internet kaufen
werde. *)
L] ja
| nein
{2 Bitte nur ein Item auswahlen
Frage 4

Ich denke, dass ich in Zukunft regelmafRig Musik als Datei Uber das Internet kaufen werde. *)

Ll ja
:l nein

Y Bitte nur ein Item auswahlen

4) Erfahrung

Frage 5
Welche der vorliegenden Aussagen treffen auf Sie zu.

Ich habe bereits Musik (nur Audiodateien, ausgenomm en Klingelténe)...

kostenPFLICHTIG Uber das Internet heruntergeladen. *)
kostenPFLICHTIG Uber das Internet gestreamt. *)

kostenlos uber das Internet gestreamt *)

kostenlos uber P2P-Netzwerke (z.B. BitTorrent, emule,
etc.) bezogen. *)

kostenPFLICHTIG Uber P2P-Netzwerke bezogen *)

kostenlos Uber einzelne Websites (von Bands,
Plattenfirmen, etc.) heruntergeladen. *)

kostenPFLICHTIG Uber einzelne Websites (von Bands,
Plattenfirmen, etc.) heruntergeladen. *)

Uber andere Wege aus dem Internet bezogen. Wenn ja,
welche? *)

OooOooOooOooQs
OooooOooooée

lhre optionale Anmerkung zu dieser Frage
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5) Angebotsvielfalt

Frage 6
Bitte bewerten Sie die folgenden Aussagen.

Mir ist beim Kauf von Musik...

stimme stimme bin stimme stimme voll
ganzund  ehernicht unentschie Uberwiegen und ganz
gar nicht zu zZu den dzu zZu
ein vielfaltiges Musikangebot bzw. viele
Musikgenres (z.B. Rock, Pop, Blues, etc.) L L] L L L
wichtig *)
eine groRe Anzahl an Kinstlern und Bands im
jeweiligen Genre wichtig *) = [] ] = []
die komplette Diskographie (alle
Verdffentlichungen eines Kiinstlers/Band) der
im Internet vorhandenen Kinstler/Bands [ O _ [ O
wichtig *)
die Aktualitat des Sortiments (zum Beispiel
Neuerscheinungen, Charthits, etc.) wichtig *) _] Ll ] _] Ll
die Mdglichkeit der Suche nach verschiedenen
Plattenfirmen (Record Labels) wichtig. *) _] O 0 _] O
6) Zahlungsmodell und Preis
Frage 7

Bitte bewerten Sie die folgenden Aussagen beziiglich der Zahlungsmodelle von digitaler Musik.
Unabhangig davon, ob Sie bereits eines dieser Modell e genutzt haben oder nicht.

Ich kann mir die Nutzung...

stimme stimme bin unent- stimme stimme
ganz und  eher nicht . Uber- voll und

. schieden .
gar nicht zu zZu wiegend zu ganz zu

eines "Abonnement-Modells" zum Erwerb von

Musik in digitaler Form Uber das Internet vorstellen

(' mit Zahlung eines z.B. monatlichen Festpreises

eine unbestimmte Anzahl an Musikstuicken

downloaden/streamen). Nach Beendigung des L L ] u ]
Vertrages mit dem Musikanbieter kdnnen die

heruntergeladenen Songs weiterhin abgespielt

werden. *)

eines "Miet-Modells" vorstellen, bei dem ich fir

eine Einmalzahlung Musikstiicke in unbegrenzter

Anzahl downloaden kann, jedoch verfallt mit

Beendigung des Vertrages mit dem Musikanbieter LI LI | | |
auch die Mdoglichkeit die Musik weiterhin

abzuspielen. *)

eines .pay per track-Modells" vorstellen. (Sie
bezahlen pro Download/Stream) *) [ O [ _ [

eines ‘“"auf Werbung basierenden Modells"

vorstellen (in diesem Fall erhalten Sie die von

lhnen gewunschte Musik gratis als

Download/Stream, jedoch ist an das Musikstiick L] Ll _] ] _]
eine ca. 15-30 sek. Audio-Werbung am

Anfang/Ende des Songs gekniipft. *)
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Frage 8
Mir ist fiir den Erwerb von digitaler Musik Uber das Internet...
stimme n stimme .
stimme . o stimme
ganz und . bin unent- tber-
. eher nicht . . voll und
gar nicht schieden wiegend
7u zu Ju ganz zu
ein niedriger Preis pro Song/Album wichtig *) ] ] ] ] ]
die kostenlose Verfligbarkeit von Musikdateien im
Internet wichtig *) Ll _] L] _] _]
der Preis nicht wichtig, Hauptsache ich bekomme die
von mir gewiinschte Musik in guter Klangqualitat. *) O C] O] C] C]
der Preis nicht wichtig, Hauptsache ich bekomme die
von mir gewinschte Musik schnell und ohne [l _] L] _] _]

Unterbrechung des Downloads/Streams *)

Frage 9
Angenommen Sie hatten die Méglichkeit anderen Musiki nteressierten im Internet die von lhnen
bereits erworbenen Musikdateien legal zum kostenpfl ichtigen Download anbieten zu kénnen
(mithilfe einer speziellen Software). Dabei waren Sie prozentual am Verkaufspreis beteiligt.

Wie sehr stimmen Sie folgenden Aussagen zu:

stimme stimme bin stimme  stimme voll
ganzund  eher nicht unentschie uber- und ganz
gar nicht zu zZu den wiegend zu zZu
Am Verkaufsumsatz von Musik beteiligt zu sein ist
interessant *) ] u L ] ]
Ich wirde meine Musik Uber dieses System
anbieten wollen. *) | | LI | |
7) Downloading und Streaming
Frage 10

Im Folgenden bitte ich um Ihre Einschatzung gegeniibe  r der Mdglichkeit Musik aus dem Internet

zu streamen oder zu downloaden.

Mir ist...
stimme . . stimme .
stimme bin " stimme
ganz und . . Uber-
. eher nicht unentschie . voll und
gar nicht wiegend
zZu den ganz zu
zZu zu
es wichtig Musik aus dem Internet zu streamen, sie
also direkt Uber das Internet héren zu kénnen, ohne die
Musik auf meinem PC oder Laptop speichern zu [ [ O [ O
muissen. *)

es wichtig Musik aus dem Internet zu downloaden, sie
also direkt Uber das Internet auf meinem PC oder O _] L] _] Ll
Laptop zu speichern. *)
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Frage 11

Wie oft nutzen Sie die folgenden Mdéglichkeiten um Mu

nie
Streaming *) ]
Download *) _]
8) Tragbarkeit und Flexibilitat
Frage 12

Musikdateien aus dem Internet kdnnen unterschiedlic

selten

-
1

manch-
mal

-
1

haufig
:I
_

sik Uber das Internet zu héren?

oft

h genutzt werden. Inwiefern stimmen Sie

den folgenden Aussagen zu?

Mir ist wichtig...
stimme
ganz und
gar nicht
zZu
Musikdateien aus dem Internet auf CD/DVD brennen ]
zu kénnen *)
Musikdateien aus dem Internet auf tragbare Player ]
(mp3-player, iPod, etc.) Uberspielen zu kdnnen *)
Musikdateien aus dem Internet auf mein Mobiltelefon ]
Uberspielen zu kénnen *)
Musikdateien ohne jegliche Nutzungseinschréankungen
(z.B. _ kann das
Downloaden/Brennen/Uberspielen/Abspielen von L]
digitaler Musik mengenmafig eingeschrankt werden)
zu verwenden *)
dass der Erwerb von Musik aus dem Internet nicht an
den  Download einer speziellen, fur den O

Ubertragungsvorgang notwendigen, Software
gebunden ist. (siehe iTunes, Nokia Music, etc.) *)

stimme
eher nicht
zZu

0
]

bin unent-
schieden

O
L]

stimme
Uberwiege
nd zu

0
]

stimme
voll und
ganz zu

O
L]
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9) Zusatzleistungen

Frage 13
Grundsétzlich werden neben dem Erwerb der Musikdatei

auch zusétzliche digitale Produkte/Services angeboten

Uber einen Anbieter im Internet meistens

Aussagen zu?

Es ist mir wichtig...

stimme .
stimme .
ganz und . bin unent-
. eher nicht -
gar nicht 7u schieden
zu
mit der Musikdatei auch digitale Fotos (z.B.CD-Cover, i [ ] i
Booklet) des Kinstlers/der Band zu erhalten. *)
mit der Musikdatei auch Hintergrundinformationen
(News, Tourdaten, Interviews, Biographie, etc.) zum _ L] _
Kunstler/zur Band zu erhalten. *)
mit der Musikdatei auch Songtexte (lyrics) zu
bekommen. *) _ O _
Musikvideos des Kunstlers/der Band zu erhalten *) ] ] ]
Klingeltdne des Kinstlers/der Band zu erhalten *) ] | ]
mich online mit anderen Nutzern des Musikservices
Uber Kinstler/Bands/allgemeine Musik bezogene _ LI _
Themen zu unterhalten *)
Playlists (eine individuelle Zusammenstellung von
verschiedenen digitalen Musikstiicken) mit anderen L L] L
Nutzern des Musikservices auszutauschen. *)
die von mir gewiinschte Musik vor dem Kauf Probe
héren zu koénnen, ohne sie auf meinem PC/Laptop 1 _l
speichern zu mussen (sampling). *)
dass ich einfach, schnell und ohne Probleme nach der O] O]
von mir gewlinschten Musik suchen kann. *)
Frage 14

Markieren Sie bitte die Zusatzleistung fir die Sie AM

stimme
Uberwiege
nd zu

LI

OO o o

O

. Inwiefern stimmen Sie folgenden

stimme
voll und
ganz zu

LI

OO o o

O

EHESTEN MEHR fiir das eigentliche digitale

Musikstiick bezahlen wiirden? *)

Songtexte zur Musikdatei
Musikvideos zum Kinstler/zur Band

Klingeltdne des Kiinstlers/der Band

Playlists austauschen zu kénnen

die Musik vor Kauf Probe horen zu kénnen

oCooCcOooOoooCag

Y2 Bitte nur ein Item auswahlen

digitale Fotos (z.B. covers, booklets, etc.) des Kiinstlers/der Band

die Musik einfach, schnell und ohne Probleme finden zu kénnen

Hintergrundinformationen (z.B. News, Tourdaten, Interviews, etc.) zum Kinstler/zur Band

die Moglichkeit sich mit anderen Nutzern zu einem Kiinstler/einer Band unterhalten zu kénnen
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10) Traditioneller Musikvertrieb vs. digitaler Musi kvertrieb

Frage 15
Die Beschaffung von Musikdateien tber das Internet bietet Ihnen andere Méglichkeiten als der
Kauf eines Tontragers (CD, DVD, Vinyl). Inwiefern sti  mmen Sie folgenden Aussagen zu? (Sollten
Sie zusétzliche Vorteile im Erwerb von Musik Uiber das Internet sehen, bitte ich Sie diese im Feld
"Optionale Angabe" einzutragen.)

Es ist mir wichtig...

stimme stimme . stimme stimme
ganz und . bin unent- . .
. eher nicht ; uberwiegen  voll und
gar nicht schieden
zu dzu ganz zu
zu
Musikstlicke eines Albums einzeln kaufen zu kénnen *) ] | | ] ]
Musikstiicke kaufen zu koénnen, die im physischen
Handel nicht/nicht mehr erhaltlich sind. *) ] Ll Ll ] ]
Musikstiicke kaufen zu konnen, die in meinem
Heimatland nicht erhéltlich sind. *) [ O O [ _
Musikstiicke schnell und auf direktem Weg zur
Verfligung zu haben. *) = [] [] = ]
Musikstlicke jederzeit, rund um die Uhr, erwerben zu
kénnen. *) [ O O [ _
Ihre optionale Anmerkung zu dieser Frage
11) Risiko
Frage 16

Der Kauf eines digitalen Musikstiickes ist meist auc h mit einigen Risiken verbunden. Inwiefern
stimmen Sie diesen Aussagen zu?

Mir ist es wichtig, dass...

stimme stimme . stimme stimme
ganz und . bin unent- . .
. eher nicht - Uberwiege  voll und
gar nicht schieden
zZu nd zu ganz zu
zu
die von mir erworbene Musik legal (d.h. lizensiert) ist. ) - O - O O
die von mir erworbene Musik in einwandfreier Qualitat
(virenfrei, gute Klangqualitat, etc.) vorhanden ist. *) ] [] ] [] L]
die Stabilitat/Fehlerfreiheit des
Downloadvorganges/Streams (Stream/Download bricht L L] L L] L]
nicht ab) gegeben ist. *)
der Schutz von personlichen Daten (Name, Adresse, ] ] ] ] ]

Geburtsdatum, etc.) gewahrleistet ist. *)
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12) Ein paar letzte Schritte...

Frage 17
Sind Sie? *)
Mannlich
Weiblich
YL} Bitte nur ein Item auswahlen
Frage 18

Wie alt sind Sie? *)

I_,.;.__I
=

Bei der Antwort sind nur Ziffern (0-9) zulassig

Frage 19

Bitte nennen Sie lhre hdchste abgeschlossene Schulbil dung

L1 volksschule

L] Hauptschule

Ll AHs/BHS

L] Kolleg

| Berufsbildende mittlere Schule

| Berufsschule/Lehre

| Akademie/Fachhochschule/Hochschule/Universitat
L1 andere

Y2 Bitte nur ein Item auswahlen

Frage 20

Welchen Beruf Giben Sie derzeit aus? *)

L] Angestellter/Beamter

L1 leitender Angestellter/Geschéaftsfuhrer
L Arbeiter/Facharbeiter

| Hausfrau/Hausmann

L] Lehrling

L Pensionist

L schiiler

L student

L] Selbststandig

| Zivildiener/Grundwehrdiener
L1 arbeitslos

L1 andere

L1 keine Angabe

Y2 Bitte nur ein Item auswahlen
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Frage 21
Wie hoch ist Ihr monatliches Netto-Haushaltseinkomm en (in Euro)? *)
L] keine Angabe
LI mehr als €3.000
LI bis €1.000

L] €1.001-€2.000
L] €2.001-€3.000

v Bitte nur ein Item auswahlen

Frage 22

Wieviele Personen leben mit Thnen im Haushalt?

2 Bei der Antwort sind nur Ziffern (0-9) zulassig

Frage 23
Uber welche Bandbreite verfiigt Ihr Internetzugang? (Mit welcher Bandbreite surfen Sie im Internet,
laden Musik herunter oder chatten Sie mit Freunden?) *)
L] schmalband (28,8k Modem, 56,6k Modem, ISDN, etc.)
L1 weiR nicht

L] keine Angabe
L] Breitband (Chello, DSL, ADSL, Cable/T1, etc.)

v Bitte nur ein Item auswahlen

Vielen herzlichen Dank fiir Ihre Unterstitzung!

Gerold Pulverer

PS: Sollte es Fragen, Anregungen oder Wiinscheskiteigeben, bitte ich Sie mich unter folgenderdt-m

Adresse zu kontaktieren: h0451008 @wu-wien.ac.at




