File sharing as a substitute for CD’s?
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“If a nation could not prosper without the enjoyment of perfect liberty and perfect justice, there is not in the world a nation which could ever have prospered.”

Adam Smith - The Wealth of Nations, Book IV, Chapter IX

Executive Summary
Since the late ’90 the music record industry has been fighting a steep decline in record sales that, they believe at least partially,is caused by online music piracy. Many researchers have studied this negative influence of online music piracy on record sales. This study investigates whether illegal music file sharing can be a substitute for Cd’s and in general terms attempts to profile for which groups and consumers this is the case. 

A number of drivers of the tendency to pirate have been identified in contemporary literature. Thirteen hypotheses about relationships between these drivers are proposed in this study. An online questionnaire facilitated an empirical study to test the hypotheses. A hundred and eight respondents filled out the questionnaire on the Internet. A statistical analysis was carried out to assess the validity of the hypotheses. 

The first and most important conclusion is that music piracy through online file sharing networks does not affect the number of Cd’s sold. Consumers who participate in illegal music file sharing, on average purchase the same amount of Cd’s that consumers purchase who do not participate in online music piracy. Secondly, evidence was found of a positive effect of sampling on both the amount of songs downloaded through file sharing and the number of Cd’s purchased. Sampling is when a consumer searches and tries out new music through online file sharing. This established there is a positive effect of illegal music file sharing on record sales. In light of these findings the policy of aggressively suing music pirates by organizations such as Record Industry Association of America (US) and Brein (The Netherlands)becomes questionable. In fact the author argues that these findings offer opportunities for exploiting this positive effect and embracing (not necessarily condoning) the existence of file sharing networks. However these policies appearto have fulfilled their purpose, because the third conclusion is that consumers tend to engage less in online music piracy the higher they perceive the harm they do to the record industry to be. On the contrary the legal risk they perceive to take does not affect their file sharing behavior.
The forth finding was that consumers purchase more Cd’s if they think the design and special features on a Cd are important. By focusing on the esthetic features of Cd’s, record companies can potentially increase their record sales. 

Few differences were found in consumer profiles. Worth noting is that music pirates tend to have a lower education level and are less likely to think they are doing harm to others by participating in illegal file sharing, then other consumers do. Consumers that purchase music in online stores such as iTunes, tend to be more involved with music than other consumers.

In general it can be concluded that online file sharing is not a substitute for Cd’s, it might even be a complementary product/service.
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1 INTRODUCTION
1.1 The music industry
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In the past 10 years a lot of attention has been given to the supposed negative effect of illegal music file sharing
 on Cd sales. Record companies and even artists seem convinced that the decline in Cd sales is caused by this ever-growing medium. The fact is that Cd sales have declined quite dramatically since 1999 (Liebowitz
, 2003). The US music industry reached its highest sales number in 1998 at almost 1.1 billion albums sold and revenues of $8,3 billion. Since 1999 sales have decreased with an average of 7% a year (Connolly, Krueger, 2005).  In Graph 1 the millions of albums sold are displayed up to the year 2005. This graph is based on the RIAA sales data over those years. The decline in the number of singles sold started, even before the decline in albums, in 1997 and has dropped to almost none existent (Liebowitz, 2003). This decline set in with the upcoming of the Internet and seems to imply a very straightforward relationship. 

There is no doubt that the Internet has changed the music industry, but is file sharing over the Internet the cause of the decline in sales and revenues and if so, to which extent? 

The music industry blames the Internet pirates and sues them one by one in an attempt to fight the violation of copyrights and set an example to other pirates (Easley, Michel, and Devaraj 2003). By 2005 the Record Industry Association of America(RIAA) claims that yearly sales losses due to Internet piracy have reached $3.1 billion (Bhattecharjee, Gopal, and Sanders, 2003). This is close to a 37% drop in revenue in 2005 compared to 1998.
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In a policy report published in August 2007 the Institute for Policy Innovation (IPI) argues, that the economic loses in the US are even greater. They argue that the US total loss in economic output because of music piracy each year is 12,5 billion US dollars (IPI policy report, 2007). The US economy also looses 71,060 jobs and the earnings of those workers, their income tax and local tax as well. These numbers are based on the amount of US songs shared online worldwide, times the percentage of those songs that would actually have been purchased if piracy did not exist (20%). However it is important to notice that this report does not offer any substantial arguments as to why this percentage is reasonable or accurate. They also do not account for the growth that online file sharing might have brought to the music industry. So however solid the evidence may appear to be, the real effect of music piracy on the music industry is very hard to prove and the IPI policy report at best shows that a negative influence exists. The magnitude of this effect and for some still even the question whether this effect exists is inconclusive. 
1.1.1 The Digital music file market
At the moment the market for prerecorded music files is very turbulent and unbalanced. I believe that the music industry is in a transition phase. This is the transition from music as a private good (Cd’s) to music as a public good (MP3 file sharing)(Sandulli 2007, Alexander 2002). Music through p2p networks is an information good. Information goods tend to be expensive to develop (high fixed costs) and very cheap in reproduction (very low marginal costs). Because of theselow reproduction costs the price of information goods becomes close to zero (Shapiro and Varian 1999). This is what is happening in the music industry. Effectively music is becoming a public good (non-excludable and non-rival). This means that consumers don’t have to compete over the product, they just make a copy and everyone can download a copy. So, one consumer using the product does not hinder another consumer from using it, therefore consumers are willing to share their music (Bhattecharjee, Gopal, and Sanders, 2003). The music industry fights this trend heavily, hanging on to their very fruitful business model in order to keep their profits margins (Easley, Michel, and Devaraj 2003). However it is unclear where this transition is going because if music becomes a public good then the role of record companies, the driving force behind the industry, will be outplayed. So, it remains to be seen whether music will become a public good, legally or not. 

1.2 Research goals

The music industry has an easily defined problem: declining records sales and the mass violation of copyrights. However dealing with this problem is more complex. Until now the music industry has mainly focused on fighting the problem and trying to get the industry back to the way it was (Easley, Michel, and Devaraj, 2003; Wade, Jared 2004). But after 10 years of declining sales and lawsuits, even the music industry must realize that this is not working. The industry needs to change the business model to suit the consumer’s and artist’s demands in a connected, global world. But, in order to do so, the way consumers acquire their music and the reason why they acquirer their music that way, has to be analyzed. The industry needs comprehensive understanding of how the consumer works in order to play in to that and identify new opportunities to ensure the survival and profitability of the pre-recorded music industry. This research aim is to contribute to that analyses and the understanding of consumer behavior in the current situation.

The goal of this research is twofold. The first goal is to explain the consumer’s tendency to pirate music through online file sharing networks by identifying a number of explanatory variables and investigate how these variables contribute to the tendency to pirate. 

SecondlyI investigate whether illegal music file sharing on the Internet is a substitute for music Cd’s. Keep in mind I do not expect this to be the case for al consumers. For some consumers it might be a substitute for others not so much. 
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Facilitated by the development of faster Internet connections, a growing number of connected consumers and better peer-to-peer software the issue of music piracy changes over time. This study should provide the record industry with up to date information on the effect of online music piracy on record sales. By identifying influential’s drivers of this relationship, insight into consumer behavior can be provided so that the record industry can identify opportunities and threats to their business model.
Because the file sharing of music protected by copyrights is illegal and not (yet) adopted by all consumers, many consumers buy their music on a Cd. Thus there are different groups of consumers involved in different levels of music piracy. In this research I will try to identify groups of consumers and their unique characteristics. This segmentation will be based on consumer participation in music file sharing, legal downloading and Cd purchasing and the way the explanatory variables differ among these three groups. I will attempt to find outwhether file sharing is a substitute for Cd’s for each identified group. 

The advantage of making this segmentation is that we can identify for which people file sharing substitutes Cd’s to which extend. This segmentation can be of great value to the music industry for targeting reasons when selling Cd’s or offering online music. It might also provide a better insight into the file sharing community and their underlying motivations. 

Summarized the main research question of this research is:

“Can illegal music file sharing be a substitute for Cd’s?”

To come to the answer of this central question, several secondary questions need to be answered first. These questions are: 

· What variables explain the tendency to pirate music online?

· In what way do these variables differ across consumers?

· What are the main differences in consumer profiles for consumers who illegally download music, purchases music on Cd’sor purchases music online?

These questions will be answered throughout this study.
In general this study contributes to contemporary literature by building on research done earlier one in the battle between the record industry and online music pirates. Because of the changing character of the issue up to date research is required for scientific analysis and for the record industry to create effective strategies to cope with this development. This study is one of the first to integrate music piracy (file sharing), legal downloading (iTunes, etc.) and Cd purchasing in a single study and address variables that often affect more than one of those. As it is an upcoming variable in this issue, it is important to see how legal downloading is going to affect the relationship between music piracy and the decline in record sales. Will a balance between violation of copyrights by file sharing and a profitable business model for the record industry be maintained, established or broken? Or will the record industry suffer another period of declining record sales?
1.3 Outline

This research builds on existing ideas in literature. The main fact build upon is that Cd sales decrease when the tendency to piracy increases (Bhattecharjee, Gopal, and Sanders 2003). 

The first chapter introduces the topic of this study and defines the research goals. The second chapter will be a literary review. A conceptual framework is proposed and hypotheses are derived from, and based on, findings in contemporary literature. 

The third chapter of this research concerns methodology. Questionnaire design, data collection, validity and reliability are addressed to establish a solid basis for analyses. 

Chapter four contains the statistical analysis of the gathered data and the results, testing each of the hypotheses. In chapter 5 conclusions based on the results are drawn and discussed. A comparison between literature and this study’s findings is made after which a short venture in to the differences in identity of consumer groups is undertaken. After discussing the limitations and issues for further research, this study concludes with summarized conclusion of the main research question and managerial implications.
2 THEORY AND HYPOTHESIS

2.1 Research Framework
This research builds on existing and well-founded ideas in literature. The literature will provide a basis for this research. In the existing literature many different variables are addressed as possible explanatory variables to the tendency to pirate. In this research I use a selection of the most important ones and some additional new variables to explain the tendency to pirate. 

This article has three core variables. These variables are the dependent variables, the center of analysis. With a number of explanatory variables I attempt to explain the differences across these variables and within each variable for as far as this adds to answering the research questions. Below brief definitions of each dependent variable are presented. Each dependent variable and explanatory variable will be addressed in detail as we hypothesize about relationships across variables.

The first dependent variable is ‘download behavior’. This is the amount of songs an individual downloadsin an average month using file sharing programs such as Bittorrent and Limewire. This variable represents the intensity with which an individual is occupied with music piracy on the Internet.In order not to confuse this variable with legal download alternatives, it is also referred to as ‘illegal (music) file sharing’. Note that the act of downloading music through file sharing networks itself is not necessarily an illegal act in every country. 
The second is ‘legal download behavior’. This is the amount of songs an individual purchases online through a digital music store in an average month. This variable represents the intensity with which an individual is occupied with purchasing legal music files on the Internet.

The third dependent variable is ‘CD purchasing behavior’. This is the total number of CD’s a person has purchasedin a period of a year. This variable represents intensity with which a consumer is involved in purchasing Cd’s.

Figure 1 displays the conceptual framework. This is a graphical representation of the hypothesis in this research. The hypotheses are addressed in the next section.
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Figure1 -CONCEPTUAL FRAMEWORK
2.2 Download behavior vs. CD purchasing behavior

The record industry is clear on the subject: file sharing is responsible for the decline of record sales in the last 10 years. Scientifically this relationship between music piracy and the decline of record sales is not as easily defined, but the majority of researchers agree that file sharing negatively influences record sales. 

As early as 2000 the RIAA cited findings of the Field Research Corporation (FRC),who showed in a study among 2,555 college students, that students who use Napster to download music purchased fewer CD’s than students who did not use Napster (‘Mp3 fans buy more Cd’s’,2000). In 2000 Napster was the only alternative to share files, so this relationship applies for all file sharing at that time. Peitz, Waelbroeck, (2004) showed that file sharing could have caused a decline in Cd sales of 10% in 2001 and 22.5% in 2002, effectively quantifying the findings of the FRC.
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Although the effect of file sharing is negative this does not mean that Mp3’s are a direct substitute for Cd’s. The conversion rate is more likely to be in the range of 5:1 to 6:1 (Liebowitz, 2003). This means that the decline in record sales is much less steep than the increase in downloads.

Liebowitz (2008) found that by 2003, file sharing has been responsible for a net decline in album sales of 1.19 albums per capita in comparison to 1998 albums sales, which were 2.93 per capita. This is evidence that the effect of file sharing is indeed present and rather large. Although this relationship is supported by many authors, the difficulty of accurately defining it lies in its finesse as the relationship is not the same for all artists and/or music genres (Blackburn 2004, Liebowitz 2005). 

A number of researchers have provided empirical evidence that the negative influence of music downloading on CD sales has recently been declining (Blackburn, 2004, Hong, 2004, Michel, 2004, Peitz, Waelbroeck, 2004). 

Based on the previously discussed literature I expect that a negative relationship between Download behavior and CD purchasing behavior exists in whichchanges in Download behavior explain changes in CD purchasing behavior. 

H1A: Download behavior negatively influences CD purchasing behavior.

As contemporary literature on legal downloading alternatives such as iTunes in relation to illegal file sharing is very scarce I extrapolate the relationship in H1Ato the relationship between Download behavior and Legal Download behavior. I expect Download behavior to negatively influence Legal download behavior because legally downloaded albums are similar to Cd’s in all aspects other than the data carrier and price which will both be accounted for in this research.


H1B: Download behavior negatively influences Legal download behavior.
2.3 Sampling

Although many researchers seem to agree that illegal file sharing has a negative effect on CD sales (Liebowitz, 2003, Gallaway and Kinnear, 2001), others argue that the net effect of file sharing on record sales is inconclusive because under certain conditions it can serve as a useful marketing tool to increase awareness at low costs (Bhattecharjee, Gopal, and Sanders, 2003). Researchers disagree on how much the negative influence of file sharing on CD sales accounts for the loss of sales or even whether the negative effect is outweighed by a positive effect (i.e. sampling)(TNO/SEO report 2009). 

So, even though it seems commonly accepted as a fact that illegal music file sharing has a negative effect on the number of CD’s sold in the music industry, there is also a positive side to music file sharing: sampling (Peitz, Waelbroeck, 2005;Bhattacharjee, et al., 2003). Sampling is what happens when consumers download music to see if they like it (Peitz, Waelbroeck, 2005). If they like it they will buy the original CD and if they don’t like it they would not have bought it in the first place.  A large group of consumers buys CD’s after downloading that would not have bought the CD if they did not have the opportunity to download it first (TNO/SEO report 2009). This effect positively attributes to CD sales (Peitz, Waelbroeck, 2005, Bhattacharjee, et al., 2003, TNO/SEO report 2009) and some researches have provided evidence of this effect being greater than the loss of sales due to consumers who download songs and do not buy the original CD (TNO/SEO report 2009). The positive effect is however mostly present for ‘new’ unknown artists (Bhattacharjee et al., 2006).

Bhattacharjee et al. (2006) argue that the music industry can counter act the negative effect of illegal music file sharing by lowering the costs of sampling. Lowering the sampling costs leads to more consumers sampling and more consumers buying the sampled music.

Sampling is done through online file sharing, so file sharing will increase when sampling increases. I expect sampling to be positively related to download behavior. 

H2A: Sampling has a positive influence on Download behavior.

Previous research has shown that sampling can have a positive effect on the number of CDs sold (CD purchasing behavior) therefore I expect sampling to be positively related to CD purchase.

H2B: Sampling has a positive influence on Cd purchasing Behavior.
Because online music stores are becoming increasingly popular I also expect sampling to be positively related to Legal Download Behavior.
H2C: Sampling has a positive influence on Legal Download Behavior.
2.4 Perceived social risk

Although many consumers actively share music files on the Internet much more consumers do not. Somehow certain consumers are more likely to engage in music piracy than others.  Although accessibility and opportunity are important drivers to downloading behavior (Bhattecharjee, Gopal, and Sanders 2003), this cannot sufficiently explain the behavior difference among consumers. Consumers also act differently in respect to the moral and ethical part of the act of piracy.

Kwak et al. (2001) distinguish two well-known moral attitudes displayed by consumers: Act-oriented moral reasoning and rule based moral reasoning. 

A consumer displaying act-oriented moral reasoning makes a decision to act, in this case to download or not, based on the consequences of that act. The consumer weighs the effects of the act on the general balance between ‘good’ and evil‘. If the positive effect of the act outweighs the negative the consumer will perform that act. 

In contrast, rule-based moral reasoning is not based on a consumers’ own judgment but on general rules that serve the commonwealth of the community as a hole.

The sheer size of the illegal downloading community suggests that the latter reasoning is much less present within that group, while act-oriented moral reasoning for them appears to be able to justify their downloading behavior. Kwak et al. (2001) found that involvement with socially harmful products, in this research this would be illegal file sharing, is positively related to act-oriented moral reasoning and negatively associated to rule based moral reasoning. 

In line with act-oriented moral reasoning is deontological evaluation. In deontological evaluation a consumer compares different alternatives (in this case: to share or not to share) with a set of predetermined deontological norms that represent the consumer’s personal values (Shang et. al. 2008). Shang et. al. (2008) found that deontological evaluation is negatively related to the subjects belief in the anti-piracy norm. This is consistent with the findings of Levin et al. (2004) who found that consumers who have downloaded music from the Internet show greater endorsement of other ethically questionable acts then consumers who have not downloaded. The consumers that download are also less likely to believe that their actions are harmful to the record companies and artists (Levin et al., 2004); they feel that they are doing no direct harm to the sellers (Freestone, Mitchel, 2004).

Act-oriented moral reasoning and deontological evaluation require a consumers’ own insight and values. Consumers with a high optimal stimulation level (OSL) have a greater tendency to pirate then consumers with a lower OSL (Sinha & Mandel (2008) and one can reason that their own insights and values might therefore be different; the ‘evil’ side of the balance appears to be less important to those consumers. In general a consumer’s perceived risk of getting caught in illegal file sharing decreases the consumer’s tendency to pirate, however this is not the case for high-OSL consumers (Sinha & Mandel (2008). 

The discussed literature is consistent in concluding that consumers that share music files differ in moral and ethical behavior with regard to file sharing from consumers that do not download. These consumers feel that they can justify their behavior because they perceive themselves to be victims of inflated music prices (Freestone, Mitchel, 2004) and they are more likely to think that record companies and artists make excessive profits (Levin et al., 2004).

Because consumers who share illegal music files act differently than those who do not, I suspect in general that the more moral constraints and therefore the higher the social risk, a consumer perceives, the less likely that consumer should be to engage in illegal music file sharing.

H3: The perceived social risk to illegal music file sharing is negatively related to downloading behavior.

Consumers who share music files are more likely not tooversee the economic consequence of their actions and are therefore more permissive of piracy (Freestone, Mitchel, 2004). However, musicians might be better able to see those consequences as they have an interest in music that is different from the interest as consumer. I expect that musicians can identify more easily with the artists and their point of view on music piracy of being a ‘violation of music copyrights’ (Easley, Michel, and Devaraj, 2003). I therefore expect musicians to be less likely to engage in illegal music file sharing than other consumers. So, whether or not a consumer plays a music instrument, directly positively affects that consumer’s perceived social risk.

H4: Musicians perceive a higher social risk than non-musicians. 
2.5 Perceived legal risk

Sharing music files over peer-to-peer networks is a violation of copyright laws (Wade, J. 2004).  This is true for most countries in de world. Therefore it is illegal and punishable by the authorities. With the fact that it is illegal and punishable comes the risk of getting caught, this is the legal risk of illegal file sharing. Sinha and Mandel (2008) divide perceived risk in two parts: uncertainty (e.g., the probability of getting caught) and adverse consequences (e.g., the punishment). I define legal riskas the consequence of getting caught sharing music files illegally through networks by the authorities, in relation to the chances of being caught doing so. This effectively summarizes Sinha and Mandel ‘s notion. 

Because it is impossible to say anything about the real chances of being caught by the authorities, for research purposes it is more relevant to use the perceived legal risk, just like Sinha and Mandel did. This I defined as the consequence of getting caught sharing music files illegally through networks by the authorities, in relation to the chances of being caught doing so in eye of the consumer. So this is the chance of being caught and punished as perceived by the consumer. 

Because this variable is based on each consumer’s own judgment, which again is based on limited and incomplete information, this variable will vary across consumers. 

Consumers are also heterogeneous in terms of risk sensitivity. This means that a perceived risk of X might be enough for one consumer to stop any illegal activity while another consumer might acknowledge that same amount of risk X but still continue with the activity (Katz, Rosen, 1998). In general however the tendency to pirate a digital song decreases as the perceived risk of getting caught increases (Sinha and Mandel, 2008).Therefore I assume that there is a relation between perceived legal risk and file sharing. I expect consumers to be less inclined to share music files through peer-to-peer networks if the perceived chance of being caught increases.

H5: The perceived legal risk to illegal music file sharing negatively influences downloading behavior.

2.6 Product Involvement

Involvement has been used in many different ways by different researchers over the years. A very basic general definition would be that involvement is “the level of perceivedpersonal importance and/or interest evoked by a stimulus (or stimuli) within a specific situation” (Antil, 1984). 

Although involvement in general can be a causal or motivating variable (Laurent, Kapferer, 1985) I agree with Dholakia, (1997) that product involvement is a motivation condition. A more specific definition of product involvement then would be that involvement is “the perceived personal relevance of a product to an individual, based in inherent needs, values and interest.” (Antil, 1984; Dholakia, 1997). 

The product referred to in this definition, in context of the current research, is music. For this research I specify music as prerecorded music files on a carrier such as a CD, ipod/mp3 player or a computer. The relevance of music to a consumer is determined by inherent needs, values and interest. To come to a valid representation of the construct of product involvement that sufficiently represents the inherent needs, values and interest,the relative importance a consumer attaches to music needs to be measured.

In many studies involvement is treated as a dichotomous variable, the two alternatives being high-involvement and low-involvement (for ex. North, Atsuko, 2006). However Antil (1984) argues that involvement should be a continues variable because there is no reason to believe that involvement is either high or low, in fact there is an endless amount of other levels of involvement between these extremes. 

Zaichkowsky (1985)found that involvement is positively related to usage frequency. Ram (1989) also found a positive relationship between involvement and usage frequency. This means that the more involved a consumer is with a product the more he uses it. It could also be the other way around because causality was, in both cases, not established. For this research this means that consumers that are more involved with prerecorded music tend to download more music or buy more CD’s. However because this relationship works both ways we consider Wade’s (2004) quote of Jayne Charneski: “Today’s heavy downloader tends to be the same person the record industry has relied on in the past to be heavy purchaser”. This implies that consumers with a high usage frequency are more likely to turn to the Internet to download music. To see whether this is in fact the case I propose the following hypothesis. 


H6A: Product involvement positively influences Download behavior.

Aside from the latter the same arguments work for CD purchasing behavior and Legal download behavior as well. Consumers with high product involvement are more likely to purchase CD’s and legally download music albums.


H6B: Product involvement positivelyinfluences CD Purchase behavior.

H6c: Product involvement positively influences Legal download behavior.

2.7 Perceived Quality

Perceived quality, for the purpose of this research, refers to the value a consumer attaches to owning the original Cd and the Cd attributes such as the artwork and design of the casing. 

In the battle between counterfeits (in this research illegal music downloads) and original products (mainly Cd’s) past research has shown three physical product attributes that are of great importance: durability, quality, and physical appearance (Tomet al., 1998; Wee, Tan, & Cheok, 1995). Of these physical product attributes quality and physical appearance are most important to functional products such as music Cd’s (Ang et al.,2001; Wee,Tan,& Cheok,1995). Quality in the source article should for this research be interpreted as audio quality, the quality of the sound of the media type. Although research has been done on the influence of audio quality in respect to piracy, I expect that with the development of audio formats of better quality (ex. AAC) audio quality has become much less important (Chiou et al. 2005) and will become a non-issue in the near future. The physical product attribute physical appearance in general is valued most by consumers and is therefore the most important one for music Cd’s (Bush, Bloch, & Dawson, 1989; Wee, Tan, & Cheok, 1995). The variable Perceived quality refers to the value a consumer attaches to the physical appearance of the Cd. When the physical appearance of the counterfeit is similar to the original, consumers are more inclined to purchase the counterfeit (Penz and Stöttinger, 2008).Because illegal music downloads do not have the same physical appearance as Cd’s, I expect that the more a consumer values the physical appearance, the higher the perceived quality is, the more likely that consumer is to purchase the original Cd. 

H7A: Perceived quality positively influences Cd purchasing behavior.
When a consumer prefers the original Cd it can be argued that this preference negatively affects other alternatives to music acquiring that do not offer the original Cd in a casing. Therefore I hypothesize:
H7B: Perceived quality negatively influences download behavior.
H7C: Perceived quality negatively influences legal download behavior.

2.8 Control Variables

A side from the dependent and explanatory variables in this research, several control variables are included. Although no hypothesis deals with these variables directly it is important to account for these control variables. These variables might explain, and have done so in previous research, part of the relationships between and with the dependent variables. If we would not account for these variables, the part of the dependent variable they explain could be falsely contributed to the effect of another variable. 

These variables are also important in an attempt to profile different consumers with regard to their respective download behavior. Later on in this research such profiling will be attempted.

The control variables included in this research are:

Perceived price – This variable represent the value a consumer attaches to a certain product in relation to its price. Thus it deals with the question: “ Am I getting my money’s worth?” This is important because differences in price sensitivity and attached value to the product can affect a consumers tendency to pirate.

Internet connection speed–This variable represents the speed with which a consumer is able to download music file on his or her computer. Previous research has shown that the greater the speed the more consumers will download. I expect this influence to become less important in the future as connection speeds are rapidly increasing.

IT skills – This variable represents the ability of the consumer to work with file sharing programs. Obviously it is important to have a certain skill level to be able to download files through file sharing.
Compatibility- relates to the way the product is used. Which audio player does the consumer dominantly use, and how does the compatibility of that player with a digital music format affect the consumer’s download and CD purchasing behavior? The question is whether consumers who dominantly use their iPod or mp3 player to listen to music will download more music files through illegal file sharing. 
Demographics: age, gender, income, education level – These variables are important to be able to profile consumers with regard to their respective download behavior.

3 METHOD

3.1 Questionnaire design

For this research a questionnaire was designed and used to gather data needed for analysis to statistically examine the hypothesis as stated in chapter 2. In this chapter, I will discuss the questionnaire design and the targeting issues. 

The questionnaire is comprised of 37 items that address 17 variables of which 7 are controls, 7 are explanatory and 3 are dependent variables. For most variables three statements are used to describe that variable’s construct; the respondent needs to rate them on a 7-point Likert scale. The 7-point Likert scale was chosen over the more conventional 5-point Likert scale because it allows for more variation in the answer. This might provide a more detailed and accurate image of relationships among variables than a 5-point Likert scale would. Each variable is rated on three statements to address the issue of construct validity. The respondent rates three similar statements; if all statements have about the same rating then we can conclude that that all statements are interpreted in the same way, addressing the correct topic in the eye of the beholder. The construct is valid (see chapter 3.3 Validity and reliability for statistical validity assessment). Below the different items are discussed (for the complete questionnaire see appendix 1).

Statements 1 to 3 concern the dependent variables. The dependent variables are expressed quantitatively in one open question each. Although the numbers given by the respondent are not exact, the estimates give insight into the general trend of the respondent’s behavior.

Statements 4 to 6 deal with the variable sampling. Three statements are presented that address the different aspects of sampling. Because literature on sampling is still rather marginal, existing statements that have stood the test of time are not available. The statements that are used in this research are derived from Handbook of Marketing Scales: ‘…’ (Bearden, Netemeyer, 1999) and have been adapted to suite the construct of sampling. 

Through statement 7 to 9 the variable perceived social risk is addressed. These statements are used in, or based on statements used in ‘Consumer File Sharing of MotionPictures’ (Hennig-Thurau, Henning, & Sattler 2007), and in ‘Ethical decisions about sharing music files in the p2p environment’ (Shang, Chen, Cheng, 2008) and have proved to be a valid representation of the perceived social risk construct. 

Statements 10 to 12 address the construct of perceived legal risk variable.  All statements are based on statements used in ‘Consumer File Sharing of MotionPictures’ (Hennig-Thurau, Henning, & Sattler 2007). 

Item 13 addresses the question whether the respondent plays a music instrument actively (at least once a week). This is a ‘yes or no’ question with the possibility to fill out which music instrument the respondent plays if the respondent answers ‘yes’. 

The next construct product involvement is comprised of six items. Three items are statements of a qualitative nature while the other threeare open questions of a quantitative nature. This is done because product involvement can both be expressed quantitatively and qualitatively. To come to a valid measurement of the construct both are addressed. The qualitative items will be the basis of the construct. In the analyses will be determined whether the quantitative measurements add to the construct or not. The items 14 and 15 are open questions where the answer should be a number. Item 16 is a multiple choice question with 5 options. These options are based on a small inquiry among 10 consumers and represent various time spans spend listening to music on a daily basis by the respondent.

Items 17 to 19 are statements on a 7-piont Likert scale. These statements are used in, or based on statements used in “Handbook of Marketing Scales: ‘…’” (Bearden, Netemeyer, 1999) and “Music Cd purchase decisions” (North & Oishi, 2006).

Statements 20 to 22 address the construct behind the variable perceived quality. This variable describes the importance of physical attributes of a Cd to the respondent. In contemporary literature no articles address the importance of physical attributes of Cd’s (for as far as this author has been able to determine). Therefore these statements are based on statements about product involvement in “Music Cd purchase decisions” (North & Oishi, 2006).

Item 23 is a multiple choice question with 4 options. These options are based on a small inquiry among 10 consumers and represent various audio players (hardware) used most by the respondent to listen to music.

Items 24 to 29 address the control variable perceived price for both Cd’s and legal downloads. Statements are used that the respondent needs to rate on a 7-point Likert scale. The statements are based on statements from “Handbook of Marketing Scales: ‘…’” (Bearden, Netemeyer, 1999). 

Items 30 and 31 address the control variables gender and age.

Item 32 is a multiple choice question with 6 options. These options are based on a small inquiry among 10 consumers and represent various Internet connection speeds (hardware) most commonly used. Because in the inquiry it was noticed that a large proportion of the consumers does not know their Internet connection speed, the option ‘I don’t know’ was added.

In the items 33 to 35 the control variable IT skills is addressed. The statements are used in, or based on statements used in ‘Consumer File Sharing of MotionPictures’ (Hennig-Thurau, Henning, & Sattler 2007).
The last two items are multiple-choice questions addressing the net monthly income and the level of education of the respondent. 

3.2 Data collection

The questionnaire was distributed online. For this purpose an online questionnaire was made using an online program called Thesis Tools (www.thesistools.com). For each item respondents can just click on the answer of their choice. After completion the questionnaire is stored on a server. The researcher can excess the data files at all times and download it to a computer. The data is available in Microsoft Excel format or as an HTML file. 

For a period of two weeks the questionnaire was available at thesistools.com
. The exact location of the questionnaire (URL) was then send to consumers. No specific consumer group was targeted although a large number of students were reached. Other consumer groups that received an invitation to participate in this research are consumers that work at a TV and radio station (Zuid Holland), at the Dutch Justice Department and at the second chamber of the Dutch government. All respondents were approached through social networks. 

The question whether this sample of the Dutch community is representative for the entire Dutch community, is of no concern for these research purposes. I will not attempt to make any inferences about the magnitude of piracy on a national scale. The goal is to identify drivers of piracy, legal download behavior and Cd purchasing behavior. Therefore it is relevant for this research that students form the largest group of respondents because they are also the group that contributes the most to music piracy  (Wade, Jared2004).

3.2.1 Sample characteristics

In two weeks time data on a 108 respondents was gathered exclusively through an online survey. Of those 108, 56.5% were female and 43.5% were male, so the proportion between the genders is slightly skewed towards female. Respondents differed in age between 22 and 62 years with an average of 36.68 years. However the mode was 25 years supporting the notion that students are the dominant group of respondents (see graph 2). This is also supported by the fact that 36.1% of the respondents filled out university as their highest level of education and 55.6% filled out HBO (higher professional education) as their highest level of education.In reality only 10%of the Dutch population completes an education at the university level and about 20% a HBO level education (CBS). The percentages in this research are much higher, mostly because students are the main demographic group in our sample. Lower levels of education MBO (7.4%) and high school (1.9%) were much less represented in the sample and are in pale contrast to the actual percentages in the Dutch society. Although the sample is not representative for the Dutch population it is interesting to see how these consumers obtain their music. Of the consumers in the sample group 49,5% download music files through file sharing networks, 83,5% purchase Cd’s and only 12% purchase music in online stores such as iTunes. These specific percentages are fairly representative for the Dutch community when compared with research done by TNO and SEO (2009).
3.3 Validity&Reliability
Each variable is a representation of a construct that we aim to measure. Three statements on a Likert scale represent each qualitative variable in the questionnaire. For each variable these statements represent the underlying construct. To see whether we are in fact measuring the desired construct we have to assess the validity of the statements. This was done statistically through a principal component analysis (PCA) with varimax rotation. For this analyses the qualitative variable were split in to two groups: the product related behavioral variables and the product environment related behavioral variables. The first group addresses behavioral variables that are directly related to the product, while the second group addresses behavioral variables that address the way the respondent perceives the product’s environment.

The PCA results in a score for each item (statement) on a component. This component represents the underlying construct. The ‘squared factor loading’ is the percent of variance in that item explained by the component. To include a statement in the analysis it is acquired to have a factor loading for the designated component that meets a certain standard. While many researchers take an absolute loading of 0.3 to be important, Stevens (1992) argues that the acceptable value depends on the sample size. With a sample size of 100 the acceptable loadings should be greater than 0.512 according to Stevens’ table of critical values. So, this is the appropriate value for this research.

Because correlation coefficients can vary in small samples more so than in large, the sample size should be of adequate measure to be able to perform a reliable PCA. Although many rules of thumb exist, I prefer to use the Kaiser-Meyer-Olkin (KMO) measure of sample adequacy. KMO assess the compactness and diffusion of patterns of correlations (Andy Field, 2000). For the product related behavioral variables the KMO measure indicates that the adequacy of the sample size is mediocre (0.643) and for the product environment related behavioral variables KMO indicates that the sample size adequacy is good (0.722). 

Each construct’sreliability is also measured by Cronbach’s (measurement of reliability. Cronbach’s ( indicates whether the data would yield the same results if it were split in half and any combination of data points were made. It is expressed in a number between 0 and 1. In general any value above 0.7 is acceptable. 

3.3.1 Product related behavioral variables

The first variable in this group is sampling. For this variable the PCA showed that the first statement has a factor loading of 0.288 while the other two statements have factor loadings of 0.917 and 0.872 (after removing the first). The first statement loads higher on other components that measure very different constructs. This statement (nr. 4 in the questionnaire) is therefore not used in the analysis. Interestingly this is the statement that binds the ‘trying out new music online’ and ‘buying the Cd after trying it online’ notions together. This effectively redefines the definition of sampling for this research. As this was the only statement relating to actually purchasing the Cd after trying it online, the definition of sampling has now become: finding new music and trying new music through file sharing networks. This finding was supported by the fact that a reliability test including the first statement yielded a value of 0.564 for Cronbach’s (. After removing the first statement Cronbach’s (was 0.777. 

The perceived qualityvariable had a similar issue. The factor loading of the 3rd statement was just above the critical value (0.513) but the Cronbach’s ( test showed that the reliability was less than 0.7. The reliability significantly increased when removing statement 3 from the analysis, Cronbach’s ( moved from 0.689 up to 0.809. After removing the 3rd statement, the other two statements had factor loadings of 0.913 and 0.889. 

No such limitations to the data were discovered for the control variables perceived price Cd and perceived price downloads. The statements on perceived price Cdhavethe following loading factors: 0.889, 0.844 and 0.884. Cronbach’s ( was 0.888. The factor loadings on statements forperceived price download are 0.847, 0.941 and 0.904. Cronbach’s ( was 0.887. For the complete PCA see appendix 2.

3.3.2 Product environment related behavioral variables

A second PCA was performed for the product environment related behavioral variables. The first variable perceived social risk has factor loadings of 0.857, 0.902 and 0.740 with Cronbach’s ( being 0.822.Perceived legal risk also has factor loadings well above the critical value (0.782, 0.823 and 0.716) but Cronbach’s ( at 0.695 is just below 0.7. However this is acceptable for this research because as Kline (1999) notes, values below 0.7 can realistically be expected when dealing with psychological constructs. Also removing any of the items did not lead to a higher Cronbach’s (.

For product involvement the same issue arises. Although factor loadings are well above the critical value Cronbach’s ( is 0.662. However in this case removing one of the statements, statement 2 (item 18 in the questionnaire) yield a Cronbach’s ( of 6.97. This is still below the acceptability value of 0.7 but because it concerns a psychological construct this value is acceptable. With statement 2 removed the factor loadings are 0.864 and 0.840.

The last qualitative variable has very similar factor loading across statements: 0.908, 0.940 and 0.930. Cronbach’s ( for this variable is 0.929. For the complete PCA see appendix 2.

4 ANALYSIS & RESULTS

Four linear regressions were done to identify relationships between the variables as described in chapter 2 Theory and Hypotheses.Variables measured on a 7-point Likert scale were statistically defined as the average of all measurements that loaded sufficiently on to that construct in the principal component analyses.

4.1 Regression 1 – Download Behavior

The dependent variable for the first regression was Download Behavior. The explanatory variables were those hypothesized and four relevant control variables. The complete regression results are displayed in table 1.

The first variable in this regression sampling is significant at the p<0.01 level (sig. 0.001). With B at 1.966 sampling has a positive effect on the number of songs a consumer downloads in one month using file-sharing networks. This confirms what is hypothesized in H2A. The variable Perceived Social Risk had a B of -1.393 and was significant at the p < 0.05 level with a significance of 0.041. Perceived social risk has a negative influence on the number of songs a consumer downloads in one month using file-sharing networks, therefore H3isalso supported.

None of the other explanatory variables had a significant effect on Download behavior. There was no evidence in support of H5; in fact B was positive (B 0.922) but not significant (sig. 0.299).Perceived Legal Risk did not influence Download behavior and H5 was rejected.

For product involvement only the qualitative statements were used. The three quantitative statements were found to be very difficult to answer by respondents. Based on a number of comments by the respondents it was decided that these quantitative statements do not accurately represent the construct of product involvement. Therefore in the analysis the construct of product involvement will be based on the qualitative statements only. With the construct of product involvement based on the 3 qualitative statementsa negative insignificant effect was found for Product Involvement(B -0.528, Sig. 0.581). The expected positive effect was not found and H6A was not confirmed. The expected negative effect of Perceived Quality on Download Behavior was found. Perceived Quality was significant at the p<0.1 level (sig. 0.098) with the coefficient B being -1.255.  
Twoof the control variables had a significant effect on download behavior: IT Skills was significant at the p<0.1 level (B 1.004, Sig. 0.059) and Education Level, which was significant at the p<0.05 level(B -3,160; Sig. 0.032). Three other control variablesAge and Genderand Compatibility, all had insignificant effects on download behavior.
4.2 Regression 2 – Cd Purchasing Behavior
For the second regression the dependent variable wasCd Purchasing Behavior. The explanatory variables were those hypothesized and four relevant control variables. The complete regression results are displayed in table2.

Opposed to what is hypothesized in H1A the second regression did not provide any evidence of a 3negative relationship between Cd Purchasing Behavior and Download Behavior. The effect of Download behavior on Cd Purchasing Behavior was very limited (B 0.002) and insignificant (0.964). This leads to the rejection of H1A.

The second regression yielded significant results for explanatory variable sampling. Sampling has a positive effect on the number of Cd’s a consumer purchases (B 0.743) and is significant at the P<0.05 level (Sig. 0.017) supporting H2B.Such a positive effect is not present for Product Involvement, the regression yielded a slightly negative B (-.042) at a non-significant level of 0.925; H6B was rejected. 

The last explanatory variablePerceived Quality showed a positive effect on Cd Purchasing behavior. With B 1.606 Perceived Quality was significant at the p<0.01 level (Sig. 0.000) and supports H8. 

Two of the four control variables had a significant effect on Cd Purchasing Behavior and two did not. Other than one might expect Internet Connection Speed had a positive, and at the p<0.05 level, significant effect on Cd Purchasing Behavior with B 1.676 and significance 0.025. Perceived Price Cd had a significant negative effect with B -1.456 and significance p<0.1 (Sig. 0.078). Income and Education level had no significant effects on Cd Purchasing Behavior. 
4.3 Regression 3 – Legal Download Behavior
For the third regression the dependent variable was Legal Download Behavior. The explanatory variables were those hypothesized in H1B, H2C, H6C and H7C. Four control variables are also included. The complete regression results are displayed in table 3.

H1B is tested by looking at the relationship between the dependent legal download behavior and download behavior. The regression shows that B is -0.016, which indicates that the size of the effect is very small. The significance level of 0.670 shows that this effect is not significant, it leaves no room for interpretation other than rejecting H1B. The next variable to address is sampling. Although significant in regressions 1 and 2, regression 3 shows no evidence of a relationship between sampling and legal download behavior. With B at -0.262 and a significance level of 0.219 I have to reject H2C.

Product involvement, the measurement of personal importance of music shows a B of 0.781 at the significance level p<0.05 (0.026). This means that product involvement has a significant influence on legal download behavior and therefore H6C is supported. The last hypothesized relationship, between perceived qualityand legal download behavior was not supported. With coefficient B being -.420 and significance level at 0.123 no evidence of any effect was found.

None of the control variables have a significant effect on legal download behavior.
4.4 Regression 4 – Perceived Social Risk

The fourth regression is to determine the relationship between two variables: perceived social risk (the dependent) and music instrument (explanatory). This is in order to test whether consumers who play a music instrument perceive higher levels of social risk to illegal music file sharing, as hypothesized in H4.

Below in table 4 the regression results show that there is no significant relationship between these two variables. Column B shows that the effect of music instrument on perceived social risk is negative, opposed to what is hypothesized in H4. With a significance level of 0.600 the relationship is not significant and H4 is rejected. 
Of the control variables two showed a significant effect on perceived social risk. The first one is age. With coefficient B at 0.043 and significant at the p<0.01 level (sig. 0.003) age positively influences perceived social risk. TheSecond control variable is perceived price Cd. Perceived price Cd negatively influences social risk. The B coefficient is -0.568 and the significance was at the p<0.05 level (sig. 0.015). None of the other control variables had a significant effect on perceived social risk.
In favor of thoroughness the variable music instrument was also tested for effects on the three main dependent variables: download behavior, legal download behavior and Cd purchasing behavior. No evidence of any influence of music instrument on the dependents was found. Consumers that play a music instrument do not differ significantly from other consumers in their music acquiring activities as they are discussed in this study.
5 CONCLUSSION & DISCUSSION
5.1 General conclusions & discussion

One of the most important findings in this research is also a controversial one. In this study no significant relationship was found between download behavior and Cd purchasing behavior. Therefore this research provides no evidence of a linear relationship between music piracy and the decrease in record sales. Consumers that indicate that they download music illegally through file sharing networks, in any quantity, on average appear to purchase just as many Cd’s as consumers that do not download music illegally (In graph 4 the average number of Cd’s purchased in a period of one year is displayed for non-file sharers and file sharers. The difference is statistically insignificant).This is in direct contrast with the findings of authors such asLiebowitz (2008) and Peitz, Waelbroeck, (2004) who showed that music file sharing in fact does have a negative effect on record sales. Part of this difference can be explained by the fact that those authors used data that was only valid for the USA. The current research is only valid for the Netherlands as all respondents reside in this country. A recent Dutch study by TNO (Dutch organization for applied scientific research) and SEO (foundation for economical research at the University of Amsterdam) shows that consumers that illegally download music are just as likely to purchase Cd’s as consumers that do not illegally download music. This is in line with the findings in this study. 

The relationship between declining record sales and increasing music piracy can be very different across countries due to cultural, economic, infrastructural and legislativediscrepancies. Another explanation could be that the effect of illegal music file sharing on record sales is in fact declining (Blackburn, 2004, Hong, 2004, Michel, 2004, Peitz, Waelbroeck, 2004) and has now come to a halt. The data used in researches such as Liebowitz (2008) and Peitz, Waelbroeck, (2004) dates back a number of years and is potentially outdated in comparison to that of the current study (data gathered in 2009). The latter explanation seems more likely as Dutch consumers have the fastest Internet connections in the world available to them and lead the way in illegal music file sharing (Hijink, 2009). Further research however, is required. 
Very little research has been done on legal downloading from online stores such as iTunes and the relationship with illegal music file sharing. In this research it was hypothesized that illegal music file sharing would negatively affect legal downloading. No evidence was found of this relationship. Legal downloading is a developing market and has yet to be investigated to determine its role in the rapidly changing landscape of the prerecorded music industry. 
The positive effect of sampling on record sales has been one of the major arguments in favor of file sharing in the discussion about copyrights violation and file sharing. Research has provided evidence of the existence of this effect(Peitz, Waelbroeck, 2005, Bhattacharjee, et al., 2003) and this is supported by the findings in this research. Some researchers have reported that the positive effect of sampling out weights the negative effect of illegal file sharing (TNO/SEO report 2009). The currentresearch did not compare the two effects. It found only a positive direct effect for sampling and none for illegal file sharing. One could argue that the effect of sampling thus is larger by definition. Because sampling is done through illegal file sharing it also has a positive effect on the amount of songs a consumer downloads through illegal music file sharing . 
We have to take the definition of sampling in to account, as it is the core of the relationship. Because of validity issues, the definition of sampling is that of  ‘searching and trying out new music through online file sharing’. Note that it does no longer include actually purchasing the Cd. By this definition sampling does not include purchasing more Cd’s; it addresses exposure and attention through online file sharing. However in this research sampling also positively influences Cd purchasing behavior. This supports the hypothesis that consumers who sample music through online file sharing purchase more Cd’s than consumers that do not sample. 

For legal downloads no such relationship was found. Sampling has no effect on the amount of songs purchased legally through online stores. An explanation could be that sampling by its definition is done through illegal file sharing. The majority of legal online music stores offer the possibility of sampling a song or part of a song on their website. Consumers could thus lack the need to sample songs through illegal music file sharing when they purchase them online. Whether this in fact is the case, is an issue for further research. 

In the Netherlands the anti-piracy foundation Brein (www.anti-piracy.nl) has actively campaigned against the violation of copyrights since 1998. Their efforts are intended to raise consciousness about the harm people do when they participate in (music) piracy. In the current research a direct link between perceived social risk and the amount of songs a consumer downloads was found. Consumers that perceive a higher social risk download fewer songs through illegal music file sharing than those that perceive lower social risk. This result is congruent with the research of Freestone and Mitchel (2004). Whether this is the result of years of campaigns against copyright violation is yet to be determined. At least it proves that this strategy can be effective for some consumers. 
It can be argued that consumers who identify more with the artist’s position, and therefore are more susceptible to social arguments, are theconsumers that play a music instrument. However this research has shown that musicians do not display a higher perceived social risk than the average consumer. 

No effect has been found for the relationship between perceived legal risk and the amount of songs a consumer downloads. Consumers do not download fewer songs through file sharing because of higher perceived legal risk to illegal music file sharing. This is in contrast to Sinha and Mandel’s (2008) research on perceived risk to music piracy. An explanation could be that consumers perceive the risk of getting caught in general as very low. Even though consumers display differences in perceived legal risk, the perceived legal risk seems to be too low to force consumers to change their behavior. The difference in response to perceived legal risk perhaps can be explained by the difference between the RIAA’s and Brein’s policy with regard to anti piracy. RIAA (www.riaa.com) is much more aggressive in their policy and sues both organizations and individuals for millions of dollars. Brein’s (www.anti-piracy.nl) policy is more focused on stopping organizations from violating copyrightsand cases are usually settled with an agreement to stop the violation of copyrights with a probationary fine in violation of the agreement. An interesting topic for further research could be the effectiveness of both policies and the differences in perceived legal risk in both countries. 
Zaichkowsky (1985) and Ram (1989) both found a positive relationship between product involvement and usage frequency. In this research no such relationship was found for the number of songs downloaded through online file sharing or for the number of Cd’s purchased. This study provided no evidence in support of the hypotheses that product involvement (positively) influences the number of songs downloaded through online file sharing or the number of Cd’s purchased. Consumers with higher involvement do not buy more Cd’s and do not download more songs through file sharing. However, a positive relationship between legal downloading and product involvement was found. Consumers with higher involvement are more likely to purchase music through online stores (iTunes etc) than consumers with lower product involvement.

In the opinion of the researcher the measurement of product involvement was not optimal for these purposes. An explanation for the lack of significant positive relationships with the number of songs downloaded through online file sharing or the number of Cd’s purchased could be that most consumers feel that their involvement with music is high while in fact it is not. Do consumers have high product involvement if they listen to music a lot? Product involvement is based on “greater perception of attribute differences, perception of greater product importance, and greater commitment to brand choice” by the consumer. (Howard and Sheth 1969). In the current research product involvement was only measured by the perception of greater product importance. This could result in a lack of in-depth analysis of the product involvement construct, yielding less pertinent effects than might in fact play a role in this hypothesized relationship.
Another interesting finding for record companies is that the design of a Cd casing plays a role in Cd purchasing decision. Consumers who find the Cd casing design, the perceived quality important, tend to purchase more Cd’s than consumers that do not. These consumers might be more easily persuaded in stores, to purchase a Cd with a ‘good’ design or differentiating features. These consumers also have a tendency to download less music through illegal file sharing than consumers who find the Cd artwork, casing and extras less important. 
5.2 Pirates vs. non-pirates

In research on online music piracy authors have often attempted to identify music pirates. Most commonly music pirates (consumers who participate in music file sharing)are reported to be male and students (Sinha & Mandel’s, 2008; Wade, 2004). However no evidence was found suggesting that pirates are dominantly young or students and more male than female. None of the testedbasic demographics were any different among pirates than among regular consumers. A few things were different of course, such as education level.

In general pirates tend to be lower educated than non-pirates. Kolberg (1969) argues that education is an important predictor of piracy because moral and ethical developments (in the current research perceived social risk) are highly and positively related to education level. In other words, the higher a person is educated the more likely that consumer is to see piracy as an immoral, unethical and harmful act. Education level negatively influences the amount of songs downloaded through online file sharing (see table 1).Kolberg’s argumentis also supported by the fact that pirates perceive less social risk to online music piracy than other consumers and they are in fact less likely to think of online music piracy as ‘harmful’ or ‘unethical’.

Wealthy people have less reason to pirate music because they can afford to purchase it in stores, according to Husted (2000) and Rapp & Rozek (1990). The current research does not support this notion as no relationship between economic status and music file sharing behavior was found. Pirates do tend to have highly developed IT skills, which are needed to engage in online music piracy. 
Consumers that purchase Cd’s are not very different from pirates mainly because, as this research shows, pirates do not purchase fewer Cd’s than non-pirates. What sets consumers, who purchase Cd’s aside is their Internet connection speed. The more Cd’s a consumer purchases the more likely that consumer is to have a high speed Internet connection. This seems to be a bit of a paradox. No real explanation is available, one can only guess as to the reasoning behind this relationship. Further research is required.

Consumers that purchase Cd’s are also more likely to care more than average for the design of the Cd casing and special features on de Cd. Pirates show the opposite preference, they are less likely to find design, Cd casing and special features important. In between are the consumers that purchase music by downloading it through legal channels. For these consumers the Cd design, casing and special features do not affect the amount of music they purchase online. The latter group of consumers however has two distinctive differences in relation to the other two groups.The first is product involvement. The higher the product involvement a consumer displays is, the more likely that consumer is to purchase music in online music stores. The second is the fact that consumers that purchase CD’s on average perceive Cd’s prices to be lower than other consumers. They are less likely to think that Cd’s are expensive and more likely to think the prices they pay for Cd’s are fair. 
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Table 5 – Differences between consumer groups relative to the average consumer. 
Table 5 shows the summarized general differences between three groups of consumers: the consumers that share music files (pirates), consumers that purchase Cd’s (Cd purchaser) and consumers that purchase music online (legal downloader). All in all the differences are small. Note that consumers do not have to belong to just one group. A consumer can for example purchase Cd’s ánd download. These summarized differences are based on data in which these consumer groups overlap. But even though the differences in consumer behavior are subtle they provide companies with opportunities. 
5.3 Limitations andfurther research

A limitation of this study is that it was conducted in the Netherlands only. Although the Netherlands is at the front line of Internet piracy with the fastest Internet connections in the world and websites such as Mininova.org (Hijink, 2009), data from the Netherlandsmight not be representative for other countries in the world. Most studies on music piracy are conducted in the USA, a country that in many respects is very different from the Netherlands. A comparison between studies when the differences between the countries studied are quite significant is not straightforward and requires more in depth research, as to what the differences are, to be able to make a valid comparison.  Nonetheless the fact that the Netherlands is at the front line of the ‘Internet piracy’ issue means that the Dutch situation could give us a small glimpse of what is to come for other countries (i.e. the USA). In the Netherlands the decline in record sales started two years before the decline in record sales in the USA (TNO/SEO 2009). Could it be that the balance in the prerecorded music industry has been reached here first as well? An interesting topic for further research would be to see whether this development could also take place in other countries and what the important factors are in facilitating this development.

Another limitation to the way this study has been set up is the fact that all gathered data was gathered through a questionnaire. This means that all the data is based on what consumers say. Just because this is what they say this does not mean they will act accordingly. Consumers might behave differently from what they said they would do or have done. Data gathered from observations in general is more reliable as a predictor of future behavior. For some variables in this study (i.e. download behavior, Cd purchasing behavior, legal download behavior and sampling) I would prefer to use observed data. Acquiring this data however would be very time consuming and possibly expensive. A questionnaire is a cheap and effective alternative in this case.

This study has been limited to linear relationships and has not addressed any non- linear relationships that might play a role between the different variables. Although non-linear relationships might exist it is the author’s opinion that it is unlikely that they play a dominant role in the relationships as hypothesized in chapter 2 Theory and Hypotheses.However further research is required to address non-linear relationships.
A last issue for further research is that of legal downloading. Legal downloading is a relatively new player in the battle of file sharing versus declining record sales. As it is still growing in popularity, further research has to establish what role legal downloading will play and how it will affect the everlasting search for balance in the market for prerecorded music. 
5.4 Summarized conclusion & managerial implications

Based on the findings in this research I have to conclude that in general music file sharing is not a substitute for Cd’s. There was no relation between the intensity of a consumers file sharing behavior and the number of Cd’s that the individual had purchased. Downloaded music and Cd’s appear to be complementary products rather than substitutes.This conclusion is in line with a very recent Dutch study by TNO and SEO (January 2009) that also came to the conclusion that the participation in illegal music file sharing does not significantly affect the number of Cd’s a consumer purchases. The negative effect reported so frequently in the late ’90 and early ’00 has been slowing down (Blackburn, 2004, Hong, 2004, Michel, 2004, Peitz, Waelbroeck, 2004). Could it have come to a halt?
This study provides a few valuable insights for (record) companies as to where opportunities present them self to be able to push the balance in their favor. First of all no evidence of the negative effect of online music file sharing on record sales was found. The record industry should stop focusing on online music piracy as the cause of the decrease in record sales and recognize that file sharing is here to stay. And if that is the fact, they should investigate how to cope with this development in the market. Or better yet ask themselves: how are we going to turn this development to our advantage?

Secondly, the positive effect of sampling on both music file sharing and Cd sales was shown. The argument of sampling has been used by music file sharing advocates for years. Record companies should own this argument and make it work in their advantage. Facilitating sampling in an online environment and using that platform to introduce new artists and make the consumer an (legal) offer he cannot refuse appears to be one of the opportunities at hand.

This study also shows that the design of the Cd casing is important to consumers that purchase a lot of Cd’s. Record companies should use this information and invest in special edition Cd’s, collector editions, alternative forms of casing and so on. It is very expensive to get consumers that do not purchase Cd’s, to a point where they will purchase a Cd. It is much cheaper, easier and most likely more profitable to make the consumers that already purchase Cd’s, purchase more Cd’s by offering greater diversity in casing design and special features. Based on the current research this seems like a feasible strategy. Fighting against online music pirates scattered all over the world, seemingly unbound by any form of law seems like a fight that cannot be won. 
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6.2 Appendix 1 -Questionnaire

This questionnaire concerns research on ‘acquiring music albums’. This questionnaire consists of 37 questions and statements and will approximately take 8 minutes to fill out. 

	1.
	How many music files do you approximately download in an average month using file-sharing networks such as Bittorrent, Limewire, etc.?

	
	The number of music files I download in an average month is:
	

	2.
	How many hardcopy CD’s did you approximately buy last year? (Also included CD’s that you purchased as a gift)

	
	The number of CD’s I purchased last year is:
	

	3.
	How many digital music files do you approximately buy in an average month using online stores such as iTunes, download-music-online.org, mp3.com, etc.

	
	The number of music files I download in an average month is:
	

	4.
	If I like the music I downloaded I will buy the CD. (1 = never, 6 = always)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	5.
	I use file-sharing networks (such as Bittorrent, Limewire, etc.) to find music I do not know yet. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	6.
	I use file-sharing networks to download music in order to see whether I like it. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	7.
	Sharing music copies with others via Internet file-sharing networks is unfair to the people that produce the music. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	8.
	Sharing music copies is unethical. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	9.
	When you share music copies, you do harm to someone. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	10.
	The danger of being punished for sharing music copies is high. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	11.
	Sharing music copies is a legally risky thing. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	12.
	I will be caught committing copyright crimes against the record companies by downloading and sharing music files with others in the network. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	13.
	Do you actively play a music instrument? (at least once a week)

	
	YES  (
	NO  (
	If yes, which instrument:

	14.
	How many hardcopy CD’s do you approximately own?

	
	The number of CD’s I own approximately is:
	

	15.
	How many digital music files, other than CD’s, do you approximately own?

	
	The number of digital music files I own approximately is:
	………… songs

	16.
	How much time do you spend actively listening to music on an average day? (Do not include background music or radio)

	
	< 20 min.
(
	21 to 40 min.
(
	41 to 60 min.
(
	61 to 90 min.
(
	> 90 min.

(

	17.
	I can talk about music for a long time. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	18.
	For me, music does not matter. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	19.
	Music is an important part of my life. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	20.
	The design and artwork of a CD case is important to me. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	21.
	The ‘extra’s’ on a CD’s are important to me. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	22.
	I want to have the original CD. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	23.
	When I listen to music I dominantly use a (choose only one):

	
	MP3 player/ iPod /

Mobile Phone (
	Computer

(
	Stereo/home cinema set (
	Other:

	24.
	Most CD’s are overprized. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	25.
	Most CD prizes are fair. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	26.
	In general, I am satisfied with the prices I pay for CD’s. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	27.
	Most legal music album downloads are overprized. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	28.
	Most legal music album download prices are fair. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	29.
	In general, I am satisfied with the prices I pay for legal music album downloads. (1= strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	30.
	You are a:
	Man (
	Woman (

	31.
	What is your age?
	

	32.
	What kind of internet connection do you have?

	
	Don’t know (
	< 2 Mb/s

(
	2 – 4 Mb/s 

(
	4 – 8 Mb/s 

(
	8 – 20 Mb/s (
	25 Mb/s 

(

	33.
	I know several different file-sharing networks. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	34.
	I know how to find and download software for file-sharing networks on the Internet. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	35.
	I know how to set up file-sharing software in order to download files from these networks. (1 = strongly disagree, 7 = strongly agree)

	
	1 (
	2 (
	3 (
	4 (
	5 (
	6 (
	7 (

	36.
	What is your highest level of education?

	
	University (
	HBO (
	MBO (
	High school (

	37.
	What is you monthly net income in Euro’s (€)?

	
	< 1000
	1000 – 1999
	2000 – 2999
	3000 - 4500
	> 4500


Thank you for filling out this questionnaire!

6.3 Appendix 2 –Factor Analyses output

	Rotated Component Matrixa

	Product related behavioral variables
	Component

	
	1
	2
	3
	4

	Sampling
	-.060
	.042
	.031
	.917

	Sampling
	.041
	-.230
	.022
	.872

	Perceived Quality
	-.029
	.092
	.913
	.017

	Perceived Quality
	-.009
	.183
	.889
	.037

	Perceived Price Cd
	.177
	.889
	.030
	-.065

	Perceived Price Cd
	.009
	.844
	.192
	-.096

	Perceived Price Cd
	.169
	.884
	.126
	-.048

	Perceived Price Download
	.847
	.159
	.037
	-.051

	Perceived Price Download
	.941
	.028
	-.088
	-.015

	Perceived Price Download
	.904
	.146
	.005
	.039

	Extraction Method: Principal Component Analysis. 

 Rotation Method: Varimax with Kaiser Normalization.

	a. Rotation converged in 5 iterations.


	Rotated Component Matrixa

	Product environment
 related behavioral
 variables
	Component

	
	1
	2
	3
	4

	Perceived Social Risk
	-.179
	.858
	.064
	.106

	Perceived Social Risk
	-.068
	.898
	.076
	.003

	Perceived Social Risk
	-.103
	.744
	.219
	-.068

	Perceived Legal Risk
	.001
	-.058
	.791
	-.190

	Perceived Legal Risk
	.079
	.181
	.821
	.033

	Perceived Legal Risk
	-.158
	.260
	.712
	.079

	Product Involvement
	.087
	-.094
	.016
	.864

	Product Involvement
	194
	.140
	-.094
	.840

	IT Skills
	.908
	-.147
	-.027
	.194

	IT Skils
	.940
	-.133
	-.024
	.060

	IT Skils
	.930
	-.092
	-.019
	.100

	Extraction Method: Principal Component Analysis. 

 Rotation Method: Varimax with Kaiser Normalization.




	a. Rotation converged in 5 iterations.


Illegalmusic file sharing


assubstituteforCd’s? – a closer look.








- Eelco Milo -









































July 27, 2009





Master thesis 


ESE – Marketing 


Student nr. 288619


Supervisor: Dr. R. Prins








Graph 1 – The Y-axes shows the millions of albums sold in the USA and the X-axes  shows years. The graphs display music carriers: vinyl (black), cassette (red) and CD’s (yellow).





The UStotallossineconomicoutput becauseofmusic piracy each year is


$ 12,5 billion





The industryneedscomprehensiveunderstandingof how the consumer works





Filesharingcouldhave caused a decline inCd salesof 10%in 2001 and 22.5%in 2002





Samplingis what happens when consumersdownloadmusicto see if theylikeit





It is illegalandpunishableby the authorities





Qualityand physical appearance are mostimportant to functional products such as musicCd’s





Noevidenceof alinear relationshipbetweenmusic piracyand thedecrease in record sales





Graph 4 – Average number of Cd’s purchased in one year: Non-file sharers vs. file sharers.





Positiveeffect of samplingonrecord sales





Musicians do not display a higher perceived social risk





The Netherlandsis at the front lineof the‘Internet piracy’issue








� File sharing is the practice of distributing or providing access to digitally stored information, in this case digital music files such as MP3’s. In the form of peer-to-peer (consumer to consumer) networks this information is free of charge.


� Note: all numbers from Liebowitz et al. (2003) were published by the Recording Industry Association of America (RIAA) and apply only to the USA. 


� www.thesistools.com/?qid=83142&ln=eng 
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