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Roadkill on digital highway:
how music is fighting back

FREE V FEE

MEDIA’S BIG FIGHT

Other media
industries may
soon be dancing to
music’s tune on
fees, Michael
Bodey reports

THE music industry says News
Corporation chairman and chief
executive Rupert Murdoch and
others the media can learn much
from music’s growing pains in
charging for online content.

It’s just not sure what.

Australian Record Industry As-
sociation chief executive Stephen
Peach says music is the ‘‘canary
in the coalmine’” in the digital
content war because its small
data sizes allow easy distribution.

Peach admits music is *still
very much trying to work its way
through the issue, along with all
the other content industries’’,
although from a stronger position
than predicted.

Australian music sales dropped
dramatically as piracy and digital
distribution hurt CD sales. After
peaking at $640 million in 2003,
physical music sales dropped to
under $400m last year.

But in the first half of this year,
the increase in digital music
revenues for the first time offset
the fall in physical CD sales,
Peach says. ‘“That’s an encourag-
ing sign.””

As are the emergence of new
digital music distribution systems
and the expectation that the
combined weight of news, film,
TV and other content providers
will help the music industry win
the moral argument with con-
sumers that content costs money.

There is an expectation media
conglomerates will hold greater
sway in convincing ISPs an “‘all-
industry solution” is required,
Peach says. ““We’ve been saying
from the get-go these issues will
confront all content creators over
time. People are starting to say we
were right.”’

Former Skyhooks guitarist and
now intellectual property lawyer
Greg Macainsh sees karma in
journalism now fighting a war it
pilloried when music struggled
with the first battle.

“We had plenty of journos
going, ‘What an anachronistic
attitude from musicians’, but it
does affect everybody,”” he says.

““If you’re in a business that’s
involved in intellectual property,
you’re going to be affected by
this. The Rupert Murdochs of this
world know the value of it —
that’s why he went to America
where he could put it in the
bottom line.””

The similarities between the
physical and digital distribution
of news and music are obvious.
And Marcus Seal, chief executive
of Shock Records, sees a parallel
in the ‘hysteria”> surrounding
the decline of the physical prod-
uct in both sectors.

“We certainly had a lot of
alarm in the recorded music
industry, which has dissipated
over the past few years,”” he says.

““People will consume music
and the model had to evolve —
that’s nothing new in business.”

For Shock, the evolution has
included establishing touring and
publishing businesses and accept-
ing that ¢‘the industry we used to
have control over through dis-
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‘You’re going to be affected’: Intellectual property lawyer and former Skyhooks guitarist Greg Macainsh has strategies to get people to pay for online services

Only big names can download a profit online

Michael Bodey

YOUTUBE claims last week’s
live streaming of U2’s concert
from the Pasadena Rose Bowl in
California was watched by
nearly 10 million people on the
video-streaming site.

It is being acclaimed as the
website’s largest streaming
event, but as with many digital
content initiatives, the
beneficiaries are unclear
beyond the consumers who
lapped up more free content.

Chris Maxcy, head of music
partnerships at YouTube, called
the event “a big win” for the
site, which is owned by Google.
But a win for YouTube can be
ethereal. The popular site is a
loss-maker, with this year’s
revenues projected to be
$US250 million ($272m) and
losses totalling $US500m.

U2’s manager, Paul
McGuinness, said before the
concert that it was a goodwill
exercise for fans.

“Fans often travel long
distances to come to see U2 —

tribution is no longer there — it’s
completely fractured”’.

The alarm moved to quiet joy
that more music is being con-
sumed than before, thanks to the
proliferation of MP3 players and
online file sharing.

Seal, and some of his artists,
say the illegal distribution of free
music isn’t all bad. Shock signing
Eddy Current Suppression Ring
could have remained a ‘‘niche
Sydney band nobody would hear
about” but now has a North
American record deal due to
access to the global audience via
the net, particularly MySpace.

There is affirmation that peo-
ple will continue to consume

Net income: Bono during the Pasadena Rose Bowl concert  Picture: AP

this time, U2 can go to them,
globally,” he said.

Certainly, no one in the music
industry believes U2 didn’t
make some serious money from
the venture. The band would
have negotiated a large cut of
any revenue from YouTube
advertising — which,
admittedly, was surprisingly

music, a point some say news
organisations should appreciate.

There has even been a resurg-
ence of interest in vinyl record-
ings as niche music interests are
served and connected on the
internet. News organisations
catering to niche markets will
find paying digital consumers.

But Macainsh argues that free
digital distribution of content has
an effect on excellence and
presents material in ways creators
don’t approve.

Metallica’s Lars Ullrich’s legal
fight that brought down file-
sharing site Napster was seen as a
win against piracy, but Ullrich’s
major issue was with Napster

unobtrusive — and the site had
links to iTunes for purchases of
U2 music and the band’s
favoured charity, (RED).

The Australian Independent
Record Labels Association’s
Nick O’Byrne said the concert
again showed how major
content creators can play by
their own rules on the internet.

sharing out-takes and bootlegs of
Metallic material it didn’t release.

Widespread litigation against
file-sharing sites and individuals
who downloaded music illegally
was a public relations nightmare
that shouldn’t be repeated, says
Nick O’Byrne, general manager
of the Australian Independent
Record Labels Association.

“They got massive payments
but it didn’t stop the problem,”’
he says. ““It’s better to focus on
ways to monetise it rather than
try to stop it.”

Most in the music industry
agree the focus should be on
winning the moral battle through
consumer education.

“The real individuals who
have succeeded are people like
Trent Reznor and Nine Inch
Nails, who can give an album
away free, and then charge $10
for an MP3 version, and more
for better-quality ones or signed
versions and then even more if
you want them to write a song
for you,” he says.

Radiohead pioneered the
model by allowing fans to pay
what they liked for their last
album, In Rainbows. It was
considered a major success
although, again, no revenue or
sales numbers were released.

And digital distribution can
work strangely. Moby gave
away one free track from his last
album, yet that song became the
highest seller on iTunes because
it was the one consumers were
familiar with.

It only works for the biggest
artists, O’Byrne adds. He knows
of one local independent
electronic act that used
Radiohead’s pay-what-you-like
model. After 8000 downloads of
the EP, the artist made $20.

ARIA’s focus is on ‘‘teaching
people the damage it does to the
content industry — that it’s
robbing people of income”’,
Peach says. ‘“The thing we’re all
grappling with is this idea that
anything that comes via the
internet should be free, that it has
no inherent value because it
arrives on your computer
screen,”” he says.

Peach says all content pro-
viders must fight the ‘‘implicit
assumption there is someone out
there who will continue to invest
in new content for millions of
people to steal’’.

O’Byrne is more pessimistic,
although history might view him
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as pragmatic. ““As soon as con-
tent is available free, even to
people who are going to pay, it’s
going to become available else-
where online,”” he says. “It’s
worth discouraging, but I’'m not
sure it’s worth fighting.”’

As for business models for paid
digital content, after years of
inertia, this is now a quickly
developing story for music.

New means to make money
out of digital music distribution
have emerged to compete with
the micro-payment Apple iTunes
model and subscription sites such
as emusic.com, in which consum-
ers can download a set number of
songs a month for a subscription.

Seal says Australia remains an
immature market for digital
music services, and the indepen-
dent labels have also struggled to
gain a foothold in some services.

Nevertheless Sony’s new Ban-
dit service shows promise as a
natural extension of the iTunes
model. It is typical of what many
predict future digital content sites
to be: a catch-all site for news,
communities and retail.

In Europe, a number of new
services are emerging in beta
form. Spotify links consumers to
retailers through a listening site
that is funded by subscriptions
and advertising. And Virgin
Media is offering a broad music
service through its ISP.

O’Byrne says paid sites cater-
ing to niche tastes appear to be
working best, and sees the up-
coming Guvera service as intri-
guing. It will be funded by the sale
of the demographic information
it asks of consumers. ‘It has
absolutely golden information for
advertisers, and as an idea I think
it works.

““There is trial and error, that’s
another realisation. As music has
learnt, you can’t expect anyone’s
going to nail it on the head
straight away.”’
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Visionary got 1t
wrong on books

Predicting the demise of the printed
productis old, and inaccurate, news

“THE book is dead,”’ said Peter
Kindersley, founder and chair-
man of Dorling Kindersley (DK).
He was launching the world’s
first interactive CD ROM in
London in 1992 at a lunch for city
types as the company prepared
for an initial public offering.

At the time, DK was a “‘new
media’> company with an ““old
media’® core business — illu-
strated reference books. To be
sure, Kindersley’s bold and self-
interested prediction has plenty
of relevance to today’s debate
about the newspaper industry
and the role of the internet —
history might not predict the
future but, hell, there sure are
echoes.

Kindersley, a graphic designer,
personally responsible for the
illustrations in the ground-
breaking Joy of Sex, had taken his
essentially pop-art sensibility and
applied it to the boring world of
educational publishing with huge
success. In what must have
seemed like a blink of an eye he
had built a global company
producing 200 books a year,
which in turn were licensed and
published in 80 countries into 40
different languages.

So what was the secret to his
borderless triumph? He took a
product that was a monologue of
black and white text and turned
it into a hotchpotch of high-
resolution photography, bespoke
illustration and modern motifs,
stitched together with thin lines
leading to small blocks of text
with factual and lateral interpre-
tations of what you could already
see on the page. Sound familiar?
Fast-forward 20 years and look
at a webpage today, even the
modern newspaper, and you see
how Kindersley’s vision was the
shape of things to come.

““These books, they just come
to life off the page and reflect real
life—or TV,”’ he once said to me
with a twinkle in his eye, while
explaining what drove him to
experiment with CD ROMs. It
led me to joining the company
for eight years, initially as com-
mercial director based in London
and ultimately as managing di-
rector for the Australia/NZ terri-
tory, with stints in between
developing the business in Brit-
ain, the US, Germany and Rus-
sia.

These new “‘multi-media”
products, as they were then
known, were developed from
scratch in a highly publicised
joint venture with Microsoft. A
joint venture that consisted of
DK’s two million copyright-free
images, Microsoft’s ideas and
team of 150 graphic designers,
editors and ‘‘interface’’ people
who grappled for two years to
invent the new media software
industry. Remember at this time
there was no commercial World
Wide Web. CD ROMs, which we
now know to be just storage
mechanisms, were then a sexy
new marketing channel.

The brokers pricing the DK
float based on bottom-up calcu-
lations of the old media business
were very annoyed with Kinders-
ley’s comment, as were DK’s
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distributors awaiting the next
batch of products. Not to men-
tion DK’s unintentional en-
croachment into the sacred mo-
nopolies of the film production
and TV industries.

The tension to get these now
very expensive CD ROMs fin-
ished, with production costs of up
to £2 million each, into smart
packaging was matched only by
the pricing wars that followed in
retail environments around the
world. Not to mention funda-
mental questions, like where to
place them. With books? With
software? A new category? The
refrain from retailers around the
globe being: how do you price
new products without an histor-
ical reference point?

The DK educational products
went head to head with Sony’s
new PlayStation games. The
PlayStations were launched as
hardware/software packages and
their brilliant animation actually
exceeded the TV’ qualities
that Peter Kindersley had imag-
ined for DK’s products. Sony
won the the retail war and DK
got on with finding a way to
demonstrate these ‘‘beautiful
educational’’> products, without
them being compared to the
nasty competitive game prod-
ucts. Demonstrating the CD
ROMs and other DK products in
the family home led to huge
sales, often at heavily discounted
prices but the model worked and
DK had 10 very good years.

Long enough, at least, for
Kindersley to attract an on-
market bid from Penguin at an
enterprise value of about $2
billion, at a price-earnings ratio
of 26, which was twice the
publishing industry average,
even if those brilliant ideas of his
were yet to cascade to the
company’s bottom line.

Ashes to ashes, dust to dust. A
book is a book, as a film is a film,
as a CD ROM is an old-
fashioned storage device. So
what’s the moral to this story? In
my opinion, the long-term future
of the newspaper industry is
assured if it authentically acts out
the part of selling newspapers.

The fundamental business
question the newspaper industry
should ask itself: what’s our
value proposition from a cus-
tomer perspective? It’s a san-
guine conclusion as I reflect on
the day the book publishing
industry was swamped by the
digital revolution. Kindersley
made a lot of money but he got
one thing wrong. Books survived.

Damon Hurst is the principal of
Thirdman Interim
damonhurst@
thirdmaninterim.com

Joy boy: Peter Kindersley launches the CD ROM in London in 1992
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LAST week at the Caxton awards
and conference — the ad indus-
try’s annual gabfest held this year
in Coolum, Queensland — the
keynote speaker, Fernando Vega
Olmos, was not the only element
that was missing in action.

The Argentinian globe-trotting
creative honcho of JWT, one of
the biggest ad agencies in the
world, failed to board a flight to
the conference after discovering
Australia requires a visa to enter.

Perhaps more concerning for
the future of the advertising
industry, what was also missing
was impassioned debate about the
state of the industry and the
direction it needs to take.

What was missing was the
hand-grenade tosser that invari-
ably arrives at the Caxtons to

gabfest In

blow the collective industry out of
its complacency.

It’s long been a tradition at the
annual gabfest that one speaker
emerges to set the industry on its
ear, guaranteeing heated, occa-
sionally physical, but always illu-
minating debate into the night.

They have, more often than
not, emerged from the client side
and on three occasions, from one
client in particular: the Common-
wealth Bank.

Years ago, Graham Ford, then
marketing director of the bank,
famously stood before the as-
sembled delegates and branded
them dinosaurs. It went off like a
charm and the impact of his
statement, that clients could do it
better without the aid of agencies,
reverberated through the audi-
ence, into the bar and out to the
wider industry.

Just a couple of years later Ford
was back, having ripped the
account out of the bank’s ad
agency and inserted it into a shop
set up by the bank called 360. This
time he told them how he was
right and how much money the
bank had saved ditching the
dinosaurs.

desperate need of

Ford’s pronouncements, while
unwelcome, provoked widespread
discussion and evaluation within
the industry about its role and the
way in which it dealt with clients.
At one stage, Ford was lucky to
escape from a post-speech cock-
tail party without a thumping
from a couple of agency creatives
who took his message a little too
literally, but the upshot was that
he had sowed an important seed.

A few years later, the bank was
back at the Caxtons, this time in
the guise of Mark Buckman, a
former agency poacher turned
gamekeeper. Buckman had set the
industry on fire in his own way,
getting the Commonwealth Bank
back into the agency business, but
appointing a shop based in the US
to do the work.

Some elements of the industry
were apoplectic, questioning how
one of the country’s biggest
financial institutions could be so
unpatriotic. Buckman earned no
more friends when the work
finally debuted, unveiling bank
ads in the guise of a parody of the
ad industry.

Last year he mounted the
podium at the Caxtons and told

many in the industry exactly what
they didn’t want to hear. The
campaign was working.

It was another speech that
challenged convention and forced
the industry to consider just what
its place was in the borderless
marketing world.

But this year there were no
Buckmans or Fords. No mention
of dinosaurs, no grand challenge
to convention, nothing that will
fuel debate in the industry for the
coming year.

There were attempts. Clem-
enger’s Robert Morgan, in a
speech titled God So Hates Ad-
vertising, railed against the
plagues of research and procure-
ment that he said paralysed great
creative work. God had an answer
for Morgan, passing a small tropi-
cal storm over the outdoor awards
ceremony the following night.
Just a little reminder he had been
listening.

But the audience hadn’t and
the debate failed to spark.

Joe Talcott, head of the Aus-
tralian Association of National
Advertisers (and head of market-
ing at News Limited, publisher of
The Australian) warned of the

ogrenades

coming assault on the industry
with ad bans and that the industry
was mad as hell and not going to
take it anymore.

Sadly, unlike Peter Finch in
Network, no one else leaned out
the window to join the cry.

John Bevins, the father of the
industry’s code of ethics, tried to
spark some debate with Talcott
over whether advertisers would
have taken a similar defensive
stance over cigarette advertising if
they were armed with today’s
knowledge, but like a flicked butt
on a rainy day, even that serious
issue failed to take light.

There were other speeches,
other mild calls to action.

For all the excellence of the
presentations, it was the kind of
debate that propels the advertis-
ing industry to greater things that
was lacking at Coolum last
weekend.

Next year, when the industry
convenes again, somebody had
better remember to pack the
hand-grenades.

Simon Canning has covered the
ad industry for 15 years, six of
those with The Australian
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‘‘Nathan made no secret of the
fact that he wanted to move to
Spain,”” Cutler said. ¢“I just think
the way he did it could have been
handled a lot better. A simple
thank-you and goodbye to the
staff would have been nice.

“It only took about three to
four weeks before I realised he
had lost interest in the business
... I was never privy to any more
detailed discussions and was told
only what the rest of the staff
was.”’

Cutler himself decided to leave
the business in August.

““There were numerous rea-
sons why my time at Derwent
Howard Media came to end,”” he
said. ““I certainly had concerns
over the business’> and once it
became clear where the business
stood financially “‘I spoke with
Jim regarding this and resigned.
People can read into that what
they like. I’m not going to
elaborate on what I said to Jim
the day I resigned or what was in

my letter of resignation but he
was left with no doubt (about) my
thoughts on the matter”’.

Cutler has since set up his own
company, CustomMade Media,
which publishes Tech Living, the
in-house magazine of the Dick
Smith electronics chain.

Flynn said of Berkley and
Cutler’s departure: ““It’s a fairly
major upheaval when a director
leaves and the managing director
resigns. It’s not ideal from a
business perspective.”’

After  Berkley’s  departure,
Flynn moved the publishing of
key magazines PlayStation, Xbox
360 and Nintendo from Derwent
Howard Media to a company of
his own, Media Factory.

““I am compelled by Nathan’s
decision to move overseas and
Nick’s decision to resign to take a
look at the structure of the
company,”” he said.

““The magazines are slowly
being transitioned to a new com-
pany as part of a broad look at
what is published where.”

Another of Flynn’s companies,

High-flying publisher
in unexpected crash dive

Citrus Media, last month signed a
licensing deal with EB Games to
publish a videogame magazine,
Game Informer, due out in
December.

Meanwhile, creditors of Der-
went Howard Media are waiting
to find out how much they will
get. On Thursday, Worrells said:
““We note that Derwent Howard
(sic) had ceased to trade before
administrators were appointed,
and it appears the company has
limited assets.

“We are talking to the com-
pany’s director Jim Flynn about a
possible deed of company ar-
rangements, and will advise cred-
itors in due course of our findings
and our recommended course of
action.” (A deed of company
arrangement is a binding agree-
ment between a company and its
creditors that aims to maximise
the chances of it continuing, or at
least providing a better return for
creditors than a wind-up.)

Interested parties are awaiting
the creditors’ report to see who is
owed money, and how much.
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