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Abstract

This research investigates the demand side of original music CDs sales. The study
use a survey of 75 respondents consisting of Malaysian and Nigerian consumers,
the study measures consumers original CDs purchase behavior in the last one
year with a number of related variables. A number of Non-parametric test e.g.
Spearman rho test were carried out to accomplish the states objectives. It
concludes that free downloads had no influence in the decline in record sales in

many developing countries markets. Physical piracy on the other hand, which

. involves the sale of pirate Copies contriited to decline sales. It concludes that the

”rh'éjor factor influencing a switch from legitimate CD purchase was consumer
perception of high prices charged by record labels. It is recommended that record

companies focus on music as a servi'géf;e. Using the

4
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Chapter 1

Introduction

_ 11 Introduction
= “More people listen to music more than ever before whether local or international

- but the percentage of consumers purchasing music in the physical compact disc

- format has been on a continued decline for several years.

-;E_{a’ékground of Study
. The lebal music industry grew in the 1980s fueled by the success of the compact . ..
| disc format which was invented in 1983 First movers of the technology like Sony |

._-__and Philips had competitive advantage in that they where tt]e innovators of the

" format. The format was a hit for the' global music industry as it rejuvenated the

S

"__mterest of consumers in music and allowed companies to resell their back

'_'"ta_logues and enabled them to lncrease the price of their records generating

_;_uge sums in profit. (Burnett, 1990a, C|ted IniBumett 1996)

The sector had enjoyed double-digit sales growth for almost' a decade, until 1997
_._vt/_hen global music sales fell to $38.1 billion, down from $39.8 billion the year

- before. Digital audio sales have continuously increased since their advent, while

singles and album sales have constantly decreased since their peak.

1.3 Overview on the Music Industry

The global music industry is dominated by four large worldwide conglomerates
resulting in an oligopoly. These four which are Sony BMG, Universal Music, EMI
and Warner Music control more than 80 percent of the United States market and
70 percent of the world market for music. Music companies, producers and artist

that are not affiliated with the so called “Big Four” are known as independents. The

INTI University College {2009)




mdustry is highly dependent on sales of music in the compact disc format as CD
_ales stlll make up a greater percentage of total sales revenue for the industry.

he;r presence has been one of importance in some developing countries e. g. in
-i':..legena where direct competition from pirates is said to have resulted in the pulling

out of all the multinational recording corporations like, PolyGram, and EMI etc.

'.'In.-Q:OOZ‘Music sales were US$32. 2billion of which 18.6% of sales originated from
Ea;}fz_;z% distributed among the Middle East and Africa and the reminder from

'e:;_s‘.'t'-:o:f.the world (IFPI Music Piracy. report, 2002). Record contracts between

';.'.Z_’f'_"the retail price of the album (S&P, 2002 as cited in Koster, 2007)

_.__..-Aé'é'c'{'}d:ihg to IFPI 2002, the compact disc is the most popular fmusic format,
.""";ijrepresen’(mg 72% of total international units sales. As at 2002 the ccmpact disc
ccounted for 72% in unit sales on an ;ntemational scale. In a more recent report,
a_ham (2009), quotes that the compact dISC still comprise of about 65 percent of
'-'-.all .musm sold in the first half of 2009 compared to paid dlgltal downloads, which

'--'-only makes up 35 percent of music sales.

14 Problem Statement

Today, the sector is facing more than eight years of sales decline with compact-
disc sales plummeting. According to The NPD Group, a leading market research
company, CDs stilt comprise of about 65 percent of all music sold in the first half of
2009 compared to paid digital downloads, which made up 35 percent of music
sales (Business Wire, 2009).

According to Sandall (2007) the compact disc market is at a brick of collapse

despite increase in sales of legally downloaded music in recent years. The

INTI University College {2009)
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.'_'.__g_.-'industry has long blamed the decline in compact disc sales on widespread piracy
; onthe internet and the illegal copying and distribution of music, arguing that sales
= :o_fz.'bﬁysical records began to dwindle as file share began (Borland, 2001; and

Jockel Will, & Nawrath, 2007). In 2005, the international Federation of the
'_':-.:i_:"P}f_:i_:'cif_iographic industry, a body representing the music industry globally,
_' Ce"r:ﬁ.b'rising of about 1400 record labels in 72 regional markets with affiliation in
:'f‘::'-:another 44 countries, estimated that one of every four music compact disc around
Iobe is a pirate copy. IFPI digital Music Report (2006) point out that file
nng remaln a disturbing issue a§ approximately 20 bilion tracks were

ownleaded illegally in 2005 alone feedlng into industry revenue.,

!n Malaysza physical music sales have dropped 80 per cent since the mid-1990s,
-"dlvmg from RM315 million in 1996 to RM56' mlllfen in 2008’accord|ng the RIM

'f'(Patnck, 2009). The Nigerian music mdustry has not been able to record sales
' 'té’tistics over the years due to the lack of a proper di%tribution system that would
'for counting. Malays;a on the other hand, is currently on the Watch list of the

ite o8 'States as piracy level exceeded 60 percent by 2008 (Patrick, 2008).

'rdmg to Okoye, (2009) the Nigerian market for CDs even portrays more of the
éé_y'_s'ff_'of the IFIP with piracy levels of 95 percent, it is estimated that the pirate

market has successfully outnumbered legitimate sales in both regions

15 Research Gap

ﬁ_""'lg’:here has been much research looking into factors that contributed to the decline
ln Compact discs sales. Over the years, a lot of research has been carried out on
i ;i_;:.:c')nline and offline piracy as contributiors to sales decline e.g. Liebowitz (2004)
suggests that music downloading acts as a free substitute for CDs purchase as
potential consumers result to downloading. A study by Hui and Png (2003)

investigated the influence of physical piracy on original records sales. Since then,

INTI University College (2009)




_;'1-':_ihere has been increased interest to this regard on piracy and how it affects CD
':_Saies

Studies conducted by the American Recording Association places Malaysia
" "amongst one of the countries in the Southeast Asian region with very high piracy
'_';.f-"rates of more than 60%. In the same vein, Nigeria is said to attribute very high
_‘ : piracy rates of up to 90%. It will consequently be essential to determine the impact
» of piracy on CD sales in both respective markets. So far research has been carried
out covering American and European consumers with little or no investigation into

thetwo consumer markets in this study s This investigative research attempts to fill

" 1.6 Research Aim/Objectives of the Study

] he prtmary objective of this study is to identify major factors that contribute to the

-__._..'idecllne in Compact discs purchase. Is the pattern the same in both regions? In the

;' "--_(_:ourse of gathering secondary data it is observed that piracy is the major issue

icing the music industry. IFPI (2006) noted that pirated recording outnumbered

lt.lmate record sales in both MalayS|a and Nigena with piracy rates higher than

A: Past researches have laid emphasis on p;racy but little research exists on

ow it relates to the Malaysian and Nigeriah consumer markets for music.

hérefore, this paper aims to:

To determine consumers original CDs purchase behavior.

. To determine the relationship between pirate CD purchase and original CD '
purchase behavior.

IIl. To determine the relationship between consumer perception of original CD

i

prices and CD purchase behavior.

IV. To determine the relationship between downlocad rate and original CD
purchase behavior

V. To determine the relationship between consumer age and original CD

purchase behavior

INTI University College {2009)




To investigate the relationship between consumer income and original CD
o purchase behavior
_ TO determine the influence of country of origin on original CD purchase

- behavior

'Research Questions
To what extent are Compact discs sales declining?

ees consumer perception of pnce of legitimate CDs influence legitimate

Ds purchase’?

: p'f;esence of file sharing and free downloads’?
N Does pirated CDs purchase influence legrttmate purchase’?

_::’How do the socio- -demographic factors age “income Eeveis and country of

origin influence legitimate compact disc purchase?

=

A7

Assumptlon ;
fesearch is based on the assumption that music sales are in decline in the
e'sp_e_ctlve regional markets in the study. People are buying less legitimate CDs
ca_u'se they can download music on the internet or purchase pirated copies. it is
---:alfs_:o'_' assumed that consumers in both markets in the research are downloading
';:-_a':h'd purchasing pirate copies of music rather than original CDs contributing to a
:f:':dec!me in sales as claimed by the recording industry. It is also assumed that men
'_: Zf-._:_:i'-_and women are generally not purchasing CDs as much as they did so this paper

does not test the gender variable.
1.9 Limitations of the Study

One area whereby this report might differentiate from a large scale one is the

limitations, of which | have accepted and learnt from for future research.
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é:i'.'f.irst- limitation of this research is in the area of the questionnaire survey,
cj’b-i_é-?'%unger than 18years of age can be influential in contributing to record

ales: But this research focuses on music consumers who are 18 and above.

Another limitation is that there is lack of real time sales data available from the

:maﬁy the results of this research might not be fuIIy representatwe of the entire
SIC population outside the survey, but can explain tQ a proportion the consumer
shavior of a reasonable IGt.

qu_estlonnalre was only sent outy’f:to people who can be considered internet
_'t_'é:'_zénd linked to a number of social networking sites. This limited the response
'a'ifge majority of the respondenis between the age range‘;s of 18 to 31.

urthér a pretest carried was carried out on about 25 people who might be seen
S a huge number for a pretest. This might have resulted in lesser potential

respondents filling up the second time.

110 Significance of the Study
Although researchers like (Liebowtiz 2005), Zentner (2004), Oberholzer-Gee and
= _..:':-_:-:."S"t'mmpf (2005) and more, have examined factors contributing to the decline in CD

sales their investigations have been limited to some certain regions and portray
conflicting results. Furthermore, it is reasonable to note that their data samples

might be obsolete considering the rapidly changing consumer market. This makes
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Search of this nature reasonable as it would create a fresh new perspective to
_s_uiij'é'ct matter. This research will benefit stakeholders and potential investors

he respective music industries in identifying possible ways in which the

changing consumer market situations can be addressed to allow for long term

growth and sustainability.

=
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th;a_t regardless of the growth in digital sales, just 19 million songs where
hé”'éd--as downloads making revenue generated online far fetched in
up;ng:'for the losses in physical sales. ' '

"Recordlng Industry of Malaysia according to Patrick (2008) states that
-3-"mu_3tc sales have dropped in Malaysia by 80 per cent since the mid-
fiving from RM315 million in 1996 to RM56 million in 2008.

0 :_'Business model

. us10 industry argue that the old business model where music labels
bid-to generate large e;mounts of revenue through sales of CD
no :Ibﬁger relevant. Record ‘companies have been selling millions and
s _.___;r:ﬁ'usic without any ser]ous means of protecting the compact discs for
st :-decade even though they must have qssumed thaL people will make
es of such CDs for keeps on their computers to share with a friend or
|-se._' According to Neilson SoundScan, about, 81.87% the global music
as ‘at 2005 was controlled by four record labels, ‘Sony BMG
EMI Group, Warner Musnc Group and Universal Music Group as
'the pie chat Fig 2.1. ’ '

- -'____Fig__2_1: Pie Chart the main record companies controlling majority of the music industry worldwide as at 2005
- according to Neilson SoundScan.

{Source; Neilson SocundScan)

e INTI University Coltege (2009)
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) ."'.'a_b_els have long been urged to reduce their retail prices of the compact

;_D_a_\}idébn, (2007) suggests that their attempt to reduce prices came off

k__mgi__iiii{é a feeble publicity stunt. He notes that the major record companies

___t'c').____adapting to new internet technologies as a means to betier reaching
They let decades of label brand development wash away with

d_n cutting down companies like Napster amongst others with low

.'.'l.J_SIC group called Radlerad found what it saw as the inability of
.:els to adapt to the changrng market environment frustrating.
: ot.(2009) major records: normally imposed iong lag times between B
i __:g_::a'h album and its actual release to set up what they call a suitable big-
'”ro_motlon ‘campaign. This wfas particularly annoying coupfed with their
1ty_ to"'stay in touch with how fans consume music. The band took the
'or-tur:nty:-.to release its music mdependentiy on their website and have been

ulin effectively running its won record company-and distributing services.

ee {2008) analyses that the World Wide Web has been putting pressure on
Iobal music industry over the years simply because it serves as a challenge
_-:-t'raditional business model for recorded music. He points out that the

033|b:llty for large amounts of music files 1o be shared online has been beneficial

to music consumers who can now access millions of music libraries at almost no

cost. At the same time, the internet also empowers musicians, including those

= ~INTI University College {2009)
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el e_d'f'f_.by-traditional media, to self-promote and reach a targeted audience

'_ij'roducts, and their goal is to sell lots of product. That's good. But
os "o.fuch with their customers when they think of “product” in terms of the
. usnc is in, and the medium it comes on, and try to increase product

ling. the same music to the same consumer in multiple formats and

onsumer, the product is the music itself, not what it comes on, and

not:buy the same music ‘LWIC@ {Stratton, 2003)

_co'rd labels profits were killer when they sold a certain amount of
ral mg' the cost of actual music production, the development costs of
an casmg the delivery of the product and marketing and promotions cost '

' 'n_ as the most costly of them all.

mer Music Buying Behavior

e spending less on musw CDs compared to last year. A survey done

gests that consumers were spendlng less on entertainment in general

f gthe recession. With some turning to paid downloads for a selected
musac tracks in the form of singles. Todays consumers are to a large

'tere_stz__ng in streaming music on the internet. The NPD study speculates that

os”é" Sﬂrveyed alleged that they listen to music through streaming from web

from 15 percent a year ago. The group further state that the decline in CD sales

no! ttnbuted to a particular age group.

Rey:ew of Related Literature

---Arguments against Oniine Piracy

i _T_hé IFPI piracy report (2000) confirms that internet piracy which is most common
with the growth in the MP3 music format is an increasing threat to the legitimate

B recordmg industry. IFP| estimates that there are about 1 billion illegal music files

. INTI University College (2009)
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