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I didn’t pay anything to download Radiohead’s “In Rainbows” last Wednesday. When the checkout page on the band’s Web site allowed me to type in whatever price I wanted, I put 0.00, the lowest I could go. My economist friends say this makes me a rational being. 

Apparently not everybody is this lucid, at least not in matters related to their favorite British rock band. After Radiohead announced it would allow fans to download its album for whatever price they chose, about a third of the first million or so downloads paid nothing, according to a British survey. But many paid more than $20. The average price was about $8. That is, people paid for something they could get for free.

This phenomenon is not new. It’s called tipping. We do it when we go to the restaurant or the barber, or when we ride in a taxi. Though one could argue there are real tangible reasons for this payment — like not losing an ear the next time we get a haircut — the practice of paying more money than we are legally bound to do is still mystifying in an economic sense. For instance, why tip a cabdriver you will probably never see again?

“Since we economists don’t understand tipping, we can’t really say whether this new scheme will work,” Greg Mankiw, a Harvard professor of economics, said in an entry on his blog. He is not the only economist who is fascinated by the phenomenon. His Harvard colleague, Dani Rodrik, asked his blog readers, “Has Radiohead gone bonkers?” He concluded, “Not at all.” Radiohead will make money. But those who are paying for the download may truly be nuts.

One could argue that rationality isn’t everything. Radiohead fans might just be altruistic beings who out of the goodness of their hearts would like to give some money to a spectacularly successful and probably stinking rich rock band. But somehow, that doesn’t work as an explanation.

Or does it? Some economists suspect that what is going on is that people get a kick from the act of giving the band money for the album rather than taking it for free. It could take many forms, like pleasure at being able to bypass the record labels, which many see as only slightly worse than the military-industrial complex. It could come from the notion that the $8 helps keep Radiohead in business. Or it could make fans feel that they are helping create a new art form — or a new economy. People who study philanthropy call it the “warm glow” that comes from doing something that we, and others, believe to be good.

Mr. Rodrik tested some of this with an experiment of his own. He offered his blog readers the opportunity to get a copy of his new book on globalization and economic growth for whatever price they wanted to pay, and said proceeds would go to the charity Save the Children. 

The response suggested that “warm glow” is in demand. A third of the people offered nothing. But the average bid was $21, and he received bids for as much as $145, more than four times the list price. The most interesting part was to hear bidders explain themselves. Those who bid little felt it necessary to provide a reason, like being a poor student. But those who bid high justified it too: many said they liked saving children. 

This is all good news for Radiohead, which has boosted its indie credibility, while all the attention might actually boost its revenues. The band also offered online a package of two CDs, two vinyl records and a booklet for about $80, and it plans to release “In Rainbows” as a single CD in January for fans who would rather hear the music with a better resolution than the medium-quality MP3 file available for download.

It is also potentially comforting news for the recording business. The industry has been struggling to find a business plan that will work in an online market in which — despite billions invested in antipiracy measures — fans can pretty much get their music for free if they want to.

Today, music lovers are left but two options: pay list price for an album, or perform what a fan might call a free download and a record company would call theft. Radiohead’s experiment suggests a third way out: let fans pay what they want and give them lots of touchy-feely reasons to want to give as much money as they can.
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IT’S ALL IN THE REMIX Madonna has reportedly agreed to a 10-year, $100 million-plus contract with Live Nation, the concert promoter, that would end her long relationship with Warner Music. But she would not be the only one signing on with Live Nation for a lot more money.

http://www.nytimes.com/2007/10/11/business/media/11madonna.html

Madonna Nears Deal to Leave Record Label 
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LOS ANGELES, Oct. 10 — Madonna is about to become the latest music superstar to defy the music industry’s traditional structure by exiting her longtime record label, Warner Brothers Records, for a lucrative deal that relies heavily on her longevity as a live-concert attraction. 
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Madonna is said to be close to a $100 million deal to leave Warner Music for the concert giant Live Nation. 

Madonna is nearing an agreement with Live Nation, the concert promoter, that would pay her more than $100 million in exchange for three albums and the exclusive rights to promote her concerts and to market her merchandise in a wide-ranging partnership, according to people briefed on the talks. 

The deal, which includes cash and stock, would pay her about half the total upfront, said these people, who requested anonymity because the agreement had not been completed. 

The deal, which was first reported yesterday on The Wall Street Journal’s Web site, is the latest example of how tough times for record labels and concert promoters have set off a free-for-all over the rights to the various revenue streams created when a musician becomes a star. Instead of sharing in only one piece of the income — say, CD sales — companies are angling to share in all of an artist’s business lines, like publishing, merchandise sales and endorsement fees. 

It also comes as the major record companies are reeling from the loss of historically reliable brand-name acts. Word of Madonna’s likely exit from Warner Brothers, a unit of the publicly held Warner Music Group, came the same day that one of rock’s biggest free agent acts, the acclaimed British band Radiohead, started delivering digital copies of its new album directly to fans, in a big break with industry convention. Another influential free agent band, the Eagles, is selling its new album directly to Wal-Mart Stores. 

Madonna’s move particularly underscores the determination of Live Nation to encompass a wider swath of the music business. The publicly held company, based in Beverly Hills, Calif., made an earlier foray into so-called all-rights or 360 deals with artists when it made a small investment to share in the earnings of Korn, the hard-rock act. 

But it is making a much bigger leap — and taking a bigger risk — with Madonna, who turns 50 next year, and who, the company expects, will continue her live-concert success for years to come. Madonna’s “Confessions” tour last year ranked as the highest-grossing tour ever by a female artist, according to Billboard magazine. The tour generated roughly $195 million from 60 shows and drew more than 1.2 million fans. 

Her last album, “Confessions on a Dance Floor,” sold an estimated 1.6 million copies in the United States.

It is not clear how many copies Live Nation expects her future albums to sell, but it may be some time before the company has a chance to release Madonna’s music. Madonna owes one more studio album to Warner under her contract there; that album is expected to be released next year.

Warner also owns the rights to Madonna’s catalog of earlier recordings. Under the deal with Live Nation, according to people briefed on the arrangement, ownership of her new recordings would eventually revert to her. 

Representatives for Live Nation and Warner Music declined to comment. Madonna’s manager, Guy Oseary, could not be reached for comment. 

