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CHAPTER 1

Prelude

Somebody said to me, “But the Beatles were anti-materialistic.” That’s a huge myth. John and I literally used to sit down and say, “Now, let’s write a swimming pool.”

—Paul McCartney

What walk-on music would you like?” It was a question I had never been asked before or since. I was about to give a speech at the Rock and Roll Hall of Fame, and my hosts wanted to know which songs to play before I took the stage.

No, I wasn’t about to be inducted into the Hall of Fame. I’m not a musician and I can’t even carry a tune. I’m an economics professor at Princeton. I was then the chairman of the President’s Council of Economic Advisers. I had been invited to speak because I had the idea of using the music industry as a metaphor to draw parallels with the U.S. economy—in particular, the financial struggles of middle-class families and the growing gap between the wealthy and everyone else. The key theme was that the U.S. job market had become a superstar, winner-take-all affair, much like the music industry, where a small number of top performers did fabulously well, while almost everyone else struggled to make ends meet.

The speech used the term rockonomics—meaning the economic study of the music business—to explain why this was happening, what it means for everyday Americans, and what should be done to bring about a fairer economy that works for everyone. I had a list of bold ideas to restore our national hopes and dreams. What better venue to give this speech than the Rock and Roll Hall of Fame in Cleveland?

My boss at the time, President Obama, liked the idea. Even better, he liked the speech. I sent him a copy when he was flying on Air Force One, and he subsequently announced at a meeting that “everyone should read Alan’s speech.” Soon I was getting requests for a copy from the labor secretary and commerce secretary.

This book expands on that original rockonomics metaphor to tell the story of how the whole U.S. economy has changed in recent years—and how each of us can prepare for the changes in store in the twenty-first century. In my career I’ve found, and psychological research supports, that we learn best not from abstract principles or equations but from stories. And music is all about telling stories.

Economics is also about telling stories, although the field has acquired the unfortunate and misleading reputation as “the dismal science.” Economic models, statistics, and regression analyses are all tools used for the purpose of telling stories with rigor and precision. We economists just don’t tell the story very well or clearly. This is one of the reasons there was such strong rejection of expertise and basic economic concepts, including gains from trade and the value of impartial, objective economic statistics, during the 2016 U.S. presidential election. We need to find more convincing ways to share the lessons of economics. A broader audience might be willing—even eager—to listen if the story of the economic forces disrupting our world is told through the prism of the music industry. After all, music is one of the few endeavors that unites us, whatever our backgrounds or interests. Almost everyone has a connection to the music industry in one way or another. I call this a theory of “one degree of separation,” since we are intimately connected to music and the music industry in one way or another through friends, family, and associates.

To investigate the economic forces shaping the music industry, I conducted dozens of interviews with musicians and music industry executives, from up-and-coming performers and struggling singers to legendary members of the Rock and Roll Hall of Fame, from executives at Spotify and Amazon to those at Universal Music Group, the largest music company in the world—as well as the owner of my local record shop. (Yes, the Princeton Record Exchange still exists and is thriving, despite a challenging environment for retail stores.)

I’ve interviewed iconic figures who have helped shape the music industry, including Gloria Estefan, the most successful crossover artist of all time, and Quincy Jones, the famed music impresario and performer who produced records for virtually every star from Frank Sinatra to Donna Summer and Michael Jackson. And I met often with Cliff Burnstein and Peter Mensch, the co-founders of Q Prime, which manages Metallica, Red Hot Chili Peppers, Cage the Elephant, Eric Church, and other successful bands. Marc Geiger, the swashbuckling head of music at William Morris Endeavor, shared his optimism for the future of the music biz with me, and top music industry lawyers Don Passman and John Eastman tutored me on music rights and record company contracts. To gain a bird’s-eye view of the work and effort involved in putting on a show, I tagged along with musicians and their crews to a number of gigs, and interviewed ushers, vendors, and executives at Live Nation and Ticketmaster.

Answering questions about money and contractual arrangements is always difficult, especially for artists. A disagreement over money helped break up the Beatles.1 Money can be a treacherous topic. I am thus especially grateful that so many artists, executives, and industry participants were willing to share their experiences, financial data, and perspectives with me. In the pages that follow I have tried to faithfully reflect their stories to explain the economics of the music business. Most important, I try to convey their passion for creating and sharing music. Perhaps the most powerful lesson that I learned is that it is their love for creating music and entertaining audiences that drives most musicians, rather than expectations of earning a fortune (or even a living).

As an empirical economist, I believe that theories, observations, and anecdotes must be evaluated in the cold light of objective, representative data. In researching this book, I analyzed data on hundreds of thousands of concerts collected by Pollstar magazine, which gave me unprecedented access to its Pollstar Boxoffice Database. I analyzed data on billions of music streams, millions of record sales and digital downloads, hundreds of thousands of concerts, and thousands of musicians. To fill the gaps, I conducted my own survey of 1,200 professional musicians.fn1 By melding firsthand observations from those on the front lines of the music business with Big Data on the industry as a whole, I developed a richer, more reliable, and more representative picture of how economic forces shape the music industry.

Fortunately, there is also a burgeoning research literature on the music industry by economists, sociologists, psychologists, and computer scientists. Other scholars, too, have found that the music industry provides fertile ground for research, and a scintillating way to inspire and engage students. To provide a forum for researchers to exchange ideas and to support research on the music business across disciplines, in 2016 I helped form a non-profit organization called the Music Industry Research Association (MIRA). This book draws on findings from the innovative social science and related research literature on the music industry.

Although music listeners may not realize it, economics lies at the heart of the music that is created and produced. Economic forces profoundly affect the music that we listen to, the devices on which we hear it, the genres that are produced, and the amount we pay to attend a live performance, stream music, or buy a recording. When Dick Clark asked Sam Cooke on American Bandstand why he switched from gospel to pop music in the late 1950s, the singer smiled and replied earnestly, “My economic situation.” And Paul McCartney recently explained to Howard Stern that the Beatles were not trying to create a revolution. “We were just kids from a poor area in Liverpool who wanted to make some money.” Even if musicians do not personally feel that they are motivated by economic incentives, economic forces quietly orchestrate success and failure. In his book In Praise of Commercial Culture (Harvard University Press), Tyler Cowen has likewise argued that “economic effects have had stronger effects on culture than is commonly believed. The printing press paved the way for classical music, while electricity made rock and roll possible. For better or worse, artists are subject to economic constraints.”

To truly understand and appreciate music, you need to understand economics. To take one example, you may have noticed that many more songs today involve collaborations between artists, often where a mega-star is featured with other artists trying to break in or cross over to reach a new audience. “Despacito,” the most-streamed song in 2017, is a good example: it is by Luis Fonsi and Daddy Yankee and features Justin Bieber. If you listen carefully to songs that feature other singers, you will notice that the star normally appears early in the song, within the first thirty seconds. This is logical because streaming services only pay royalties for music that is streamed for at least thirty seconds. In other words, economic incentives of streaming are directly affecting the way songs are written, composed, and performed.

Careful economic study of the music industry can shed light on where music is headed, and why. Music and the music business will change over time, but a small number of timeless economic insights can be applied to understand the industry, as new genres and apps are created. More important, understanding the economics of the music industry can yield insights into how economic forces affect our daily lives, work, and society in a myriad of ways.

Seven Keys to Rockonomics

In many ways, the music industry is an ideal laboratory for witnessing economics. From the gramophone and phonograph to on-demand streaming, disruption caused by technological change typically occurs first in music. The music business serves as the canary in the coal mine for innovations. Creative destruction in music occurs in real time. Digitization has changed the way that music is produced, promoted, distributed, discovered, and consumed. Musicians, record labels, radio stations, device manufacturers, and fans all respond to the evolving economic incentives embedded in the music business. Businesses in many industries can learn essential lessons for survival and success from the music industry. Music fans, by reflecting on the economics of music, can learn how economic factors impact their own lives.

In my behind-the-scenes tour of the music industry, seven key economic lessons constantly resonated, like notes in a scale. These seven lessons form the backbone of this book:

[image: Image Missing] Supply, demand, and all that jazz. The forces of supply and demand loom large in the music industry, as they do in the rest of the economy. The limited supply of tickets for a Rolling Stones concert, for example, combined with the tremendous demand by fans to see the Stones perform, drives their ticket prices to commanding heights. But other factors—what I refer to as “all that jazz”—matter deeply as well. For example, many musicians are fearful of being perceived as unfair to their fans. That can lead them to underprice their concert tickets relative to the price that supply and demand alone would dictate. This concern for fairness, which suppresses prices and creates a shortage, is the main reason there is a large and enduring secondary market for scalped tickets. You can’t understand markets or the economy without recognizing when and how the jazz of emotions, psychology, and social relations interfere with the invisible hands of supply and demand.

[image: Image Missing] Scale and non-substitutability: the two ingredients that create superstars. Music is the quintessential example of a superstar market, with a small number of players who attract most of the fanfare and earn most of the money. Economists have long understood what enables superstars to dominate certain markets. These markets have two critical characteristics. First, the top performers, professionals, or firms are able to reach a large audience or customer base; this is what we call scale. Second, the sound, service, or product sold in superstar markets must be unique, with distinct features. There is no substitute for it as far as consumers are concerned, and combining the second- and third-best performers in the market does not create a sound, service, or product that is as good as the best. The Internet, digitization, and social media are turning more and more markets into superstar markets, which in turn is causing the middle class to wither, with grave consequences for workers, consumers, politics, society, and the future.

[image: Image Missing] The power of luck. Talent and hard work are required ingredients for success, but they are not sufficient. Luck, the unpredictable, random spins of fortune that affect our lives in countless ways, is particularly important in the music industry, where tastes are fickle, quality is subjective, and many talented would-be stars toil away but never get their shot. The right artist might arrive at the wrong time, or at the right time with the wrong song, or at the right time and with the right song but with the wrong manager or label. The impact of luck, for good or ill, is magnified in a superstar market.

[image: Image Missing] Bowie theory. The late David Bowie once remarked, “Music itself is going to become like running water or electricity. … You’d better be prepared for doing a lot of touring because that’s really the only unique situation that’s going to be left.” 2 His observation highlights the importance of having something unique to sell in addition to recorded music—what economists call complementarities. The list of complementarities in music is long: live performances, merchandise, books, music videos, Dylan and Metallica whiskey, Bon Jovi rosé, Questlove popcorn seasoning, Kiss Kaskets, and so on. Successful companies have figured out the importance of Bowie theory. For example, Apple makes money from selling iPhones, iPads, and computers, and runs Apple Music at a loss as a way to drive device sales.3

[image: Image Missing] Price discrimination is profitable. When a band or business has a unique product to sell, and if it can restrict the resale of that product, it can greatly increase its revenue and profit by charging a higher price to customers who are willing to pay more and a lower price to those who are willing to pay less. Economists use the term price discrimination to refer to any practice used to segment customers and charge a higher price to some than to others. Airlines figured this out long ago. Price discrimination is not immoral or illegal. It helps explain why Taylor Swift delays the release of her new records on streaming services until after she sells albums to her most devoted fans. Charging different prices for different seats at a concert is a way for musicians to price-discriminate and charge fans according to their willingness to pay. And bundling different products—such as twelve songs on an album, as opposed to selling them individually—can facilitate price discrimination.

[image: Image Missing] Costs can kill. Making money, even a lot of money, is not a guarantee of success. Successful bands and businesses have to monitor and minimize their costs to maximize their profits. They invest wisely but not excessively, and negotiate to cut costs when they can. The days of Emerson, Lake & Palmer touring with a fifty-eight-piece orchestra are long gone. As Keith Emerson said, “We had our manager with a shotgun behind us saying, ‘Look, if you don’t play as a three piece, forget it, you’ll be bankrupt.’”4 At a macroeconomic level, a sector with stagnant productivity will face rising costs and see intense pressure to economize, an ailment known as Baumol’s cost disease, after the late Princeton economist William Baumol. To illustrate this idea, Baumol used the example of a Schubert string quartet, which takes the same amount of time and labor to perform today as it did two hundred years ago.

[image: Image Missing] Money isn’t everything. Too many people confuse the underlying motivation of economic life with greed and the blind pursuit of money. At its best, economics recognizes that people are motivated by much more than money. The great joys of life come from pursuing one’s passions, spending time with friends and family, and enjoying experiences. As John Eastman, lawyer to Paul McCartney and Billy Joel, told me, “Music is wonder.”5 Music, more than money, is the tonic of happiness. Music helps to create moments and social occasions, memories and emotions. This is the secret of music, and it is the reason that, as Neil Young famously sang, “rock and roll will never die.”6

Don’t fret if these lessons are not entirely clear yet. They are the chorus that repeats throughout the book. The force of these economic ideas can be seen in the pricing of concert tickets, the supply of musical talent to the industry, the way bands and record labels are organized, the nature of collaborations among artists, the structure of streaming contracts, and nearly every other aspect of the industry. The music business also reveals the pervasive role of emotions in decision-making and economic outcomes, a field that economists call behavioral economics. Music is inherently the art of eliciting emotions in listeners, the ultimate consumers. Performers pour their emotions into their work. As Lady Gaga has said, “You have to go to that broken place of your heart to write songs.”7

Economists have a great deal to learn from observing how musicians strive to develop an emotional bond with their audiences, often at the expense of short-term profits, and how emotions guide their work and shape their economic decisions. Because emotions play such an outsized and explicit role in the music business, the industry reveals behaviors that are often hidden, but just as prevalent and consequential, in other industries and walks of life.

In addition, economists have slowly become aware that individuals’ tastes and preferences are not immutable features of their personalities, as is commonly assumed in introductory economics courses. Instead, they are partly determined by social pressures, and subject to change based on experience. This is nowhere more evident than in music. Research shows that the more you listen to a song, the more you tend to like it, and the more likely you are to buy the singer’s records.8 This path-dependent process can explain why payola—the now illegal practice of paying radio DJs to play particular songs on the radio—was so popular and effective, and why new forms of payola are emerging in streaming.

In other words, economics and music are a two-way street. The music industry can help to explain how the economy works and how economic forces are changing our lives. And economists can learn new insights about the economy and human behavior from studying the music industry. That’s rockonomics to me.

The Disconnect in the Music Market

There is a fundamental disconnect at the heart of the music business today: the way artists earn most of their money differs dramatically from the way most fans enjoy the music artists create. You can’t walk down a city street, ride in a subway car, fly on a plane, or travel by train without noticing people with earbuds or headsets listening to music. The most common content aired on the radio? Music.9 It is ubiquitous in elevators, doctors’ waiting rooms, gyms, bars, and restaurants. The next time you watch television or go to the movies, notice how often music is playing in the background of your favorite TV show or movie. And we spend a great deal of our time listening to recorded music, which, thanks to our smartphones, is accessible anywhere and anytime.

Yet most musicians earn most of their income from live performances, not from sales of recorded music. Even Sir Paul McCartney, who has written and recorded more number-one hits than anyone in music history, earns most of his income from playing live concerts.10 File sharing and music piracy have widened the gap between the amount of income musicians earn from recorded music and live performances. But even in the pre-Napster days, live performances were a critical source of musicians’ incomes. In Chapter 2, I follow the money in music and explain how music manages to punch well above its economic weight.

The advent of paid streaming—the latest in a long line of disruptive technologies—is beginning to cause artists’ revenue from recorded music to rebound. Nevertheless, the fundamental divide between how consumers consume music and how artists earn a living will almost surely persist.

Steely Dan’s Donald Fagen, at age sixty-nine, gave a simple explanation for why he went back on tour in 2017: “For me, touring is the only way to make a living.”11 Established artists such as James Taylor, the Eagles, and Billy Joel, who used to tour to promote record albums, now tour without having new music to hawk. Popular music concerts today devote far more resources to costly pyrotechnics, video displays, dancing, and other stage theatrics to entertain and engage fans. No longer is the focus just on the music. Concerts and festivals sell experiences.

A Star Is Born; a Superstar Is Super Lucky and Talented

There would be no music without the songwriters, composers, and musicians who create and perform it—at least until machine-learning algorithms and artificial intelligence (AI) advance to the point that computers can compose popular music and write lyrics. You may laugh, but AI is already being used in a growing number of applications to compose melodies for commercial purposes and to train musicians. In the future, musicians may be replaced by computer programmers.

In the meantime, it is important to ask, “What draws musicians to the risky business of music? How have the backgrounds of musicians changed over time? How, and how much, are musicians compensated?” These are among the questions I raise in Chapter 3, as I examine musicians from garage bands to mega-stars.

Most working musicians are unknown performers who labor away at their craft in relative obscurity, barely earning subsistence pay. Only a select few become superstars. Why do some performers ascend to superstardom while other, equally talented musicians remain anonymous and impoverished? Economists start by asking a more basic question: why are some industries prone to superstars in the first place? There are no superstar retail clerks, insurance salesmen, or nurses. What makes music and a small but growing number of other fields susceptible to the superstar phenomenon?

With the music industry as a guide, economists have developed a time-tested model of superstars that has repercussions for the wider economy. As I explain in Chapter 4, two essential features of a market are necessary for a sector to be dominated by a small number of stars. First, there must be scale economies, meaning that someone can apply his or her talents to a large audience with little additional cost per audience member. Second, the players need to be imperfect substitutes, meaning that their work is differentiated and unique. Both elements are present in music. Every successful singer, band, and orchestra has a unique sound. And recorded music can reach billions of listeners at little additional cost once a recording is made. By contrast, in medicine, for example, some surgeons are much better than others, but they are limited by the number of, say, hip replacements they can perform in a day. The top surgeons do well, but they do not do nearly as well compared to lesser surgeons as top musicians do compared to every other recording artist.

The importance of scalability in producing superstars in a given field was first highlighted by the great economist Alfred Marshall some 125 years ago. Marshall’s work highlighted the career of Elizabeth Billington, a leading opera singer of her day. Ironically, he used a musician as an example of a profession that was limited by the scale of the market. Long before the creation of digital recordings, microphones, and music videos, Marshall pointed out that Mrs. Billington was highly constrained in reaching a large audience because the “number of persons who could be reached by a human voice is strictly limited.”12 Today, digital technology enables artists to reach an unlimited audience at virtually zero incremental cost, which in turn has led to the enormous success of a select few superstars.

This ability to create superstars in music is amplified by another feature, one that increasingly applies to other industries: the popularity of a song or artist grows geometrically rather than linearly. This is often called a power law. The popularity of the top performer is a multiple of the second-most-popular performer, which in turn is a multiple of the third-most-popular performer, and so on. Scientists have documented power laws in all kinds of outcomes, from the frequency of use of various words to the size of cities and the number of hurricanes in a year.

Networks help to create power laws. Popularity ricochets through networks of friends and acquaintances, creating power law relationships where a small number of performers garner almost all the attention. In the music industry, this can be seen in the extremely skewed distributions of concert income, music downloads, Shazam requests, Facebook and Twitter followers, and artists’ merchandise sales. In his bestselling book The Long Tail, Chris Anderson, then a Wired editor, predicted that the Internet will lead to greater opportunity for those in what he called the long tail of sales, because smaller producers will be able to find niche markets.13 This has yet to materialize in the music business. Instead, the middle has dropped out of music, as more consumers gravitate to a smaller number of superstars.

Over the past thirty years, the share of concert revenue taken home by the top 1 percent of performers has more than doubled, from 26 percent in 1982 to 60 percent today.14 The top 5 percent take home 85 percent of all concert revenues. The same pattern holds for recorded music. The long tail remains long and lonely; all of the action is in the head of the tail.

This is an extreme version of what has happened to the U.S. income distribution as a whole. The top 1 percent of families doubled their share of income from 1979 to 2017.15 In 1979, the top 1 percent took home 10 percent of national income; in 2017 they took home 22 percent. By this measure, incomes in the U.S. economy today are almost as skewed as they were in the rock and roll industry when Bruce Springsteen cut “Born in the U.S.A.”

One reason the entire economy has veered toward a superstar, winner-take-all affair is the rise of digital technology. Successful entrepreneurs can turn apps and digital technology into fortunes worth billions of dollars. Five of the six wealthiest Americans (Bill Gates, Mark Zuckerberg, Larry Ellison, Michael Bloomberg, and Jeff Bezos)—whose combined wealth equals nearly that of half of the world’s population—made their fortunes because of digital technology.16 Digital technology is scalable. One day soon the top surgeons may be able to operate on a great many more patients due to improvements in digital technology.

This technological revolution has brought many other profound economic and social changes, all of which are readily apparent in the music industry. Small, often imperceptible differences in quality separate the best from the rest. As a result, luck matters for success more than ever. Releasing the right record at the right moment matters critically for success or failure. The same is true in the economy writ large. Bill Gates might have been Bill What’s-his-name if Gary Kildall and Digital Research had agreed to the terms IBM first offered them for developing the operating system for the new personal computer in 1980, before turning to Bill Gates’s fledgling company.17

Success is hard to judge ahead of time, and in no way guaranteed, even for the best performers. Consumer tastes are fickle, and herd behavior often takes over when an artist begins to become popular. One-hit wonders are common in the music industry because a great deal of luck goes into achieving a hit song, and, like lightning, luck rarely strikes more than once. Even the industry experts, with much at stake, have difficulty picking winners. In Chapter 5, I chronicle how good luck and bad luck play outsized roles in the rock and roll industry, much as in life in general.




Steve Ferrone: Heartbreaker and Session Musician


Steve Ferrone grew up in Brighton, England, and has played drums with almost every major star, from George Harrison, David Bowie, and Eric Clapton to Chakah Kahn, Stevie Nicks, and, of course, Tom Petty for twenty-five years. Ferrone backed Prince during his epic performance of “While My Guitar Gently Weeps” at the Rock and Roll Hall of Fame. Steve Ferrone is both a session musician and a touring musician. I interviewed him in his modest home in Van Nuys, California, on March 15, 2018.

What were the highs and lows of playing at the Super Bowl halftime show with Tom Petty?

We traveled to Phoenix on a private jet. We stayed at a hotel on Camelback Mountain, and it was just gorgeous. The plan was that we were going to blow up the show, go to the airport, sit on the plane—because they weren’t letting anyone fly private until the game was over—and then fly back to Los Angeles. I got a phone call the day of the show, and they said, “We’re not leaving tonight.” The plans had changed. Tom’s wife wanted to go to the after parties.

I had a 9 AM flight to Japan the next day. The Heartbreakers never travel before noon, and I had to get back. It turned out that the wife of one of the guys in the band had flown commercial and had a return flight. Through the power of the NFL, they get in touch and change her ticket to my name. We finished the halftime show, waved goodbye, and I went back into my world.

I went from super first class to … at the airport and they tell me, “You can’t take that cigar cutter on the plane.” They throw it away at security. I was drenched after the show because it’s hot up on stage. I took a shirt out of my bag and put it on. I arrive at the gate, and there’s a little guy from Oklahoma watching the game on TV. He didn’t like the teams. He didn’t like the referees. He didn’t like the ads. He didn’t like anything and he was really loud. Then there was a lull, and I could see him looking around with the crosshairs for someone to have a go with. I hadn’t realized it, but I had grabbed a T-shirt out of my bag that said “Super Bowl Halftime Show.” He saw me and said, “Is that shirt real, or is it bull?” I asked if he saw the halftime show. He said, “Yeah, I didn’t think it was much.” And, I said, yeah, it wasn’t that good.

In just hours I came crashing back to earth, to my musician area.

How did you become a musician?

My parents had started me tap dancing when I was three. Because I used to sit in my highchair with my spoon and listen to the radio, and tap the spoon in time. So, they sent me to tap-dancing lessons. I was always sort of being geared for show business, and they used to take me to see people perform. When I was twelve, I joined a band with older kids because … they had a drummer who had appendicitis and had to have surgery, and they were looking for someone to fill in for that weekend.

When I was fourteen, the school started to ask my career plans. Fifteen was the school leaving age. I came from a working-class family. I had no intention of staying in school. They asked, “What do you want to do when you leave school?” I said, I want to be a drummer. And, they said, “You can’t do that. It’s not a real job.” I said, Ringo Starr does it. I can hang with Ringo Starr. And, they said, “What do you know?” So they started to mock me by calling me Ringo.

What was work as a studio musician like in LA twenty years ago? How does it compare to today?

In those times, there was so much work. The studios were working around the clock. Now, they’re closing in droves.

Double-scale work is not as prevalent as it used to be and a lot of people today don’t want to do it through the union, which is actually what paid for my retirement.

In those days record companies used to invest in artists. They would spot somebody with talent, and they would recognize the talent. But, talent doesn’t always hit the first time. Now, they want guaranteed product done, finished.

They used to finance an artist to do demos. I played on Luther Vandross’s first demos, and they were turned down. Luther was known back then as a studio musician. He was a session singer. He sang “Be All You Can Be” in the ad for the army. It was kind of difficult to get him to move from being thought of as a great background singer, or jingle guy, to being Luther Vandross the superstar.

Have you come across any musicians who you considered phenomenally talented but were never able to really break through?

Yes, a lot of them, and for varying reasons. For some of them it is about attitude. Probably has to do with drugs and alcohol. And, some of them, I can’t figure it out. It’s just bad luck.

What was the best-paying gig you ever had?

George Harrison once paid me for what could be the world’s most expensive session ever. He called me and said, “Steve I really need you to come over because we’re missing some drums on one of the tracks that we recorded. I need you to replace them.” He booked me a flight on the Concord. A big limousine was waiting for me when I landed. I get to George’s mansion in Henley and say, “What’s the problem?” We go into the studio and we’re listening to his song and all of a sudden there’s no downbeat to the drum. Everything is there, except the bass drum is missing. He said, “Did you hear that?” I said, “It’s just one bass drum beat that’s missing. You could take one of the other ones and copy it in there.” He said, “No no no, I need you to play it.” So I hit the bass drum once and that was it. Then we went to eat.

Are you making money from royalties from records you recorded?

I get some royalties from when I was in the Average White Band. And some from work with Eric Clapton and Tom Petty. But royalties were much greater when I first started with Tom.

Were you paid a fee to play with the Heartbreakers or did you get a split of the income?

I was a hired drummer. The founding members were partners. I don’t know their splits. Ron Blair was actually a founding member who left the band for twenty years and then came back. He actually came back as a hired hand like me. Tom paid us all very well. He loved his band. And, he kept his band close, took really, really good care of us. I have no complaints about where I stood.

I’ll tell you, it was an amazing band that will never be the same. It wasn’t just Tom Petty and the Heartbreakers. He was part of the Heartbreakers. He was in the band. This never will be the same again. Even though there are a lot of bands that continue, Tom was really something special, had a special presence.







Cash and Concerts

Digital technology has also led to major changes in the business model of music, with important implications outside the music industry as well. Advances over time, from amplification, radio, vinyl records, eight-track tapes, and cassettes to music videos, CDs, MP3 players, and streaming, have made it possible for performers to reach an ever wider audience. And the increasing globalization and interconnectedness of the world have vastly increased the reach and fame of the most popular performers. Musicians no longer need to rely on physical record stores to stock their albums in a particular city; their music can be streamed almost anywhere in the world, at any time.

But advances in technology have also had an unexpected effect. Recorded music has become cheap to replicate and distribute, and it is difficult to police unauthorized reproductions. This has cut into the royalties of the most successful performers and caused them to raise their prices for live performances. My research suggests that this is the primary reason concert prices have risen so much since the late 1990s, about as fast as inflation in health care costs.

An understanding of concert ticket pricing conveys lessons for understanding and optimally setting pricing for other events, services, and goods. Successful bands have learned how to navigate the trade-off between maximizing short-term revenue as opposed to long-term popularity and profitability. The social constraints on pricing of concert tickets, the ultimate “party good,” are quite apparent, and help to explain pricing in other industries and markets, where economists and businesses have come to rely too heavily on the overly simplistic supply-and-demand framework, the workhorse of economics.

Many artists used to treat concerts and touring as a loss leader, a way to gain popularity and hone their skills while promoting record sales. Their goal had been to sell enough records to score another, more lucrative record contract. Concert ticket prices were kept artificially low, below what fans were willing to pay, to gain a loyal fan base and promote album sales. As I document in Chapter 6, this has now flipped. The price of the average concert ticket has increased by more than 400 percent from 1981 to 2018, much faster than the 160 percent rise in overall consumer price inflation.18 And prices for the best seats for the best performers have increased even more.

The reason for this is that file sharing has greatly cut into the royalties that musicians earn from album sales. Consolidation in the recording industry, after several lean years, further threatens artists’ recording income. Concerts are now viewed as a primary profit center, and digital recordings are a means of promoting concerts. Again, rockstar and economic pioneer David Bowie foresaw this development years ago when he said, “Music itself is going to become like running water or electricity. … You’d better be prepared for doing a lot of touring because that’s really the only unique situation that’s going to be left. It’s terribly exciting.” Sounding like an economist looking at the powerful forces governing the world, Bowie added, “But on the other hand it doesn’t matter if you think it’s exciting or not; it’s what’s going to happen.”

What I call Bowie theory applies increasingly outside of music as well, to newspapers, books, magazines, and other industries. The Wall Street Journal, the New York Times, Bloomberg, and the Economist all increasingly rely on live events for revenue. News is available from countless online sources, often for free. Soon newspapers and magazines could be loss leaders for live conferences and lectures.

Navigating these new economic shoals is difficult, not least because norms of behavior constrain economic activity. Artists cannot be seen as gouging their fans or being too greedy. They risk weakening their bond with their audience, not to mention threatening their record sales and royalties, concert revenue, and merchandise sales. Fans and artists are still people, motivated by passions and emotions, even in an era of artificial intelligence and the digital economy.

Rockonomics

Marie Connolly of the University of Quebec and I first used the term rockonomics in the title of an article we wrote in 2005. USA Today later mistakenly credited me with coining the term.19 Although we did think of the neologism independently—around the same time as my friends Steve Levitt and Stephen Dubner wrote Freakonomics—I subsequently discovered earlier uses.

In October 1984 Bill Steigerwald wrote an article in the Los Angeles Times arguing that Bruce Springsteen was economically naive for charging the same price for all his concert tickets, selling out in forty-five minutes, and then complaining about ticket scalping.fn1 The headline of Steigerwald’s article was “Supply-Side Rockonomics.” As far as I can tell, that is the earliest use of the term (although Chapter 6 explains that Bruce is not really economically naive).

Marc Eliot’s 1989 book Rockonomics: The Money Behind the Music chronicled the sordid details of music contracts. There are many examples of artists being treated unfairly and fraudulently by their labels and managers, but in most cases musicians face disappointing financial results because of the unfavorable economics of the music industry, not malevolence. In Chapter 7, I place music contracts, which can seem unfair to most artists—and recording contracts are unfair to superstars—in an economic context. For example, because only one or two of every ten albums actually pays off for a record label, contracts for records that become successful subsidize recording costs for all those that don’t make money, and provide a return on investment for the record companies.20 Still, there are some simple rules artists can follow to protect themselves financially and to save for the future. For example, I discuss a practice that has evolved in the industry where the artists collect and audit the money and then pay their manager, to prevent malfeasance and misunderstanding.

After the publication of the USA Today story, Ron Christopher, a music producer in Los Angeles, informed me that he mixed an album by the band Flash Kahan for Capitol Records in 1985 that included the song “Rockanomics.” The song included these long-forgotten lines:


Goin’ to take a Chevy for a U.S. guitar

Rockanomics, rockanomics



Needless to say, “Rockanomics” did not become a household word or a hit.

For the purposes of this book, any music that is popular and amenable to economic analysis fits in the rockonomics tent. That’s practically every genre of music and aspect of the business, from after-school music lessons and bar bands to Carnegie Hall, Ticketmaster, Live Nation, and Spotify, from ABBA to ZZ Top. To paraphrase Billy Joel: hot funk, cool punk, even if it’s old junk, it’s still rockonomics to me.

It’s a Small World After All

Two things are certain about music: First, musical styles continually change, and each generation looks down upon the next generation’s tastes in music. And second, the way in which we listen to music—from vinyl records and digital downloads to YouTube and iPhones—will continually change. Streaming services such as Spotify, Pandora, Tidal, Deezer, and QQ are the latest innovation in how people the world over listen to music. Streaming is bringing profound changes to the music world. On one hand, streaming is boosting revenue for recorded music for the first time in more than a decade. After years of decline—global recorded music revenue fell from $25 billion in 2002 to $15 billion in 2015—industry veterans have a reason to feel some optimism, as revenue rose in 2016 and 2017 thanks to streaming.21 As I discuss in Chapter 8, with billions of streams and millions of customers, streaming provides a remarkable laboratory to see economics in action.

Pandora, for example, conducted a one-of-a-kind experiment on twenty million subscribers to its ad-supported free service to learn how sensitive their listening habits are to the number of commercials that they are exposed to each hour they listen to music.22 The results provide about the strongest evidence of a demand curve that one could find in economics. The more listeners were exposed to increased nuisance costs in the form of additional ads, the less likely they were to continue utilizing the free ad-based service, and the more likely they were to switch to the paid service. This is a textbook example of the type of evidence companies can use to maximize profits and improve their customers’ experiences.

Streaming has another, broader effect as well. Listeners are not limited to the relatively small number of records that record stores used to stock on their shelves, or to the music playing on the radio. Historically, record stores filled their limited shelf space primarily with local music and popular hits. Today, just about all the music ever produced is available at your fingertips (or with a verbal command to Amazon’s Alexa) anywhere in the world. As we’ll see in Chapter 10, this change is beginning to affect the music that people are listening to around the world, with less focus on musicians from one’s home country. It is a smaller world after all when it comes to music.

Although no one knows for sure how streaming will evolve in the future, it is certain to change. The blending of movie streaming services and movie producers (Netflix, Amazon, Disney) suggests that music may move in the same direction. It is not unreasonable to speculate that in the future music will be bundled with other entertainment programming, such as movies, sports, and television shows, as it is with Amazon Prime. Look for Spotify, Amazon, Apple Music, and other distributors to try to create original content, following the Netflix and Amazon movie model. If so, the economics of the music industry will likely be upended again.

Streaming offers the opportunity for new musicians to break in and reach a broader audience without the need for a record label. And new companies are emerging to take advantage of this opportunity. In Chapter 8 you will meet Rehegoo, a four-year-old company started by Italian and American entrepreneurs that works with undiscovered musicians to improve, market, and stream their music. So far, their music has been streamed more than ten billion times. If the long tail is to offer musicians more opportunity, it will be because of innovations like Rehegoo.

All economies operate under rules. Chief among these rules is the definition, allocation, and defense of property rights—who has the right to own or use certain goods and resources, and how are the rights traded and protected? In the music business, a key set of rules concerns how music is licensed under copyright law. Musicians and labels produce music. The music is copyrighted. Different licenses are required for different uses of music. For example, a synchronization license, or sync license, is required to use music in a movie or video. The laws governing the licensing of music were obsolete before streaming, and they are even more obsolete today, despite major legislation known as the Music Modernization Act, enacted in 2018. In Chapter 9 I discuss why music licenses matter, what trade-offs are involved, and how the licensing process can be improved in the age of streaming.

The Sounds of Happiness

My research with the psychologist Danny Kahneman revealed that the time people spend listening to music is ranked among our most enjoyable activities of daily life.23 Music is thought of in the same class of activities as participating in sports, religious worship, or attending a party, in terms of the positive emotions that it generates, and the negative feelings like stress and anger that it helps to counteract or chase away. What’s more, listening to music improves the experience of other activities, such as commuting to work or cleaning house. Every student who ignored his or her parents’ requests to turn off the music while studying knows that music can improve any number of unpleasant activities. In fact, there’s a reasonable chance you’re listening to music while you read these words.

In Chapter 11, I argue that music is one of the best bargains human society has ever conceived of—and it is getting better by the day. On average, we spend three to four hours a day listening to and enjoying recorded music. Yet the average consumer spends less than 10 cents a day for that music. That is down 80 percent since 1999, after adjusting for inflation.24 Americans spend more on potato chips than on recorded music.25

Now that listening to virtually any song or genre of music anywhere and anytime has become essentially free, human welfare has been greatly increased.

In fact, music is a quintessential part of the “experience economy,” the segment of the economy that relies on selling experiences rather than physical goods or services. An increasing share of our GDP is derived from producing and selling experiences. The rest of the economy can learn a great deal from the music industry about how to sell and create experiences.

What, precisely, is it about music that produces such profound emotions? What leads people to want to experience music when they’re feeling blue or happy, when they are feeling lonely or longing to be part of a crowd? What is it about music that led Madison Avenue to discover that playing it helps to sell products, from coffee to cars? Music sets the mood for political campaigns, bars, senior proms, weddings, and countless other events and rites of passage. Music teaches us our ABC’s and reinforces our memories. In fact, musical therapy has proved to be helpful in treating some psychological and neurological disorders.26 Although the magic of music remains in part a mystery, archaeologists have found that musical instruments have been part of civilization for millennia, predating other known human tools and instruments. Music, it seems, is embedded in our DNA. As the lyrics to the ABBA song “Thank You for the Music” put it, “Without a song or a dance what are we?”

Where the Streets Have No Name

In a highly polarized age, music is one of the few endeavors in modern life that unites people from different political, religious, cultural, regional, ethnic, and racial backgrounds. Economic problems are also universal. The challenges of finding dignified and rewarding work, saving for the future, and pursuing happiness are vital for all people. And I would argue that essential insights into understanding and overcoming these challenges can be found in rockonomics.

So what songs were on my walk-on list at the Rock and Roll Hall of Fame in Cleveland? My first selection was perhaps obvious to many: Bruce Springsteen, a fellow New Jerseyan whose heartfelt anthems and three-hour concerts highlight the struggles of the working class in a changing economy. His “Land of Hope and Dreams” was the top song on my playlist.

The second warm-up song I selected was John Mellencamp’s “Hand to Hold On To.” I wanted the audience to reflect on the simple and universal wisdom of his moving lyrics: “Don’t need to be no strong hand / Don’t need to be no rich hand / Everyone just needs a hand to hold on to.”

And my last two songs? Sixto Rodriguez’s “Sugar Man” and Parker Theory’s “She Said.” To understand why I selected them, you need to read Chapter 5, which documents the outsized role of luck in success and failure.


CHAPTER 2

Follow the Money: The Music Economy

The fact of the matter is that popular music is one of the industries of the country. It’s all completely tied up with capitalism. It’s stupid to separate it.

—Paul Simon

Paul Simon grew up in the music industry. His father, Louis, was a professional bass player, session musician, and dance bandleader who performed under the name Lee Sims. Both Paul and his father understood the music business, from playing bar mitzvahs, weddings, and debutante balls to entertaining half a million fans at Simon and Garfunkel’s landmark concert in Central Park.

Although Paul Simon is undeniably correct in saying that popular music is one of the “industries of the country,” it is a surprisingly small industry, one that would go nearly unnoticed if music were not special in other respects.1 Total expenditure on music—including concert tickets, streaming fees, record sales, and royalties—were $18.3 billion in the United States in 2017. Although that may sound like a lot of money, and it is enough to support some of the best and most sophisticated entertainment ever produced, it represents a little less than 0.1 percent of GDP, the value of all goods and services produced in the country that year. In other words, less than $1 of every $1,000 in the U.S. economy is spent on music. The music industry employs less than 0.2 percent of the workforce. And the United States is the world’s largest music market, accounting for more than a third of all music spending worldwide.2

Paul Simon is also correct in saying that music is completely tied up with capitalism and it would be a mistake to separate it from the economic forces that drive our capitalist system. The industry needs a sustainable business model to keep the music playing and permit new artists to enter and succeed in the industry. But at its finest, music has the ability to transcend capitalism—and socialism, communism, and all the other isms. Yes, music is often used by Madison Avenue to hawk products, but it is also used to inspire social activism and political movements. It is not naive to think that music and musicians have played a significant role raising awareness, lifting spirits, and stirring souls in the feminist revolution (“I am woman, hear me roar”), the U.S. civil rights movement (“We Shall Overcome”), the collapse of apartheid in South Africa (“Biko”), and the fall of communism in Eastern Europe (the Velvet Revolution drew inspiration from the Plastic People of the Universe and the Velvet Underground).

More than any other industry, music has the ability to rejuvenate lives, reinvent cities, break down barriers, rally resistance, and give rise to revolutions. As Bruce Springsteen once put it, “In some fashion, I help people hold on to their own humanity, if I’m doing my job right.”3 In economic jargon, music provides substantial positive externalities, meaning benefits for society beyond what music costs to create.

Scaling Music

No matter how you cut it, economically speaking, music is a relatively small industry. Global music spending in 2017 was only $50 billion, or 0.06 percent of world GDP.4 The music industry is small even compared to the rest of the entertainment industry. Worldwide, $2.2 trillion was spent on entertainment and media in 2017. Music represented just 2 percent of that market.

I once commented to Russ Crupnick, a veteran music industry consultant, that I was surprised there were not more economists advising music companies. He gave a terse explanation: “There isn’t much money in music.”5 That’s hard to dispute.

To put the music industry in perspective, more than three times as much money is spent on professional sports as on the entire music industry in North America.6 More revenue is booked by college and pro football alone.7

Americans spend over five times more on cigarettes than they do on music. Incredibly, tobacco companies spend more money advertising their products than Americans spend on recorded music.8 Music is also small compared to much of our virtuous spending: Americans spend 50 percent more on health clubs, for example, than on music.9 Even the fees for unused health club memberships in the United States exceed the total revenue collected for recorded music.

The Shape of Music Money

Where do our music dollars go? Figure 2.1 provides one look at how total U.S. music spending was divided among major categories in 2017. You should be warned, however, that comprehensive, unassailable financial data for the music industry do not exist. Contracts are private, and the division of concert ticket and recording revenue is rarely disclosed. As Cliff Burnstein, the manager of Metallica, Red Hot Chili Peppers, and other acts, once cautioned me, “There is a limited amount of transparency in our business.”10 I had to rely on fragmentary data and the informed judgment and advice of industry professionals to apportion the various slices of the music money pie.

This caveat aside, today about half of every dollar spent in the music industry goes to recorded music, and about half goes to purchases related to live performances. Fans experience and enjoy music most of the time through recorded music. Most musicians, however, earn most of their money today performing live events.11

Figure 2.1: Estimated Division of Total U.S. Music Revenue, 2017
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The format on which music is distributed and heard has evolved throughout the twentieth century, with the invention of the phonograph, tape recorder, and radio. But it has changed even more radically and rapidly in the twenty-first century once music was digitized. Figure 2.2 displays record industry revenue collected from three broad formats over time: physical products such as CDs, cassettes, and vinyl records; digital downloads; and streaming. The digitization wave in the early 2000s had two significant effects that rippled through music sales. First, digital downloads eclipsed physical record and cassette sales. Second, file sharing and piracy cannibalized recorded music revenue. Napster, unauthorized ripped CDs, and other ways of illegally copying and sharing music caused the demand for legitimate records to steadily dwindle. For more than a decade, the record business was in secular decline, following the same track as
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