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1.0 Introduction

1.1 Free distribution of music occurs through a variety of different Models. One such way 
is to allow consumers free access to music streaming which is paid for though the 
placement of advertising, a strategy called “ad-supported”. This model is used by third-
party services such as YouTube, Vevo and Spotify (Anderton et al.. 2013, pp.96-7).

1.2 Free distribution models can also be accompanied by a ‘freemium’ model, where a 
base level of service is given for free which is supported by the up-selling of additional or 
premium services or products (IFP! 2012, p.120). This model is used by services like 
Spotify, We7 and Deezer.

1.3 Free to access music services are becoming increasingly prevalent and have the 
potential to return revenue. In the first quarter of 2012 digital income grew by almost a 
quarter to £86.5m of which ad-supported revenues were £3.4m, representing 4% of the 
market and an increase of 20% from Q1 2011 (BPI 2012). According to figures from the 
Official Charts Company, audio tracks were streamed over 3.7 billion times in 2012 (BPI 
2013). Music Week have reported that Vevo has payed out over $200m to rights holders 
between 2009 and 2012 (Pakinkis, 2012) and Spotify will pay $500m to rights holders in 
2012 alone (Music Week 2013). The video for ‘Gangnam Style’ has made over $8m in 
revenue from YouTube advertising (CMU, 2013).

1.4 It is also worth noting that there are other models of distribution that are free to the 
consumer including freely distributed downloads in return for non-monetary assets, 
bundled music products and “tip-jar” distribution or “gift economics”. However, this report 
will focus on services which use ad-supported and freemium distribution models.

2.0 SWOT Analysis (Grid Format)

Strengths Weaknesses

• Monetization of free music access, 
especially in high-piracy markets (e.g. 
youth markets, international markets) 

• Ease of discovery for new/emerging 
artists

• Up-selling of premium/additional 
services and products

• Long-term income stream

• Potential cannibalisation of music sales
• Devaluation of digital music product

Opportunities Threats

• Consumer demand for access to music 
and the ability to share music

• Consumer acceptance of ad-supported 
services

• Increasing range of multiple access 
points

• Illegal free music access
• Un-proven profitability of third-party 

services



3.0 Strengths

3.1 Ad-supported services offer the opportunity to monetize free access to music. 
Bahanovich and Collopy (2009) for UK Music and found that 68% of 14-24 year olds listen 
to music on their computer every day and 61% use illegal file sharing networks. The main 
reason given for file sharing, with 40% of respondents, was that it was free. Another high-
piracy market example is China, where piracy rates are estimated to be as high as 99% 
(IFPI 2012, p.23). However, Ting, an ad-supported download service, is helping to 
increase revenues in a market with massive potential for growth. 

3.2 For younger consumers in particular YouTube has become a key tool for music 
discovery (Music Week 2008). Geoff Taylor, BPI Chief Executive, says “streaming is a 
fantastic way to discover new music and plays an increasingly important role in the UK’s 
music scene” (BPI 2012). A YouGov pol in 2012 found that 26% of consumers use 
YouTube to discover new music and that 42% of those will go on to buy a physical product 
(Music Week 2012).

3.3 For businesses that utilise a “freemium” model, “converting free users to paying 
subscribers is vital to ensuring their sustainability. The free tier of service is effectively their 
customer acquisition tool” (IFPI 2012, p.12). These services are “building a larger funnel 
and driving more consumers to a subscription service” (Adegoke 2011). Around a third of 
consumers are willing to pay for an unlimited streaming service with the average price 
being around £3.50 a month (Mintel 2010).

3.4 On streaming services “a track or album may be listened to hundreds of times, each 
triggering a payment to rights holders. While the individual payment for a stream is lower 
than a download, the cumulative payment triggered by a consumer repeatedly listening to 
an album or track may be higher over a longer period” (IFPI 2012, p.12). Industry analyst 
Mark Mulligan (2012) has estimated that whilst the per-play value of “downloads are... 5 ½ 
times more valuable to artists than streams” using a “modest 12 plays per track over 3 
years” estimate, this gap reduces significantly, and can even make streaming more 
valuable for right-holders, where songs are are played more frequently over a longer 
timespan. The Financial Times, have also documented the ability for more successful 
artists to gain a “larger dividend as the number of listens accumulates” (Tim Bradshaw 
2012). Spotify estimates that once there are 20 million subscribers to it’s service it will be 
worth equal value to artists as iTunes downloads (Music Week 2013).

4.0 Weaknesses

4.1 The Financial Times suggests that by staggering release dates over various formats, a 
process called “windowing”, much of the risk of streaming cannibalising sales can be 
mitigated (Bradshaw 2012). Mintel (2012 p.5) found that 34% of internet users who had 
streamed music in the last six months had done so to discover music to purchase. Muligan 
(2008) has also speculates that whilst there is some competition between streaming and 
ownership, the real competition is to convert illegal downloaders in to paying customers, 
and therefore any premium revenue lost is a “tactical cost for a broader strategic return”. 

4.2 Reuters have documented the nervousness of the music industry in further 
encouraging the idea that digital music should be free (Adegoke 2011). However Muligan 



(2009) has argued that there are such deeply ingrained attitudes and behaviour patterns, 
especially among young audiences, that “those attitudes cannot be turned off”. Instead he 
argues for a short-term focus of providing compelling alternatives to illegal music access 
and a long-term focus in developing new perceptions of value in music.

5.0 Opportunities

5.1 The wide-spread use of illegal downloading and online piracy demonstrates a clear 
consumer desire for access to music. Along side this demand is also a demand for the 
ability to share music socially. “Data from Musicmetric.com shows how strong spikes in 
Facebook, YouTube and Twitter activity are a key factor in the success of day-and-date 
releases” (Music Week 2011).

5.2 Almost a fifth of all music listeners would rather put up with free, ad-interrupted 
streaming services than pay for ad-free online streaming (Mintel 2010). Anderson (2009, 
pp.135-7) has argued that the media model of free has existed since the 1920’s and that 
this three-party model is now at the core of a $300billion dollar advertising industry. The 
prevalence of free content and services online have lead to increased consumer demand 
for free products and services in other sectors, as well as a new generation of consumer 
that have free consumption “wired into their DNA” (Anderson 2009, pp.141-2).

5.3 A third of portable device owners are interested in streaming music whilst out of the 
home (Mintel 2011, p.5) and a third of internet users had streamed music in the past three 
months (Mintel 2012, p.4). Growth in the market for portable electronic devices has seen 
“a complimentary interest in digital content growing alongside it” (Mintel 2012, p.1).

6.0 Threats

6.1 The IFPI (2012, p.16) says “widespread piracy is the biggest factor undermining the 
growth of the digital music business” and in Europe 27% of internet users access at least 
one unlicensed site each month. The RIAA (n.d.) estimates that only 37% of music was 
acquired by US consumers in 2009 was paid for.

6.2 Reuters have noted that that the advertising revenues that support the free portion of 
streaming services often do not cover the cost of licensing fees (Adegoke 2011). There 
has been uncertainty about the profitability of YouTube when in Google claimed the 
service was nearing profitability (Kafka 2009) and in 2011 All Things D reported that the 
video site was potentially profitable with income of over $1.6b (Kafka 2011). Spotify is also 
subject to speculation on it’s profitability. Whilst its operating losses in 2011 were 
significantly lower than in 2010, and it is expected to have reached profitability in 2012 
(Music Week 2012), there is still no proof that its business model is sustainable in the long-
term. 

7.0 Discussion and Conclusion

7.1 Some consumers demonstrate a continued unwillingness to pay for digital content with 
61% of internet users aged 16+ said they would not pay for digital music (Mintel 2012, p.



4). In the face of an online culture without cost to the consumer, Record Companies are 
seeing success in diversifying their revenue streams to include a range of digital products, 
distribution models and access points (BPI 2012). Ad-supported and freemium services 
will play an important role in the future diversification of digital music distribution.

7.2 “In a competitive market, price falls to the marginal cost” (Anderson 2009, pp.172-4). 
The value of digital music lays in it’s intellectual property rather than its materials and the 
marginal cost of reproduction is essentially free. In this market place, free music can take 
it’s place along side a variety of other products at a variety of price points as part of a 
strategy of “versioning” (Anderson 2009, p.176). In particular, physical music products still 
hold value among consumers with almost a third of consumers still like to have a physical 
copy of their purchases (Mintel 2012, p.6).

7.3 Free music distribution brings in revenues from advertising and the up-selling for 
premium products. There is also potential for income to be returned over a longer time-
frame. Increased exposure can come from the reduced cost of discovery for fans and the 
ability for sharing via social media. Whilst there maybe some uncertainty to the 
sustainability of these services, there is clear evidence that ‘free’ can play an important 
role against the threat from music piracy and consumer expectations of free digital 
services and content. 
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