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 This thesis examines the impact technology has on the 

music industry. Despite decrease in physical sales and 

piracy, statistics indicate that consumer requests for 

music content are strong. Although sales of physical 

product have decreased, the demand for digital music has 

dramatically increased. The current market players and 

technology innovations provide new opportunities to deliver 

music to the consumer. It is imperative to balance the 

divergent interests of consumers and artists, while 

ensuring profits for all parties involved. 
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GLOSSARY 

Blog: A web-log, a website where entries are commonly 

displayed in reverse chronological order. 

Blu-Ray: Optical disc storage media format. Its main uses 

are high-definition video and data storage. The disc has 

the same dimensions as a standard DVD or CD. 

Bluetooth: Wireless personal area networks (PANs). 

Bluetooth provides a way to connect and exchange 

information between devices such as mobile phones, laptops, 

personal computers, and video game consoles over a secure, 

globally unlicensed short-range radio frequency. 

Digipak: Style of compact disc or DVD packaging often used 

for CD singles or special editions of CD albums. 

Digital Rights Management (DRM): Copy protection mechanisms 

that prevents copies from being made. 

Digital Versatile Disc (DVD): High-capacity optical disc 

format; an optical disc using such a format and containing 

especially a video recording (as a movie) or computer data 

(music). 

Giclee: The process of making fine art prints from a 

digital source. 



 x

Internet Piracy: Variety of unauthorized uses of music or 

other creative content on the Internet. Any use of creative 

content on the Internet that violates copyright, whether 

via websites, P2P networks, or other means. 

Local Area Network (LAN): Computer network covering a small 

geographic area, like a home, office, or group of buildings 

e.g. a University. 

Moving Pictures Experts Group (MPEG): Software algorithm 

that compresses audio and video files for easier use in 

multimedia applications. The most universally used format 

is MPEG-1 Audio Layer 3 (MP3), is a digital audio encoding 

format using a form of data compression. 

Piracy: The unauthorized use of another's production, 

invention, or conception especially in infringement of a 

copyright. 

Physical music piracy: The making or distribution of copies 

of sound recordings on physical carriers without the 

permission of the owner.  

Ripping: The process of extracting an exact digital replica 

of the audio content from a CD, through the use of a CD-ROM 

drive, usually for downloading onto one’s hard drive for 

compression into MP3 format. 

Remittitur: A procedure under which a court may order the 

reduction of an excessive verdict; especially a procedure 



 xi

in which the court requires the plaintiff to remit the 

portion of the verdict deemed excessive in lieu of a grant 

of a defendant's motion for a new trial or of a reversal if 

the court is an appellate court. 

Smartphones: A mobile phone offering advanced capabilities 

beyond a typical mobile phone, often with PC-like 

functionality, such as access to the Internet. 

Wireless Application Portal (WAP): A protocol for wireless 

devices like multi media mobile. 

WAV Audio: A Microsoft and IBM audio file format standard 

for storing an audio bit stream on PCs. 
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THE IMPACT OF TECHNOLOGY ON THE MUSIC INDUSTRY 

Introduction 
 

This thesis will analyze the revolutionary changes the 

music industry has experienced in the past few years and 

will continue to encounter in the next five years due to 

technology and innovative business models. David Bowie 

stated, “The absolute transformation of everything that we 

ever thought about music will take place within ten years, 

and nothing is going to be able to stop it”. The innovative 

technological advances have revolutionized the music 

industry into a brand new level. There are innovative 

distribution channels that have been quickly adopted by the 

consumer. Digital music distribution is rapidly emerging as 

a major macro-environmental trend that is affecting the 

economics of the music industry. The first part of this 

thesis discusses the challenges the music industry faces 

such as decreasing sales of physical product, music piracy, 

and peer-to-peer file sharing. In addition, it discusses 

the shift from album sales to singles selling at a much 

lower price point. The second part of this thesis discusses 

current alternatives and business models used by today’s 
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artists. This thesis will conclude with some solutions to 

ensure growth in the music industry. Also with insights on 

the future of the industry by evaluating opportunities and 

providing solutions. Therefore the music industry can take 

advantage and appropriate actions of the new digital music 

distribution environment. 
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Part I: Traditional Structure 
 

The traditional music industry structure is very 

straightforward. The record labels had been using an 

effortless formula to deliver the music from the artist to 

the consumer (see Figure 1). First, the artists creates the 

music and takes it to a publisher, a manager or a record 

company. Generally, if the music or the artists show 

revenue potential, a contract is discussed and signed. The 

record company then produces, markets, and distributes the 

recording to retailers and the media (television, radio, 

press, and video). Last, consumers purchase the music at 

retail stores and anywhere the music is made available 

(Passman, 2006). In recent years, significant 

transformations have diminished the roles of record labels 

and distributors. The advent of new media has allowed 

consumers to access music directly from the musician. As a 

result, the traditional form of physical distribution was 

slowly dwindling music sales as consumers welcomed the new 

era of digital distribution (Kusek, 2005). 
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A. Decrease in physical sales 

Today, the consumer has made music part of daily life 

and the method used to obtain the music is the main part of 

the experience. Everyday there are millions of people 

downloading music online. It has become the new method to 

acquire music. In 2007, digital sales increased 45 percent 

from 2006 (see Figure 9).  The reason for the decrease in 

physical sales is because consumers are purchasing only the 

singles they want instead of the full album. Now the 

consumer does not need to go to a record store to obtain a 

new full album release (Kusek, 2005). 

With all of the advancements in technology and digital 

distribution, the record labels should have realized that 

sales of the physical product would decrease. In a time 

where music fans have so many options to acquire music, the 

music industry must experiment with different strategies to 

release music in appropriate digital media that will appeal 

to today’s consumer and offset the decrease in sales. 

According to data from The Recording Industry Association 

of America (RIAA), for the years 2002-2006, 2006 saw the 

biggest drop in CD sales with a 12.8 percent decrease from 

the previous year. Each of these years took a sharp decline 

with the exception of 2004, where there was a 2.8 percent 

increase (see Figure 2). The circumstances for the 
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recording industry are not likely to improve. They should 

focus on the benefits of the new technology. For example, 

the enormous catalogues that are available to the consumer 

along with the speed in which the music is available 

through digital downloads. 

The record industry must realize that the consumer 

does not want to pay $15-20 when they only like one or two 

songs out of the entire CD. The existing CD pricing model, 

benefits the record label with 49 percent of the price 

going back to them, while the artist gets an average of 8 

percent (see Figure 3). The consumer has compared the cost 

of production versus the retail price and is not willing to 

support the mark-up retail. However, what the consumer does 

not realize, is that out of the 49 percent of the price 

that the record labels receive, it must cover the overhead 

for marketing, promotion, production, recording costs, 

manufacturing, packaging, distribution, business affairs, 

artist advances and development (see Figure 1).  This is 

not as obvious to the consumer because they are unaware of 

how the business model actually works. In most record 

labels one “mainstream” artist’s revenues are used to 

support the overhead and carry the less selling or newly 

signed artists.  
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Another factor that contributes to the decrease in CD 

sales is that the CD has entered the maturity phase of its 

product life cycle. The CD has remained unchanged and 

highly priced. Accordingly, sales growth and profit levels 

have decreased. The non-competitive pricing of a CD, along 

with the fierce competition of DVD and video game sales, 

has tremendously impacted the music business. Although DVDs 

and video games are more expensive than CDs, consumers 

suppose they are obtaining more value for the price. The 

record industry realized the price point of DVD sales. It 

has released music DVDs with live concerts, music videos 

and behind the scenes clips. On the other hand, the movie 

industry infiltrated the market with the DVD, HD and Blue-

ray disc, whereas, the music industry remained stagnant 

with the CD (Kusek, 2005). 

The technologies used are changing all the time, which 

means that the music industry must keep up as well and this 

might increase costs, but they must focus on the revenue 

possibilities and see the technology changes as 

opportunities rather than threats. In order to offset the 

decrease in physical products, record companies have 

started to implement the singles market concept that was 

used in the 1950s. The setback of this strategy for the 

record companies is that the marketing and promotion costs 
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are the same to the label. Regardless, this strategy 

continues to bring in sales of physical product, while 

giving consumers what they request. 
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Part II: Piracy 
 

The major challenges the music industry faces are 

physical piracy, Internet piracy and peer-to-peer file 

sharing. These global challenges are interdependent and are 

critical dilemmas to take action on. These challenges 

started with the advent of new technologies, mainly the 

Internet. Pirated music is sold around the world, 

infringing on copyrights, owner’s rights, and creating 

unfair competition to the supply of the product. 

B. Music Piracy 
 

The concept of music piracy is well known to anyone in 

the music industry; it affects anyone from the songwriter 

to the manufacturer. Music piracy is a form of organized 

crime that refers to the manufacturing and illegal copying 

of CDs, DVDs, etc., which are then sold on the street for 

illegal profit (Kusek, 2005). Music piracy significantly 

increased in the late 1990s with the invention of new 

technology that allowed the consumer to duplicate CDs. 

Making a copy of a CD became inexpensive and quick; it 

basically was the best duplicating format to date. The 
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sound quality of the original and the duplicated copy are 

virtually identical (Schulenberg, 1999). According to an 

analysis by the Institute for Policy Innovation, global 

music piracy causes $12.5 billion of economic losses every 

year, a loss of $422 million in tax revenues, $131 million 

in lost corporate income and production taxes, 71,060 U.S. 

jobs lost with a loss of $2.7 billion in workers' earnings 

(Siwek, 2007). While most of the Internet piracy losses are 

hard to quantify, the industry realizes they exist in great 

numbers and the average consumer does not realize the 

negative impact piracy has on the recording industry.  

The world’s largest physical piracy market lies in 

China; the Chinese piracy market has come to be the main 

source of music for the consumer. The average consumer in 

China believes that a song should not be worth more than a 

few cents, and they see copying and sharing music as normal 

as going to a store and purchasing a CD. The legitimate 

stores carry and sell pirated albums; in most cases it is 

impossible to tell the difference between the real product 

and the pirated copy.   

According to The International Federation of 

Phonographic Industry (IFPI), in 2005, China’s legal market 

retail value was estimated to be $120 million with 

approximately 350 million pirated discs sold. In 2006, 
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China was estimated to have 85 percent of their physical 

music sales from pirated material and the physical piracy 

value was estimated to be worth $410 million. In 2007, the 

IFPI reported China to have a legitimate music market of 

$74 million, which is less than one percent of global 

sales. In addition, China has a rampant digital piracy rate 

of over 99 percent and is now the second biggest broadband 

market in the world, after the United States, making the 

digital market a target for online piracy. 

In China, the artists have many censorship 

regulations, which delay the album release process. This in 

turn gives the Chinese public an easy and immediate access 

to the pirated copies of the music while the approval is 

pending. If the censorship regulations were to be less 

strict, the album releases could be more frequent, 

decreasing temptation and access to infringers in the CD 

approval process. Therefore, the music artists have 

realized that in China the only way for an artist to make 

money is to use their CD release as a promotional tool. The 

income must come from concerts, live performances, 

sponsorships, endorsement deals and other non-music related 

merchandise such as t-shirts, posters, etc. No longer is an 

artist able to survive on income purely derived from CD 

sales. It is clear that China will not change its “business 
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model” anytime soon. Therefore, music executives are 

starting to look at China as an example and guide as to the 

future for the rest of the world to deal with piracy.  The 

main strategy is to take criminal actions against 

infringers of physical and Internet piracy, while imposing 

stricter punishments for infringers (The International 

Federation of Phonographic Industry, 2006).  

C. Internet Piracy  

Presently, there are three main forms of Internet 

piracy: Local Area Network (LAN) file-sharing, digital 

stream ripping, and mobile music piracy.  

1. Local Area Network (LAN) File Sharing 
 

LAN file sharing allows users to connect via a local 

network, such as a University, and the users are able to 

easily exchange files.   

2. Digital Stream Ripping 

Digital stream ripping uses the music that is being 

streamed off a website, and it converts it into permanent 

files that the user can store, share and collect in their 

computer. 
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3. Mobile Music Piracy   

According to The International Federation of 

Phonographic Industry (IFPI), the newest form of piracy is 

mobile music piracy; this involves obtaining free music and 

ring tones on a mobile phone, and using the phone’s 

Bluetooth capabilities to transfer the content to other 

phones at no cost.  

With ever-increasing changes in technology, copyright 

laws that are intended to promote creativity and economic 

growth are now constantly being violated. The Recording 

Industry Association of America (RIAA) pursued the fight 

against Internet piracy and began suing the music consumer. 

To warn digital music users about the risks of file 

sharing, or rather the theft of music, the music industry 

brought legal actions and strict financial penalties to 

several file sharers. In the first round of lawsuits the 

defendants included a twelve-year-old and a grandmother. 

Until recently, all the cases had settled out of court for 

undisclosed amounts (Gordon, 2005).  

 In 2007, Capital vs. Thomas, Case no. 06-CV-1497 

(MJD/RLE) in The United States District Court for the 

District of Minnesota was the first case to make it to 

trial for copyright infringement. Jammie Thomas was the 

first person to be found guilty of willful copyright 
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infringement. Thomas was accused of sharing 1,702 songs 

using Kazaa’s peer-to-peer network, but only twenty-four 

(24) songs were litigated at trial. The jury found that 

Thomas knowingly violated the copyright of all twenty-four 

tracks and awarded damages of $9,250 per song, totaling 

$220,000.00 in a judgment in favor of the recording 

companies.   

Soon after the verdict that found Thomas guilty of 

copyright infringement, Thomas made a statement that she 

would appeal this verdict. The basis of the appeal will be 

the jury’s instruction number 15, to prove that Thomas 

“made the songs available” argument. Thomas intends to make 

the RIAA prove that someone other than a licensed agent 

shared a file.  However, before appealing the case, Thomas 

filed a Motion of Remittitur, in which she stated that the 

damages awarded to the Plaintiff were unconstitutionally 

excessive. If her motion were granted, this would overturn 

the damage award. According to Thomas’ motion, a retrial on 

the actual damages allegedly suffered by the record labels 

should be recalculated.   

If the Minnesota court rules against a re-trial, 

Thomas can then appeal the original verdict, and then argue 

the jury instruction number 15, which questions if the 

right legal standards were applied to the verdict. This 
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verdict is a strong legal precedent for the RIAA, who has 

targeted over 26,000 file sharers in the United States for 

sharing music illegally in P2P networks (Capital vs. 

Thomas, 2007).  

It is important to note that the music industry 

adamantly believes that originality is greatly encouraged 

with economic rewards. Without copyright protection, 

artists are less likely to produce new songs. The industry 

persistently reminds government and consumers that without 

appropriate protection, no creative business can subsist, 

let alone flourish. Due to all of the fast paced technology 

innovations, illegal distribution of music will always 

accompany the music business, meaning that the industry’s 

fight against piracy is ineffective, and the laws need to 

change and adapt with the new technology.  Conversely, any 

legislative involvement may stifle innovation and lock up 

culture in control of corporate distributors of copyright 

protected works (Kennedy, 2005b). 

D. Peer-to-Peer File Sharing 

The new method of peer-to-peer file sharing 

established a new era of piracy on the Internet. According 

to The International Federation of the Phonographic 

Industry (IFPI) in some countries, like Taiwan and Korea, 
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Internet piracy has replaced both legitimate business and 

physical piracy.  On the other hand, on a global level the 

Internet piracy has not replaced the traditional form of 

physical piracy. Digital music distribution was popularized 

with illegal file sharing software such as the original 

Napster and Kazaa (Kennedy, 2005a).  

These peer-to-peer illegal networks made two things 

very clear to the music industry. First, the consumer 

prefers to download digital music and likes the ability to 

have it in a portable medium. Second, the Internet’s role 

in the music industry will only grow as technology evolves. 

Since digital music distribution is here to stay, the music 

industry must explore file sharing and the Internet as a 

promotional tool.  
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Part III: Socio-Cultural Impact 
 

The socio-cultural impact technology has on the 

consumer is the strongest it has ever been in the history 

of the music industry. The consumers are deciding what they 

listen to, how they do it and when they do it.  Never 

before has the consumer had the power to change a business 

model as the music industry’s business model has changed 

due to consumer’s demands and new technology.  Without a 

doubt, the Internet redefined the music industry by making 

digital distribution a reality. The primary change is the 

enablement of creative people to directly access the 

consumer. The established music industry can no longer 

control the distribution channels. 

Internet usage is rapidly increasing in Asian and 

European countries. The United States accounts for 21 

percent of Internet users worldwide. In January 2008, the 

Asia Pacific region had more than 300 million Internet 

users at least 15 years of age accessing the Internet. This 

represents a 14 percent increase from the previous year 

(see Figure 4). The Internet has presented the consumer 

with new levels of constant exposure to music and 
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information. The fan has three principal sources to obtain 

information, popular search engines, social networking 

websites and the artist’s website. According to data 

provided by Yahoo, Wikipedia is now the second most popular 

search agent on the web, after Google. The data also showed 

that music fans prefer Wikipedia over MySpace and the 

artist’s website by a ratio of 2 to 1 when searching for 

information about an artist (Bruno, 2008). New technologies 

have created an opportunity for recorded music to reach a 

worldwide audience, without the packaging, manufacturing, 

and physical distribution costs (comScore, Inc., 2008).  

E. Social Networking Sites 

The music industry must take advantage of the new 

media environment. One avenue that has proven to be 

successful thus far is social networking websites.  The two 

leading social networking companies are MySpace and 

Facebook. In the past year, the number of global visitors 

to social networking sites has grown 34 percent, 

representing approximately two out of every three Internet 

users. MySpace and Facebook, the two leaders in the 

industry, are fighting for leadership position, with each 

attracting more than 100 million visitors per month 

(comScore, Inc., 2008). 
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1. MySpace 
 

MySpace social networking site was launched in 2003.  

According to Alexa Internet, MySpace is currently the 

world's fifth most popular website, and the third most 

popular website in the United States, with 110 million 

users worldwide. MySpace business model operates 

exclusively on revenues generated by advertising, providing 

free access to its end users. MySpace is second to Yahoo! 

in its capacity to collect data to generate advertising to 

target users (Story, 2008). One distinctive feature the 

website offers is “MySpace Music” a profile exclusively for 

musicians.  MySpace music is different from the standard 

profiles in that the artists are allowed to upload up to 

six MP3 songs to the MySpace player. The user must have 

rights to the songs in order to upload them. MySpace does 

not claim ownership rights in any of the music or content 

uploaded by the user.  MySpace also allows the musicians to 

sell their music; post tours, and even sell their 

merchandise (MySpace, 2008).  

MySpace has presented great opportunities for 

marketing campaigns, as it is today’s top social-cultural 

environment. With a wide demographic environment, a daily 

worldwide population growth of membership and a population 

age mix, it is an incredible tool to reach millions of 
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consumers globally.  Even though these consumers all have 

different tastes of music, they have one distinctive 

commonality, which is they are comfortable and fluent with 

computers, the Internet and technology (Kotler, 2006).  

2. Facebook 

 Facebook social networking was founded in 2004.  At 

the beginning the site was offered to university students 

only. As Facebook’s popularity grew, it allowed any user to 

join the website.  Users can join one or more networks, 

such as a school, place of employment, or geographic 

region, to effectively communicate with other people in the 

same network.  Facebook has more than 69 million active 

users globally.  Since January 2007, it has an average of 

250,000 new registrations per day. Facebook is the sixth 

most trafficked website in the United Sates. There are more 

than 8 million active users in the United Kingdom and 7 

million active users in Canada. It is also the most popular 

website for uploading photos, with 14 million daily uploads 

(Facebook, 2008).  

The website is free to its users while generating 

revenue from advertising, such as banner ads and 

applications. Facebook also has a unique Beacon program, in 

which their data collection process is actually advertised 
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to the user. Facebook’s unique feature to update friends on 

what their friends are doing stimulated some media 

attention when the purchases made by members were 

broadcasted throughout the website. Facebook collects users 

actions on the website such as notes, blogs, wall posts, 

and profile updates. Facebook users don’t seem to have 

privacy concerns about this data collection method since 

more than 50 percent of Facebook users return to the site 

each day. In addition, Facebook was the most popular social 

networking site among iPhone users (Facebook, 2008). 

In November 2007, Facebook launched a feature called 

“pages”. This allows musicians, celebrities, businesses, 

charities, and others to create their own home pages, 

similar to those on MySpace. An “artist page” allows the 

musician to upload music and if the user wishes to purchase 

it, it connects to iTunes and other Internet music 

companies such as iLike and iMeem. These “pages” allow the 

user to advertise their product by purchasing advertising 

on Facebook pages (Facebook, 2008). 

Facebook continues to follow under the shadow of 

MySpace by using their business models in order to improve 

theirs.  MySpace has been talking with the major labels in 

hope of creating a joint venture. Consequently, Facebook 

recently approached the big four record labels in an 
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attempt to offer a Facebook music service. Both MySpace and 

Facebook would allow their users to listen to streamed 

music for free and offer the ability to download MP3s that 

could be played in any device. Both social networking sites 

are attempting to make the music services for the labels 

another revenue stream to off-balance the decrease in 

physical product and create a competitor to iTunes. The 

record companies should see these partnership proposals as 

a way to promote new artists and increase their sales since 

clearly social networking sites are a main source of 

information for the young audience. Also, MySpace and 

Facebook have replaced terrestrial radio as a place where 

new music is discovered (Smith, 2008). 

This is clearly a revenue opportunity for the 

musicians to exploit with the current generation. These 

social networking sites can direct marketing campaigns to 

specific people according to their tastes, preferences, 

etc. Both sites allow the consumer to create subcultures by 

forming groups with common interests; this can easily 

become focus groups for marketing research. Record labels 

use these sites as promotional tools for artists. Hoping 

that the fan interaction will increase product sales.  

These social networking sites need to be seen as a global 
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major force for today’s marketing environment and not as a 

threat to the industry. 

F. Apple, Inc.: the new authority in music  

In November 2001, Apple, Inc. leaped from the computer 

industry to the music industry with the introduction of the 

iPod.  Apple, Inc. envisioned that this gadget would appeal 

to not only the technology geek, the music enthusiast, but 

also to the average consumer. Before the iPod, other 

portable music players existed, but none with the design, 

convenience, ease of use, and attractiveness of the iPod. 

In 2004, Apple, Inc. partnered with Motorola and Hewlett-

Packard (HP).  The purpose of this partnership was to allow 

the iTunes technology to be compatible with Motorola cell 

phones and HP branded iPod. This strategy widened Apple’s 

exposure against its main competitors Microsoft and Sony 

(Kusek, 2005). 

 The iPod has successfully penetrated the mainstream 

consumer market and has paved the way to lawful online 

music stores with the invention of iTunes, the digital 

media store created to work in sync with the iPod.  iTunes 

is the number one music download service in the United 

States. It is also the second largest music retailer in the 

United States, behind Wal-Mart. Apple, Inc. has 50 million 
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iTunes customers, and has the largest music catalogue in 

the world, which includes over 6 million songs.  Apple, 

Inc. has sold more than four billion songs, 50 million TV 

shows and 1.3 million movies through iTunes (Apple, Inc., 

2008).   

 Apple’s iTunes 99-cent single-track download contract 

with the record labels provides 65 percent of the proceeds 

to the labels sending payments every month. Thus providing 

Apple, Inc. 35 percent revenue per song downloaded.  Apple, 

Inc. recently announced talks with the major record labels 

for a new music subscription service, iTunes Unlimited.  

This service would cost about $100, a one-time fee for iPod 

users and a $7 per month subscription fee for iPhone users.  

This service will offer unlimited downloads of music and 

videos. The purchased products will still contain the 

Digital Rights Management (DRM) restrictions. However, the 

labels can’t seem to agree on an effective pricing model, 

and since Apple holds the majority of leverage, nothing has 

been made official. Apple’s success can be credited to the 

ease of use of their music service and gadget. Other 

companies such as Microsoft and Sony have put out products 

to directly compete with the iPod, however none have turned 

out to be true contenders. Today, there have been over one 

hundred million iPods sold worldwide. The iPod is the most 
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common device in which people transport their music in 

(Apple, Inc., 2008).  

Apple, Inc. is known for creativity and expansion. 

This was proven once again with the invention of the 

iPhone, a combination of the iPod music player and a mobile 

phone. According to Apple’s first fiscal quarter of 2008, 

there have been over two million iPhones sold worldwide. 

Apple, Inc. forecasts to sell ten million iPhones worldwide 

in 2008.  This fiscal quarter was the highest in revenue 

and in earnings in Apple’s history (Apple, Inc., 2008).  

The iPhone has been on the market for approximately eight 

months and it seems that it has delivered on its promises.  

According to a survey of United States’ mobile subscribers, 

the iPhone seems to have the highest usage compared to 

smartphones and to the rest of the market phones (see 

figure 5).  Not only is the iPhone being used as a phone 

and iPod, but also 30 percent of iPhone users have used it 

to watch TV shows, as opposed to four percent of the 

overall market. Further, the iPhone users make more use of 

their phones to access social-networking sites, 49.7 

percent of iPhone users did so in January, compared to 19.4 

percent for other smartphone users, and 4.2 percent of the 

overall market (M:Metrics, 2008). 
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Apple, Inc., is now expected to release an iPhone that 

is more business user friendly, with similar features to 

the Blackberry.  Business features are an area where the 

iPhone has been very weak.  The main concern being the 

security the platform provides for business related emails.  

When this business version is released, it will open an 

immense market for Apple, Inc., making them a mainstream 

supplier for businesses and public consumers alike.  
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Part IV: Digital Distribution 
 

The long-established business model has changed due to 

shifting of mass audience preferences to new media music 

products and technology innovations. The Internet has 

presented new opportunities for independent labels and new 

and unsigned artists to distribute their music. The main 

advantage is the minimal costs to deliver music online, 

because there are very minimal, if any, manufacturing 

costs. Another advantage is how quickly and frequently 

music can be released and distributed worldwide after its 

production.  New technologies such as digital distribution 

and streaming have brought about a unique way to reinvent 

the traditional music industry business model. In a time 

where music fans have so many options to acquire music, the 

music industry must embrace digital distribution as the new 

model to release music because this is what appeal to 

today’s consumer.  

According to the IFPI, in 2006, the top attribute of 

online consumption was being able to find the music the 

consumer wanted (see Figure 6). Today there are over 500 

legitimate online music services in over 40 countries, and 
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in 2006, single-track download sales were up 65 percent 

from the previous year (see Figure 7). According to The 

Recording Industry Association of America (RIAA) in 2004, 

there was a zero percentage reported of digital downloads 

as a channel from which music was purchased. In 2005, the 

percentage increased to six percent (see Figures 4 and 5) 

for the remaining channels from which music was purchased, 

(data for 2007 is not yet available). The key to the 

success of digital music distribution is that now music can 

quickly reach any consumer globally. 

G. Independent labels  
 

The balance of power has now shifted to the 

independent labels, which are now doing the distribution, 

and promotion deals themselves. They are closely working 

with online retailers, who do not demand the rights to 

recordings or to the songs. The independent labels are 

depending on the Internet and digital distribution to 

promote their artists.  Along with CDs they release music 

digitally, receiving more revenue.  These labels normally 

do not allocate a budget for marketing songs to radio 

stations or for high video productions. As only 10 percent 

of independent labels get airplay on terrestrial radio. 

Instead, they are utilizing websites, fan clubs, blogs, and 
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emails to promote the artists through word of mouth. These 

savvy online grassroots marketing tools are proving to be 

successful. The Internet and global financial markets are 

now giving independent labels new ways to reach to their 

audience and find the money they need to survive in this 

industry.   

H. New and Unsigned Artists  
 

With low entry barriers, new and unsigned artists are 

now able to distribute their music without relying on a 

record label. These artists control their own intellectual 

property rights. Many are taking the singles approach and 

promoting their music online. Artists today record their 

music in high quality format from their own home. Artists 

now control the distribution of their music, without 

turning over their music and rights to a record label. The 

artists now have the opportunity to account for profits 

without any middleman costs. Mainly the artist is free of 

any creative restrictions that are often imposed by a 

label. The Internet provides an immeasurable stage for an 

artist to distribute and develop direct relations with the 

consumer while avoiding unfavorable deals and policies from 

the record labels. Nevertheless, disadvantages exist for 

these unsigned artists. The record labels obviously have 
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the financial support for tours and bigger marketing 

campaigns, something that unsigned artists lack. Also, the 

Internet introduces new music to consumers worldwide.  

Which means these artists are not only competing with major 

acts, but also with each other. But at least now all of 

them have a fair chance to have their music heard. This in 

turn gives the consumer more choices and more exposure to 

new music, unrepresented by charts and MTV monoculture.  

These new technology trends have become the new life 

style symbol. The consumer has access to their favorite 

music from their cell phone, their laptop and even their 

video games. The user has now become the creator of the 

packaging, the purchase and the delivery point of the 

product, while ignoring the role that the record labels 

have been playing all along. New technology has saved the 

creativity and purity of the music of an unsigned or a new 

artist. Each single an artist creates must stand on its own 

in order to get noticed. The artists are skipping the 

middleman and having a connection directly with their fans. 

As opposed to the old model, where the connection was 

between the artists, to the label, then to the fans. 

I. Major Labels 
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Until recently, the major labels had faltered to 

release digital content because the uncertainty of a 

profitable business model. Also, because security concerns 

were not fully addressed. According to the International 

Federation (IFPI), in 2004, music labels were making nearly 

nothing from digital music. By 2005, digital music 

generated $1.1 billion in revenues, which accounted for six 

percent of revenues earned that year.  In 2006, digital 

music increased to 6.8 percent. (see Figure 8). DRM 

protected tracks allowed the major labels to embrace 

digital distribution models. The labels started to sell 

digital downloads and subscriptions as practical ways of 

distributing and promoting digital content profitably. Over 

the last few years, digital unit sales have been rising. In 

2007, digital sales increased 45 percent, while total 

digital and physical sales rose to 14 percent from 2006 

(see Figure 9). This means that the consumers are still 

making purchases, even more than before as they have the 

ability to pick and choose the content. Physical product 

still sells, but is no longer as important as digital 

products. 

 As the Big Four record labels embrace digital 

downloads they must become more user friendly. The use of 

DRM remains a controversial subject with the labels and the 
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consumers.  The labels want a legitimate way to protect 

artist’s rights and copyrights.  The consumers want simple 

ways to purchase music without any restrictions.  

Therefore, the solution must encompass both copyright 

protection as well as consumer-accepted methods. 

J. Entrepreneurs  
 

New technology companies are seeking to find willing 

independent record labels and unsigned artists to form 

partnerships. These companies see potential in online 

commerce and programming, predicting it as a pilot for new 

exposure and wonderful sales opportunities.  Partnerships 

are being created everyday with unsigned artists, Internet 

music video channels, Internet radio and companies willing 

to invest on the new music industry. Partnerships with 

online retailers are becoming more popular increasing the 

amount of exposure to new fans and promotional avenues. 

These joint ventures will ensure that independent labels 

and unsigned artists have more access to distribution and 

sales opportunities of music online. For the consumer, this 

means that they now have more power and control over their 

music choices.   
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Part V: Emerging Business Models 
 

The traditional business model of the music industry has 

decayed and is no longer as profitable to the record 

labels. Today, major record labels are weak in the new 

media sector because they are losing control of their 

monopoly on distribution and promotion. Successful 

recording artists such as Radiohead are experimenting new 

approaches to generate sales and rebelling against their 

record labels. Major acts such as Madonna are abandoning 

their record label and embracing 360 deals.  

K. Record Label Rebellion  
 

Due to lower physical sales, established musicians are 

now taking a do-it-yourself (DIY) approach and selling 

their music online directly to the consumer. For instance, 

last year Prince decided to manage his own production and 

distribution.  He released the album “Planet Earth” without 

the help of his record label Sony-BMG, record stores and 

digital distributors. Prince attached a copy of his CD to a 

copy of “Mail on Sunday” a newspaper in the United Kingdom.  

Every person who purchased the newspaper on Sunday, July 
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15, 2007, received a free copy of the new album. Prince 

explained that he would make up revenue through concert 

ticket sales (Farouky, 2007).  

The rock band Radiohead is known for its innovative and 

experimental music style. Having finished their contract 

with EMI in 2004, the band decided to continue their music 

career without a record contract. In 2007, the band decided 

release their new album “In Rainbows” without the help of a 

record label or a distributor.  The band was in the right 

position to produce and distribute the album themselves.  

On October 2007, Radiohead released their seventh album “In 

Rainbows” in digital format.  The ten-song album was 

available only through the band’s website. Radiohead 

allowed their fans to name their own price and download it 

directly to their computers without any DRM restrictions.  

The concept was an experiment, which proved to Radiohead 

that their fans are still willing to pay for music.  The 

experiment expired on December 10, 2007 and the “name your 

own price” digital album was removed from the band’s 

website.   

According to a study by comScore, the first 29 days of 

October 2007, 1.2 million people worldwide visited the 

band’s website.  The study showed that of the people that 

downloaded the album, 38 percent paid between $0.01 and 
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$20.00 to do so, and the residual 62 percent paid nothing 

(see Table 1). In the United States, 60 percent of the 

people downloaded the album for free. The remaining 40 

percent spent an average of $8.05 per paid download (see 

Table 2 and 3). The physical and digital worldwide release 

took place on December 2007. The album debuted at number 

156 on the Billboard 200 due to street date violations, but 

the following week it reached number one on the chart.  

According to SoundScan, the album sold 122,000 copies the 

first week of its official release in the United States 

(Cohen, 2008). Radiohead continues to experiment with 

music, marketing and technology. They are currently 

offering an online exclusive boxed set, which includes 

streaming rights for special footage. In addition, the band 

partnered with EMI label Parlophone and are selling their 

full back catalog on a four-gig (4Gb) USB stick. This 

product is limited edition, CD quality WAV audio files, 

with digital work in the shape of the Radiohead bear image 

(Radiohead.com).   

Other artists are testing innovative ways to involve 

the fans and leave out the record labels. Trent Reznor, the 

mastermind behind Nine Inch Nails (NIN) completed his 

contract with Interscope Records in October 2007.  In March 

2008 he released 36 instrumental tracks on the Internet.   
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The collection “Ghosts I-IV” is available with prices 

ranging from free to $300.00.  The collection that can be 

obtained free of charge includes Ghosts I: the first nine 

tracks from the collection. The audio is downloaded in MP3 

format and DRM free, it also includes a 40-page PDF.  For 

$5.00, the consumer receives all 36 tracks in a mixture of 

digital formats, plus a 40-page PDF. For $10.00, the 

consumer receives a double-disc set, in Digipak, with a 16-

page booklet, which ships on April 8, 2008. This also 

includes an immediate download of the album. For $75.00, 

the consumer receives the deluxe edition. This comes in a 

hardcover fabric case containing two CDs, a DVD with all 

tracks in multi-track format, and a Blu-Ray disc, which 

ships on May 1, 2008.  Also, the album is available for 

immediate download. For $300.00, the consumer receives the 

ultra-deluxe limited edition package. This includes 

everything the deluxe edition does including the immediate 

download. In addition, it includes a four-LP set, two 

limited edition Giclee prints, and is autographed by Trent 

Reznor. This package is limited to 2,500 units and is one 

per customer shipping on May 1, 2008 (Nine Inch Nails, 

2008).  

Reznor did not do all of this by himself. He does 

handle sales through his website, but also used TuneCore, 
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an artist friendly service that allows any artist to sell 

music on iTunes, Rhapsody and Amazon.com for a flat fee.  

The album will be released physically on April 8, 2008 

(Harding and Cohen, 2008). According to Billboard, in its 

first week, Reznor had 800,000 transactions totaling $1.6 

million in revenue. 

L. 360 Deals 
 

The major labels, are now beginning to sign multiple 

rights or “360” deals, which allow the label to share all 

potential earnings with the artist. In return for a bigger 

share of the artist’s income, the labels will give more 

money upfront such as touring subsidies. The record label 

then has the ability to cross-market other items such as 

concerts, ringtones and merchandise. The labels see these 

ancillary earnings as potential for new sources of income 

to compensate for decrease in profits of the physical 

product. A typical deal might include a conventional cash 

advance to the artist. The artist receives royalties for 

sales after expenses are recouped. For touring, the artist 

receives a percentage the net income or has the option to 

receive an x amount of money.  The label would require 

approval of the artist’s tour schedule, along with the 

salaries for the tour crew. The label also offers 30 
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percent of the label’s album profits (which is a good 

increase from the typical 15 percent). 

The first artist to sign a 360 deal was Robbie 

Williams, the British pop star. He signed a 360 deal with 

EMI in 2002. The most prominent act to sign a 360 deal is 

Madonna, who left Warner Bros. Records in October 2007, her 

label of 25 years. Madonna signed a ten-year contract 

estimated at $120 million deal with concert promoter, Live 

Nation. Madonna will receive a signing bonus of $18 million 

and an advanced of $17 million for each of the albums.  She 

will also be a shareholder of the company with an estimated 

$50 million in stocks. Live Nation will of course promote 

each of her tours and she will share the profits with the 

company (Sloan, 2007).   

Madonna still has to release her final album with 

Warner Bros. Records. The album “Hard Candy” will be 

released in April 2008. Madonna recently announced a deal 

that will make her the first major artist to release an 

album via mobile phone. The deal is with Warner Music 

International and Vodafone, the number one digital music 

service provider in the mobile industry in Europe. The deal 

will allow European Vodafone consumers to download one song 

per day a week before the album is released. After Madonna 

fulfills her contract with Warner Bros. Records, Live 
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Nation will handle every aspect of her music except for 

publishing. Madonna is expected to do four tours and three 

albums within the next decade in order to recover the $120 

million contract she received. The profits will come from 

album sales, concert income, fan club operations, 

merchandise, DVD’s, television and film projects, and 

sponsorships, etc (Sloan, 2007). 
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Part VI: New Industries and Revenue Streams  

M. Ringtones 

A ringtone is a sound available on mobile phones that 

is customized to a song or melody.   There are three types 

of ringtones, monophonic, polyphonic and truetones. 

1. Monophonic 
    A monophonic ringtone plays only one type of musical 

tone at a time. 

2. Polyphonic 
    A polyphonic ringtone can play several types of tones 

at a time.   

3. Truetone 
A truetone is also known as a realtone, a superphonic 

ringtone or a mastertone.  This type of ringtone is an 

excerpt from songs, which are encoded with an MP3 format.  

Truetones are the latest evolution of the ringtone.  

N. Ringtone industry  
 

The ringtone industry began in Finland in 1998 when 

Vesku Paananen invented the first commercial mobile 

ringtone.  The ringtone invention started with monophonic 
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ringtones that were being delivered over-the-air (OTA) via 

short message service (SMS) messages.  This service quickly 

became popular throughout Europe and Asia and expanded into 

a multi-billion dollar industry. By 2004, ringtones 

generated four billion dollars in sales worldwide, with 

only three hundred million of these dollars representing 

United States sales. In some countries in Asia, the 

ringtone industry has replaced the CD market. In 2004, 

Korea’s ringtone market was $350 million whereas the single 

CD market was $250 million. Ringtones have become the 

largest and fastest growing segment of the music and 

wireless industries (Frere-Jones, 2005).     

Truetones are where the record labels see profits. In 

the United States, the record labels get an estimated 50 

percent of every mastertone, from which they pay the 

performer and the publisher. In 2005, ringtones generated 

more than $2 billion in global revenues for the record 

labels, retailers and mobile phone companies (Mehta, 2005).  

Ringtones sales have progressively increased in the United 

States. According to BMI, ringtone sales for 2006 were $600 

million; $500 million in 2005; $245 million in 2004 and $68 

million in 2003. However, BMI forecasted that in 2007, this 

trend would level off to $550 million in sales. This lower 
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projection is a direct response to the increasing amount of 

real content available on cell phones. 

O. Mobile Content 
 

Mobile companies are now competing with the music 

industry by offering alternate entertainment to the 

consumer via their handheld devices. This mobile content 

ranges from music, videos, games, TV shows and movies).  

According to a new-media survey by Deloitte & Touche, 36 

percent of consumers in the United States use their mobile 

phones as entertainment devices. A survey of mobile device 

users in 2007 revealed that 17 percent used their mobile 

device to play music, 3 percent used it to download music 

and 27 percent used their mobile as an MP3 player 

(eMarketer, 2008).   

1. Mobile Content Companies 
The Apple iPhone has turned out to be a true contender 

and is now the dominating device in the mobile content 

market. Apple makes it very easy to access and manage the 

mobile content through iTunes. The iPhone is clearly the 

leader in browsing, web searching, video content, social 

networking and blogging, and music consumption (see Figure 

5). Mobile content has become such a big revenue stream, 

that retail giant, Wal-Mart, has entered the mobile 
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entertainment industry. In November 2007, Wal-Mart launched 

a web-based content store and WAP portal 

(www.wmtmobile.com) through a partnership with PlayPhone. 

With this mobile venture, Wal-Mart will combine the brand 

and the marketing by selling ringtones, images, wallpapers, 

and games.  The unique advantage of this strategy is that 

Wal-Mart will also promote the mobile content in its 

stores, giving the artist more exposure.  For instance, 

Wal-Mart offered an exclusive ringtone by The Eagles to 

complement the in store promotions of the release of their 

new album. Mobile content consumer demand continues to 

increase as it facilitates communication and provides 

entertainment. As the sector grows, the music industry will 

likely need to expand its fight against online piracy to 

include authorized mobile content (Bruno, 2007).  

P. Satellite Radio 

Satellite radio or subscription radio (SR) is a digital 

radio signal that is broadcast by a communications 

satellite. Satellite radio covers a wider geographical 

range than terrestrial radio signals. Satellite radio 

allows the consumer to listen to the same audio programming 

regardless of their location. The service is provided on a 

subscription basis that starts at $12.95 per month or 
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$142.45 per year. XM Satellite Radio and Sirius are the 

only two companies in the satellite radio industry (Sirius 

and XM Satellite Radio, 2008).   

1. Sirius Satellite Radio  
Sirius offers 69 commercial free music channels, and 

more than 130 talk, entertainment, and sports channels.  It 

also provides Sirius Internet Radio (SIR), which has CD-

quality sound and it is delivered via the Internet without 

the need of a radio.  According to the fourth quarter of 

2007 statements, Sirius’ subscriber base increased 38 

percent from the previous year, and it was the highest in 

satellite radio history (Sirius, 2008).   

2. XM Satellite Radio  
XM Satellite Radio includes 170 channels of sports, 

talk, children’s programming and comedy, and 21 channels 

with traffic and weather information. XM has 69 commercial 

free music channels and the world’s largest digital music 

library with 2.5 million titles. XM also has a studio to 

create exclusive live performance programming from top 

artists like Paul McCartney, Coldplay, Lenny Kravitz, 

Wynton Marsalis and others.  XM is the leader for the radio 

automobile market. As of 2008, XM has formed partnerships 

that allows product placement in more than 140 vehicle 

models (XM Satellite Radio, 2008). 



 44

3. Merger of Sirius and XM Satellite Radio  
 

On February 19, 2007 XM Satellite Radio and Sirius 

announced that the two companies would be merging. This 

would combine the two radio service companies and create a 

single satellite radio network in the United States. This 

merger will bring both companies a total of more than 17.3 

million subscribers (based on their subscriptions as of 

2008).  This merger will give its subscribers more much 

options in the programming; they will be able to pick and 

choose the channels they listen to (XM Radio, 2007).  

The National Association of Broadcasters argues that 

this merger will create a monopoly in the satellite radio 

industry.  Both companies argue that this will not be the 

case as they are a part of the “audio industry” which 

includes terrestrial radio, Internet radio and portable 

music players. Apple’s announcement of the possible music 

subscription service iTunes Unlimited strengthens the 

satellite radio’s arguments regarding a monopoly. If Apple, 

Inc. offers unlimited access to the iTunes store, with a 

lower price point than the satellite radio subscriptions, 

then there is no market concern. The merger is currently 

pending waiting on the approval of the Federal 

Communications Commission (FCC), Securities and Exchange 

Commission (SEC) and the Department of Justice (DOJ). At 



 45

this point, the future of satellite radio is uncertain, 

until the successful merger of these two companies.  

4. Ripping music from Internet and satellite radio 
broadcasts  

 
In May 2006, the Recording Industry Association of 

America (RIAA) brought legal action against XM Satellite 

Radio. The lawsuit claimed that XM Satellite radio 

subscription service was infringing upon the record label’s 

copyrights. The subscribers of the XM-MP3 radio service 

allowed users to permanently download music to their 

device. The XM MP3 service was a direct competitor to 

iTunes, Napster, Inc. and Rhapsody music downloading sites.  

This player allowed the subscribers to store 50 hours of 

broadcast music, which amounts to 1,000 songs. The members 

then ripped music from its satellite radio broadcasts.   

The music was then reproduced into unauthorized libraries 

of streamed music and converted into MP3 files, which 

allegedly infringed on copyright owner’s rights.  XM argued 

that the recording of satellite radio is not different from 

recording songs off terrestrial radio, which is permitted 

by the 1992 Audio Home Recording Act (AHRA). The AHRA 

specifically gives users of digital audio recorders the 

right to engage in home taping. In January 2007, the United 

States District Court Judge disagreed with XM and allowed 
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the record labels to proceed with their suit against XM.  

The Judge ruled that XM supported the market of the players 

that could be used to record the radio streams and convert 

them to MP3s.  The device is no longer available for 

purchase (XM Radio, 2007).  

There are currently many stream ripping applications 

and software that allow the user to create and store MP3 

files of a broadcast.  The broadcaster will not be able to 

trace or even know that the user is recording the stream.  

In contrast with logging on to a peer-to-peer network and 

downloading tracks, the ripping seems more appealing.  With 

stream ripping there is no trace as to the act. All the 

broadcaster has is the listener’s IP number, which doesn’t 

identify whether the user is listening to the stream or 

recording it. 

Q. Internet radio 
 

Internet radio, also known as web radio or eradio, is 

an audio broadcast transmitted through the Internet. The 

broadcast is streamed through the computer and is 

accessible worldwide free of charge. Internet radio 

consists of three types of stations, conventional radio 

stations that simulcast their signal on the Internet, 

community and college radio stations, and Internet-only 
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stations that broadcast exclusively online. In 2007, the 

United States Copyright Royalty Board (CRB) increased the 

royalty rate payable to performers of recorded works 

broadcast on the Internet. The CRB decision forced a $500 

per station or channel minimum fee for all webcasters.  

Many small webcasters have opposed this decision due to its 

potential to shut down Internet broadcasters and limit 

choices.  According to a 2008 research report by Edison 

research, an estimated 33 million people age 12 or over 

listen to a radio station over the Internet during an 

average week.  Furthermore, there is a strong correlation 

between listening to Internet radio and surfing social 

networking sites. 

There are numerous Internet radio portable players 

such as the Slacker radio and InFusion. These portable 

products allow the consumer to take their favorite Internet 

radio station wherever they go. These portable Internet 

radio players allow the users to customize their own radio 

station. The user enters an artist name or a genre they 

prefer and it tailors the songs that are played to similar 

songs.  These gadgets offer direct competition to the iPod 

as they focus on different genres of music. If a consumer 

is on a budget, he or she can listen to a wide variety of 
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songs while discovering new bands without having to spend 

.99 cents per song. 
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Part VII: Alternate Revenue Source 

R. Artist Merchandising 
 

Merchandising has emerged as a major source of income 

for artists. Merchandising income is breaking all the 

traditions between artists and their record labels by 

providing income to the artist from new sources besides 

selling CDs. Merchandising has become a major source of 

income that can have a significant economic impact on the 

artist’s net worth and the record label’s profits.  

Merchandising helps to establish the image of an artist as 

a brand.  It complements the income of the artist while 

strengthening the relationship with the consumer.  There 

are two major merchandising companies that have made an 

enterprise of artists as brands. Merchandise has an immense 

impact on the artist, the consumer and the record labels.   

1. The Artist as a Brand 
As an artist develops, his or her name becomes the 

biggest asset that the artist can control. Merchandising is 

simply the selling of merchandise. There are two types of 
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merchandising, the first is tour merchandising and the 

second one is retail merchandising. 

a. Tour Merchandising 
 Tour merchandising refers to all the items that are 

sold at a concert venue. These items are usually overpriced 

because the merchandisers know that the supply will meet 

the demand in this situation. The fan will over pay the 

item as a status symbol as well as loyalty to the artist. 

Tour merchandise income can be one of the most lucrative 

aspects of advancing or promoting an artist image. The 

income generated by tour merchandise includes items such as 

t-shirts, posters, backpacks and any other item the 

artist’s name can be put on, everything but the artist’s 

actual CD product. Merchandise income is paid based on 

royalties, a percentage of the gross sales. It is common in 

the United States and Canada for an artist to receive 30 

percent to 40 percent of gross sales for tour merchandise.  

The amount of income received by the artist can be 

negotiated based on the power of the artist (Passman, 

2006). 

b. Retail Merchandising 
Retail merchandising is all the items of an artist 

that are sold outside of concert venues such as retail 

stores, Internet, fan clubs and other venues. The retail 
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merchandiser manufactures, distributes, and acts as a 

liaison between the artist and other merchandisers to get 

the product out to the consumer. In the United States, 

retail merchandise through the Internet and through stores 

such as Wal-Mart and Target, pay royalties to the artist of 

50percent of the wholesale price (Passman, 2006).   

2. Merchandising Income 
 

Merchandising income can be a very profitable source 

for an artist, even long after the artist retires or even 

dies. In recent years, we have seen major acts such as The 

Grateful Dead, Jay-Z, Ozzy Osbourne and Kiss use their 

names to build multi-million dollar enterprises by creating 

a brand image with their name. The Grateful Dead have been 

performing for over 25 years and have only had one song in 

the top 10 charts. The Grateful Dead manage to draw huge 

amounts of crowds to their concerts, where they sell 

anything from a $25 toy to a $500 pair of skis.  Despite 

having only one song in the top 10 list, “Touch of Grey”, 

to credit their merchandising empire, in 1990 they grossed 

over $10 million in licensed merchandise (The Grateful Dead 

(n.d.a). 

The best example of an artist using the artist’s name 

as a brand image is Ozzy Osbourne. The name and logo for 
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Ozzy and The Osbournes is on items such as lunch boxes, 

toys, video games, towels, action figures, and cookie jars, 

and the list of items with the Osbourne name is endless. 

Artists can generate income after the artist’s death. Some 

of the top earning dead musicians include Elvis Presley, 

John Lennon, Jimi Hendrix, and Jerry Garcia. In 2007, 

Elvis’ estate generated $49 million between Graceland, 

licensing merchandise and entertainment licensing (with an 

even split between the three sources, according to 

management). Elvis has over 700 different products in he 

Elvis merchandise line including everything from t-shirts 

to Zippo lighters, a clothing line and a Broadway musical. 

This does not include royalties from music and DVDs (Elvis, 

2008).   

The Beatles finally settled a fifteen-year dispute 

regarding Apple Inc.’s involvement with the music industry.  

The Beatles also settled with EMI, their record label, for 

alleged unpaid royalties. Both of these settlements along 

with merchandising income helped John Lennon’s estate earn 

an estimated $44 million and George Harrison, $22 million 

in 2007. Jimi Hendrix passed away in 1970, and during his 

lifetime he only released three albums.  However, in 2004 

his estate earned $6 million through publishing royalties 

and merchandise income (Patsuris, 2004). Hendrix’s state is 
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worth an approximate $80 million and holds the rights to 

licenses that sell products with Hendrix name. Merchandise 

income is extremely important for an artist. Not only it is 

an enormous source of income, but is an indicator of the 

fan’s loyalty to the artist (Goldman, 2007). 

S. Current Companies 
 

Currently, there are two major merchandising companies 

that dominate the market.  The first company located in the 

United States is called Musictoday. The second company 

located in the United Kingdom is called Signature Networks.  

There are other examples of entrepreneurs who are also 

musicians that have made multi-million dollar empires by 

merchandising and branding their name especially in the 

hip-hop genre. 

1. Musictoday 
Musictoday began with Coran Capshan, the manager of 

the Dave Matthews Band (DMB). Capshan, a music enthusiast 

himself, realized the need for DMB to connect with their 

fans in a more personal way than through the informal and 

corporate relations the record label offered. He recognized 

an unrealized revenue stream with an artist’s image and 

started using the standard fan club model, something that 

the record labels had not focused on before. Capshan’s 
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model was traditional in every way except with one little 

twist, he added ticketing to it, and the advent of the 

Internet only helped with his new business model.  

Eventually Capshan started doing this for other artists and 

his business quickly grew. The growth was so big that he 

eventually changed the name of the business to Musictoday. 

Currently, Musictoday is based out of Crozet, Virginia, 

selling everything from t-shirts, posters, fan club 

memberships, concert tickets, live CDs, and any other 

specialized merchandise. Musictoday operates out of an old 

frozen food warehouse, with a staff of 200 and sales of 

more than $200 million for 2005. They have more than 500 

clients in merchandising, ticketing and fan club 

management. Their major clients include The Dave Matthews 

Band, Coldplay, Eminem, the Rolling Stones, Air Supply, and 

Christina Aguilera and the estate of Jerry Garcia (Salter, 

2007).   

Live Nation, the world’s largest venue operator and 

concert promoter has officially entered into the music 

merchandising business. In 2006, they acquired Musictoday; 

this means an enormous opportunity for growth for 

Musictoday. Live Nation also acquired Trunk Ltd., a high-

end clothing firm that merchandised acts such as Aerosmith 

and AC/DC. Since the acquisition of Musictoday, Live Nation 
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has realized how important the connection is between the 

artist and the fan, not only for the two hours they perform 

at a concert, but also for the rest of the year. Live 

Nation realized that potential sales exist after the show. 

Revenue possibilities exist with a poster, a download or a 

t-shirt. These items should be sold not only to the person 

who attended the concert, but also to the person who didn’t 

get a chance to do so (Waddell, 2006). 

2. Signatures Network  
Signatures Network is the music industry’s top 

merchandising firm.  It was the first firm to license music 

related products and put them for sale.  Signatures Network 

is a merchandising company that holds the merchandising 

rights to more than 125 artists including U2, Britney 

Spears, Ozzy Osbourne and Tim McGraw.  In 2006, Signature 

Networks acquired the branding rights for Woodstock, the 

1969 festival of peace, music and love.  Dell Furano, the 

CEO of Signature Networks identified the brand recognition 

that Woodstock has worldwide.  He plans to make Woodstock 

into a lifestyle brand from home décor to accessories and 

will be targeted to all generations. Signatures Network 

expands an artist franchise through online and offline 

product and service offerings, which includes all phases of 
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an artist from tour merchandising, sponsorship, 

endorsements and retail product licensing (Ebenkamp, 2006). 

3. Hip-Hop Entrepreneurs 
Hip-hop culture has proven that hip-hop can generate 

revenue from other sources besides recording music.  

Entrepreneur Russell Simmons has expanded his ideas into 

fashion, jewelry, and theater. Simmons has about 45.3 

million consumers worldwide who spend $12.6 billion 

annually on hip-hop media and merchandising. Jay-Z has Roc-

A-Wear, a vodka distribution business, a joint venture with 

Reebok to market his sneakers, night clubs, and most 

recently real estate development, which includes hotels in 

Las Vegas. Sean Combs created a multi-million dollar empire 

with a clothing line and a restaurant chain. Other hip-hop 

artists include Missy Elliott, Eminem, 50 Cent and 

Ludacris. These artists realized that their income 

potential could increase beyond record sales and they took 

the initiative to create products using their name as a 

brand image (Kusek, 2005). 

C. Merchandising Impact  
 

This new business model that includes merchandise as a 

major source of income for the artist has impacted the way 

artists relate with the consumer and the record label. In 
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the past, an artist would sell five million copies of an 

album, but they had no idea who their fans were. Thanks to 

fan club memberships and the Internet, an artist can know 

who their fans are, what they like, and where they live.  

An artist can relate with the fan long after the concert 

ends, through a picture, a tour program and any form of 

memorabilia from the artist. Gestures, such as an email 

from an artist only strengthen the relationship between the 

artist and fan. In today’s consumer driven world, 

information about the fans is crucial to succeed; knowing 

what the artist’s demographic, for example, helps the 

artist when scheduling tours and performances.  

The Internet has made it possible for an artist to 

interact directly with the fans. Fan club websites have a 

daily membership growth, and it is an incredible tool to 

reach millions of people. Another way merchandise has 

impacted the artist and the consumer is for a positive 

cause.  The opportunity to use the name of an artist for a 

good cause is priceless to society.  An example of this is 

U2, who have used the (Red) campaign with successful 

endorsements with American Express and The Gap to promote 

awareness and aid to Africa. 

The record labels are starting to realize how much 

merchandise income can impact the artist, and how much they 
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are missing out on this income. Record labels are starting 

to take advantage and are pursuing appropriate actions by 

making merchandising income part of the contract. The 

record labels realize that to be able to take a piece of 

the pie they must become partners with the artist rather 

than having a demanding relationship with them. As a 

result, it is now common for new artists to sign deals with 

the record label with regard to their merchandise income. 
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Part VIII: Opportunities and Solutions 
 

It is important for the music industry and copyright 

holders to seize the opportunities and provide solutions to 

the consumer. The music industry must take advantage and 

appropriate actions of the new digital environment. The 

music industry must market and distribute products in such 

a way to encourage creativity while applying new 

technologies and generating sufficient revenue for the 

copyright owners.  These strategies will encourage creative 

minds to continue to make their works available without 

fear of the work being infringed upon. New technologies 

such as digitalization have brought about a unique way to 

reinvent the traditional music industry. Now musicians can 

have real freedom, opportunity, and choice.  The end user 

continues to accept the scope of the creative works and is 

willing to purchase products legally while supporting the 

artists. According to the IFPI, in 2007, the record 

companies earned an approximate $2.9 billion in digital 

sales revenues.  This is an increase of 40 percent from the 

previous year.  In 2006, the United States saw a 65 percent 

annual growth in single tracks Internet sales downloads. 
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Album sales over the Internet had an annual growth of 101 

percent (see Figure 7). These statistics show that despite 

the creative works being widely available at no charge, 

consumers see the benefits and dynamic effects of 

purchasing music and continue to do so (Moser, 2006).   

In this fast changing digital market, increasingly more 

pro-active marketing and digital distribution approaches 

must be accepted for the achievement of superior results. 

In order to encourage creative works, the copyright law 

must embrace the new technologies and enable pricing above 

marginal costs. Because of the increasing number of risks 

in the digital copyright debate, spectators believe that 

the government may need to step in and aid in the balance 

of copyright law between business incentives and consumer 

benefits.   

D. File Sharing Surcharge 
 

A plausible solution is to impose a file sharing 

surcharge on the consumer. Recent technology such as DRM 

has proved that controlling copyright infringement and 

limiting the consumer’s from redistributing the work is 

almost impossible. Broadband customers can pay a file 

sharing surcharge. The money can be collected with the 

broadband bill once a month.  This money can be managed by 
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a non-profit organization and then distributed to copyright 

owners.  The copyright owners would still profit from their 

work, which is what is desired. The consumers continue to 

find new technologies that still allow for copyrighted 

works in digital format to be illegally obtained because of 

the competitive markets and evolving technology.   

This surcharge would be a fee for all creative works and 

the same amount for all users. The revenue from such fee 

could be collected in a pool and then distributed among the 

copyright owners. This fee would apply to broadband users. 

Eventually, this fee could be applied to other work that is 

being infringed such as movies and computer software.   

On the other hand, at this point it is unclear if the 

usage of the copyrighted work could be accurately tracked. 

If revisions to the current copyright law are made, they 

should be assessed to the consequences of the markets for 

creative works without benefiting businesses over the 

consumers, or visa versa. Copyright laws are viewed as a 

way to protect the creative resources and must be careful 

not to restrict or violate the creator’s rights. The 

government must be flexible yet innovating to regulate 

digital content to solve copyright infringement.   

E. Apple’s New Strategy 
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Apple, Inc., continuing their momentum of industry 

leadership, is discussing a new strategy involving 

unlimited downloads.  This model would allow consumers to 

access all of the six million songs in the iTunes store, 

free of charge. The consumers would only pay an upfront fee 

to Apple with the purchase of an iPod.  This iPod would 

allow an unlimited number of songs for the life of the 

player.  This strategy is just in its beginning stage, as 

all the labels that iTunes services would have to get on 

board with this model and find a way to properly compensate 

all the parties involved (Apple, Inc., 2008). 

The music industry and the government must keep in mind 

that digital content empowers the consumer.  The purchasing 

habits of the consumer have changed dramatically over the 

past few years. Giving the consumer the ability to shop 

twenty-four hours a day can actually provide insights into 

how the consumer mind works and the industry can benefit in 

this new marketing structure. In order to create products 

that will compensate copyright owners, the product must be 

extremely profitable. It is important for the music 

industry to seize the opportunities and provide solutions 

to the consumer. The music industry must take advantage and 

appropriate actions of the new media environment. The 

opportunities are measured against the threats digital 
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music distribution presents; it is indisputable that the 

advantages are, by far, greater.  

Although the future of music now lies in the digital 

world, the physical world is still important to the music 

fans. Therefore, artist and record companies should 

continue to build relationships with their consumers via 

new media, real-life conferences, and live concerts. Once a 

relationship is established, the consumer will download the 

musician’s music, save it on their laptop, transport it on 

their portable digital player, and they will remain a music 

aficionado of that artist. The new media creates the 

opportunity for new strategies that are developed 

specifically to promote the artist in the new digital 

world. Each strategy is developed to work together, by 

promoting the artist within the music industry; it creates 

a buzz that in return drives the distributors to want to 

carry the product that eventually will reach the consumers. 

The musical product will be displayed in spaces visible and 

accessible to target customers.  The retail sales campaign 

is planned to support and enhance promotion efforts.  The 

campaign shows retailers and wholesalers that the product 

can generate momentum. If these strategies become 

successful, the magnitude of the artist’s success and 

achievements would build an enormous album release 
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promotion.  This will in turn lead to bigger sponsors and 

promotions that will incorporate the artist as a brand, and 

the goal is to be able to complement the existing 

strategies for any future campaigns.  
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Conclusion 
 

The music industry has always had a crisis with the 

emergence of new technologies, first printing, then 

recording, then broadcasting, and now the Internet.  The 

Internet presented new opportunities for entrepreneurs, 

artists, and musicians. Artists are in control of their own 

careers for the first time since the role of record labels 

is being questioned by new technologies, which 

significantly reduced the cost of production and 

distribution (Kusek, 2005).  John Kennedy, CEO and Chairman 

of IFPI, states that the record industry is proactively 

looking to distribute music to every consumer possible and 

whichever possible way, just so long as the music is 

properly licensed and paid for (Kennedy, 2005b). In 

addition, the music industry has integrated alternative 

solutions in order to embrace online distribution, increase 

overall profits, and ensure artists are compensated. Some 

of the solutions include online retailers, subscription 

services, satellite radio, concerts, merchandise and tours.   

Digital music distribution now offers major 

opportunities for firms of all sizes, but especially for 
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independent record labels, providing products and services 

to the consumers instantaneously worldwide. When the 

opportunities are measured against the threats digital 

music distribution presents, it is irrefutable that the 

rewards are by far greater.  In this fast changing digital 

market, progressively more pro-active new media approaches 

must be incorporated for the achievement of superior 

results.   

The copyright owners are slowly losing the battle over 

consequent uses of their works with all of the copyright 

infringement that is taking place.  This crisis is leading 

the copyright owners to restrict their efforts in preparing 

creative works because of the reduction in their revenues. 

The major labels are still trying to figure out how to make 

the Internet work.  The independent labels and new unsigned 

artists have already made the Internet work for them. The 

majors scramble with overwrought delivery systems, despite 

the fact that music on the Internet is growing steadily. 

Today, the extent of illegal use of copyrighted works in 

digital format, implies that there is potential for a 

profit to be made even with all the technological advances. 

The most important challenge of the music industry is to 

preserve the sentimental value and appeal of the music 

offered to its consumers. At the same time as embracing new 
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technologies and keeping the connection with the fan. To 

access new market opportunities and distribute more music 

to more consumers, the music industry must continue to 

infiltrate and work with other industries so they can 

promote artists and their music; without insight and 

concern for music fans, the old music business model will 

perish.  

While there are many opportunities with digital music 

distribution, it can be a very confusing and complicated 

medium that presents barriers to the music industry. The 

main threats are the continued changes to the advanced 

technologies, piracy, file sharing, and decrease in product 

sales. Of course it has always been the case that 

government must catch up its laws to the new technology, 

therefore the role in government policies such as Internet 

restrictions and freedom of speech will be changing as the 

technology develops. The illegal file sharing has been 

minimized after Napster and with digital music subscription 

services, but it still exists. These challenges seem 

discouraging on the surface, but throughout history when 

new technology becomes the new way of life, the struggles 

have been successful against the disadvantages. This time 

that we live in is really a milestone for the music 

industry, because it serves as a wake-up call to any 
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industry, that technology is constantly changing and it can 

create opportunities for many, including the consumer. It 

is clear that the government needs to aid to deliberate the 

current copyright issues. The legal doctrines and 

technology innovations will always challenge each other and 

every outcome can directly affect the future of the music 

industry. The future of the music industry is directly 

related to computer technology and the Internet. The 

constant innovations provide opportunities to expand 

markets, deliver products more rapidly, hence increasing 

sales.  Therefore, more profits for all the parties 

involved in the process. While making the consumption of 

music a more satisfying experience for the consumer and the 

industry alike. 
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Figure 1 Record Label Traditional Model Flowchart 
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Figure 2 CD Sales Growth: 2002-2006 
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Figure 3 Existing CD Pricing Model 2005 
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Figure 4 Worldwide Internet Usage 

 
 
 
 

 
Data Source: comScore 2007 and 2008 (numbers in millions) 
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Figure 5 Mobile Phone Usage 

 
 
 
 
 

 
Data Source M: Metrics Survey January 2008 

 
 
 
 
 
 
 
 
 
 
 



 79

 
 
 
 
 

Figure 6 Attributes of the Internet 
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Data Source: IFPI 2006 
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Figure 7 US Digital Music Market 

 

 
Data Source: IFPI 2006 
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Figure 8 Channel Music was Purchased From 2004-2006 

 
 

 

Data Source: RIAA 
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Figure 9 Digital and Physical Music Sales 

 

Data Source: IFPI 2006 
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Table 1 Distribution of Price Paid Among Downloaders 

 
October 1 - 29, 2007 Radiohead “In Rainbows” 

Dollars Paid Share of 
Downloaders 

Share of 
Dollars 

$0.00 62% 0% 
$0.01 - $4.00  17% 8% 
$4.01 - $8.00  6% 12% 
$8.01 -12.00  12% 52% 
$12.01 - $20.00  4% 27% 
Data Source: comScore, Inc. 

Table 2 Percentage of Online Album Downloads Worldwide 

October 1 - 29, 2007 Radiohead “In Rainbows” 

 

Percentage Worldwide U.S. Non- U.S.

Percent Who Paid for 
Download 

38% 40% 36% 

Percent Who Downloaded for 
Free 

62% 60% 40% 

Data Source: comScore, Inc. 

Table 3 Price of Online Album Downloads Worldwide 

October 1 - 29, 2007 Radiohead “In Rainbows” 

Price Worldwide U.S. Non- U.S.

Average Dollars Spent per 
Paid Download 

$6.00 $8.05 $4.64 

Average Dollars Spent per 
All Downloads 

$2.26 $3.23 $1.68 

Data Source: comScore, Inc. 
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