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“HOW'’S FREE? DOES FREE WORK FOR YOU?”
INDUSTRY BATTLES FOR MARKET CONTROL MISS THE CONSUMER’S
“LIBERATION” OF DISTRIBUTION

The communications industry continues to obsess over the latest technology,
competitors’ moves and market-share battles. These obsessions have distracted them
from consumer practices, at least one of which—personal distribution networks—should
get their full attention.

Consumers are using new software and the Internet to develop their own ways of
delivering content to whoever may be interested, and each of their efforts eats away at
either audience or financing of mainstream media. Consumers have developed free-
ad networks, free-call systems, podcasting, freenets, peercasting and even a “Darknet.”

These developments have resulted in several industry effects and actions: Security
as Quaint, Death by a Thousand Cuts, (Price) Tending to Zero, and Zero Plus
Something (at least gets their attention). Overall, distribution channels are proliferating,
and as in any industry with a proliferation of suppliers, price pressures are mounting.
The fact that these latest ““competitors™ (e.g., personal distribution networks) are not
on the industry’s radar screen does not mean that they could be any less impactful down

the road.

The Industry’s Obsessive Focus

At the recent 2005 International Consumer
Electronics Show in Las Vegas, the show’s usual
superstar, hardware, made room for contentand its
delivery. “Thisyear’sevent,” crowed one industry
publication, “was lessabout unveiling the next great
gadget and more about sharing digitized content

among disparate entertainment peripherals.” Oras
Ted Cohen, EMI Music’s senior vice president
explained, “Everything about this show is about
interconnectivity and interoperability.” (Billboard,
1/22/05)

The odd thing about this new market-hot topic
of contentand interconnectivity is that consumers
started down that path yearsago, when the industry
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was aflutter with “convergence” hardware (see
“Consumer Wants Versus Industry Offerings: The
Communications Industry Hits Another Inflection
Point,” IF 2419, 7/24/03).

While the electronics connectivity crowd
regrouped in Las Vegas, contentrepresentatives were
wellintoanother blitzkrieg of legal briefs. The Recording
Industry Associationof America(RIAA) sent85colleges
John Doe subpoenas ordering them to stop students
from using high-speed campus networks to download
copyrighted music. The group then filedanother 717
suitsagainstindividuals. Meanwhile, the MotionPicture
Association of America (MPAA) launched an
“education” campaignto halttherapidly rising practice
of file-sharingmotion pictures. The MPAA saiditwould
soonfile lawsuitsagainstthe mostegregiousillegal file
sharers. Likethe RIAA, the MPAA seescollegesasthe
source of most of their problems, and they started
sending e-mailsto college officers probing what they
knowand putting them onnotice that the industry would
getmoreaggressive inthe monthsahead. (Chronicle of
Higher Education, 1/14/05; Reuters, 6/15/04 and
1/27/05)

While content and interoperability ruled the
glorious desertdays of the Consumer Electronics Show
andwhile representatives of contentturned increasingly

tothe scorched-earth policy of litigation, the practice
that could well affect profitability for many of the
companiesinvolvedintheseeventswassteadily spreading
among consumers: personal distribution networks.

Changes? We’ve Got Changes

Thewholeentertainment industry, from content
providersto distributors to hardware manufacturers,
has become obsessed with the latest technology, the
competition’s latest offering, and battles for market
share. Consequently, they might be excused for
missing something so far removed fromtheir obsession
asindividual distribution networks. Although they
might be excused for reasons of distance, they might
not be excused from the eventual impact of this
seemingly distantdevelopment. Here areafew ofthe
things that keep industry players so distracted.

Faster, Cheaper, More — Netflixand TiVo
announced plans to start a service that delivers films
digitally to the home black box for viewing whenever
it is convenient. Not only are these companies
accelerating delivery, they are lowering prices.
Meanwhile, store-based delivery systemsare countering
the online delivery offer by changing policies to
permit “unlimited” borrowing
rights with “no late fees.”

“The big news around here is that Ned’s gone all digital.”

(Newsweek, 9/13/04; Tech-
living.com, 9/04)
Verizonisconverting its
network to packetswitching. A
single 100-centimeter-by-60-
centimeter packet switch can
handle the same number of lines
as a 10-meter row of digital
circuitswitches. These switches
areenabling Verizonto provide
“optical network terminals”
sending up to four telephone
lines, television service and 30
megabits per second of datainto
homes in Keller (TX), Tampa
(FL) and Huntington Beach
(CA). In 9 states, Verizon is
offering fiber-based Internet

access with speeds up to 30
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megabits per second (digital subscriber lines (DSLS)
move less than 3 megabytes per second). Verizon
hopes to expand the fiber offering to more than
2 million customers by year’s end. (International
Herald Tribune, 2/1/05; Technology Review,
12/04; Builder, 1/05)

SBC Communicationsand BellSouth, as well
as Verizon, plantoaccelerate deployment of fiber to

Sirius, which provides 65 music channelsand 46 sports,
talk and entertainment channels, said it had signed
contracts with Howard Stern and the National Football
League (forall games). (Associated Press, 12/27/04;
Dallas Morning News, 12/15/04)

Spaceway, aprojectwithin DirecTV todeliver
broadband via satellite to the home, has shuttered
operations. In March, EchoStar will offer video-on-
demand to its satellite customers and
thenaddan interactive shoppingchannel,
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ahorseracing channel (complete with
betting), and akaraoke channel. Inthe
second quarter of last year, Comcast
added 549,000 new high-speed-data
customers,anditadded 341,000digital-
cablesubscribers. Cox setanewrecord
for itself by adding 184,000 new high-
speed-data customersinthe sametime
period.

Meanwhile, the U.S. Federal
Communications Commission (FCC)
adopted a rule change that will allow
electrical companies to provide
broadband service through their grids.
Establishing suchaservice would cost
y energy companies roughly $120 per

the home, atechnology that would greatly enhance
their ability to deliver video over telephone lines.
SBCsaidithasalready started testing such systems
inthree unnamed communities. (Multichannel News,
12/24/04; Atlanta Journal & Constitution,
10/23/04)

Industry Horse Races — For the first nine
months of 2004, cable systems lost 300,000 basic
consumers, and direct-broadcast satellite gained 1.45
million customers. (Multichannel News, 11/1/04)

Sirius Satellite Radio said subscriptionstoits
advertisement-free network of broadcasting surpassed
the L millionmark, while competitor XM Satellite Radio
Holdings said its subscription base had passed 3.1
million. XM radio, whichdelivers68 musicchannelsand
33 sports, talk and entertainment channels, announced
thatithad completed broadcasting deals with National
PublicRadioand Major League Baseball (forall games).
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an American power company, is offering broadband
through its electrical grid in Cincinnati for a price
between $30 and $50 per month. (Multichannel
News, 11/1/04 and 1/10/05; Fortune, 11/15/04;
International Herald Tribune, 10/3/04)

New Offerings—Inearly 2004, the FCCruled
that companies providing computer-to-computer
telephone connections can operate under adifferent set
of rules than standard phone companies. So-called
voiceover Internet protocol (\VolP) allows customersto
use their computers with a broadband connection to
access the standard telephone network and reach any
phone in the world, at prices related to Internet bulk
charges. Long-distance service providers(e.g., Sprint,
Verizon, Qwest,and AT&T) haveadded VVolP services
andare partnering with cable companies(e.g., Adelphia,
Cablevision, Comcast, Cox, Charterand Time Warner)
to offer complete phone services to their customers.
Individual customerscanlinkto \VVolP-service providers,
suchasVonage, to lower monthly phonebills from $140
to $25, as one customer, Jagger Kaye, did in Edison
(NJ). “Themostimportant thing,” Kaye noted, “was
price. That’swhatgot my attention, and that’swhat’s
keeping me.” (New York Times, 2/13/04; Multichannel
News, 9/6/04; U.S. News & World Report, 2/2/04)

U.S. wireless providersare finally launching
their much-discussedthird-generation (3G) technology.
Verizon’sVcast, its 3G system, will soon start beaming
segments from programs on the Comedy Channel,
VH1,CMT and Nickelodeonto itswirelesssubscribers.
Inthethird quarter of lastyear, abroadband-to-cellphone
service generated $300 millioninbusiness for Verizon
Wireless, roughly 4.7 percentof itsoverall sales, while
at Sprint, datatransmission capabilitiesdoubled in that
time period, generating 8 percent of that company’s
typical customer bill. (Newsweek, 4/26/04;
Multichannel News, 1/10/05; International Herald
Tribune, 12/13/04)

Wireless local areanetworks (WLANS), such
aswirelessfidelity (Wi-Fi), have expanded the range of
connectionstothe Internet, withcompanieslike Starbucks
and McDonald’sprovidingwireless Internetconnections
for their customers, typically for a fee. But Wi-Fi
facilities canrelay signals only several hundred feet,
necessitatingadditional strategically placed transmitters.
Wi-Max, onthe other hand, beamsasimilarsignalupto
30 miles at a rate of nearly 70 megabits per second,

enablingasingletowertodeliver broadband connections
toentiretowns. Among other conveniences, Wi-Max
leapfrogs “last mile” problemsthat telephone systems
encounterand delivers “big pipe” capacity straighttothe
home. Philadelphiawill soonconstructa Wi-Maxnetwork
that will for a small fee provide broadband access to
everyone in the city. Wi-Max technology should be
readily available by year’send, and Intel isembedding
thetechnology intoitsnew chips. (Popular Mechanics,
12/04)

“At this point maybe we’re just not
ready to commit to a Wi-Fi enabled
Linux-based pasta machine.”

These actions highlight the intense competition
under way, and they explainthe industry’s obsession
with trying to stay ahead of known competitors. One
company discoversanewtechnology and pushesahead,
onlytobe caughtand passed by another competitor with
another newtechnology. Yet, mostare blindtochanges
outside theirimmediate area of concern.

In addition to obsessive searches for new
technology, several segments of the industry are
confronting heretofore unknown competitors. For
instance, the traditional contest between cable and
satellite services for video distribution now hasanew
and formidable competitor in electricity companies.
Also, long-distance and standard telephone services
mustnow compete with Internet-based phone services.
In addition, the ongoing battle between cable and
telephone companies to provide broadband service
mustnow open another frontto combat the deployment
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of Wi-Max by wireless service providers. As if the
cellular phone industry needed another competitor,
Europeondiscountairlines, suchasRyanAirand Virgin,
aretakingtheir businessmodelandapplying ittothe cell-
phone business. Another new arena of competition,
VolP over Wi-Fi—awireless cell-phone protocol that
connects phones to the Internet — could soon put
immense pricing pressure on cell-phone service
providers. (International Herald Tribune, 2/5/05)

Thesearesignificantchangesineachindustry’s
competitive picture, andthey have capturedtheattention
ofindustry players. Forexample, atthe conference of
the Society of Cable Telecommunications Engineers
(SCTE), speakerswarned attendees thatregional Bells
areadvancing fromthe rear with fiber opticsand new
interactive-televisiontechnology. One speaker spoke
of the advances in Wi-Max and why that could pry
customers loose from cable attachments. “The shiftto
personal broadband is what’s next,” intoned another
speaker. (Cable Digital News, 2/1/05)

“Next” istheindustry’s perspective. “Already
happening” isfromthe consumer’s perspective. Allthe
industry concern expressed at the SCTE conference
andall the intriguing devices featured at the Consumer
Electronics Show still miss what is happening at the
consumer level. The long-term change that has the
potential to have the largestindustry impact is taking
placeaway fromtheattentionof MPAA lawyers, SCTE
engineersand mostindustry executives. Whatwe have
called the New Industrial Revolution, inwhich power
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has first migrated from the producer to the distributor
andeventually fromthe distributor to the consumer, has
granted tremendous leverage totheend user. Based on
recent observations, the end user is exploiting that
leverageindistributiontechnologies.

Open-Source Distribution

Whiletheindustry fretsover new competitionand
triesto deploy the latest intechnology, more and more
consumersare entertaining themselves by becoming
their own distribution networks. Technologies have
appeared to assist them in their quest, and they seem
quite comfortable developingalternative networks that
can distribute content, whether that content is
conversations, essays, music, radio or television
programs, software, games or classified ads. Acloser
look at the range of examples — listed here from the
simplest to the most complex — might clarify how
advancedthesealternative networksare.

Free-Ad Network—The Internetsite Craigslist
enables users to publish classified ads for free. Avid
followers posteverything fromapartmentlistingsto job
searches, and others searchthe sites for the availability
ofthose items. A local assessment determinedthatthe
site, which started in San Francisco 10 years ago, is
costing newspapersinthe Bay Areaalone between $50
and $65 million annually in lost revenue from
employmentadsalone. Thenetwork of local listingshas
spread across the U.S. and has now reached Europe,
withsitesin LondonandParis. Newsiteshave appeared
in Amsterdam, Dublin, S&o Paolo and Bangalore.
(International Herald Tribune, 1/17/05)

Free-Call System—VolPallowsindividualsto
make telephone calls viathe Internet. Skype software
enables them to make those calls for free. Skype
Technologies makesthe softwareavailableatnocharge
on the Internet, and with just a computer and a
microphone, userscancall other Skype usersworldwide
fornothing. Ifthe user feelsespecially wealthy, he orshe
canuse SkypeOutsoftware to call any phone (landline,
wireless or computer) in the world for 2 cents per
minute. According to Skype, 10 millionusersin212
countries have availed themselves of the system, with
600,000 ofthemusing itatany given moment. (Business
Week, 11/8/04; New York Times, 9/5/04)
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Podcasting — Personal logs published on the
Internet (called Web logs or blogs) have created an
opportunity for would-be journalists to publish their
thoughts for free. Now ipodder.net and podcast.net
offer free software for would-be radio broadcasters to
beam programming over the Internet. So-called
podcasting, whichisessentiallyanaudioweb log, gives
the amateur programmer the tools to download
programming fromthe Internet (e.g., National Public
Radio’s“This American Life” isavailablefor podcasting,
as are BBC programs), or upload music, speeches,
poemsoranything else the individual podcaster wishes
towrite, read, performor play. Podcasters intentionally
appeal to niche or unique categories of listeners, filling
the Internet with an endless array of programming
choices, each of which may potentially distract the
listener from a mainstream feed. (Christian Science
Monitor, 12/10/04)

Freenets — Strategically deploying Wi-Fi
technology, individuals can share their DSL or other
broadband connection with an entire neighborhood.
Theprocessissimple: Wireslinkany single broadband
feedto rooftop Wi-Fitransmitters, which sendasignal
across space to receivers on neighboring buildings.
There, transmittersgrabthe signal and launchalocal Wi-
Finetworkforthatbuilding. Thesystemcanhandle200
individual usersatonce, andentire neighborhoods can
share Internet access, all virtually free. The entire
Golden Hill neighborhood in San Diego uses such a
network. A group of enterprising youth in New York
Cityestablisheda“guerrillanetwork,” takingtheoriginal
signal fromone cable modemandspreadingitthroughout
their apartmentbuilding. “It makes perfecteconomic

“Tonight on the Crime Station we present the top ten
crimes of the year, as selected by you, the viewers.”

sense,” said one user. Recently, local governments
have launched free-access Wi-Fi networksin places
like airports (e.g., Raleigh-Durham, Las Vegas).
(Newark Star-Ledger, 9/20/04; International
Herald Tribune, 9/1/04 and 1/10/05; Information
Week, 1/10/05)

Peercasting — BitTorrent is one of the most
popular peer-to-peer (P2P) networks ever. More than
20 million people have downloaded the software, and
accordingto CacheLogic, an Internet-traffic-analysis
company, fully one-third of all data sent across the
InternettravelsviaBitTorrent. The software’sappeal
comes from its speed. It solves the problem of other
P2P networks: offering fast downloads countered by
slowuploads. All P2P interactivity slowstothe speed
oftheslowestupload, thereby diminishing the usefulness
of fastdownloading capabilities. BitTorrentbreaksafile
intodiscrete packagesand disperses themseparately to
many differentcomputers. Thus, whenaskedto produce
aparticular file, it uploads the necessary pieces from
many differentcomputersatonceand reassemblesthem
inthe destination computer, thereby matchinginupload
speeds the high-volume pace of downloads. First
introducedin2002, BitTorrentoriginally served software
codewriterswhowanted to share large Linux programs
online. Itsoon migrated to the game companies, who
needed a great deal of volume and speed to exchange
code-heavy games. BitTorrenteventually founditsway
todownloaders of moviesand music, thereby enabling
what has become next-generation broadcasting.

Essentially, BitTorrentturnsthe Internetintoa
huge TiVo that enables individual users to capture
specificpiecesof movies, songsor programsand reshape
them as they see fit. Then these would-be consumer
broadcasterscan “stream” (transmitting in real time) that
reworked or personalized programonthe Internet, asif
they were professionals. The “peer” part of the
broadcasting resultswhen many differentusers linked by
BitTorrentallow their computers to house some small
piece ofalargerwhole, whetherthatwhole isamovieor
asong. Thegreater the number of peers participating in
the peercasting system, the faster the sharing takes place
because the more computers BitTorrent canaccess to
upload a piece of the whole, the quicker the access,
assembly and eventual download cantake place. When
Jon Stewart, the television comedian and host of the
Comedy Channel’s “The Daily Show,” appeared on
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CNN’s “Crossfire” and essentially called the hosts
“hacks,” delighted BitTorrent fansgrabbed the program
piece offaTiVoand, using the new software, beamed
the segment over the Internetto roughly 4,000 servers.
Withinafewdays, Internetviewerswho had downloaded
the “Crossfire” segmentexceeded the number of viewers
who watched the original CNN broadcast (2.3 million
viewersonthe Internetto 867,000 viewerson cable).
(Wired, 1/05)

“That thing you just said - I'd like to option it for a movie.”

Asindividualsuse capabilitiessuchas Apple’s
iMovie and other production systems, these peercasting
systemswill have more and more contentto putthrough
their systems, and like podcasting, each line of
communication takes another set of eyes away from
mainstream media. The software and any resulting
peercaster’sprogramare free.

Darknet—Theso-called “Darknet” has several
layersofactivity: insiders, whoaccessanoriginal file;
release groups or packagers, who ready the file for
distribution; topsites, which dispersefilestomanydifferent
computers; user pyramids, which massively reproduce
anddistribute the film; and P2P networks, which make
the final version widely available. Thisunderground
systemof movie, software, game, musicandtelevision
programdistribution moves millions of fileseach day.
Estimates among Internet watchers suggest that the
Darknet “distributes” more than 500,000 moviesevery
day. That makes it the largest “broadcast” system
inexistence, fairly surprising since most people donot
know itexists, areality that pleases most of those who
douseit.

What happenedto “The Hulk” canexplain how
the Darknet works. Universal Pictures delivered a
workprintofthe filmtoits New York publicist,and an
insider senta copy to a group called SMF, whichisa
piracy “release group” assigned to package movies for
distribution to the underground network. SMF
compressedthe film from 9 gigabytes, whichistoo large
forrapid online distribution, to 700 megabytes, which
fits on a single compact disc. SMF passed the
compressed versiontoatopsite—one of many connected
to the SMF release group. Within an hour, word had
spreadthat “The Hulk” had reached atopsite, and from
there, widespread copying started, withthose associated
with the topsite reproducing and dispersing files. Once
the network had dispersed pieces of “The Hulk” across
the vast array of connected computers, the topsite
opened access to the files for the “dumps,” the peak of
apyramid of copiersandtransmitters. The dumps, with
their huge networks of userswho copy and transmit, sent
“TheHulk” filestumbling downapyramid of copiersand
transmitters, picking up speed and spreading as itwent.
Within 24 hours, the single version of the filmthat landed
onSMF’scomputer had become 50,000 copies. Within
72 hours, the film had landed in several P2P networks,
and several hundred thousand copies had become
available to students in colleges — and to anyone
anywhere. (Wired, 1/05)




The New Reality and Some
Implications

InNovember of lastyear, Bram Cohen, the mild-
mannered creator of BitTorrent, spoke ataconference
sponsored by the music industry’s trade magazine
Billboard. Hetoldasessiononfile-sharing thatthe cost
of bandwidth isgoing to zero and that the size of hard
drivesisreachingsuchvolumethatanentire library can
be stored on asingle hard drive. What struck Cohen
was how unprepared the industry leaders were to hear
what he had to say. “Content people,” he noted,
includingmovie industry leaders, “havenoclue. Imean,
noclue.” (Wired, 1/05)

The same can probably be said of distributors.
Many industry membersstill see their primary concerns
revolvingaroundalready identified competitors, rather
than recognizing a larger reality of unanticipated
competitorsrisingaroundthem, including free consumer-
based distributionsystemsthat can eataway atmarkets.
The following effects and actions offer a “clue” as to
whatisactually taking place.

Security as Quaint—Hollywood has recently
touted a new encryption system, renewable security
(akaself-protecting digital content), thatchanges codes
witheachmovie andstays “one stepahead” of hackers
by communicating with adigital videodisplay (DVD)
player before loading and playing the DVD. (Forbes,
1/31/05)

The massive Darknet system has few hackers, if
any. Nearly all of the system’s supply comes from
insiders—studioworkers, projectionists, disc-stamping
plantworkers and others inthe industry’s enterprise.
Darknet has “release groups” — those looking to
secure clean copies—for movies, music, video games,
software andtelevision programming. Security forall of
these, especially giventhe system’sundergroundsources,
may befutile.

Death by a Thousand Cuts — Enough small
wounds to a company’s market can cause serious
financial troubles. The small but growing number of
alternativedistributionsystems could provide justsuch
torture. Not only are the podcasters, bloggers and
peercastersthemselves notwatchingorusing mainstream
media, theyarealso luring othersaway from mainstream
media. Given the leverage and the expanse of the
Internet, these alternative distribution systemsrepresent
serious alternatives, not because of their individual,
minuscule numbersbutbecause oftheiraggregate impact.

(Price) Tending to Zero — Newspaper
subscriptionsare declining, revenues fromsubscription
adsare dwindlingand new Internet-based competitors
are fasterand cheaper. Microsofthasreluctantly hadto
recognize the growing popularity of Firefox, afree Web
browser that now has 17 million users. The whole
mindsetbehind the appeal of Linux—that Internet use
and computing systems should be free and everyone
should be involved - is spreading to more and more

distributionchannels. “Metro”

newspapers, recently offeredin
several cities, have followedthat
price trend line forward and
providetheirsmaller, brieferand
user-friendly newspapers for
free. Suchagiveaway marketing
plan putsinordinate pressure on
thedistributortofindfundingfrom
sourcesotherthanendusers, but
it is, nonetheless, a signal that
some competitors have sensed
whatishappeningandaretrying
to respond. (Dallas Morning
News, 11/2/04; Newsweek,
1/24/05; International Herald
Tribune, 1/13/05; Media
Outlook, 9/27/04)
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Soquickly hasthe free tabloid market developed
that venerable old-culture newspaperssuch as The
Washington Post and Chicago Tribune have
launched their own versions. The New York Times
recently bought49 percent of the Boston Metro, afree
paper that was eating away at the market share of The
Boston Globe, whichthe New York paper owns. The
Washington Examiner, afree newspaper that plansto
compete directly with The Washington Post, has started
appearing in driveways and mailboxes of 260,000
metropolitan households. Typically, free papers are
given away at subway or bus stops, but the direct-to-
home model threatens the last advantage held by
traditional subscription-based journals. Ifthisdirect
assault on mainstream media works, the Examiner’s
owner, Philip Anschutz, planstoreplicate itinas many
as68 metropolitanareas. (Christian Science Monitor,
2/3/05)

Zero Plus Something — Sony BMG recently
broke with its industry and inked a joint venture a
Grokster, the file-sharing network that has wreaked
havoconthemusicbusiness, toallowfree musicsampling
with paid downloads. The venture, called Mashboxx,
willallowfilesearcherstodownload authorized sections
of songs for sampling or whole copies of specific
versions, whichmightinclude anadvertisementat the
end. (Dallas Morning News, 10/30/04)

Working with file sharers still sounds wrong to
many content providers. So they might consider

rethinking how they approach pricing. Forexample, the
music industry has learned that the proper price fora
song—say, 99 centsfromiTunes—canresultinahuge
upswinginsales. Together, Apple’siTunesand Sony’s
Connectdownloaded more than 200 milliontracksin
Europeandthe U.S. lastyear, aten fold increase over
2003. Thus,companieswhorethink pricingmightslow
the pace of the pricing spiral to zero. (International
Herald Tribune, 1/20/05)

Theoverridingimplications of these phenomena
are: First,advertisers have leverage, evenasthe power
andreachofmass mediacontinuetoshrink. Nonetheless,
withaproliferation of outlets seeking toattractsponsors,
pricing pivots in the advertiser’s favor. Second,
expanding distribution channels, no matter how small
eachoneis, putmore pressure onmainstreamdistributors.
Notonly dothey have unanticipated competitors, they
have value-sensitive advertisers who wantto pay less.
Theywill need to devise effective strategiesto resolve
the twin pressures or find themselves inasituation of
steadily shrinkingmargins.

Everybody’s Doin’ It

The proliferation of distribution channels has
reached advertising itself. Charter Communications
launchediWantMore! Thischannelwill offerlong-form
advertising 24 hours per day for video-on-demand
customers. Meanwhile, Cox Communciations started

FreeZone, another video-

“It's an experimental medicine. We're trying some at $14 and some at $49.”

on-demand platform for
extended-length
advertisements. Usingads
from Coca-Cola, BMV,
Volvo and Best Buy,
FreeZone’s test in San
Diego proved successful,
and Cox will expand
coverage to more of its
markets this year.
(Multichannel News,
1/24/05)
Eventhoughtheseare
mainstream companies
offering lineextensionsfor
advertisers, the message
should come back tothem:
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Distributionchannelsare proliferating, thereby dissipating
the value of existing business propositions. More
important, that proliferation now extendsto individual
consumers, who are becoming broadcasters using the
Internet for distribution. Whenthis small butgrowing
free network of broadcasters reaches publicawareness,
mainstream distributors are going to have trouble

sustainingtheir currentbusinessmodel. Theindustry’s
recentspate of mergers and acquisitions suggests the
business model already has problems. Overall,
distributors may need to think about the consequences
of industry changes now and consider revising their
model. Because ifthe questionbecomes “How’s free?”
theanswer will be obvious.

“I’m going to put you on hold until I think of
a good excuse to hang up.”




