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 1  Overview

 1.1  Intention

The intention of this submission is to provide background information on the decline of the recorded music industry, the ramifications of this decline, and propose a new Music Industry Business Model.  If adopted, this model allows the record industry to return to it's former size and growth rate.  If ignored, the fundamental assumptions behind this business model will continue to erode the recorded music industry revenue model.

Touching on various legal issues, the author does not have a legal background and is here proposing a new business model.  Properly executed, this business model can apply to any digital media experience including Movie (video), Music and spoken word (audio), Literature (text), and Games (interactive media). The Recorded Music Industry is typically the first industry affected by new technologies.  This is the first opportunity for the Music Industry to lead the other mediums into a new business era. 

 1.2  Revenue in Decline

The recorded music industry is experiencing rapid revenue decline.  From 1999 to 2008, the industry fell 25% from $38.6 B to $27.5 B, a full $11.1 B in decline.  This has led to consolidation, lay offs, and the stifling of new music development.  The music industry is consolidating into a few major labels able to focus only on a few outstanding artists.  It is also fragmenting into tiny niche markets allowing artists to make money only on live events and hard good sales such as T-shirts and bumper stickers.

 1.3  Consumption Growth

While at the same time, consumers are experiencing a wide variety of ways to enjoy more music than ever before.  Digital music is available on every device anywhere.  As I write, I am listening to music  from a broadcast streaming server on the Internet, through my router, to my iTunes player, back to my router, to my stereo through my speakers.  When I leave my home, I will carry with me digital music on my iPhone that I will play on my car stereo.  Music will not leave my daily experience. Music is specifically chosen by me for each of my locations and devices.  I did not spend any money on that recorded music.  

Consumers are experiencing more music than ever before.  Arriving at a friend's social networking site provides the viewer with access to recorded music to entertain guests upon arrival.  CD players have been traded for digital music players, few of which have any effective digital rights management remaining.  Mobile phones now have music storage and playback built in as a standard feature on all devices.  Music consumption is on the rise.

 1.4  Disruptive Technologies

All of this disruption can be blamed on the common use of the Internet and the Web as a digital media dissemination platform.  Designed to withstand a global nuclear war, the Internet has no center, no control, and will always provide a way for people to share information between two computers.  Peer to peer file sharing networks allow two unknown individuals to share any digital asset they hold.  

Recorded media changed from non-duplicatable Records to easily duplicated Compact Discs (CD).  The digital assets contained on a CD are the highest quality digital representation a Record Label can create on the media.  Conversion software used to take digital assets from a CD and make those assets useful on alternative digital media devices is freely available and easy for the common consumer to experience.

This combination of easy conversion and distribution of music assets has created the perfect storm for destroying a business model predicated on the concept of controlling the media and its distribution.  Electrons (digital media) travel faster and cheaper than Atoms (physical media).  The change in the distribution from Atoms to Electrons has eliminated the need for an Atom based business model.     

 1.5  Recorded Music Results

More music is distributed between individuals on the Internet per day than have ever been sold on the largest digital music distribution site in the world, Apple's iTunes.  Consumers experience more music today than they have ever had the opportunity to experience ever in the history of recorded music.  The record industry is in decline and runs the risk of going out of business.  Clinging to out dated Atom based Distribution business models is the only way to guarantee the end of the recorded music industry.

 1.6  Goals

The goal of this model is to restore the business trajectory of the music industry prior to the perfect storm that reduced the industry to its current size.  Following the industry growth curve from 2000 levels, following an annual growth rate of XX%, the short term goal is to get the industry back up to the level it should be at today, and go no further.  As the various income levels grow, allow the industry to choose which revenue streams it wants to rely on.  This model must take into consideration the realties of the available technologies and growth around the world.  The business model does not pre-suppose any change in the current circumstances of the industry.  The ultimate goal is to leave the industry with a new long term sustainable business model that changes the concept of experiencing music. 

 2  Distribution Business Model

The music industry sells compositions, recordings, and performances of music.  The industry collects their revenue at the point of purchase in a media outlet or on line as an electronic transaction of digitally distributed and experienced music.  The retailer receives approximately 20% of the total cost of the media, and the rest is distributed to the Record Label to share revenues with the Artist.

 2.1  Anatomy of a Record Sale

Retailer – 20%

Record Label – 70%

CD Cost - $.05

Performance fees - XX%

Artist – 10%

 2.2  Use of proceeds

From the revenue breakdown of the distribution model noted above, the proceeds are spent in the following way.  

The retailer keeps their store operational, pays for the real estate, pays their employees, stocks various artist media on the shelves, and pays the utility bills.  The retailer market place for distributed media distribution went from $XX Billion in 2000 to $YY Billion in 2010 (est).  This steady decline has meant a significant reduction in accessibility of media as well as a shift in how consumers find their new music.  

 2.3  Revenue per capita

Historically, consumers spent on average $13 per month per consumer in North America on distributed media.  This includes CDs, Cassettes, LPs and other physical media used to distribute music to a consumer.  

 3  Consumption business model

 3.1  Consumption Growth

The only thing growing in the recorded music industry is the consumption of music.  People are consuming music everywhere.  Music is available on web sites, on phones, in bars, restaurants, events, cars, and homes.  Music is almost always on on in the background of our lives.  The Consumption of music is on the rise.

 3.2  New Model

Instead of enforcing the distribution based model, the music industry can  measure consumption of music and pay artists according to how much their art was consumed.  Artists who are listened to more   can receive revenues based on the total consumption of their media.  Instead of a one time transaction for a physical media distributed to a consumer, ongoing revenues can be received for continuous value provided to the consumer through ongoing music consumption.   Artists who are listened to more get paid more.  Artists who are listened to less are subsequently paid less.  Value is provided to the artist and their label based on the actual consumption practices of the consumer.

Measurement occurs at the point of playback through the digital media player itself.  Each digital media playback application can be registered to a user, who pays a retailer for their Consumer Music account.  This account provides a means for aggregating the consumers consumption practices over a period of time.  For the purposes of this document, the period of time is one month.  

Music enthusiasts who choose to not pay for access, must purchase tracks in the traditional distribution manner.  They will either purchase digital downloads, or purchase physical media, or continue unlawfully transferring assets among themselves.

 3.3  Revenue

Revenues will be gathered in various ways to fill the shortfall of revenues currently experienced.  The goal of this model is to return the industry to its former size and growth rate.  Certain revenue streams will be eliminated once that goal has been met, allowing the remaining revenue streams to more closely represent the intention of the model to accurately represent the direct correlation between artist value and artist revenue.  Some concepts will only work in specific countries depending on their economic evolutionary state and their sensitivity to specific tolls and regulations.

 3.3.1  Music Tax

Levy a per month tax on the consumer for to consume music.  This tax will be collected by anyone providing Internet access, including mobile data carriers and Internet Service Providers (ISPs).  This tax should be light, but sufficient to generate a significant revenues.  The Music tax will be paid into the general music fund for those consumers who do not have a Consumer Subscription.   

In 2009, there are approximately 927 Million people in the Americas, and 344 Million in North America.  With an Internet penetration rate of 77%, that yields 266 Million Internet Subscribers.  At $.50 per month per consumer, that yields $133 Million per month, or $1.596 Billion per year.  While slightly more than 10% of the decline we are trying to fill in, this small tax goes a long way toward starting the process for returning the recorded music industry to it's previous trajectory.  

The goal of the Consumption business model is to eliminate the need for the Music Tax as taxes are a burden on business, slow innovation, and make services artificially expensive for consumers.  Taxes do not represent artist value or quality growth, and do not solve the overall issue.  They do, however, provide a convenient and appropriate toll location for revenues.  Both ISPs and Mobile Carriers will be provided the opportunity to sell Consumer Media accounts.

 3.3.2  Subscription

Consumers will be provided a means to pay a monthly subscription to a retail aggregator.  Retail aggregators will allow a consumer access to music assets, provide lookup and download assets.  The subscription service exists in the digital music market today.  The primary difference between the Consumer Music subscription is that the consumer can receive media assets from anywhere and still have them counted in their subscription.  The current model has the subscription retailer providing all assets to the consumer.  Only assets that were delivered by the retailer are counted in the consumer's experiential consumption.

A $5-$10 per month subscription service should allow a user access to their music account from anywhere in the world.  

Using the North America example, at 10% penetration of the 344 Million people, a $10 per month subscription yields $344 Million per month, or $4.1 Billion per year.

 3.3.3  Media Distributors

Sites that generate revenue from music assets will have an implied expense in the absence of a signed music contract must pay into the General Fund an assumed percentage of their gross revenues.  For the purpose of this business model, the assumption is 20%.  The Music Industry either owns 20% of the company, or receives cash payments of the gross revenues of 20%.  

 3.3.4  Traditional Distribution Model

The Consumption Model is not predicated on removing the existing Distribution model.  Distribution will be available for people who do not have a subscription, or who require physical media for their music experience.  The Consumption model will eventually replace the Distribution model as all of the systems are put into place, and the cost of distribution goes down.

All artist media

The Consumption model works for more than just the music.  It works for videos, images, and lyrics of the music.  It allows for all digital media to be part of the artist mix.  

 4  Implementation 

 4.1  Enforcement

Music tolls can be collected by the retail channel, by the media player (iTunes) 

 4.2  Measurement

 4.3  Expected Revenue 

 4.4  Technical Implementation

 5  Post Consumption Implementation

 5.1  New Music Business Models

Music as Advertising – allow a well known artist to be paid by lesser known artists to include them in the broadcast stream along with the lead artist.  

Hosting and distribution of media assets – Allow labels to host and manage the distribution of their assets to ensure quality and accuracy of meta data (information about the recordings).

 5.2  Ethical Considerations

When the Consumption model takes off, the recorded music industry has the potential to become larger than the original trajectory of the music industry prior to the growth in digital distribution.  Caution must be employed when building a model of this size to prevent legally created mechanisms for generating capital for an industry to take off.  It is the recommendation of the author to track the pre-Internet growth rate for the recorded music industry, and allow revenues to return to the previous growth curve.  Once attained, it is incumbent upon the Music Industry watch guards to reduce the cost of subscriptions to allow more people to experience music at a lower rate.  

 5.3  New Role for Music Labels

Music Labels become the source for discovering, developing, and promoting music artists just like they were before the change.  The primary differnce is that they will be more interested in creating brands out of their artists than in ensuring that everybody runs out and purchases a scarcity based single item.

 5.4  Sacristy

Supply and demand determine price.  With low demand and more the supply, the lower the price.  With high demand, and low supply, increases the price.  This model is based on the principle of scarcity.  There are a limited number of items that can be manufactured, forcing the supply and demand curve into existence.  The Record Distribution business model is based on the fundamental principles of scarcity. Producing a limited number of physical CDs, LPs, or Tapes, they control the availability of a consumer to experience their product, the music.  Charging a premium for top performing artists, they control the price of that asset in the open market.  

 5.5  Abundance

Unlimited access to any media from any artist anywhere at any time.
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