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This report is the seventh deliverable from the project Musiclessons: Broadband technologies 
transforming business models and challenging regulatory frameworks – lessons from the music 
industry. The overall aim of work package 5 responsible for this deliverable is to synthesize the results 
from work packages 2, 3 and 4 in Musiclessons. In an earlier deliverable, D3, we made an overview of 
existing business models on the web. Both traditional ones developed over time and new business 
models based on P2P (Peer-to-Peer) technology  were covered. 

In this deliverable we go much deeper into P2P business models and analyse and take a business plan 
approach. The main foundations in a business plan is understanding the customers and how customer 
requirements shall be met. Musiclessons deliverables D4 and D5 provides input to this by formulating 
three categories of file sharers (P2P network users) and their main characteristics. Important in a 
business plan is also the legal environment which is discussed in deliverables D2 and D6. With all 
these results as prerequisites we have defined a number of new P2P business models and identified 
what underpinning technologies are needed. 
We also present expected effects of the models for the consumers, the society and traditional actors in 
the value chain such as creators, publishers and distributors. 
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Executive summary 
We have argued that the new MP3 format for music together with the existence of cheap 
mass-storage technology in combination with file sharing systems is about to substitute 
ordinary listening to broadcast radio. We have also argued that the new MP3 format has 
proven to be good enough for persons to “sample” pieces of music to single out what to buy 
out of larger offerings. New media do not succeed because they are like old media but better. 
They succeed because they do new things better than old media and thus fit the consumers 
preferences better. Three categories of file-shareres have been defined in previous 
Musiclessons reports – “free-riders”, “samplers” and “technology lovers”. The categories are 
derived from own investigations complemented with studies of reports from similar studies 
outside Musiclessons. Most of the input to the definition of the three categories come from 
file-sharing of music but with some argumentation we see no reason why the at least the 
categories “free-riders” and “samplers” will be relevant for most content. Based on these 
categories and a business plan approach we can derive a number of business models: 

• Licensing model 

• Advertising/promotion model 

• Subscription/retail/e-commerce model 

Most of them mimic similar models in the physical world but with considerable effects 
on the value chain. All stakeholders in the value chain (creators/developers, publishers, 
distributors, retailers, consumers) and society will experience both positive and negative 
effects.  

The turbulence we experience today in the music industry value chain is a logical 
consequence of a technology shift from quality audio coding, storage of bits on a plastic disc 
(CD), physical distribution and exposure and marketing done by the rights holders to the new 
MP3 audio format, cheap electronic random access memories, and file sharing systems doing 
the job of transportation and marketing. We expect that stakeholders in the value chains for 
other kind of media will encounter similar loss of control as the music industry. However other 
parts of the media industry may not have the same difficulty to take file-sharing into account in 
their business models. 

• In order to fully appreciate the new business models some new technology is needed. 

• A license model will require anonymous monitoring of the use of new and old 
content in order to be able to distribute license fees to IPR holders 

• DRM methods that are monitoring and not overly intrusive. This is important for 
such models as subscription models. 

• New measurement methods in the network that do not conflict with consumer 
privacy to monitor that users who are interestred in file-sharing of content really pays. 

• Refined query and search tools in P2P networks allowing users to find a “needle in a 
haystack” 

 



August 2006                                                   Business models and expected effects 

 • 6 •  

The average user is both a creator and a consumer of new content. We point out several 
new areas where users activities cause the web to become a user driven media and 
entertainment channel. A large number of new media areas will start to evolve. Some old will 
erode and society will experience many new clashes between the users’ interests and large 
established private actors. Many of these areas are potential users of P2P technology since 
client-server based solutions (hub and spoke structure) costs too much and income is low – at 
least in the beginning. 

We have listed numerous effects both positive and negative of the new business models 
on the users, retailers, distributors, publishers, creators/developers and society.  The main ones 
are: 

• Consumers can become creators in a new way and thus a larger cultural offering than 
what is available today. Consumers will use content for experimentation, inspiration 
and create new opportunities in a turbulent time until all actors begin to find their 
roles. Individuals must be reasonably protected during this transition phase, which 
may not be short. IPR will be more difficult to protect and control over content since 
users will reject intrusive and controlling DRM. 

• New business models such as licensing and subscription models will mean stable and 
predictable revenue streams. New business with stable and predictable income will 
attract new sources of risk capital not neseccary coming from media itself. 

• The web will take over some of the marketing roles TV and radio broadcast have 
today. Traditional players will have difficulties in undersatanding how to cope with 
that. On the other hand new content actors understanding how web promotion 
business models works will find large audiences and large markets for their physical 
products and experiences they deliver. 

• Publishers and creators will have new possibilities to use DRM to monitor and 
control content. Consumers will reject too controlling and intrusive DRM. One can 
expect a turbulent period for some time to come including experimentation with 
more and more distributed and anonymous P2P networks. 

• All actors in the traditional media value chain will be affected and some will have 
large difficulties to adapt their business models and include P2P networks. 

• Operators will have to adapt to the new sitation and accept involvement in the billing 
process as opposed to a rejection based on lack of conduit responsibility. 

Stimulating all actors to develop voluntary licensing models will be important. If not 
successful governments will have to take action.
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1. Introduction 

1.1 The “non-interesting” Internet as a driver 

The “invention” of the document markup language HTML took the world by storm and 
within a few years it became Internet´s common language. The HTML language is quite easy to 
learn also for the average user with a fair knowledge of how to use a comnputer. Together with 
the transfer protocol HTTP, aimed for transportation of HTML pages, it showed that even the 
average person is willing and capable to both produce and consume new information and 
content with the result that the web has grown with an annual rate of between 15 and 35 
percent. With the various file-sharing systems, new “tools and drivers” have appeared that 
make exchange of cultural content an easy task for the users. One can expect that if there was a 
more “natural” way than HTML to describe content in general (e.g. different semantic 
solutions),  the web would grow even faster but with new types of content. We would also see 
the normal user become more creative on the Internet than today. In this report we show that 
file-sharing systems are necessary to be able to cope with such massive growth of new content, 
as well as new users and creators. Based on file-sahares activities and preferences we will also 
define a number of business models taking a business idea approcah. 

1.2 Recent events 

Erik Borälv, a news letter editor in chief at NITA (the Swedish IT-User Centre), wrote in 
is column on December 29, 2005, the following: 

“New rumours are coming from France on laws concerning File sharing1. The rumours 
are pointing in all different directions, that all free (open) software are to become illegal, or that 
all file sharing for private use is to become legal... Whatever is the truth at the moment is 
somewhat unclear2. Regardless what will finally happen it allows us some good reading. Just 
the small technicality that the proposed law on file sharing for private use was passed with the 
voting figures 30 for opposed to 28 against, when the other 500 members were absent, makes 
this a story that will last for a while.” 

                                                 
1 http://news.com.com/France+may+sanction+unfettered+P2P+downloads/2100-1030_3-
6005860.html?tag=sas.email 
2 http://copyriot.blogspot.com/2005/12/legaliserad-fildelning-i-frankrike.html 
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1.3 Can we take the serious matter of file sharing 
lightly? 

In a comic strip called “sweden deluxe” in Metro (Stockholm) on December 28, 2005, the 
artist, Marcus Ivarsson, told a short story about himself and his friend “the musician”. The 
strip is translated below (A. – D.) 

 
Source: Metro Stockholm, December 28, 2005. Artist: Marcus Ivarsson. 

   A.    B.    C.    D. 

A: 

My Friend the Musician 

- (“Burst” – the Musician) The thing about downloading is that we don’t really make any 
money out of selling records. 

- (“Burst”) We make money on our concerts. 

B: 

- (“Burst”) And then it’s actually a good thing that people download our records, so that 
they might wanna come and listen to our concerts. 

“Yob” (the Artist) is sipping on his coffee. 
C: 

- (“Burst”) It’s only the Record Companies that are whining ... would the legislators really 
care about the interests of the musicians? Humph! 

- (“Burst”) You could make a comic about that, right? 

D: 

- (“Yob”) Bah, you do understand ... that everyone will know that you’re an imaginary 
figure created just to justify my own excessive, compulsive and, above all, illegal downloading 
of music. 

 

The essence of this comic strip, as we see it, is not for the artist to say, “hey, I’m a 
criminal, do something about it”, but rather to tell everyone to “chill”. The subject is severe, 
but we have to start looking at the bright side of the problem, and make jokes about it. 
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2. Historical outlook on business 
models in the entertainment industry 

2.1 Music Notes 

History shows that business has always been important for creators in the area of 
entertainment. Many different business actors have introduced new concepts over time to 
maximise output of the market. In early days music notes were printed and sold in special 
stores or by mail order for cover performers or the average household to use on a daily basis. 
There were no way though, to make certain that all copies were paid for or that all that could 
play and perform the music had paid for a copy of the notes. These issuess are still relevant 
and exists among participants in choirs. The music was also taught (or copied) from “mouth-
to-mouth”.  

2.2 Gramophone record 

When the gramophone record was introduced, this became the optimal medium to 
distribute the experience. Though the introduction was initially fought back by the pianola 
manufacturers, the gramophone record soon became wide spread (although not every 
household could afford a gramophone player). Records were soon sold in special stores and by 
mail order, and even by subscriptions (similar to magazines). There was not yet any technology 
for the average user to copy a gramophone record from her or his close friends.  

The gramophone record then became a major driver for broadcast radio transmissions, 
when content needed to be more than just public information. The radio was soon seen as a 
cheaper way to consume the music than to buy the actual gramophone records. Even live 
concerts were cheaper to take part of on the radio. However it was not until the introduction 
of the transistor the radio became wide spread. Now music publishers awoke and began 
complaining that radio would ruin the recording industry. If you could listen to the music on 
the radio, why would you then even bother buying the record? Eventually the radio and the 
recording industries negotiated a solution that was to both parties’ satisfaction – the broadcast 
license. This solution ensured a small fee being paid for each recording played. The fee was 
(and is) paid to the rights holder. 

2.3 Cassette 

When then tape recorder, and later on the cassette recorder, was introduced a new era of 
distributing and redistributing music began. Gramophone records, and radio transmissions 
could be recorded by each and everyone that had access to both and could connect them. This 
soon led to the introduction of a levy on blank tapes to ensure that on-the-fly recordings 
(copies) that were made in households (or elsewhere) would also contribute to the revenue 
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stream to the rights holder. Original recordings were sold along-side records in special stores 
and by mail order and subscriptions, but soon became a product sold at gas stations and at the 
local store, as cassette players were introduced in cars. 

2.4 Moving pictures 

Similarily the introduction of the motion picture was seen as a threat to live plays at the 
theatre. The sound-motion picture eventually led to the elimination of the music artists at the 
motion-picture theatres around the world. TV was seen as a major threat to motion pictures 
and similar arguments was put forward as when the radio was introduced. The film industry 
tried to prevent TV stations from transmitting movies. When the VCR was introduced the 
history repeated itself once again. A levy on blank video tapes was also introduced. Movies on 
video cassettes were soon sold alongside music records and cassettes, both in special and 
general stores, but also by mail order and subscriptions. Prices on original video recordings 
were at first so much higher than original music recordings, that a video rental market emerged 
as a complement to the stores and the cinemas (where you could pay to see the movies as well). 
The home entertainment business had made its real entry. 

2.5 Modern Information Technology 

Now modern IT has provided more distribution channels. Optical media carriers holds 
both music and video, which can be played in both traditional players and in computers. The 
world wide web has provided a new communications channel and technologies like peer-to-
peer (P2P) has spread to consumers who easily can share files (copies), just as the case was 
with printed notes, and just as the case was with cassettes (music and video). Alongside the 
sharing industry, because it is an industry, the (e)Mail order industry has continued to flourish, 
and so has the Subscription industry. Even actors who have no real interest in becoming a 
major music retail player has entered the retail market for music. The most significant example 
is Apple. With the introduction of iTunes stores online, Apple made a push for legal 
(re)distribution of music online, but with the single utmost desire to sell iPods, the mobile 
player for the iTunes format. 

There are similarities between iPods and the old cassette car radios, as new Mercedes-Benz 
cars either are equipped with an iPod integration kit by standard or as an extra feature that can 
be purchased by the customer and installed by authorized car dealerships3. Not only Mercedes-
Benz has identified the iPod as the preferred music player in the car. Other car manufacturers 
have signed deals with apple to integrate the iPod in the on-board entertainment utilities – 
Mercedes-Benz, Volvo, Nissan, Alfa Romeo & Ferrari has announced their integrated iPod 
solutions4. 

                                                 
3 http://www.apple.com/pr/library/2005/jan/11mercedes.html 
4 http://www.apple.com/pr/library/2005/jan/11cars.html 
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As the number of commercial radio stations increase the content richness decrease. Today, 
in many cases, radio stations, both traditional ones and the new more diversified web radio 
stations, are merely used to listen to samples – to evaluate the worth of going ahead with a 
purchase. Since the commercial radio stations have evermore limited play lists, sample listening 
is moving to P2P services and web radio stations. Furthermore, because of the lessened 
diversification in commercial radio stations, listening to music in the car is moving from the 
radio to various digital music-file formats, such as iTunes and mp3, hence the natural 
incorporation of iTunes players in the car audio/entertainment system. 

2.6 A turbulent time – but logical 

From an historical perspective, the convulsions caused in the music industry by the 
development of digital networks, file sharing and storage systems, is hardly surprising. And one 
would expect it to be a temporary phase while positions of different parties are established, 
new actors have found their positions, and financial/legal rules of play agreed (MusicLessons 
Deliverable D1). 

Indeed, technology shifts follow logical patterns. Studying technology shifts in several 
areas the following patterns can be observed5. 

 

Table 1. Logical Patterns of Technology Shifts 

 

 Destructive elements for 
existing companies 

 New branches start to emerge 

1 Investments done become obsolete a Many new actors – most of them knocked 
out or bought 

2 Existing payment streams are 
threatened 

b Successful companies start to set new 
business standards 

3 Cannibalisation and prize erosion – 
delaying tactics 

c Many stable companies are knocked out – 
others survive 

4 Old technology develops to 
perfection 

d New branch structures which promote 
growth start to develop 

5 Mergers and acquisitions as 
preventions 

e Gradual consolidation to global oligopoly 
markets  

Analysing these statements a little closer in the present situation the following comments 
to the points are relevant: 

Destructive elements for existing companies 

                                                 
5 Professor E. Giertz. KTH Executive School. Royal Institute of Technology. Private communication. 
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1. Investments in almost all parts of the distribution chain are becoming obsolete since 
physical transportation can be substituted by cheaper and faster digital transportation 
of information/content bits. The investments in making CDs also become obsolete 
since with cheap memories there is no need for a physical bearer of the bits. 

2. Selling CDs and other hardware stored information/content bits in stores is threatened 
since such sales can be done over Internet with payment methods that are more and 
more reliable and is probably safe enough when e-identities will be available on a full 
scale. Selling CDs over the net threatens also the established transportation of the CDs 
since other transportation providers are selected by the net store. 

3. Cheap memories – i.e. the prize for storage of information/content goes quickly 
towards zero – supports the separation of the information/content bits from the 
physical bearer. Together with new coding methods for sound, music, images, film and 
TV there is strong prize erosion. The coding format MP3 and cheap memories are out-
competing CDs  (See Figure 1 below). How many CDs can you usefully own? Well, 
you can probably own a lot but not carry them with you. The MP3 format allows you 
to put 10 000 songs on a laptop which you easily can take with you. Impossible with 
CDs. And the development of memories continues! 
 
 

 

 
 
 
 
New file sharing technologies incorporates an important feature – consumers can build 
a database together that contains far more information and content than ever before 
together bundled with a transportation mechanism. “New” search methods/business 
models such as Google and its predecessors are technologies that support the 
consumer in the same direction. Google is in fact a combination of a smart 

Music Format Changes

0

1

2

3

4

5

6

19
73

Figure 1. Music format changes 1973-2005 measured in purchases per capita in US. 
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optimisation method to present the most relevant information to the question posed 
by the user taking into account that you know from the question what the user is 
interested in and thus you can present advertisements to the user. The accuracy that the 
advertisement will “hit” the user is so much larger in this case in comparison with 
“broadcasting” that the advertiser is prepared to pay much more. This advertising 
model, sometimes also called the “amazon logic” is one that has shown to be 
successful and vigorous on Internet. 
 
There is an increased interest for “the real thing” i.e. concerts in the music case, 
adventure centres in the case of film are examples of this. The customers spend money 
on “the real thing” rather than on buying CDs and renting videos even if they 
download the content from the network. 
 
The music industry’s fight against file sharing technologies, introduction of DRM in 
different formats is nothing but delaying tactics to regain control and initiative. 
 

4. CD technology has developed to perfection. 

5. We begin to see record companies renegotiate contracts with artists to get part of the 
revenues from concerts. 

 
New branches start to emerge 
a:  There are many new actors on the file-sharing arena developing new technology and 

business ideas. Napster, Gnutella, Grookster and KaZaa are examples of some early 
attempts that have either failed (Gnutella, Grookster) or been bought (Napster, KaZaa) 
or sued by RIAA (Grookster, Kazaa)  for copyright infringements but in principle they 
have all been knocked out.  
There are some newer file sharing developments in the music area that seem to survive 
a little longer (Direct Connect, Bit Torrent) and here we begin to see some early 
models that could set some new branch standards. Direct Connect with its strong 
community approach and Bit Torrent that seem to get some early interest from the 
existing industry having IPR. QTRAX is a new actor that may survive due to 
agreements with the majors in the content industry. 
 
Table 2 below show areas which represents examples where traditional media meets 
new competition and possible business erosion. They are not based on P2P 
technology but one can expect that future initiatives will use P2P technology. Due 
to the music and film industry  

 

Area Example 

News portals Digg.com 

Catalogues Open Project Directory 
(dmoz.org) 
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Archive.org 

Encyclopaedias Wikipedia.org 

Susning.nu 

Hand books Wikitravel.org 

News papers Professional blogs 

 

Table 2: Traditional media meeting competition 

 

 

 

Table 3 represents new areas of co-operation among users. P2P technology is not used 
here either but looking at the business case for some of the examples they have in 
principle only advertising revenues and  voluntary contributions to base its economy on 
but huge costs for servers and management (Atomfilms.com). One can expect that P2P 
technology will be very interesting in the future. On the other hand the business idea 
behind many of the examples is to create a huge user base and then sell the site to an 
interested actor (Flickr was recently bought by Yahoo). 

 

Area Example 

Photography Flickr.com 

Short films and 
animation 

Atomfilms.com 

Video broadcasting Youtube.com 

Video.google.com 

News Private blogs 

Table 3: new areas of co-operation 
 
 
 

 

 

Learning is an area where one could expect P2P technology to be used. U. Blomqvist 
discusses this in his thesis Mediated peer (to peer) learning6. P2P technology is not used 

                                                 
6 available on line at  www.diva-portal.org/diva/getDocument?urn_nbn_se_kth_diva-3989-2__fulltext.pdf - 
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very much in learning due to the bad reputation the technology has got because of the 
music and film industry rhetoric on file sharing. 

The examples in Table 2 and Table 3 are all examples of user participation. The idea of   
users participating online and creating communities is not new. Sites like Amazon have 
allowed consumers to post their reviews for many years. The difference is that user 
participation is on a much bigger scale now because there are much more people online. 
Social networks, blogs, user-generated content, wikis and P2P - all those fall within the  
category of user participaticipation and the emergence of social sharing and exchange as a 
new model. It used to be outside the economy, now it is a part of it. Knowledge 
production is not in the hands of the very few any more7. We have earlier pointed out 
that in P2P systems users collectively create lists of content with a much larger content 
existing anywhere else. The web has moved relatively quickly from a predominantly one-
way (client – server), read-only medium to a more two-way, participatory, collaborative 
and interconnected medium (server – server). 

b:   No business standard has been set yet. A big player is BBC, which has created a trial – 
iMP (integrated Media Player). iMP is (or was, the trial is closed) an application that uses 
Internet and P2P distribution technology to legally download programmes to their home 
computers. In the trial the application offers UK viewers the chance to catch up on TV 
and radio programmes they may have missed. Big players like the broadcasters8 are 
interested in P2P technology and is may not be too far fetched that some business 
standards will be set here. 

c: So far we have not seen any big stable companies been knocked out but the pitch in the 
rhetoric about thousands of lost jobs is very high. 

d: 3/4 of the artists seem to gain from file sharing networks and one can expect that file 
sharing networks will play an important role in establishing new branch structures where 
many more artists can find ways to reach the market through “advertising” on these types 
of networks.  
Today’s record companies “sniff” file-sharing networks to find out consumers interest – 
a new way to learn consumers interests and behaviour. 

e:  Not yet visible.  

 

 

                                                                                                                                                     
Ulf Blomqvist. Mediated peer (to peer) learning. 9 June 2006. Royla Institue of Technology. 
7 Yochai Benkler on Commons-Based Peer Production available on line at 
http://www.digitaldivide.net/blog/acarvin/view?PostID=17563 Yochai Benkles homepage www.benkler.org.  
8 EBU Seminar. From P2P to broadcasting. 14-15 February 2006, Geneva. 



August 2006                                                   Business models and expected effects 

 • 18 •  

2.7 History repeats itself 

History often repeats itself. When the gramophone record emerged, manufacturers of 
pianolas tried to stop it – the new technology would ruin the music industry. When radio 
emerged, music publishers in the USA did their best to ban music from being distributed 
though this new medium. A long trip through the courts, the formation of a composers’ 
collecting society (ASCAP) and a supreme court ruling eventually led to a negotiated solution, 
the broadcast licence.  

A similar tale can be told for each new disruptive technology. The film industry predicted 
that TV would lead to the death of film and tried to hinder TV stations from transmitting 
films. The same argument emerged when the sound and video recordable cassettes came on 
the market. The then head of the Recording Industry Association of the USA (RIAA) is 
quoted as saying: “for every album sold, one is taped. In our henhouse, poachers almost 
outnumber the chickens” (Kusak-Leonard 2005). Home taping was killing the music industry. 
Dual track recording encouraged stealing and should be banned according to the recording 
industry – a key legal ruling in the UK (the Amstrad case) found however that such equipment 
could be used for legitimate purposes and therefore was permissible. The Sony-Betamax case 
in the USA went to the Supreme Court and the judgement was virtually the same.  

We can see that history has repeated itself also when it comes to actions, counteractions 
and solutions. The desire to spread music has led to the emergence of new communications 
solutions. These solutions have in their turn driven mail order businesses and special stores to 
emerge. New technologies has been looked upon as disruptive and have been fought against 
leading to negotiated solutions where all parties can maximise their benefits, IPR holders get 
paid for the content provided, network providers can utilise content (though paying a license 
fee) in driving traffic (listeners) to their network, and consumers have been able to use new and 
improved technology (though paying a storage fee) to create and (re) distribute their own 
copies. Compare with Figure 2 on page 20 

Further analysis with the historical situations we also find a number of differences, not 
only ones related to the magnitude of the responses. 

• The prospective of a new technology allowing consumers to make unlimited numbers 
of perfect copies and swap them anywhere around the world has been interpreted by 
the industry as a far greater perceived threat than the audio cassette.  

• In past conflicts regarding new technology, the route to resolution has been through 
the courts. New technology has never been banned on legal grounds, but new 
payment models have emerged, based on uses involving the very same new 
technology. The much-hated VHS cassette became a major source of income for the 
film industry when it started renting films to consumer with VHS players. In the 
current case, the music industry has focused not only on trying to block technologies 
and actors seen as unacceptable (file sharing, Napster etc) but has also focused on 
individual consumer behaviour. The entertainment industry has never before chosen 
the tricky route of suing individual consumers, who presumably are future potential 
customers, for behaviour deemed to be unacceptable (stealing). The potential PR 
nightmare of suing future customers has functioned more as a scare tactic than 
triggering an awakening of the body politics moral conscience regarding illegal 
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activities. The Pew Internet and American Life Project’s February study of Internet 
users in the USA found that 28% no longer downloaded music because ‘they were 
afraid to get into trouble’. 15% said they had stopped because of viruses, pop-ups etc, 
but only 10% claimed that their discontinuation of file-sharing was a result of a 
decision ‘that it was wrong’ (Pew/ALP quoted in Music & Copyright April 13th 2005). 

• Most of the rhetoric has come from the recording industry, where financial results 
have been sliding. Other sectors of the music industry, for instance the live /concert 
sector, appear to be in much better health. Evidence suggests that activities within 
digital networks have a marketing and promotion effect which has supported the 
concert industry. The global value of the sound carrier market reached a peak in 1999 
(38 billion dollars), falling to 31 billion in 2002, but rising to 33 in 2004. This can be 
compared to the global value of music and event merchandising, concerts and touring, 
which Kusek & Leonard estimate at 25 billion dollars/annum, and music publishing 
(12 billion U.S. dollars). Certainly the live sector has seen spectacular rises over the 
part 3 years. According to the monitoring agency Pollstar, ticket sales in the U.S. rose 
from 1.7 billion dollars in 2000, to 2.8 billion in 2004. Music & Copyright (April 2005) 
estimate that glob al box office receipts, excluding classical music, opera and musicals) 
exceeded 10 billion dollars for the first time in 2004. Kusek and Leonard (2005) 
conclude that “the record business is suffering, but the music industry as a whole is 
alive and well”. (MusicLessons Deliverable D1) 

A limited number of business and legal solutions have been used over the decades to solve 
the music industry’s “problems” arising from new technology. A number of negotiated licenses 
have been concluded. Copyright societies have granted radio stations blanket licences allowing 
them to play all music repertoire, as long as the stations report back on which music has 
actually been performed. At times the state has intervened and applied statutory or compulsory 
licenses, specifying for example, in the USA, how much composers and publishers should 
receive for the inclusion of a musical work on a physical carrier. Where content owners are 
reluctant to make the works they control available to the public, the state (if it considers such 
availability to be in the public interest) can enforce a compulsory licence, guaranteeing that 
rights holders receive remuneration but are required to provide access to the market.  

Levies on blank tapes were introduced in a number of EU countries in the 1980s. The 
system recognised that home taping could lead to a loss of revenue for rights holders, and the 
levy provided a certain measure of compensation. This area is still the subject of much debate 
in connection with the implementation of the EU Copyright Directive (2001). 

Since the introduction and growth of file sharing services (P2P), the recording industry has 
shown no desire to legalise this widespread activity via one or more of the traditional solutions 
listed above. The industry’s strong message has been that file sharing is piracy (stealing), that 
every download amounts to a lost sale of a unit of physical product (a CD for instance), and 
that file sharing allows consumers to get music for free. Provision of alternative legal 
downloading services has been slow to say the least, a fact that is readily admitted by the 
industry.  

However the industry has not been totally uninterested in what happens in the file sharing 
networks. The industry has used such networks to find out consumer interests by “sniffing” 
the networks for their preferences. 
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Some conclusions to take into account of when formulating new business models: 

• History repeats itself 

• The coding format MP3 and storage in cheap local memories as a complement or a 
substitute for CDs. 

• Digital transportation as a substitute for physical transportation. 

• “Sniffing” as a method to understand consumers’ curiosity, interests and preferences 
and/or a method to estimate consumption as grounds for assignments in a possible 
future licensing situation. 

• Certain qualities such as community behaviour in some new file sharing networks such 
as consumers possibilities to create common databases for information/content 
substituting EPGs. 

• Some file sharing networks exhibit the same qualities as Google – knowledge of the 
consumers’ interest and thus a possibility to make use of the advertising potential. 

 

 

Figure 2 Different layers of distribution (communication of content) and revenue flow 
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3. The theoretical foundation for 
filesharing 

3.1 “Official” record industry position 

A number of interesting points can be made regarding the “official” record industry 
position.  

The industry’s general view has been that downloading of music is free. But downloading 
of music is not entirely free. Consumers have to pay for Internet access, and require certain 
hardware and skills. A Swedish study from 2003 estimated that share of the fees the 8 million 
Swedes pay annually to their operators/ISPs purely for downloading and exchanging music 
amounts to approximately 150 million Euros per annum. This can be compared to an annual 
value of sound carrier sales in Sweden of around 200 million Euros9. (Landegren, J. & Liu, P. 
(2003) “Usability Factors in the Distribution of Digital Music Services”, Royal Institute of 
Technology, Stockholm. Available on line at URL: 
http://www.nada.kth.se/utbildning/grukth/exjobb/rapportlistor/2003/rapporter03/landegre
n_joakim_03059.pdf ) 

The industry’s general  view is that downloading is commercial piracy. However, most 
downloading is not commercial piracy, as is the case of an illegal CD replication factory, where 
individuals provide and charge for illegal copies. P2P activities mainly involve individuals who 
exchange music as a hobby. In our invetigations ( Musiclessons Deliverable D4) we find three 
categories of file sharers: 

1. Freeriders: consumes content without any intention to buy the corresponding 
physical product 

2. Samplers: consumers that listen or look at content with the intention to select what 
to buy. In the case of music the MP3 format (with its limited quality) plays an 
important role. Samplers select what music to buy. They preferably choose to buy 
on the net, since file sharers live “a life on the net” more outspoken than others. 

3. Technology “lovers”. The ones that find an interest in what new technology can be 
developed to make it faster, “safer”, more efficient etc. This category downloads 
more than they reasonably can consume and there are reasons to believe that the 
preferred hobby is computer rather than music or other content. 
 

Understanding user behaviour is important when definfng business models as we shall 
see later in a business plan approch. 

                                                 
9  (Landegren, J. & Liu, P. (2003) “Usability Factors in the Distribution of Digital Music Services”, Royal Institute 
of Technology, Stockholm. Available on line at URL: 
http://www.nada.kth.se/utbildning/grukth/exjobb/rapportlistor/2003/rapporter03/landegren_joakim_03059.p
df ) 
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Figure 3. Categories of file sharers 

 
 
The industry’s strong message that file-sharing is piracy (stealing), that every download 
amounts to a lost sale of a unit comes into another light when considering a study made in 
2005 by World Internet Institute (WII). WII interviewed file-sharers how much music they 
buy now compared to earlier when they were not active as file-sharers. The answers were 
3% buy much more, 7% a little more, 55% as before, 25% a little less and 10% much less. 
The diagram below shows the relations. An important conclusion is that there is a 
willingness to pay for content but the revenue streams are changing and the ways users are 
informed changes also. 
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Other research suggests that sharing music in the virtual environment stimulates a need for 
equivalent physical goods or experiences. Some groups of file sharers actually purchase more 
physical goods as a result of P2P. The rise in concert attendances is also probably linked to this 
phenomenon. This behaviour and prefereces makes it possible to define business models based 
on web promotion of physical goods or experiences. 

P2P activities, although a subject of official horror for the recording industry, have 
become more and more important for marketing decision-making in that very same industry. 
As we shall note later, “sniffing”, that is understanding consumer preferences via electronic 
eavesdropping in P2P networks, has become a major focus of investment for the leading 
record companies, thereby providing what is seen as the best indicators of market desires and 
on which marketing strategy can be based. Developed “sniffing” methods can be important in 
the future  

If Internet usage costs as much as it does, then why has a wide spread business solution 
not emerged involving a sharing of revenues between operators and rights holders? The 
answer lies primarily in the international and national conventions and laws, which have been 
designed to protect property in the virtual world. The japanese business model IMODE is an 
example of such a business model. This model has not really been tried outside Japan probably 
due to regulations that operators do not have conduit responsibilty, which is necessary 
prerequisite for this business model. Other early business model attemps along the same line 
were that content was driving traffic in the operator networks and thus operators could 
renounce some of their income to content owners. Such models have never been popular in 
the eyes of the operators. The general approach from the operators traffic handling 
deparments has always been that a business must stand on their own feet and transportation is 
a cost the business must account for. But this will most probaly change. Some interesting 
developments can already be discerned in the mobile sector. At least one Swedish operator 
keen to establish 3G network businesses has been offering “unlimited downloads” of several 
thousand songs to subscribers as part of their subscription fee. This trend is likely to continue. 
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3.2 A business plan approach to business models 

 
A business plan is a document that describes a company´s activities, the surrounding world 

and the economic prerequisites. Business plans can be written in many ways but basically the 
components in such a plan are  

• Business idea 
   -long and short term goals 

• Description of the market 
  -customer requirements 
  -distribution channels 
  -market size and development 

• Offerings to the customer 

• Product analysis 
  -product description 
  -unique characteristics 
  -expected customer fulfilment 
  -advantages versus competition 

• Competition 
  -description of competitors and their products 

• SWOT analysis 

• Financial analysis 
  -financial requirements 
  -economic flow 
  -economic calculations 

 
We will not go into details in any of the components above but merely point out and 

shortly discuss a few of them and the relations. The ones we will discuss here are indicated in 
bold. 

Business idea 

In principle we have a couple of different approaches when it comes to P2P business ideas and 
business models.  

• The content owner has full control over the P2P network (not necessary an owner 
though) 

• P2P network provider is an intermediary actor 
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Most of todays P2P business actors are intermediaries. Very few own the IPR they are 
distributing. 

Customer requirements and customer fulfilment 

We have found three categories of file sharers, which we described earlier – the free riders, 
the samplers and the technology lovers. For at least two of them – the free riders and the 
samplers we have a fair understanding of their behaviour and preferences, which means that 
we should be in a position to design business ideas and business models for those categories. A 
business idea and business model for technology lovers is more difficult.  

 

Distribution channels and financial requirements 

This report is on P2P business models and here we point out a few drawbacks in other 
structures and where P2P could be a solution. 

Distributing content to customers over the net can be done in many ways. The normal way 
is to use a hub and spoke structure – a server in the middle and a communication link to each 
customer. Not necessary a physical link but a logical one. However, the hub and spoke 
structure suffers a success penalty. Every new user incurs a cost for the business in terms of 
bandwidth, server capacity and system management.  

A multicast structure could be considered but Internet multicast suffers from a couple of 
drawbacks. Not all operators support multicast. QoS requests are seldom recognised between 
operators and thus end-to-end QoS cannot be guaranteed. Though multicast technology 
provides the answer to the problem of pumping the same content out to many subscribers at 
the same time, it does not help with features such as content on demand, which require a 
unique stream to each user. 

P2P structures have better capabilities to cope with the problems discussed above but have 
other drawbacks. One if of course the possibility to keep control of content if IPR is an issue. 
However the investment situation for a new business idea on content creation and distribution 
can be far better in a P2P structure than in hub and spoke and multicast distribution. P2P 
structures can require less discussion with operators, since such structures are realised on top 
of operators business models. 
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3.3 A capacity rationale for file sharing networks. 

In the previous chapter we argued against that business built on hub and spoke structures and 
that Internet multicast. 

Consider the following argumentation: 

– Today operators report unofficially that 50-80 percent of the traffic in the network 
comes from P2P i.e.file sharing. This type of traffic is increasing and sometimes temporarily 
goes down when the debate on file sharing and IPR is high. If we select the higher figure 
(80%) 20 percent of the traffic is client-server oriented according to the “old” Internet 
paradigm. Suppose that all todays peer-to-peer traffic should be transformed to client-server 
traffic the the server capacity on Internet must be increased with a factor 4. A general 
estmation is that about 10 percent of the population are active file-sharers. If we look at young 
Internet users about 50% of them are file-sharers. Over time it is not unrealisitc to assume that 
at least 50 percent of the population would like to retreive content like file sharers do today 
due to the diversiy of the content in file sharing networks. This would mean that another factor 
5 of server capacity would be needed.. Furthermore, when taking into account that a broad 
implementation of HDTV is “just around the corner”, another factor 4 in server capacity is 
required.  

Our conclusion is that increasing the Internet server capacity with a factor 80 in total plus 
network capacity and management seems rather unrealistic. Particularly if we link that back to 
the Bangemann report that saw primarily on demand entertainment content as driving 
something called convergence10. Not that there would be a lack of servers, the server industry 
would probably be very pleased to deliver. The management costs will be huge and also cost 
for centralised communication. Another issue along the same lines is that operators need to 
increase the capacity in the network. They probably would like to do so if they can charge for 
it. Here the difficulty is that broadband is flat rate and under heavy competition and Network 
Neutrality (tiered services or not) are limiting factors. It would be uneconomical not to try to 
use resources in the outskirts of the network (users terminals (storage, processing power) and 
communication and the willingness to pay for upgrades when applications develop) keeping in 
mind that P2P networks are extremely scalable. Particularly since the web is about to leave the 
traditional client-server paradigm and go into a server – server paradigm or as we pointed out 
earlier a two-way, participatory, collaborative and interconnected medium. 

Just to get an indication we have made attempts as to estimate the numer of servers on 
Internet and in close discussion with some operators we made the follwing argumentation: 

– Depending on how you define “computers connected to the Internet” it can be said that 
there are about 75 million sites on the Internet. If each of these sites connects to more than 
one server, the number of servers connected to the Internet could be estimated on that basis. 
If we assume an average of 3 servers per site, we get 225 million servers directly connected to 
the Internet, adjusting the number up or down depending on the assumptions we make. 
Furthermore, there are additional downstream severs, whose workload is influenced by the 
Internet-connected servers, so the total population of “web-related” servers is in the mid-to-
high hundreds of million servers. 

                                                 
10 Musiclessons deliverable D6 
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Future forecasts of web-connected servers vary widely depending on whether one includes 
web-connected devices or limit to traditional servers. One can guess that the number of web-
facing servers will continue to increase at a rate of 15 - 35% per year at least for the next five 
years. For a historical perspective, in early 2000 there were approximately 11 million servers 
connected to the web. 

Earlier we touched a little on that in distributed solutions like P2P networks one difficulty 
is to keep control of content and IPR if IPR is an issue. 

There are different systems to protect content. DRM will in the future of this report stand 
for the sum of a variety of methods - Conditional access, classical DRM where content is in 
protected (typically encrypted) form, with a license that specifies the uses to which the content 
may be put and software like protected content. 

In the annex to MusicLessons Deliverable 3 (Blomqvist et al, 2005) DRM technology and 
business models are discussed. DRM could be the solution to the content industry’s P2P 
dilemma, but content owners’ desire to not only monitor but also control the consumer’s use 
of content can be perceived as an intrusion of privacy. High control makes consumers less 
active and low control invites them to experiment and to gain experience. Digital music files 
can easily be spread. Therefore legal services prefer keeping control to the music. This study 
reveals that consumers (most likely the technology “lovers”) are one step ahead of the content 
industry, finding ways to circumvent protection and laws, and that the music industry is 
awaiting the “right” DRM business model. Online Music sellers basically rely on B2C (Business 
to Consumers) DRM business models, but attempts have been made with C2C (Consumers to 
Consumers) models, using consumers as distributors, and ISP models, where ISPs pay to 
collecting societies for all file transfers of copyrighted material in their networks.  

It is difficult to judge the effectiveness of DRM-systems in general, but typically they have 
provided protection for everything from a few months up to several years but eventually all 
DRM systems have been broken. In Musiclessons Deliverable D3 there is a short discussion 
on first and second generation DRM. 

3.4 Initial conclusions about business models: 

• File sharing networks are probably necessary to cope with expected volumes of content 
transported over Internet in the long run. The web has mover from a client –server 
paradigm to a server – server paradigm i.e. the users co-operate. 

• Presently we can see three categories of file sharers: samplers, free riders and those 
interested in technology. Understanding users preferences is key in designing business 
ideas and business models.  

• “Sniffing a method to understand consumer’s curiosity, interests and preferences of 
content.” in file-sharing networks is but also a method to get statistics. 

• History repeats itself. Historically several disruptive distribution methods (radio 
broadcast, cassettes) have been developed and affected the media industry. The 
historical lesson is that such disruptive technologies for distributing content can never 
be blocked. In every case some form of economic agreement has emerged allowing 
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them to develop further, usually in combination with new business models that have 
generated new revenues for content owners.  

• The coding format MP3 and storage in cheap local memories as a complement or a 
substitute of CDs. Not that MP3 is a “better” format, but it is more versatile than 
earlier ones. 

• Digital transportation as a substitute for physical transportation. We have had digital 
transportation for many years but it has become more ubiquitous and cheaper. 

• Qualities in file sharing networks such as consumer’s possibilities to create common 
databases for information/content substituting EPGs. The content users collectively 
have is far more than have ever been published by content owners thereby stimulating 
users to find more. 

• Certain qualities in some file sharing networks such as community behaviour are 
important. Consumer-friendly community-building together with discovery tools can  
enable users to easily access to a vast selection of content, all while generating revenues 
content owners. Community building can be used for making a business model. 

• File sharing networks in general exhibit the same qualities as search engines – 
knowledge of the consumer’s interests and thus a possibility to make use of the 
advertising potential. 

• DRM methods that restrict consumers access to content without taking into account 
the balance between consumer interests to be free and use content in a variety of ways 
and situations and the IPR holders interest to be paid will ultimately fail and consumers 
will find ways to circumvent it. 
The use of intrusive DRM systems to control and spy on individual’s activities will be 
rejected by consumers. 

Looking at free riders listening to MP3 files and downloading other content with no 
intention to buy, we find that it is related to the situation of continual music on the radio, but it 
happens on Internet instead.  Downloading MP3 files to listen is a substitute to continual 
music on radio. Interesting content in this situation could lead to that content is bought in 
shops or even more likely on Internet. In the long run we believe that a licensing business 
model is relevant and will be developed. This could develop to a massmarket and we expect 
that file sharing will be the technology to use. Monitoring DRM or “sniffing” on the Internet 
or possibly a combination of the two could develop to methods for estimating traffic for 
assignments in the licensing model. Advertising in this kind of network with a huge number of 
users is probably benefical and thus an important source for income. 

Looking at samplers’ activities, the situation looks more like they are going to the shop and 
listen to CDs and then buy the CD. Selecting what to buy from listening to MP3 files on 
Internet could complement and eventually substitute this behaviour on a large scale. Business 
models such as subscription, promotion/advertising and mail order are relevant here. 
Subscription in the digital world – the content is possible to access as long as the subscription 
fee is paid – is very unlike subscription in the physical world where there is infinite access to 
what you have received. DRM works differently here compared to the licensing situation 
above. As the results in annex to Musiclessons Deliverable D2 show DRM methods that make 
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content not accessible is interpreted as a very intrusive way of controlling consumers we expect 
that such methods must be very clear in explaining the rules.  

It will take a long time for users to understand how licensing works in comparison with 
physical ownership of content. It is likely that subscription models will have to be 
complemeted with some kind of ownership. During a transition period bonus programmes or 
offerings of specially made CDs could be solutions. 

Following the argumentation above we can sketch the following broad picture. 
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The “broad” picture 

 

Figure 4. Substitution leading to new business models 

 

 

 

   In MusicLessons Deliverable D5 we find more evidence for the above-presented 
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Quote: “There are several reasons for using a P2P network to download music. For an 
experienced Internet user it is an easy and very practical way to share music with others.”  
Comment: There are no reasons to believe that this will not hold for other content than music.  

Quote: “The free access to music is also an important reason, which means that you can 
download a lot of music, much more than you ever can buy.  

The great number of music files and the diversity is also an important reason. You can find 
music that you cannot find in ordinary music stores. You can find both old music that has 
disappeared from the market and the new music that has not yet entered. As we will see later, 
downloaders often discover new music in this way. Online music stores has not yet a 
comparable diversity.” 
Comment: We have commented this in Deliverable D3. Long-tail content is not economic to sell 
through traditional market channels, but there is a considerable market, which can be reached 
through file sharing networks. 

Quote: “As you can download music for free, you do not have to restrict yourself to music 
you already know. That means you can listen very short, some file-sharers say 2 seconds, to 
find out if the tune was of some interest. This possibility is also of high value for many.” 
Comment: To “browse” large amounts of content to find what really engage supports a web 
promotion business model. 

Quote: “Contrary to the prejudices against file-sharers, they are not all free riders that only 
download music for free. Most of them are very active e-buyers and that includes music.” 
Content: An early study11 made more than ten years ago by Institute For The Future (IFTF) in 
USA looking at early computer addicts showed that they were very active consumers of all 
kinds of content, concerts, theater and film. We have good reasons to believe that the results in 
table 5 for the special case file sharers and music are generally applicable. 

 

 

 

 

 

 

 

 

 

 

 

                                                 
11 Private communication. 
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Table 5. Buying music online. A comparison between Internet users and 
filesharers. 

  Internet 
users 

Not so frequent 
filesharers 

Frequent 
filesharers 

Buy music online? 

(CD, cassette not MP3 or 
digital forms) 

Yes 36% 50% 73% 

 

Several 
times 

  5 

A few 
times 

3  5 

Some 
time 

6 16 14 

Use special music 
services online? 

(Pay per tune like iTunes 
or CD-on?) 

Never 90 84 77 

Source: World Internet Institute 2005 

Quote: “Similar results, i.e. that file-sharers are frequent customers for the music industry, 
has repeatedly been found in other studies. The EU-supported project "Indicare" (2005) like 
the digital music research firm "The leading question" (2005) both point out that file-sharers 
also are big spenders on legal music downloads. "The leading question" found that they spent 
four and a half times more on paid-for music downloads than average fans. Their 
recommendation was that the music industry should entice the downloaders to use legal 
alternatives, not to take legal actions against them. And Indicare concluded that Internet is an 
excellent tool for musicians and their labels to promote music. Sharing of music should be 
supported.” 
Comment: This supports web promotion models and combinations of web promotion and 
subscription models. 

An important question one should ask oneself when discussing the ‘Technology “Lovers”’ 
is where we can expect to find them in the future? Two areas are the most probable:  

• The development of new P2P technologies including new business models and 
particularly those where the P2P technology is an intermediary actor. 

• Trying to crack DRM methods that are intrusive, limiting the availability of content, 
threatening privacy etc. Not for the reason to get content for free – the sheer challenge 
is probably enough to trigger some technology literate persons to try to crack DRM 
technology.  As a DRM cracker it is often enough to show results that a DRM system 
has vulnerabilities and the confidence in the method is lost. Sometimes already a simple 
rumour that a DRM method is compromised is enough. 

 



August 2006                                                   Business models and expected effects 

 • 33 •  

3.5 Licensing models 

Here we propose a voluntary license model and we base our proposal on the “free-
riders” activities and preferences and that P2P technology will continue to exist and develop. 
Users will most likely continue to share content using P2P technology. As we have reported 
earlier (Deliverable D1) the closing down of Napster triggered the development of more 
decentralised and anonymous networks. Keeping in mind that sharing of content happens in 
many other situations such as e-mail, chat, messaging networks, publication on homepages a 
licensing business model would change the battlefield from individuals singled out for legal 
action to a situation where development of new business will be in the foreground. 

The concept is not new that users pay a fee and as long as they continue to do so they get 
an opportunity to legitimately exchange content.  There are a couple of issues: 

Collecting the money:  

The market can probably think of many ways to collect the money but here are some 
examples. 

1. Through a website to collecting societies or one.  
    Big content owners will most likely try to employ DRM to control content and thus  
    try to stay out of such a model. 

2. Operators bundle a fee in the broadband access fee. 
    This model will require that operators take new roles and accept to be involved  
    in the billing process.  

3. P2P software vendors could bundle a fee into a subscription model 
     This model will require some approval process of P2P technology and a  
     mechanism for monitoring use of P2P technology. 

 

Dividing the money: 

The money collected must be divided between rights-holders and based on some agreed model 
– probably relative popularity per category. This calls for some new technology to be 
developed. Below in the report there is a short discussion on such underpinning technology. 

Transparency will be critical so all stake-holders have a possibility to examine the division 
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3.6 Web promotion, subscription and retail models  

 

Physical content delivery models 

Discussion 

When looking at the different content-delivery channels/levels indicated in Figure 2 the 
then following figures (5, 6, 7, 9, 10, 11) can be used as basis for deeper analyses. 

 

 

Figure 5. Subscription revenue flow including “file sharing” 

In Figure 5 above the subscription model is described. Content is transported to the 
subscription provider, who pays for the content (and transportation) to the IPR holder. The 
subscription provider then distributes content to the subscribers (illustrated by Consumer A in 
the figure). The subscriber pays a fee, either fixed per month or depending on the content, to 
receive the content on a regular basis. This fee will include transportation from the provider to 
the subscriber (e.g. postage and handling). The revenue flow is greater from the consumer to 
the subscription provider than from the provider to the IPR holder.  

If Consumer A makes a copy of the content onto a blank tape, or a CD-R, or similar, the 
consumer pays a tax which is distributed to IPR holders, thus a revenue flow goes from the 
consumer to the IPR holder. Should Consumer B now listen or even receive the copy of the 
content no new revenues are induced. But, should Consumer B feel that the quality of the copy 
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is not to his or her satisfaction he or she might consider buying a fresh, original recording 
(which in fact is either a copy or a replica of the original recording) of the content if it is 
available outside the subscription domain. 

 

 

Figure 6 Retail/ Mail order revenue flow including file sharing. Transportation is 
provided by another party, which takes the most of the revenue for transportation. 

In Figure 6 above the purchase is initiated by the consumer (Consumer B) when desired, 
instead of delivery on a regular basis. Otherwise the revenue flows are similar to the 
subscription model. It is noticeable that a Mail-order Service could, and should, result in lower 
consumer prices, as the retailer step in the value chain is eliminated. 
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Figure 7 Promotion / Advertisement revenue flow  

In Figure 7 above the consumer receives the content free of charge. Revenues are made 
further down the line when Consumer D or Consumer B, or both, goes on to make a purchase of 
the full product – the physical product. Transportation costs are covered by the promoter, or is 
provided by another party, and its revenue flow is directed out from the system above. The 
promoter either is the IPR holder, the creator or some other party with special interests 
(retailer, wholesaler, etc.). 

The value chain and risk sharing 

A common denominator between the subscription model and the retail/mail order model 
is that the consumer has a right to return the content, which can induce high costs for the 
retailer or content provider. There are also transportation costs involved if the retailer or 
content provider are to return content to the IPR holder, i.e. pushing content backwards in the 
value chain (see Figure 9). Furthermore, each level in the value chain adds to the “value” of the 
product, though most of that value is added transportation, handling and storage costs, plus 
any revenue each level wishes to make in their part of the business.  
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Figure 8 The content value chain in the physical content distribution/entertainment 
industry and return rights 

When exchange of content occurs in file-sharing networks or content is bought on the net 
there may be a drop in sales to the consumers and the retailer has copies left. The retailer may 
have rights to return left over copies to minimise the risk. The same holds for other parts of 
the value chain. Thus file-sharing may influence the whole value chain and everybody loses 
money.  On the other hand file-sharers buy a lot of content and as Table 5 showed they are 
frequent buyers of content on the net. Not only the retailers are influenced but also 
transportation. 

 

Digital content delivery models 

Discussion 

Transferring the physical delivery models into the digital world, some changes are 
evidential. The first and most important difference is that no transportation costs for content 
delivery occurs. This would encourage the provider to lower their prices for the consumer, 
though this is not always the case. The following figures (Figure 10, Figure 11 and Figure 12) 
are adapted to the digital content delivery case and can be used as basis for deeper analyses. 
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Figure 9. Subscription revenue flow including “file sharing” 

In Figure 9 the digital subscription model is described. Content is transferred to the 
subscription provider, who pays for the content to the IPR holder. The subscription provider 
then distributes content to the subscribers (illustrated by Consumer A in the figure). The 
subscriber pays a fee, either fixed per month or depending on the content, to receive the 
content on a regular basis. This fee does not include transportation from the provider to the 
subscriber, as there are no transportation costs on the Internet (though one might argue that 
both the Subscription-Service provider and the Consumer pays monthly fees to an ISP to be 
able to get involved in this online-business). The revenue flow can be greater from the 
consumer to the subscription provider than from the provider to the IPR holder, but this does 
not have to be the case. The Subscription service also can provide space for advertisements on 
their web site, thus creating a revenue flow that “pays” for the subscription service. In this case 
the Subscription-Service provider is a true intermediary. 

If Consumer A makes a copy of the content in his computer the consumer pays no tax that 
can be distributed to IPR holders, but included in the price for computer memory is a tax to 
cover for the re-production of copyrighted material. In that sense it is justified to keep the 
revenue flow going from the consumer to the IPR holder in the figure. Should Consumer B now 
listen to or even receive the copy of the content no new revenues are induced. But, should 
Consumer B feel that he or she likes what she is hearing, he or she might consider buying a 
fresh, original recording of the content.  
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Figure 10 Retail/ Mail order revenue flow including file sharing. Transportation is 
provided by another party, which takes the most of the revenue for transportation. 

In Figure 10 above the purchase is initiated by the consumer (Consumer B) when desired, 
instead of delivery on a regular basis. Otherwise the revenue flows are similar to the 
subscription model. It is noticeable that a Mail-order Service could, and should, result in lower 
consumer prices, as the retailer step in the value chain is eliminated. As an Internet-savvy 
consumer he or she turns to online-stores abroad to purchase the album at a better price (even 
if he or she purchases a physical CD, that induces postage-and-handling costs, it may be more 
beneficial to make the order at an off-shore/international company). Could Consumer B now 
receive this album in a digital format online, he or she might want to transfer the content from 
the computer to an entertainment equipment of his or her choice, e.g. car-CD, portable MP3-
player, DVD player, etc. This transfer in its turn increases the revenue flow to the IPR holder 
based on the different Statutory Licence fees that are connected to each storage medium 
(optical medium or memory). 
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Figure 11 Promotion / Advertisement revenue flow  

In Figure 12 above the consumer receives the content free of charge. Revenues are made 
further down the line when Consumer D or Consumer B, or both, goes on to make a purchase of 
the full product – the digital product or its physical equivalent or an experience. Transportation 
costs are zero, thus its revenue flow is virtually not interesting in the figure, though kept to 
signify the difference. The promoter either is the IPR holder, the creator or some other party 
with special interests for instance a concert promoter. 

Comment: In the case of music, broadcasters like TV and radio are important promoters. To a 
large extent music or music groups that have not been pesented on TV or radio will not be 
marketed in the shops. The web will certainly take a similar role in the future side by side with  
TV and radio. The web promotion business model will be important in the future. 

 

Comment on the value chain and risk sharing 

In the digital world there is no such thing like returning a digital copy to the provider. The 
comsumer simply deletes it from the memory and if it is copied to a physical medium simply 
throws it away. In the same way there is nothing to return from the provider to the content 
owner. It is only in the physical world one finds return rights linked to risk sharing. 
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3.7 Underpinning technologies 

In Figure 4 we have listed a few underpinning technologies that we think are necessary for 
new business models to develop further. 
A licensing model with a fee bundled into the broadband access fee is likely to be subject of 
the same debate and criticism as levies on blank tapes and CDs. Broadband access is used for 
much more than just P2P sharing of content. To overcome the problem some measures must 
be taken. The broadband access agreement between operator and user must contain a 
paragraph, which relates to file-sharing. If the user commits not to use file-sharing for 
downloading of content there should be no license fee. The user that commits not to use file-
sharing for downloading must also agree that the operator may monitor the use of file-sharing 
and downloading (i.e. monitor the payload of the packets) on individual access lines and also 
but also non on an aggregated level in the network. I.e. there is a need for monitoring DRM 
technology. Monitoring the access line is to ensure that the user behaves according to the 
agreement and monitoring content on an aggregated level gives an input to how licensing fees 
shall be distributed among rights-holders. Such anonymously monitoring and tracking are in 
use already by compnies such as BigChampagne (www.bigchampagne.com ) and BayTSP 
(www.baytsp.com ). The agreements will be tricky to design since the DRM, even if it is only 
monitoring, will be considered to be intrusive and affecting privacy. On the other hand the 
new EU Directive on the retention of data processed in connection with the provision of 
public electronic communication services and amending Directive 2002/58/EC may be an 
opening to solve this privacy issue. The other tricky question to solve is if all packets needs to 
be monitored in the network to be able to distribute fees correctly or if sampling packets is 
enough. Compared with today´s situation for collecting societies it is likely that a suitable 
sample of packets is enough but the potential is high that a better monitoring technique can be 
developed at thus a more equitable distribution of fees. It is worth mentioning that there are 
projects within EU developing network-monitoring technology with adequate capabilities that 
possibly can be used for licensing purposes. The project SCAMPI (http://www.ist-
scampi.org/) develops a scaleable monitoring platform for the Internet. Another issue is the 
acceptance by telecom operators providing Internet access of the need to be involved in the 
billing process (revenue sharing, subscription, micro-billing, prepaid, etc.), as opposed to a 
rejection based on lack of conduit responsibility.  
For bundling a  fee together wit P2P technology and software there is a similar discussion. P2P 
software is used for many other purposes than sharing of content. A licensing model based on 
such fees also needs monitoring DRM technology and special agreements with th users. 

One can expect that a lot of content – not only music – will be made available with file-
sharing technology. Refined query and search tools in P2P networks are necessary, allowing 
users to find a “needle in a haystack”, thus supporting general goals of cultural diversity and 
creative activity/interactivity, rather than mere short cuts to newly released popular content. In 
well defined areas in normal life e.g. in a library, in a video store, in a music store, in a phone 
book you find pieces of information – metadata – that you can use to find the real information 
you are looking for. The web today is not like a very big library. Hardly any metadata is 
available on the web. To find information brute force methods with search robots is state of 
the art on the web. In file sharing networks the situation is a little different and especially in 
structured file sharing networks where you can search for titles, directories etc. One can expect 
that when the average person will start to put content on the network – which happens already 
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today – the amount of information will increase drastically. There exist a lot of document 
mark-up technologies  (SGML, HTML, XML, TEI, RDF …). HTML showed that it is 
possible also for the average user to learn such mark up technique and one can expect that if 
there is a tool with better capabilities to describe general content and not only web pages then 
there may be a strong uptake. It must be simple to use in order to become as popular as 
HTML. A natural language approach would be convenient. There are some approaches for this 
with controlled natural language (R. Schwitter. Controlled Natural Language as interface to the 
Semantic Web. Macquarie University, Sidney, Australia.) to empower the average user with an 
informal language to describe content. On the other hand in a talk, 27 April 2006 at the SICS12 
Open House 2006 event, Peter Norvig, Director of Research at Google, expressed similar 
attitudes and on a question regarding the semantic web he said …”creating knowledge in a 
formal language will remain expensive…… Who marks up and for what purpose. It is better to 
use a natural language approach in search mechanisms. The result is more reliable.” 

 
 Another important underpinning technology is DRM (Digital Rights Management). We 
shortly discussed DRM above. DRM systems can be very intrusive and span from controlling 
to monitoring as the Figure 5 below shows. 

                                                 
12 Swedish Institute of Computer Science  
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The problem with these highly intrusive and controlling DRM systems is that they can lead 
to consumer resistance, as there is a clash with the traditional interpretation of ownership from 
the physical world. Our conclusion regarding DRM systems is that they can serve its purpose 
only for measurement of usage i.e. support a licensing business approach. One finds such 
DRM systems in the shaded area in Figure 5. The striped area contains the DRM methods that 
are non-intrusive and controlling. If not too controlling they can most likely be accepted if the 
rules are very clear. As an example Apples iTunes  (not P2P though) has a slightly controlling 
mechanism and is obviously accepted by iTunes users. Such DRM methods are suitable in 
subscription like business models. 

 

 

 

Highly Intrusive 

Non-Intrusive 

Monitoring Controlling 

Figure 12. Non-intrusive/monitoring DRM systems (adapted from Blomqvist 
et al, 2003) 
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4. Business models and expected 
effects 

In deliverable 3 we discussed some existing and emerging online-business models. To 
refresh our memories before we move on to the future business models we once more present 
these models below. 

4.1 Proposed business models for the future 

In Deliverable D3 we listed a number of basic business models that have developed on the 
web over the years. We also commented how P2P technology could enter these models. Vice 
versa P2P networks can take ideas from the basic business models.  

We have also looked at the file-sharers activities and preferences and in line with a 
business plan approach concluded a number of future business models assuming that young 
file-sharers will keep their valuations for a long time. The following business models were 
defined 

• Licensing 

• Web promotion/advertising 

• Subscription 

• e-commerce  

We also noted that there is a difference for a P2P network provider, which has content of 
its own and one that have to rely on content from others. Content owners with control of the 
P2P network can in principle take inspiration from any business model and earn money on the 
content but P2P network providers without own content have a more difficult situation by 
agreements with content owners.  
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4.2 Expected effects of future business models 

 

Table 6. Future Business Models effects on Consumers 

For the consumer 

On the plus side On the minus side 

Increased offerings to select from. Far more 
content is listed in P2P networks than on any 
physical medium. Old and long-tail content 
easy to find. 

Availablity to computer facilities and 
broadband communication.  

Risk for an increased digital divide. 

Can try content without buying. Possibility to 
browse content in large quantities and not 
only limited to already know content. 

Ability to judge more carefully before 
purchase. 

Requires new skills in using file sharing 
systems. Users are in general not powered 
with query and search tools allowing them to 
find a “needle in a haystack” 

May have to accept more advertising. 

Easy to fetch and return. Requires new skills in publishing own content. 
Users must understand what content is 
copyright protected and not possible to 
publish without IPR owners permission or if 
there are other restrictions or limitations 
(Creative Commons, GPL, LGPL, Open 
Source, etc.) 

Cheaper, since less cost for distribution and 
no retailer storage and marketing. 

Users will have to understand how to find 
content when marketing is shifted to the web 
and leaving traditional media. 

Can buy HW related to content on the net or 
in store and get large discounts. 

Supplier and technology lock-ins. 

 Licensing  content is not like owning it. It will 
take along time until the average user will get 
used to the situation and “indefinitely” pay a 
subscription fee. 
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Table 7. Future Business Models effects on Retailers 

For the retailer 

On the plus side On the minus side 

 Loss of traditional business 

Increased business for physical goods linked 
to web promotion business model 

 

New possibilities to bundle hardware and 
content. 

 

 

 

 

 

 

Table 8. Future Business Models effects on Distributors 

For the distributor 

On the plus side On the minus side 

New distributors Less business for traditional distributors. Less 
value of signed long term distribution 
contracts. 

New distribution routes  

New roles in storage of HW related to content  
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Table 9. Future Business Models effects on Publishers 

For the publisher 

On the plus side On the minus side 

Less production of HW related to content Old business reations obsolete 

Less risk since no up front build up of HW in 
stores 

A new IPR situation 

 A new marketing situation on Internet. 
Difficult to be observed when users browse 
content and stay only a few seconds. 

The traditional way of marketing in the 
physical world with links to TV and radio will 
change. 

Less risk since no return rights A new risk situation difficult to judge 

New sources for income such as advertising. 

Embedded or integrated advertising in video 
clips distributed together with other content in 
P2P networks. 

 

Subscription fees mean stable and predictable  
revenue streams if the publisher is the 
rightsholder. Attracts new capital outside 
traditional ones. 

Uncertain income situation – at least in the 
beginning until business models become 
stable. 

Possibility to control/monitor content with 
DRM. 

Balance DRM to keep users active and 
interested. 

Find new markets for old and long-tail content 
for which traditional markets are too small. 
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Table 10. Future Business Models effects on Creators/Developers 

For the creator/developer 

On the plus side On the minus side 

Reach new and larger audiencies Less clear audience 

Subscription fees mean stable and predictable  
revenue streams if the creator is the 
rightsholder. Attracts new capital outside 
traditional ones. 

 

Can reach the consumer in new ways Risk that other creators can be inspired and 
make  improvements  

Qiucker response from audience More difficlult to keep IPR 

Possibility to create communities with 
consumers 

 

 

Table 11. Future Business Models effects on Society 

For society as a whole 

On the plus side On the minus side 

Larger cultural diversity. A turbulent time until all actors will find their 
roles. Some individuals may get into trouble 
during this transition phase. 

Directives and regulations are contradictory. 

Consumers can become creators in a new way 
and thus a larger cultural offering. 

Directives and regulations do not align with 
what people in general feel is right and wrong. 

Directives and regulations are contradictory. 

 

 


