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Introduction

The following paper presents a snapshot of thealigiusic market, through the analysis of a
sample of digital music services available on thebwThe aim is to provide general

suggestions for an improvement of the legal supplgligital music on the web by acting on

the legal offer itself, understanding its drawbaaks its point of strength, in order to make it
more appealing to music users.

The digital evolution has strengthened a tensiotwéen intellectual property and
accessibility of content: content providers, batlividual and corporate, are rightholders
who have started to argue against piracy, whighenast decade has been deemed to threaten
protection of content and industry incomes.

Considering this tension, the question that needsetformulated to address the problem is
the following: how is it possible to both satisfiget need for using creative content by
consumers and the need for legal protection oferdft

Literature regarding piracy lacks of shared framdwand consistent gathering of data about
the impacts of piracy on revenues of creative itriks, since “such activities tend to take
place outside of the formal econoriy(IPCG, 2010); however music industry statements
report that free file sharing of content on piraggworks has been deemed to cause radical
changes in the music business and a general detlprefits’.

The worrying aspect of the music industry in patac is that illicit behaviours are quite
largely diffused among consumérsand this is considered to be widely influencitg t
industry revenués

Even though in 2010 industry pressures lead tockb&ure of some pirate services, such as
Pandora and Limewire rightholders still fear that illicit consumptio®mains the biggest
threat for the future of the digital music mafket

Besides blocking the most diffused illegal servitesthe fruition of copyright content —
measure whose efficiency is doubtful — this stuaygests how music industry should react to
piracy emphasizing the strengths of the legal m&rketparticular, this research is aimed at

1 A. BALESTRINO, It Is a Theft But Not a Crimén 24 European Journal of Political Econon8008/2, pp. 455-
469; S.DEJEAN, What can we learn from empirical studies about pyfa CESifo Economic Studies, 2009/2, at
236.

2 IPCG, IP Crime Group Annual Report, 2010, at 5.

% IFPI, The recording industry piracy report 200Brotecting creativity in music2006, available at
www.ifpi.org/content/library/piracy-report2006.pdf

4 C. HiLL, Digital piracy: Causes, consequences, and strategisponses24 Asia Pacific Journal of
Management2007/1, 9, p. 2 and BALESTRINO, supra note 1, at 455.

® IFPI, Digital Music Report 2011 Music at the touch of a button 2011,
http://www.ifpi.org/content/library/DMR2011.pdf.rdm the report it is possible to discover that peecentage
of illegal consumption varies from country to cayntbut for example in Spain, which is one of tloiatries
detaining the highest piracy rates, unlicensedices\are accessed by 44% of active internet users.

® C.HILL, supra note 4, at 2.

" With “piracy” it is meant illegal file sharing opeer to peer computer networks with consequeritilli
download of copyrighted content.

8 R.K. SHNA, N. MANDEL, Preventing digital music piracy: the carrot or tiséick?,in Journal of Marketing
American Marketing Association, 2008/72, 1, pp.5l-1
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suggesting which aspects of the digital music legfédr should be improved in order to
decrease the need of using pirate services.

Currently about 400licensed digital music services (which means digitusic stores, music
on demand services and also live streaming weiogpdre available on the legal market
(IFPI, 2011). This study will analyze a datasei®® digital music on demand services to get
a concrete idea of the current legal scenario anthtlerline some criticalities that should be
improved. After analysing the service offered, tl@search will discover the main causalities
related to such critical points, in order to suggesssible solutions to cover the “gap”
between consumers expectancies and the legal dties.way, with an improvement of the
offer and emphasizing the security and reliabiispects of legal consumption, more music
consumers should be shifted from the illicit marketthe legal one, with a consequent
consistent reduction of piracy.

1. The context

1.1 The digital music industry today*°

A report made by the International Federation efBhonographic Industry (IFPI) in January
2011 reported that, while the global music marlestenues have been decreasing of about
31% during last years, in 2010 the digital musiakaareached 4,6 billion US Dollars of
value. In 2010 more than a quarter (29%) of thal tagvenues of music industry has come
from digital channefs. The current leader of the markeiTsines with about 70% of market
share in the US, which is popular also for @slé-cart€’ download service: it facilitates the
purchasing process requiring to provide the creditt number only the first time the user
makes a purchase.

To improve the current situation and decrease tauat of illegal services, music industry is
currently focused on the following main matters,ichhare aimed at the creation of an
effective alternative to pirac§

= knowing all the music consumers (both legal arejdl ones) and their needs

= make music available everywhere, accessible frorarakédevices and from different
places

= diversification of music business models

= keeping intellectual property safe

° IFPI, supra note 5, at 11.

% 1n order to furnish a proper picture of the cutrerusic industry landscape, several literature ceaihave
been consulted for this research, but, among aherh, the official industry reports have resuitede the ones
providing more detailed and accurate figures. Asmsequence, most of the data presented will béngpfrom
IFPI International Federation of Phonographic IndusAdditional information has been collected franL.
VOGEL, Entertainment industry economics: a guide for ficiahanalysis Cambridge University Press, Eighth
edition, 2011 and DS. PAssMAN, All You Need to Know About the Music IndusRpsetta Books LLC, New
York, 2010.

M |FPI, supra note 5, at 5.

1d., at 10.
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In addition to this, it is necessary to underline trucial problems emerging from the current
music market situation, which are commonly recoedii>:

= alow level of awareness of legal services amomg@mers, caused probably by a not
enough developed marketing action;

= a general delay in the European digital music seeftected by a strong difficulty in
managing publishing rights worldwide, together witie need of improving the
licensing methods still not standardized for theesal territories, which still create
numerous problems to collecting societies’ activity

= consumers’ reluctance to pay online, which is gtigh in some countries and is
influenced by the low level of usability of the giees.

= especially in Europe, piracy more diffused and ted, with approximately 29,8
million file sharing users.

More than this, at the basis of this evolution ¢hisreducation of consumers: we are facing an
historical moment of disregard towards copyrightl @ontent property (Balestrino, 2008)
and the focus for a change should start from utaledsng the music demand.

1.2Music demand, legal and illegal music consumptiora literature review
1.2.1 Why do people prefer to consume music on illegitinta services?

The 70% of total music consumption in Great Britd&trance, Germany and US in 2010 has
been through digital channels, but only 35% ofrtheial music revenues come from digital
incomé®: evidently there is still a huge final demand afsic not completely exploited.

Why do people prefer to consume music on illegiterservices?

The main reason recognized as the crucial levelotenload illegaly is that consumers are
attracted by thegratuity of the service’$ (Bahanovich, Collopy, 2009).

An ISPI survey reports that legal downloading istjat an early stage in Europe, since only
4% of internet users use legal music stores relgulanly in the UK and in Germany regular
legal buyers exceed peer to peer users of 1¥he ISPI Survey states also that 50% of P2P
users would never pay to download music; only a 2&%6Id"®.

The mainreasons for file sharingare recognized in the following list:
= Cost: it's fred®
= To find music not commercially available (i.e. yet released’

31d., at 11; SGoRDON, The future of the music business: how to succettdtiw new digital technologies. (A
guide for artists and entrepreneur§an Francisco, CA, Backbeat Books, 2005.

4 A. BALESTRINO, supra note 1, at 460.

> |FPI, Digital Music Report 2010 Music how, when, where vyou want, it2010,
http://www.ifpi.org/content/library/DMR2010.pdf., A8.

% |FPI, supra note 5, at 5 ; BAHANOVICH, D. COLLOPY, Music experience and behaviour in young people,
University of Hertfordshire, 2009.

|FPI, supra not8, at 11.

8|FPI, supra not8, at 11.

9 C.HILL, supra notd, at 17.
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= To experiment and “try before, then bay”

= Very weak fear of legal penaltfés

= Easy to be used and immediate sefjice

= People do not share the idea that online piraeydmgful and immoraf*

= Equity reasons: the perceived value relative togois considered uneqéal

However, a survey conducted by the University ofttdedshire in 2009 reports th&5% of
young (14-24 years old) P2P downloaders “wouldrierested in paying for an unlimited,
all-you-can-eat MP3 download servié&Bahanovich, Collopy, 2009); 57% of these said
such a service would stop them using unlicensedsePRces”’ lllegal downloaders seem to
be aware that such activities are not legitirffateut they still keep on doing what technology
allows them to d©. 56% of the interviewed agree that technology rfesturers should pay
a fee to compensate artists for their work. There ihuge enthusiasm for the streaming
services, but 78% of respondents said they woulghap for such servicés

University of Heltfordshire’s research showed dlse key drivers leading a music consumer
not to use illegal services.

This study (Bahanovich, Collopy, 2009) identifiesitt the mairreasons for_notfile-sharing

in the following list:

= Equity: the artists/songwriters are not paid (27%)
= Legality: fear of penal consequences (2%%)
= Security: worries about viruses and spywares (34%)

What is clear is that there’s a huge need of impl#ing the awareness of legal value of
copyright of content and of penalties for eluding Moreover, the focus to improve the
current legal offer should be on music listenerséasand on_music file sharers’ hahiis
order to create an appropriate offer and, consdtyeinive them to legitimate services.
Actually, the Hertfordshire University’ s surveyveals also that only 15% of music
consumers would still continue using illicit sem®, when an unlimited paid-for download

20D, BAHANOVICH, D. COLLOPY, supra notd 6, at 17.

21 “40% said their main reason for filesharing isseve money or because it's free. 23% said thegali get
hold of music they could not buy (for instance,-prkeases, DJ mixes) and 22% to experiment anbdfgre-

they-buy.” From DBAHANOVICH, D. COLLOPY, supra notd 6, at 17. This concept is closely related to et f
that music is an experience good, as illustrated. HILL, supra notd, at 10.

22 A, BALESTRINO, supra notd,, at 455; D. BHANOVICH, D. COLLOPY, supra notd6, at 17; CHILL, supra note
4, at 5.

%3 D. BAHANOVICH, D. COLLOPY, supra notd6, at 18 and GHILL, supra notd, at 6.

24 A. BALESTRINO, supra notd, at 455 and GHILL, supra notd, at 5.

% C. HILL, supra notet, at 5; P.BRINDLEY, T. WALKER, Digital Music attitudes and behavior reppithe

leading Question, UK, 2009.

%6 D, BAHANOVICH, D. COLLOPY, supra notd6, at 18.

"1d., at 19.

81d., at 23.

#1d., at 17.

¥1d., at 17.

d., at 17.

32 C.HILL, supra notd, at 3; D. BHANOVICH, D. COLLOPY, supra notd6,at 17.

%3 D. BAHANOVICH, D. COLLOPY, supra note 16, at 17.
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service would be provided to them; this underlih@sv an appropriate legal offer might
decrease piracy

1.2.2 What do music consumers need and expect fraardigital music service?

In the attempt to answer this question, the litematreview allows to make the following
considerations about this issue.

a) “Consumer becomes the king”. personalization of the service, playlists,
embedding tools, shared content and recommendations
The digital era has increased music consumptiaquantitative terms, especially because

consumers can access music from several devicessidy between subscription models
or a la carte offers, downloading or streaming isesy free or paid products. Moreover,
users have become producers of content, sincedieypload music and self-publish
their works: the entry-barriers to the industry éaefinitely fallen down.

In such a context, “consumer becomes the Rh¢’evy, 2006), meaning that digital
users are able to discover music, buy and promdtedugh social networks and other
internet tools: music consumers have now becomeethlemarketers and distributors of
music content, thus causing some of the most caladet figures of the industry to result
unnecessary in the value chain.

The importance gained by music users is exemplifigdhe diffusion of taylor-made
services on the net, thanks to the increasing poesef instruments for personalising a
music service, such as playlists, recommendatiows emnbedding toof& In Berkman
Center’s opinion, one fourth of frequent online musnsumers gives much importance
to the ability of sharing music with others at tm@ment of selecting an online music
servicé’ (McGuire et al., 2005). The recommendations predidn the websites seem to
be fundamental for another one-tenth of online mymirchasers when they have to
decide among several music items to buy. The raBvagiven to favourite tastes,
recommendations and sharing tools finds its ewdealso in the fact that the new
developed technologies are often based on a sérefory of tastes®. This way the
consumer-generated recommendation tools are asguan always wider importance in
music services.

Moreover, users are about to face a scenario deased by transactions driven by
C2C* taste-sharing applications, such as ranking taadsplaylist of favourite conterifs

¥1d., at 19.

% A. LEVY, Chairman and CEO of EMI Music on LBS London Me&iammit, October 2006, published on
www.ifpi.org/content/section_views/view024.html.

% Embedding tools are defined in this case as thtetiments and systems to share content on sociabries or
other websites (e.g. embedding codes, widget9; &tchis text they will also be nhamed as “shariagls”.

3" M. MCGUIRE, D. SLATER, Consumer Taste Sharing Is Driving the Online Miirsiness and Democratizing
Culture, the Berkman Center for Internet and SgcatHarvard Law SchooRublication Date: 13 December
2005, p. 5.

% Discovering new music on music websites and bergisther recommendations powered by the previous
listenings of the user.

39 Consumer to consumer, from MCGUIRE, D. SLATER, supra not&7, at 5.

4O M. MCGUIRE, D. SLATER, supra not&7, at 5.
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Considering this, sharing options and personabtimaibf the service (which includes
playlists and recommendations) appear to be twddmental features to be needed by an
online music provider.

b) A new value to music and new consumption behaviours
Several research studies show how consumption kmairavof music listeners have

changed with the digital innovation: almost 70%dM®3 owners all over the world listen
to music more often since they have their mp3 pfdypeople are more keen than ever on
music and they consider it as a crucial part inrtdaily life. Another important data is
that 43% of young adults tend to delete tracks wthes become bored with thémthere

is the tendency not to build up big collectionsnofisic catalogues in personal music
deviceéd®. This fact is completely new if compared with sodezades ago, when nobody
could think about “throwing away” physical albunisis is the reason why some studies
report that people don’t really need to own musignaoré”: this might represent a reason
for streaming and clouding services to be gainmgsich success.

Paradoxically, nowadays there is a much greater off music and consumers can access
a much bigger catalogue, but, surprisingly, fewgtedend to know who sings a specific
song, the title and other information that, diffetg, for the purchasing of a physical
album were fundamental. Music consumers seem tondye less involved in the
relationship with the song and the arfsThis might be a reason behind the devaluation
of music value and concept for some consumers, hwhakes them recur to illegal
services with no sense of guilty

C) Interogerability of content
A survey?® conducted by thBerkman Center for Internet and Sociatgported that there

is a quite regular consumption of music and thatithportance of usindifferent devices
should not be underestimated. Similarly, a survewndacted by the University of
Hertfordshire states that 87% gbung (14-24 years old) P2P downloaders consider
transferability of content very importdht

Actually, it is possible to say that one of the ldrvers of a digital music service is the
portability and transferabilitypf music files to portable players: 4%%of file sharers
transfer music on portable devices. lllegal dowding provides almost all compatible
formats, while legal services have often severatrigtions on file formats or on the

“MT. SCHINABECK, Music consumer behaviour on the way to the agecoéss in Digital Wave Riding 2007,
available at http://digitalwaveriding.wordpress.¢g607/12/02/music-consumer-behavior-on-the-wayhts-t
age-of-access/, Last Accessed on Novembr200.0.

*1d., at 1.

“3D. BAHANOVICH, D. COLLOPY, supra note 16, at 9.

“4T. SCHINABECK, supra note 41, at 1.

“Id., at 1.

46 M. MCGUIRE, D. SLATER, supra note 37, at 7.

7 D.BAHANOVICH, D. COLLOPY, supra note 16, at 12.

“ IFPI, New IFPI Research into consumer behaviouFPIl Report, 2006, available at
http://www.ifpi.org/content/section_resources/didsinusic-reportc.html: [IFPI's survey was conductbg
Jupiter/IPSOS from a sample of 3,929 randomly sete@dult internet users in five European countries
Germany, UK, Spain, France, and Sweden. The swwegisted of face-to-face interviews in Novembed30
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number of downloads or on the number of devicesaonsfer music to. This is another
reason that increases reluctance of several masgumers to use legal services.

Concluding, in order to answer to the question “Wi@ music consumers expect from a
digital music service?” it is possible to summatizeir needs in the following list:

= Accessibility to content everywhere and at anytime

» Playing music in as many devices as possible

= Sharing content with others

= Making playlists

» Recommendations and advice to direct their choices
» Filters for quality and authenticity

= User-friendly services

= Security and privacy

= Customization and personalization

= Accessibility to wide and complete catalogues

Graph 1: Music consumers’ needs

MUSIC CONSUMERS ASK FOR:

GRATUITY
WIDE
CATALOGUE
SHARING
TOOLS & CUSTOMIZATION

RECOMMENDATIONS

INTEROPERABILITY
OF CONTENT

Source: personal elaboration from literature reviédill, 2007; Bahanovich et al., 2009; BalestrirQ08;
McGuire et al, 2005)

It's clear that music industry needs to know itesiamer to provide him appropriate services,
personalized content and easy to be used interfibese needs must be considered together
with the reasons behind file sharing, in order twveillegitimate users to use legal services.

As gratuity seems to be fundamental in the decismaking process of downloading, free
services (with or without AD) could be the bestusioin to such kind of usergnother

important issue is the file format, which should toensferable and compatible with the
majority of music players; the wideness of the ke repertoire should be taken into
consideration too, in order not to make users gockeng for rarities on illegitimate services.
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Moreover, as the Berkman Center’s resefrshggests, there’s the need of investigating the
dynamics of playlists and recommendations in otdeuse them to direct and influence
marketing strategies and promotion for music, scmesumers seem to be very interested in
sharing options and playlists

In order to improve the process of music sharingragnconsumers, the process of licensing
rights should become faster and easier, to alloersuso publish copyrighted songs on
playlists and generate additional revenueRights holders (including publishers and
performance rights organizations) should look teate licensing schemes, such as blanket
podcasting licenses, which provide the flexible akeontent by consumef3(McGuire et
al., 2005). Moreover,Music labels and rights holders will have to enstirat their contracts
with online retailers are designed to allow for rmarm flexibility in the consumer sampling
of content’®® (McGuire et al., 2005). And thusBY allowing more flexibility in licensing
terms to allow full-song sampling for songs, inahgdin published playlists, .., online stores
will be able to drive additional sales by takingvadtage of consumers’ interest in taste-
sharing tools’>® (McGuire et al., 2005). Actually, sharing toolsvhaproved to increase
loyalty of a music consumer, who is more likely gobscribe or pay for downloaditig
(McGuire et al., 2005) and who starts consuming a&l repertoire music, generating
additional revenue streams for the content prosidefAnderson, 2004). A fundamental
matter is the presence of third party links on ¢hesebsites: the music sharing with no
monetary implications could guarantee some benkiitaghts’ holders if a link to third party
websites is inserted beside the playlists and egpdins: playlists on a music website should
drive the user to other C2C taste-sharing websithgs would increase incremental traffic
and generate remuneration on the long run.

The increase in the accessibility of content hassed an increment in music diffusion:
consumers may need a driver line to define thairces, to direct their awareness of content.
This is the reason why recommendations and playtistome fundamental in the new online
music market to improve the consumption experience.

Moreover, on social networks people have the pdggito send links to full version songs
and stream them online. It's fundamental to underhow these sharing tools and these
forms of connectivity among users are an imporismirce to gather information about
consumption.

From the analyzed literature review, piracy seem$d much established on consumers’
habits and morevoersbcial condemnation of digital piracy is not strondelt..... It is
therefore clear that an anti-piracy social norm has collective valug®® (Balestrino, 2007).
Therefore, this study is aimed at following theadéat it is necessary for the digital legal
sector to continue operating against piracy, astongegulations, sanctions and blocks, but it
is also much important to shape legal servicesasumers’ needs and render therare

49 M. MCGUIRE, D. SLATER, supra note 37, at 5.

% See Figure 2 and Figure 3 in MCGUIRE, D. SLATER, supra note 37, at 7-8.

*Hd., at 12.

*21d., at 12.

*1d., at 12.

*|d., at 8.

%5 C.ANDERSON "The Long Tail, Wired (Oct. 2004), at http://www.wired.com/wired/arcei¥2.10/tail.html
*°A. BALESTRINO, supra note 1, at 457.
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appealing “learning” from piracy how consumers wish to usesic and, this way, providing
very competitive services able to combat the tllicies®’ (Hill, 2007).

2. The research

In order to understand which are the main drawbackisstrengths of the current legal digital
music services supply, an empirical analysis ontalignusic online distribution has been
conducted.

120 Legal websité& providing digital music products have been analyfsem June 2010 to
June 2011, classifying them on the basis of thesiress models, legal frameworks and other
relevant features.

These digital products are associated togethemsecavhen they are original and novel, they
all fall under copyright law protection and thexpéoitation is about making third parties
access and use a content owned by a rights’ hettdeugh a licence. Rights’ holders are
entitled to license such content to third partiesl shey are entitled also to prevent third
parties to use and access that content.

2.1 Method of selectior’

a) Data selection criteria
In the following studyonly the music services providing digitadusic on demand content

have been taken into consideration; in particutdme music stores, free music distribution
legal websites, Creative Commons or open sourc@eomhusic websites (commercial and
non commercial) and digital music hosting serviges content uploaded).

Websites providingonly live streaming contents (such as webradios) haen lexcluded
from the following analysis. Similarly, websitesllgg only physical products, or content
without the authorization of rights’ owner are nmart of the project. Finally, websites
providing only links to other websites or othervéegs whose main activity is not about
download or streaming of music are excluded.

b) Data collection method
The dataset has been created in the attempt afseptiing the current digital music market in

the best possible way. In order to do this, twormaiteria have been used to select and
collect the websites_: populariand_legality

In order to find the most popular websites usedligjtal media consumersternet search
engines (in particular Wikipedia and Google search Google Ad Planner and Industry
Reports have been the main reference (if?1 Digital Music Repor}

*'C.HILL, supra note 4, at 3.

*8 This digital services’ analysis is part of a breadtudy, the FP 7 Counter Counterfeiting & Pir&ssearch
2010, which is a European research project aboatgul and counterfeited digital leisure goods (faEimusic,
videos and videogames), conducted by Bocconi Usityein collaboration with other international uargities.

% To describe the data selection, the data collectitd the analysis the reference is made to Boddwoiviersity
Counter deliverable D12: M.IMONTAGNANI, M. BORGHI, Models for managing intellectual property rights on
the Internet: Online Distribution of Digital Medi@ontent Counter Publications, £30ctober 2009, available at
http://www.counter2010.org/research/publicatiorsifice the data selection method and sources fdéection
are the same.
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Moreover, Industry Reports together wittlustry Associations Members List§® have been
fundamental to verify the legality of an online rreedervice.

Music websites have been collected using threeraifft sources:

- IFPI Digital Music Report 2010 and IFPI Digital MicsRepor 2011;

- Pro Musig the coalition of music record companies and lexsii;

- Alist of case studies available at the Creativen@mn Licence websité

- The list of top websites resulting from Google ADarkher, “search by
audience®®:

Subsequently, the resulting dataset has been funtbéuced and modified in time,
maintaining only the working websites, since mafyhem have been closing or changing
the service or changing their position in the Geaftl Planner charts during the period of
analysis.

It is necessary to remember that some websitesidad| in the analyzed dataset are not
referable to any of the previously listed sour¢bsy have actually been added to the dataset
only because of their services’ peculiarities. yheght be, for example, online music stores
which are focused only on selling one musical gdnee classical, reggae, etc.); otherwise
they can present some very innovating charactesisthich could not be excluded from the
dataset.

2.2 The variables

Since the main purpose of the following study isatmalyse the characteristics of music
websites worldwide, several variables have beentiitkd to classify the features collected.

By contrast with the state of the art usually pnésé by official reports and literature
review?* in this document, the approach adopted here ieatly bottom-up and is aimed at
identifying the common characteristics and theedldhces between music services, both a
from legal and business perspective starting flioenservices themselves.

% The main Industry Association Members List useddmpose the music dataset &reernational Federation
of Phonographic IndustrgndPro-music, the coalition of music record comparzed retailer(available apro-
music.org.

®1 From the Online music stores list available atmusic.org/Content/GetMusicOnline/stores-europe.php

82 wiki.creativecommons.org/Musician

% In Google Ad Planner search, the following setitgive been selected: Geography: all countrieskiRgn
method: best match (results balanced between bigmauall sites); Category: Music streams and dovdsoa

® The reference is to literature based specificallytop-down categorizations of legal business ndei
digital content online distribution made by the Baan Center in its Digital Media Project, in pantar: U.
GASSER D. SLATER, M. SMITH, J. PALFREY, E.LOCKE, M. MCGUIRE, Copyright and Digital Media in a Post-
Napster World Version 2,The Berkman Center for Internet and Society at HaitviLaw Schoohvailable at
cyber.law.harvard.edu/media/wp, 2005; &RDON, supra note 13. Similar top-down approaches haenb
taken by U.GASSER ET AL, ‘iTunes How Copyright, Contract, and Technology hqe Business of Digital
Media . A Case StudyThe Berkman Center for Internet and Society at HatvLaw SchoolJune 14 2005,
available at cyber.law.harvard.edu/media/itunesSIRTER, M. SMITH, D. BAMBAUER, U. GASSER J. PALFREY,
Content and Control: Assessing the Impact of Pdlibipices on Potential Online Business Models inMiusic
and Film IndustriesThe Berkman Center for Internet and Society at Hatvlaw Schoollanuary 7, 2005,
available at cyber.law.harvard.edu/media/conterd_aontrol.

10
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Nine categories have been identified to colledied#nt relevant features of music websites:
the subsequent step has been verifying the extenhich each of the selected websites met
those features. These nine sets of characteraticesomposed of several variables (which are
each one a feature).

The majority of these variables are qualitativedgarical), since the information collected is
about characteristics of the object analysed: #reyqualitative binary variabf&sor nominal
categorical variables, since the feature examiaatbt numerical (i.e. “country” or “role” of
the website) . Binary data 1 or O represent a navialble for every different modality of
categorical variable observed.

Some other variables are quantitative discreteuraqy variables (used to indicate a specific
number, i.e. the number of copies allowed for CEning).

The sets of variables identified deal with businessdels adopted, legal licensing regime,
level of interoperability related to technologicastrictions adopted by the website and
privacy policies and they can be specifically listes follows:

- Website generalities

- Content & Services

- Distribution methods

- Technical restrictions

- Rights Management

- Uploading regime

- Revenue Model (which includes payment methods)
- Privacy regime

- Social networking

Website generalitiesinclude all the descriptive information to idegtd website, such as its
commercial name, its address and the descriptionhefservice provided. Beside this,
generalities regard also the language of the wab#ie role occupied in the online music
market (found with the use of Google AD Plannerrdeand defined with “major players,
followers, innovators and indie”) and the countryihich the domain is registeréd.

% They are the result of the answer “YES, this websiesents this characteristic” or “NO, this clesggstic is
not featured in this website”, and YES is identiftey the digit “1”, while NO is identified by thagit “0").

% In order to get the information about the domdira avebsite, information gained from Google Ad Plan
(https://google.com/adplanner), Alexa (alexa.comjaficast (quantcast.com) and public databases @sich
Whois) have been used. In order to classify websitoles, Google AD Planner’s Unique visitors ifested
cookies), Unique visitors (users), Page views antdl tvisits statistics have been used and comparkd.
particular, a website has been considered as pléygr if its Unique Visitors are more than 1 Mili in Google
Ad Planner. Both Google Ad Planner’s statistics &helxa’s traffic rankings do not provide informatidor
subdomains (e.g., subdomain.domain.com) or subpaijlei® a domain (e.g., domain.com/subpage. htniteyr
are both only for top level domains (i.e. domaimgoSome of these considerations and informatientaken
from Bocconi University Counter deliverable D12: IMMONTAGNANI, M. BORGHI, Models for managing
intellectual property rights on the Internet: OrgiDistribution of Digital Media ContenCounter Publications,
239 October 2009, available at www.counter2010.omgssithe data selection method and sources forctiole
are the same.
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Content and servicesregard the digital products and services offeredhe website. The
information collected has been divided fbtusic content, Video content, Videogames,
eBooks, Playlists, Mobile applications, RingtorfeisturesandNews”.

By distribution method it is meant the ways in which content is made lat& to users. In
the distribution methods are includethwnload, streaming, live streaming, hosting, patica
mobile, embedding, syndicatith

Technical restrictions include all limitations to the provided servicesich as geographical
limits, technical (Hardware, Software, Operativest8ys, etc.) requirements to use the
service and the restrictions on downloading. Thkisis very important, since it distinguishes
between DRM (Digital rights management) free or DEIMnusic files available through the
music service.

In the Rights Managementset are the variables regarding IPR Managemegt) as the
typical sign “All rights reserved on website” andll rights reserved on content”, or,
differently, the Creative Common License signs, @U or GPL (which stands for General
Public License) indication or other. This way itpessible to verify under which protection
music content is distributed, if modifications aakowed, if the purposes of use will be
commercial or not, for personal use or not. Thisregards specifically the licensing regime,
which provides information about download restans and accessibility to content.
Uploading regimeis referred to how content submitted by usergcenksed and protected by
the website and it regards only some music websitegarticular, the variables introduced
are about the ownership of content’s rights, théuneaof the licence (non exclusive,
irrevocable, ..), the eventual remuneration for ti@oaders, derivative works and the
copyright infringement notice. The consequent adersitions will be about the relationships

" The news variable, in particular, has been consitleo be present on websites only if they preskeatsection
dedicated to generalist news; consequently thodssites providing only music news have been consitias
not presenting this feature. Similarly, picturesendeen considered to be available on a websiteibtilis had
a dedicated section specific for photos and pistuifée general presence of photos on a web pageohdgen
considered in the analysis.

® Download is the possibility to get a permanentycopa music file onto the own hard disk or othewides.
Streaming happens when the websites allows yoigtenlto entire songs on demand, making a tempaapy
of the music file, but with no possibility to doveald it. “Streaming on demand” means that userssearch for
a particular music and choose what to hear. Diffgyewith live music streaming the content is notdemand
and this service is usually very similar to a walio: users can listen to music broadcasted livé an
programmed randomly by the website radio servic#h wo chance to choose which specific song to .hear
Playlists created by users with the possibilitybt® heard are sometimes called “radios” on some iteshs
however they have been considered as part of thamsing service, since they're a music on demandce.
“Hosting” is available in those services allowingeus to upload musical content on the website; cemntsn
chats or other “forum and community conterpestedon the website are excluded from “hosting”. Podésist
the service that allows users to download piecgsr@fiously live streamed content. In the mobilethod are
included all websites giving the possibility to uee service also from a mobile phone. Embeddinthés
possibility to share a webpage link to another vegjep It is usually identified by the presence abde under
the music content, which needs to be copied antegpamn another page. Often, embedding is possilse |
through some social networks icons on the webpagsome banners with the clear written sigghdre.
Syndication is the possibility to get constant updaon that webpage, usually identified by the sylfidon of
“RSS Feddor just “Feed. In the distribution methods, also the presentdinks to other music retailers is
included, such as Amazon, iTunes or others.

12
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between content uploaders and the website hostarglibetween uploaders and other uses of
such contenit.

Revenue Model set includes the sources of income for the musiviges analyzed,;
specifically it defines if an online service is pided through a subscription model, a pay per
download model or an open source model. The oparcsanodels include both free with AD
or free without AD services. The availability ofrtent for free (with or without AD) regards
downloads, streaming and podcasts. In the musiorsesome websites use also a form of
revenue coming from donations made by users tstsrtirhis is the reason why also this
variable has been included in this set. In the magemodel set are included also variables
about payment methods, such as credit card, payyddile phone billing payment and other
prepaid forms.

Theprivacy regime set analyses the privacy policy declared by thiesites, including which
use they will make of personal information collectand if users have to express their consent
for such uses. With this set it is also possiblanalyze if registration to websites is required
in order to access and use services provided gramok, if yes, which personal information
users are asked to deliver.

Finally with thesocial networking set it is verified if the websites provides a liokthe main
social networks or if it just signalizes its presenon therf’. In this set also
recommendations, reviews, forums, communities, byl chats presence is evaluated.

% This set has become much more important, consigi¢hie massive development of “User generated ntinte
platforms (UGC Platforms), especially for video witbs; however these kind of platforms are not wenypmon
for music services.

0|t was not part of the analysis to verify if a \8ib is actually on such social networks, but titerit was only
to evaluate whether they signal it or not.

13
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2.3 Descriptive analysis key findings: Classificatin A

The dataset analyzed shows that the market is aieairmed by a not homogeneous supply,
rather by a portfolio of different businesses.

Graph 2: Music services’ classification by markeler
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Most of digital music services are developedhe US and in the UK, and most of them
are defined as “followers”, since they don't detdilgh traffic rates, but their activity
“follows” the one of the major players, which arether big part of the dataset.

The so called “major players” are those websitassiciered to be the big players on the
market by the Industry Reports and by Google AcRda. In particular, Google Ad Planner
allowed to identify which services are classifiedvary popular using the “Unique visit&s
index: a website has been considered as a big rpifaite Unique Visitors are more than 1
Million.

" “The US is the world leader in digital music salescounting for some 50 per cent of the globaitalignusic
market value. .. The UK saw the biggest increagtigiial sales in the first half of 2008 among tbhp markets,
with sales up by 45 per cent. ..In Germany, ondiimgle track downloads totalled 37.4 million in 30@ 22 per
cent growth on 2007. Digital alboum sales increasgd7 per cent, totalling 4.4 million. (Media CaoltiGfK
International).” - From IFPIDigital Music Report 2009: Key StatistidsPI Report, 2009.

2 The index used to identify the popularity of a wiéd on Google Ad Planner has been the “uniqueovisi
index; the more the “unique visitors” index washjithe more the site was considered to be massissegl and,
consequently, popular. The level used to classibigaplayer (e.g. 1 Million unique visitors) hasemeset up
taking as reference the unique visitors index obéhservices considered to be the most populaabtggrvices
by the industry reports.
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Innovators are websites showing a particularlyindalyservice and indie are those providing
mainly independent content (that means, not supddsy major labels); indie and innovators
have still a small market quote, but many of themehquite high traffic rates however, with a
recent tendency to increase their visibility antivity.

Major players and followers tend to present simileatures, but also major players and
innovators have some common characteristics; famgte, they tend to give notice to
details: multilanguage tools are adopted by ab6&t 8f major players and by about 35% of
innovators. Followers, on the contrary, tend natige these tools (only 12% of followers for
multinational tools and 25% for the Multilanguagption) and indie services are almost
completely unfurnished with these details.

All websites analysed provide a music service,itsitinteresting to see how many of them
do integrate the music offer with videos, pictunadeogames, ringtones and other features.

Graph 3: Music websites’contents and services
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Generally, major players and followers are the opes/ided with the biggest variety of
additional services to music.

The most notable thing is that playlists and vidaps the additional most adopted services,
reflecting the general market tendencies underlimethe second paragraph of this study.
However, these percentages could improve, consgléhnat still 45% of the analysed ones do
not offer playlists and that 49,2% of the datagendt provide videos.

Major players are also the ones offering more $jgeextra services, such as event ticketing
and merchandising while indie services have thadsgproportion of CD shipping services,
together with some big retailers whose core agtisgtbased on physical shipping, such as
Amazon, Walmart MP3, MediagigaatdHmv. In addition to this, the analysis reveales that
classical music digital shops tend to be still amed to physical aloumg$reiser Records
Viennawebsite andDeutsche Grammophare two examples of this tendency.

Generally, the presence of merchandising sectieesms to be related to CD shipping and
event ticketing services and it is also possibleay that the audio preview of downloadable
tracks has become a fundamental feature for aatligitisic service, since about 94% of the
analyzed websites present this feature. The oneseqopped with this feature are usually
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services allowing free downloads, for which, coesitlg the absence of costs for the
download, preview becomes quite unnecessary.

Graph 4: Specific contents and services for a msergice
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In the music services an important distinction tm$e done between services distributing
content with downloads or with “streaming on denfantbdels: this means that some
websites can provide both of these distributionhoés, but some of them are focused only
on streaming and, consequently, they do not prothdepossibility to download content; in
the analyzed dataset, 4 services correspond toctdss and they are all major players.
Differently, 40% of the music websites of the datakave a downloading distribution
method, but they do not allow to stream full lengtimgs from their service; they are usually
followers. Some services will be further definedtims study as “integrated”, since they
integrate both streaming and download togetherjratite analyzed dataset they are 56,7%.

Graph 5: Music online services’ distribution metisod
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Music content is mainly distributed through dowmlsaand streaming and the analyzed
dataset proved to be an example of this. Mobilgélse a common distribution method, used
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most of all by major mobile companies’ websitesthe on demand music websites, podcasts,
live streaming and hosting are not much adopted @ntsequently, neither uploading is, with
only 12,5% of the dataset allowing it and belongmngstly to innovators. Indie services are
the ones using a limited range of distribution rod#) since their structure is usually very
basic.

Services integrating streaming with downloads témdoe more completed, providing a
variety of distribution methods, offering typicalyso a ticketing service and merchandising,
presenting the possibility to create playlists emdhare videos.

Half of the music services analyzed have geographestrictions and a lower percentage
requires software installations and updates inraimeownload music content; hardware and
operating systems requirements are common for aBout of the data. Usually indie and
innovators have a minor tendency to impose suchiregents.

Graph 6: DRM protection in digital music services
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An important consideration to be made is D&M protection is decreasing its presencen
music services (12,5%), since most of them (63,&4) to adopt only DRM free content, or,
otherwise, they tend to adopt both DRM free and [@AMontent (24,2%). Those websites
protecting content with Digital Rights Managemendtpction are generally those imposing
more technical restrictions to users: 44 websitehave downloading restrictions and about
77% of them do offer DRMed content.

On the contrary, DRM free regimes are more tharald ¢f the dataset and they put no
restrictions on downloading directly to devices,tmansferability and on CD burning. DRM
free is a synonym of a less degree of restrictanms more interoperability of content and it
may be found most of all in innovators and indievees. Differently, followers and major
players tend to be those adopting more DRMed cordsrdisplayed by the following graph.
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Graph 7: DRMed content and websites’roles
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Usually many websites tend to provide both DRMed BXfRM free content since they have
started their activity offering only protected cemt and in the last period, because of the
increase of users’ need of interoperability witffesent devices, they have been forced to
introduce free content too, in order to improve tifaasferability to several devices, which is
what customers are asking more and more from naesigices. Thus, the evolution from
protection of content to an unrestricted scenarigery fast and constantly modifying itself.
Music services usually present an “All rights regser on content” regime and those websites
having a Creative Commons LicefSeegime tend to allow uploading of content. Most of
music websites have a clear definitions of alloweds of content and they generally do not
allow modifications and commercial uses.

Creative Commons (CC) or General Public Licéhg6&PL) are not very diffused in the
music sector and this is confirms that hosting aptbading are not so common in music
services.

Usually major players have always a copyright fafrmprotection on content; CC is much
more applied by innovating, DRM free servicesctually, all of the fifteen uploading
websites sampled provide content without DRM pritdec

Summing the data regarding content protection (f€content + (CC) on content), we notice
that the result is more than 120. This happensusecane website allows distribution of
content both under Copyright and under Creative @ons: the uploader has faculty to
decide which form of protection to choose. Someimugbsites tend to adopt this form of
licensing regime.

"3 http://creativecommons.org/
" http://en.wikipedia.org/wiki/GNU_General_Publicceinse
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Graph 8: Rights management tendencies in musi¢cesrv
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Closely linked to the licensing regime, is the @aimg regime. Uploading is allowed in
12,5% of total websites of the dataset, not necégsdl belonging to “Creative Common
Licence on website” services, however, the analgbmwvs that uploading is often diffused
when CC or GPL on content is adopted and partiuiliainnovators and indie services.

Graph 9: Uploading regime features in the dataset

16 15

14 -

12

10 -

Source: personal elaboration

Usually these uploading services tend not to cldien ownership of content uploaded; the
uploader maintains all rights and users grant aexatusive license to website for about 93%
of the cases (14 websites on 15). Such licenseesoicable only for 4 analyzed websites and
uploading content may also include a non excluBosnse to other users, which is common
for five of the analysed music services.

None of the services expressively says that CCRIt {S granted to third parties, but on 7 of
the 15 uploading regime websites the non exclugiease allows derivative works.
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An important feature for uploads is the possiblmureration for uploaders. Uploads are
remunerated by nine of the 15 uploading music sesvi

Finally, the copyright infringement notice is clgamdicated on only 8 websites of the 15
providing the upload service. This feature shouddimmproved in such services, actually
copyright infringement will be a key feature fortdte developments in the regulation of
online music sectdr. This is the reason why the notice should be éhiced in every service,
in order to facilitate all the copyright protectiprocesses.

Usually music services providing DRMed content @¢ allow uploading, moreover none of
these DRMed websites has a Creative Commons LingnRiegime. There’'s a clear
relationship between the presence of DRM free cdrdad the uploading regime of a music
service: all the uploading 15 websites sampledigemgontent without DRM protection.

The most used form of revenue model is pay per tad(79,2%), followed by subscription
(31,7%), and most of pay per download models amd usy follower websites, while
subscription is frequently used by major players.

Graph 10: Most adopted revenue models for digitatimservices
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For what concerns the so called “open source” newanodels (free with and without Ad),
free with advertisement models are more adoptednbjor players providing DRM free

> Communication from the Commission to the Europearliament, the Council, the European Economic and
Social Committee of the Regions — A digital agerida Europe, COM(2010) 245, Brussels, 26.08.2010,
available at http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX032DC0245%2801%29:EN:NOT and Delibera n.
668/10/CONS del 17 Dicembre 2010, Autorita per ardhzia delle Comunicazioni are two regulation acts
giving particular relevance to copyright infringemteParticularly the Digital Agenda has the objeetito chart

a course to maximise the social and economic piaieot ICT, most notably the internet, a vital maai of
economic and societal activity..,”being focused on balancing users’ rights andasttights on the internet;
AGCOM Delibera n. 668/10/CONS, among its main pggs, is focused on copyright infringement
interventions with similarities to theNbtice and take dowindisposition stated by the Digital Millenium
Copyright Act in the United States (Digital Millanm Copyright Act 512, Safe Harbor, enacted by tGsti
United States Congress, USA, October 28, 1998). ddmyright infringement notice becomes particularly
relevant in a website with reference to such polcyl regulation tendencies to protect copyrightedtent,
maximising internet exploitation for economic dexmhent.
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content or innovators and they are very rare fadieinand followers; free without
advertisement and donation models are much morptedidy innovators. Music services
distributing DRM free content are those adoptingenOpen source revenue models: DRM
free services present a higher frequency in adgpiiee with AD and free without AD
models.

Morevoer, the free adverstising supported modemse®w be more adopted by services
provided with a streaming on demand service.

The four websites providing content only througteatning can be considered as a snapshot
of the music streaming offer: the business modiégpted in such services are usually the free
with AD model or this model integrated with subptions usually dedicated to “premium
programs”; differently, the typical digital musiownload stores usually provide a traditional
pay per download method of purchase or a subsoniptiodel.

Donation is applied by the 3,3% of the analyzecesathis model is very innovative and is
focused on the support given by users to artistsbdies presenting this business model
result to be very innovating and closely relatedttists, especially indie artists, and usually
they have also an uploading section. Donation @guent on indie or innovators websites
providing DRM free content.

It's interesting to see how donation is usuallegrated by subscription or by free advertising
supported models, in order to assure a higher degfreustainability to the website’s revenue
model.

The most used payment method in the analysed dasaseedit card, with 80% of music
services analysed accepting it; Paypal is usedbauta35% of websites, while about 24%
accepts mobile phone billing. Many of the websétesepting mobile phone billing are mobile
companies or websites distributing content throongibile devices.

Paypal is less used by major players, while, irpprtion, it seems to be often adopted by
innovators and indie. Credit card is much adoptét way per download revenue models,
while donations are usually done with Paypal actaun

Graph 11: Payment methods tendencies in digitalicraeyvices
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Privacy is secured by the majority of music servicg with the requirement to register in
order to access content for about 86% of the sesviMajor players tend usually to ask for
more information in the registration’s form and isdégtion is usually not much required in
follower services.

Usually data collected are used for profiling ararketing purposes.

Graph 12: Most required personal data in digital sitservices
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Most of music websites signal their presence onakowtworks and many of them have
community tools, to increase the degree of loyaftgd knowledge of music customers’ tastes
and opinions.

Graph 13: Most adopted social networks in digitalsic services
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The analysis has been focused on the presenceik available on the website’s pages
(usually the homepage) to the website’s page oralsnetworks or on verifying whether the
website indicated just its presence on some spéaifetworks, without putting a direct link.
Although Myspace is a social network focused oatime) music fans with music artists, its
popularity has been decreasing in the last yeadsomty about 10% of music services do
provide a link to it.
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From the analysis, indie websites are those deirgjogocial networking the less, almost
completely missing this feature.

Music tastes are also “driven” by music websitésces 75 services of the dataset do write
recommendations and reviews of new releases. Semtices are much more adopted by
major players and innovators, while indie tendtogbut much relevance on them.

These tools are aimed at knowing consumers aneédeerpersonalization of service, as this
study previously suggested in Paragraph 1.2.2,imnkle following paragraphs they will be
identified as “customization” tools and servicegjcs, together with playlists creation
options, they represent the possibility for userspersonalize content, interact with the
service and increase their level of loyalty to websité®.

Indie websites don’t seem to adopt these custormizabols very much in this dataset, and
the amount could be improved also in followers. ddglayers, on the contrary do all their
best to follow customers and gain information abihweir tastes and give advice to them to
improve the service.

The landscape drawn by the descriptive analysieasfollowing: on one side of the digital
music market it is possible to find major playens #ollowers, which tend to be anchored to a
more traditional model of service: they distribatevider variety of contents and services, still
providing DRMed content, with the tendency to usdssription and pay per download
models.

On the other side it is possible to find indie wedssand innovators, which are less structured,
more basic, but, at the same time, more ready rfoovating details, allowing uploads,
providing more DRM free content and less restritio

In the following table a first classification of sia services is defined.

This classification underlines howmajor players and followers tend to provide more
restricted content, while indie and innovators opeaite in a more “free” regime.

However, such division cannot be considered exhaystince inside of the two groups, some
differences exist, especially becaugellowers and indie tend to provide more
unstructured and basic services Morevoer the descriptive analysis underlines how
innovators and major players have some similaritiesespecially in adopting community
and customization tools Consequently, Classification A represents a geegmentation of
the dataset, but more evaluations are needed @r twdmprove it. This is the reason why the
following analysis will try to design ad additionelassification of the services available, in
order to have a clearer idea of the digital musack®t supply.

® M. MCGUIRE, D. SLATER, supra note 37, at 5.
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Digital music services: CLASSIFICATION A
(A distinction based on the market role of the vitelssand their general characteristics)

Indie and innovators

Major players and followers

- = - =

Innovators

Followers Indie

Major players
General more
attention to
details

Multinational and
Multilanguage
websites

Event ticketing
and
merchandising

Pay per
download,
subscription, free
with Ad

Half have forums,
social
networking,
recommendations
and communities

“Only streaming,
No download”
services are all
major players

BASIC interface

Less

multinational and
multilanguage
tools

Few open source
revenue models;
never free with
Ad

Few community

tools and
recommendations
Streaming
method less
diffused

Often  without
privacy policy

Few consent
requirements

BASIC interface

No multinational
or Multilanguage

Less variety of
distribution
methods

Only DRM free
content

Pay per download
or free without
AD

Less social
networking

Few
recommendation
and community
tools

Few consent
requirements

More CDh
shipping

More attention to
details and user-
friendly interface

More uploading
allowed

DRM free content

CC regime more

diffused

Open source
revenue models
and subscription

Donation models
Importance given
to community

tools

Good level of
social networking

Source: personal elaboration
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2.4 Inferential Analysis key findings: Classificaton B

This part of the analysis is focused on evaluatirgdegree of association between variables
and how strongly they might be related. In ordeunadlerstand this, the researcher has used
cross tabulations and th#hi coefficient which is the index used to test correlation betwe
binary variable¥'.
In the conducted analysis, the correlations foured reot so strong, however they are well
definite and they are between the following feagure

* revenue modelandlicensing regime

* revenue modelanddistribution methods

* revenue modelandcommunity tools/social networking

* rights managemerandprivacy
In particular, the cross tabs showed that free Withmodels are positively associated with

streaming method¥ meaning that such revenue models are much mastedi by websites
providing a streaming service.

Websites adopting a free with AD model result taheetype of revenue model paying more
attention to the most innovating features focusedusers, such as the development of
community tools, embedding links and social netwaykand they also tend to provide very
often warranties to users through the obligatiorgitee consensus to terms of use of the
servicé®.

While the other revenue models (subscription aeé frvithout Ad) don’'t seem to have any
relevant correlation with such features, the m@stitional model of pay per download results
to provide less community tools and less socialngking instrument®.

The free without AD models have demonstrated tormmge frequent than other revenue
models on Creative Commons regimes’ websites; bgtpay per download methods are
more often a synonym of “All rights reserved” regift.

" E. C. DAVENPORT, N.A. EL-SANHURRY, Phi/phimax: review and synthesis. Educational arsydhological
Measurement 1991, Chapter 51, pp. 821-828. See also htgrH's
did2.fmag.unict.it/\Vademecum/Programmi0607/Zira%bii/lezione6.pdf. In cross tabulations of binary
variables, usually the direction of associatiomisasured by how many cases are disposed on thendiagn
the table: if most of the cases analyzed are ondthgonal on the contingency table, there’s an @ason
between the two variables. Phi is usually comprisetiveen -1 and +1 (the “+” sign stands for a pasit
correlation, while the “-* sign is for negative asgtions), it is O if the variables are indepernded.P.
GUILFORD, The minimal phi coefficient and the maximal phiu&ational and Psychological Measureme2s,
3-8, 1965; M.JWARRENS On Association Coefficients for 2x2 Tables and Brtps That Do Not Depend on
the  Marginal Distributions Psychometrika, 2008, c¢. 73, pp. 777-789, avalablat
http://www.biomedsearch.com/attachments/00/20/02@816834/11336_2008_Article_9070.pdf . See also S.
SIMON, Stats: what is a Phi coefficient? 2005, available at http://www.childrens-
mercy.org/stats/definitions/phi.htm. The basic hynesis stated under every test of correlation betweariables
is the null hypothesis ¢ithere is no correlation between the two variahlediich should be rejected in order to
demonstrate that the correlation exists.

8 «Streaming * Free with Ad” : Phi = 0,331.

" “Free with Ad * Community tools”: Phi = 0,342; “€e with Ad * Embedding”: Phi = 0,250; “Free withdA
Link Facebook”: Phi = 0,332; “Free with Ad * Conseaquired” : Phi = 0,303.

80 “pay per download * Community tools”: Phi = -0,34Ray per download * Link Facebook”: Phi = -0,291.

81 “pay per download * All rights reserved on contethi = 0,356; “Pay per download * CC or GPL on
content”. Phi = -0,399; “Pay per download * All hig reserved on website”: Phi = 0,304; “Pay per
download*CC or GPL” : Phi =-0,304; “Free withol * All rights reserved on content”. Phi = -0,§16ree
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Another distinction contributing to emphasize th#fedences between a traditional digital
music service (pay per download) and a websitedbasean advertising supported model
regards the possibility to upload content: it isrenlikely to find an uploading option on a free
with Ad music service, while the in a pay per dovad scenario uploading is generally not
availablé&?.

The analysis shows also that those websites prayidontent under a Creative Commons
regime are more likely to have missing privacy soahd requirements: they are usually those
websites not provided with a privacy policy and gotng information about data collection
purposes. They are also those websites wherenaipstis not required to accé3s

The crosstab analysis shows that social networkinggating playlists, providing
recommendations and reviews, profiling users angplging instruments to build a
community are tools which are positively relateceth others; considering that they are all
instruments allowing to develop a closer contachwsers, such finding means that they are
intrinsically connected in the community buildingdain the customization of the service in a
music website.

There’s a quite strong correlation also betweeniatogetworking and the streaming
distribution method and between recommendationsgpiee and streaming: this allows to say
that the most innovating services, which are thadepting streaming the most, are those
more focused on social network presence and otireges closer contact with users.

As easily predictable, there’s a positive correlatbetween “All rights reserved” regimes and
marketing purposes of data collection, as well @i the registration requirement for users.
To confirm that there are two different scenariose innovating providing less restricted
content, more focused on consumers’ satisfacti@haarother more traditional one, still not
focused enough on users’ needs and anchored tbdnad revenue models and basic service
features, DRMed content is negatively correlatethwiommunity tools and DRM free
content has a positive correlation with recommendatand reviews’ presence. Community
tools and social networking are positively correthonly to free with Ad revenue models.
Moreover, the analysis displays how community taisl social networking are positively
related to the possibility to upload content on @sim service, as well as the possibility to
upload content results to be more likely to be fbima Creative Commons regime webite

The resulting scenario is composed not only by mssrvices which can be classified by
market role (major player, follower, indie, innowes), as previously explained in
Classification A, but, following the differencestiveen pay per download (more traditional)
and free with Ad models (more innovating)ey might be divided into two groups: paid-

for services and open source services

“Paid-for services” are those websites where tiamhtl pay per download or subscription
revenue models are adopted, which have demonstatezlassociated with the same features
and, consequently, can be classified in a uniquaimrof distinction; differently, “open

without Ad * All rights reserved on website”: Phi 6,656; “Free without Ad * CC or GPL on content” :
Phi = 0,567; “Free without Ad * CC or GPL™: PhiGs656.

82«Uploading allowed * Pay per download” : Phi =2a0.

8 «CC or GPL * Profiling and marketing purposes” hiP= -0,272; “CC or GPL * No Privacy Policy” :
Phi = 0,258; “CC or GPL * Registration required?hi = -0,274.

8 “Uploading allowed * CC or GPL on content” : PhD=466.
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source” services are those websites where corggmbvided for free or at least it itelt like
fre¢’ by consumers (e.g. free with Ad services, whicvén a source of revenue from
Advertising, but the users practically doesn’t pagctly for accessing content).

The following table shows the results of the catieh analysis, which has offered another
classification of legal music services, (Classtiima B). In the descriptive analysis it was
possible to say that major players and innovatogsewnore provided with customization
tools, communities and profiling purposes; theirrendetailed structure lead to consider
major players and innovators better than followasnd indie in providing a more attractive
offer to music consumers.

Classification B leads to say that there’s anoffistinction to be made to understand the
digital music offer:_websites adopting a free witth revenue model are those which seem to
be more focused on consumenffering more possibilities to personalize comtea share it
with others (i.e. communities, forums, embeddingstimg) and they tend also to provide
enough security for privacy (i.e. frequently askfng users’ consensus and assuring privacy
policy’s presence).

Thus, considering the literature review presentedhie paragraph 1.2 of this study, the
integration of Classification B with Classificatigh allows to say thamajor players and
innovators adopting a Free with Ad model tend to dér a more structured and more
appealing service to music users’ requirements

The table in the following page displays how soewtiires are more available in some music
services (with the green symbol), while others temdbe absent (with the red symbol); the
empty square symbolizes that the feature is presehe service but it should be improved.
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Digital music services: CLASSIFICATION B
(A distinction based on revenue models and offeezdices)

Paid-for services Open source services (Free with/without Ad)
Free with Ad:

M Social networking
M Community tools
M Embedding

MUploading allowed

M Consent required

[< < (0] (]

M “All rights reserved” regime

X

MCreative Commons regime

M streaming distribution method

Free without Ad:

O Community tools, recommendations, embedding
and social networking are available but should be

improved

M Uploading allowed

O Less registration requirement
O Less consensus required

M Creative Commons regime

M More often “No privacy policy”

O Less Profiling purposes expressed

Source: personal elaboration

2.5 Cluster Analysis

In order to find a confirmation of the previousiyed correlations, the analysis now takes into
consideration the segmentation and profiling ofda&aset in clusters.

A hierarchical cluster analysis has been conduictextder to identify similarities among the
120 cases and dissimilarities among the resultroggs.

Considering that the previous parts of the anallessl to identify the main discriminant
variables in those regarding Revenue models, R#etrs, Licensing Regime, Privacy,
Services and Community tools, the hierarchical telusanalysis has been conducted
considering the list of the following variables:eBence of Forum/Community/Blog/Chat,
Presence of Twitter, Presence of Recommendation®®s, presence of Profiling/Marketing
purposes in gathering users’ personal informatRegistrationRequired, Consent Required to
Terms of Users, Playlists presence, Video servyizesence, All rights reserved on content
regime, Creative Commons License or GPL on conteatenue model (Pay per download,
Subscription, Free with AD and Free without AD),lbading allowed, DRMed content and
DRM free content.

The data have been clustered using Ward’'s methodtla® measure used is the binary
Squared Euclidean Distance.
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The resulting findings allow saying that it can fiessible to identifFOUR main types of
music servicesfrom the dataset and they’re mainly differentiatsdthe way they address
website’s users and by the adopted revenue model

1. TRADITIONAL PAID-FOR TYPE
The first group is composed of major players anitbveers, mainly distributing DRMed

content through pay per download or subscriptiothods. They are multinational websites,
providing many forms of content and services; dbtleere are the websites providing news,
the highest rate of playlists and most of them dweha video service too. Registration is
always required in these type of music services ey often they have geographical
restrictions. Their restrictions’ regime makes thempose limits on CD burning and

transferability of content most of the times. Theemmunity tools, such as forums, chats,
blogs and other, should be implemented and improsite they are often missing. They
always provide a privacy policy and they are vemjeiested in warranting consumers’
security; although, doing this, consumers sometinmeght feel frustrated about such
requirements (registration and consent) and of slcltations (DRMed content and

interoperability limits). This cluster is named dtlitional paid-for”, since the available

revenue models of these services are pay per dadntw subscription, which are the
traditional ones; moreover, considering that tihet #xamples of digital services available on
the market at the beginning of the period 2000-20&€e featuring similar characteristics, the
researcher decided to remember this fact naming thaditional”.

2. STRUCTURED OPEN SOURCE TYPE
This second cluster is composed of many of theeatir most populdP music services on

the market. They are innovators and major playeheir revenue models are usually free
with AD integrated with a pay per download or asuription service, this is the reason why
they could be identified as “mixed” models, sinbeyt unify open source forms of revenues
with traditional paid-for models (usually with aréemium” version). However, since this
cluster is the one provided with the highest rdtéree with Ad modelsit will be named
“‘open source” to emphasize this fact and, since #lé present an articulated structure
provided with high variety of contents and serviaad with a good level of security to users,
they will be considered “structured”. In this clessit is possible to find all the four “only
streaming” services (e.gGrooveshark, Deezer, Myspace Music, Los40 Prinegal
The“Structured open source” type of music servidesnot have particular geographical
restrictions, they all provide DRM free content atitky consequently do not impose
restrictions on transferability and interoperapitf music files on devices.

Registration is not always required to access cwraed when it is, it consists in_a very easy
and rapid processhis may be considered as a strength, since ocogrsuhavdess barriersto

get to use music on the website. Since consumeis alevays more easy accessibility and use
of music content, long time consuming registrafioaocesses might represent a drawback for
a music service nowadays; “structured open sounesites tend to avoid registration and,
as a confirmation of what previously said, they aften the most used in the legal market.
Consent however is always required for profilingl anarketing data and this, together with
the fact that privacy policy is never missimgthese services, allows to say that this type of

% IFPI, supra note 3, at 28.
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website demonstrates to care about users’ privadysacurity online. Moreover, profiling
and marketing purposes are clear expressed in exgbygite of this kind.

Contact with usersseems to be a key point addressed by such sersines they usually are
all provided with recommendations and reviews seecti with community tools, with
playlists and they often feature the possibilityuse the service in the preferred language.
Moreover, since social networking and sharing aointe becoming even more and more
important in music services (Paragraph 1.2.2), thge of music websites signal their
presence on social networks and they offer the ilpiiss to distribute content with
embedding tools. In order to attract even more s sirey are often provided with live
streaming sections and event ticketing services.

“Structured open source” music services are dlesd allowing uploads of content the most
and, together with the third cluster, they ofteméha Creative Commons on content licensing
regime.

3. UNSTRUCTURED OPEN SOURCE TYPE
The third cluster is composed of many indie, fokosy and innovators; major players are

almost completely excluded, this means that thegérsituation is very unstructuresbme
services do not provide a privacy policy, as well eommunity tools; forums and
recommendations are present but they would needngmivement, profiling and marketing
purposes are not clearly stated, consent and rayist are almost never required to access
content, playlists, and other customized servicesabmost unavailable and social networking
is almost absent too.

This, together with the second one, is the clust€@reative Commons licensing regime, with
uploading allowed in many services and few limgas on downloading and interoperability
of content. Moreover, the majority of music sergidelonging to this cluster provide DRM
free content. Those few websites still providingtpcted content in this cluster are those still
anchored to traditional models, such as big retilé&e Walmart and MediaMarkt which
belong to the few cases of the cluster not offedrigee without Ad revenue model.

Here it is possible to identify a basic and undtrted landscapemaybe influenced by the
“indie” approach to distribution of content: it mmmon to find the possibility to have
physical CD shipping, to have donation as formajrpent and in these services streaming is
less available. These, as demonstrated by theipgeranalysis, are all features available in
a typical indie service.

This is the cluster of free without AEvenue models, often integrated by pay per doachlo
services.

This third cluster seems to have some points oilaiities with the second one, starting from
the attempt to apply an open source revenue malelspo called “free”), to end with the
presence of less restrictions on content: howenstrthird cluster is much less structured and
its websites should improve many of their featunesrder to assure more security to users’
privacy and in order to customize content: the etdbey distribution method for example
should be improved and most music services noteptegy a privacy policy belong to this
third cluster.

4. TRADITIONAL IN TRANSITION PAID-FOR TYPE
The fourth cluster is composed by major playersfafidwers, with geographical restrictions,

based mainly on pay per download and subscripteerrue models; although it may look
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similar to the first cluster, music services belioggto this group have less customization
tools and generally they do not present many autdtiservices, or, if they do, they require to
be improved.

Music services belonging to this group provide eanhtboth DRMed and DRM free,
consequently, they are the cluster imposing a dugke level of restrictions, both on technical
requirement (software, downloaders, hardware aretabipg system requirements), and on
interoperability of content (restrictions on dowandiing, downloading allowed on a limited
number of computers, transferability and CD burrdingted).

However, we can define it “in transition”, sincaestcomposed of services which were born as
traditional DRMed websites like the ones composhmeyfirst cluster, but they have evolved
during last years introducing also DRM free contamdl reducing the level of restrictions (it
the case ofTunesandNapster 2.0

This cluster presents some characteristics of aritylwith the first one, for example also the
multinational tools and the “All rights reserved content” regime, but it is very different in
addressing the music consumer: such websites seée $till anchored to traditional online
music _market since followers belonging to this cluster providery simple and basic
interfaces and services, with generally no intenestaring about details. Differently, major
players such agunesandRhapsodytend to put much more relevance to quality sesvarad
assuring consumers’ security and privacy, but gtdlydon’t provide completely unrestricted-
content services (they can be DRM free, but stipase restrictions on accessing content)
and their music catalogues could still be enlardgakically all websites belonging to this
cluster have less community tools and recommenaatsections should be improved; they
tend not to allow embedding and uploading and $oaaworking is basically not available
on these music websites.

Many big retailers whose activity is focused notyoon music (they usually are mobile
companies, software providers, etc.) belong to thister, so here it is possible to find the
majority of those websites using the mobile disttibn method, providing ringtones and
mobile applications.

This is a group of websites composed by followdits@oviding a very basic structure and
major players which have few customization toold aharing instruments to get closer to the
music user or which should improve some aspectrdety restrictions and catalogues.
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Cluster analysis’ key findings confirm and integratorrelations and descriptive analysis’
findings: it is possible to identify 4 main typefsservice, which differentiate on the basis of:

- Role (major players, followers, indie, innovators)

- Revenue models
- Licensing regime
- Interoperability restrictions

- Approach towards consumers’ privacy and security
- Approach towards consumers’ tastes and needs (caityntools, sharing tools,

recommendations and customizaffn

From this cluster analysis it is possible to in&tgrclassification A, B and C in only one
model illustrating the digital music market, whiotay appear as illustrated by the following

graph and resumed by the subsequent table.

Graph 14: Digital music services’'profilingcLASSIFICATION C
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Source: personal elaboration

8 With “customization tools” the researcher mearnisirstruments capable of personalizing services. (e.
playlists). “community tools” are forums, communitylogs, chats, recommendations, reviews. “Shaidots”

regard embedding, social networking.
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TRADITIONAL PAID-FOR STRUCTURED OPEN SOURCE
% Major players and followers « Innovators and major players
< Pay per download / Subscription < Free with AD
< All rights reserved on content < Creative Commons regime + All rights reserved on

< DRMed content > low level of interoperability of content

content < DRM free content = high level of interoperability of
< High level of security of privacy content
% Community tools to be improved < Good level of security and privacy
% Recommendations to be improved < Excellent community tools

Excellent social networking

< Excellent recommendations and reviews section

IN TRANSITION PAID-FOR UNSTRUCTURED OPEN SOURCE
% Followers and major players < Indie, innovators, followers
« Pay per download / subscription % Free without AD
% All rights reserved on content « Creative Commons regime
% DRMed + DRM free content - medium level of < DRM free content - high level of interoperability of
interoperability of content (still some restrictions) content
% Good of security of privacy % Low level of security of privacy
% Community tools to be improved «  Community tools to be improved
% Social networking to be improved % Social networking to be improved
% Recommendations to be improved « Recommendations to be improved

Classification C is the integration of ClassificatiA and Classification B.

Considering that consumers’ needs are currentéptified®’ in security on the welgratuity,
customized contentmteroperability of contentwide music catalogue to search the main
features that should be analyzed when evaluatindjgaal music service are_“level of
interoperability of contefitand the level of attention paid to consumers’ uisgments
(including sharing, community, security, privacydampersonalization needs, which are
identified in playlists, communities, embeddingkbn social networking, recommendations
and reviews) by the website, which might be geheralled “focus on consumérsputting
these two dimensions onxy graph, the result is as previously showine best model
resulting from this graph seems to be the “structued open source” typesince it satisfies
the highest number of consumers’ needs listed éyittratur&®. The “in transition paid-for”
group finds itself in an intermediate position,c&nt needs to improve some aspects of its
services: for examplél'unes which belongs to this cluster and is the curieatder in the
digital music distribution, is a service paying rhuattention to details, to community
development, to knowing consumers’ preferencesraqdirements. It has shifted its service
from a DRM protected content distribution to DRMérfiles downloading; although the only

87 See Paragraph 1.2 of this study for literaturdesev M. MCGUIRE, D. SLATER, supra note 37, at 5; D.
BAHANOVICH, D. COLLOPY, supra note 16, at 17; GiLL, supra note 4, at 9; BALESTRINO, supra note 1, at
455,

8 See Paragraph 1.2 of this study for literaturéerev
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things that iTunes lacks, considering the reasaetfsind consuming pirated cont&htare
gratuity of content and avoidance of restrictioAstually, even if content is DRM free,
iTunes still imposes a limited number of deviceadoess the service.

3. Analysis review

From the descriptive analysis conducted on the creeivices’ dataset, two different kinds of
websites had been identified: one was composedrhgitional” and well structured music
services, providing various forms of protected eontthrough pay per download or
subscription models, while the other group was cagegd of more “free” services, providing
DRM free content through free without AD revenued®ls. It was however possible to
identify some differences inside of the two groupgsice also some very basic and
unstructured services were among the first kindvebsites, while some very innovating
activities were developed among the second “mai&irgroup.

From the descriptive analysis it was clear thathier segmentations of the dataset should be
applied in order to understand it better and evalia

Correlations made it possible to recognize the maghations among the websites’
characteristics and this part of the analysis enpth also how revenue models become a
synonym of a particular scenario inside of a ms&ovice: pay per download models have
proved to belong to a typology of websites pariffedent from free with Ad or free without
Ad websites. Free revenue models have proved telated to community tools, uploading
regime and the level of social networking, whick all important features for establishing a
relationship with consumers.

Traditional “paid-for” models, such as subscriptiand pay per download, can identify a
scenario opposite to the ones of “open source” gpdrich as free with or without Ad
model, especially in terms of approaches direatesldbsite’s users and protection of content.
This division between open source and paid-for syglemusic services was good, but it still
didn’t fit completely with the division made at tlead of the descriptive analysis between
“majors/followers” and “indie/innovators”.

In order to correctly classify music services ofstldataset it was necessary to run a
hierarchical cluster analysis, which confirmed artdgrated the previous classifications: four
different types of music services have been idieatibnd from this division it is possible to
emphasize how a music service can differently adaemusic consumer.

Since the main purpose of this study is to anatiieeexisting market in order to say how it
could be improved to effectively contrast musicapy and be the preferred alternative of
music consumers, the main aspects evaluated to amekester analysis have been the factors
influencing the decision making process in musiestanption, which are also the key factors
pushing consumers to use illegal servitesThe decision to take into consideration these
characteristics of a music service has come frditer@ture review regarding consumers, as
previously illustrated in Paragraph 1.2 of thisdstu

The starting hypothesis is that a music consumgs pttention to usability of content and to
the level of customization on a website and, asrseguence, the type of music services of

8 See Paragraph 1.2 of this study.
% M. MCGUIRE, D. SLATER, supra note 37, at 5; [BAHANOVICH, D. COLLOPY, supra note 16, at 17; ElILL,
supra note 4, at 9; BALESTRINO, supra note 1, at 455.
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the analyzed dataset which seems to cover thesieybar consumers’ needs is the one of
“structured open source” services. They are mafrdg with Ad services, paying much
attention to consumers’ tastes as much as to carsumsability of content: they do not
impose particular restrictions and, of course ther dieels the service as “free”. It's not a case
that the most popular music services identified g1 Reports' are mostly included in this
cluster.

The other types of services have all some defithts:“traditional paid-for” are excellent in
securing consumers’ privacy and in providing higlalgy content, since they all almost all
major players, but their main drawback is that comsrs would encounter difficulties in
transferring content to several devices or they ld/@enerally be frustrated by the high
amount of downloading restrictions and registratiequirements. They would meet similar
problems in the “in transition paid-for” servicesnce they do have DRMed content too, but
here the scenario is different, since here theemiattempt of introducing a lower degree of
restrictions, even if this cluster is not the blestause part of these services are followers
providing a very basic structure of the servicé.islnecessary to admit that consumers not
willing to pay for music would barely choose a p#ad service, but these kind of services (of
cluster 1 and cluster 4) are always reliable, stheg warrant users’ security of payment and
of data collection and they are also the onesnglgin a good reputation and fame. Some of
them are also famous for providing a wide musialogiue (e.giTuneg, even though other
websites of this group are still providing a lindteffer; richness of catalogues is proved to be
an important factor when deciding where to purchasgine musi®’. Finally, the
“unstructured open source” services are those wpiokide unrestricted music under a free
without AD revenue model, which might be considees] very positive by a potential
consumer, but they feature a low level of secuaityl privacy for users and low levels of
customization. They could be a good choice, buy tieed to improve some aspects of their
structure: they are still not very reliable.

Concluding, from this analysis it was possiblederitify 4 different types of music services
and it was possible to underline some relationsrantbeir main features. The main aim of
this research is to provide suggestions to designuaic website “prototype” capable of
satisfying online music consumers’ needs and aséme time capable to get an appropriate
form of remuneration for the industry and the missrgghts holders. The main focus is on
trying to say what should be improved in order teate a music service capable of
contrasting pirated services and able to be maractive for music consumers.

From classification C it is possible to defithe “structured open source” music services as
the most suitable to effectively contrast the illit offer.

*LIFPI, supra note 5, at 29.
92 M. MCGUIRE, D. SLATER, supra note 37, at 5; [BAHANOVICH, D. COLLOPY, supra note 16, at 17; ElILL,
supra note 4, at 9; BALESTRINO, supra note 1, at 455.
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4. Managerial implications

The image of the legal digital music market cokectfrom this analysis underlines the clear
gap existing between consumers’ expectancies amévimirs as defined by literature
review® and the digital music legal supply: consumers’dse&lentified by literature and
industry reports are not completely satisfied, sjrees reported by the empirical analysis of
this study:

+ Gratuity ** is still not considered so much by music servideay per download
method is still the most adopted one, followed blyssription.

 DRM protection is drawing back its presence from the market, diilit too many
websites do have interoperability restrictions

» Security and privacy are warranted by most of legal services, but cunesetly this
feature is demonstrated to be related to registrathposition: music consumers don’t
want to find barriers to accessibility to contentldime consuming registration forms
are a deterrent from using such services.

* Customized contentsandcustomization toolsare adopted more by innovating open
source services, but many followers, which are dewgart of the market, are basically
still not provided with them. Many services havéoa basic structure, which makes
them neglect playlists, communities, embedding aadial networking, which are
considered to be a key point for success.

e Sharing tools are still not much developed on the legal musicrketa while
“imitating” some aspects of sharing services migkdke legal services just more
appealing to regular illegal file sharing consumers

* Long and inadequate&ensing processesake legaktataloguesbe much poorer than
the available amount of content on an illicit seeyieven major players still maintain
some deficiencies on this side.

Covering this gap between digital music supply atemand would mean creating a
theoretically satisfying music website prototypehieth would feature the following
characteristics:

e Free with AD or Free without AD revenue model (ogenrce)
« DRM Free conterit

* Rapid registration forms

e User-Friendly interface

e Customization tools (playlists, recommendationgiengs)

* Sharing tools (embedding, community, social netwayk

» Easy license acquiring process

The prototype profile has many features in commath whe Structured Open Source
Services; considering such characteristics, thergnge critical points for such a model are
the possiblesources of revenuesto satisfy the gratuity need and theense acquisition

% From literature review of Paragraph 1.2 of thisdgt Midem, Digital music consumption and digital music
accessMidem & Nielsen Report, 2011, available at httgdghmidem.com/2011/01/music-three-times-more-
consumed-via-youtube-than-via-legal-downloads-esigk+nielsen-white-paper/ .

% A. ADEMON, C. LIANG, Piracy, Music and Movies: A natural experimewtorking Paper, Uppsala University,
2010

% Explicit reference to the DRM protection as redgciltility for users is made in NCURIEN, F. MOREAU, The
Convergence between Content and Access: Intemglitie Market Complementarit$ Review of Network
Economics2007/2, at 162.
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process for the music catalogue composition, diegal music services’ catalogues are often
not wide enough to compete with pirate serviceglogues..

Some ways of making an open source music servioaoeaically more sustainableare
listed here as follows, as shown by the exampléisdrdataset:

- Most of the times Open source models tend tonbegrated with subscription or
pay per downloadpaid-for models; this way, consumers are attrabteftee contents
on the service and after testing the reliability tok website through the free
distribution, they may be persuaded to purchasel pantent. Such models are
commonly recognized as “freemium”, from the litewaion of “ free” and “premium”.

- Otherwise the business is implemented with an ehdit activity likelicensing music
for commercial purposes this can be done only if the service licenseseimbntent
(not related to major labels or to collecting ste® under a Creative Commons
License regime.

- Making apartnership with an external retailer to implement the download music
portfolio is another way of implementing income farmusic service. Usually the
website redirects users to the external retaileebsite and gains a percentage on
content they purchase.

- The introduction okpecific extra servicessuch as merchandising and event ticketing
on music websites, could improve the economic swmbdity of open source services
and increase the level of loyalty of users.

- The solution suggested by Curien and Moreau isdkeraccess providers participate
in the production of content, co-producing it obsuling it. This form ofvertical
integration is called the &ccess modé&f°. The fact is that in order to access pirated
content and illicit digital music services consumeeed to be provided with an access
technology, may it be a personal computer or agrimet connection and sadntent
providers generate a positive consumption extetyaind bring value to the access
markets’®’ (Curien, Moreau, 2007); moreover, the analysisdooted by Curien and
Moreau affirms that this externalityturns out to be more profitable to access
providers than to content providér8 (Curien, Moreau, 2007), so the participation of
the former to the business would be required towecthe fixed costs involved in the
production of content, sincete decision to purchase access technologies is aga
consequence rather than a cause of content congmiipt(Curien, Moreau, 2007).
This way, the music industry would recover its mawes lost in pirate services and the
access provider would acquire new customers andwloelld increase their average
revenue per user (ARPU); moreover such projectshimiig a good repositioning
tool*°° Unfortunately music industry is also afraid of pmducing with access
providers, since this would increase the lattdvargaining power; content providers
could thus prefer a contribution to content prodot deriving from a legal
constraint *°* (Curien, Moreau, 2007).

Currently, the more a legal service is reliable andtainable, the wider catalogue it would
have; with the increase of the sources of revenagreviously explained, this situation
should improve and, especially with an access mottel partnership between access
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providers and content providers would be reliabt®ugh to allow easy licensing and
presenting wider catalogues on the services.

Acquiring licenses is related to increasing the iméites portfolio and, moreover, acquiring
last releases and hits, which are usually exclinyeoben source services.

In order to have a better service from collectiraristies, it's fundamental to build
international common instrument® make all the bureaucratic processes muchrfaste
more efficient for authors, publishers, website ewgnand finally for the end users, since
collecting societies’ activity tends to suffer frarifragmentation” problem? with a lack of
standardization and cohesi8fin the organization of processes.

A cross-industry initiative has been recently talke it is called “Digital Data Exchange”
(DDEX), which is aimed at standardizing the datporéing structure of users, in order to
warrant some communication standards in the digtgh'®*. Moreover, collecting societies
are committed on facilitating “pan-European” licewgs of digital rights, following the EC
recommendation on cross-border management of omfinsic right&”® encouraging the
adoption of collective agreementsorder to improve the system of royalty remutiera

5. Conclusions

Legal consumption of digital music has to satigiyne specific consumers’ needs to become
more and more appealing and to effectively contpérsicy: a literature revief?® allows to
say that music consumers’ main requirements aretiftel in gratuity or low prices for
content, high level of interoperability of contentjde and updated catalogues, online
security, immediate and user-friendly interfacebe Trecent developments of customized
services, communities and social networks increabedrelevance of customization and
sharing tools in music websites, allowing the redgar to give much relevance to the level of
interaction established by a digital music servigth its users and to the attention paid to
consumers’ preferences and tastes.

Similarly, literature reviewd’ reveal also that consumers’ reasons for usirgjtifervices are
gratuity of the service, the possibility to dowrdoanreleased content, the fact that pirate
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services are easy to be u¥8dnd the fact that they have little fear of legahsequences of
such illegitimate behaviour. The piracy contexacsually characterized by DRM free content
provided for free, with no possibility of remuneaaat for the industry and the rights owners.
The availability of a very wide catalogue on suehnvies makes the user neglect the low
level of security warranted by the illegal frameloviruses and spywares are the main
damages brought by such services, together withutisecured degree of authenticity of
content and the lower qualif{j level. This illicit framework often is charactegit by the
absence of a privacy policy for users and regismmamight be not required actually. These
services are really immediate and user-friendlyyraech that they do provide an even too
simple service, without any customization toolsyahout the possibility to embed content.
Therefore, it is almost obvious to say that piraffer is not able to provide a completely
satisfying servicdor consumers and, therefore, legal services laligexl to contrast it and try
to reduce it.

The analysis conducted in this study allows to campconsumers’ needs with the current
legal digital music offer on the market: if legalpply wishes to reduce piracy and be more
appealing to consumers, persuading them to st@xypiactivity, the digital music market
should consider which are the features require@ Ibyusic consumer from a music service
and start working to provide a similar legitimatéeo

The best profile identified to be able to effeclyveontrast piracy is characterized by a very
structured serviceprovided with accurate interfaces and a vastf@ast of products; its
revenue model is_"open soufgsince it is basically free and sometimes intéggtavith paid-
for systems. The content distributed is not DRMad the security is warranted by reliable
privacy policies and “consent expression” requiretee Such competitive services are all
focused on consumers’ satisfaction, provided witht@mization tools, communities, forums
and sharing instruments.

Generally, classifying such services on the baiateroperability of content and their focus
on consumers, they would be the best model cuyremthilable on the legal market in
satisfying the music demand.

The other types of services identified on the miare course present some points of
strengths, as displayed, but, in order to enri@hrtbffer and attract more consumers they
should improve their structure and contents, takimg “structured open source” ones an
example to be followed.

However, such model should implement its servicertter to effectively attract more users.
The main criticalities that emerged from the analyggard the revenue modahd the
licensing regime a website attempting to compete with piracy sHofitst care about
acquiring enough licenses for implementing the musatalogue and assure economic
sustainability of its revenue model.

An open source service has many ways of implemgntifinancial sustainability, but the
most significant are the “freemium” model, whichtlee integration of the free model with
paying ones (subscription or pay per downloadhergossibility to make a collaboration with

198 C HILL, supra note 4, at 6.
199 A, BALESTRINO, supra note 1, at 455ABANOVICH, D. COLLOPY, supra note 16, at 17.

39



Quaderni ASK - 1/2012

access providershus, consumers would access content withoutngafor it and access
providers would share their income with the musictent providers.

An innovative solution to increase the revenuea ofusic service would be introducing extra
serviceson the website, such as merchandising and e\eketitng.

New licensing modelare needed, together with the introduction of dtirterritorial system

of collective copyright licensing for online musservices and with warranting an adequate
level of protection from copyright infringemefht$ the Digital Agend&™* has planned the
improvement of the licensing regime at Europearellevith the adoption of an external
collective license to warrant royalties to all camit creators, while, at national level,
Agcont*?in Italy has established criteria for making centenline licensing easier and more
affordable. Moreover, collecting societies’ activis planned to be improved in transparency
and fastness of circulation of content: the adoptd collective agreements in order to
improve the system of royalty remuneration worldsvid a concrete proposal made with
regard to the licensing regime.

A collaboration with Internet Service Providers Wwbalso be needed in order to control an
monitor the legal consumption: European Directid8@31/EC* on e-commerce disciplines
the Isp liability in assuming the role of controllevarranting no copyright infringement on
the legal services. Recent actions taken in Ffahaad in Sweden have demonstrated how a
governmental intervention would also be needed uppert ISPs intervention for the
disclosure of infringing subscribers’ accouhts

The existing regulation is not well adapted to ewiness models, therefore, there’s the need
of an harmonization at international level to allaross-border digital distribution of
content'*®

Initially, the music industry was focused only omotecting music, having scarce
consideration over free revenue models and other foems of consumption, but now the
action of contrasting piracy should start from wstending what do pirate services give to
users and what are the main requirements of a nsaagumer.

The evolution of music consumption can suggestaduscenario composed of legal services
capable of providing not only gratuity, absenceedtrictions and wide catalogues, but also
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offering what piracy can never provide: security aml privacy, authenticity of content
and, generally, reliability of the servicé'’.

The following table underlines the evolution of &gonsumption and how some services
might never be provided by the illicit framework.

PIRACY LEGAL OFFER (2000- CURRENT LEGAL PROSPECTED LEGAL
2010) OFFER OFFER
14 14

Gratuity No gratuity Free and paid Free for consumers
(integrated with paid or
Access Models)

DRM free DRMed Mostly DRM free DRM free

High level of | Low level of | Good level of | High level of

interoperability of content | interoperability of content | interoperability of content | interoperability of content

= ey
Wide and updated | Limited catalogue < Quite Limited catalogue >\Nide and updated
catalogue catalogue

More immediate and user-

Immediate  and  user- | Less immediate and user- | friendly Immediate  and  user-
friendly friendly friendly

Registration is often time
Less registration | Registration required consuming Rapid registration
requirements

No authenticity Authenticity Authenticity Authenticity

No security Security Security Security

No privacy Privacy Privacy Privacy

No customization No customization Customization tools Customization tools
Less sharing tools No sharing tools Sharing tools Sharing tools

Penal consequences Legal framework Legal framework Legal framework

Source: personal elaboration

From this table a clear deduction can be madelagal service would provide the same offer
of a pirate service, such as free content, widalegties and an immediate interfapgacy
would never be reliable and secure enough to commetwith the legal framework
Therefore, legal consumption will always have sadiiantage over piracy: this confirms that
the aspects to be improved to attract more consumerare those regarding the
characteristics of the offer. Legal distribution should now take piracy as at sof
“inspiration™'® to understand which are the things consumers prafiel adopt some of them
to combat piracy.

The basic paradigm to follow in the future legalelepments would beconsumer is the
king’***(Levy, 2006), and the “structured open source” n®tave resulted to believe in this

M7 C.HILL, supra note 4, at 2.
HM8C. HiLL, supra note 4, at 9.
M9 AL LEVY, supra note 35.
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vision. This is the reason why such services shielcan example to be followed by less
competitive models.

Of course, not only competitiveness should be addd but also an additional activity of
promotion of such legal services should be implelem order to increase their visibility on
the marketand to_increase consumers’ awarenesgheir legal offer,_implementing the
marketing actiorio promote the legal supply.

Digital music legal services should no more be $eclionly on protectidf’ of content and
compulsory paying: music consumers are asking fecific features and if these would be
offered through a legal service they would haw@ more incentiveson using illegal
services Of course piracy will never be completely stoppeaat, since legal services do also
provide more security and reliability framework8icit consumption would certainly be
reduced.

120 A, BALESTRINO, supra note 1, at 465.
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