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Abstract 

Why is the work of the composers devalued by the digitalization process? 

Because this is a general trend of digitalization and is due to the economic 

properties of this process and its framework.  

I could not confirm this assertion in my subsequent investigation. 
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1 Introduction 

Corona endangers the musicians in their existence. 

1. By the shutdown of public life  

2. By the substitution effect that shifts musical events to the Internet. 

Both will have a long term effect. Corona will not disappear overnight and 

as long as there is no vaccine and medication, public music-events of a 

certain size will not be allowed. Even after the contact blocks are lifted, 

there will be no run on live concerts. The risk of infection will not have 

completely disappeared.  

Due to the recession and depression, many people will no longer be able 

to pay the high prices for live concerts and will also no longer want to 

pay, since they will stick to the lower or zero prices on the internet. The 

negative income and substitution effect will also have a negative impact 

on expensive music events, because willingness to pay for these events 

will decrease. The value chain for music events is likely to be 

permanently destroyed by the long shutdown and pose risks for the 

reconstruction.  

 

Music will increasingly be transferred to the Internet more cost-effectively 

in the long term, depending on the load on the technical infrastructure. 

The technical infrastructure is part and even precondition. 

 

The digitization process affects not only music, but the entire social life. 

 
1 Graduate economist at the University of Regensburg, Germany in 1982; retired System analyst and project 
coordinator within the IT department (it4ipm) of GEMA; current: optional, senior student in microeconomics at 
LMU Munich 
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2 Digital goods 

Digital goods are a bit like “manna”, the heavenly bread that miraculously 

multiplies and never runs out. Digital goods can be copied and 

distributed at almost no cost. Therefore under competitive pressure, the 

price approaches marginal cost = 0. (Schmid 2019, Tschmuck 2017, 

Rifkin 2014) The composers always had this problem. This is the reason 

why their works have been protected by copyright. However, 

digitalization has massively increased the offer of the worldwide music  

repertoire. It can be listened to by everybody, at any time and place. On 

the other hand, the demand is limited by the available time of the 

listeners. This huge supply of music exerts a strong price pressure, 

lowering the price of the digitized music, so that the fixed costs, including 

the cost for the time and energy to compose it, is less or no longer 

covered. The composers' income drops accordingly. 

 

3 Aggressiveness in the pricing 

There can be strong price fluctuations in the markets of digitized 

products, depending on the phase of the market - a highly competitive 

low-priced market or a quiet, high-priced monopoly market. Usually, the 

market is represented as an X-cross, with increasing marginal costs and 

falling marginal benefits, and at the intersection marginal costs = 

marginal benefits. But the market may also be thought of as a vortex that 

devours the competitor at the intersection of marginal costs and marginal 

benefits because he can no longer refinance its fixed costs. On the other 

hand, the monopolist drifts far outside the vortex, sluggishly over time 

and woken up, when he has already gotten into the vortex and no longer 

has the strength to evade. A healthy entrepreneur always swims near the 

vortex, just so the pull is not too strong to be devoured, but close enough 

to swim vigorously and stay fit. Unfortunately, this happens rarely in 

markets with digitized goods, because this "fitness area" is not a stable 

balance, but it works according to the principle "the winner takes it all".  

In the end, only one or a manageable number of oligopolists may remain, 

who can comfortably survive through indirect cooperation. 
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4 Digitalization trends to a price reduction 

In general, digitalization is more likely to cause a price reduction, not only 

because digitalization increases productivity, but because the costs of 

digitalization as part of the fixed costs can no longer be included in the 

price under competitive conditions. The digitalization itself pushes the 

competition by giving more market transparency and pushing 

globalization. Maybe this is an explanation for the low inflation rate that 

has simply not been fueled despite zero interest rates. This would 

indicate that the long-awaited investments in digitalization will not be 

triggered by the private sector, due to the negative price effect for these 

investments, which will not pay off.  

 

5 Digitalization as a global common good process 

Digitalization is a global common good process. The value of 

digitalization can only be estimated from this perspective. The global 

player, who is closest to this goal, is the winner. It depends on how many 

people can be involved in this process because due to the 0 marginal 

costs each additional user means additional economic profit. In terms of 

quantity, China and India would be predestined, since they have the 

most inhabitants with about 1.4 billion each. Moreover, China is the 

second-largest economy after the United States. 
 

6 Effects of the pandemic on the digitalization process 

It is crucial how the individual countries manage the current pandemic 

and what impact it will have on their digitalization prozess. If you look at 

rates of infections and deaths, the statement is clear: China was the 

most determined to fight the pandemic and got it under control the 

fastest, while the number of infections and deaths is highest in the United 

States.  

China pushes its digitalization process despite the Corona crisis, e.g. 

through the further expansion of its 5G network and the development of 

artificial intelligence.  
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7 Income and substitution process 

In my following statements, I want to focus on the income and 

substitution effect caused by the corona crisis and its impact on the 

income of the composers. The key issue shall be the effects of the shift 

to a digitalized world. 

First, there is the income effect, which results directly from the shutdown 
of public life. 
 
This effect has a delayed effect on composers since they receive the 

majority of their income from their collecting societies, which distribute 

royalties to their members with a time lag.  

Hence, the main effect of Corona on the income of the composers will 

not show up before 2021. In 2020 GEMA  even expects a record result in 

the live area. 

Distribution 2020 

With regard to the Corona pandemic, the GEMA Board of Supervisors 

decided in March that the main distribution this year will be made on two 

dates (01.06. and 01.11.). By way of exception, both distributions will 

also take into account events that took place in the previous year but 

were not licensed until 2020. The overall annual results in the live sector, 

which were already strong in the previous year, will thus reach a record 

level this year. 

The main part of it is paid out 1 June with an increased total distribution 

sum of approximately 117 million € for all divisions for distribution 

(previous year: 106 million €). 

Distribution 2021 

However, from today's perspective, the forecast for the 2021 distribution 

year is cautious: The time lag between licensing and distribution - which 

is inherent in the system and necessary for the distribution process, e.g. 

for full-year distributions - means that the effects of the corona crisis will 

make the GEMA distribution year 2021 a major challenge.” (GEMA, 03 

June 2020, Stability despite the Corona crisis)i 

There is no end in sight of the Corona crisis.  Major events and other live 

performances are prohibited by law or are only possible under strict 

conditions like distance rules. This affects the whole of public life. 



The digitalization of music and the effects of Corona 

 
5 

 

Cinemas, restaurants, discotheques …, will see enormous losses in 

earnings and thus also a collapse in the distribution of royalties.  

High level of earnings in the online segment 

Nevertheless, at least an expected high level of earnings in the online 

segment should have a stabilizing effect.  

Income from digital music increased by 76.4 million euros to around 182 
million euros (from 2018 to 2019). While international saturation is 
gradually reached, the shift from downloads to streaming in Germany still 
holds growth potential. (H. Heker, Chairman of the Management Board, 
GEMA Annual Report 2019, p. 6) 
 
Interestingly GEMA's online revenues rose by 73% from 2018 to 2019, 

while sales in the music industry in this area only increased by around 27 

percent in each of the past two years. Therefore the different growth 

cannot be due to the time-lag caused by the distribution process. 

It rather indicates that GEMA is increasingly able to save a larger part of 

the revenue from streaming for its rights holders, the composers, and 

thus narrow the so-called value gap.  

GEMA`s online share of revenue in sales of the music industry 

Accordingly, GEMA's online share of revenue in sales of the music 

industry in Germany increased from 15% to 20% from 2018 to 2019. 

in Mio. € 2018 2019 % Change 

Music Business Industry Audio-
Streaming 

705 895 27% 

GEMA online 106 182 73% 

Share GEMA-online to Music 
Business Industry Audio-Streaming 

15% 20%            33%  

 

GEMA Annual Report 2019, p.2 and  

Bundesverband Music Industry, music industry in numbers 2019, p. 1 
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GEMA revenues of the online sector surpassed performing rights 

In 2019, GEMA revenues of the online sector surpassed  performing 

rights for the first time:  

Mio. € 2018 2019 %-
change 

Performing 
rights 

133 146 10 % 

Online 106 182 73 % 

%-online/ 
Performing 
rights 

80% 125% 56% 

 

GEMA Annual Report 2019, p.2 and  

Bundesverband Music Industry, music industry in numbers 2019, p. 1 

This difference in growth between online and performing rights will be 

much more pronounced in 2020.  I hoped that the dramatic losses in live 

music caused by the corona crises will be compensated by the online 

sector.  

Technologie driven streaming revenues 

This currently still enormous growth in streaming revenues in Germany is 

technology-driven and part of the big digital wave. The revenue 

development of the German music industry (see below) shows the 

steeply rising streaming wave, which started around 2007 after the 

severe slump of the CD business, really picked up speed in 2014 and will 

develop even more momentum through Corona. 
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Bundesverband Music Industry, music industry in numbers 2019, p. 5 

 

The distribution from 2021 onwards 

The distributions from 2021 onwards will show how the composers' 

income will develop under the conditions of Corona. 

It depends on various factors. Shutdown and reduction of public live by  

event bans, distance regulations, travel warnings, fear of contagion, risk 

factors, such as short-term cancellations and general uncertain future 

expectations. They drive up the costs and thus also the prices for the 

events. Supply and demand decrease. 

Reduction of general income cause renouncement or substitution of 

luxury goods, like expensive live-events by cheaper/free live-streams. 

 

All those factors have the potential to push live-streaming and the 

digitalization process in general.  It depends on appropriate incentives for 

the content producers - e.g. for the composers - to keep on going and 

drive the process of digitalization and give the right cultural support to 

live within and overcome the corona crises. 
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8 Conclusion 

In my hypothesis, I assumed that Corona would lead to a substitution of 

live events by the internet, which reduces the income of the composers. I 

argued in my introduction that this was a general trend of digitization and 

that it was due to the economic characteristics of the process and its 

framework. 

I could not confirm this assertion in my subsequent investigation.  I was 

unable to determine to what extent the growth in the online sector is a 

substitution process and how much the composers would lose and gain 

by this substitution. In 2019, the online sector of GEMA has grown 

disproportionately (+73%) compared to the performance sector of GEMA 

(+10%) as well as to the audio-streaming sector of the music industry 

(+27%). Composers will benefit from this development too, probably 

even more than other members of the music business value chain. 

 

9  References 

GEMA, 03 June 2020, Stability despite the Corona crisis, available at: 

https://www.gema.de/aktuelles/news/stabilitaet-trotz-corona-krise/ (accessed 26 08 2020) 

GEMA annual report 2019, available at: 

https://www.gema.de/fileadmin/user_upload/Gema/geschaeftsberichte/GEMA_Gesch%C3%

A4ftsbericht_2019.pdf (accessed 26 08 2020) 

Music industry in numbers 2019, available at: 

https://www.musikindustrie.de/fileadmin/bvmi/upload/06_Publikationen/MiZ_Jahrbuch/2019/

Musikindustrie_in_Zahlen_2019.pdf (accessed 22 August 2020) 

Rifkin 2014, Zero Marginal Cost Society, CAMPUS 

Schmidt K., 2019, Mikroökonomie, 1-136-147-1-WS19 WASTI, Fachschaft BWL/VWL, LMU, 

Munic 

Tschmuck P., 2017,economics of music, Kindle edition, Agenda Publishing 

 
Date 28 September 2020 

https://www.gema.de/aktuelles/news/stabilitaet-trotz-corona-krise/
https://www.gema.de/fileadmin/user_upload/Gema/geschaeftsberichte/GEMA_Gesch%C3%A4ftsbericht_2019.pdf
https://www.gema.de/fileadmin/user_upload/Gema/geschaeftsberichte/GEMA_Gesch%C3%A4ftsbericht_2019.pdf

