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Preface
This master thesis is a result of really hard work and a great interest in culture and the methods to maintain and create policy to motivate the creation of culture. Although I never studied copyright and the influence of technology at this level, I found it one of the most interesting and complex challenges at the moment for cultural economists. How do we deal with the consumption of music in a digital era? How do you make sure that people will pay for music when everything is for free? And most importantly how do we ensure that creators stay motivated to produce when everybody can download music, films and pictures for free? 

I discovered that nobody has a suitable answer for this enormous challenge and I hope I can help to find a solution for this problem.

I want to thank Erik the Vos for his legal advice, all the interviewees for their interesting stories and their crucial input for this master thesis. I want to thank Christian Handke for his academic advice during the writing of this thesis. I also want to thank all my friends and my family for the support during my education and the stressful moments.
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Chapter 1: dealing with music in a digital era
Introduction, context, outline and aim
‘First they ignore you. Then they laugh at you. Then they fight you. Then you win’ ( Gandhi)
Introduction

A couple of months ago I read that Nine Inch Nails, one of the most popular band of America published their new CD for free on their website and torrent
 sites. They published their CD under a new sort of legal licensing system called Creative Commons. In a reaction the band leader said:
‘Anyone who's an executive at a record label does not understand what the internet is, how it works, how people use it, how fans and consumers interact - no idea. I'm surprised they know how to use email. They have built a business around selling plastic discs, and nobody wants plastic discs any more. They're in such a state of denial it's impossible for them to understand what's happening.

"One of the biggest wake-up calls of my career was when I saw a record contract. I said, 'Wait - you sell it for $18.98 and I make 80 cents? And I have to pay you back the money you lent me to make it and then you own it? Who the f**k made that rule? Oh! The record labels made it because artists are dumb and they'll sign anything' - like I did. When we found out we'd been released (from their recording contract) it was like, 'Thank God!'. But 20 minutes later it was, 'Uh-oh, now what are we going to do?' It was incredibly liberating, and it was terrifying.’ (Reznor, 2009).
As a cultural economist I was immediately interested in the development concerning this band. The music industry always consisted of record companies containing a lot of musicians from who they published music. As a band it is very hard and costly to publish your music on your own. But apparently times have changed. 
So what exactly did change, what economic reasoning is behind al these changes, what is Creative Commons and what are the benefits for musicians in The Netherlands to use this? How do musicians who use Creative Commons protect their intellectual property, how do they collect their royalties and how do they get motivated to produce artistic work. 
In this thesis I want to know more about the changing environment in the music industry. I want to know what has changed in the production, distribution and consumption of music (Towse, 2003). What kind of factors are of influence on this changing situation and what could we say about the future? 
A way to get to know all this knowledge is to look at the production figures and revenues of the music industry, but that is already done by numerous authors and survey desks. I find it more interesting to get to know why musicians choose another strategy. A way by doing this is to look at artists who choose a different strategy, like the strategy to make use of another licensing system. Creative Commons is a current licensing system that is getting popular throughout the world. So my research question will be as following:
 Research question:

Why do professional Dutch musicians/composers use Creative Commons licenses?
Outline

My research will be a qualitative research. First I will look at theories concerning my research question. The theories will cover the subjects: copyright, technology, new media and motivation. At the end of every chapter I will present some sub research questions which I will use in my empirical research.

In the first two chapter I will present some general information about the music industry and Creative Commons. The aim of these chapters is to give you a better understanding about the music industry and about Creative Commons. In chapter 3 I will explain the legal construction of copyright and the application of copyright through collecting societies. In chapter 4 I will try to set out the concept motivation, the role of motivation in the art and the effect on the production of music. I will connect the objective of copyright and collecting societies with the concept motivation and I will give some preliminary results. In chapter 6 and 7 the latest technologies will be described and their impact on the supply chain of the music industry and the development of new business models. In the chapter 7 I will set out my research. In chapter 8 I will present my final conclusions and give some recommendations.

At the end of the subjects, that are covered by the theory, I will reflects the discussed theory on Creative Commons. Thus, at the end of the chapters about copyright, motivation, technology and new media, you will find a part called ‘Creative Commons’.  
Aim

Why have I chosen this topic and is it interesting for cultural economists? Throughout the course cultural economics at the Erasmus University we discussed the impact of technology on the cultural industry. Also we discussed the use and application of copyright. Most of the time the damaging effect of the internet and digitalization was presented, but in real life I saw that the big media conglomerates had a hard time to adjust with the changing environment, while many artists I know saw a lot of benefits using the internet. What are these benefits and how do musicians exploit the internet for their own benefit? 
I hope to find some interesting answers during this thesis.

Enjoy reading!
Chapter 2: cultural industry; the music industry

Economics, copyright, technology and innovation

The music industry is of cultural and economic importance for every city, country and society. When we think of the music industry, we most of the time relate the complete industry with record companies, but these organizations only concern the exploitation of music. The exploitation of music mostly runs through specific music carriers or via other ways of exploitation. Example is the authorization of licenses for the use of music, which will become the most important form of music exploitation in the future (Rutten, 1993). 

The music industry was never a subject of government policy compared to the attention broadcasting and films received from the government. Only copyright was of interest for government policy. In the last 5 years we saw a huge amount of media attention for the music industry. Moreover the industry asks for more government involvement, because of the rise of copyright infringement. This is because the industry has changed a lot due to certain factors. 
In order to understand the music industry you need to know more about the cultural industry. In this chapter I will explain the rise of the cultural industry and what/why cultural products distinguish themselves from others. Furthermore I will explain the music industry, how innovation has affected the industry since its existence and what the role of record companies and collecting societies is. 

Definition of the cultural industry

In the Twentieth century we saw an enormous rise of the cultural industry and nowadays we cannot imagine a life without products from the cultural industry. Throughout the day we get in touch with products of the cultural industry and we regularly consume products or services like TV, movies, music, etc. These products share similarities and belong to the cultural industry. Products in the cultural industry have an artistic content which is cultural significant and are produced on a large scale (Towse, 2003). These similarities, that products of the cultural industry share, differ from for instance ballet or the opera. Although ballet and opera are cultural significant products with artistic content, the physical performance can not be produced on a large scale. 
The definition of the cultural industry and the products it covers is still debatable. The first signs of the cultural industry are to be found in ‘Dialectik der Aufklarung’ by Horkheimer and Adorno (1947) of the Frankfurt School. They presented the erosion and destruction of culture by mass culture; they thought that adding commercial value to culture was a disaster (Throsby, 2001). According to these critical theorists the production of art is controlled by a small number of organizations (media conglomerates). This specific control of the production process is according to the ideology of monopoly capitalism (Throsby, 2001). These organizations regulate and monitor the production, consumption and the distribution of art by having monopolistic control and power over the supply of art and culture (Bjorkegren, 1993). 
The first person who proposed a political stand for the cultural industry was Girard, an important figure in French politics (Girard, 1981, cited by Towse, 2000). Girard wanted to create more attention for the cultural industry, as he said in a paper in  1972 for UNESCO (Towse, 2000). 

Those responsible for cultural policies have persistently turned a blind eye to the growing importance of these industries in people’s leisure time…………….The conclusion that inevitably springs from this observation is that far more is being done to democratize and decentralize culture with the industrial products on the market than with the ‘products’ subsidised by the public authorities (Girard, 1981: 25).

The worrying that Adorno and Horkheimer (1947) had on the destruction of culture by mass consumption was also communicated by Girard. He worried about the fact that the demand in the cultural industry was satisfying because the market functioned independently, without the help of subsidy or regulation. Because the market was the dominant controller in the cultural industry he worried about the level and destruction of cultural content and of domestic cultural products (Towse, 2000). From a study from Buma/Stemra, executed by Capgemini (2004), we see that the domestic repertoires in the music industry in Europe have changed the last 10 years: in some countries the domestic repertoires have risen and in some they have fallen.
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Figure 1: highest and lowest change in domestic repertoire as absolute differences between relative market value of sold recordings in 1998 and 2002 (source: IFPI)
The rise of the domestic repertoire in Eastern Europe could be made possible by the flourishing economy. The rise in France could be caused by a bigger amount of regulations in the cultural industry that tries to promote domestic repertoires.

The rise of the cultural industry became possible through some major technological innovations like sound recording, film, radio, television, photocopying, laser, printing, digitalization and the internet (Towse, 2000). For convenience we use the term information and communication technologies (ICTs) to describe the ‘writing, printing with movable type, the computer, which along with several related technologies is driving the current ICT revolution’ (Lipsey and Chrystal, 2007: 261). ICTs mostly began as simple technologies with small number of use. In a later stage, they developed in much more complex technologies with extreme increases in their efficiency and their use. The music industry has changed dramatically because of ICTs and their increase in efficiency and range of use. 
Economic aspects of the cultural industry

Culture can be analyzed by economics because it is a scarce product in which we want to allocate limited resource which evolve in a competing environment. Culture is a commodity which can be analyzed within an economic framework. ‘The economic view of culture simply accepts as a descriptive fact that the activities of producing and consuming cultural goods and services within an economic system do generally involve economic transactions, that these activities can be encircled in some ways and that what is contained within the circle can be called an industry and analysed accordingly’ (Throsby, 2001: 12).

There are some important aspects that need to be mentioned and that creates difficulties for market transactions. Cultural goods have the same main properties that are connected with information goods, described by Varian (1998):
Experience good. Cultural goods need to be experienced before you know what it is. This is also the case for music. The experience good component has some serious implication for market transaction. Music that asks for more training and experience to be appreciated creates bigger risks, because the chance that the music becomes a hit is smaller. That is why record companies publish music that is easy to consume and does not need much experience before appreciation.

Returns to scale. Cultural goods typically have a high fixed cost of production but a low marginal cost of reproduction. In order to produce and sell a CD much is already invested in recording the album, producing the clip, promoting the CD and the overhead of the recording company. When the CD is produced, and a lot of time and money is invested, it is very inexpensive to reproduce the CD.  
Public goods. Cultural goods are typically non-rival and sometimes non-excludable. For example at the moment I am listening music while I am writing and my sister is sitting behind me reading the newspaper. We both hear the same music at the same time, two people consume the same unit which makes music non-rivalrous. Furthermore music became non-excludable due to innovations like digitalization and the internet.  What do we mean when we say that cultural products like music became collective consumption goods and what are the consequences for the market transactions? Because of the internet and the possibility to digitalize music, the product music made its entrance in the public domain; this means that nobody can be stopped to consume it. When nobody can be stopped to consume it, private firms will not provide them. What we see happening in the music industry is that private firms like the record companies have a hard time to execute property rights over music that is distributed via/on the internet. The difficulties of efficient market transactions depend heavily on the enforcement and organization of private property right. But today we live in an information economy and ‘access rather than property becomes the basic institutional condition of the information economy (Rifkin, 1998, cited by Hutter, 2003: 264).  
If we want public goods to stay, somebody needs to pay for them, so who pays? ‘One way to pay for a public good is to charge each person the same proportion of the maximum amount he or she would be prepared to pay rather than go without the good, while fixing that proportion so as to cover the total costs of production’ (Chrystal and Lipsey, 2007: 282). This solution is also proposed to solve the problems in the Dutch newspaper market. Because demand declined last 5 years and newspaper do not receive enough revenue to produce the newspapers, a political commission proposed to charge money for the use of internet (Brinkman, et al. 2009). Another solution is to enforce the property right by stronger regulation in the form of copyright. In the music industry we especially see that the last solution is found as the best of both. I will elaborate on copyright in a later section of this chapter. 
These components are important to understand the economic environment of every cultural good. Furthermore the current changes in the music industry can be explained by the economic features of the cultural industry.
In the next paragraph I will explain the music industry. 

Music industry

The year 1700 the production of music was mainly dominated by churches and aristocrats. There was almost no commercial interest in music. The first composer who saw commercial benefit from music was Wolfgang Amadeus Mozart. He performed his music for mass public and marketed his music in a ratter effective way. In those days the music industry was dominated by sheet music, but throughout the century ingenious information carriers and network technologies went on to dominate the music industry. This points out the close relationship between music and technology. 

The music industry is an independent economic circuit, consisting of several industries: publishers, musicians, studio’s, etc. The industry core business is producing and exploiting music in the form of rights on compositions, recordings, performances or related products or services. The music industry struggles with the same problem as every other industry: how do we create supply that fulfils the demand in an effective and efficient manner? 
Music is exploited in 3 ways:
1. live performances;
2. phonogram sales: sales out of music carriers;
3. delayed revenues out of collecting societies.
The ‘recording’ industry was a central component of the music industry, but because of major changes in the way music is consumed, live performances became more important (Rutten, 1993). In the 10 years the large incumbents in the music industry complained that the phonographic sales have decreased drastically. The prospects until 2011 tell us that the revenue will decline even more. According to a report of the International Federation of the Phonographic Industry (IFPI) 95% of all downloaded music happens illegally. The legal sale of music increased with 25% compared to last year and 20% of the revenue of the total music sale derives form legal downloads (NRC Handelsblad, 2009). Because artists receive less money out of phonogram sales, they raised the prices of live performances. In 2006 prices for concerts and festivals in The Netherlands raised 15% compared to 2004  (3voor12, 2009).
The process of a decrease in phonographic sales is caused by new technologies which change the environment of the music industry and the consumption of music. Furthermore it changes the role of large incumbents and powerful agents in the industry. Artist do not completely depend anymore on the superior knowledge of record companies about marketing, promotion and distribution of music. Through the development of internet, digitalization and a more easy way to produce your own music, musicians are connected directly to the consumers by peer-to peer systems, social networks like MySpace, Face Book and YouTube. 

The music industry took up a defensive attitude against the worrying fact that file sharing will be the normal way in which people consume music. Legal measurements have been executed, which has lead to the shut down of Napster
 in 2001. This attitude did not cause a decrease in file sharing of music (TNO, 2009). The large incumbents did not have a suitable answer to the changing environment in the music industry and had to watch when Apple took the lead in supplying digital music with ITunes. Not only we see new business models in the supply of music, also new models concerning copyright are designed to protect cultural products on the internet. Creative Commons is one of the most known models which tries to give a new perspective on copyright.
In this chapter I tried to give a short insight in the existence of the cultural industry and the economic components of cultural goods. Furthermore I shortly explained the music industry and their main challenges for the future. 

Creative Commons is a phenomenon that makes it more easy to produce music on your own and make use of other music that is published on the internet. Because Creative Commons is a very important subject of my master thesis I will present and explain Creative Commons in the next chapter.  
Chapter 3: Creative Commons
In the introduction I shortly gave an insight in the phenomenon ‘Creative Commons’. In this chapter I will explain Creative Commons more thoroughly and present the practical applications.

What is Creative Commons?

Creative Commons was started by Lawrence Lessig in 2001. The aim of Creative Commons is to make it easier for people to share and use cultural products like scientific publications, music, films, books and educational content. By this the amount of creativity will increase. When we look at the existence of creative ideas we see that a lot of expressions are build on former creative expressions. The problem with former expressions is that these products like music, films, books or educational information contain copyright which makes it very hard to use. Furthermore ‘the non-commercial life of culture is important and valuable – for entertainment but also, and more importantly, for knowledge. To understand who we are, and where we came from, and how we have made the mistakes that we have, we need to have access to this history’ (Lessig, 2004: 226-227).  

The developments in copyright past years resulted in stronger regulations. This is the opposite situation which Creative Commons wants to achieve. Creative Commons is not against copyright, but the current regulations do not meet up with new ways we deal with culture caused by the internet. By applying a Creative Commons license on works, authors can put their work for free on the internet. The benefit of applying such a license on the work is that creative expressions can be spread really fast via the internet. Besides, the fast publication of creative expression can work as a source for new orders/ clients. Especially in the music industry the licenses can be a solution for unknown composers or musicians to get known with a bigger audience. 
Practical applications

To promote a free use of creative expressions and motivate the free use of cultural products, Creative Commons designed 6 licenses under which artists can license their work. These 6 licenses are based on 4 thoughts concerning the use of works. First I will present the 4 basic thoughts and then I will present and describe the 6 licenses and explain the possibilities for subsequent users.

The Licenses 
(Creative Commons.org/about/licenses, 2009)
Four thoughts concerning the use of creative work:
1. Attribution; you let others, copy, distribute and change your work, but only if they mention your name.

2. Share alike; other may distribute derivative works, but only under the same license.

3. Non commercial; the same as attribution, but not for commercial purposes.

4. No Derivative Works; others may distribute verbatim
 works, but not derivatives based upon your work (Creative Commons, 2009). 

From these 4 ideas the following license can be used and applied (Creative Commons, 2009). 

‘Attribution
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This license lets others distribute, remix, tweak, and build upon your work, even commercially, as long as they credit you for the original creation. This is the most accommodating of licenses offered, in terms of what others can do with your works licensed under Attribution.

Attribution Share Alike
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This license lets others remix, tweak, and build upon your work even for commercial reasons, as long as they credit you and license their new creations under the identical terms. This license is often compared to open source software licenses. All new works based on yours will carry the same license, so any derivatives will also allow commercial use.

Attribution No Derivatives
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This license allows for redistribution, commercial and non-commercial, as long as it is passed along unchanged and in whole, with credit to you.

Attribution Non-Commercial
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This license lets others remix, tweak, and build upon your work non-commercially, and although their new works must also acknowledge you and be non-commercial, they don’t have to license their derivative works on the same terms.

Attribution Non-Commercial Share Alike
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This license lets others remix, tweak, and build upon your work non-commercially, as long as they credit you and license their new creations under the identical terms. Others can download and redistribute your work just like the by-nc-nd license, but they can also translate, make remixes, and produce new stories based on your work. All new work based on yours will carry the same license, so any derivatives will also be non-commercial in nature.

Attribution Non-Commercial No Derivatives
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This license is the most restrictive of our six main licenses, allowing redistribution. This license is often called the “free advertising” license because it allows others to download your works and share them with others as long as they mention you and link back to you, but they can’t change them in any way or use them commercially’.
Since 2001 Creative Commons became rather popular on the internet. Most of the picture on Flickr.com are licensed under a Creative Commons license. In figure 2 we can see that from 2003 and 2008 the licensed works went from 0 to 130 million. 

Figure 2 (source: Creative Commons/metrics, 2009)




Conclusion

On the Creative Commons website (www.creativecommons.org) you can license your work in 7 steps. When the license is applied on the work you can put it on the internet with the idea that some rights are reserved as to all rights reserved. The idea of the ‘commons’ is that information is not used and made by an individual, but by a group of people, that the public domain will contribute to the piece of work and maybe makes it even better. That eventually quality will be seen and noticed by consumers.

The problem with the use of Creative Commons is that you do not have an institution who looks after your rights. It is impossible for an individual to look after and control the subsequent use of your piece of music. On the website of Creative Commons they say that the licenses should be used alongside conventional copyright rules, but this results in some essential problems, which will be mentioned in the conclusion. 

In the following chapter I will present conventional copyright rules and the practical implementation of copyright rules in the music industry. I present some contradiction between Creative Commons and conventional collecting societies.
Chapter 4: copyright and collecting societies

Actors, impact and roles
Throughout the history of music, copyright became very important for the protection of the expression of ideas. Copyright is the exclusive right of the rightfully owner on a production of human mind. ‘The cornerstone of publishing is copyright, the exclusive right given by law to composer and publisher to exploit a copyright work, or license others to do so (Montgomery and Threlfall, 2007). Copyright ensures that the author remains ownership on his own creation. What copyright tries to accomplish is to enforce creativity which is of course very important for the objectives of cultural economists. As cultural economists we study the production, distribution and supply of cultural goods. Furthermore we try to find effective and efficient policy tools to motivate the production of culture. Copyright is an important policy to motivate the production of culture.
A way to motivate creativity is to ensure that artists have the money and the time to be creative. To ensure financial rewards for artists due to subsequent use, collecting societies where installed. The most important objective of these societies is to collect the revenues out of royalties and decrease the transaction costs. The roles of copyright and collecting societies became and still are very important for the music industry. Furthermore the role and power of record companies rose through out the years. In this chapter I will describe the rise of copyright and collecting societies. I will describe the relationship between collecting societies, record companies and artists.

Copyright  

‘Copyright is the exclusive right to reproduce artistic, dramatic, literary, or musical work, or to authorize its reproduction by others. Copyright persists for a finite period after the author’s death; it can be sold or inherited. It also extends to film and television, and is one of the main forms of intellectual property’ (Black, 2003: 89). When the demand and use of music expanded, the demand for copyright became bigger. This was namely the result of new technologies which made it possible to copy and distribute music more (see also the next paragraph). Every new technology, which can transport information in a new way, should be categorized within the copyright. Especially because the copyright is applied on the form and not on the content (Cock Buning, 1998). Because of these technological changes the interest in music became bigger, especially economic interests. Also the distance between supplier and consumer became bigger due to the possibility to consume music without direct contact with the musicians. Thus, because of an increase in demand, increased interest and a growing distance between supplier and consumer copyright was introduced. 
When a creative idea is expressed in a physical way copyright laws are automatically set into action. This was decided during the Convention of Bern. To be more specific: when a creator expresses an idea in a physical way, the form is protected (Landes, 2003). This is important to understand: when the artist produces something that lives up to the demands of originality, we can speak of a protected work. Copyright is the right to prohibit someone from the use of your work. It is possible to transfer the copyright to other parties. The transfer should be determined in a sufficient way, thus a transfer only counts when the purpose of the transfer is sufficiently determined or results from the transfer. 

In the beginning of the 16th century the copyright was only protecting the publisher. So the rights of the publisher were mostly protected, while the right of the author should be protected, at least this was the objective when copyright was installed. That is why in 1710 the Queen Anne Act was installed which protected the right of the author instead of the copier (Witbraad, 2007). When we take a closer look at copyright today and the developments that occurred in copyright law, we see that copyright still protects the publishers. Another problem with today’s is the possible negative effect on creativity. Creativity is always build on former creative expression, so if every bit of culture is locked down due to copyrights, the future of creativity is in danger. 
The problem with the execution of copyright is that it incorporates high transaction costs to look after the subsequent use of work. That is why collecting societies where established to look after the subsequent use and collect royalties. In The Netherlands there are two important collecting societies concerning music: Buma/Stemra and Sena. Buma collects money for the disclosure of music, Stemra collects money for the reproduction of music. In practice Buma/Stemra work together, but they are separate organizations. Buma/Stemra collects money for the rightfully owner, this can be someone different than the author. The Sena monitors the neighbouring rights. Neighbouring rights are not the right to copy work, but the right to allow to record or to publish music. 
In the next part I will elaborate on the position of collecting societies.
Collecting societies

It is important to understand the function of collecting societies, because they have an important position in the music industry. The alteration in the copyright law in the 18th century (Queen Anne Act) protected the right of the author on the work and the duplication or the use of the work by subsequent users. Eventually the problem occurred that musicians needed to arrange deals with individuals which inclined high transactions costs. This means that with every individual publisher or subsequent user, the author needed to arrange special deals which consumed much time and money. The solution for this problem was to be found in the constitution of copyright societies. Not the author needs to look for users of their music, but one society that represents all the musicians. In 1913 the bureau for music and authors (BUMA) right was installed in The Netherlands. This bureau has its roots in the society of music dealers and music publishers (1907) and in the society for Dutch Composers, which was installed in 1913. The idea was to install a bureau that would represent the composers as well as the publishers (Witbraad, 2007). What the basis function of the BUMA is that it regulates the copyrights of its members. Nowadays BUMA is the only collecting society in The Netherlands that has the administer rights on behalf of the copyright owners.

The three main function of collecting societies are (Towse, 2000):
1. To licence the works in which they hold the copyright for specific uses;

2. To monitor use and collect revenues;

3. To distribute the revenues as royalties to members of the society.
What happens when you license your work with Buma/Stemra? It means that the collecting society regulates the copyright of your work. They ask money when music is published, recorded, reproduced, etc. As an artist you hand over the exploitation right of your music to Buma/Stemra. This means that what you have produced and whatever you will produce in the future is exploited by Buma/Stemra. 
Buma/Stemra exploits the copyright in several manners. They close contracts with restaurants, bars, cafes, public buildings where music is played. When music is used on radio, television or in movies the use needs to be registered.  The total costs for licensing your productions with Buma/Stemra are (Buma/Stemra, 2009):

Subscription money (start up fee)

· Authors € 45,00 
· Publishers € 90,00 

Annual payment:
· Authors € 62,50  

· Publishers € 125,00 

The royalties are redistributed to the artist after 1 or 2 years. This takes a long time, because Buma/Stemra reviews its figures every year. 
There are 3 distinctions made in the music licensed (Buma/Stemra, 2009):

· the amount of voices used in the music
· if the music is considered amusing or serious.

If more voices are used and/or the music is more serious the rate for subsequent use will be higher. 
Also differentiation is made in the subsequent use of the music. The amount paid to the people who contributed to a piece of music depends on certain factors (Buma/Stemra, 2009):
· where is the music used?

· what is the commercial value of the music played?

· how many people consumed the music?

· on what kind of medium is the music played?
From a survey executed by NIPO (2007), about entrepreneurs and the collection of royalties for music by Buma/Stemra, it shows that 72% of the responded entrepreneurs wants to pay for music and thinks that musicians should be paid for the creation of music. This research also shows that 74% of the respondents does not pay the invoice received from Buma/Stemra. The respondents do not pay the invoice, because they do not understand the calculation of the invoice. Also half of the respondents is not positive about the way the invoices are constructed. Unclear to the respondents is where they are paying for and how the amount of the invoice is calculated. The most important problem in the field of collecting societies is that the trust between both sides (Buma/Stemra and entrepreneurs) is lost and there is a huge gap between the rightfully owner and the user. 

Buma/Stemra looks at some big challenges the coming years, because of the internet and the digitalization of information they have a hard time coping with monitoring the distribution and duplication of music. Together with the mistrust against most collecting societies in The Netherlands and the gap between consumers and rightful owners there is a lot of work to do. In the last chapter of my thesis I will give some recommendations on this subject. 
There are some questions to ask on how the Buma/Stemra works:

1. When an artist puts his own music on his own website he has to pay the Buma/Stemra for the use of his own music

2. Amateurs who use music on YouTube can not use the music without paying for the use. The use of music by amateurs is also a promotion tool, so is the strict monitoring effective?

3. When music is embedded on the website of the owner, all the website needs to pay for is the use. Embedding music in a website can also be seen as a great promotion tool.

4. The costs for subscribing with Buma/Stemra is quite high for beginning artists, so is the cost/benefit balance interesting enough for beginning artists?

5. Every artist pays the same amount, while some artists have a harder time to pay the money than others. Shouldn’t there be a more diverse level of subscription?

6. when music is used the amount charged is more or less the same. Shouldn’t this be more diverse?
I will use these questions for in the conclusions and for the recommendations. 

Record deals and the position of the artist

Thus, we see that Buma/Stemra is an important actor in the music industry. Other important actors in the music industry are the record companies. The power of the record companies in the music industry is reflected in the contracts established between a musician and a record company. Musicians mostly engage with record companies to promote and distribute music. Current work and work produced during the length of the contract are transferred. This means that the record company will share the revenues gained from the supply of the music. Buma/Stemra (2009) divides the collected royalties between several parties. An example is shown below:

composer 25%

editor 8.33%

texts poet 25%

texts editor 8.33%

publisher 33.34%

The royalties for composers is the highest percentage. The more people who cooperated in the composition the more the pie is cut in little pieces. 

The common music contract transfers the property right to the record company and than the record company licenses the work with a collecting society to collect the royalties. The transfer of property right to a record company is a drastic legal process, which means that ownership is completely transferred to another party. Although musicians can hold their own copyright, some record companies will insist on the transfer of ownership. The problem with this contract is that the artist loses the rights to his own music completely. Even when the music is not published anymore the rights does not flow back to the artist (Hugenholtz and Guibault, 2004). Furthermore the artists needs to agree with title exclusivity, which means that the artists does sell produced music, published during the contract period, for another 15 years to other parties (Hugenholtz and Guibault, 2004). And it goes even further. The artists does not only transfer the exploitation rights to the record company, but also the merchandise rights. This means that the neighbouring rights, portrait rights, goodwill rights and even the right to use the name on the website of the record company, are transferred.  The artists even needs to transfer his domain name (name of the website of the artist) to the record company (Hugenholtz and Guibault, 2004). 
So why is it interesting for artists to deal with record companies? The core business of record companies is to find, promote and distribute music. They know where the market for music is, they have good contacts with radio stations, music television stations. They know how to organize concerts and to support the artists. For a beginning, talented artist it is very interesting to close a deal with a record company, because of the mentioned knowledge they have. But in most of the record deals the expected obligations of the record companies are not described. Nevertheless, the obligations of the artist are described accurately, so the producer is free to do with the music as he pleases. This lowers the transaction costs of the producers and creates more possibilities to exploit the music in an optimal way. 

When most beginning artist think that closing a deal with a record company is a beginning of a great career, reality shows a different image. Only 13% of new records return on their investment in the first years. These 13% return on the investment of the total of new records in the following 50 years (Rutten and Bockxmeer, 2002). At the end the record company remains to keep all rights of the music produced under the contract period, but only 13% is of commercial interest. 
When copyright terms are set on 75 or sometimes 95 years it means that a lot of music history, which is of no commercial interest, is hard to use because of the strict copyright rules. Furthermore a lot of royalties will go directly to big producers. It is the question if the royalties, collected because of the extension of copyright, flows to the artists. When we look at the common record deal most money flows to the producers or record company. 
Record companies would like to see an unrestrained term on neighbouring rights as is the case with property right. When due to copyright terms their neighbouring rights fall into the public domain, they see this as a lost of commercial value. Economically this is true, but the neighbouring rights were designed to provide society of art and to provide the record company the possibility to earn their investment back. As Hugenholtz, et al (2004: 137) says: ‘The public domain is not merely a graveyard of recordings that have lost all value in the market place. It is also an essential source of inspiration to subsequent creators, innovators and distributors. Without content that still triggers the public imagination a robust public domain cannot exist’.
To conclude, there are 2 important remarks to point out, which will be used in the final chapter:

· in a standard music contract the rights of the artists are mostly transferred to the record company through which the artists loses the right to their own music.
· the current extension of copyright does not necessarily ensure the rise of creativity. 
Creative Commons

According to Creative Commons the current copyright does not respond to the way we interact with culture nowadays. Through the eyes of Creative Commons we see that a lot of work of composers and musicians stays unknown because of the high transaction cost of publishing or copying the music legally. This counts for work with a commercial or no commercial value. For instance, when an artist is not enclosed with a record company and he publishes his work on his own website he/she has to pay the SENA to cover the administration cost for the neighbouring rights. When he wants to publish the work freely on his/her own website he/she has to pay administration costs for the Buma/Stemra. If a musicians controls its own rights it still needs to pay for publishing and copying his own work. The administration costs constrain an easy way of publishing the work. 
The above processes of collecting societies constrain composers and musicians to emphasis a more free way of working with their music 

Conclusion

Art is a social construct of every day life. Through music, movies, plays or books we are confronted with representations, images or stories of different cultures, worlds and beliefs. The best choice for a particular movie or music is a personal judgement. Some people love ‘Bridget Jones Diary’ others absolutely hate it. The freedom to choose the art you like, to listen and get inspired to the music you admire is a privilege we have in western society. But also the possibility to produce music, plays, books and movies is a freedom and a privilege. 
Current copyright rules and international trade rules are based on neoliberal principles which emphasise on a free market society. The sixth commandment of the World Trade Organization (WTO) is ‘that everything in the public domain should be privatized. Private property delivers a better mechanism for the acquisition of happiness and fortune than any public intervention can offer’ (Smiers, 2005: 16). Through these neoliberal economic rules expressed in WTO rules and standards every small local media business faces competition of the large media incumbents like Universal, Sony and Warner Brothers. Copyright rules in western society are very similar, and these copyrights are controlled by the large media conglomerates. We face a destruction of creative output, because it is almost impossible to compete with these large media conglomerates. Artists need to get inspired by former creative expressions. When all creative expressions are impossible to use because of strict copyright rules, artist will look for other possibilities to express their creativity. Creative Commons is a solution to the need of artists. 
My sub research questions for this chapter are:

1. Why does licensing work with Creative Commons works better than licensing the work with traditional collecting societies for the interviewees?

2. Is Creative Commons sufficient for protecting the work of the interviewees?

3. What would be the ideal way for the interviewees to protect their work?

In the next chapters I will look at the motivation of musicians, because this is closely related to the objective of copyright. 

Chapter 5: motivation
What moves musicians to be creative?

This chapter is about motivation. Motivation is an important subject in the arts. When artists needed to describe themselves and the reason they where artists, intrinsic motivation was the most chosen option. (Jeffri and Throsby, 1992). We can conclude from this survey that intrinsic motivation is an important part of the artist labor market. As I have mentioned earlier, basic economic theory rationalizes that people act because of incentives applied outside the person. Frey (1997) showed in his book ‘Not just for the money’ that higher monetary compensation can crowd-out inner motivation which results in the fact that employees are less interested in doing their work, and may reduce their performances. ‘External interventions such as commands or regulations can drive out intrinsic motivation’ (Frey, 1997: ix). That external monetary incentive is not the leading motivation for artists, is proven in several surveys. From a survey form the Scottish Art Council (1995) we see that many artists endure relatively low incomes because of their strong preference for pursuing their artistic dream. 
In this chapter I want to analyze how the current incentive scheme works for musicians in The Netherlands. I will present how musicians are licensed to Dutch collecting societies, how they organize the copyright and at the end I will compare it with the incentive scheme of Creative Commons.  
Incentives in the music industry

The music industry is designed on monetary incentives (Towse, 2000). With these incentives they try to motivate creativity. To protect the output, the intellectual property, governments designed copyright. I already described the economic function of copyright and the role of the collecting societies, but let’s take a closer look on the effects of the incentive of collecting societies on musicians.

Buma/Stemra protects the copyright of musicians, composers and music publishers. They need to register and pay registration costs and an annual amount. For the neighboring rights they need to register with SENA which is free. For every composition or work published they need to fill in a registration form. Every user of the music that is registered with Buma/Stemra or SENA needs to pay a certain amount. 

The flow of payment is presented in figure 3.

Figure 3 (Towse, 2000)
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There is no distinction made between professional or non professional use. So if I would use a single from the Rolling Stones for a funny movie I made of my friends and put it on YouTube.com I first need to pay for the use. It is not easy to find out how many money needs to be paid and the amount that needs to be paid is very high. This creates problems for the use on the internet, because people need to receive information fast. Consumers do not want to own things, they want to use it, change it, carry it around on their Ipod, they want to have access to everything (Kelly, 2008).  Thus, if the musician, the collecting society or the record company does not arrange easy access to music, the consumer will look for other platforms where they find music, like Pirate Bay or Napster. This urge for access is not only the case for demand, but also for the supply of music. Individual musicians want to supply their music in a easy way, but Dutch collecting societies give them a hard time when they publish their music for free. 
For an individual consumers it is hard to get to know the royalty scheme for the use of music. When organizations want to play music for their commercial success it is much more easier to get insight in the royalty scheme. Every year Buma/Stemra receives a lot of royalties of organization, which should create incentives for artists to create even more.

When we look at table 2 we see that the distribution of royalties for public performances of sound recording results in a marginal revenue for a lot of artists in the UK, Sweden and Denmark. I do not know the exact situation in The Netherlands, because I did not finds figure about the distribution of the remuneration from the public performances of sound recording to individual artists in The Netherlands, but the distribution system in The Netherlands does not differ much from the countries presented in table 2. 
[image: image7.emf]
This table gives us doubt about the incentive scheme for musicians. It is not clear if the current regulation raises income of musicians. What is furthermore important to mention is that when people are paid a small compensation, there occurs a reduction in performance compared with a zero compensation. When people are paid a high monetary reward, they deliver higher performances (Gneezy and Rustichini, 2000). When a person receives no monetary reward, he interprets his motive as an intrinsic motivation. When he receives a monetary payment, intrinsic motivation is crowded-out and the money becomes the extrinsic motivation. For instance, when you ask three children to collect money for charity and you give the first child no money, the second child a little bit of money and the third child a lot of money the results will differ. The performances of the first child will be highest, while the performances of the second child will be the lowest and the performances of the third child will be in the middle (Gneezy and Rustichini, 2000).
There are two remarks to make concerning the incentive scheme of the collecting societies in The Netherlands:

· artists are motivated by an ‘inner drive’ so we don’t know if monetary rewards are effective.

· most artists earn very little money from their music, so when they need to pay more money to the collecting societies than they get back it is questionable if the function of the collecting societies is effective.

I will report on these remarks in the final chapter.
So, artists are mostly producing art and are creative because of some inner drive also known as intrinsic motivation. For every economic activity intrinsic motivation is very important. Creative products and services are more effective and efficiently supplied when intrinsic motivation is present. Thus, although economists think that external intervention motivates people, in the arts we see intrinsic motivation as an important explanatory factor for action. Furthermore when there is a situation where there is a lot of regulation or command, intrinsic motivation can be crowded out. Some artists experience the regulation as suffocating. 
Let’s go back to the Dutch collecting societies and their obligations for registration:

· you need to pay for registration and pay an annual amount

· you need to hand over the exploitation right of your music to the collecting societies

· you have to wait 1,5 to 2 years to collect your royalties

· you have to pay the collecting society when you want publish your own music on the internet.
These processes can have a negative effect on the intrinsic motivation of the artists. 

The reactions to external interventions like regulation or money are presented in table 2 (Frey, 1997: 11).

	table 2
	 
	 
	 
	 

	outside interferences
	 
	effect on intrinsic motivation
	 
	effects on intrinsic motivation in related areas

	 
	 Effect 1
	Effect 2 
	 
	Effect 3 

	 
	desired (Crowding-In)
	undesired (Crowding-Out)
	 
	(Spill-Over)

	
	
	
	
	

	payment (monetary incentive)
	 
	 
	 
	 

	 
	 
	 
	 
	 

	Command (regulation)
	 
	 
	 
	 


Table one shows the different possible effects of monetary payment and command. Every time there are three possible outcomes: 
1. the first possible outcomes are desired, they create a situation where intrinsic motivation is crowded – out, so objective acts because of some inner drive.

2. the second possible outcomes creates an undesired effect where intrinsic motivation is crowded out, which means that the objective acts because of an extrinsic drive like money or rules. 

3. The third effect is a spill-over effect. This means that intrinsic motivation is affected in a positive or negative way in other areas. An example in the music industry could be that an artist will only do other performances when he receives the best price (extrinsic spill over effect). A positive spill over effect is also possible. Facebook declared at the beginning of 2009 that all the information posted by users could be used by Facebook. The next couple of hours a huge discourse was held by its users and face book changed its policy (intrinsic spill over effect).
Thus most artists do not receive much money out of the collection of royalties, but receive a quit a lot of regulations and commands, designed by Buma/Stemra. This could create an undesired outcome, in which intrinsic motivation is crowded out. This is also called the ‘hidden cost of reward’. 
8 propositions for the ‘hidden cost of reward’

The effect of an application of rewards that undermines intrinsic motivation is called ‘The Hidden Cost of Reward’ (Lepper and Greene, 1978).  

Frey (1997) describes 8 conditions under which an outside intervention can be considered as controlling or supportive, but before we look at them I present the psychological processes that attribute to the hidden cost of reward:

1. ‘Impaired self-determination’: when an external intervention reduces a persons self-determination. The person does not feel responsible anymore for the task. The result is that the persons intrinsic motivation is partly or completely given up.

2. ‘Impaired self-esteem’: in this process the intrinsic motivation of a person is not acknowledged or rejected. The result is that an individual’s effort is reduced. 

3. ‘Impaired Expression Possibility’: when a person does not receive the possibility to exhibit their intrinsic motivation to others. As a reaction they will deny their intrinsic motivation and behave in reaction to external motives (Frey, 1997: 25). 

 What is important to see in the psychological processes is that intrinsic motivation is substituted by extrinsic motivation because of an external intervention like command or monetary reward. 

Frey (1997) designed, together with the above stated conditions, 8 propositions which are available for empirical testing. I will use the proposition for my qualitative interviews. First I will mention the conditions and their propositions.
1. Personal relationships

Within a working process, personal relationship can determine the way people act. If everyone act on an individual notice, decisions are only guided by the price. When on the other end persons are friends, family members or lovers, intrinsic motivation becomes far more important. 

Proposition 1: ‘the more personal the relationship between principal and agent, the more important is intrinsic motivation’ (Frey, 1997: 26).

When Dutch musicians work with collecting societies the relationship is purely based on price while the musicians mostly act on intrinsic motivations. Because most artist earn a small amount, intrinsic motivation can be crowded-out. Thus, artist who work without the help of Buma/Stemra could have a higher level of intrinsic motivation. 
2. Type of activity

The job or activity a person works on determines the level of intrinsic motivation, which results in different reactions to external intervention.

Proposition 2: ‘the more interesting a task is for the agents, the higher their intrinsic motivation to perform well, and the more and external intervention diminishes perceived self-determination and self-evaluation, and therewith the intrinsic motivation’ (Frey, 1997: 28). 

As mentioned above artists are highly intrinsically motivated. This means that the task for Dutch musicians to create music is very interesting for them, which can results in the situation where an external intervention diminishes intrinsic motivation. This process can be created by strong regulations from record companies or collecting societies.
3. Participation

The way persons have the possibility to participate in the decision process, determines the level of intrinsic motivation. Within organizations the possibility to participate in the decision process vary widely. Some organizations purely function on command and others function on extensive discussion.

Proposition 3: ‘the more extensive the agents’ participation possibilities are, the more and external intervention shifts the locus of control outwards, thus crowding out intrinsic motivation’ (Frey, 1997: 29).

Record companies and collecting societies receive the exploitation rights from music through contracts with musicians. This results in situations where the musicians can not control the subsequent use or the distribution of the music. When musicians use Creative Commons, they determine their own participation.
4. Uniformity

In work processes the way people are treated vary widely. Some organizations treat their people exactly the same, while in other organization people experience different treatments, rewards and feedback.

Proposition 4: ‘the more the external intervention, the more negatively are those agents affected who have above-average intrinsic motivation’ (Frey, 1997: 30).

If collecting societies in The Netherlands treat musicians or composers the same, in an uniform way, it is possible that intrinsic motivation is crowded-out. Buma/Stemra maintains the same econometric model for the division of royalties for every artists. This uniform treatment can result in artist who starts to use Creative Commons or maintain the control over their own music.

5. type of intervention: reward versus command

The type of intervention determines if a persons intrinsic motivation stays the same. Most of the time a person experiences command as restrictive to their self-determinations, while reward is experienced as less restrictive. 

Proposition 5: ‘external interventions via rewards crowd out intrinsic motivation less than regulations used for the same purpose’ (Frey, 1997: 31).

When musicians use music as subsequent users they need to travel through a complicated world of copyright holders. Creativity builds on other creative expressions, so when it is very hard for artists to use other work intrinsic motivation is bounded to crowd-out. The use of Creative Commons makes it far more easier to make use of other work with CC licenses. Most musicians who use CC or control their own music see it as an honour to be used by other artists.

6. Contingency of rewards on performance

When a reward is completely coherent with the work, executed for the reward, it is possible that intrinsic motivation is crowded-out.

Proposition 6: ‘the more closely a reward is contingent on the performance desired by the principal, the more is intrinsic motivation crowded out’ (Frey, 1997: 31). 

7. Hard vs soft regulation

The effect of hard and soft regulation differ much in the result. When hard regulation is executed there is a big risk that intrinsic motivation is crowded out. The locus of control shifts outwards. When soft regulation is used it is possible that they do not necessarily diminish the persons self-esteem, so intrinsic motivation stays the same. 

Proposition 7: ‘hard regulations crowd-out intrinsic motivation, soft regulations tend to leave it unaffected and may even crowd it in’ (Frey, 1997: 32).

When it comes to copyright, regulations became tighter and harder. They intensified enormously last century and the regulations are becoming even stronger. As I have mentioned creativity builds on other creative expressions. The problem with the hard regulations we see nowadays is that intrinsic motivation is crowded-out. The advantage with the use of Creative commons is that soft regulation is executed which is namely based on the idea of fair use. 

8. Message implied by the external intervention

When an external intervention is carried out it can carry different information which affects the people who receive it. 

Proposition 8: ‘the more strongly an external intervention implies an acknowledgement of the agent’s intrinsic motivation, the more strongly it fosters intrinsic motivation’ (Frey, 1997: 33). 

When looking at copyright you would expect that external intervention by sanction for infringement use of music would foster the intrinsic motivation of musicians. It is interesting to know what users of Creative Commons think of this theory. 
Creative Commons

The main difference with current copyright regulations and Creative Commons is that copyright tells a subsequent user what he/she may not do with the composition, while CC tells a subsequent user what he/she can do (Arnoldus, 2009). For instance, the music of Nine Inch Nails is licensed by CC under BY-NC-SA licensed. This means that you may share and remix the music under the conditions that you name the author, don’t use it for commercial purposes and only distribute the remix under the same license. The problem with the use of Creative Commons is that no collecting society will monitor the subsequent use of your music. So the use of CC does not result in an effective and efficient royalty incentive scheme. 

Because collecting societies follow standard copyright rules, not CC, the distribution of royalties works rather effective and efficient when licensing with standard collecting societies. The basic thought in this process is that an extrinsic intervention, mostly a monetary incentive, will motivate artists more. Creative Commons contradicts this thought by emphasising on intrinsic motivation. Is it possible that the use of CC stimulates intrinsic motivation more than the conservative way of monetary incentive through royalties? 
When looking at the above 8 propositions and Creative Commons we see al lot of similarities concerning intrinsic motivation. Creative Commons is based on the idea that artists are more free to produce and work with their music without a specific monetary reward. That subsequent users can build on former creative expression by which creativity will flourish more. When musicians use Creative Commons they still own the rights to their own music and they still can interfere when decisions are made concerning their music. Furthermore the use of Creative Commons results in soft regulations that are described in the licenses. 
Conclusion
In this chapter I presented the role of motivation in the production of culture. I presented some factors which can constrain the motivation to create and produce culture according to the theory of Bruno Frey (1997). 
In my research I want to look and find out if the use of Creative Commons stimulated the intrinsic motivation of the musicians and if the use of the licenses makes it easier to work with their own music, because of the lack of regulations? 

For this chapter I have designed the following sub research questions:

1. How did Creative Commons affected the motivations of the interviewees? 

2. How are the interviewees rewarded for their work?

In part three of my master thesis I will analyze the technological changes which influenced the music industry. I will then present the impact on the supply chain of the music industry and the use of new business models in the music industry. I will also present the changing media landscape and how this influences the promotion and marketing of music. 
Chapter 6: technology, innovation and globalization in the music industry

My consumption of music is always related to the technology which made the consumption of music possible. When I began with the consumption of music I used the cassette, later on I used the CD and nowadays I use an MP3 player. I am not the only one who uses the benefits of technology when it comes to consuming music. Look around you when you walk on a train station and you will see half of the people with little white earplugs, which means they use the very popular Ipod, Itouch or Iphone.  
This part of my master thesis is about technologies concerning the music industry. Later on I will talk about the impact of these technologies on supply chain, business models and the exploitation of music media.
When we look at the history of the music industry we see a close relationship with technological innovations which caused some major changes in the industry. The music industry is part of the cultural industry because it is possible to reproduce music on a mass scale. This reproduction started with the possibility to duplicate music on vinyl, then to the introduction of magnetic audiotape, to the digitalization of music and the creation of formats such as compact disc (CD), digital audiotape, and minidisk. These information carriers are physical carriers. Although the compact disc, the digital audiotape and minidisk made it possible to copy music in a much more faster way than the magnetic audiotape, illegal copying was much less done than it is nowadays. 
Most important innovations

In the music industry there are two major technological innovations that has changed the industry radically and where introduced around the same time. These innovations have had an impact on the supply chain of the music industry, the traditional structure of activities, the choice of actors, the governance mechanism and the co-ordination structure (Graham, et al, 2004). I will elaborate on the transformation of the music industry supply chain in the next chapter. First I will present the major ICTs that have affected the music industry the most in recent decade. 

MP3

The first innovation was a software program called MPEG-1 Audio Layer 3 or MP3. MP3 was developed to represent an international standard for the digital presentation of audio and pictures and to promote the development of an interactive TV industry. (The Economist, 1999). ‘The program was developed by the Motion Pictures Expert Group of the International Organisation for Standardization: ISO. ISO is a confederation of national industrial standards organizations’ (Leyshon, 2000: 50). Its purpose is ‘to promote the development of standardization and related activities in the world with a view to facilitating the international exchange of goods and services, and to developing co-operation in the spheres of intellectual, scientific, technological and economic activity’ (ISO, 1999). 

What are the implications of MP3 and what makes it different from a compact disc? The main benefits of MP3 are the memory capacity and the reduced size of digital audio files. MP3 is a compression program, which reduces the size of digital audio files, making them quicker to produce and easier to distribute. MP3 files are much smaller than digital music files. A CD requires 11 megabytes (MB) of memory for every minute of sound contained, an MP3 files requires 1MB of memory. (Hedtke, 1999). Thus, as a standard four-minute track would require 40MB and would take 120 minutes to download, an MP3 file of similar length would require 4MB and would take only around 4 minutes. 
Most of the time the industry is in favour of new innovations, because consumer electronic markets can create new markets and record companies can sell their old records in new formats (Lovering, 1998). But similarly with the introduction of the MP3 the music industry decided to join the internet that distributes digital music direct to consumers via fibre cables. This is the second innovation which had a major impact on the music industry. 

Internet

If we look closer to the development of the internet we see that in the 60ties ARPANET was introduced to share information between research institutes with a military purpose. Late 80ties ARPANET lost its military function and in 1988 it was disabled. In August of 1991 Tim Berners-Lee and Robert Cailliau published the World Wide Web-project. They invented and introduced the possibility to use links, hyperlinks: information which refers to other information. They used the theory of the hyperlink, which Tim Berners-Lee read in ‘Enquire within upon everything’, a 19th century old book. They brought old and new ideas; hyperlink and ARPANET together and designed the World Wide Web (WWW). In 1993 internet was introduced in The Netherlands by XS4ALL (Bloem, Doorn, Duivestein, 2007).  The implication of the invention of the internet is that information could be shared on a mass scale in a very fast way. Not only information but also music and films could be shared on a mass scale. 

To give a clue about how important the internet became for the communication and consumption of media I integrated figure 5. On the vertical axe you see the age of the respondents, on the horizontal axe you see the percentage of internet use. The light blue beam represents the use of newspapers, the dark blue beam represents internet and radio use. 
Figure 5: consumption of media on the internet in 2008 (CBS, 2009)
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If you compare it to a more traditional media like the consumption of newspapers you see the dramatic impact (figure 6) for the newspaper industry. The thick beams represent the amount of circulation of newspapers. The thin dark blue line represents the amount of subscription on newspapers.
Figure 6: circulation of daily newspapers in 2008 (CBS, 2009)
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What do we see in the above figures? Younger people between 12-25 years use the internet for the consumption of media far more than older people. If their consumption patterns in the future will stay the same we can predict that the expected media consumption will be concentrated on the internet. The consumption of daily newspapers decreased drastically, which we already knew through the news items about big mergers in the newspaper industry which is caused by the changing media consumption.
All these changes can be explained by a phenomenon called the innovation cycle. The idea says that every industry goes through a certain cycle which is driven by innovation.  I will explain the innovation cycle in the music industry with some examples.
Innovation cycle

When record companies started in the music business they operated in an uncertain environment. A lot of record companies started to promote and distribute records and the record industry became a very competitive environment. When the bigger record companies established their market power by creating a dominant template and a greater skill in process innovation and process integration, others became unable to compete effectively. ‘Others, may possess special resources and thus merge successfully with the ultimately dominant firms’ (Abernaty and Utterback, 1996: 87). A good example of a smaller record company with special resources which (eventually) merged successfully with Universal Music Group is Motown Records. Motown Records, founded by Berry Gordy as Tamla Records on January 12, 1959, was specialized in Afro American music and played an important role in racial integration of popular music. One of their first popular artist was Mary Wells. On June 1988 Gordy sold the company to MCA and Boston Ventures (which took over full ownership of Motown in 1991), then to PolyGram in 1994. In 1999 Polygram was sold to Seagram and merged with the MCA family of labels, which became Universal Music Group. Universal is now one of the four large incumbents in the record industry. In The Netherlands Universal Music Nederland, EMI Music Holland B.V., Sony BMG Music Entertainment and Warner Music Benelux control almost 75% of the music industry (TNO, 2009).

As the dominant and large incumbents innovated the marketing and the distribution channels of music they where rewarded by expanded production operations, marketing function, and so forth. When the major four record companies survived the competitive phase of the innovation process they tried to control the standard working process of the production which made innovation hard. We see the last statement happing in the music industry. The industry lacked to innovate in a changing environment that occurred by ICTs as described in the last paragraph. The industry is confronted with a global practice of file sharing. It is to say that a part of the revenue lost is caused by the digital distribution of music. Although the industry tried to overcome this problem by taking up a defensive strategy of legal measurements, music is still exchanged on a mass scale. The industry has not found a right answer on the latest innovation, while third parties like Apple takes in an important position in promoting and distributing music in the internet.
We see also the effects of the innovation cycle on the collecting societies in The Netherlands. In the last century the collecting society intensified their power and the standardization of the working process. They became monopolists in collecting and controlling copyright. Due to the development of the internet and digitalization they do not know how to cope with copyright and this changing environment. More online radio channels take over the function of collecting societies which is the beginning of a new innovation cycle.
Creative Commons

Creative Commons is a small organization which tries to jump into the new technologies and tries to fill in the gaps where other organizations like collecting societies leave it open. As shown in the latter the media consumption is changing drastically. As a musician it is important to communicate with your consumers, but the current collecting societies in The Netherlands make it hard to promote music in an effective way through the internet. 
In my research I want to know if the interviewees feel the constraints when using Buma/Stemra or Sena as a reason to use Creative Commons. 

Conclusion
In this chapter I have presented the two major technologies: internet and digitalization (MP3) which have influenced the music industry the most. Furthermore I tried to implement the innovations in a model called the innovation cycle. By looking at the innovation through this model we can understand the changing environment better and we can predict the future of the music industry. In the future the media consumption will be concentrated on the internet more. Which means that the copying and distributing of digital music will rise.  
For this chapter I designed the following research questions:

What is the impact of internet and digitalization for the choice to license the work under Creative Commons?

In the next chapter I will present the changed supply chain of the music industry, new business models and role of new media in promoting and marketing music.

Chapter 7: new business models
Earning in a digital era and the rise of Creative Commons
In the production of art, social institutions affect, amongst other things, who becomes an artists, how they become an artist, how they are able to practice their art, and how they can ensure that their work is produced, performed, and made available to a public.’ (Wolf, 1989: 40)

17 April 2009 Pirate Bay was convicted by the Swedish court. The four founders of this website, which indexes torrent links, were convicted for 1 year in jail and they need to pay 2,7 million euro’s to the media industry. Last year Radiohead published their CD ‘Rainbow’ for free on their website with the note that costumers could set their own price. Madonna left her record company Warner Music Group to arrange a contract worth of 120 million dollars with the concert promoter Live Nation. What is happening in the music industry? Why are artist offering their album for free, why does the biggest female artist ever leaves her record company and why is Pirate Bay convicted?
In the last chapter we have seen that ICTs created some major challenges for the music industry and that the four major record labels have a hard time to innovate and react to these major challenges. The large incumbents control the production and distribution of recorded music (Webactive, 2004). Also, the control of the major labels of the supply chain for music has prevented artists from distributing their own music independently (Parikh, 1999). The subsequent position of the artist made it hard to bargain over a record deal and that is why the rights of the artists are far more less represented in record deals than the rights of the record company. 
The combination of the internet, peer-to-peer (2P2) software programs, the replacement of physical product by digital product, the entrance of other players on the market and rise of music piracy has undermined the position of record companies and has changed the supply chain for music. 

Supply chain of music
A supply chain is determined by specific characteristics (Hardaker and Graham, 2001):

· the structure of activities;

· the choice of actors;

· the governance mechanism;

· the co-ordination structure.

In the following I will first describe how each of these characteristics has changed due to ICTs. 

In order to create a product of value, each phase in the production process needs to ad value to the product. The idea is that the end value of the product will be more than the sum of all added values. In the music industry the value chain was always a natural follow up of activities, which where executed simultaneously with the production process (Hardaker and Graham, 2001). Because of several ICTs which emerged in the music industry, record companies changed their strategy to a more co-operative strategy, causing that ‘virtual structures replacing physical ones and network structures replacing sequential ones’ (Graham, et al, 2002: 4). A good example is the digital supply via internet that is replacing the physical supply with CD’s. 
The music industry always had been a very static supply chain, but today we see a lot of new specialist that have entered the market. This is caused due to the introduction of the internet, which removed the entry barriers for new specialists. Today a lot of people buy their music through ITunes. Apple became a new specialist in the music industry, because they added an enormous value to the supply chain. This results in ‘an increasingly dynamic supply chain where new combinations or organisations come together’ (Tapscott et al. 2000, cited by Graham, et al, 2002: 5). Where record companies used to integrate activities into their organization, today they have to work together with several online distribution catalogues. The large incumbent even bought equity stakes in Pressplay and Musicnet (online music libraries). 
In The Netherlands we see that the governance of the supply chain is namely controlled by record companies and Buma/Stemra. Until today the industry is controlled by 4 record labels. Because of high transaction costs the record industry did some major take over’s and vertically integrated most parts of the music supply chain. Because collecting royalties created high transaction costs, collecting societies where installed in The Netherlands. The monopolistic power of the four major record companies is changing and even declining, because the consumer and artists can communicate directly through the internet which results in the process that artists will distribute and create their music on their own. This is what we have seen with Radiohead. Although the power of the record labels will stay strong because of the expertise and marketing, their bargaining position will decline. Also the entry barriers in the market will lower and more record companies will establish themselves. Handke (2006: 38) showed that in the last 10 years there was a rise of the number of record companies in Germany. 
The flow of information is one of the most important mechanisms in the co-ordination structure. In the traditional flow of information the artist would create, the record company would distribute the music to the retailer and the consumer would buy the music. Nowadays virtual intermediaries become important for the co-ordination structure. Record companies used to talk to journalists, editors and magazines. Today they have to talk to music bloggers, digital music journals, internet editors, etc. Also through the rise of the internet there is a huge amount of digital information consumed. 

The economic issues of the changing environment clearly leaves its impact on the music supply chain, but also confronts the traditional actors in the industry with developments which destabilizes their business model. The most dangerous one is the increasing freedom for producers and consumers to design the product, for consumers to access music, and for the market to offer alternative payment plans (Meisel and Sullivan, 2002). Let’s look at some figures. When we know that invention of internet and MP3 changed the way we consume music, it is good to know how much people use internet and MP3. 

Figure 6: use of internet in The Netherlands (source: CBS, 2008)
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In The Netherlands 86% of the households in 2008 had a internet connection (figure 6). The people who use internet for radio or television doubled from 26% to 52% (CBS, 2008)
In the fiscal report of the second quarter ended March 28, 2009 of Apple, the Company sold 11.01 million iPods during the quarter, representing three percent unit growth over the year-ago quarter (Apple, 2009). Thus, if we execute a rough calculation we could say that since the beginning of the introduction of the iPod in October 2001 there have been 352 million iPods sold. 

When we look at the download market we see that this market is still in a development phase and it is rising (figure 7).
Figure 7 (source: NVPI, 2007)
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We have to put some comments to the above figure. The problem with official figures of audio downloading is that they are estimations and need to be studied with great care because they almost can not be grounded on empirical findings. A lot of people download music illegally and are not going to tell this in an interview or a survey. 
When copies become super abundant through technologies they become worthless, as described in the second chapter. They become public goods and nobody can execute property right over it. So, when digital copies of music become worthless other products and services in the music industry become scarce and valuable. If copies of music become free you have to sell products and services of music that are not free and can not be copied, are excludable and/or rival (Kelly, 2008).  Well, what are the options?

New business models in the music industry
In March 2008 the American industrial band Nine Inch Nails released their album ‘The Ghost’ under Creative Commons BY-NC-SA license. This means that you may share and remix the music under the conditions that you name the author, don’t use it for commercial purposes and only distribute the remix under the same license. The download for all 36 songs costs 5 dollars, these songs are also available in the Amazon.com MP3 shop. Also the two-CD set costs 10 dollar. There is also a Deluxe Edition Package with two audio CDs and a data CD with the pieces in a variety of digital formats for 75 dollar. Those who have more to spend can pay dollar 300 for the Ultra-deluxe Limited Edition Package that contains four vinyl LPs, etc. (Nine Inch Nails, 2009). Within 2 days the Ultra-deluxe Limited Edition Package was sold out, so that is 2500 packages * 300 = 750.000 dollars in 2 days. The album was the best sold album at Amazon in 2008. The choice of the band to sell their own music and communicate directly with the consumers is not some rebellion stupid decision, but a really smart business decision containing economic arguments. 
What Nine Inch Nails did was several things that assured them that they received enough support. By releasing a Ultra-deluxe Limited Edition Package containing vinyl LPs they created music in a body that can not be copied, which makes the product excludable. Furthermore the package of 300 dollars contained 2 giclée (fine art) prints signed by Trent Reznor, the lead singer of the band. By doing this he personalized the 2500 versions that are sold. Copying the giclée prints with the signature is not the same as the original version and certainly less valuable. ‘One can sell a highly personalized version of a product so that copies made available to others would not be valuable’ (Varian, 2005). Marketeers call this process stickiness which means that supplier and consumer are stuck with each other. Both sides invest a huge amount in the relationship which makes switching reluctant (Kelly, 2008). 

But there is more to the story which makes it so interesting for cultural economists. Nine Inch Nails released 6 packages in total. The first package was entirely free for downloading. The second package was 5 dollars and was DRM-free with several technical features. The third package contained 2 CDs with a 16 page booklet. The fourth package was a special vinyl package. The fifth edition was a Deluxe edition containing two audio CDs, a data DVD, a Blu-ray Disc with the album in high-definition 96 kHz 24-bit stereo and accompanying slide show, and a 48-page hardcover book with photographs. The sixth package I already described. The band complemented the product with psychical and information elements. Every package received free access to the digital downloads, but they bought a special embodiment (Kelly, 2008), which made the product special. The free edition offered the tracks for free, but with no special extra’s which made the experience of listening to the music more special. 
By investing in the relation with the fans and the consumers, Nine Inch Nails did a very good job in advertising themselves. The way they put their CD on the market was very innovative and almost all media wrote about the band. 

In the first week of the release of the album the band generated 1,6 million dollars. 

Another business model that is already executed is the model called ransom (Varian, 2005). Which means that you allow potential costumers to bid or set their own price for content like: music, films, books, etc.  Varian (2005: 136) describes that ‘if the sum of the bids is sufficiently high, the information content is provided’. I don’t think that this is necessary and even dangerous, because the same author describes that information goods are experience goods and that first in need to be experienced for appreciation. It also possible to completely leave the choice to the consumers in setting the price, like Radiohead did. 
From media 1.0 to 2.0

One of the most important objective in the media industry is attention. In Hollywood, between 1981 and 2005 the ‘real marketing expenditure has quadrupled, while real production expenditure has only doubled: firms have cumulatively invested twice as much in attention as production. Since this strategy has persisted for 25 years, investing in attention must realize superior returns to investing in production’ (Haque, 2009). In the example I have used above 2 bands are presented who favored a lot of attention in the past by the promotion and marketing strategies former record companies executed. Media 1.0 was/is supplied in big chunks of blockbusters, highly promoted and bands who are easy to experience and consume. The media industry spend a lot of money on marketing so success was almost guaranteed.  
The technologies changed the media industry and we can talk about media 2.0. Which means that media can be consumed in micro media chunks (Haque, 2009):

· ‘microchunks of media unbundled from traditional media goods;

· blogs vs newspaper articles;

· tracks vs albums;

· vlogs vs network news’.

Media 2.0 has created a situation that the barriers for producing, distributing, retailing has fallen and consumers are highly connected and peer to peer networks are rising. The standard copyright rules can not work in media 2.0, because it is simply impossible. 
If production, retailing and distribution becomes relatively abundant, attention becomes even more scarce because supply explodes, but demand stays relatively the same. Consumers can consume greater quantities in smaller chunks. The most important strategy in media 2.0 is to efficiently allocate scarce attention, aggregators who combine platforms on content, on information. The value chain of web 2.0 is projected in figure 8.

Figure 8: value chain media 2.0 (Haque, 2009)
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Media 2.0 is based on consumers who are connected with the product. For example I am in a club in Amsterdam. There is a dj who I really like and plays some really good dance tracks. The next day I go to his website and tune in with some blogs about dance music and a micro platform is born. If this media platform is aggregated with more dance platforms and the platforms can be reconstructed it can be used to get the attention for new music. 
Nine Inch Nails, Radiohead and Madonna are bands who started in media 1.0 where record companies gave a huge amount to the marketing of these bands. These bands saw that the media landscape changed into media 2.0 and reacted to it in a great way. But what if you are not already a very popular band and you are not working with a record company? How do you get the attention? How do you use the strategies that media 2.0 provides and get attention for your music/compositions?

Creative Commons
Creative Commons makes it easier for musicians to promote, produce and distribute music in a media 2.0 environment. When most of your consumers are using Pirate Bay or other Torrent Sites it is important to use these interface to communicate with your fans. Still it is possible to earn money out of music, but you need to be creative and understand economic rules concerning business models. The benefit of the musicians described in this chapter is they already are very popular. This makes it easier to get attention and to promote the music. It is interesting to know if the use of Creative Commons is also beneficial for beginning artists. When you use Creative Commons you need to accept the fact that everyone can use, change and distribute your music without an institution who looks after your music and this is a hard fact for a lot of musicians and other important agents in the music industry. 
Conclusion

In this chapter I tried to describe the changing environment of the music industry. How the introduction of new technologies of internet and digitalization has affected the supply chain, the value chain and the regulation of copyright. I tried to present new business models by analyzing the release of the new album of Nine Inch Nails. 
My sub research question for this chapter are:

1. How did the changing supply chain affected the choice for Creative Commons?

2. Do the interviewees also implement new business models?

3. Is it easier for the interviewees to aggregate attention for their work with the use of Creative Commons?

Chapter 8: research
In the latter chapters I explained the context of the music industry, the rise of Creative Commons, the impact of technology on the music industry, changing business models and the importance of intrinsic motivation of art in general and in the music industry. All this information is important to know why Creative Commons exists and how it emphasises on the different subjects described. 

In this chapter I will explain how the research question will be answered by empirical research. I have chosen to do qualitative research. I know that a lot of scientists, especially economists, oppose qualitative research, but economics still is a social science and a lot of actions can not be captured in numbers. I already quantified the number of CC licenses, but CC does not register who licenses work. That is why I chose to research why Dutch musicians use CC. In this chapter I will describe the qualitative tradition of my research, I will describe how I executed my research and why. Why I chose the interviewees and how I found them. 
Qualitative tradition

For my research I use the methodologies described in the norms of qualitative research. I would place my research in the qualitative tradition of ‘naturalism’ where I ‘seek to understand social reality in its own terms; as it really is’ which provides rich descriptions of people and interaction in natural settings’ (Bryman, 2004: 267). Although qualitative research mostly contains a inductive approach I would say a qualitative research executes an inductive approach throughout the research. 
Data
To answer the research questions I wanted to interview at least 5 professional Dutch composers/musicians who use Creative Commons. During the weeks of my writing I found out if was very hard to find 5 Dutch professional musicians who use CC. As a researcher alarm bells began to rang when a situations like this occurs. I will elaborate on this situation in the next chapter. Fortunately I found 5 musicians/composers who use CC, but there are some remarks to make. As seen below, interviewee 3 is a radio dj who uses CC licensed music and produces documentaries under CC licenses. He/she does not compose or produces music on his/her own. Furthermore, next to the interviews with CC users I interviewed a member of a band and a sound designer who is not registered with a collecting society and does not make use of CC licenses. I wanted to interview these people to get inspired and get a broader scope of the music industry. 

It is impossible to ensure statistical representativeness in this research. The only practical way of tracing suitable respondents was the use of ‘snowball’ sampling. This means that the social relations between contacts determines my data en the snowball technique, so statistical representativeness is out of the question (Beardsworth and Keil: 1992). 
The interviewees

I will keep the interviewees anonymous because they asked me too. The interviewees are separated by numbers.

Interviewee 1 (composer/sound designer)

The first interviewee is one of the most important person in The Netherlands when it comes to the development of Creative Commons. He is the first musician who started to use Creative Commons and keeps up with the developments concerning Creative Commons and Buma/Stemra. I found him on a new years party of the foundation for copyright and new media. He calls himself an autodidact which means he learned to play by himself. First he played in bands, nowadays he has his own sound design company. Furthermore he has his own weblog about music which is very popular.
Interviewee 2 (composer/jazz pianist)

The second interviewee is a jazz pianist and a composer of music for podcasts. I found him through interviewee 1. He studied at the conservatory of Rotterdam. After graduation he played in a lot of bands and toured through Europe. Since 3 years he has his own studio where he composes his own music. He produces instrumental music and serves a niche in the music market. 
Interviewee 3 (radio dj)
I found interviewee number 3 through my boyfriend who works for Dutch public radio. Interviewee 3 has produced an interesting documentary under Creative Commons license and currently works on another project which is produced under a Creative Commons license. I found him interesting because he works for a public broadcaster, which is paid out of public money and he publishes all his work under a Creative Commons license.
Interviewee 4 (musician)

I found interviewee 4 through a popular weblog about music recording. I posted the question on the website that I was looking for musicians who use Creative Commons. Interviewee 4 is a musician and manager of a record label which licenses every music/album under Creative Commons. The idea of this record label is that ‘internet is their friend and free music downloads are awesome!’. The record label thinks that paying for music is not comprehensible.  
Interviewee 5 (musician)

The same as interviewee 4.
Method

For every interview I designed an interview guide which contains important topic which needed to be asked. The interview topics are related with the topics analyzed in this thesis:

1. copyright;
2. motivation;
3. technology;
4. business models;
5. media (promotion and marketing of the music).
The topics where transcribed into interview questions. Because every interviewee had a different position in the music industry, the questions differ a little among them. This resulted in a structured interview approach, but sometimes a single question induced a complete narrative of a specific situation (Wengraf, 2001). So I would say the interviews where a combination between structure and unstructured. 

Every interview is recorded with a professional voice recorder. 

Conclusion

In this chapter I presented my research by explaining the chosen research tradition, the used data and the applied method. The used interview guides are written in Dutch and the interview is also transcribed in Dutch. Because the interviewees are Dutch this seemed to me the most logical thing. 
In the next chapter I will present my final conclusions.
Chapter 9: conclusions

In this chapter I will describe the outcomes of the interviews. As already mentioned I divided the interview guides in the topics analyzed earlier in the thesis. The conclusions will also be divided by the given topics. Per topic I will shortly mention what I analyzed in the chapters and then I will relate the outcome of the interviews with the analyzes. I will do this by using quotes of the interviewees. Thus, every part begins with a short summary, than the interviews will be used to clarify the sub questions stated at the end of every chapter and at the end of every part I will give a short conclusion. 
Conclusion chapter 4: copyright and collecting societies
Short summary
In chapter 4 I analyzed the function of copyright, collecting societies and record companies. Copyright was established to motivate and enforce creativity. The creator should be rewarded for his/her physical creative expressions. These rights are cherished by collecting societies. In order to lower transaction costs they collect royalties of the subsequent use of music, film, voices or images. 
Record companies try to promote, market and distribute music. To do this in a more effective and efficient way they receive most or all the rights on music and sometimes they even receive the domain name of the composer. 
Creative Commons thinks that creative expressions should have the possibility to be used, changed and spread more among people. From all to some right reserved. 
I formulated the following sub research questions for this chapter:
· Why does licensing work with Creative Commons works better than licensing the work with traditional collecting societies for the interviewees?

· Is Creative Commons sufficient for protecting the work of the interviewees?

· What would be the ideal way for the interviewees to protect their work?

Why does licensing work with Creative Commons works better than licensing the work with traditional collecting societies for the interviewees?

So why do the interviewees use Creative Commons instead of traditional collecting societies? Why do they take the risk to receive no royalties at all from their music? Most interviewees found the regulation from the traditional collecting societies the most important constraint to license their work with them. Furthermore licensing the work with Buma/Stemra and Sena makes it impossible to distribute the music on internet.

‘We insisted on distributing our music for free. We find it logical that people first need to listen to music before they buy it. Furthermore music is to be found every where. It is better to keep the distribution in your own hands’ (interviewee 4 and 5).

‘When I started I read a contract of Buma/Stemra. I saw that I could not put my own music on the internet and if I would do that I had to pay for my own music. I found that ridiculous. Because I make a lot of use of digital networks it was very important to have the possibility to promote and distribute my music on the internet. Thus, Creative Commons is ideal for me. The benefit is that I do not have much airtime on radio and TV, so licensing my work with Buma/Stemra is not necessary’ (interviewee 1). 

‘It is important for radio DJ’s to put their music on the internet. I work for a public broadcaster so I think it is logical that people can use the productions’ (interviewee 3).
Is Creative Commons sufficient for protecting the work of the interviewees?

As mentioned in several chapters, Creative Commons will not look after the subsequent use of work. So, how do the interviewees look after the use of their work and what if they receive a lot of airtime, are they then still that happy to use Creative Commons?

‘Creative Commons is not a perfect system. The problem with the current system is that Buma/Stemra has a monopoly on the collection of royalties. There should be another party who would shake up the system. We need somebody who also registers when we are played on the radio. Now it is impossible to put ourselves between the traditional collecting societies’ (interviewee 4 and 5). 
The problem with Creative Commons is that there is nobody who looks after the use of your music’ (interviewee 2).

What would be the ideal way for the interviewees to protect their work?

If Creative Commons is a better alternative for the interviewees than the traditional collecting societies, but it still not a perfect system, how would they organize a perfect copyright system?

Buma/Stemra should also protect the interest of small composers. A friend of mine composed music for a small city in The Netherlands. For the use of the music he called Buma/Stemra to collect the royalties. Buma/Stemra said that they do not look after music that is used locally. At the end the city has to pay Buma/Stemra, but the composer did not receive anything’ (interviewee 2). 

‘Buma/Stemra should work together with Creative Commons and should not see the internet as a problem. You should see the benefits of a phenomenon as Creative Commons. Buma/Stemra, Sena, they are not bad organization, I love it when I receive a cheque from them, but I want to have the possibility to distribute my work on my own way’ (interviewee 3). 

Conclusion

The definition/term that is most said during the questions I asked about copyright was ‘freedom’, the freedom to do with the produced work as the interviewees please. The interviewees all cherish copyright, but think that the way collecting societies regulate copyright at the moment, constrain them from publishing and promoting the work on the internet. Furthermore they desperately seek for an agent who looks after the subsequent use of their music. 
Teeven, et al (2008) showed that at the moment the European copyright is situated in some sort of crisis. Technological development put a lot of pressure on the consumption patterns of culture. Information/culture is consumed in a private sphere which is hard to monitor on infringement use. Furthermore Teeven, et al (2008) showed that producers of information, scientists, musicians, emphasise a more free way of dealing with information, while some demand more strict rules concerning copyright. These two groups are called the ‘independents’ and ‘claimers’. I would definitely put users of Creative Commons under the label ‘independents’ because they execute a more free way of dealing with their own productions and cherish a more free way of interchanging information. 
In the final conclusion I will reflect on the current problems concerning copyright. 

Conclusion chapter 5: motivation

Short summary
In the chapter about motivation we saw that intrinsic motivation is very important for the work of artists. Some artists even work for low wages, because they strive to fulfil their artistic ambition. From research we saw that unless respondents where paid very well, performances would rise, but it would never be as high when performances would be based on intrinsic motivation. The current copyright system mostly emphasises on extrinsic motivation, but Creative Commons works in opposite direction. It does not ensure a monetary reward for the work when it is used by others, they ensure a more easy way to work with production, music, film, or science. 

In my pursued to find out why musicians would use Creative Commons to license their work, I was most interested in the theory about intrinsic motivation as a plausible cause. The theory thoroughly described and proposed by Bruno Frey (1997) sets out 8 propositions as explanation for intrinsic motivation or the ‘cost of reward’ for crowded out intrinsic motivation. I used these 8 propositions in my interviews. 

For this chapter I formulated the following sub research questions:

· How did Creative Commons affected the motivations of the interviewees? 

· How are the interviewees rewarded for their work?

How did Creative Commons affected the motivations of the interviewees? 

In a reaction on the question why the interviewees use Creative Commons interviewee 4 and 5 said:

‘We found it very important to maintain control over our own music and if we want to distribute it for free, we will do that’ (interviewee 4 and 5). 

 I also asked with whom they work with and if the work relationship did not harm the ownership of their own music. 

The benefit of using the terms of Creative Commons in my contract is that I can put the compositions on my website. The benefit for the other party is that they can put the music/or film with music on internet with out having to pay royalties to Buma/Stemra’ (interviewee 1).  
From the interviews it seemed very important that the interviewees can do and can not do with their own productions as they please. Furthermore they want to exploit all the possible media there is. See also the conclusion of chapter 4. 

‘The benefit of Creative Commons is that although you just finished one record you can put it directly on the internet which means you can communicate with an audience directly’ (Interviewee 2).
How are the interviewees rewarded for their work?

An important aspect of intrinsic motivation is the kind of reward an artist gets. The problem with CC is that there is no institution who looks after the subsequent use of your work. For instance, a musician who licenses his/her work with NC: non commercial use and a small company decides to use the music as company tune, the artists will have a hard time to figure this infringement use out. So what is the reward of the interviewees to be creative?

‘I want to collect as much money there is possible for my music, but money should not be the most important  factor for how I will design my day. I just want to produce music I like. For a lot of money or subsidy I have to do something boring. At the moment I live really simple, but I can do whatever I want to do’ (interviewee 1).  

‘Because we use Creative Commons we have more freedom. Furthermore, when we look at the percentages, we see that a lot of bands receive little air time. A lot of artist register with Buma/Stemra because of professional reasons, but at the end a lot of bands receive a small amount of money. The revenues out of performances are extremely higher’ (interviewee 4 and 5). 

Conclusion
Intrinsic motivation is related with regulation and reward. When new media offers new possibilities for artists to work with their music, they want to take that offer. The interviewees know where their possible consumers are or could be located on the WWW and need the internet to connect with those consumers. 

The interviewees see that current official regulators of copyright execute strong regulations when music is distributed on the internet, while they do not offer high reward. Thus, for the interviewees it is not interesting to register with Buma/Stemra. But they all agree that when they would receive a lot of airtime they are dependent of Buma/Stemra to collect royalties. 

Conclusion chapter 6: technology, innovation and globalization in the music industry
Short summary 

In chapter 6 theory showed that consumption of music is always related with technology. Nowadays we see that the technology has changed the consumption of music drastically. Because of the rapid duplication possibilities of MP3 and the rapid distribution options of the internet, music in its digital form became super abundant. Internet became an important medium; especially younger people use internet a lot as showed in figures from the CBS (2009). These innovations and the impact on the music industry can be explained through a model called the innovation cycle. It says that every innovation creates new entry possibilities. After a while through mergers 3-4 large incumbents will survive the competition phase. These large companies will standardise their production process which makes them inflexible when new innovations emerge. This is the beginning of a new innovation cycle. 
For this chapter I designed one research question:

· What is the impact of internet and digitalization for the choice to license the work under Creative Commons?

 Every interviewee used internet as an argument for the use of Creative Commons. I already used some quotes concerning this topic in the latter conclusions. I will shortly sum up the arguments:
‘I can not put my own music on the internet without paying for it when my music is licensed with the Buma/Stemra’ (interviewee 1)

‘I can publish my music really fast on the internet with Creative Commons and still have legal protection’ (interviewee 2).
‘Internet is a new technique and I embrace it’ (interviewee 3).  
‘The current copyright does not emphasise on new media, while it is already possible for years to put your works on the www’ (interviewee 4 and 5). 

Conclusion chapter 6

The consumption of music is made possible by technology. For musicians it is very important to communicate with consumers through new technologies. The interviewees use Creative Commons because it makes it easier to publish their music on the internet. The current collecting society Buma/Stemra makes it hard for individual musicians to publish their music on the internet, because they have to pay for the publishing of their own work. 

The legal benefit of Creative Commons is that the users, when it would be needed, have legal rights. When a musicians who uses Creative Commons licenses would locate infringement use of some of his/her productions, he could sue or prosecute the suspect  and have the legal tools to do that. 

Conclusion chapter 7: new business models
Summary 

Technology does not only determine consumption, but it also determines the specific characters of the supply chain. In chapter 7 I explained that the 4 characters of the supply chain are changed because of the internet and digitalization. Because music in a digital form became a public good, new business models emerged in the industry. I gave an example of a popular American band who used Creative Commons and executed an innovative business model. Furthermore I explained that the promotion and marketing of entertainment has changed from media 1.0 to media 2.0. The consumption of media is not done in large media chunks, but in micro bits through weblogs, in tracks and vlogs (video weblog).

For this chapter I designed the following sub research questions:

· How did the changing supply chain affected the choice for Creative Commons?
· Do the interviewees also implement new business models?
· Is it easier for the interviewees to aggregate attention for their work with the use of Creative Commons?

What we see in the above quotations is that because of the possibilities of the internet the interviewees structure their activities in a different way. They use the internet to publish their music and use radio channels on the internet like last.fm to communicate with customers. In the past record companies where the intermediaries who arranged the communication between artists and public, but now artists, musicians can do this on their own. Because the interviewees use Creative Commons the governance mechanism changed. They are not monitored by Buma/Stemra, but by their choices. They can determine their own rules by choosing certain licenses and using these legal terms in contracts. 
‘My work is always sold under a Creative Commons contract. They can promote the movie with my music or only my music on the internet, but the other party is not allowed to sell my music to others, because I remain the author’ (interviewee 1). 

Because music in digital form became super abundant and it became hard to execute copyright over the music, musicians are looking for new means to earn money. Varian (2005) described several way of designing new business models. Do the interviewees also implement new business models?
‘When a theatre uses music which is registered by the Buma/Stemra they pay an enormous amount of money every year. When I compose music for the same theatre they pay me an amount once and can use the music the whole year without worrying about the financial consequences’ (interviewee 2).

‘We try to offer a package deal instead of only a CD. We also work a lot with graphic design to enhance our business model’ (interviewee 4 and 5). 

Media attention
The last question concerns attention. How do the interviewees aggregate attention in a world where media is supplied and consumed in small micro chunks of media platforms. Did the use of Creative Commons made it easier for the interviewees to get connected with consumers?

‘I have a vast group of fans who follow the news on my weblog. The response is very high, even the music industry looks regularly on by website. I am very multi disciplinary and that attracts a lot of people’ (interviewee 1). 
‘I put my work on the internet for promotional reasons. Because I could publish music really fast I was immediately visible for everyone in the world. If this possibility would not have occurred I would have missed a lot of projects’ (interviewee 2).

Long live the internet! Because I gave away podcasts away for free I could build up a community. In a few weeks I build up a community of 1000 people’ (interviewee 2).

‘Internet makes the world really small and we operate in a really specific genre, so we know were to promote our music. In specific corners you always find sympathy for your music’ (interviewee 4 and 5).

Conclusion chapter 7

From the reactions it is obvious that technology not only changed the consumption of music, but also changed the supply of music. The users of Creative Commons are fully aware of this changing consumption pattern and react to it in a sufficient way by publishing their music on the WWW and try to build up a fan base or the attract interesting projects.  
General conclusion

Regulations needs to be enforced by a government, this is also the case with copyright, but regulations also needs to be enforced by civilians. Institutions who execute regulations need to have earned and deserved the trust of society to execute these regulations. The civil society (figure 9, mega community, 2009), which contains government, market and civilians should enforce and emphasize on regulations if they want to have any effect. 
Figure 9: civil society
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Government was too late to emphasize on the changing environment concerning copyright that should protect creative expressions. This caused a situation in which civilians consume culture in a digital form, which could be and is most of the time illegal, according to still active standards. Most consumers want to pay for creative expressions, but because access to illegal works was there first and started to be cultivated in society, it is hard to turn back time. 
Current copyright still do not have answers to the changing digital and networked era. Copyright is getting stronger and stronger, while it looses its credits in civil society and makes it hard for small artists and composers to publish, promote and distribute their music in a easy way. 
Creative Commons is a phenomenon that makes it easier for musicians to work with their own music. Creative Commons emphasizes more on intrinsic motivation, while current copyright emphasizes more on extrinsic motivation. But how do you earn money when you hardly get any money out of royalties, because no institutions looks after the subsequent use? The interviewees try to get money by applying new business models. They see their work as experience goods and distribute their music for free, so they can build up a fan base. Then they try to attach physical attribution to their music, like performances, to earn their money. They give more information about their music to enforce the experience. 

Creative Commons is not an alternative for current collecting societies, but it is should go together with the use of current collecting societies. It enforces the intrinsic motivation of artists, which is very important for the motivation and promotion of creativity. 
How should the future look like? How should civil society cope with the digital and networked era when they consume, produce or want to regulate music?
Recommendations
Civil society should work on ideas to cope with digital intellectual property, which begin with proper policy and a suitable answer from the market to the demand for music, films and pictures, but also governments and the community should act in order to protect creativity. 
The market

Supply should be adapted to the digital needs of the consumers. When someone buys a CD, he/she should have the possibility to use the music on every device; computer, MP3 player and stereo. It could be even made possible that consumers could use, change and publish the music bought. These possibilities could be enforced by the implementation of licenses as earning model. This could also enforce creativity by promoting subsequent use. Furthermore films, music and picture, etc. should be protected more on the initiative of the industry. A way by doing this is to use the technique ‘fingerprinting’. Fingerprinting can recognize audio, images and codes and can trace these the use of these products back to a personal user. 
The market could use above technique to protect music, but there is another very important recommendation. The market/large incumbents in the music industry should stop criminalize society and they should stop enforce copyright legislation. Internet is here to stay and the cultural consumption pattern has changed drastically. It is not the question how the industry can stop illegal downloads, but the question should be: how can we earn money out of music in this digital and network society? Here are some ideas. Organize and collect a strong fan base, arrange personal contact with these people. Cherish them, spoil them with first releases, special hard covers, competitions, interesting insight information on the band. Thus, produce a strategy in which you incorporate following aspects: (Kelly, 2008) (Varian, 1998) (Reznor, 2009) Kusek and Leonhard, 2005):
· Ensure that fans receive information first;

· Personalize music, by creating an ongoing discourse between supplier and consumer;

· Be authentic by producing special packages with your signature, etc.;

· Be accessible. Today’s music has less to do with ownership, but everything with accessibility;

· Produce special embodiments for music that matter. Like special blue ray CD’s, DVD, special books about the band, vinyl plates, beautiful graphics, etc.;

· Consumers want to pay for good music, so set up patronage schemes in which consumers can sponsor musicians.
Governments
Governments should make and be clear about what is legal and illegal when civilians download or upload music. But first the culture that illegal download is normal, should be changed sequentially. Here are two recommendations:
1. Promote the ‘fair use’ of creative expressions;

2. Civilians and entrepreneurs want to pay for creative expressions. Explain, through public commercials, that when you download or upload music, movies or picture illegally, the creator is not rewarded for the use.

By executing these two recommendations  the government makes an effort to change the cultivation of illegal downloading. The government also should explain on schools what the aim of information is and how it can be consumed. Last, governments should enforce copyright laws by executing penalties on the illegal use of music. Nevertheless, international society should really reflect on copyright and the objectives they had. At the moment we only face stronger regulations which benefit the large incumbents and the publishers of music. How can we find a effective balance between the wishes of the industry and society? Cut back on copyright laws and promote fair use, which makes it possible to use former creative expressions without copyright infringement. 
Another big problem concerning the illegal use of the music is the complete lack of trust in Dutch collecting societies especially Buma/Stemra. The government should reorganise its working process. They first should implement ‘fingerprinting’ for locating subsequent use of music on radio, TV, restaurants, bars, working places and internet. By this Buma/Stemra can be very clear and transparent about their invoices and income of royalties. Furthermore, they should not ask money from musicians when they publish their own music on the internet. Most musicians do not receive much money out of royalties and every musicians needs the internet to communicate with their consumers. Buma/Stemra should offer more than only money, especially when we know that intrinsic motivation is very important for artists and a lot of artists do not earn a lot of money. Buma/Stemra should react to the interest of the artist: give workshops about copyright, organize debates about copyright and supply them with interesting knowledge on the music industry. And last but not least: Buma/Stemra should also represent the belongings of the individual artists and not only the big superstars.  

Community

This is the most difficult component of the civil society to change. The community should receive the possibility to reinstall the trust in the government/collecting societies and the market. The community should take their own responsibility when they illegally download music, films and images on a massive scale. But this responsibility should be motivated by the government and the market.
At the end we want a society in which everyone can be at its best. As Blaug (2003: 477) puts it: ‘we want a state which is so efficient that there is no surplus, no waste, no slack, ‘no such thing as free lunch’, that can be handed to one person without taking it away from someone else’. Blaug mentioned this statement when writing an article on welfare economics. Welfare economics is about the idea that in a state of perfect competitive equilibrium, ‘it will be impossible to make one person better off without making another person worse off, except by interfering with the initial endowment of agents’ (Blaug, 2003: 477). This idea is produced by Vilfredo Pareto. If we would apply welfare economics on the current copyright regulations we see a situation in which there is absolutely no perfect competitive equilibrium. Large cooperation’s control the market and control a lot of culture on which heavy copyright legislation is applied. We should turn the clock backwards and change our perspective on technological changes, embrace innovations and discover the benefits. We should find models in which we can motivate creativity and enhance welfare.
I hope that above recommendations give some ideas to promote creativity, to promote welfare for all: the market, the government and the community. It is not an easy subject and further work should be done to discover the best way for promoting culture, but I think this research has shown that technological changed are also beneficial for the production of creative expressions and we can construct policy in a more effective way.  

Summary
The music industry is designed on monetary incentives. Copyright law states that when a work of art is reproduces by others, these subsequent users need to pay royalties to the author or the institutions which controls the copyright of a certain work. Collecting societies are installed to collect royalties out of subsequent use and they return the collected money to the rightfully owners. The objective of this system is to motivate the creation of music. 

Currently we see a new phenomena through which musicians can license their music, called Creative Commons. Only Creative Commons does not look after the subsequent use of the licensed music and does not collect royalties. So what is the incentive of the use of Creative Commons? Why do musicians use Creative Commons instead of traditional collecting societies?

In this thesis the use of Creative Commons and the benefits of the use of Creative Commons is analyzed. In the theory the music industry and the cultural industry is explained. The ideology behind Creative Commons is presented and compared to current copyright rules. The incentive schemes of copyright and collecting societies are analyzed and compared with the most effective incentives for artists. Because music and copyright is closely related to technologies, latest technologies are explained and their impact on the music industry is analyzed. The developed media landscape and new ways of media attention/aggregation is important for the music industry and an important reasons for the popularity of other licensing systems. Thus, media 1.0 is compared to media 2.0. 

In order to find answers for the reason why musicians use Creative Commons, 5 musicians who use Creative Commons are interviewed. The research, conclusions and recommendations are presented at the end of the thesis. The music industry has changed tremendously, but the large incumbents, the government have a hard time to cope with these changes. They should not have a defensive attitude against these changes, but come up with new business models and creative solutions to meet up with consumers demands.
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� ‘BitTorrent is the global standard for delivering high-quality files over the Internet. With an installed base of over 160 million clients worldwide, BitTorrent technology has turned conventional distribution economics on its head. The more popular a large video, audio or software file, the faster and cheaper it can be transferred with BitTorrent. The result is a better digital entertainment experience for everyone’ (BitTorrent, 2009).


� Napster was the first peer to peer service on the internet by which people can share their music for free (Napster, 2009)
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