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BANDLINK CD INTELLIGENCE® - MARKET BACKGROUNDER

BATTLE OF THE TITANS: 

OLD-LINE MEDIA ASSETS MEET INTERNET-AGE TECHNOLOGY
The digital revolution is based on convergence or digital technology blurring the boundaries between the TV, PC and phone.  Global media conglomerates succumbed to the allure of the Internet and the promise of its defining ‘big idea’ of the 21st-century: that the Internet would profoundly transform the way people consume information and entertainment, necessitating radical changes in the way companies distribute their movies, television shows, music and magazines.  As a result digital media or content was thought to be the successor to traditional media, yet so far the Internet has been used mainly as an ancillary marketing outlet or plain delivery vehicle for media and entertainment.  The proliferation of emerging new media platforms and standards, which include dozens of data formats for playing audio and video on the Internet and physical storage devices, has led to a huge debate around audio and video distribution based on format alone and the assumption that delivering compelling entertainment media is a merely a case of pitching traditional media against the digital pretenders. 

Spurred by relentless competition and falling prices broadband penetration in the U.S. has not only reached high levels particularly in urban areas but is increasing rapidly.  Broadband infrastructure is now in place: from copy protection and tools to heavy-duty servers and residential broadband access at a reasonable price.  Tiered service levels of broadband or high-bandwidth connectivity are being introduced into the U.S. market in 2002.  Jupiter Media Metrix predicts that nearly one third (29%) or 23 million U.S. online households will have a PC-based home network by 2006, up from approximately six million in 2001.  And the broadband phenomenon is not restricted to the U.S. alone.  According to a report by research firm eMarketer, broadband could reach 117 million Internet users worldwide by 2004, up from 15 million in 2000.  The report also states that broadband is growing fastest in Asia, which could surpass North America in broadband households within two years.  It is widely acknowledged that broadband, this always-on, high bandwidth communication capability will give rise to new, demand-driven interactive services which will become the market drivers in a knowledge economy whose information superhighway is the Internet.  These demand-driven services are starting to be defined by designers and programmers devising applications that will thrive on ubiquitous real-time digital networks, applications built on a core idea - that of interactivity, choice or selectivity. 

Undeniably, the Internet is spreading wider and deeper into everyday life, resulting in thousands of interactive agents from multiple devices or computers targeting the user or human being who is the connection between real and virtual worlds.  Humans can manage four to five computers or devices but only interact with one at a time – therein lies the true limitation of interactivity.  Thus to the user, the level of choice, selection or interactivity will be key.

What will this interactivity look like?  It will remain as unpredictable and intangible as human behavior for this is exactly what it is, rather the level of interactivity will be most important and this level will be determined by what’s most important to the user: be it exclusive content, promotional discounts, previews, spot polls, or other forms of interaction and self-expression.  Users just want to go online and find what they want, when they want it – preferably within a community of like-minded people.  Thus, the shape and content of these new interactive services will be decreed by the tastes, wants and needs of the individual and the communities they belong to.  For this reason control and development of interactive services must be shared between the user, and content or service providers.

A BRIEF HISTORY OF THE ENTERTAINMENT INDUSTRY AND NEW MEDIA

Every technological advance has changed popular music, from electricity and the phonograph to cassette tapes and recordable CDs.  The switch from analog to digital accelerated the pace of illicit duplication and distribution, and like Gulliver, has brought the music industry roaring out its slumber.

The music entertainment industry used to be a collection of scrappy labels born in the 60s, who where behind a new phenomenon – the mass marketing of emerging music genres such as Rock and Roll, Pop, Rhythm and Blues, with vinyl records sold via retail outlets.  The new sounds and bands were supported by airplay on the rapidly growing mass communications media of radio and TV.  Artists needing their music sold and marketed to fans signed multi-year contracts with labels and had no other choice of distributing their music. 

A frenzy of mergers in the 1990s changed the industry from this diverse collection of scrappy, independent operations to a monolithic corporate machine dominated today by the five major record labels: Bertelsmann, Sony, EMI, Warner Bros and Universal.  Where a company was not allowed to own more than seven AM and seven FM radio stations, today radio giant Clear Channel for instance owns more than a thousand stations and ABC 55.  The current retail-based music distribution infrastructure generates revenues used to pay royalties, cover publishing fees, as well as recording, marketing and promotion costs.

However, the commercial goals and stock-market pressures from media mega-corporations have reshaped TV and radio.  These multinational conglomerates are accountable to shareholders who measure success in quarterly statements.  Their ‘products’, the artists and bands they promote, therefore are under pressure to have a hit first time out.

THE PROBLEM TODAY – FLAWS IN THE SYSTEM

Promoting artists is becoming more expensive than ever and has a high failure rate.  The cost of the average new CD album release ranges between $18 - $22 dollars.  Record labels’ price structure offsets manufacturing, recording, marketing and promotion costs, not just for albums that break even or return huge profits but also those that don’t.  Yet according to the Recording Industry Association of America (RIAA), a professional trade association that represents all major record labels, only 10% of 7,000 new titles released by major labels are profitable.

Record labels in the past have relied heavily on radio promotion, which accounts for a large portion of the promotional budget (according to Billboard’s Geoff Mayfield, releasing an album with major distribution typically entails a minimum of $1million in outlay).  Radio remains one of the most powerful marketing tools available in the recording industry for the simple reason that it entices listeners into record stores.  And it retains this power despite skyrocketing costs of gaining access to radio play via independent promoters and radio station ownership becoming profit-driven as radio stations were acquired by entertainment industry conglomerates.  During the peak years of radio deregulation even stations that were bitter rivals for decades come under common ownership.  Yet radio promotion is also wasteful as fewer titles are exposed on radio, which caters to specialized programming needs only.

Under pressure of meeting these costs record labels sign only what they hope will sell, jumping on the latest bandwagon and flooding the market with sound-alike artists.  They lock themselves into a vicious cycle by spending huge amounts on video and radio promotion campaigns in hopes of an immediate hit.  But by catering to programming needs of radio and video channels only, they focus on radio-friendly and videogenic acts to the exclusion of worthy mavericks or experimentalists.  Acts that don’t get a hit in the charts and generate a certain return are instantly dumped which is shortsighted because even some of the best bands in the world were once slow-building talent that took three to four albums to establish themselves as names.  In what is now a singles-minded era, fans forge only feeble bonds with momentary artists.  There is no story, no connection because artists are being prematurely dismissed or not being signed in the first place. 

The recording industry’s traditional business model has been exposed to be faulty on the distribution level, due to inefficiencies of the system manifest by rising costs of artist development coupled with declining sales.  Yet the recording industry perceives the Internet to be the greatest threat to its established retail-based distribution channels – why? 

IMPACT OF TECHNOLOGY

How has the marriage of old-line media assets with Internet age technology changed the entertainment media landscape and consumer loyalty, as we know it today? In several ways: 

Access: music copying, burning and sharing
Illicit music downloads have turned from a snowball into an avalanche.  The International Intellectual Property Alliance (IIPA) estimates that more than $2 billion in sound recordings and musical compositions were pirated in 2001.  Music can now be copied faster and better than home taping allowed 16 years ago and the number of households with CD burners is climbing steadily.  Peer-to-peer (P2P) networks spearheaded file sharing over the Internet.  In P2P networks each computer shares files and often peripheral devices with other computers and there is no central server that can interrupt communications between all of the peer computers on the network.  File-trading networks also changed the range of music available from just plain, recorded media to include online digital music files such as the unrestricted MP3 format, which can be burned to CDs and transferred to portable music services. P2P networks like Napster, Morpheus, Audiogalaxy and Kazaa in particular ushered in a whole different type of music consumer and a huge shift in mentality of the average, web-savvy music fan.

Behavior
Individuals have become media producers, setting up own web sites and online discussion forums, sharing photos, etc.  According to figures released by the International Federation of the Phonographic Industry (IFPI), music fans can download 100 million unauthorized song files from more than 200,000 web sites.  This is due to the simple fact that technology makes it possible – people can compress songs and send them around the world, immediately becoming international distributors of music. Music fans also want more choice in the form of better quality albums: in the mid-‘90s, following a SoundScan report that album sales were only half of 1% ahead of the previous year, two trade associations the National Association of Recording Merchandisers (NARM) and the Recording Industry Association of America (RIAA) joined forces in a consumer research project which revealed that buyers were unhappy because too many albums contained only one or two quality songs. 

HOW LABELS ARE FIGHTING BACK

The year 2002 witnessed the $14bn recording industry struggling through its first sales slump in a decade.  Street-level and online music piracy through file sharing and CD burning, are eroding CD music sales.  Record companies are fighting back with encryption tools and lawsuits while starting to embrace a broader Internet strategy that includes online music distribution.  Three main types of online digital music service are available currently: 

· Free (illegal) digital online music services based on P2P file trading networks including Audiogalaxy, Kazaa, Gnutella, LimeWire, BearShare and Morpheus.  The major labels intend to crush these services through the law courts, very much like they did the now defunct Napster.  Both labels and music publishers are currently suing Audiogalaxy. 

· Subscription-based, private digital online music services including AOL Music, FullAudio, Liquid Audio, Listen.com (the first legal online-music service to offer songs from all five major recording labels), Rioport and Roxio.  These consist of a mixture of P2P and client-server architecture platforms.

· Subscription-based, media conglomerate-owned online music services based on the client-server model, such as MusicNet and Pressplay.

Record label companies are also experimenting with other methods of distribution including:

· Selling music online via ISPs, e.g. EarthLink Digital Music, delivered by FullAudio, allows subscribers to download a certain number of tracks each month for a fixed monthly fee.

· Partnership with online retailers such as Amazon, Best Buy and Sam Goody through service providers such as Liquid Audio.

· Teaming up with Internet radio stations including ClearChannel, radiofreevirgin.com and hob.com.

Encryption

Eroding CD sales have heated the debate over digital rights management: politics and money are now at stake.  As entertainment is a growth area in a shrinking PC business, consumer electronics manufacturers are loath to build in encryption tools that consumers resent and may still be cracked anyway.  The entertainment industry wants technology companies to include encryption, particularly on chips, to limit duplication.  However consumer rights activists say this goes too far and would prohibit legal uses of digital entertainment, e.g. making spare copies of songs from CDs or recording TV shows or movies.

Lawsuits

Music labels have been successful with lawsuits against the likes of Napster and are targeting similar operations such as Kazaa, even if they are located offshore.  Kazaa became a prime target as it was shown to have the ability to control the Morpheus network which it shut down temporarily using closed proprietary FastTrack - Kazaa software that changed settings stored deep inside Morpheus users’ computers when users logged on to the file-trading network.  The music industry is now even considering law suits against individual Internet users and ‘supernodes’ who have centralized directories which supply the biggest amount of music that enables online music-sharing.

Legislation

The music industry is lobbying the government for more stringent laws to protect their assets.  Even broadcast radio stations are no longer unreachable.  On June 20, 2002 a decision by the Librarian of congress ordered webcasters and Internet-only radio stations to pay recording artists and their labels seven-hundredths of a cent (0.07cents) per listener every time they play a song, starting November 2002.  Additionally they were also ordered to make back payments to October 1998.  Ordinary broadcasters pay small royalties to songwriters, but had not been required to do so for artists or their labels. 

ARE CONSUMERS REALLY GETTING VALUE?

There remain tight restrictions on how online music is sold including which music can be permanently downloaded, which can be recorded onto CDs and how many tunes from a single artist can be recorded in a given period. 

Permanence

Some ‘legitimate’ services charge monthly pay-as-you-go fees.  If the user stops paying, any material not burned to a CD (which is not usually possible) becomes unplayable and disappears. 

Portability 

All online music lacks portability which is a major problem as listeners want to have their music where and when they need it – in the car, gym, on vacation, etc.  Liquid Audio’s system, for instance, makes it difficult to wantonly circulate purchased music – the songs won’t play without a secret purchase code that ‘unlocks’ the file – but it does allow the songs to be recorded onto CD.  Other ‘legitimate’ services sharply limit CD burns or charge extra for them.  Listen.com’s Rhapsody service for example, allows users to listen to music but for the most part not record it onto CD without paying an extra fee.  In fact if the user’s PC is not connected to the Internet, the user is unable to hear anything he’s paid for at all. 

Enhancements

Record labels have received much criticism for failing to offer superior web sites or online experiences.  They are currently seeking to add value via more inviting features and broader music offerings, including enhanced CDs which contain special but restricted access to unreleased material, video footage, performances, interviews, T-shirt offers, DVD clips, rebates, etc.  
THE CASE FOR INTERACTIVITY

Does plain music enhancement software address the fundamental problem of promotion today – a lack of connection between fan and artist?  Record companies and retailers are starting to break the mold of the marketing cycle by reaching beyond traditional avenues of exposure opened up by new media and the Internet in particular. By using internet-powered CDs, Bandlink CD Intelligence® software and marketing can transform the music industry’s distribution model based on fixed media CDs sold via retail chains, into a demand-driven service infrastructure built on longer and stronger relationships with the consumer, creating a truly new way of distributing music.
Consumer expectations of music accessibility, form and content have changed.

Web savvy music fans want to socialize, be part of a culture where group interaction is overwhelmingly important.  It is the same social infrastructure (like in instant messaging) that drives strong technology adoption, repeatedly attracting and retaining consumers, better known in marketing parlance as ‘stickiness’. Bandlink CD Intelligence® allows musical artists and record labels to create a unique fan experience with fresh content each time a Bandlink-enabled CD is played.  Interactivity is about the ability to escape from the constraints of format. What are the dynamics that could occur in a human system of such scale, say three million listeners online in real time, where the value isn’t bound up in content alone but in the interactions – the group experience?  It’s not enough just to use online capacity to distribute offline media -‘leveraging content’ to turn old archives into new media streams.  The music industry needs to empower consumers to not just to share media, but also to connect to each other by sharing a new media experience.

Companies are failing to recognize that an individual’s tastes are broader than a narrow distribution format.  The media system controlled by media corporations is aimed at the needs of broad public interest rather than narrow, private needs which can be accommodated with more thought, resources, marketing and creativity using the Internet.  There is a better way of distributing music which still allows fans to enjoy unrestricted ownership of legally purchased music CDs, especially if complemented by the versatility and functionality afforded by a new kind of online music listening experience. 
WHY BANDLINK CD INTELLIGENCE®?

Bandlink CD Intelligence® is music promotion and entertainment software developed by Javakitty Media, Inc.  Bandlink was developed specifically to provide direct access between the loyal fan and music artist, which is why Bandlink’s internet-powered CDs provide exclusive content based on the music content of a particular music CD.  Javakitty Media is enhancing physical CDs with interactive relationships, not just digital content online, thereby keeping the music industry’s current value chain and infrastructure intact. 

TRUST THROUGH JOINT OWNERSHIP / PARTNERSHIP

Javakitty Media’s founding philosophy is that true new media software should be mutually beneficial to all the parties that use it.  This concept provided the building block to exploit a huge market opportunity: letting the music and entertainment industries work with fans to shape consumer expectations of music, irrespective of format or device, making both music fans and content owners happy.  It is Javakitty’s conviction that enjoyment of the content of legally purchased CDs should be transferred into the buyer’s hands, who now enjoys that content at his discretion, by making copies of favorite albums or compiling tracks to be listened to over and over again for instance, whether logged on to the Internet or not.  Music lovers should not just rent the right to enjoy music on a limited basis, restricted by a lack of trust that is part and parcel of current digital music formats. 

DELIVERING COMMUNITY BENEFITS THROUGH INTERACTIVITY

By creating online communities around original, exclusive content Bandlink builds trust and enjoyment which in turn leads a richer, in-depth experience of music and entails numerous benefits to all parties, as follows:

For Fans: a unique and dynamic user experience

· A simple, user-friendly experience: fans never have to search the Internet for relevant online content again, log on to multiple sites nor download complicated software and passwords.

· Fresh, original, exclusive content from text-only chats with celebrities to elaborate videos, album art, liner notes, lyrics, bios, tour dates, etc.

· Direct access to the artist: Bandlink provides a direct connection to the artist’s online, multimedia presence. 

· Direct access to like-minded fans with similar musical interests through instant messaging, chat rooms and synchronized playback.

· Guaranteed sound quality without any restrictions.

For Artists:

· Recurring revenue as bands can develop their fan base and market recordings to a qualified audience.

· Song selectivity or the ability to preview songs for new releases in advance, by using focus groups. 

· Unique positioning in a competitive marketplace: artists can customize and extend their brand to enhance their musical output, whether current or catalog hits.

For Labels:

· Enhanced product distribution technology that complements crucial channel relationships – retailers can stick to what they know best, delivering customer service and a fun shopping experience.

· Instant access to extensive, detailed, music CD-specific usage statistics, for after-marketing and cross-promotion opportunities including e-commerce.

· Cost-effective flexible pricing and packaging, from one to multi-CD packages on a per-unit license that adds only pennies to the cost of a CD release. 

IS DIGITAL MUSIC THE DEATH-KNELL OF TRADITIONAL FIXED MEDIA MUSIC OR JUST A MOMENTARY ECLIPSE? 

Information and entertainment are coming into the home in new ways.  People are using the Internet more and valuing it more, for it is changing habits of consumers, particularly young ones, in ways that will generate exciting new businesses.  It is beginning to change consumer expectations of what mainstream culture should offer: consumers are demanding more control over what, how and when they consume entertainment media.

The mistake many made was to overestimate how quickly new technologies, even one as powerful as the Internet, could alter people’s habits.  The most far-reaching impact lies in the rhythms and habits formed by daily use of the Web’s interactive features; a move from a passive to more active paradigm in consumer behavior is where new media has had the greatest impact. 

Traditional media was created to satisfy more general interests but does not satisfy each individual’s very unique, specific interest. People need information that influences their lives or livelihoods fast, which makes a case for creating dynamic, compelling entertainment online. By being alert to opportunities offered by the evolving new media marketplace and focusing on interactivity, media and entertainment companies can capture a totally new type of user community while still keeping its roots in its present user community.  

Supply chain issues are hard to understand, its dynamics hard to manage, especially in an unpredictable, creative environment like the entertainment industry.  The Internet represents dynamic content, results, performance, and availability, all in real time and the people mastering statistics are those winning the game.  With the right application of digital technology they can create new forms of marketing to connect with consumers and market more intelligently.

Ultimately, people, not technology, are the success factor. Technology is neither good nor bad, it’s how consumers use it that is relevant. The broad issue therefore is how to harness digital technology and the Internet to the mutual benefit of both people who make and enjoy music.  For the entertainment media industry, the battle of the titans is really no battle at all, for new media technology such as Bandlink CD Intelligence can bridge the gap between fixed and new media music formats, so that all parties are winners.
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