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Abstract 
The music industry is in turmoil. As physical sales are failing, digital sales 
are increasing rapidly. As a result, traditional business models in the 
recording industry are rendered insufficient and even obsolete. At large, the 
industry is spending money and effort on trying to control and limit the 
current development, but it is getting increasingly obvious that the future of 
music is digital. The main subject to this study, is to take an unbiased look 
on new and alternative business models that take advantage of the digital 
revolution. The underlying question is what can be done to exploit the 
developing situation – and is it at all possible to make a living as any kind of 
record company in the future music industry? 

There is precious little research done in regard to the digitalisation of music, 
but traditional theories as well as experiences from other industries do 
apply. The Business Model framework allows for a combined strategic 
perspective (of both RBV and positioning effects and activities) to be 
broken down in practical solutions. In this report, it is used to both analyse 
existing models and propose new ones. It is clear that the recording industry 
is a victim to its own traditions, that previous investments have them 
collectively rooted. However, by applying traditional strategic thinking and 
taking creative use of new technologies, new business models could be 
identified and old ones adapted. 

Strategic and management theory is combined with a small survey to supply 
the foundation of the study. In all, it is mainly a work of creative thinking 
and strategic business development. The survey is used primarily as a 
backup to support conclusions based on articles, and although small it 
successfully describes the feelings of more than 85% of the recording 
industry in Sweden. It draws a picture of a business in change, where the 
actors do understand that digital music is a necessity, although the actual 
activities still revolve around the traditional, physical market. 

As facts and theories are applied, new business ideas are proposed. Various 
payment solutions are explored; PPU, subscriptions and indirect financing. 
There are a multitude of ways to do business in the digital domain, a few are 
studied in this thesis: Concepts such as access providing, mobile content, 
content indexing and artist development are explained and analysed. It must 
be concluded, that even though the future of the traditional record company 
business model is far from bright, there are several openings available to the 
conventional companies. Ways to exploit existing skills and advantages, yet 
adapting them for an altogether new playing field. The future of the music 
industry might look very different from the past, but everything points to a 
strong future where new, ambitious and creative actors have the opportunity 
to claim strong, defendable positions with revenues resembling or even 
surpassing those of the current industry. 
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1 Introduction 

1.1 Background 
In the last few years, the record industry has been going through a major 
upheaval. The sales of CDs have been rapidly falling and revenues are at a 
record low. This comes right in the wake of an all time high in the eighties 
and nineties, when the industry produced and marketed more artists and 
albums than ever before. 

Most business representatives will tell you of a crisis, of the collapse of the 
industry at large. They will point at wide spread digital piracy and the 
internet as the culprit, explaining that the advent of the global, digital 
domain has destroyed the music market. More often than not, they will 
argue that the crisis in all is the result of consumers migrating to illegal 
alternatives, that the industry has to fight for its survival by identifying 
copyright violators and drag them to court; subsequently they will speak of 
inadequate legal systems, outdated copyright law and a government and 
public that does not appreciate the severity of the problem. 

The view of the industry is that this crisis is the result of unnatural and 
illegal activities, outside the business field. As such, it should be countered 
and opposed, the technologies used for illegal means forbidden and the 
market reclaimed through legislation. However, it might be argued that the 
crisis is nothing more than a natural step in the evolution of the market. In a 
report from 2006, Johan Åman and Peter Arvidsson studied Swedish media 
to see if they agreed with the industry on the supposed crisis and its reasons. 
The answer was not obvious, as it seemed the newspapers they studied 
wavered on the subject. They did agree that piracy most probably is an issue 
– but hardly the sole reason for the lacking results1. The results of the 
authors indicate that although the decrease in physical CD sales does point 
towards a crisis – the explosion of sales in the digital domain suggests that 
this situation may not be entirely due to the activities of copyright pirates, 
but possibly a natural development for a business built around a physical 
media where none is actually needed. 

Filesharing and digital downloading is a given problem in a community 
where internet penetration and attention time is higher than that of 
television. If you spend your life online, pretty much everything you can do 
online will be done online. In fact, most youths have probably downloaded 
copyrighted material at one time or another. It is such a common occurrence 
that if you actually managed to enforce the law banning it, the legal system 
would most probably falter under the sheer volume of cases. The music 
industry handles this by identifying, investigating and prosecuting pilot 
cases – cases where the crime has been especially noteworthy; on a very 
large scale. Unfortunately, they have had little practical success so far as the 

                                                 
1 Johan Åman & Peter Arvidsson (2006), Skivindustrin i Utveckling – Dagens Nyheters syn 
på skivindustrin i utveckling, p 8. 
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courts are struggling to get to grips with new laws and new types of crime. 
More important, the secondary effect on the community – the much wished 
for deterrent effect – has been absent. On the contrary, the quest of an 
industry to bring down single individuals, and usually shy youths at that, for 
doing something most everyone else has done as well, has bought a lot of 
bad will. 

So, what is happening? Well, there is still an obvious demand of music; 
there is music being played more or less constantly in most common private 
homes, common premises and even outdoors. Radio, TV, other streaming 
media and portable music devices are everywhere. People are not tired of 
music. And where there is demand, there is always room for a business of 
suppliers. Unfortunately, the current businessmen in this particular industry 
are victims of their traditional business models. 

Bring your examination of people around you down to detail. Their 
headphones are no longer connected to CD players, but rather to tiny 
devices that holds loads of more songs than any 74 minute red book CD 
ever did. More often than not, this little digital device will moonlight as a 
phone or a camera as well. It will combine functions, provide flexibility and 
save its bearer from packing three, four or more of different kinds of devices 
– not to mention the freedom from carrying a back pack containing the 
actual media (in the case, for example, of the portable CD or MiniDisc 
player). 

And this is what it boils down to; the industry thinks of itself as the 
suppliers of CDs rather than as the suppliers of lifestyle. Unfortunately, this 
does not really mix, as while there is still a demand for music (especially as 
part of a larger context), there is very little demand for CDs. In the 
meantime the consumers have turned to the supply available to them, 
channels that more often than not are illegal. They have learned that getting 
hold of music and movies can be both easy and free of charge. As the 
industry is slowly awakening, the task of winning the consumers back will 
be even more difficult. The legal means are proving lacking and the answers 
must be found elsewhere; in new, innovative and better business. If the 
record companies are to survive, they must start looking at the file sharing 
community as a competitor and on the digitalisation of music as a 
possibility rather than as a threat. 

In all, traditional methods of business are proving outdated and lacking. 
There is a necessity to critically review existing structures and properly 
identify what are viable solutions in the future – what is sustainable and 
what needs to change? The traditional recording industry is caught in the 
grip of prior investments and traditional business conventions. In order to 
find a solution, time and energy must be spent on establishing new 
footholds, compatible with the future market. 
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1.2 Problem Discussion 
The problem then, is to consider the digitalisation as a set of opportunities – 
and from that derive your business plan. Whether or not the decrease in CD 
sales is due to illegal internet piracy, the natural decline of an outdated 
media or due to something else, the development is still a fact. Perhaps the 
CD will survive as a product and even continue to serve as a main revenue 
base, but it must be obvious that a major part of the market is now getting 
their music in other ways. The industry is trying to tag along by applying 
internet technology of their own, but more often than not it is a secondary 
channel and more energy is devoted to fighting the change than embracing 
it. 

The industry needs to redefine itself; to examine its benefits and strengths 
and find ways of capitalizing on them in a future business climate that is not 
just the digital sale of music, but the conceptuation and marketing of 
lifestyle and entertainment – and to do so both mobile and globally at that. 

The internet can continue to serve as the great antagonist, but that will 
render all activities on behalf of the legal community passive reactions. 
Rather than assuming a proactive stance where the medium is utilised and 
exploited, the industry will be forced to react as illegal and extra-market 
forces develop new technologies and open up new distribution channels. 
Further more, they will be considered conservative and destructive as they 
fight to presume what is on the cost of what could be; new and flexible, 
albeit illegal, solutions – thus risk alienating their consumers and the public 
alike. 

It is high time for the industry to review and question itself, to apply 
traditional theories and find new ways of doing business. There need to be 
collective awareness of the demands posed by a digital environment and an 
understanding for the impact of such developments on the individual 
business idea and position in the market. It is vital for the recording industry 
to embrace and adapt to the coming changes and to do so, one must 
understand the fundamental importance of strategic choices and the 
advantages and disadvantages of different business solutions. 

The industry needs to come together, to discuss the situation with open eyes 
and find ways of not only pushing for legal action or do traditional business 
through a new channel, but to think outside the box and identify new 
markets and business models. The legal community can never successfully 
compete with the illegal alternatives on availability or price, but needs to 
find points of interest where they can excel – business models that are 
compatible with the digital music market of tomorrow and which allows for 
the industry to capitalise on existing, unique strengths and abilities. 

1.2.1 Purpose and Questions 
The focus of this study is to take a strategic and unbiased look at the 
traditional music industry and the impact of the issues it is currently facing. 
To learn from other businesses in the digital domain and to explore ways of 
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applying their experience in practical solutions for commercial marketing of 
music on-line, and to find ways of developing, extending and transforming 
existing business models into something applicable to the modern and future 
music market. 

The focus can be summarized in two questions: 

• In what ways can / should the typical business models of the music 
industry be developed and / or converted to meet the demands of an 
increasingly digitally oriented community? 

• Is it possible to create, maintain and survive on a business focused 
on digital music? 

1.3 Delimitations 
This is a work of strategy and creative thinking. Although all assumptions 
and conclusions are based on literature, articles, statistics and interviews, it 
is utterly a work of simulation and intellectual performance. None of the 
suggested business ideas have been tried in reality by the author and it is not 
my intention to suggest that these models are the only viable ones, nor that 
the truth in this report is the only truth. I try to show several ways of doing 
business that should be compatible with the rising demands – not to identify 
and describe every way there is. 

Further more, this report is not filed as a work of economics, but rather as a 
study by someone with insight in the industry yet the distance to think and 
act unbiased and to think outside the box. 

The focus of the study is the record industry and record companies. As such, 
the effect of digitalisation on music production, recording and other 
secondary parts of the industry and / or the creative processes, come in 
second hand. Although they are mentioned, in their roles as contributors and 
affecters of the overall business models of the record companies, the 
opportunities and hazards particular to them are not a main issue subject of 
this report. 

Likewise, the impact on copyright legislation, the role of collecting agencies 
and the like, are only mentioned as to their direct relevance to the future 
business models of the record companies. 

1.4 Disposition 
The report consists of four major parts; 

• Management Perspectives and The Recording Industry - which 
collects the literary resources used as the fundament for analysis, 
discussion and conclusions. 
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• Methodology - which describes how the study has been performed, 
how the literature has been used and how the survey has been 
created and implemented. 

• Results - which introduces the industry's reaction and answers to a 
basic survey regarding their views on the subject at hand. 

• Discussion - which allows for me, the author, to analyze, 
hypothesize, discuss and draw conclusions based on the previous 
chapters. 

The most significant parts are the discussion and the theory chapters. In 
between themselves, they should supply a descriptive and fairly detailed 
picture of modern day strategy and how it could be applied to the music 
industry in its hour of change. 

Finally, there is an Appendix, which consists of the survey (in both a 
translated English version and in its original Swedish form), a brief 
explanation of expressions and concepts and simple but fairly accurate map 
to explain how the music industry is put together. 
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2 Management Perspectives 

2.1 Strategy 
The art of business strategy is the art of understanding and remembering the 
Bigger Picture – the fundamentals of what it is that makes you different 
from your competitors. Strategy is about conducting business through a 
different set of activities, or in different ways, than the competition – where 
as Operational Effectiveness (OE) is about performing basically the same 
activities – but doing it better2. Porter shows that although OE is essential to 
conduct effective and expansive business, the tendency to focus on OE at 
the expense of strategy is a foolish one. As a branch suffers from OE 
focused competition, differentials will merge. Competitors will benchmark 
and copy each other in such ways that their ability to stay ahead of the game 
and be the most effective will deteriorate. In the quest of achieving more 
effective ways of conducting business, the companies will actually copy 
each other to such an extent that their relative differences will become 
muddled. Ultimately, they risk falling to competitive convergence, where 
they will be utterly at the mercy of the customers as their only way of 
differentiating themselves is by fighting for the lowest costs and the best 
prices3. 

In fact, if you choose to compete on OE alone, your only point of 
competition will be through price. If you choose a strategic position, on the 
other hand, you will be conducting business in ways different than those of 
your competitors. A strategy will force you to commit to trade-offs; choices 
that exclude each other. These are hard choices, but they represent the core 
of a company’s competitive edge. The sustainability of its relative position 
is based on what trade-offs that position requires; the greater the trade-off, 
the more difficult to copy its concept. A high level of trade-offs will rise 
entry costs and secure the position against copying and benchmarking4. 

Porter makes his case for combining a strategic awareness and positioning 
with creative OE considerations. Where OE is about achieving maximum 
effectiveness in individual activities, strategy is about determining the 
correct set of activities. By forming a unique set of activities, you practically 
guarantee your advantage. The strength of your position rests not on how 
well an individual activity is performed, but rather how well they all fit 
together5. 

Porter also recognizes the need to reconnect with your strategy – to develop 
it, when needed, but to stay true to it. Too many companies fear choosing in 
trade-offs and thus risk devaluating their strategy, or in the wish to expand 
and grow, sacrifice choices and focus to win a larger span and greater 
revenue. Porter suggests a living and aware scrutiny of ones strategy; to 
                                                 
2 Michael Porter (1996), What is Strategy?, p 62. 
3 Ibid, pp 63-64. 
4 Ibid, p 68. 
5 Ibid, p 70. 
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reexamine the original vision of the company in the light of current business 
and focus. He suggests that by comparing what you intended to do with 
what you are doing (or rather what it is that you are doing especially well) 
you will discover the validity of your strategy6. 

2.1.1 RBV 
Another useful tool to evaluate a company’s strategic advantages, and 
something of the second major strategy theory, is Resource-Based View 
(RBV). The idea is that the fundamental competitive advantages of a 
business lie in its ability to exploit whatever specific and unique resources it 
has at its disposal7. According to RBV, the resources must be both similar 
and not too mobile in order for the advantage to be sustainable; this 
corresponds to the resources not being easily imitable or easy to substitute8. 

According to RBV, the key resources available to a company should be 
evaluated according to VRIN9: 

• Valuable – The resources must enable a value-creating strategy in 
such a way that it allows for the company to outperform competitors 
or reduce its own weaknesses. At the same time, the transaction 
costs relevant to a specific resource must be lower than whatever 
future rents that might be gained from it. 

• Rare – In order to be valuable, to add to the company’s uniqueness 
and strategic advantage, a resource must be rare and hard to obtain. 

• Imperfectly imitable – Basically, a resource should not be easily 
copied to its full extent. Complex constructions will serve to make 
benchmarking and duplicating difficult or even impossible. In order 
to serve a strategic benefit, copying a specific resource exactly 
should not be possible. 

• Non-substitutable – It is equally important that the individual 
resource is not easily substitutable: If it is valuable, rare and 
imperfectly imitable, it might still be substitutable for another 
resource. If so, the above criteria are rendered obsolete – hence the 
resource must answer to all these demands, but also be non-
substitutable; unique in its ability. 

Resources are defined to “(…) include all assets, capabilities, organizational 
processes, firm attributes, information, knowledge, et cetera controlled by a 
firm that enable the firm to conceive of and implement strategies that 
improve its efficiency and effectiveness”10. 

                                                 
6 Ibid, p 76. 
7 Birger Wernerfeldt (1984), The Resource-Based View of the Firm, p 172. 
8 Jay Barney (1991), Firm Resources and Sustained Competitive Advantage, pp 105-106. 
9 Ibid, pp 99-111. 
10 Ibid, p 101. 
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It is not enough that a single, or even a few, resources respond to some of 
the criteria according to VRIN; to provide sustainable strategic advantage, 
each of the four criteria must be fulfilled and be so for most of the 
company’s core resources11. 

2.2 Strategy and Digital Commerce 
In later articles, Porter re-enforces his strategic theories relative the internet 
community. He proposes that rather than reforming your whole strategy to 
take ultimate use of the internet, you should try to adapt your existing 
strategic position towards the internet. If a certain strategic position made 
sense prior to the internet and has served the company well, then there is no 
reason to violate it – but rather to interpret it and strengthen it by taking 
advantage of internet based technology in a way that is confirmative with 
the overall strategy12. 

As it is Porters viewpoint that the appearance of on-line services and 
technology should not be seen as the basis and reason to cannibalize entire 
value chains, other writers have the opposite conviction. Normann and 
Ramirez recognize the internet’s unique possibilities to communicate with 
the individual consumer and as such enabling a whole new way of 
conducting business. They urge companies to think less of traditional value 
chains and more of constellations where companies rather than creating 
value which the customer consumes are working to enable the customer to 
create his / her own value13. 

Both these articles agree that the internet holds a great potential for severely 
improving the information infrastructure of most companies. In fact, Porter 
holds that internet is the single most efficient way of improving OE 
available but underlines that this does not mean you should pursue 
efficiency at the cost of strategy14. 

Porter points out that one of the benefits of the internet is its tendency to 
lessen the bargaining power of channels (suppliers and retailers), as it 
usually supplies the company with new and better ways for direct 
communication with its customers. He goes on, however, to point out that 
others of the five forces of competition seem to indicate negative effects; the 
internet tends to lesser the barriers of entry, translating into an increase of 
more digitally oriented competitors. More competitors mean more 
substitutes and a greater increase of competition, which is further boosted 
by the internet’s tendency to increase the geographic span of the business15. 

                                                 
11 Ibid, pp 105-107. 
12 Michael Porter (2001), Strategy and the Internet, p 73. 
13 Richard Normann & Rafael Ramírez (1993), From Value Chain to Value Constellation: 
Designing Interactive Strategy, p 69. 
14 Porter, Strategy and the Internet, pp 70-71. 
15 Ibid, p 66. 
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An important concept in securing the loyalty of customers is “switching 
costs”, which refer to all costs related for a customer to switch between 
suppliers. It has been argued that the internet will increase these, as any 
given user is less than likely to want to register to new internet stores or 
learn new interfaces. As the supplier tracks the customer, the indexed 
databases of the customers conduct will further empower the supplier, as the 
company will be able to predict the customer’s needs and interests, 
providing him with tailored offerings and a personalised experience. This 
should conspire to heighten the switching costs and secure loyalty. 

Porter, though, argues that the switching costs would rather be lowered – as 
the potential competition is only a few clicks away. The very development 
of new internet technologies also seem to move towards greater integration 
and compatibility; central solutions for functions such as payment, shopping 
oriented search engines and portals and so on. These functions while 
making the online shopping experience easier on the customer, will serve to 
lesser switching costs as many central functions will be standardized and in 
fact outsourced and supplied by the same central organisations (such as, for 
example, “PayPal”)16. 

Understanding your customer is the key to effective competition. The 
modern customer is less passive than the traditional customer; he is less 
prone to simple consuming, but rather partakes in a co-authoring of real 
value. In order to be successful, companies need to understand the 
customers wish to be a part of value creating activities and supply engaging 
and inspiring functions. Further more, in the evolved interaction between 
supplier and customer, the bars between services and products are 
crumbling. As the customers are integrated in the value chains, the 
companies become suppliers of not only the products, but of the lifestyle 
and experience associated with each particular product17. 

Companies that act to establish an internet presence without strategy is at 
great risk of succumbing to already well explored mistakes. It is easy to use 
the internet for saving costs, thus being able to offer lower prices and 
competing on cost alone. It is also quite inviting to try to move the direct 
costs from the customer to other parties; solutions financed through 
advertisement and the like are everywhere on the internet. These notions 
might secure market share and provide fast revenue, but it is a very short 
sighted solution. It will speed up competitive convergence and once 
embarked on this development is very hard to cull18. 

The internet’s potential of cannibalizing whole value chains is, as 
mentioned, debated. As the actual impact on complete value chains might be 
less than fundamental, there are industries that will be more greatly affected 
than others. The music industry is one such industry, as the emergence of 

                                                 
16 Ibid, p 68. 
17 Normann & Ramírez, From Value Chain to Value Constellation: Designing Interactive 
Strategy, pp 68-69. 
18 Porter, Strategy and the Internet, p 72. 
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viable all digital alternatives to the physical CD offers potential trade-offs. 
Even here, however, traditional activities will remain important; marketing, 
talent scouting and other business providing action. This serves to protect 
the traditional value chains and business structures – at least to some 
extent19. 

In all, Porter claims that in order to succeed on the internet, internet 
technology and awareness should be integrated in traditional business 
structure. Whatever internet presence a company chooses to entertain should 
be considered an integrated part of the company’s overall strategy, rather 
than a self sufficient satellite endeavour. IT should be present in all 
appropriate parts of the value chain and the internet wholly integrated in all 
activities and strategy20. 

2.3 The Business Model Framework 
The concept of business models has been greatly misused over the years. It 
is not clearly defined and may, depending on context and the author’s view 
of the concept, correspond to any of a number of more or less accepted 
definitions. In this report, the business model is used as a more general term 
to describe what constitutes a company’s entire business generating 
apparatus, but also in a more defined concept corresponding to how 
strategic elements and systems collaborate to efficiently generate revenue. 

The concept used here is derived into three interactive parts, as described 
below: 

 

Figure 1: The Business Model Framework 
 

                                                 
19 Ibid, p 73. 
20 Ibid, pp 77-78. 
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The Market positions sphere (marked M), contains an inventory of a 
company’s position as it is, was and is intended to be, out of a strategic 
point of view. The Operational platforms (marked P), specifies whatever 
key resources the company apply to secure a competitive advantage. 
Finally, the Offerings (O), are the combined package of the company’s 
revenue model and whatever products and services they offer; in all, it is the 
key competitive argument, as proposed by the company to its customers21. 

The Business Model as described here is a collecting concept, serving to 
further define what platforms need to be built and maintained for a company 
to secure a sustainable competitive advantage. It allows for business ideas 
and implementations to be broken down into strategic and operational 
functions in order to explain and clarify structural and functional demands 
placed on the business and organisation by said ideas. 

 

                                                 
21 Daniel Kindström (2005), The integration of e-business into mature and established 
companies: a business model approach. 
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3 The Recording Industry – Then and Now 
This chapter will bring into focus the state of affairs in the recording 
industry of today, by looking at both the past and present to find cause and 
effect. It will further investigate trends and developments and suggestions of 
battle plans to handle the digital market. 

3.1 An Historical Overview 
The whole body of the music industry rests on the relative interests of two 
single parties: the creators and the consumers. Those two are the single 
dominants of the industry and all other parties; record companies, 
publishers, producers and so on, exist only to serve them in their interaction. 
Subsequently, there is no self defending reason why there has to be record 
labels. They warrant their existence solely through the positive effects of 
their service to the artists and creators22. 

During the 60’s and 70’s, the recording industry celebrated their happy 
years. Music became a life style issue and the money poured into the 
pockets of artists and record labels alike. As the CD made its entrance in the 
80’s and started to replace the LP, thus adding new sales of new artists to 
new sales of old recordings on the new media, the trend spun out of control 
into an all time high. The record companies held the power of the 
development, with the majors at the very top of the pyramid – securing an 
iron grip of the whole industry. This situation lasted and was consolidated 
all through the 90’s, until the true crash arrived with the bursting of the IT 
bubble in 200123. 

A general decline in CD sales, undermined by the hollowing out of music 
value as supermarkets, online stores and other actors completely blew 
traditional high-end record stores out of the water, gave the industry 
pause24. 

The emergence of P2P networks and the advent of the digital domain had 
been thoroughly ignored during the prior success years, but now became a 
very real threat. The industry could have reacted with their own, legal 
alternatives, but gave in to fear and panic and from the very start chose 
legislative ways to fight the new development. The legal actions have been 
more or less ongoing since then25. 

The connection between on-line piracy and the decline in sales is not an 
absolute truth, however. To begin with, it must be argued that all products 
have a life cycle and are destined to die sooner or later – the happenings in 

                                                 
22 Peter Jenner & Matthew Brown (2006), Beyond the SoundBytes: the MusicTank Report, 
p 35. 
23 Ibid, p 12. 
24 Ibid, p 16. 
25 Ibid, p 13. 
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the record industry might be a very normal development26. Some studies 
have gone further and shown statistics which suggests that digital piracy has 
very little, if any, negative effect on physical sales, and in some cases might 
even have positive effects27. 

However, with the majors leading the way, the industry started positioning – 
not to meet the future and exploit what opportunities the new technology 
might bring, but rather to defend their market shares and short run revenues. 
This led to the record companies, and the majors in particular, offering their 
retailers increased discounts for volume sales and an ever onward spiralling 
quest for quick hits and instant sales. Rather than coming together to secure 
a positive, general, long term market development, the business turned on 
itself in a vicious fight to retain their positions28 . 

The industry’s incapability to unite and speak with one voice and one mind 
is what consequently keeps if from being taken seriously by legislators as 
well as keeping it passive in the face of development. It is a very real threat 
to the industry as a whole29. 

In fact, it might be argued that the collective short-mindedness of the 
recording industry – how it rather than working collectively to secure a 
mutually beneficial future focuses on individual short time revenue – might, 
in the light of prior success, be the very reason to the industry crisis30. 

The majors are working to maintain their control and power, but serious 
competition should not be based on marketing and promotional power or 
direct influence and control on the market itself – but rather on the quality 
of music, price and where and in what ways that music is being made 
available31. 

There are real legal issues that need to be considered and confronted. The 
face of the industry is forever changing and the current handling of licenses 
and copyright is actually working against digitalisation and globalisation32.  
We need to stop rewriting laws and regulations in order to modulate the 
traditional business structure according to the new “threats” and rather 
consider it from the opposite direction: If we had written the copyright laws 
today, with the digital domain readily available, then what would the law 
have looked like? The industry must remember the real motives behind the 
copyright laws and restructure both legislation and business models to 
interpret it in ways that are compatible with the new, digital world33. 

                                                 
26 Åman & Arvidsson, Skivindustrin i Utveckling – Dagens Nyheters bild på skivindustrin i 
utveckling, p 8. 
27 Albert Lin (2005), Understanding the Market for Digital Music, p 52. 
28 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, pp 16-17, 22. 
29 Ibid, pp 14-15, 22. 
30 Ibid, p 36. 
31 Ibid, p 43. 
32 Ibid, p 43. 
33 Ibid, p 41. 
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3.2 The Future of the Industry 
The digital era is a revolution. Podcasting emerged and restructured what 
we think of as broadcasting. Enthusiasts can now broadcast their own 
favourite music, based on purely altruistic ideas and motives; taste and 
interest without financial goals. They can do this at virtually no cost and 
reach, if not the broad masses, then at least well defined niche markets. It is 
quite possible that this will ultimately result in the death of the traditional 
mass market communication, to the benefit instead of a mass of niche 
markets34. 

Overall, the general digitalisation of virtually all parts of the music 
production value chain – from creation, recording and production to 
distribution and marketing – will lead to huge cost cuts all over the board. 
Viral marketing and guerrilla marketing, more often than not conducted via 
free on-line communities, portals and instant messaging services, empowers 
those with lesser financial muscles. The rapid evolution of digital recording 
and production solutions likewise enables artists to record outside expensive 
studio environments. Indeed, it is hard to understand the record companies 
arguments why they need to maintain their traditional fees and royalties, as 
the costs plummet35. 

The record companies, on the other hand, are focusing on the PPU numbers. 
They consider physical sales of a CD single and compare it to the download 
of the same material in digital form – at a fraction of the price. Further 
more, they see the DRM based prime solution of iTunes not delivering what 
it promised. The hardware sales have reached 58 million units, and business 
deals between Apple and several car manufacturers have resulted in 
increased compatibility between the device and a motorized life style which 
will possibly work to further the computer giants hold on the industry of 
portable music devices36. Still, the actual music sales are much lower than 
hoped for (somewhere in the vicinity of ten to twenty downloads per sold 
unit). This is considered a massive failure of a whole technology and 
channel, rather than being a clear sign that DRM and kindred anti-piracy 
technologies are working to annoy and alienate consumers. The industry is 
embarked on a journey where the ultimate goal, music that can not be freely 
copied and transferred between media, is not only repeatedly defeated by 
tech savvy pirates – but also works whole heartedly to convince the 
consumer community that the (illegal) P2P alternatives are more user 
friendly, flexible and generally better37. 

Unfortunately, DRM is currently considered a necessity, and the limitations 
it is placing on the consumers’ use of music – effectively limiting how 
music can be moved between platforms – a benefit rather than a drawback. 

                                                 
34 Ibid, pp 30-31. 
35 Ibid, pp 37-40. 
36 Catherine Holahan (2006), Have iPod, will travel [www], 
<http://www.businessweek.com/technology/content/aug2006/tc20060804_953647.htm>, 
visited February 15, 2007. 
37 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, p 28. 
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Still, there are those within the industry who question how DRM is used and 
argue that its current function works only to annoy the consumers38. 

The ongoing notion of considering the assumed negative effects of P2P 
technology has lead the industry to a position where it is fighting 
technological development itself, rather than exploring ways of exploiting 
that technology itself. A legal P2P network offering access to service 
unobtainable through illegal means could by far constitute the most 
effective media distribution system in the history of logistics39. 

The industry must understand that they serve at the pleasure of the 
consumers. Business is generated not through dominance and power, but 
through the ability to satisfy a need. With influence, that need might be 
increased and directed, sure, but if a supplier blatantly refuses to understand 
and satisfy the need expressed by its consumer community, then that 
community will turn elsewhere for that service40. 

The role of the record companies, along with their fees and rates of 
compensation, will change as they change to offer the artists – and the 
public – new kinds of services41. And change they must: There may only 
have been about 58 million iPods sold so far, but there are 800 million cell 
phones sold every year – most of which are constructed as joint phones, 
cameras and music stations. By 2009, sales are expected to top 1 billion 
units a year, enabling a magnificent market for the mobile sale of digital 
music. Further more, the user patterns of this market shows a grand 
potential not just for digital music files; but for artist pictures, themes, 
videos and just about everything imaginable. Music is merging with other 
media and providing the industry with direct access to literally billions of 
potential customers42. As for digital sales (of both physical music and all 
digital), the market is doubling every year and that growth is believed to be 
increasing43. 

The industry needs to understand that it holds the key to whole new 
markets. Rather than charging a single price per sold unit, it can charge for 
access and thus offer any combination of services; imagine a Premium 
Access service with a monthly blanket cost that gives you, the user, 
unlimited access to your favourite artist’s hits – both old and new – pre-
release access to new music, videos, diaries and more44! Further more, this 
can be marketed in a tailored fashion, taking use of smart indexing and 

                                                 
38 Joseph Palenchar (2006), Execs: Digital Music Future Still Unclear [www], 
<http://www.twice.com/article/CA6315295.html>, visited February 15, 2007. 
39 Mark Cooper (2005), Time for the Recording Industry to Face the Music: the Political, 
Social and Economic benefits of Peer-To-Peer Communications Networks, pp 1-2. 
40 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, p 38. 
41 Ibid, p 22. 
42 Ibid, pp 29-30. 
43 Lin, Understanding the Market for Digital Music, pp 52-53. 
44 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, p 49. 
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personal preferences to offer the customer an individually designed 
experience as opposed to traditional mass marketing45. 

In a future where costs are crumbling and the possibilities stack up, the role 
of the record company will most likely be very different. It is quite possible 
that they will turn into something like venture capitalists – just as it is 
possible that traditional financers (banks and the like) might enter the music 
arena to back up now self-reliant artists with a history of successes. As the 
costs go down, artists become more independent and their influence will 
most probably increase. We might see constellations where artists and 
producers work alone, without any further backing – or situations where 
managers become the administrators of artists’ music licences46. 

No matter what, the industry should worry less and work harder to position 
themselves in a sustainable position for the future. Consider that with a 
blanket fee of just 10 dollars a month, a community of 300 million 
subscribers could be offered free access to all the music they ever wanted – 
and the industry would remain on the revenues of today. That should be 
considered in the light of the previously mentioned 800 million music 
enabled cell phones sold every year and considering that there will be any 
number of extra income streams from alternative routes47. 

3.3 Copyright and Collecting Agencies 
As mentioned, copyright law must be updated to serve the purpose of 
Intellectual Property rights; to secure the survival and incitement of the 
creator – but to do so in relation to how the market will work in the future. 
The digital music market is a global one, where access and ownership is no 
longer as clear cut as they once were. This must be considered in all 
legislation and the systems must revolve around actual occurrences rather 
than traditional and outdated structures48. 

In order to secure the infrastructure of such legislation, the collecting 
agencies must change as well. It is hard to imagine a future international 
market where you still have to deal with a whole collection of different 
agencies to secure licences for use of music in different regions. A “One-
Stop-Shop” with a blanket licence is called for, and the collecting agencies 
must come together to provide the service of it49. 

3.4 Sweden – Statistics 
Current statistics for music sales show a total decrease in sales of 5.5% 
compared from 2005 to 2006. The main decline is in physical singles, with a 

                                                 
45 Lin, Understanding the Market for Digital Music, p 55. 
46 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, p 50. 
47 Ibid, p 54. 
48 Ibid, pp 41, 43, 49, 51. 
49 Ibid, p 51. 
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decrease of 26.7%. CD albums showed a decline of 9.7%. During the same 
period, digital sales show an increase of 193%50. 

The market shares of the record industry in Sweden are divided with about 
85-90% of the market controlled by the majors and the two foremost indies 
(Bonnier Amigo and Playground Music). Their relative market shares are 
displayed below51: 

• Bonnier Amigo: 11,6% 

• EMI:  20,5% 

• Playground: 2,9% 

• Sony / BMG: 26,1% 

• Universal: 22,6% 

• Warner: 16,3% 

The final 10-15% of the market is constituted of several hundred, if not 
thousands, of more or less niched indies. 

 

                                                 
50 IFPI (2007), Statistics [www], <http://www.ifpi.se/getfile.aspx?id=48>, visited February 
15, 2007. 
51 Krister Nornholm (E-mail 2007), IFPI Sweden. 
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4 Methodology 
The aim of this report is to study tendencies and apply ideas from similar 
circumstances on new fields of interest, as well as to study articles and 
literature and use those sources of input as resources of knowledge. As such, 
the report is mainly of qualitative type. Secondary is a small survey, focused 
on learning the collective mind of the music industry. Although statistics are 
sometimes mentioned and used, they are basically used in an enlightening 
fashion – strengthening reasoning and assumptions made on other basis. 

4.1 Survey 
A small survey was constructed with the aim of finding out how the record 
companies feel about the industry – about their business models now and in 
the future. It consisted of six questions, corresponding to three major 
themes; the first two seek to determine the companies strategic positioning 
and current business strategy and idea, the following two investigates how 
the companies have been affected by the crisis and whether or not they are 
taking any active steps to adapt to the changing market. The final two 
questions ask them to think ahead and hypothesise on the future and what 
the market will be like. 

The questions are directly related to the strategic concepts investigated in 
this report, as well as illustrative of the current situation in the Swedish 
record industry. 

The survey was sent out in seven copies. That might appear to be a small 
number, but the recipients are the four major record labels, the top two 
independent labels and one extra label included as a rarity, simply because it 
is an all digital company. The six other participants control more than 85% 
of the business total in Sweden52. The seventh company is used simply as a 
comparative to the other, more traditional companies. In all, it is my 
conviction that this shows a true and fair, albeit fairly simplified, picture of 
the status in the contemporary Swedish music industry. 

The survey itself can be found in the Appendix, both in its original form and 
in a translated version. The results of the study are detailed in the Survey 
Results chapter. 

4.2 Approach and Implementation 
The body of the work was conducted through literary studies. Little is 
written in means of business strategy and development of digitally focused 
business models in relation to the music industry particularly and, indeed, as 
a general. What exists are a number of articles and some studies. By 
scanning through a number of article databases in both Swedish and 
English, looking for hits on combinations of search criteria involving words 
                                                 
52 Nornholm, IFPI Sweden. 
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as “business”, “model”, “digital”, “music”, “strategy”, “industry” etc., a 
series of articles ensued. These were scanned and sorted in directly relevant, 
indirectly relevant and irrelevant. The two former were marked for detailed 
study. 

After reading through the assembled information, the collective text along 
with the results of the survey and some extra information gathered from 
IFPI, were interpreted to factual strategic impact and applied to the existing 
means and models of the industry. Thus, a raster was created and the basic 
conclusions could be drawn. Using typical means, those ideas were formed 
into basic plans, and schematics to introduce and explain them were drawn. 

After re-evaluation, based on the estimated level of applicability, credibility 
and shear plausibility – along with some realignment according to 
traditional and cultural values, regarding the music industry, the plans were 
then finalized. 

One study deserves extra attention, as it has come to be something of a 
corner stone to this study; the MusicTank’s report of 2006, “Beyond  the 
SoundBytes”. An introduction to the organisation and the report is included 
in the Appendix section. 

4.3 Methodology Discussion 
This work rests to great extent on the experience of the author. As such, I 
have gone to great lengths to secure my own theories and notions in those of 
others. Much rests with the strategic thesis of Porter and on the work done 
by MusicTank. I would have preferred a situation where more diverse 
sources had been available, but this is a new field and new developments 
and so far, very little is written. 

Further more, the choice to conduct this work in English (on express request 
from several international sources) always make way for some extra 
confusion and problems. Originally it was intended to be written in 
Swedish, but as circumstances played out I came to do it in English. 
Hopefully the level of the language is such that it is still clear and valid. 

The size of the survey might be subject to scrutiny, but although only seven 
copies were sent out, it must be remembered that these seven companies 
control up to 90% of the domestic industry (and the majors in their 
concerns, about 75% of the international industry). The seventh copy, sent 
to a company I picked out on my own, is hardly significant to any other 
company, but neither have I used it in that fashion; that particular response 
should be considered a reference of interest. It is something to compare the 
conventional companies to and a taste of what future companies might look 
like. 

The questions of the survey might also be discussed. It could be argued that 
a more detailed survey, perhaps combined with deep interviews of 
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representatives, would have given a more correct picture of the minds of the 
industry. That is true, but that is what MusicTank has been doing for the 
past three years – my survey is simply a quick inventory of the status today. 
The main body of this work is not built around the notions and convictions 
of the industry, but rather on my own and others particular ideas on how the 
business models of the industry could be adapted. 

I have used a British report and Swedish statistics to compile a study of 
what the global situation might be. It is possible that the validity of the work 
would have been greater if I had chosen to focus on one particular market – 
but one of the key features of the digital market is that it is global. I also 
doubt that reactions in Sweden will be very different from those abroad. 

The British MusicTank report is a corner stone to my work. The validity of 
that report may be attacked as the words of one individual. It should be 
noted, however that to begin with, that particular individual is not only a 
branch representative of note – but also an economics teacher. Further more, 
his work is based not only on articles and scientific studies, but on the 
industry symposiums and discussions conducted by MusicTank. As such, 
the report is a summary of the ideas and convictions of the entire British 
music industry. 

Is it at all possible to foretell the future and give express suggestions on 
solutions to problems that have only just begun to come apparent? Maybe 
not, but I have made an effort to point out that I make no claim of holding 
the only truth, or suggesting that my solutions and ideas are perfect. What 
they are, however, are outside of the box. By applying new ideas to old 
worries, you open up your mind. By exploring fresh new ideas, you refine 
them and turn them into plausible business ventures. By doing those 
experiments now, by talking about the problems and possible solutions 
today, and by preparing, you gain the advantage when the time comes to act. 
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5 Survey Results 
This study is based on two main feats; first is the literature study (which is 
displayed in detail in the Management Perspectives and Music Industry 
chapters) and then there is a simple survey aimed at the recording industry 
of Sweden, which is presented here. 

The latter is a six question survey detailing how the companies look at their 
own business today and tomorrow, both in general terms and more 
specifically in regard to the increasing digitalisation of the industry at large. 
It is further described in the Methodology chapter. This chapter presents the 
result of that study. 

5.1 Business Idea and Models 
All responding companies in the survey make a point of declaring that their 
business idea is to market / sell / distribute music. The actual carrier comes 
in second hand. Naturally, all companies (apart from the purely digital one), 
go on to point out that CD’s are a major product in this matrix. 

Interestingly enough, few of the companies stand out as they try to position 
themselves relative to the other companies. One company argues that their 
uniqueness lies in them being the “grand Swedish company”, thus rendering 
them untouched by decisions made by mother companies abroad – while 
still maintaining financial muscles. They present themselves as the link 
between a major company and the indies. The all digital company sticks out 
again with an outspoken wish to be known as a company who works with 
the technical evolution, rather than against it. They claim to aim for a 
combination of quality, integrity and respect of both artists and their 
audience. 

5.2 The Market and the Digitalisation 
All the conventional companies admit that the lessening of CD sales have 
hurt them, although one all-Swedish company claims to be less so than the 
overall trend. Several companies have had to let employees go and cut the 
number of releases. The all digital does not acknowledge any impact on its 
company due to the negative trend of CD’s. 

All of the companies work to partake in any and all new digital initiatives, 
as they become available and profitable. Still, only one of the conventional 
companies, along with the all digital one, claim to position themselves for a 
more active role; speaking of partaking not only in others initiatives, but 
also of themselves developing and adapting for a new kind of market. 
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5.3 The Future 
All the participants believe that the record companies will still be a part of 
the market in both five and ten years, although the actual function and 
concept may change. Most of the conventional companies believe that the 
CD will still be the main product in five years, but maybe not in ten. The 
focus of the companies overall is to market music, not a particular media or 
channel. The all digital company stands out again, suggesting that their 
central service lies more in their relationship with the artists, supplying 
support and help through a respectful and constructive environment, than in 
the actual sale of music. 

5.4 Final Comments 
It is clear that all companies believe in a digital future, although the 
conventional companies have not, as of yet, given up on the CD. On a side 
note, several of the participants’ point to an increased interest in the 
domestic market, suggesting that domestic music, at least in the near future, 
might become more important than previously. Most of the companies 
adhere to the notion that they are not just in the business of distributing 
records, but in supplying music – a distinction that is important to make. 
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6 Discussion 
This chapter will seek to analyse the current status of the market, suggest 
solutions and opportunities and ultimately try to answer the original 
questions of the study. It is divided in three major parts, where the first part 
takes a critical look at the traditional / conventional market and the second 
part looks to the changes implied by the digitalisation and how the industry 
might act to position themselves for advantages and to fully exploit 
opportunities. The final part holds the general conclusions and sums up the 
report. 

The two analysing parts both follow the structure introduced in the 
Management Perspectives chapter. As such, strategic and modelling effects 
are derived out of the respective context suggested by each chapter – and 
secured in connections with the previously introduced literature. 

Once more it should be mentioned that this is less of a work of economics 
and absolutes, and more a construct of traditional business logics, strategy 
and ideas. None of the ideas proposed here should be considered “easy 
answers”, but rather as suggestions and possible solutions. 

6.1 Analysis of the traditional industry 

6.1.1 Strategy and Operations 
Since the beginning, the record companies have cloned each other. If you 
compare the business model of one company with the other, the differences 
will be in the details; a slightly different culture and a (diluted) difference in 
which music is being published. The actual concepts and models of the 
companies will not differ. You might perceive some differences between 
majors and indies as a whole, but for a very long time the record companies 
have gotten away with a symbiotic structure that borders on oligopoly like 
foundations. Competition has been based solely on what company holds 
which artist and how to advertise and market that artist best. No energy has 
gone into finding alternative ways of supplying and marketing music. The 
shear scale of the majors will most probably have them looking at 
themselves out of a strategic perspective, but the reality is that there is no 
strategic positioning going on, what so ever53. The result is complete and 
utter competitive convergence54. From the outside, very few people will be 
able to tell the difference between any of the majors. Even the companies 
themselves, when asked how they differentiate themselves, confess to a very 
muddled picture of what it is that makes them unique. 

What little strategic awareness there is must be looked for among the indies, 
where companies are working to position themselves for niche markets and 
every now and then try a different approach to music marketing altogether. 

                                                 
53 Porter, What is Strategy?, p 62. 
54 Ibid, pp 63-64. 
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The basic apparatus for how records are marketed and sold, however, 
mainly stays the same. 

Rather than competing in strategic positioning, the record companies are 
satisfied in competing via artists; what hit producing artist is signed by 
which company, and what artist is hot right now? Basically, the major 
model does now allow for any other competitive gesture than that and price. 

Shear size has worked to sustain this status quo. The majors control the 
mainstream market to such an extent that they can drown any independent 
effort at marketing if they wish to, rendering global recognition of an artist 
more or less an exclusive right of the majors. The main competitive feature 
of the majors versus the indies have been advantages in scale, lending 
greater Operational Effectiveness (OE) and strength. Getting into an 
industry that requires a network of retailers, manufacturing capabilities and 
huge amounts of marketing and advertisement is so costly that investment 
necessities rather than trade-offs have been the main support of the 
business’ entry costs55. 

6.1.2 Business Model 
As previously stated, the model of the different labels – at least concerning 
the majors – is fundamentally the same. Competition is solely based on 
content; what artists are in respective company’s catalogue. Hence, the 
traditional industry can be considered homogenous and archetypal for all 
relevant analytical purposes. 

Considering the typical structure of a whole business according to the 
concept of the business model is not directly applicable, therefore the 
business is represented by a typical, albeit hypothetical, construct. It should 
be more or less directly applicable to any label. 

 

Figure 2: The Traditional Model 
                                                 
55 Ibid, p 68. 
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6.1.2.1 Market positions 
Very little is done by the record companies to achieve any particular 
strategic position. The majors are in control of the market by shear size, 
while the indies play what part they can, given the conditions. Whatever 
positioning is taking place is happening in the same way across the playing 
field, however, as the main positioning tool of the companies are their 
catalogues. The catalogue, the artists signed by the label, are the true brands 
of the label and often the only part of the label ever experienced by its end 
customers. What kind of music the catalogue offers and how it is perceived 
by the public is basically the only way of distinguishing between the labels. 

6.1.2.2 Operational Platforms 
Considering your typical, conventional record label according to RBV and 
its fundamental definition of relevant resources (according to VRIN)56, you 
will soon come to the conclusion that the overall strategic resources are 
based on physical logistics. The core business of any conventional record 
label is to physically record music, produce CDs and market and distribute 
said CDs via retailers. 

What the record labels in general, and specifically the majors, have gotten 
good at are three fundamental activities: 

• A&R – The ability to identify commercially viable artists and 
repertoire (songs). 

• Marketing – The ability to effectively market said artists to the 
public, often creating, focusing and harnessing peripheral interest 
into specific demand. 

• Production and Logistics – The ability to produce vast editions of 
physical CDs and then move and distribute this to the public. 

A&R 
The resources of the A&R departments of the labels consist of two halves; 
the artists themselves (the catalogue) and the company officials who 
manage the catalogue and scout new talent. The catalogue in itself is, as 
previously mentioned, the main competitive force of any label, but as its 
impact is by definition very easily understandable, I will not go into any 
further analysis of it. 

The other half, though, the skill and ability of the A&R managers, is of 
interest. The ability to understand what is commercially viable and 
occupying a spot where you get access to new talent, while possessing the 
know-how of how to exploit and mould that, are certainly key resources. 
They are in definition a matter of human resources (skilled professionals) 
and networks. 
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These resources have a clear impact on the quality of service of the 
companies, thus being valuable. They are rare, as they are personalised and 
manifested by people, skilled professionals with years of experience that are 
hard to come by. They are imperfectly imitable, as said abilities are only 
secured through a combination of knowledge, insight, experience and 
personal networks and as such are hard to copy. Neither are they directly 
substitutable, as the A&R divisions are what defines quality and focuses the 
business apparatus of the labels and that skill needs to be applied in order 
for any other process to work. 

Marketing 
Having a freshly produced CD is worth little if nobody knows of it. The 
labels have gotten very good at promoting and marketing music. They have 
well established connections with radio and television networks, 
standardised advertisement contracts and skilled marketing professionals 
and promotional agents. 

As with the A&R departments, the quality of the marketing departments 
rests mainly in personal networks and standardised contracts. The size of the 
catalogue grants bargaining power to the labels as they market fresh artists 
in channels that most certainly want access to existing stars from the same 
catalogue. The knowledge and skill of relevant personnel answer up well to 
VRIN in the same way as in regard to the A&R departments (see above), 
and as such, the marketing abilities should be considered a key resource to 
strategic advantage. 

Production and Logistics 
The final bases of the conventional recording industry are logistics: The 
ability to multiply a recording into huge editions with thousands of copies 
and to effectively distribute these among thousands of retailers, both on a 
national and an international scope. 

With any physical product, ability to distribute said product to the public is 
fundamental. Having the right artist doing the right songs on a CD that 
everyone knows about and wants, mean little if you are not able to meet the 
demand of the public by distributing copies of that CD to retailers accessible 
to your customers. 

The labels have detailed control and knowledge of existing retailers and 
channels of any given country where they are active. In some cases they 
collaborate on distribution networks, and in other cases they have their own 
distribution companies. They have standardised contracts with retailers, 
detailing how much they pay, for what and what is expected by whom. The 
labels are expected to supply new CDs as they are being supplied and in 
many cases have direct control over what albums are actually put on 
display. The labels have warehouses stocking CDs and networks of factories 
creating them. 

In all, the distribution networks themselves, as well as the personal networks 
and established routines, constitute key resources. They are defendable by 
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VRIN, as they are the construct of years invested in creating, refining and 
establishing them. Benchmarking might gain competitors access to similar 
constructs, but only at very high costs and without the benefits which years 
of mutually beneficial business will grant. 

6.1.2.3 Offering 
The conventional record company is, as described above, in most ways a 
typical manufacturing company. It has physical products which it offers to 
the public at a price per unit (PPU), typically via a network of retailers. 

Traditionally the product has been a physical incarnation, be it a vinyl 
record or a CD. Today, most companies also offer singles and albums as 
downloadable, digital files, but by applying DRM the model has been kept 
the same: Single products being sold at a fixed price. 

6.2 Demands and solutions for the Digital Domain 
The first question that needs to be answered is whether or not the industry is 
truly in crisis, if there is a change going on and if so, if that change is so 
fundamental that the word crisis does apply. 

In my opening chapter, I made it a foregone conclusion that the crisis is real. 
I mentioned that more or less every single representative of the music 
industry in general and the record industry in particular has made that clear. 
Truly, the crisis is a generally accepted fact. Consider the answers to my 
survey, where every traditional company confessed to being affected by the 
decrease in CD sales. Also, consider the hard statistics; CD sales have been 
falling with about 20% a year in Sweden. 

This failure of traditional channels speaks of imminent doom, yet the same 
statistics shows that digital sales are currently increasing with about 200% a 
year! As it is, digital sales constitute to less than 10% of the actual revenue 
of the business, but the forecasts foresee an even steeper climb and suggest 
that as soon as in 2008 the digital domain will be a serious contender.  

It must be considered that this doubling of the market is taking place in an 
environment where the collective response of the united industry is passive; 
taking part in digital channels is a very novel idea and very few of the 
record companies (majors in particular) are taking an aggressive stance to be 
a development leader. It is not unthinkable that this explosion will move 
even faster as new, better and more user friendly services emerge. As a 
critical mass is built up, the speed will pick up even more57. My survey 
shows a scattered belief in such numbers – most companies believes the CD 
to be the main product for the next five years, but beyond that date the 
opinions differ. 

So, yes, the industry is in a state of flux. And as a whole, they act as many 
have before in the face of great change, especially when it comes in the 
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embodiment of digital markets; rather than engaging the opportunities, they 
position themselves to secure their existing market shares58. Of course, this 
is no less of a problem in an industry dominated by four superior players – 
used to being in absolute control59. 

Further more, all structures, legislation as well as business structures and 
support organisations (such as collecting agencies and various organisations 
of interest), have been originally designed to support an industry that 
revolves around the physical distribution of little bits of plastic – primarily 
through sale in retail stores. These structures have been gradually adapted, 
with as small changes as ever possible, to fit the emerging new market. The 
result is a system grossly inadequate to handle the new demands posed by 
the digital market60. Copyright problems emerge and the traditionalists, 
wishing to maintain physical sales as long as possible, jumps to the obvious 
– if not necessarily correct – conclusion that on-line piracy is the culprit61.  

The reaction is to fight the new technologies, too often mistaking the 
platforms and its benefits for the initial (illegal) use of it62, with 
technologies of their own – taking the shape of consumer annoying 
solutions such as DRM63. Most of the business considers these technologies 
as both necessary and positive – enabling multiple sales of the same song 
for different platforms. There are voices from within the industry, however, 
that realize how such reasoning risks turning customers away and render file 
sharing the most user friendly alternative64. 

Meanwhile, the consumers are moving not just toward digital solutions, but 
away from CD’s – with supermarkets and the like using CDs as a (failing) 
loss leader to attract their traditional buyers. The result is a spiral of horrid 
proportions, where the only true supporters of the physical record is its 
manufacturers – forced into a staggering limbo of discounts and hit 
mongering65. 

The purpose of the record companies to begin with, is to make music 
created by musicians available to the public and to make sure that those 
musicians are paid for their creative effort66. They are satisfying a need as 
expressed by the public. Since the beginning of the industry, that has meant 
servicing with manufacturing and distribution; to make a physical recording 
and see to it that it is made available in stores all over the world – wherever 
there might be a potential customer. It has been a business of traditional 
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logistics and it is something that has worked very well indeed for many 
years67. 

If the consumers fail to buy the service of a company, it is not the fault of 
the consumers – but of the company. The very notion of supply and demand 
rests on the idea that the company supplies a service to fulfil a particular 
demand. If the nature of that demand changes, through saturation or 
technical development, the company must change its product or succumb to 
failing sales. 

The music industry is shattered. The design of the industry with four major 
companies controlling more than 75% of the record market and the other 
25% being in the hands of hundreds of smaller indies, along with directly 
affected externals in the shape of producers, recording studios, managers, 
artists and organisations, gives for a playing field with vastly different needs 
and notions. When focus is placed on personal gain and market share rather 
than the mutual future, you get traditionalism where all too little is done to 
adapt and too much to preserve68. 

6.2.1 Strategy and Operations 
The main threat in the advent of the digital domain is probably what it is 
doing to entry costs. Historically, it has been expensive to market music. 
Now, the cost structures are crumbling and much points to that global 
production and marketing of music in the future will be no more costly than 
national and, in fact, that the costs will be so low that they are readily 
available to even entrepreneuring individuals69. This will work to lower the 
entry costs of the record industry to a fraction of what they have been and as 
entry costs waver, new contenders will emerge70. 

Not only will indies be enabled to reach out globally on a hitherto 
unforeseen scale, but previously unseen companies will have the 
opportunity to enter the market. So far, one of the main international 
suppliers of music is iTunes. What would happen if iTunes decided to 
contract artists directly? One of the main marketing portals on the internet is 
MySpace.com – what if they were to start a licensing company to service 
their unsigned artists? 

The lack of strategic positioning will be the undoing of the traditional major 
model in an all digital era. Consequently, the majors will either have to 
place their trust in the hope that the digital domain will remain a secondary 
market – or work to adopt a serious, digital strategy of their own. My survey 
shows that the readiness to do so is very scattered, suggesting that the notion 
to use the internet in more creative fashions is strongest among the indies – 
although one major company do stand out with a more aggressive stance 
regarding future digital commerce. 
                                                 
67 Ibid, p 12. 
68 Ibid, pp 17, 22. 
69 Ibid, pp 30-31, 37-40. 
70 Porter, Strategy and the Internet, p 66. 

  29 



 

The key to strategic success is uniqueness. So far, the record industry has 
been as stereotype a collection of businesses as imaginable. As entry costs 
plummet and new actors emerge, it is very probable that we will see an 
increasingly differentiated and heterogeneous market and industry. The 
record companies can choose to compete with dominance, hanging on to 
their existing star artists and live on the power of trademarks alone – but this 
is hardly a sustainable state of affairs, where bordering industries might see 
the opportunity to move in and take charge. Neither can they continue to 
compete on OE alone; the main feature of which are lowered costs and 
increased margins allowing for lowered prices – nothing is lower than free, 
and wide spread albeit illegal alternatives (such as P2P file sharing), are 
already offering viable digital solutions for free. 

Whether or not the industry chooses to continue its legal actions against the 
pirate community, they must start to regard the illegal alternatives as any 
other competitor and fight them for the consumers with traditional business 
methods. The easy way out is to find ways of making it somebody else’s 
problems; placing costs somewhere else than on the consumer is a 
particularly delightful idea, used and re-used since the days of the DotCom 
era. Using secondary financing, through advertisement and the like, is a 
very temporary solution, however. The amount of advertisement acceptable 
by the consumer (before he or she turns on the whole service) as well as the 
average consumer’s positive reaction to such advertisement is usually lesser 
than expected by the advertisers, consequently generating lower revenues 
than expected. Thus the whole concept tend to falter and become 
unsustainable – unfortunately not always before the consumers have gotten 
used to the idea of obtaining their information / music for free71. Recently, 
one of the majors tried this particular trick, opening digital access to their 
back catalogue, financed through advertisement, and we have yet to see 
what effects it will have in the music industry. 

6.2.1.1 RBV 
If you consider the music industry out of a RBV perspective, it might help 
to explain and even to some extent validate the difficulties to adapt to the 
changed conditions. The traditional business model of the conventional 
record industry centres on the ability to produce and market physical 
products. Organisations, structures and processes are built to serve logistic 
solutions.  

Out of a more flexible and radical point of view, the traditional business 
methods are inadequate and the industry must refocus its strategic efforts in 
order to take advantage of a drastically different environment. Considering 
RBV, however, the industry has invested both time and effort to build a set 
of quality resources in order to perform a specific service. The quality of 
this service, the resources of which it is built, is directly affecting the value 
of the company. It might be argued that, according to RBV, the abilities 
enabling the labels to serve as a physical supplier of CDs are the very 
fundament of the traditional record label’s strategy. As such, it might be 
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very hard indeed to turn away from what has traditionally been the very core 
of the business72. 

On the other hand, any kind of strategic reasoning, be it based on RBV, 
Porter’s theories or any other concept, must begin with the demands of the 
public. If the consumers are not requesting the core service of a business, it 
does not really matter how well that business delivers on its idea; it will still 
falter. As understandable as a conservative position might be to a company 
with time and money invested in a logistic set of resources, those resources 
must be critically examined and re-examined as conditions change. 

The very first criteria in the examination of the validity of individual 
resources, is value: It holds that in order to be valuable, a resource must 
serve the company by allowing it to outperform competitors and / or reduce 
its own weakness. Such an examination can not be satisfyingly performed in 
strict and exclusive relation to the company’s own business idea, but must 
be evaluated according to both idea, strategy and external applicability. If 
you compare the exclusive set of resources as they appear in a traditional 
label, the value of them must come into question. No matter how well they 
operate and how well they serve the purpose of distributing CDs to the 
public, can they be considered valuable if the community of consumers 
interested in the business output is faltering73? 

RBV requires that all criteria are fulfilled to be effective. If a resource is 
considered not valuable, it really does not matter if it is unique and 
impossible to copy, as it will never gain the business any real advantage74. 

RBV might serve to defend the position of the record labels or at least 
validate their existing position as a strategic position in some way, but using 
it in that way is a gross misuse of a valuable concept. It might serve as a key 
for understanding the situation at large, but must never be allowed to serve 
as an argument to avoid change when it is strategically unwise and even 
inevitable. Rather, RBV as any strategic theory should be applied on the 
current situation to help the labels achieving a sustainable strategic 
advantage to the future. 

6.2.1.2 Digital Demands and Opportunities 
Digital channels allow for direct communication with the buyers, it enables 
the top supplier to engage directly with the end customer, nullifying the 
bargaining power of the channel itself75. The use of music, by supermarkets, 
as loss leaders to attract specific groups of customers has been one of the 
major issues for the record industry. It has pushed them into a hopeless 
bargaining position and forced several unwilling systems of discounts76. By 
applying themselves in digital marketing rather than unwillingly utilising it 
                                                 
72 Wernerfeldt, A Resource-Based View of the Firm, p 172; Barney, Firm Resources and 
Sustained Competitive Advantage, pp 104-106. 
73 Barney, Firm Resources and Sustained Competitive Advantage, pp 99-111. 
74 Ibid pp 195-107. 
75 Porter, Strategy and the Internet, p 66. 
76 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, pp 16, 22. 

  31 



 

as a secondary market or even try to repress it, they could make good of this 
opportunity and solve that particular issue – as digital sales de facto negates 
the need of retailers. 

The royalty fees77, copyright demands78 and Intellectual Property (IP) 
compensation79 all stem from outdated systems and now work against, even, 
the very interests of the business itself. The costs of running a full set of 
manufacturing and distribution, even if just domestic, are huge. This works 
to force higher prices, or in the case of the music industry – higher royalties 
and fees. Historically, this has been a necessity – and as long as you keep 
sustaining such a set up it will remain necessary. However, as the costs are 
pressured in a digital world, the margins increase – substantially: It is very 
hard to argue for the traditional royalty levels in an exclusively digital 
environment80. 

Actors in the new industry have a choice; to consider digital versus 
analogue a trade-off81 – in a very real sense, the existence of the resources 
necessary to maintain CD production and distribution will have a strategic 
impact on the company – or to maintain presence in both spheres and try to 
cope with the different conditions in their own rights. In either way, 
traditionalists and newcomers alike need to understand that the rule-sets of 
both markets differ: You can not focus on previous prices of singles and 
albums and compare them directly to those of their digital counterparts, but 
must consider each product line in relation to their own cost carriers – or 
you will be completely unable to compete on even terms82. 

For any company on the digital music market, the need to adapt existing 
fundamental support structures is absolute. If royalty and licensing systems 
stay the same, legal exploitation of the global internet will be more or less 
impossible. One-stop-shopping of licenses, flexible copyright law that 
understands the difference between access and ownership and collective 
agencies working united are necessities for the future IP based market to 
survive83. 

Still, the old companies have their own set of advantages. Aside from 
simple goodwill connected to their respective trademarks, they do know 
music. If they manage enough of a digital presence to be considered a major 
player throughout the breaking period, they will maintain a better than 
average chance of keeping new artists interested. As long as they can 
control the artists they stay a fair chance of controlling the access to said 
artists’ repertoires. This serves as switching costs to the consumer, who 
might have to give up his favourite artist in order to switch supplier; where 
traditional e-commerce business must worry about micro payment solutions 
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being outsourced, benchmarked and streamlined, the music industry will 
continue to compete on content – which artist is signed by whom84. 

In the short run, then, the danger is less – but in the long run, as new 
companies with other advantages applicable to digital sales of music 
emerge, the traditionalists will be forced to adopt a more offensive strategy 
for their internet presence. The record industry needs to get back to basics; 
to remember what their unique position is, what makes them special – and 
how that can be applied on-line. The digital domain will serve to level the 
playing field and it is of absolute necessity to develop a purposeful strategy 
– preferably based on your original, overall strategy85. The advent of 
internet and digital channels offer the opportunity to severely improving 
overall OE, but it should be done in a sensible way86. The growth of the 
company’s catalogue is directly dependent on its ability to remain an 
attractive player. As digital channels enable labels and even artists to sell 
their music directly, that position will be strongly influenced by the 
company’s ability to directly market music. 

Certain parts of the traditional value chain will remain, of course. 
Marketing, even though the means and ways may change, and other sales 
oriented action will be equally important (if not more), even if the actual 
“sale” is taking place in a virtual community87. It is possible that the joint 
development of alternative media, such as podcasting, communities, portals 
and the like, will make total penetration by mass marketing near 
impossible88. If so, it will take restructuring of the marketing departments 
and even more ability to think outside the traditional box, but the activity in 
itself still remain. 

6.2.2 Business Models 
As digital channels contrive to offer not only alternative ways of packaging, 
marketing and distribution, but also interactive communication between 
consumers and suppliers, the field opens up for brand new business ideas 
and models. The relative strength of a company’s catalogue will continue to 
serve in any content driven environment, as the quality of that content is 
directly related to the quality (and diversity) of the authors supplying it. 
How you capitalize on that content, however, will differ greatly. There are 
several major concepts that will demand various new versions of the 
traditional business models. 

There are basically three ways of financing any endeavour in the digital 
world; 

1. PPU – Price Per Unit – A fee paid per unit as you download or 
access content. 
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2. Subscription – A blanket fee that allows free access to specified 
content according to specified rules and agreements. 

3. Indirect financing – Costs are pushed unto third parties, such as 
advertisers. 

Each of these has its benefits and drawbacks and which to use is determined 
by the overall activity as well as availability. For example, there are 
currently no satisfactory solutions for micro payment on the internet; to pay 
a fee the customer has to subscribe to a specific payment service, have 
access to a credit card or use some other form of invoice system. The 
solutions are based on fairly large amounts of information provided by the 
customer, generating necessity for detailed registrations. In actuality, the 
solutions for handling payment online are so complicated that they become 
a deterrent to customers – especially when the values handled are small 
(say, a couple of euros or less). At the same time, when a relationship has 
been established, saved information can ease future transactions and thus 
work positively as an upped switching cost. 

If you consider the cell phone arena, with individual phones already tracked 
by operators with ongoing financial relationships with the customer, the 
conditions are completely different. Further more, new payment solutions 
are being developed across the globe – the European Union has expressively 
requested a standardised solution for identifying individuals and conducting 
secure transactions on the internet. These examples serve to express the 
importance of knowing the playing field in detail, both what is currently 
available and what is being developed for tomorrow. What business model 
suits a specific idea is largely defined by the requirements in infra structure 
posed by that idea. 

6.2.2.1 Access Providers 
So, the catalogue will remain the centrepiece of the company – but the key 
to success will increasingly be the control of access. The focus of 
consumers, world-wide, is no longer simple music – but multi-media. They 
want videos, pictures, diaries, forums; they are buying into a life style, 
where the artist is the hallmark. In essence they want to feel involvement 
and glamour by proxy. They want access to the artist in as many ways as 
possible and the record companies holding the licence to the artist’s creative 
deed holds that key89. The consumer of the 21st century wants to be 
involved and wants to partake, not just act passively, but to contribute with 
feelings and ideas. Community sites gathering like-minded people (and 
indeed people of fundamentally different feelings) over any imaginable 
subject is one of the major usages of the interactive internet90. 

It is an enormous opportunity. Rather than watching their business falter as 
their traditional product fail, the record companies have the opportunity to 
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take the communicative possibilities of the internet and make themselves 
the lifestyle mongers of the new millennia. Ever since the emergence of 
MTV it has been generally accepted that music is just a part of a whole 
package, a package that has successfully lured other companies into paying 
huge fees for public endorsement of their product lines by this or that artist. 
The digitalisation of music coincides with the digitalisation of video, 
pictures and communication; the whole infrastructure is in place to 
capitalise on this. The artist, the face of the package and concept, is in the 
hands of the record companies, giving them the first shot. 

By focusing on access rather than on a specific product, easily graspable 
packages on the borderline of products and services91 can be created. Rather 
than charging the customer for a separate file or track, he or she can be 
charged for access to a product line; the service of having access to his / her 
favourite artists every hit – old, new and future – everywhere and all the 
time. 

This kind of service is tailored to the specific opportunities of the internet – 
but also to the specifics of the music industry. It is a kind of access that can 
never be offered by any pirate network anywhere, simply because it is based 
not on the ownership of specific bits of information, but rather on 
constellations; the full set of information, music and other media. It can not 
be simulated without a significant amount of work – which in the case of the 
pirate community would have to be voluntary. The demands in terms of 
artist access and quality of catalogue are such that the concept is close to 
impossible to copy for anyone outside of the music industry. 

In such a venture, parts of the traditional business model will remain, but 
much will need to change. A suggested construction could look as described 
below, where the Offering is Access – granted through a combination of 
subscription and PPU pricing. The Operational platforms of the company 
still include the need of A&R and marketing, but rather than focusing on 
logistics, the company is now a provider of digital content – demanding 
systems for channel control (such as a portal, web page or whatever 
interface is used to market the information), design and content editors. 

Finally, the companies will have a renewed opportunity to achieve real 
strategic positioning. The shear quality of the catalogue will remain 
important, but other activities can apply as well: Focus on digital portals can 
be considered a trade-off, which will speed up mobility and cut costs, 
change how artists will be applied to boost marketing and promotion and 
generate a new platform brand to market. 
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Figure 3: Access Provider Model 
 
Variations on the theme includes access based portals to specific genres, 
promotional platforms where new artists are launched through direct 
endorsement of similar artists, subscriptions to new music, live events, 
contests and a multitude of other possibilities. 

Retailers – or not? 
The digitalisation and the development of internet and corresponding 
technologies have enabled companies to speak directly with the consumer. 
The necessity of a network of retailers is gone. Still, the average consumer 
will hardly navigate to a portal for music based on the trademark of this or 
that record label; few even know what label their idols belong to. The main 
attraction will, as previously stated, remain the artists themselves. As such, 
it is the artist rather than the record label that needs to be advertised. 

This reinstates the question of retailers. Should you try to create your own 
portal structure for artist access services – or join independent or alternative 
solutions provided by an operator / retailer? Currently, there are no serious 
alternatives out there, but the record companies need to decide whether or 
not to cannibalize on the value chain and claim full control of the channel92. 
By choosing to focus on developing artists and finance recordings, they will 
stick to what they have done for years – but loose the opportunity to 
reposition themselves in a stronger strategic position and seriously hamper 
their potential revenues. As is, that would lead to a continued competition 
based on marketing and cost; He Who Holds The Most Successful Artist 
Wins. 

By controlling the entire channel, you can launch new artists and serve 
established artists with tailored endorsement; use the individual consumer’s 
interest in a particular artist to co-brand other artists of similar mode. Above 
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all, control will give you the opportunity to design payment and subscription 
solutions after your own head and prerequisites93. 

A central solution will most certainly collect competitors to one place, 
speeding up competitive convergence94. This might feel acceptable to the 
majors who are used to competing on those conditions, but the choice 
should still be made with awareness: it could be considered a second 
chance. 

On the other hand, establishing a presence all on your own involves huge 
efforts. You need the technical solution, marketing and – not least – the 
business mechanics to provide ongoing content updates and development. It 
is a task worthy of a company less focused on retaining traditional values 
and more interested in making the most out of the interactive channels. 

 
6.2.2.2 Mobile Content Providers 

Something else that must be considered and taken into consideration is 
mobility. Life is mobile – and so is music. To the record industry, iPod is 
not quite the success it was hoped for. The sale of the product itself is of 
lesser indirect interest; it is the potential impact it has on iTunes’ sales of 
music that make it intriguing. Granted that 58 millions sold units might 
sound a lot and that recent deals with car manufacturers speak of an even 
better future market for the device95, but it is still a marginal product at best. 

Currently, more than 800 millions of cell phones are sold every year96. The 
ability to use your mobile phone as a music device – both for listening to the 
radio and to your own digital files – has been an essential part of the 
marketing plan of cell phone operators and manufacturers for years. Direct 
access to online services, with both streaming and download capabilities, 
makes things even more interesting. With expected sales breaking the 
staggering one billion units a year limit in 2009, the cell phone must be 
considered the personal music platform number one in the near future97. 

Apart from being a potential player in any plan to provide multi medial 
access, the mobile phone adds two more important factors: First, it is 
mobile, enabling marketing not only based on when and who, but also 
where. As GPS becomes increasingly usual, it is quite possible to use push 
technology triggered by position – let every cell phone located within a 
specific arena at a specific concert date get access to a promotional song, 
perhaps the live video version of the hit single recorded at that very concert? 
Secondary, every cell phone comes with some sort of a contract with an 
operator. That means the structure for micro payments is in place. Without 
any need for registering, entering credit card numbers or the like, the user / 
consumer can be charged a small sum of money simply by notification and a 
                                                 
93 Lin, Understanding the Market for Digital Music, p 55. 
94 Porter, What is Strategy?, pp 63-64. 
95 Holahan, Have iPod, will travel. [www] 
96 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, p 54. 
97 Ibid, p 29. 
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single stroke of a button. The existing relationship between the operator and 
the consumer will enable micro payments of little to no immediate concern, 
enabling masses of small income streams. 

Although mobile solutions are hardly business ideas in themselves, they can 
certainly add to any business model. The requirements are basically the 
same as in the traditional model, but with added requirements – some which 
might be found through outsourcing. It should be remembered, though, that 
outsourcing, while being attractive in the short run, speeds up competitive 
convergence98. 

The Operative platforms still include A&R and Marketing, but rather than a 
need for logistic knowledge, mobile services require understanding of 
mobile technology, channel control, content editors, positioning and format 
experts (personnel that can encode media in various formats). A player 
focused on supplying music through mobile means might invest in owning 
cellular gateway technology and enter much further reaching partnerships 
with cellular service providers – adding opportunity to market new services 
not only directly to consumers, but to other companies in the business. This 
gives for a stronger Market position. The Offering can be both single files 
and access, marketed at fixed PPU rates or at blanket subscription fees. 

 

Figure 4: Mobile Content Provider Model 
 
Further more, consider a small blanket fee for access in combination with 
micro payments; say $5 / month for a basic package containing free 
listening of the national Top 20 hits, $2 / month for full access to a specific 
artist’s personal community with all videos, songs and upcoming hits. Add 
50 cents for a specific video with any other artist and so on. At $10 a month 

                                                 
98 Porter, What is Strategy?, pp 63-64. 
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with 300 million users, worldwide, the total revenue will equal that of the 
entire record industry today99. 

These numbers, while not taking into account the compensation of the 
operators themselves, are still very low compared to what they offer – and 
only concern a single channel. Although a closed garden policy is hardly 
advisable (access bought through one channel should be applicable through 
all channels), one must still consider the other, alternative digital channels; 
internet, DAB, digital TV and so on. 

The natures of the record companies are changing. Whether they retain their 
traditional, analogue lines of business or not, they must move to adopt new 
technology and make strategic decisions on how to apply that technology. 
As their service and core business change, so will payment structures and 
levels of fees100. Rather than being perceived as a threat and a problem, this 
should be considered a possibility to capitalize on uniqueness and strengths, 
to position themselves in such a way that they achieve safety and security 
from copycats both within and without the industry. 

6.2.2.3 Content Navigation – Indexing? 
A notion that deserves being at least mentioned, is the possible impact on 
the overall catalogue as artists are enabled to market themselves directly. 
The gross cost reductions being anticipated and the emergence of new 
marketing channels101 will not only give “serious” artists more choices in 
who should handle their marketing, it will also lower the bar on whom will 
be interested in actually pushing for fame. 

As the marketing powers of the future are at the hands of anyone with an 
interest, the actual number of artists who will use it might very well 
explode. It is quite possible that we will see an exponential increase of 
bands and artists with a smaller, yet dedicated fan base across the globe. The 
complete digitalisation will enable bands to record music with near studio 
quality, to broadcast it themselves and to market it in communities and 
portals – just as the labels would. If the main channels for marketing of 
music remain independent, it is further possible that it will be just as 
plausible for an unsigned artist or an artist with a label of his / her own, as 
for an artist signed with a conventional record label, to become a featured 
artist and receive backing from the channel itself. It gives for extreme 
possibilities of levelling the playing field. 

In such circumstances, we will see a market of music that is most probably 
much more diverse than today, but also a market where winning the 
exclusive spotlight will be near impossible. Achieving the top spot and 
blocking out everyone else to become a fix star will become even harder as 
the level of competition keeps doubling and the marketing channels are less 
in the hands of the major record companies. 

                                                 
99 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, p 54. 
100 Ibid, p 22. 
101 Ibid, pp 30-31, 37-40. 
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Retaining the audience’s interest for those that do reach traditional stardom 
will be tougher still. The attention span of an audience where new players 
arise continuously, and through the same channels, will be short indeed. 

On the other hand, it is quite possible that such an enormous amount of 
music will serve to distraught, in actuality increasing switching costs as 
consumers feel overwhelmed by the massive input of information102. When 
the internet revolution grew to similar extent in pure information 
availability, intelligent search engines became the solution. Similar 
solutions are quite plausible, aimed at the music community. If the 
collective channels become many, and the amount of new music readily 
available becomes as massive as previously predicted, the provider of search 
services that will enable users to look for interesting music in an effective 
way will be a major player. 

Consider a search engine allowing you to index music and find new artists 
and songs based on what you already like! Or according to specific moods, 
holidays, situations and so on. The way we look for music is different to 
how we look for other sorts of information, so although the traditional 
search engines might provide a solution sufficient to find information on 
various, beforehand known artists, a contemporary solution specifically 
focused on music is both plausible and probable. If such a solution is 
effective and provides a user friendly quality service, then that solution will 
be the potential starting point for millions of users on their daily quest for 
new and appropriate music. The owner of such a site has literally millions of 
potential customers passing through every day. 

A company on this venture has left the traditional record company model far 
behind. While the core service, supplying consumers with music, remains 
the same – this model is not centred around your own catalogue and thus not 
dependent on the relative quality of the same. On the contrary, for the sake 
of credibility you should avoid a catalogue of your own or at least make a 
strong point of it being of no more importance for the service than other 
catalogues at other labels. A search engine is absolutely dependent on its 
image as non-partisan and the quality of service stands in direct relation to 
how much information (how many databases / catalogues) it indexes. 

In such a construct, the Offer lies partly in the feature offered to the public 
(searching) and partly in the revenue model, which is directed at business 
rather than consumers. This is a solution that typically would be financed 
through advertisement (in connection to the engine, not as part of the 
results) and consulting on placement, intelligent indexing and so on. The 
Operative platforms are marketing, web and database technology, interface 
design and consulting. A&R is no longer of direct importance, but an 
understanding of how music and the consumer’s way of finding, relating 
and listening to music differs from consuming other information, is vital. 
Such knowledge is probably already at the disposal of the labels, but needs 
to be unlocked. The Marketing position would be strengthened by 
                                                 
102 Porter, Strategy and the Internet, p 68. 
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surrendering ones own catalogue but it is always directly dependent on the 
marketing and branding of the portal, the size of the database and the 
customer perceived quality of service. 

 

Figure 5: Indexing Service Model 
  

6.2.2.4 Artist Developers 
A final suggestion would be to consider the record companies in the role of 
venture capitalists and artist developers. Today, the record companies 
already work closely with the artists to develop their talent and focus it into 
commercial success. The labels take the risks, while also securing the 
greater part of the potential revenues. The low amount of successes in 
relation to the large costs involved in breaking a new artist is what limit 
their ability to act. By cutting the physical products out of the chain, much is 
gained – but more could be gained by cutting all in-house distributing. 

A model based on the record companies no longer bothering about financing 
recording of the music and video and no longer focusing on the actual sales 
of the music, gives for an altogether new kind of company. In such a model, 
the label becomes a development partner to the artist, manager or producer – 
who ever handles the actual recording and sales of the artist. 

The responsibility (and Operative platforms) would be to lend expertise in 
commercial development, marketing and promotion. Perhaps they might 
even help managers / producers to scout new talent. They could offer 
financing, but to smaller amounts or at lower risks – by cutting away the 
costs needed to be financed and offer discounted or free of cost service. The 
Offer is basically consulting (in development and marketing), which could 
be financed at an hourly fee, as an ongoing subscription service or – which 
is probably the most likely – as a calculated risk, where revenues are based 
on future artist revenue; perhaps not just from music sales, but from income 
related to the artist’s brand. Basically, such a company is less focused on 
selling and distributing music and more focused on developing artists and 
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artist brands. The Market position will be directly influenced by the 
company’s ability to provide a full set of related services, its network and its 
brand. 

 

Figure 6: Marketing Consultant Model 
 

6.3 Conclusion 
It is quite possible that the future will hold record companies that act more 
as content suppliers, or even simply as financers – supporting artists in the 
development of their careers. As the playing field levels out and the 
necessity of strong financial muscles lessens, the artist will get stronger. 
Those close to the artist, whether managers, record companies or some other 
entity, will have influence over access and thus hold the direct commercial 
power103. 

The majority of the business models proposed herein is compatible with 
existing business models, meaning they can be combined with existing 
structures and ways of doing business. However, the great advantage – and 
opportunity – of the digital age is the ability to forego the physical 
manufacturing and distribution networks and the costs that go with them. 
Unwillingness to part with such functions simply due to tradition, or to 
exploit them as far as at all possible, might delay a necessary refocus to such 
an extent that it eventually becomes impossible and too late. The changing 
demands of an increasingly digital community must be recognized as the 
reality it is while the initiative is still obtainable. 

Whether the record industry themselves will choose to work toward this 
future or not, they can rest assured that others will. The consumers are 
showing every sign of moving in the direction of an all digital market and 
the digital giants (Apple, Microsoft and most cell phone operators along 

                                                 
103 Jenner & Brown, Beyond the SoundBytes: the MusicTank Report, p 50. 
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with entertainment networks all over the world) are already positioning for 
it. The greatest threat to the industry is itself; the inability to look beyond 
the immediate future revenues, previous ventures and market shares is 
keeping it form moving in new directions. The more agile indies are more 
prone to seizing opportunities, surprisingly enough leaving the majors as the 
companies at disadvantage with a greater risk of collapse. 

The CD is not dead, but it is on respirator, kept alive by an industry not yet 
ready to fully explore the alternatives. The demand of music is not dead or 
even particularly lessening, but the ways of getting that music are changing. 
All products must die and the short life span of the CD is simply due to the 
overall digitalisation of all media, rendering it obsolete. Although it will 
probably remain as a secondary product, now is the time to position for a 
new reality. 

My survey has shown that all the responding companies conceive the 
changes posed by the digitalisation and that the belief in a positive future is 
undisturbed, a notion strongly supported by my own studies. Most feel that 
they are actively taking advantage of digital channels, but few have made it 
a high priority or a strategic issue. Whether this is because of an inability to 
commit to a hard trade-off, or because the timing is wrong, remains to be 
seen. What is certain is that the winners in the digital era will be those who 
manage to build on the similarities between the old business and the new – 
while still taking full advantage of the brand new opportunities a truly 
interactive media brings. 
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Appendix A – the Survey in Swedish 
 
 

 Hej! 
 
 
 
Jag genomför just nu mitt examensarbete på musikproducentprogrammet vid Linköpings 
universitet. Det syftar till att granska hur industrin hanterar den minskade försäljningen av 
cdskivor och konsumenternas förflyttning till digitala kanaler, som Internet och 
mobiltelefoner. Det är sammanlagt sex frågor som handlar om hur Ni bedriver Er 
verksamhet, med affärsidé och strategi. Samtliga frågor är relativt rakt på sak och det bör 
inte ta Er mer än en kvart att besvara dem i sin helhet. Min förhoppning är att få en enkel, 
men komplett bild av hur de främsta aktörerna i landet ser på sig själv och marknaden – 
idag och imorgon. 
 
Svaren kommer att avidentifieras, det vill säga att ingen kommer figurera i rapporten med 
sitt namn, utan enbart omnämnas som en del av den kollektiva statistiken. Mitt syfte är 
sedan att använda dessa svar i kombination med litteraturstudier och kopplingar till 
affärsutvecklingskoncept för att komma med konkreta förslag på hur musikindustrin 
skulle kunna förändra / anpassa sina respektive affärsmodeller för att stå så väl rustade 
som möjligt för framtiden. 
 
Frågorna torde kunna besvaras av vem som helst i organisationen med marknadsinsikt. 
Om Ni väljer att inte besvara dem själv utan skicka dem vidare så ber jag att Ni, om 
möjligt, inkluderar mig med en kopia, så att jag följer upp det här utskicket med rätt 
person. 
 
Eventuella frågor går bra att ställa per mail eller telefon enligt nedan. 
 
Tack på förhand för Er medverkan! 
 
 
 
Hälsningar, 
 
Petter Fahlström 
Musikproducentprogrammet 
Linköpings universitet 
petter@mintmusic.se 
0708-110xxx 
 
 
FRÅGOR: 
1. Vilken är er affärsidé? 
2. På vilket / vilka sätt skiljer ni er från andra skivbolag? 
3. Har ni känt av nedgången av försäljning av cdskivor? 
4. Arbetar ni aktivt för att möta den ökade digitaliseringen av musiken? Hur? 
5. Vilken tror ni är er centrala produkt om fem år? Tio år? 
6. Kommer det att gå att leva på att driva skivbolag om fem år? 

 



 



Appendix B – the Survey in English 
 
 
 Hi! 
 
 
 
I am currently conducting my Bachelor’s Degree project for music production 
programme at Linköping University. The purpose of the paper is to study how the 
industry handles the declin in physical sales and the gradual migration of customers to 
digital channels, such as the internet and cellular phones. In all, it is six questions in 
regard to how You conduct your business, Your business idea and strategy. All the 
questions are fairly to the point and it should not take you more than fifteen minutes 
to answer them. It is my hope that this small survey will give a simple, yet complete 
picture of how the foremost actors in Sweden looks on themselves and the market – 
today and tomorrow. 
 
The answers will rendered unidentifiable, which basically means that nobody will 
figure in the report with a company name, but rather be mentioned as a part of 
collective statistics. My purpose is then to use these answers in combination with 
literature studies and connections to business development concepts in order to make 
direct suggestions as to how the music industry could change / adapt their respective 
business model in order to be as forearmed as possible for the future. 
 
The questions should be answerable by anyone in the organisation with some sort of 
market understanding. If You choose not to answer them yourself but forward them to 
somebody else, I would request that You, if at all possible, please include me with a 
copy, to enable me to follow up on this E-mail with the correct person. 
 
If You have any questions, please feel free to pose them to me via E-mail or phone 
according to the contact details below. 
 
Thank You in advance for Your participation! 
 
 
 
Regards, 
 
Petter Fahlström 
The Music Production Programme 
Linköping University 
petter@mintmusic.se 
0708-110xxx 
 
 
QUESTIONS: 

1. Which is your business idea? 
2. In what way / ways do you differ from other record companies? 
3. Have you been affected by the decline in sales of CDs? 
4. Are you actively working to meet the digitalisation of music? How? 
5. Which do you think will be your central product in five years? In ten years? 
6. Will it be possible to make a living as a record company in five years? 



 



Appendix C – Expressions and Concepts 
 
 

Expressions and Concepts 
Although this report is aimed at people already familiar with the music 
industry and its peculiars, I have still chosen to explain some of the more 
recurring and possibly bewildering and ambiguous concepts. This should 
not be considered a thorough and complete definition of all terms, but rather 
a comprehensive guide to concepts of a more direct relevance to this report. 

A&R 
Artists & Repertoire (A&R) is a common abbreviation referring to the 
department, as well as specific employees, of the label in charge of and 
responsible for the artists. They handle new talent scouting as well as the 
ongoing contact with the artists, their development and marketing and act as 
a kind of record company side manager. 

Business Model 
The term “business model” is murky, at best. Used in different contexts, it 
might mean many things and is still less than exactly defined. In this report 
it is used to describe all the fundamentals of a certain company’s way of 
doing business; in particular, its strategy and business idea. I.e. how a 
company / industry operates in order to create revenue. 

Catalogue 
The catalogue of a label refers to all the artists signed by that label, along 
with their complete repertoire. 

DRM 
Digital Rights Management – technology and a set of tools that allows for 
producers / compilers of digital media files to control how those files are 
used, for example by limiting how many times the file may be copied 
between various digital devices. 

Label 
A short term, derived from the label in the centre of the old vinyl records 
displaying the logo of the record company owning the rights to the record. 
Now it is mainly used as a direct reference to a record company. 

The term is also used in conjunction with the prefix sub (i.e. “sub label”), 
referring to sibling trademarks controlled by some other record company. 
Such sub labels are often used to market music of specific genres, not 
directly consistent with the culture or focus of the company at large. 

Indie 
See “Independents” 

Independents 
Independents (sometimes simply referred to as “Indie”), refers to 
independent record companies (“labels”), meaning companies not owned or 
controlled by the four major companies. Sometimes it is also used in 
reference to the whole culture of bands, fans and music surrounding those 



companies. In some aspects, it has come to be recognized as a less 
“commercial” part of the music industry. Although this may not be true, it is 
certainly easier to find a unique business culture with less typical sets of 
values in the more heterogeneous independent sphere than among the four 
majors. 

Major 
The majors, major labels and major record companies are commonly 
accepted terms, all referring to the four largest global record companies; 
Universal Music Group, Sony BMG Music Entertainment, Warner Music 
Group and EMI Group. By themselves, they are generally considered to 
control more than 75% of the total, global music industry. The rest of the 
phonographic industry is often jointly referred to as “the independents”, or 
“indies”. 
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