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‘While music moves to the rhythm of the composer, words move at the pace of the reader’


DAVID SAFIR, economist, October 2019


‘Tarzan Economics captures the conundrum we now face post-Covid-19. We cling to this old vine that keeps us off the jungle floor. At the same time, we lack the confidence to swing for the new vine. The trick is figuring out when to let go. This book is your alarm call as the old vine might let go of you’


JIM GRIFFIN, technologist, August 2020










PROLOGUE We All Have a Napster Moment Ahead: Can You See Yours?



I joined Spotify in 2012, during the summer of the London Olympics, and on my first day in the job I was asked to contribute to the global recorded music industry’s annual yearbook, where I found myself struggling to find something that would capture the readers’ imaginations. Back then, the industry narrative was like a broken record (pun intended): CDs were down, piracy was up, downloads were failing to plug the gap and streaming was all but a ‘rounding error’ on global record labels’ accounts.


I was stuck for ideas, then a friend introduced me to a colleague, Chris Tynan, who back then was one of our lonely data scientists. He had helped build some of the company’s first-ever data dashboards, which allowed Spotify staff to visualise how listeners were listening. Tynan would always teach us a lesson when ‘pulling data’ out of the engine room; he would look you square in the face and ask: ‘What are you going to do when I give it to you?’ He wanted to teach us to apply common sense before getting lost in the complexity – a lesson I want to transfer over the next three hundred or so pages.


We cobbled together a really simple idea – and ‘pulled data’ to produce a chart of the top albums of the year on our streaming platform. The music industry is unique in its addiction to charts, as they make the popular visible and the visible more popular, and this chart would be a crowd-pleaser.


Our chart placed Belgian–Australian pop star Gotye’s Making Mirrors album at number one. Gotye exploded to fame during the year before thanks to the success of the single ‘Somebody That I Used to Know’, a track I’m convinced was produced to sound good on Apple Mac laptops due to its hollow sound. Lower down the table, we saw Lana Del Rey’s Born to Die album ranked a distant eighth.


That’s when we realised what we were going to do with the data. We have all grown up listening to albums, some of which we admire as a ‘body of work’ while others are discarded as ‘one hit wonders’. We knew that the album would have ‘killer’ songs as well as ‘filler’ songs. As streaming measures consumption – as opposed to album sales, which counted transactions – we realised we could use that knowledge to make a more accurate list.


My statistically minded colleagues came up with a simple trick to find out. Using the median concept – the midpoint in a data set – we re-ranked the album chart based on the median track – so if there are eleven songs on every album, we would rank the album based on the popularity of the sixth most popular track. This was our way of finding out how much of the album was consumed, not sold. It would reduce the distortion of hit singles and lift the lid to learn how this ‘body of work’ was actually consumed. It was our way of finding out if the album was all killer, or just full of filler.


What we learned was that Gotye’s album wasn’t just knocked off the top spot, it dropped out of the Top 10 like it had fallen off a cliff. Conversely, Lana Del Rey’s album shot up the charts, from eighth place to number one. Thanks to streaming lifting the lid on consumption, we learned that Gotye was a ‘one-hit wonder’ – everyone knew and loved ‘Somebody That I Used to Know’, but to this day I’ve yet to meet anyone who can name a second Gotye track. For Lana Del Rey, she didn’t just have the hits ‘Video Games’ and ‘Born to Die’. Her fans saw her album as a body of work – giving similar levels of attention to ‘Blue Jeans’ and ‘Off to the Races’ and many more.


From statistics to economics, I contemplated a commercial application of the data. If a festival promoter was considering booking both acts to perform on their main stage, and approached me for my advice on the billing, I’d recommend giving Gotye just four minutes and four seconds (the time it takes to stream his one hit), whereas Lana Del Rey should have a full hour with the option to bolt another hour on top for encores – as we knew all her fans loved all of her songs.


From show business to the business of shows, this switch from selling physical albums and downloads to monetising consumption of streaming saw artists pivot to the new rules. As songs were monetised only when they were streamed for more than thirty seconds and compensated at the same rate regardless of their duration, we started to notice that hits were becoming shorter and their choruses being moved to the front. Anthems of yesteryear, like U2’s ‘Where the Streets Have No Name’, which takes almost two minutes before the vocals arrive, would be wasting their time and losing our attention in this new world.


The songwriters’ rule for survival was simple: don’t bore us, get us to the chorus. Shorter songs reflected shorter attention spans. The album used to be the climax but now it’s the conclusion; it tells fans there will be no more events for the next few years. It asks for no more attention. The fans’ anticipation that would arise from a band being ‘in the studio’ preparing their next masterpiece has been replaced by a shoulder-shrug that the band must have gone on sabbatical, and attention needs to be spent elsewhere. The music industry achieved two feats that no one ever thought it would or could or should – it’s become more valuable; it’s also become less intimate. As David Bowie predicted way back in 2002, ‘music [has become] like running water’, i.e. always there so no need to care.


This dilemma touches on attention economics, which, as you’ll learn later, is the first ‘fork in the road’ we all need to navigate. For now, this switch between only knowing how something is sold to lifting the lid on understanding how it is consumed is key. It felt pervasive back then, even more so now. Ubiquitous, even. So many lids needed lifting. Knowing how many people joined a gym in January to work off their festive excess does not tell you how many of those people actually used the gym, nor how they use it. Knowing how many cars were sold in last quarter does not tell you anything about how those cars are being used now or for what purpose. Knowing that the housing market is heating up or cooling off tells us little about who is living in those houses and how they are living. Knowing how many newspapers were distributed to newsagents and kiosks tells us little about how many were sold and even less about how many were read – newspaper circulation was always measured on how many were returned back to the distribution warehouse not on how many were sold.


In established markets we may think we know a lot, but the reality is that we actually know very little. Peter Drucker put it well: ‘The customer rarely buys what the company thinks it is selling.’ That’s why you need this book – it makes you look afresh at what you think you know. Once you have that clearer picture, you can learn better how and when to move on, to pivot through the disruption we are all facing in these surreal times.


Should you currently be holding a physical copy of Tarzan Economics in your hands, then you’re holding a ‘product’ that has served the book industry well over the centuries. Publishers know lots about how books sell but little about if and how they are consumed. The book industry knows how to market books, signalling quality through previews and quotes, but it does not really know how those books are read – unless, of course, they are e-books sold via Kindle or its competitors.


Which is the point for publishers: e-books tell you what traditional books can’t. Traditional book publishers do not know if the reader viewed every word or where they stopped. Worse still, even if they did – just because they read it does not mean they enjoyed it.


This lesson was hammered home to me when one veteran book publisher told me that his successful business operated on the following rule of thumb: 80 per cent of books sold were not read by the purchaser. That’s to say that every year he set out his budget knowing eight out of ten books that were shipped would find their way onto a glass table, a dusty bookshelf or would be a gift for someone else. I challenged him to justify a business with that much breakage, to which he replied: ‘That’s why we like to say a record collection defines who you are, and a book collection defines who you really want to be.’ Wise words.


What we learn from the music business tells us so much more about who we really are than other media industries; music is important not only because it was first to suffer and first to recover, but because it was the first to discover who we really are. Throughout this book, music is featured as an example of change. After all, it was first – the canary in the digital mine.


While the list of industries not able to perform such a simple statistical trick as our Gotye and Lana Del Rey chart is virtually endless, times are changing. Fitness apps are telling us about our actual performance, not our membership. Smart cars are saying where they’ve travelled, not just how they were sold. Devices like Alexa and Google Home are revealing how we are living in our homes, not just who bought them and for how much. Traditional newspapers are embracing the internet, and new platforms are monetising based on time spent reading. Even the rise of e-books and audio books finally tell the publisher (or retailer) how much is being consumed, and at what pace, rather than how many copies were sold.


But they are all playing catch-up with music. Music was ‘first in, first out’ with digital disruption – giving it a twenty-year head start on all other parts of society. Thanks to streaming, the music industry is not only reaching new highs in terms of revenue and reach – there are more smartphones in circulation than there ever were Walkman CD-players – but it is doing so knowing how its content is being consumed. Streaming tells us how often songs were listened to, the source of those streams, the saves and skips and most importantly the sharing. Music is recovering and we know more than ever why. This is now a business that knows everything – and I mean everything – about how its art is being consumed, not sold. It’s a paradigm shift.


Music matters because it got there first and that is why all of us have so much to learn from music. This book will help you catch up.










INTRODUCTION My Job is to Help You See Around Corners



Your decision to invest your scarce attention in this book suggests you are open to new ideas. Disruption starts with an idea, for example getting from A to B in a way that is faster and more efficient than the old way, a rather minimal disruption by comparison with those that truly enable us to do things we could never do before.


We’re focused on disruption that is almost indistinguishable from magic, like radio waves and electrification in the 1920s, and the 1990s embrace of the digital delivery of art. Game changers that redefine rules, flipping products into global services, like vehicles into custom global transportation options on demand.


Navigating disruption requires the confidence of knowing when to let go of old ideas and grab on to new ones. Swinging from the old to the new is what technologist Jim Griffin referred to in his address to the 2009 Supernova conference in San Francisco as ‘Tarzan economics’. As he reflected on the music industry’s response to the illegal file-sharing site Napster and the countless imitators that followed, he said, ‘We cling to this vine that keeps us off the jungle floor. Yet, at the same time, we swing for the next vine, because we want to be propelled forward. The trick is figuring out when – when to let go of that old vine and when to embrace that new vine.’


Like a good Speyside sherry-cask malt whisky, Griffin’s observation has aged well. Twenty years ago the music industry faced a massive disruption. It screwed up its response to that disruption for a decade, but then it worked out how to pivot and thrive. Today, countless industries – both on- and offline – find themselves staring down the barrel of a similarly disruptive gun, and this book will help you understand how you can skip the decade of screwing up in response and go right to the thriving.


Pivoting means knowing when to let go of what you’ve got used to holding on to as continuing to hold on will only make matters worse. Reaching out to the new vine will involve staring into darkness and facing your fear of the unknown. This book will instil the confidence needed to let go.


The Covid-19 crisis has accelerated disruptive change that was already underway. The high street was already in decline, and those who hadn’t experimented with online shopping before the crisis will have had to by now – and many of them won’t be going back to the high street once we’ve returned to business as normal. At one point during the crisis, the use of video conferencing pushed the value of Zoom to more than the world’s seven biggest airlines and even overtook the behemoth General Electric. The seeds of such change were sown before the coronavirus – Tarzan Economics was creeping up on all our lives.


Consider three professions that students used to gravitate towards to earn the biggest salaries: accountancy, banking and law, all now replaced by data science, software engineering and product management.I


Accountants are seeing apps appear on smartphones that will serve the customer better, faster and at less cost than their profession ever could. Companies like Stripe, with its service Stripe Atlas, aim not just to disrupt the accounting supply chain, but to displace it – removing lengthy paperwork, legal complexity and numerous fees and making it possible to form a company in days, not months.


If you are an accounting student, pivoting through disruption means realising that your profession will be drastically different when you finish your qualification to when you began. The determination to hold on to the old vine in the hope that the problem goes away, or will only replace the most menial of tasks, would be in vain. The ambitions of disruptors entering this space go far beyond basic bookkeeping.


At the other end of the career ladder, if you’re responsible for an organisation and overseeing thousands of employees, you need to know that ignoring your Napster moment, by clinging on to the old vine because it continues to pay your bills, will only make the challenge of letting go harder and push the new vine further out of reach.


Bankers, too, now must face their own Tarzan Economics as new entrants eat away at their picnic like digital ants. For all the financial booms and busts we’ve seen in recent years, there has been wilful ignorance about how banks make money, and how money is made in the first place. Students are rarely taught about fractional reserve lending (how a bank can hold one dollar but loan out ten), and professionals rarely challenge their own finance department’s claims that their treasury tools have made millions by asking them to explain who lost those millions in return. We used to celebrate banks declaring profits but now the mood has changed – we want to know how those profits were made.


Companies like Revolut and TransferWise have explicitly attacked the fee structure that made those predictable profits possible. These invisible fees levied on consumer transactions, such as moving money from one’s dollar to one’s sterling account and losing three per cent of its value in the process, have typically provided the revenue that subsidises everything else a bank does – including going to the casino with its investment arm.


Law is another profession that once topped graduate career league tables but now finds itself creaking under the strain of disruption. Technology has spent much of the past two decades trying to disrupt and ‘Napsterise’ the legal profession, yet law firms remain either oblivious or opposed to real change. For evidence, look no further than a typical legal department’s organisational structure and count how many assistants-of-assistants you can spot. Do not be surprised to find that a third of a costly legal department’s headcount are non-lawyers, meaning where there’s smoke there’s fire (or organisational fat that technology can trim).


There are signs that things are beginning to change. The first drop of blood to emerge is the early adoption of products like DocuSign and Fastcase. At a fundamental level, the ‘product’ of the legal profession is trust. DocuSign digitises trust. Fastcase is also making inroads and its legal data service that reads and writes arguments based on outcome analysis is as well. These will do far more than get lawyers past their sacred obsession with touching paper.


Tarzan Economics plays out as lawyers cling on to the old vine in vain. But the disruptors that are ‘Napsterising’ this profession are viral by design; if I use DocuSign, then all my clients have to use it (or countersign it) too. This ‘network effect’ means adoption will keep pace with disruption. Individuals, organisations and institutions that fail to embrace this new technology will struggle with scaling their ideas. For a typical start-up with four employees that grows to four hundred and then four thousand – do not be surprised if the costly legal department could easily become outsized and make up a tenth of the workforce. Those who are able to reach out to the new vine of legal technology should, on the other hand, be able to cut that ratio – and the costs that come with it – in half.


Fear of the unknown has and will continue to lead to resistance to reach out to the new vine, but that fear is misplaced: technology is disruptive to the business of law, not to lawyers themselves – lawyers will always be needed: humans are fallible, imperfect and will f**k up.


Law, banking and accountancy are just three professions who need this book; I could easily name a hundred more. It could be the partners who sit atop such organisations, or the students aspiring to be employed by them. Learning how to pivot through disruption needs the confidence of knowing when to move: when holding on to the old vine is unsustainable and when reaching out to the new vine is essential.


MUSIC MATTERS BECAUSE IT GOT THERE FIRST


This is why knowing music’s story of letting go of the old and reaching out to the new will enable you to use this book to pivot through disruption yourself. Music got there first. Music was the first to suffer, and the first to recover, from the forces of deep technological disruption, making it something we can all learn from.


Let’s go back two decades to appreciate just how profound the scale of disruption was that the industry experienced. In June 2000, The Economist published an article titled ‘Napster’s wake-up call’ with the subheading ‘It’s time for the record labels to embrace the Internet wholeheartedly’. The article concluded that the success of illegal piracy sites like Napster was ‘in response to and an indictment of’ the industry’s hesitations about pivoting to a digital future. In the ten years that followed, the industry spent millions fighting change while losing billions in revenue. As we’ll learn in later chapters, the inconvenient truth that haunted the industry during that first decade of disruption was that it was easier for consumers to steal music than it was to purchase it.


It took ten years of staring into a financial abyss for the industry to stop hesitating and start pivoting – to let go of ownership of CDs and downloads and embrace the access model of subscription and streaming. Spotify was launched with a single clear mission: build something that’s better than stealing and the people will come. Today, the International Federation of the Phonographic Industry has reported in their 2020 Global Music Report that over 340 million people pay a monthly fee to access music legally just like The Economist article proposed back at the turn of the millennium.


I was lucky enough to enter the music industry when it was just beginning its revolutionary pivot. I was living a Batman lifestyle in my home town of Edinburgh, Scotland. A government economist by day (wearing the required charcoal-black suit, blue shirt and red tie) and DJ–journalist by night, writing about Philadelphia hip hop and Brazilian funk for the tastemaker magazine Straight No Chaser.


The origins of my journey in music took a teenage detour from passive-listener to active-promoter thanks to a lyric from the New York-based hip hop band Jungle Brothers in their song ‘In Dayz 2 Come’ from the 1989 album Done by the Forces of Nature. The lyric captured the importance of getting their music and message across to as wide an audience as possible without diluting its integrity, without crossing into the mainstream. Rapper Mike Gee (Michael Small), who penned the lyric just over three decades ago, reflected on its deeper meaning:




‘I wanted to present myself in the humblest manner and speak the truth from my heart so people could understand it, feel it, use it. Everyone back then was talking about the music industry as a scheme; rap music had evolved, from being purely about the show to more about the business, from an art form to a game. Sure, to stay in the game, our records gotta sell but I don’t wanna sell my soul just to sell records.’





Those words took me and my musical journey off Main Street and down a side street; away from the centre and left of the middle. The role of a DJ was to get music across without crossing over and diluting its artistic integrity. To keep a dance floor dancing without resorting to watered-down music from the mainstream. The role of a ‘rockonomist’ would be similar – to transfer the lessons that needed to be learned without diluting its message or losing its crowd.


From partying like it’s 1989 to searching for a suitable job description in 2006, I was a rockonomics wannabe, willing to do anything to get a foot in the door somewhere to change the business I loved. At the time, there was no demand for economics in the music industry. There wasn’t even much written about it. All I had to hand was a wonderful ‘bible’ by Don Passman (All You Need to Know About the Music Business) that helped me get my head around the alphabet soup of acronyms the industry was littered with and the spaghetti of royalties that flowed through the system.


I had sent my CV to countless organisations, and if I was lucky I got a letter of rejection back. My hand was hurting from all the knocking on doors, and my head was hurting as none of them would open.


Then, on 16 March 2006, I left the government offices after a dull-as-dishwater day debating the details of local income tax and decided to board a number 35 bus to get home. It was there that I picked up a discarded copy of the Financial Times. I don’t usually pick up discarded newspapers on Edinburgh’s buses but in the case of the FT the benefits outweigh the costs. There I was, transfixed by an opinion-piece on the penultimate page titled ‘Digital Ants Wreck the Music Industry’s Picnic’ by Adam Singer, the then-CEO of the Performing Right Society.


Bingo! I had stumbled on someone else thinking about the same problems I was. My father raised me never to be shy about approaching people (as the worst they can say is along the lines of ‘back-off’), so I wrote Singer a letter challenging him on the contents of his article. Within a couple of days he called me: ‘Send me a note of no more than a thousand words on what you think the problem is and I’ll get you down from Edinburgh to London and we can meet up in person so you can explain your solution.’


Sensing that I was finally knocking on a door that was already ajar, I spent that evening perched on a stool in Sandy Bell’s, a local Edinburgh bar famous for its folk music and where comedian Billy Connolly once performed as one of the two Humblebums, determined to have my response in Singer’s inbox the next day. My note was titled ‘Why Paper Didn’t Die Out Along with the Typewriter’. The observation was that just as we use more paper than ever, even though we no longer use typewriters, music would be no different as the CD fast became redundant. Separating the medium (typewriter) from the message (words on paper) was what I had to explain to Adam Singer if I was to stand a chance of getting to meet him. I wanted to challenge the many doomsayers predicting the end of the music business with a solution that meant changing how music was distributed. We needed to learn from piracy, not fight it.


Within a fortnight of picking up that newspaper on a bus, I was boarding a train to London’s King’s Cross station to rendezvous with Adam Singer in his executive office at the Performing Right Society. The day before leaving I got lucky again, as I fortunately stumbled across a working paper by the late Alan Krueger co-authored with Marie Connolly, titled ‘Rockonomics’, which explored the economics of ticket touts (or scalpers). This was a blessing, and by the time the train arrived in London I had worn out two highlighter pens taking notes.


In what looked and felt like a glass house located in the middle of his management team he grilled me thoroughly for hours, probing what it would take to stop the digital ants from eating his music-industry picnic. Our conversation led me to merging my two passions of economics and music, scratching my head for five academic years of lectures I had attended to weld lessons learned from my past to a business I wanted to fix right now.


This stretched from designing auctions for pricing music catalogues – something that the industry had not explored in its hundred-year existence – to exploring how to get the ‘bundle’ back, as the ants were cherry-picking a couple of hits from the iTunes picnic for 79 pence apiece instead of gorging on entire albums for £10.


As we explored the thorny topic of piracy, I pointed out that many of the actions taken to date, such as suing the customer or disconnecting them from the internet, were self-defeating: swimming against the tide of the customer would not grow digital revenues. Why? Because they wouldn’t have access to the internet – obviously. Singer ratcheted up the pivotal thinking by drawing out an astute observation: ‘No piracy means you have a product nobody wants.’


We continued to express mutual bemusement that the industry was investing in anti-piracy campaigns that were being shown in cinemas as this was bordering on stupidity – targeting those who are willing to pay for a cinema ticket with negative messages was an own goal as (a) you put them off coming back and (b) they weren’t the ones stealing movies anyway. He agreed with this inconvenient truth but knew persuading others around him wouldn’t be easy.


I took the five-hour train back to Edinburgh and all I could think about was problems that need solving. The next day, Singer called me back, inviting me to become the first-ever chief economist of the Performing Right Society. After knocking on countless doors, one had finally opened wider than I could ever have imagined. Convincing people to pivot, however, would mean (a) teaching them a lot of inconvenient truths, and (b) avoiding getting fired in the process.


I got lucky! I kept my job and was able to bring a new way of thinking that helped steer the copyright industry through the turbulence and towards a recovery. Now I want to reach anyone and everyone who finds digital disruption taking hold in their lives and help them to find new solutions or suggest new ways of thinking.


THERE WAS ECONOMICS LONG BEFORE THERE WERE ECONOMISTS


Having the word ‘economics’ in the title of this book suggests that some prior education in the dismal science is required to enjoy it. To right that wrong, let me be clear: prior knowledge of economics is not a prerequisite for reading this book. As much as my profession would like me not to say this, perfectly rational economics exists totally independently of economists. You know more economics than you realise.


My introduction to economics happened during my pre-teenage years on the football pitch – not a ‘soccer pitch’ with bags down for goalposts, but the American football pitch. That’s because British television had decided to take the bold step of broadcasting highlights of the previous week’s American football on Sunday evenings at an hour early enough for my parents to allow me to watch it. I was hooked.


Suddenly, I had discovered a whole new sport. Subconsciously – thanks to the stop-start nature producing easily countable moments that were not found in soccer or rugby – I was immersing myself in statistics. This is what made me an economist. Looking back on those early years, I wasn’t aware of probability theory, but I was busy calculating the options facing a quarterback on third down and eight. I would have had no idea what a key performance indicator (KPI) was, but I was wondering why coaches viewed a six-yard gain by a running back as more valuable than the same gain by a wide receiver.


I would have failed to spell the word ‘asymmetries’ correctly but knowing that an average quarterback with an extra second of time was worth more than a superstar quarterback without it taught me why the offensive tackle (tasked with giving the quarterback more time) was the second-highest-paid player on the field.


I set myself the task of establishing which American football team had the best fans and my untrained economic mind was looking across columns of data showing stadium capacity, city population, teams-per-city and even stadiums-per-team. The LA Raiders might have had one of the biggest stadiums, but it was America’s biggest city that also hosted a second team, and I needed to control for that. My enquiring mind led to having a letter published in a leading sports magazine requesting that they supply all the necessary columns on the data points needed to answer my own question.


Just as you would compare the size of two different economies today by dividing by population to draw a ‘per capita’ comparison, I was normalising data long before I knew what it was.


This book asks only that you apply some common sense. Common sense was at the heart of how economics was taught to me. My father, a maths teacher, taught me how to teach economics from the age of eleven – long before I had the chance to study it. ‘Look at your audience,’ he would often say, ‘and then spot the least interested person in that room and focus on teaching economics to them; the rest will follow.’ His fundamental belief: The people who need to learn about economics most are those who




	(a) don’t think they will understand it;


	(b) don’t want to understand it; but


	(c) have to understand it.





This is not an economics book for economists, nor is it a music business book for industry aficionados. They’ll enjoy the ride, sure. This is a book for everyone who feels their business is facing challenges and wants to find a new way to discover the solutions. Unfortunately, due to Covid-19, everyone means everyone – we’re all in this predicament together.



READING ACROSS NOT DOWN


When I was suited-and-booted working in government we had this bible we called the Green Book, which taught us how to think – literally! It gave clear, imperious guidance on how to construct a costs-benefit analysis and even prescribed specific values to complete the calculation. When it came to big investment decisions, it would tell you whether to proceed or to stay put. The Green Book wasn’t just a framework, it was a frame of mind. It was more than structured thinking; it was a straitjacket. But it taught me a valuable lesson.


For instance, we would sketch out the costs and benefits of investing in a new public swimming pool. The framework would guide us through the calculation of the upfront and operational costs and then place values on the benefits – the tax revenue generated, jobs created and the economic activity caused by its construction. Tasked with building a model on a spreadsheet, we would read down the column of data to see if the benefits outweighed the costs and construction could begin.


I realised then the importance of reframing the question to address the broader problem(s) involved and get you a better answer. The benefits of investing in a swimming pool are that they make people healthier, which in turn achieves far more than the labour employed in running the pool and the tax revenue generated. A more exercised public helps reduce the potential cost to the National Health Service (NHS). So spending money on a swimming pool (one column of data) helps reduce the cost of the NHS (a separate column of data). But as the Department of Health & Social Care doesn’t control the sports budget, it doesn’t frame the question. And as the Department for Digital, Culture, Media & Sport doesn’t control the health budget, it doesn’t need to consider the answer. Two departments, or two columns, like ships passing in the night. This lesson stuck because I see it everywhere – especially in the arts, which have long struggled to explain their value to the bean counters in government. Why invest in a museum? Because it can inspire us to learn, not because it can recover its costs by visitor numbers. Why invest in music education for children in primary schools? Because it can improve mathematical attainment when they enter secondary education. Why invest in the arts? Because it can increase participation in democracy, not just put bums on seats in a publicly funded theatre. The closer you look, the more all the adjacent columns relate to one another.


This book starts by showing how the music industry held on to the old vine for a damaging first decade and then reached out to the new vine and swung into a successful second decade that is the envy of everyone now staring into their own Napster moment. It will prepare you to learn how to swing from the old to the new.


Tarzan Economics pushes back against clickbait titles like ‘The one rule that will change all your lives’ and recognises that there’s no one rule and that we’re all different, presenting instead eight transferable rules (or principles) and then recognising they will apply differently to different people. We’ll conclude with an expression I coined as Spotify was preparing to go public – ‘builders and farmers’ – to show how this book will mean different things to different people. Builders create what farmers can’t and farmers scale what builders can’t. By the end of this book you’ll be better placed to understand who you are when applying the eight principles to pivoting through disruption, and you’ll be able to pivot faster than any individual, organisation or institution you choose to help.


When I was writing this book, many prospective publishers suggested each of these eight principles could be its own book. It’s a well-known trick: picking an idea and stretching it to 200 pages. But that didn’t wash with me, because it wouldn’t wash with you. I applied the lessons I learned from the one-hit wonder Gotye and the steady hitmaker Lana Del Rey – determined to ensure that you would consume all of my chapters, not just one! As we’ll discuss later, attention is scarce, and readers can quickly sense when an author is wasting their time ‘flogging a dead horse’. And as attention becomes even more scarce, those types of books are increasingly destined for the back of the shop. Instead, you have here eight rich principles that can stand alone, threaded together in a path that’s meant to help you put them into action – each of them killer, and not one filler.


This book will help you assess your situation, teach you to ask the right questions about your lives, organisations and governments, highlight the challenges faced and help provide solutions so you know when to make the leap to the next vine – and, just as importantly, pick the right one to grab hold of. Once you exit the other side of the next 300 pages, you’ll realise not only how fast-paced technological disruption is but also how unstable the status quo is – like a bicycle, it falls over if it doesn’t move forward.


Buckle up.










1 TARZAN ECONOMICS



Let’s Party Like It’s 1999


Twenty years ago, when compact disc sales were scaling new heights (and doing so at ever-higher prices), record-industry executives could weigh their profits on scales. This isn’t just a figure of speech – label executives would regularly buy and sell stacks of CDs based on their weight, rather than their music. So predictable was the insatiable demand for a disc in a plastic case that each pallet of CDs sold translated into predictable quantities of cash to calculate their profits.


Pallets of CDs carried virtually no data whatsoever. Labels didn’t even care if it was the Stones or the Killers, just whether it was stones or kilos. Yet while it is easy to mock how business was done back then, the music industry did more business in the era of CDs than it has done since. By 2000 the global value of the music industry was close to $25 billion. Twenty years on, the value of the recorded music industry is just over a tenth off reaching that peak – and that’s before we adjust for inflation.


The hilarious 2008 novel Kill Your Friends puts you inside the minds of egotistical talent scouts during the peak-CD-era 1990s with a story of how a major-label A&R manager would respond to the question ‘What music do you like?’ The author likens this to ‘asking an arbitrageur what kind of commodities he likes. Or saying to an investment banker, ‘Hey what’s your favourite currency?’ The music industry was reaching its peak and was about to find out how far down it had to travel. It might have known what it was worth (or at least, how much it weighed), but it had no idea how much it could lose.


To understand why the old vine was so hard to let go of (and why people are still nostalgic about it today), we need to appreciate just how excessively crazy the good times were, with emphasis on the word ‘excess’. Label executives would take helicopters to their private jets. Analytics back then was once described to me bluntly, using a simple bar chart: ‘You give me one bar that’s bigger than another bar and I’ll sell the shit out of it.’ The excesses came down to a combination of the scarcity of physical CD products (unlike digital files, there can only be so many), the leverage that came with the ability to control their supply and a sprinkle of fear and greed topped off with line after line of cocaine. I’ll never forget learning the expression ‘so bent it’s straight’ as a way of capturing how the old vine held itself together. Here are three of my greatest hits so you can learn why such excesses apply to more than just music.


PAYOLA WAS SO BENT IT WAS STRAIGHT


The first scam is ‘payola’, wherein record labels would pay an ‘independent radio promoter’ to get their new songs played on radio stations so they could draw a crowd and achieve a profitable return in sales. The word ‘independent’ in the job title of independent radio promoter matters. He (and it was always a he) was neither an employee of a label nor of the radio station and was free to pick his first partner in this two-way negotiation. Contrary to how payola is often perceived, he would consistently pick the radio station first to ask if they intended to put a forthcoming hit record on heavy rotation. If the station replied ‘Sure, we love that record, we’re going to play it all day once it’s out’, that was all he needed to know.


Next he would go to the label and auction the slot, pitching: ‘If you lay out twenty thousand dollars, I reckon we can get this record on heavy rotation with the biggest local radio-station network.’ The song was going to be played even if the promoter hadn’t been involved, but his knowledge of one side’s intentions allowed him to play off the naivety of the other. The money was paid over to the independent promoter, the station received a handsome kickback for trading its insider knowledge and the music was played without any distortion of market forces that payola is often thought to create. The label paid to play what was already going to be played.


GIVEN THE RULES, CHARTS WERE SO BENT THEY WERE STRAIGHT


The second scam is known as chart-hyping – promotional techniques used by record labels to ‘hype the chart’ and get a song into the Top 40, as the gap between 41 and 40 is way bigger than 40 and 39. Once in the charts, momentum would carry you upwards. One label executive famously claimed that the most important form of transportation was the ‘bandwagon’ – as everyone wanted to be on it! Charts made the bandwagon more visible, and therefore more popular.


Long before electronic point-of-sale systems provided universal data on what songs the public was purchasing, chart companies had to deal with imperfect information – asking a select few shops to report their sales and extrapolating from the surveys. (Shamefully, television and radio measurements still resort to similar extrapolative techniques today.)


For a record label to hype its song into the charts, all it needed to know was which shops the chart company was surveying and then send in fake buyers to purchase multiple quantities of the record to ramp up demand. Better still, these canny promoters often had intimate relationships with the select few influential retailers, offering anything from free goods to holidays to get their co-operation. A pencil mark in the diary to indicate a sale was all that was needed to move the needle. Once a song had charted, it would get the promotional momentum needed to produce a positive return on investment.


THE RULES FOR CERTIFICATION WERE SO BENT THEY WERE STRAIGHT


The third example of warped behaviour is certification, where albums were awarded gold and platinum status upon reaching a sales threshold of 500,000 and 1 million sales respectively. To understand how this process got bent out of shape, we need to differentiate between shipments (what labels delivered to retailers) and sales (what customers purchased). Certification was based on the former, not the latter. What went unsold was returned to the label’s warehouse with no downside for the retailers. The undercurrent that led to over-shipments was the ‘sale or return’ stance retailers took: if the label asked the retailer ‘How many Guns N’ Roses albums do you want?’, the retailer would reply with ‘How many will you give me?’ More was better than some.


Record label executive bonuses, meanwhile, were based on shipments, not sales. If the label manufactured and distributed a million copies of a new record it would qualify for platinum certification and executives would hit the jackpot. If that record didn’t sell (what was known as a ‘stiff’) and the retailer returned half a million copies, this would obviously affect the label’s finances, but not the platinum certification or the bonus of the executive. This is the origin of the expression ‘ship platinum, return gold’.


These are three of my greatest hits in the long list of music-business skulduggery, and I could name a hundred more – but this type of thing isn’t confined to music. Political lobbyists have always had their own version of payola, where they accept cash from wealthy donors in exchange for exclusive access to politicians they were going to meet anyway. Financial traders have long played their own game of chart hyping, knowing when to go long on a stock that is about to enter a market within a market such as the FTSE 100 or Dow Jones Industrial Average, and when to short it just before it falls out. And company directors who focus solely on quarterly earnings will often design their own certification system for determining executive pay, setting short-term targets that are easy to reach but can cause pain long after bonuses have been paid out.





Music is a microcosm for good (and bad) behaviour everywhere. The reason the industry was able to game its own system was control of a market, control of a crowd and (most importantly) the copyright. In both legal matters and conventional economics, syntax matters. Copyright stands for the right to control copying.


This right came to a sudden and alarming halt when the music industry and its customers woke up to Napster in June 1999. Overnight, millions of fans found themselves able to swap and exchange music files using the novel MP3 format. If you had a fast-enough internet connection, Napster would allow you to download any pop song within seconds without spending a penny. Within ten months of its launch, Napster had over 10 million users and had spawned many copycats.


Rather than ‘embrace the internet wholeheartedly’ (as The Economist suggested), the record labels embarked on a decade-long journey of trying to reject the changes it brought. In so doing, they also rejected the opportunities the internet could bring. Instead of granting popular digital models like Napster a licence to make them legitimate, the labels used litigation to fight them, for fear of upsetting the revenues that were still pouring in from those pallets of CDs.


In late 1999, the Recording Industry Association of America (RIAA), representing the record labels of the United States, successfully sued Napster, claiming it had facilitated piracy of music on an unprecedented scale. In 2002, the RIAA sued the illegal file-sharing site Madster (formerly Aimster), and the Metro-Goldwyn-Mayer Studios Inc. (MGM) sued Grokster, another file-sharing site, the following year. Soon after, the RIAA labels sued the developers of LimeWire. It was the Whack-A-Mole school of litigation, and the moles kept popping up. The energy (not to mention the money) the lawyers and lobbyists spent trying to whack them created an unwanted side effect: increased consumer awareness of the incredible ‘free lunch’ services the file-sharing sites provided. When the Motion Picture Association of America (MPAA) went after the BitTorrent tracker The Pirate Bay in its home country of Sweden in 2006, the media backlash was so huge it inspired a feature film aptly titled TPB AFK: The Pirate Bay Away From Keyboard.


While Whack-A-Mole was playing out among the illegal streaming services, in 2004 the RIAA also embarked on its most controversial strategy: suing individual consumers. By the spring of 2007, the RIAA admitted that more than 18,000 individuals had been sued by its member companies and news reports showed the number as of October 2007 to be at least 30,000. If the litigation route was doing a bad job at losing this unwinnable battle, the public relations offensive was about to get much worse.





In 2004, the US recording industry pivoted from litigation against teenagers to engaging with them by partnering with Apple and the soft drink giant Pepsi to promote 100 million free download codes on the fledgling iTunes service – one free download with every winning bottle purchased. The television ad campaign was set to Green Day’s uber-hip cover of ‘I Fought the Law’, originally penned by Sonny Curtis and performed by his band The Crickets. It’s been covered by many bands, including The Clash, and featured lingering close-ups of pensive kids who had been prosecuted for illegal file-sharing, bannered with words like ‘incriminated’, ‘accused’ and ‘busted’ in convict-style fonts. Let that be a lesson to any thirsty teenager watching: these kids had broken the law, and they hadn’t won.


The ad concluded with a teenage girl sitting by her Apple laptop, describing herself as one of the kids who was prosecuted for downloading music from the internet. She leans back from her computer with confidence and says: ‘I’m here to announce, in front of everyone, we’re still going to download music free off of the internet,’ before declaring ‘and there’s not a thing anyone can do about it’ and chuckling the commercial to its conclusion. The difference: this former music thief would hereby be downloading her music legally.


The idea was to fight free with free. Pepsi would legally give songs away from the iTunes store. But the download code bargain had a catch: the music may have been made free, but the Pepsi was not. Sugary soft drinks were the loss leader to rescue copyright from the thieves that surrounded it. Yet the promotion didn’t increase the sales of Pepsi. Not because the kids didn’t want free music – they just didn’t need to buy a bottle of Pepsi to get it.


These kids were crafty: by simply walking into a grocery store, grabbing a bottle from the fridge cabinet and angling it against the light, you could read the code underneath the cap, note it down and get the music literally for free. No need to spend money on Pepsi or damage your teeth any further. As the teenage star of the advert predicted, they would still download music for free and there wasn’t a thing anybody could do about it – not even the soft drinks industry.


For an industry that was fast running out of ideas to fight what the consumer clearly wanted – easy, frictionless access to digital music – it was a terrible outcome. Every time execs came up with a new idea to counter digital disruption, they wound up shooting themselves in the foot. File-sharing had become big business, but this market for free goods was without a viable business model. To other creative industries, it was digital anarchy, and fear crept in that it would soon spread to destroy their incomes. They had reason to be frightened. As the internet pipes got bigger, so did the size of files that could be transferred – putting high-resolution audio, television and film next in line.


It looked like a tug-of-war: consumers wanted frictionless access to all the world’s music, and the industry wanted to retain control. Consumers were happily swinging to the digital vine that offered faster, cheaper, neater and cooler access to all the world’s music, whereas the industry clung on to the old vine and aggressively refused to take part.


Rather than grasp the new vine of opportunity, the music industry redoubled its resistance and the situation worsened. Piracy was out of control, and recorded music revenues were cratering. Adding insult to injury, the industry’s chosen response – attacking the consumer – was creating a PR backlash. Some of the individuals targeted by the RIAA were economically vulnerable, and the settlements extracted would only prove profitable to the law firms leading the prosecutions. For outside observers, this type of behaviour wasn’t going to win many hearts and would persuade even fewer minds. The industry had got itself stuck in sinking sand, spending millions on litigation, losing billions in revenue, and losing its cool – which is not a good look in the music industry.


It was during this chaotic time that I was trying to get into the music business. I was knocking on any door I could to see if a business seemingly being run by lawyers would even consider hiring an economist. It was a losing battle and learning why the labels didn’t employ any economists was a painful process.


My first job interview was with a major label that was part of the same corporate structure as a well-known hardware device maker. When I arrived at reception, I saw a billboard poster of the hardware device maker’s own laptop towering above me, promoting features similar to that of its competitor Apple, namely: ripping, mixing and burning music.


I took the lift to the 34th floor to meet the music division of this corporate giant. It was just me, an economist, hoping to invent a job description (as I had tired of waiting for one), facing three lawyers well aware that their industry was rapidly losing every legal battle. This conversation, I thought to myself, was going to be interesting.


They first asked me what I thought was the biggest challenge facing their company. My mind travelled back down the elevator to the billboard poster that greeted me at reception. ‘Your greatest challenge is your own laptop,’ I answered. Realising I was already stepping on eggshells, I continued: ‘You advertise your latest laptop by promoting the latest features of ripping, mixing and burning, yet you are suing the customer for doing just that – ripping, mixing and burning.’ That was when the interview concluded.


My first lesson as an aspiring ‘rockonomist’ was that there are consequences to pointing out inconvenient truths. It was naive of the company to ignore that its own hardware marketing campaign promoted the same piracy for which it was suing consumers. But there are better ways, I learned, to open a conversation with a potential employer. It was also a lesson in just how much disarray the recorded music industry had got itself into.


I quickly realised that if I were to finally break in, dealing with inconvenient truths would become my business. To create my ideal job in the face of resistance, I needed an argument that could be my trump card. Then, back in Scotland, among a stack of out-of-date books about traditional media economics, I found it: a poorly edited interview with the Los Angeles-based company BigChampagne. What this company was doing taught me that even if I was struggling to get a job as an economist, the industry simply couldn’t get by without economics.


BigChampagne measured everything, from traditional charts to digital streams and even illegal file-sharing activity. That impressed me, but it was who they were selling this data to that impressed me more. Among BigChampagne’s clients were the promotional departments at the big record labels. While the lawyers were suing the pirates out of existence, the labels were paying for BigChampagne’s data on the behaviour of those same pirates. It wasn’t just that the left hand was not speaking to the right hand; it was worse – the left hand was valuing something that the right was being paid to punish. BigChampagne’s co-founder and CEO Eric Garland had a mantra: ‘Popular is popular wherever it is popular.’ If you were popular on illegal file-sharing sites, you would also become popular on legal venues like iTunes – and vice versa. BigChampagne made visible the legitimate popularity previously hidden within these new digital Peer-to-Peer (P2P) platforms, and thereby helped to make the visible become more popular. I needed something to justify hiring an economist in the music industry, and finally I had found it.


As Tarzan Economics well understands, suing the consumer for file-sharing may seem like a good idea but, as we’ll return to later, the opposite of a good idea can also be a good idea. And in this case that meant that using the data generated by this illegal activity to promote artists could also be a winning strategy. If only the two departments in the same company talked to each other, they could have discovered this themselves. But then they wouldn’t have needed an economist.


Learning that data on music piracy existed, and that it was being used by the record labels, reminded me of how people often respond to an upward trend in crime statistics. There are usually three camps: the majority will say that crime is on the up. The second, the minority, recognises that the rise could be down to improvements in reporting crime or, better still, increasing the rate of catching criminals. The third, an outlier, chooses to ‘read the small print’ to ascertain if the definition of what constitutes a crime has changed during the period observed. BigChampagne’s ability to measure crime led to the same split decision: if piracy of a particular artist was increasing, the lawyers would be getting worried about intellectual property being stolen, whereas the promotion departments would recognise that they had a hit on their hands.


Ten years after Napster launched, the industry was in despair, with estimates suggesting there were forty illegal downloads for every legal download. Efforts to deter piracy were evidently doing more harm than good. The industry had spent a decade thinking it could force this problem to go away, but instead it just got bigger. Something had to give. At some point, the industry needed to let go of its old business model and grab hold of a new one, or, as The Economist suggested a decade earlier, ‘embrace the internet wholeheartedly’.


This is where the wider applicability of Tarzan Economics really comes into play as a framework for navigating us from moments of staring into the abyss to movements where you force disruption as opposed to having it forced upon you. As industry technologist Jim Griffin put it in 2009: ‘We cling to this vine that keeps us off the jungle floor […] The trick is figuring out when to let go of that old vine and when to embrace that new vine.’ The industry was desperate to hold on to its old vine yet not willing to swing to the new vine. It wasn’t yet ready to monetise the activity it was trying to criminalise.





At the root of this was a lack of understanding of where the value lay in those pallets of music. There are countless examples of how we often struggle to define the nature of what we’re buying and selling. I proposed a surprisingly simple framework to help us do that, a framework that reveals the true nature of the goods being traded.


The framework focused on four different categories of goods – public, private, common and toll. A ‘private good’ is one for which two conditions hold. First, the good is excludable. This means the owner of the good can deny others access (build a fence) or the law can build a legal fence by creating enforceable property rights in the good (criminalising theft). Second, consumption of the good is what’s termed rivalrous (or scarce). That is, if I consume the good, you can’t, and vice versa. A meal in a restaurant is a private good – you can only access it in terms defined by the restaurant (so it’s excludable), and if I order the meal you can’t have it (so, it’s rivalrous).


A ‘public good’, by contrast, is non-excludable and non-rivalrous – national defence is a good example. If the nation is protected against foreign invaders, it is very difficult to exclude particular persons from the protection. And if I get the benefits of a strong national defence, it doesn’t interfere with you getting the same benefits. Government intervention is often justified in the name of providing a public good, as free markets often don’t work with these types of goods – if a good is non-excludable and non-scarce, then nobody will pay for it.


Although anti-piracy campaigns from the music and film industries have tried to link piracy with theft, intellectual property is not a pure private good. The law can create excludability for information goods, but information goods are not rivalrous. If I download an MP3 file it doesn’t affect your ability to do so and vice versa. How do we categorise goods like recorded music that satisfy enforceability but are not scarce?


Toll goods can extract value from consumers because the good creates value that can be captured by restricting access. A highway toll is a good example: it is both non-rivalrous (anyone can use it without diminishing others’ usage providing traffic is manageable) but excludable (access can be restricted).


You will have noticed we’re missing a corner of the matrix here – goods that are non-excludable, but still rivalrous. Those are ‘common pool goods’. The stock of fish in the ocean may be a common pool good, assuming it is either impossible or too costly to enforce fishing limits. Common pool goods are often referred to as the ‘tragedy of the commons’ because unrestricted access to a resource such as fish stocks ultimately dooms the resource because of over-exploitation. This occurs because the benefits of exploitation accrue to individuals, while the costs of exploitation are distributed across all those exploiting the resource. Our current climate crisis is a very good example of this.I




PUBLIC, PRIVATE, TOLL AND COMMON GOODS



	 


	Excludable


	Non-Excludable







	Rivalrous


	
Private Good


e.g. food, clothing, furniture



	
Common Pool Good


e.g. the fish in the sea








	Non-Rivalrous


	
Toll Good or Club Good


e.g. bridges, toll roads



	
Public Good


e.g. national defence









Source: Author’s adaptation


The matrix underlines the first of our three inconvenient truths that continue to challenge the media industries: digital content is not rivalrous, and never will be, no matter how cheap an MP3 file may become. Copyright law gives me the authority to try to exclude you from making copies of my writings, but it does not make your use of the information – reading the words in this book – rivalrous.


The second inconvenient truth is just how ‘non-excludable’ recorded music has become. As an illustration, it took three years to sell 1 billion tracks on iTunes, whereas BigChampagne estimated that during the same period around 1 billion tracks were being traded on P2P networks every month.


The third inconvenient truth was that the industry had unbundled itself by licensing the Apple iTunes model and allowing consumers to cherry-pick one or two tracks for 79 pence (or 99 cents) each as opposed to paying a whopping £7.99 ($9.99) for the album. The impact of this is well known, but what isn’t is that it was never supposed to happen. The original iTunes licensing agreement was supposed to be a controlled experiment within the niche Apple user base. When Steve Jobs stunned the market by putting iTunes on the mass-market Windows personal computers in October 2003, later describing it as ‘like giving a glass of ice water to somebody in hell’, labels realised unbundling had gone mainstream.


In adapting to digital distribution, the music industry faced this exact challenge: how do we extract revenue from rampant piracy on P2P networks when the files being traded are neither excludable nor rivalrous in consumption? As we’ve already discussed, the first decade of digital disruption saw the recording industry try to solve this problem by tightly gripping on to the old vine of their traditional business model, under the belief that they could create some form of excludability and scarcity in these new digital markets.


Let’s put the matrix to work to see how digital distribution changed the nature of music as a good in the market. Before digital platforms, the only two options for consumers were either paying for physical CDs or concert tickets, or attending free open performances that were limited by the venue’s attendance limits. Digital distribution opened up two non-rivalrous options – rights-managed legal downloads or MP3 files traded on P2P platforms.


This posed a problem for the music industry. For consumers, illegal P2P offered everything for free, as a non-excludable, non-rivalrous asset. Meanwhile the legal route required paying for limited access to files with limited transferable value – a tough sales pitch for any marketing department!


Let’s revisit the framework to show what happened to copyright when it lost the right to control copying:




PUBLIC, PRIVATE, TOLL AND COMMON GOODS



	 


	Excludable


	Non-Excludable







	Rivalrous


	
A physical CD or concert ticket


The in-store security guard forces you to pay



	
A free open-air concert


At risk of cancellation due to overcrowding








	Non-Rivalrous


	
Digital music files


Non-transferable Digital Rights Management (DRM) files



	
MP3 files traded on P2P


Unlimited and transferable









Source: Author


The industry needed to somehow rescue music from public good status (where markets typically fail as no one needs to pay) and give up on the notion that it could ever return to a private good status (as scarcity had been lost for ever). Rather than selling a physical product that qualified as a pure private good, they had to accept the need to reinvent the market and impose a toll on accessing content that would never again be scarce.


Spotify did just that and got the £9.99 ($9.99) bundle back by introducing an ‘option value’ of what you could listen to, not what you did actually purchase. This moved the recording industry away from actual CD sales and towards a more actuarial model of option and risk where the bundles value was less about what you did with it and more about what you could do with it. The beauty of this simple framework remains as powerful today as it did back then; it showed not only an industry in which something had to give, but also that the market for its goods had changed irrevocably, and how it could reposition itself to deal with this disruption.
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