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digtal-music services ciaimed ibraries in &xcess of U million tracks. Likewise, in 20U MF3.com
sz offering Unsignad arttsthe Chance t st uts ther U though f Webzie, paynE
tham scccrcing ta the numbar of ol o3 Bath compenas ould change ownarsn a0
usiness models n t folowing years. MP3.com avantually shut down and sod some of ts
aisets—ncucing it covsted comain namé—to CNET Natwarks n 2003.1 On the ctner hand,
Music was sl oparating n 2017, allowing customers to download  fxed number of tracks:
{ncusing from an aud oo ioraryfor s set mantly fe.

The il rascion of the maler abel 9 the nw tachnology s tgous. As el 52 i the
rskers &nd usars of muscnaring uwarks 2 to Napsta, they aizotisd—zut flec—to
SEtan a0 njunction £ prévent the e f e Ao FUF3C0, the frst commercialy sccessl
Doriable P3 payer.

Indeed,the mjor sl st stemts o enter th digtal market damanstrated he ncustrys
Warinss of the new tachnology. I the early 20005, o joint ventures backed by the mjor
recording Isbalz wara ‘unchac: Muzcliet—supaorted by EMI, Warnar, and SG—and
Pregiay, sackad by Sony and Universsl. Botn sarces ha everal Imitatons that ads them
URBBPuIS W U 20ch 8 e I itad o o rack iayable e month, nd the mitec
number of tracks from the same arist playable per month. Furthermore, Musiclit and
Prasolay ony had the music of thelabes that acked them, so usars needsd fo purchase Ewo.
Separata suscrtions fthey antad o ten o 3l he o . Scon t el avandonsd
thess zarvics: Musiclet was zod n 2005 &nd Prasaplay vas 304 n 2003, merging win the
Napstr brand for th atta’s elaunch as  ega sevice. Both Musicis and Pressplay came.
Lot it o PCWaIEs 15 of e Wt tech arocuctsof 8 tma. -

The Success of the iTunes Model

The industry, howaer, dd not have to wat long fo s frst massively popular igtal-music
Sanice. n Fruary 2003, Steve oot unve ed the Tunss Sors drin ni keyncts spesch st
£Dacial Aople event. At dunch, Tunss offred 3 catslog of 200,000 zongs, i backing rom
ror and ndepsndent sbal, ich sl for 99 cents s rack  Intly, Tuns was svalabi for
oy sk computers bt 2upaartforWindous i 30ded 3 few months tar, reaty epandng
the potential customer base. By the end of the year, the store had already sold 25 millon
racks T sarice would grow exponentially and, at s paak In 2012, reportedy reachad
sarly $4billon in sales. Despte these numbers, Appe long claimed tha the Tunes music
Eales 61 ot oroud the compiny Wth SN FCant profis Howevar, i (Tunas saes drove
sales of (Pods, which had big margin fo he company.

(On the el of Munes succass, sevaralcompanias raplicted fts model for selng digesl muslc
For examale, Son sunchad i Sany Connect M. St n Juna 2004, g traces and sbums
at the same price 35 Tunes.” Liewis, Apple's longstanding val Mcrosoft launched Zune
Marketplace in 2006.0 Tnese tores were o as successfu a5 Tunes: Sony Connect lsad in
2008, e M rcsof discontnuad the Zuns brand sné sunched Kb husicin 012 sl
Iabels ul backed these and other ffeing,a thy had don with Tunes.

Nevartheless, Tunes snd other 2miar stores i came with 3 sgnifcant resriction. Dgtal
iEnts managamant (DR tednolog s wers smbaddad i the trsces purcnased These imted
e Ui 1 ) ofdecas on i e r5cksCoL B e ansurng Shat s customar
could ot distrbute thefiles realy e purcnasing them. They als llowed the sores tocontral.
ow tracks could be usad. Fo example, tracks purchased from Tunes could bs played on 10
more than e devices.
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Moreover, apart from a computer, only Apple devices such as tha iPhone, iPod and iPad could
Py unes trscs. As  consequenes, Pad slés fyrocketad i paralil it (Tunes succes,
festning 22 millon In 2008.1 Likeuise, Sony Comnect tracs could be ransferred only 1o
compatile deuices that supported Sony's ATRACS format, such a3 the Waliman or the PSP
[Payétaion Partasis gaming consale. Maanui, Zune cuftomers had 2 procure s MErosat.
Carifed dauice, uch 5 S of Mroscft's oun Zune-brandsd I of plyers

Howevar,the stuaton changed in lste 2007 when 3 naw encran, he online retaling giant
‘Amazon, aunchad s own dgita-music store. aoe's allowed Amazon, Un ke s compattars o
el racks without DR, Users could by from Amazon and pay e songs on any numosr of
Gevces tnat supportad the LIPS format, ndusing 1Pads, Zune players and Walkman. Unlke
Sony and icrosot, Amazon was successul and quicky Decama tne sacond-largest igia-music
Store i he United Sates. The competion soon fllowsd i s footsteps: Tunes i market
Ieader, sbandaned DRM in 2005,

Arists 190 began to experiment wih the opportuntes tha the Al format prasentad. For
‘xample, n 2007, the hgn-profe Briten band Raclonead pped musie sbels nd releazed
e 316 n i el o ther fan 5.3 gtal download on i Sand's WaBse EEng
Customers chossethe pice they wanted to pay. o sales fgures were relsased. ATtampts e
Radiohead's t upset the vl release process were, howerer, piscamesl

Streaming and the Smartphone Era

ReslNetworks s 3 comgany tnat hid thrived in the 1350, develaping vdka- and uc
straming technologies for the fledging Internet. RealNetwris’ protocols allowsd users
waten videos and sten t audio without downloading te les to thei computar In Api 2003
RealNetuorks launcned 3 new senice: RealOne Rnapsody [ster shortened to Rhapsody, This
Decame th first mlor labe-Sacked musicstreaming servce,

Rnspaody offerac  suoscription model whare user pai s monthy f of S9.55 or the sbiy
0 sream an unimited number of songs from 3 lorary of 330000 tracks. Users could not
dounload the racks direcly to their computers. Rhapsody was & madsrate succes, eaching
800,000 subseiners i 2005, Howar, 1t growt rate sowed and ulimtely decined. I 2010
i€nad los 100,000 subscibers, and anaiysts at the time doubted s abilty to Compete with
other music sanices that were not usng 3 strsaming model. Rhapsady was un off from
RealNetuorks in February 2010, n order to hlp the parent company acheve proftailty.
I 2013 the now-ndspendent Rnapsody acauied Napster" and stared using that brand name,
tmataly pnaing out i Rspsady brand i 20461

Rnspaody’s lrs 10 gan tracon seemc o 1ccats thst She ket refared stres witn the
Tunes model, here users Could by and ou igtal music. Howeyar, othar sraaming servces
5000 sgpesred. Pandars fauncned 1n 2005 and v folowed b it sances suih 3 Sacker
Racio and MG Pandors sowed uaers  41en o catom zed rado statons” or fse, whi
gt revenue through sduertang. s Mus Genome Proct anayaad and broke dauin songs
SCcorng 1 L rats. s coud then ‘e o "1k Songs hst s B a3, and
e 361 LI STEMEL D B Enlr UG 33 81 Iy oy MU Shak wou s e,

Throughout the 20105, the use of smartphones explodsd. They fused the functionalty of &
PRrtabls mecia payar i 8 Computer with £n et comnecton. By 2015, 1t was ssmata
that there wers 5.1 bilon smartshone users oridide © Ths greaty benefied streaming
services, since It untied users from having t0 use @ desktop system In order to access oniine.
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senvices. According to Pandora, the introduction of a smartphone app in 2008 practically
outled s grouth avarnight, and DanielEk cracited Spoty s ree smirtohans sop it savng
i company in 2013 4

Spotify

Daniel £k and Martn Lorentzon founded Spoty In Swadsn s 2006 sfe having both worked for
Several Scandinavian-based onins startuzs. ronicaly, Swacen was nfamaus fo hosting The
Pirate Bay,the lagest sarch engine for liegally downioading music and video content on the
Internee. $potfy inally Iaunched in Gctober 2008 in Swedsn and cther Western European
markets atar announcing dals with sl the major abels plusseveralindspandant companies
thatalowed Spoty o stream thei catalogs.

Il Spotéy slawed oy mited numiser o user 9 ot unpaid anica. The comany.
periaccally 280t ut "t 1 exsting usars, WhCh ey could Uzt mite ther francs,
Paspla no wanted 8 paid suBCpon Were not 3U5jctad 1 ths (st on and could o st
any time. Spotty fed thel mitation n February 2008 n the Unted Kingdom and proceedsd o
40 the same n most of £ market n the faowing ot

Sootitylaunched nthe United State n 201, when i iaady hac 10 milion usersthrcughout
Elrope. Tistime, Spotiy used a diferent approach. Instead of trottingfree sers, € offred
5 monthsof frae premium use 03l UScustomers. Atrward, they could pay for a subscription
or stare using the fes, ad-suppertad varsion of he serice. Spotfy grew quicky I the United
States, and In March 2013 € claimed to have 1millon paid US subscrioars and 6 millon
Werkdiice.? The grouth scsairated, and in Juy 2016 the company sceced 50 millon
subscrbers and 100 milon ttal ueers workude.® By e end of 2018, ths fisure had
alloned to 56 milon subscinerssn 07 milcn totlugers. Spoty et bl on e New
York Stock Exchange n Aprl 2018, using a diect lsting nscead of an PO Snares opsned at
S165.30, up nesrly 26% from & referance pice o S132 26t by the NYSE. The sock ence the
Sesson 3t 5145.01, valuing the company 3t 526 5 bilon

Sootity kest exganding sl ver the word. n arly 2018, Spaty was valatle n 65 countries or
terrfries, spanning the Americas, Europe, Asia, and caania. Ths It included svery major
music markes. In November that year, Spotiy began bresking nto emerging and immature
Frarts aunihing 3matanzousl n 13 countres i Afnca andhe Middls st and s caking
the tots figure 19 76, Morsouer,  nad recenty reschad an sgraement with Tencer, the
Chineze onlneretl iant o s 55 o tock tueen Spotf and Tencant's s Sresming
Senices, S9aty WS nct avaIable 1 the Crineze mainand but Tancent Musc customers
umbare i the huncred of micns 3 revénues ware SL3 bl fr e firthaltof 2018
In anera, amerging markats posed abig challenge to companiessuch a Spotfy. Piray was el
2 big factor in them, 5o getting people to pay for musc subscrptions was Sl 3 hard sel.
However, Tencent Musi had triad in Caina b offring afre senice and hen monetzng ¢
Wwih anclary purchases such a karaoke tools, dgtal s that could be keptor sent t friends,
andthe abilty t watc 1 concerts. As oflly 2019, Spctfy and Tencent had yet t announce
any concrete projectresulting from thi colaberation.
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The Spotify Business Model

1 2015, Spoty wss offering two servic tes n most of 1 markets: fres and premiom. Bt
e allowed on-demand unlimited Istening of very song in the Spotfy catalog (40 millon
s, and 15 bilon fatening nours) for an nlimied rumbsr of tmes fom any sl
Computer ortablet. Users of thefree serice nad ther playbac terrupted everyfew 5ongs by
S1ort audioadvert. During th previous years, Spotfy had slowy been ncreasin the number
and frequency ofthe commercils and had added viual advers © the user Intarface of free
omers. Mo, premiam usr coul 160 10 LA ot BeIg mirrugted oy acuers
had access to nigherqualty udio, and snjoyad othr features

Sty sz0 provided sn spp that could be nstalled on mny devices, ram Andraid and 105
AMBPRGNE SN et t AT T rac6r 80 €1en At f Things deces uch 52 the
imazon E2nc. Natasly, anly prémum uses <ol plsy MUz on camand uang the 3zp. Frée
Sersere Unabie o select 3 pArCula SOng UL Couldcreate 3 "staton’ thatwouldplay rancom
Mc tht e rtan e orow e S GeIng (uch s genre, ara e res) Table 1 3nows
he dferences betwasn the o sarce Sers

Table s
Spotify Service Ters (1019
Tree Fremium
Py Yor Yor
Soundquaty (o 0 0
- o Yor
Moty fee 0 s999

Spotiy often ran promeions to by 0 sign up mre customers £t subscrpton serics. o
‘wample, by 2019  was ofering » studentsubscripton in several markets for 499 o €4.59 3
Mo, In the Unted States, i even nclucad 3 rée susscrpton o the vce-atrsImIng
atform Holu. The company siso offered  Spaity famiy plan for S1495 or €14.35, uhicn
Slowad peopie to share & sngle subscription wth si other famiy members. Spoty also
outinely ofered free tal o1 premium sevics, usualy or round thres months.

Spoutysfunctonslty s imple. When the user sunched he sppliceton msie sarted o piy
SUROMACH, 2 N 1 88 S Py . Users could 8aren o 3y Song sra gt from the
Rome screen, accass her s offavorte songs nd ariss, acces thei laylsts, and rowse the
oSt populr racks and arists of the moment, The radiofeature brought several reset themed
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radio stations and allowed users to creste new Ones using 8 variety of guidelines. Spatify also
a3 iscouer fastre Tt SUEEEEted new artitsSaEed on the uakr lstaing R

Spotity had severa social festures. Inside the app, uses could “olow” ther riends o s what
U ey wars stening to. Users couialo folow srtits, ands and other personsite:
order o get news about hem and b alertd f they released new songs on Spcty. ntsgration
WD i s EEESENg $93%, 2Ueh 3 Facabaok, Twitr and Telagram, alowed uiers
01388 ther friance acties N faicrte music 3nd et laylts could o izo ared and
s had Bacoms such 8 52pa St ths thare Wara rd-aarty ebates devetad tosnarng,
commant ngon and ating Spoty layts(uch a Playss.net and SharePlaylsts com). Anyone
o0l lck on & song o slayst 2haréd on zocial medls snd lsten € fnRCUERaMEr: Would
Simely bsasked o ragiter an account on Spoty.

In Novamber 2016, Spotiy rlaunchad Sootiyfo Arists,the laform that artsts could se to
Parnes the data ganerted by Spotfysteams ofteir msc, manag thelr profes, and engage
Wi fans % Artists could, for sxamsle, post ictures, sell merchandise, and upload tour data
heh Sty Wl use o tll s when thel avort STt were iaying near them). At
Ware able to check what kind of plalits they were gakting addsd to. [For exampl, artits
Feleasing 3 ack n 3 new ganre—in the hops of FESEANE Ml fane—Could track whather the
song was being added 1o playts o that ganre. Arsts ware able o track n eal time which
songs were being played the most,segmented across many variables such a5 gender, age, and
location. As an sxample o the naw piatfors porenta applicatons,the haawy meta band
Misalics iad 1 20t o the set st o s 2015 tour £ ncude SonEsthst wers popuar in the
ctesthey were laying ™

The Spotiyfor Arits ravamp was not marsly a puble reatons exercis n responsa o outine
ritcsm of Spotfy by artists.Rather, Daniel Ek viewad it a5 cormerstone o Spofyssrateg:

The marketslace strategy i mportant bacause Y not  vinose scensria Ut ruly 8 vin-
i S2anic B buling Ocl 81 S8 Ce fo the MUR. MAUEY, e G make the musc
Indusry more ffnt, tnar 0ty anefing Sogether th the mus ndusty 2t tnat

Qi innovation and dacision-making were key 1o Spotfy's culture. “Succes for us il be
dtarmined by our iy to move fastar than sverybody sse In ths space, EXsaA” As an
ampls, & ke s50ut how the company had suncned tsfras mabie azp e vry zame ey
he | ning Gess ware 3 gned. Tha Company Co st notsord 3 tradi onal estng calencar
Stacrica e fo t gronth. A EK put £ W a1 £ maka misakes fastr than anyone ale.
The compan waz thus ot 80 Sker it %7, 1ot 1 atagies o aven backrack
o some o the changes ¢ had ntoduced. s engnssring cultus was aio influsnced by agle
working methodologies, which ware adapted and changed as the company gre, withthe view
of shuys being quick o aunch.

Financial Performance

Wihen Spoity launched in 2008, it 8 5o with mor musc lablstaking 18% o s shares, for 3
combined contrbution of around €800 [then about $13.000)7 Spotiys rasd expansion
Fequired Hgnfiant inestment B the company had 1o troubl rasing Capita. Since 2007 ¢
Pad successully completed seven funding rounds, reportedy raisng 3 cumulative total
5106 bllon it s 2015 vlustion of $8.53 bilien It a0 raced an adsions S ilon in
et in the fs halfof 2016, which was converted into equity when the company went public
in April 2018 %
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On the face of it Spotify’s performance during s short life had been nothing less than
‘xcptionsl, with the company posting SgEering growth rates year sfer year. In 2044 it
Surpasad €1511on 1 76,88 or the rSEUMe, 3 MISHNSS wars reached ata Frantc pace:
€2illon of ravenue n 2015, €3 billon n 2016, and €5 bilon n 2013 See Table 2 fo Spotfy's
fnancis data.

Tables
‘Spotify Financial Data 30143018, n Millions of Puros
wrwen s aem aom
R e85 s as e s
< premiam s w2 aen 4w
s wopevense woow o om o om
Gross ot moow m W um
«Reserch anddevlopment W w0 owe
PrEm— )
[ — o om s '
Actws users tend oy (miions) @ m om ww
P sbserbas st f v [ons) Boowm ow o
Pidusr ARDY et o mont - ew  ew  sm am

There was » patent caveat n Sptity's growth sory. Since s lunch in 2008, the company had
VL0 post an annualproi The company's plcsie gronth nad been sccompanied by gsses.
Howevar, Spotiy'sfinancil st was thought t be secure, gven the amount of fnancing
I¢had bean asl to o

Thesingl argest axpense tam wasthe cost of goods soid. Tis consisted malnly of the oyalies
Spotiy paid o ights hldersin order o ge acess o thercatalog o offr 1o Spoty customers,
s the T costs ofGelering content 9 he customer.
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The Royalty Issue

There were many types o oyaites. Spotty had to make sure t nad secured ll of them n ordr
205" 3 pErECUIT MUs< rackta s customars, o i f oud face gl probiems. In ganers,
houeh, rayeties could o dhdd in to man categorie

~ Mecharical rght: thoze covering the underying compaziton of s zong the yis and
the MUz composed by the sangw ] i the 2008 i reproducad

~ Performance ights those covering a parcul renciton of that compaston by sn artit
or band whan a song s peformsd I publc inclucing when s sreame.

Performance rights wers usually held by the publshing labels and were pricer. Spoity had
SEned sevaral sgresments with major Sbalz n ordar to get accass to ther catsogs The
agreaments n place I 2019 nad been signed i 2017 and wouls be up for nsgatation sgain i
2620. These contrats were very complex and could difer for dfferent publshers and
terriories Howaver,theyshared some comman features

"~ Spotity did notpay  foed amount per sream. Instead,  percentage of montaly rvenus.
sz lccate o royates, Whch ware it Butad SECOr g e marketshareof e
rack i the ot numse ofsréams Spotfy delared durngthe e od.

T rates uere tid to the overall user count and the ratic of fres o premium, This
meant that Spofy had o mest cetan arget n othe o acces he most advantageous

T daslsncorparated a floar, 2 minimum amount that had £ be paid 1o the publsher
i 17 SctUa 0yl 37U WO Rt Hhar 8 aach tha Fure

T frae and premium senices hag cfferent royalty rates. Spoty paid 3 larger
percentage of it ravenue on th fras sanica (wch vss much mallér on 3 per-user
D). In 01, fo exarmpe, Spotiy'scort o revenus fo e orem um serice was 73%
et was 82% fr s frea zavca.

~ Spotity dd not pay atiss direcly (excep those who sef-publisned on the platform).
Spotity paid the publshers, which in tum pald artists in accordance with thelr own
particuar desis

~ Some of the daals ncorperatad mest faveradnation causes. This masnttht, # Spaty
signed 3 daal wih another pubishar that was lass advantageous to Sy, the
Staaming company would need to adjust ates upward fo the other publshars.

Machanica ghts ware usually not nagatated n the fres market but nstead could be set by
courts governmant bodies, of performing ighs organizatons—depsnding on the tartory.
In 2013, Spotit was smbraled n 3 agal batile o prevent the CopyrightRoyalty Soard (a bosy
of the US gouernment) from progrécsivey rasing the machanical reyates from 1.6 to
15.1% oftoal revenu for th perid from 2018 12 2022.4

The new daais igned n 2017 with the majorpublishers had successtully owarad Spotiy's costs:
and seamingly put the company on 3 path 0 roftailty. The company had announced s frst
v oparating proft—of 554 millon—for thé fourts quarar o 2018, Athough & 1 postad 3
103801543 millon fo the overallyear. Nonsthsless, Spotfy was being cautous and st apected
an overall loss in 2019,
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Relations With Artists

Lower royaty ates had s signficant s effct. Arsts an Spoufy were being paid on average
SO.004suery tme on of ther tracks was played. Trs was fa owar than on othr srices such
5 Napstr (SO019], Tidl [S0.013) and even Spotiys most cract compitor Apple Musc
50.007) To sarn the minimum US mantly wag (51,472in 2018),this meant artists on oty
Would e o have thei songsplayed more than 330,000 tmes sach monh.

Howsusr, wss hare an sltermative for aits? Arustfrisndly plstforms suen a3 Tl (whicn
imad fo g% the bes terms 50 artts ut o 1 tn staaming olsrarmal had not mnaged
t0raach 3 signfcantsize, and ven high-profile arsts who had pulled ther acks from Spotfy
o othr streaming senices nad besn forced o accept th new ralities o the market. Tnat was
the case with Taylr Suit, one of the best-seing artsts of he 20105, who had returned to
Spotify n 2017 after removing her catalog from alltraaming platforms in 2018 4 dossn't
matter what we fet two or three years ago," s8d Scort Borcheta, CEO of Taylor Sufs
istributor Big Machine, "ihat wa have now 5 what we have to make work "

I the s, srit sueh s Raciahasc had tred to eversge dgtal tsshnalogies o ccess the
market directy but those effots had been largely isolated. Nonetnelss, Spoity was beta
testing a feature that would allow Unsined arists to puslsh music on Spotfy direcy
Steaging the nsed or 3 pUBIANE 56t 85 I MaN. ArSASE 1 £he program Coul e
FayaIes Grecty from Spotfy SN Keep rack of tne smaunts So fr, (e progrE™ s By
ntstion only, snd Spaty had InvEes °s few hundred US-sssed ndepandant st to
partcoate.

Allin 3 the stakenoldersin the msic Industy had come to rps with now consumers n masse
were embracing Spotfy and mUSK streaming a5 thei preferred way of consuming musiC
Sireaming nsc Secome ths kS0 of the MLAL NALATY 35 € smargad from she dts &1
fecting 1t sincethe st years of the 21t centary.

‘The Music Industry in 2018

In 2017, the global music ndustry grew 815 year on year to $17.3 bilon, s thid year of
Consecutive grouth afte 15 consscutive years of decin. Despits the §rowth, revenuss were
iy a1 8% of ther pesk of 1995

Indeed, the musicindustry had changed a ot since the 19505 Thndustry, once ult axclusivly
o the sales of pnyscal recordings from malnly orce-and-mortar stoes, had seen dgtal take
over 35 the bigges source of revenus. Once-renowned muscstore cnains such 3 Tower
Records had closed down, whie othars such as Virgin had downsized theirphysicalpresence
significanchy. Now music was predominantly being bought and consumed in digtal form.
[Soe Fiure 2 or s sreskaoun o revanus sources|

D3, vinrecors and casstas accounted Baralyfor 0% of the globalindustry,with an annual
o of 5.4 n sales in 2017. ronically, vinyi—which was once on the verge o extincion after
the massive success of CDs i the 1950s—was the only physca segment experiencig rowtn
225%), 5 £ o successuly been repurmssed 3 3 colactor s e,
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Figures
Revenues of Global Music tndustry by Source z017)

s

St kol s opor 01 Ao St of he iy, M oot g W,
A 10,201, e o RIS 0 e oy 2010

Parmanent purchases of downloaded music, which once had basn the most successul digtal
ousiness mede), wera decining rapdy, wih that segment revenues faing 20% bl I
2017, Streaming was thesegment cring growth n the ndusty,with a staggering year-on-year
gobal increase of 4115 n revenues. (Sse Exhbit 1fo dataon sreaming’s evenue growth|

Devaiopad markets such s the Urited States, i, Germany and the Uited Kingdom were
the larget gobal markets but amarging markets such as China and Braz were already I the
109 10.Growh wasstrong n both North America (13%] and Latin America(165] ut softer in
Europe (5] and Asia (5%, (See Exhbt 2 fo cetaled music revenue data fo the Unted Sates,
the woridsargest markat)

Regarcing the labes, comparad ith the stuston in 1399, the gobal music mareat had
Winasaad furtnr concentration. The i fiue® maor aoas had basn reducad to three: MG
was 5013 Sony in 2008, n EM| mergad with Universa n 2011, 1 2017, th thres major labels
aceounted for neary 70% of the 053l market of ecorded musi
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Table s
Recording Imdustry's Global Market share in 2017

Company Share ot o doir revenes
Unvers Muse Group nm

The major aeis thus sl contalled ms of the lstiuian of muslc, whieh was now being
delvered o customers through two man tpes of A retler:

~ Downlosa sparstons sodsingie tacks r lsums dighaly, Users could selec an leum
or' tack, Isan t0 3 sample, and then sy an amaunt (5pially around S3 for s song
06510 oran sloum)  cwinioad 1o ther computar or portabie devce, The market
Was dominated by Appie’s Tunes. Otner sgnfcant playes were Amazon and Google
Py Music

~ Suresming slowed customers  stan to musc thaut dowosding 1 el device
This, unl i with dounlasss, ers never owned the racks. Straaming serces usualy
btained ravanue i pad subsciptons or advertsing, Spoty was the marke eader n
terms of users and revenue. Other mportant playes were Pandors, Aople Music,
Deczer, and Amazon (Prime Music and Amazon Music Unimited)

The Competition

The Big Three

5 Spoty proved the vabity of strsaming, thespace began atractng the atenton ofsome of
the largest tach companies In the world: Apple, Amazon, and Google. Apple and Amazon in
particuar nad been mportant layers n gt music uring he frstdecade of tn 215t cantury,
e gt downloads had bean the frat successul busines modl for o s musc

In June 2015, Apple announced Appie Music e a streaming senice that amed to laverage the
considarabla umbr o peopis no e iready sing Aopl products and srvices prtculrly
those who were aiready Istening to musicusing Tuncs. T new servic boasted rado statons
curated by famous Ds,social fetures tht allowed arist t ntaract with ans, exclusve Geals
VAR 81U, 20 ARGErSEon W She S| v0ca-Contral 3 ersanAL-SESETENE festure Shat most
Apple products had,
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Al this was available s the same price point as Spotify's premium service: $9.99 amonth. Apple,
Rowever, was notoferng a fras version of e s (e BXNBIL for 3 omparson of Sy,
Agple Music 3nd several other straaming MU serice operating n 2013 See x4 for
estimated gobal market sharesatthe end of 2015—Sporiy s market share had remainsd stable
thraughout 2018)

Agple had basn groving st & rantic pace, regcrting 56 milon usars by ate 2015, Worsaer,
‘Apple CEOTim Caok had clamed tha Appe was now the t9p music service nthe Uited Sates.

The relationshp between Apple and Spotiy was bitar. oty complained that Aople's oun
retolsca—ins Apo Store—gave Aoge MU an unfar scuantage. AGps fo ntal aton nthe
A3ple Scoyatem (i nc udad tn very sopular Phans sné Fad mobia deices had o come
from the App Sore. In axchange for sting them there, Apple btained 303 cut of sles ofapps
50ld through he App Stor. That meant tha Apole Music’s compstiors had o e ther ake: 30%
Gut on thair marging or increase the prce accordng, which mads. them uncompstiive
Compared to Apois Musc Spatfy lSunched 2t aganst Apsle it the Europesn Commisson
nVisren 2015

Moreover, inthe same moreh, Aople launched Appie Video and Apps News. Appls Video was &
\ide0-Hrsaming pitiorm, FESturng oAl &XIute Content. It wa: potoned to compte
against Netflx and similar vidso plaforms. Apple News aggregated subscriprions to many
Renspapers and magazns [such 1 the Washington Fost and New Yok Times) n 3 snge
Dltiorm. Agple vss expaciad to buncle t N icea and news zenice with Apsle MuAE,
Sffaring s one-top 2hop for cutural praducts nd formaten,

The lascing oline rtaller Amszon suschad Amazen Music Unimited inste 2016.71A (e
Vareon of the spplcation (wth aczass t2 2 milon tracke), called Amason Prime Mus waz
orovidad fas to very Amszon Prime customer. Amsion Prime custamers slzo got 3 discaunt
forthefll senice, avallsbl st 57,39 3 month for them, compared 10 the usual$9.89 3 month
thatwas the norm nthe ncusty.

(Googe too had unauccessfuly tiad to make s dent n the muscstrasming spice. s atest
attemat was YouTube Musc, 3 erice thst offred ulimited Sresming of muse and muzc
Uidecs througn the YouTube pistform. Accordng to the nteratnal Faderston of the
Pnonograsnic Incusty ((F1), YouTube was sl by ar the Internat's largest st for strasming
U 3cCring 465 of s traamad sl over the word. However, 2o fa Googl nad faed
0 menstze thst asr oase effactely. 1ouTube s Could 120 be bundied wih YouTue
Premium, 3 seruice that festured original v deo content on the same pltform.
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Other Players

et s 5156 compatitors, Spoty alo faced compettonfrom severs cthar sreamingmusc
Senices. Thece coud 58 d.dad nto o kind:

~ Ondemand: The mest simiar comptors were other on-demand staaming senices.
Besides the sforementicnsd Aapa Music, Amiion Music Uimited,and YauTube Musi,
tnar notsuorty sarces wire Napatr, T, and Dseser. Tnase vrked 3 2misr sy
o Spotty,allowing users o play any rackthey wantad from each senice's catalog

= Itarmat radio: These comparias dd not ofer tracks on demand. Instead, sers coud
It to preset rao tstonsor crest customized anes. i mocel alowed comaanies
o pay reduced royahty rates compared with on-demand streaming services such as
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‘Spotity, and thersfors they were able to offer lower priing. Pandors was the most
Successful of those sences, akoUgh t s losing subserioers.

This intense compstiton nad aiready claimed its fst casualties. Lastfm, an Internet radio
Sarice awned by CES Corporstion, dacantinued s musc-srssmng senie i 2014, In
Novamber 2016, Rdio—3 Sreaming serv1e ‘unched o Skyze foundars anus Fis snd Nidss
Zennstrom—fled for bankruptcy and was purchased by Pandora” SoundCloud, anctner
Steamingservice,ad ot 40% o s saff and soUgA new Investment o avoid iosure n 2017,
Tida, Which had anists such a5 1ay-2 3nd Beyonce amon 1 sharenolders and promised better
terms to artists,was srugging and had o ek news investmant n 2017,

Thess companies were smallér snd e successulthan Spasty. Nenstnales, Appie, Amazan,
and Google were formidable comptiton fo the Swadish company. They had much more
financial Sackng and couid SN horzontal win the Companies coner sctves
In BaFculr, they e becomingvery aciv nproducing orgna cotent st videol, whicn
Could s bundled wih thelr MUsi offerings. Moreouer, soms obseruers beleved tat these
companies could ford o s ther streaming businesses as oss lsaders to rive Customars o
Char cara Schfies, A Tim Cook 581 1 81 InGerisw: “We' not i 1 fo s mongy.

Spotify’s Nonmusic Gamble

Despitethe ancouraging fiancil rsults, nearly 2019 many eyes wers on Ekwhen he outined
Spotfy's new udo srtegy simad st faing he tough tmes ahea:

Today, audio is only one-tenth of the size of the video market, 5o ther is 3 massve
opportuniy nee fo audioto evclve o 3 mare personzed, more mmersve exparince,
mch ke How the video ndustry has evolued. W beleve tnat, ovr ime, more than 20% of
alistning on Spotfy il b nonmusic contant, and w strongy beleee that s oppoTUAY
n sudia st i gzt

Spoufy nad purcnased thrse iferent podass companies n the precading months, cross the
ntie alus chan: Gimies Media content and publiing), Anchor (creation tols, and Parcsst
(contene)

Podcasts are episdic sares of audio fs dealing with the sam {opic and can be sraamed or
ounloaed o stenars. I sssence, iy aré the gl versions of rosdcsst rado hows, he
Word “podcast” tsel Geing 3 portmanteau of the words "Pod and “braadcast  Podcasts re
usually dstributad via plattorms that sggregate them and pay poscasters 3 share of the
Patforn's ad r2venu. PodEaser can, it 3641, fun 01 2 3 wAhI e 1 PO, 2
£ome of tne mst successul podcesars aré 16 o charg fo tnlr poccasts, £k eolaned the
ationsls bend nusstng n it ares:

It primarly aboutcring tat vireuous cycl. What we s very clearly a5 we're nvesengin
more podcast contentis angagaman goss up. A engagement s up, e oxh broaden the
appeal to naw users but we a50 ncrease the sngagemant of the esing ones on
e platform—which drives down churn, which n turn makes the business cverall much
Sronger. Thats tne continusd 2ath and, f st happened and f you 850 ayer on top o 1t
our marketplace business and the trand whare gross margin on the core business keeps
Incressing, natscur ectatin £nat i il agpan over Sms 55 well




image18.png
This was o thefs time that Spoty had attemted to produce orginal content a5  uay to
driv up angagement and ciffrentaton. The platform had bsen producing originl video
contentsince 2016 Thiswas ahiays music-elated (musi documentares and behind-the-cenes
7o) Bt 6ven then e icea was not pursuad igorousl. In aly 2015, he chat content
officer tafan Blom et Spoty, afer being n charge of the company’s ttempted push nto
de0, € i stopped an tarad s fen tmes WUt GG racton

84t was nonmusic udio the answer to Spoty's quest or riginal content? Podecasting was st
a vary small market but it was growing rapidly. The Interactive Advertising Bureau and
PricewsternouseCaopers estimatad that n 2017 t ganersted S318 illon i revanues n the
Urited States,and i rojectecto e S659 milion n 2020." (see EXhIES for facts and gures
o the podcast indusry )

(Could Sty grow pedcasting a: t had done with musicstreaming? Would podcasting be the
s o D0t £ problem of how t ompeta it the ndustry SNt thresten g 1 space”
A7 £ BOCRELNg ek ok the SRS, WSk SEETIEtves Were thare to nireasa Sooty ong-
term profiabilty?
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Exhibit 1
Streaming Growth

‘Worldwide Streaming Revenu in Bilians of US Dollars)

Streaming as a ercentage of Music Industry Revenues
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Exhibit 2
2018 Year-End Recording Industry Revenue Statistics
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Exhibit 3

Comparison of Selected Music-Streaming Services Operating in 2019

Launch Claimed  Major-label  Play tracks
date  lbrarysize  support  ondemand
spority 2008 20 mition Vs ves
(sweden)
Apple Music 2015 5 milion Yes ves
ws)
Dester 2007 <0 milion Yes ves
(France)
VouTube Music/ 2011 (3sGoogle 20 milion Yes ves
Google Play Music Play Music)
ws)
Tencant Music 205 - Yes ves
(chins)
Pandora 2005 <0 milion Yes ves
ws) (Pandors
eremium oniy)
Amszon Music Unlimited 205 50 milion Yes ves
ws)
Napster 2001 30 milion Yes ves
s Rhapsody)
ws)

Free
Ad-supportad
Shufle mod on mabile

Not svatable

Ad-supportad
Shule mod on mabile

Not svatable

Limita orary

Ad-supportad
Sixsrack skips per hour
(28 per day maximum)

Not svatable

Not svatable

Mobile
app
Vs
ves

ves

ves

ves

ves

ves

ves

Monthly basic fee
(US market)

ss9

39

39

39

Amest

39

sssst

39

151,19 3t Aprl 2019 exchange rates. Tencens Music

253,95 when imiting payback t 3 single Amazon Echo, o

Source: Prapared by the authors sing data from the companies” websites.
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Exhibit 5
‘Podcast Industry Data

Lending Podcas ublaher  th UnitedSsts b, 2018
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Exhibit 4
Global Streaming Market Share, First Half 2018 (Percentage of Active
Subscribers)

Others, 145
melon, 2%

Google, 3%
Pandor

Deezer, 3%

Tencent, 3%

Amazon, 12%

Apple Music, 19%

BSpotfy WApple Music BAmEIn WTencent WOser Mpandors MGooge HMEON Omers

Source: Mid-Vear 2018 Srsarming Market Shares,” Music Industry Bog, Septamber 13, 2015,
etps/jmusicindustryblog wordorass com/2015/09/13/mid-year-2018-streaming markst-shares/ accessed May 2015.
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Spotify: Face the Music (Update 2019)

By March 2019, Ariana Grande's new album Thank U Next had besn streamsd 2billon tmes
on Spaty, ot even o months sftr 1 had been ralsszed. Such fgures wre bacoming
ntrassinglzs bew daring At i, t s Grande's i aloum to resch 2 billon tresms on
the platform, and she was nct slons. Giosal superstars such a Ed Shaeran, Drake and Jusin
Bl routinaly sccrued huncrds o milons o &yen blions ofstreams o har it o,

Indeed, for many music fans,sraaming had bacoms the way £ consume musi,reitalizing an
sty st was asing growth ates i coukle gt for the frit ime snce the 1950, Wit
56 milon paid subscrbers and 200 miln totl users, Spotiy wss 5t T top of the Bl
Moreouer aftaa decads ofSpaity stugging o find a path o proftabilty, opertingosses nad
Snrinc ta S48 milian n 2018, doun fom S378 milen n 2017, whie raven had #hot 3 o
528 bilon

Dessite the encauragng dats, Spotitys stock had been on 3 downviard scpe. Spotiy waz
ngaged in 3 biterrvalry with Apple Music, which had becoms a succes on fts own and had
Fesinec 56 millon susserbers by the end of 2018, Apgle CEO Tim Caok caimad that Apsle
Music was airealy th top sireaming sevice n the US music market, which s the larget n
the worldbyrevanus. Appe nad annunced plans o create a culturalone-stop shop that would
Includ music, video, books and even ideo games. Likeise,the retal gan: Amzon was already
unding musi streaming with s own rcaland video-streaming services.

Diact compatiivethrets ware nt the oy ssue for Spoiy Atists were critcingt more for
the low rojalies Spotfy paid since the rates ware now even lowsr thanks o the new deals
signed with the major muslc publshes in 2017. Whik those ow rates ware nlping Spotfy's
quest for profitablty, they isked alenating artsts. Spoifys bortom lne remained vulnerabi.
‘The company nad ust fled a sppesl o the Copyright Royalty EGard i the Unied Satas, noping
£0 pravent an ncraase n thosa royahies € pad that were Independent of s deals wih the
majors*
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Spotiy's response seemed puting a st less music.In February 2019, it amnounced i had
Bought two podcast companies for $340 millon.*Spoty CEO Danie Ek sressed he importance
of that nonmusc gamle, saying hat audio=not st music—would b8 the uture of oty "
But atthat time podcastng was 3 very smallmarket. Could Spoty wrk s mage twice, GoWIng
Pa0easting 33 £ 1 dons it st rEAINg? Woula s o8 N t e gunan 1 postn
i market that s becoming mare and mre compatitue?

‘The History of the Music Industry

The Music Industry Before the Digital Era

1 1995, the racordac-music ndustry was a s pesk. With S38bilion in bl revenues f was
iding 3 wave of growth 3 more convenient playoack mediasuch a the CD nad replaced viny
ecords and cassetes. Playng CDs combined the sccassbilty o a small and cheap casette
player witn much igher sound qualty and ety

Recorded music came nta xstence witn th nyention of the ghanogrash by Tnamas Edison
5877, wnich ensbied 32und to be repracuzed Lang an Engraved cyincer, the “racora”
Recorded musc would become popula throughout the 20t century with the emergence of
mass mecla such as the radio, whch brougt music to millons of nomes. Musi enthusiasts
Wantad 3 way o taning o thir auorit songs WIENOUE having o walt fortham 10 babroadeast
Sgainon th rado or telesion, snd s ofrecorcad music plodsa

Soon, a new business model emerged whre recording companiss, called “music abels.*
Cantracted sruat 1o praduce muse for them. These ISbels seted 55 ot producers a1
publansrs, coorenstg snd handing the recarding, mANUfECr g, arometen, marketing and
Gistriouton of muse. The finaned recorcs wers sent o finsl csrutars (fram small mus:
Stores to natonwids chains o department stores o eventually euen onlie retaers such a5
imazon), whicn 5.3 tham 2 tne s ustomer

Recorded music ss publined n lbums ofsevers acks usualy sround 10, Some wals-be
it songs wr reeased as singles, which could be 50 or  ower prce and were a0 used for
promotionsl purposes, but the ranstion to compact disc (which had very smiar production
costs regarlss of thelengehof therecording) educed the sales Importance ofth singl.

By 1553, i busingss modsl nad ramaned undturoed for dscades, Eveniualy, tos marketnad
Bacoms concentratad I e so-caled ‘i fe" major sbels A, Sony MLk, Unversl Musc
Grous, EMG, ana Warmer Mulc Group. These (wrgar companies ohen s sced 5 the
publners of smaler indspendsnt companies, whch lacked th capacty to develop efectie.
oLt Snd marketng srms. Ths niréased the sor B market 3nre suen frtner.

Howsusr,in June that year, 1995, while the recording Industry was enjying s bt s sue,
5 610up of antrepraneurs lsunchad tne fle-sharing sanice Napster. Te sevice allowed sers 10
e s £5sly througn e Internat and Bacame i st st6p tht viould unrael s antre
Indcary 83 1 nad B underataod up it ot
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‘years Napster had amassed 60 millon users, who were swapping more than 165 million songs
day without paying artists o labels.”

Music sl had basn fallng dramatcaly, which had Erompted the FIAA to sar an ntanse.
campaign against musi piracy. Y, despta s aforts, sals wouldcontinue i reefllfor years
S0come, eaching an sl me owof 62 tnan S16 Bllcn 2011 In 3t ors than  decace,
the mus' indusiy had bean cutn haf. igure 1 shows the dramatic op in musle spending per
Capit roUEnCU the frst decac ofthe 215 cantury, compared it i prévious sate f che
ndusery.

Figure s
US Recorded:-Music Revenue, 1973-2018 (in 2018 Dolars per Capita)

U, Rocorded Music Revenues by Format (Adjusted for Inflation, 2018 Dollars)
157382018, Formate): Todo
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‘The industry, in general, blamed piracy for these lost sales'! but Ek had his own opinion about
st had hagpaned

| reaiaad convenience e ofen ins... I not thsk pEplE Gon't ANt 50y for musi

¢4tz the oy PG I tme when th itlen progucthas been much, much better than
e one you egally acqurad. . For m tas 3 pretty big Gven why we énded Up where e
ended up inthe music ncustry.

What had happenad? Three key devalopments had brough about th age o digtal music

— WP comprassion tecmnalogy. n 1953 the Maving Piture Expars Graup—he grous
tasked wth seing the standards fo dgtal udio and video formats—publined the
MIPEG-L Layer I standard for digtal audio, commonly known as “MPS." The MP3
Standard redced the e of  musc s by an order o 10, whie keeping  qualty that
Was nearly Undstinguishable from larger,losiss formats on al bt hgh-snd playing
derices  Tne result was that users could rp their audio COS, store thel enire musc
collction on thei computars, and sl share & with frands.

— The s ofthe nsermes. Tne nsernet bcame susile o he gensral puslcin e sty
18505 and it use ey skyrocketed. In 2000, 435 of the US populaton srjoyed
Internet sccess, s percentage that rose and reached 87.3% In 2015 1 At s, most
Intermet connactionsweré sou, Sn 100K sl minutes to donnlosd s Snge mLsic
rack However, soonfster connectons were developed and ffred by Intermatsenice
arouders. Thass so-alled broadoand connect ans el &ventusly alow muse ks
and videos to e played instanty. In 2015, it was estmated that there were
147 oroadoand conncions er 100 Inhabitant n te Unitad Sates, of whichthe vast
majoity (116) were mosi conectons

= New devices. Trese new digal formats spurred the developmant of 3 wide range of
software and deces capable of creating and playing dlgeal-music fles. Tese devices
nad greate capabiltesthan the oider analog or CD player technologies. For example,
ventualy 8 tpical portable digtal-muslc layer was abi to contln the use’s entre
musiccollcton,rather tha Just the 60t 90 minutes o atypicl D or cassets. Users
could browse and play any song easy and they ould store and dsplay nformaton such
a8 song e band name o genre. They could then create laysts of thlr avorkcetracks
and iy moue musc betieen thepiayer and ther computers. Alln al, these piayers
possessed festures and ussbilty that ware usheard of n ider technaloges. Portale
digtal playes quickly became very popular Lter, the mass adoption of Smarcphones
WO urther ncressethe user base and capabi s ofdevices bl o play d s music.

Despite the musicindustrys efors tostop tham, fl-snaring networks similr to Napster would
emarge: Grutals, Kazas, Torrant, and ehlus, smong oshers. Ting 10 shut them il down
became anaver-ending game of whack.a-mole. The genie was ot ofthe botte,and th ndustry
Wouldhave t iure out what o do Wi .

The First Steps to a Digital Industry

The frst companiss that marksted dgital music usuall lacked suppor from the racording
Industry. For sampl, in 2000, 814 unched 3 sercs offaring unimied tack dourioscs
from a lorary of 125,000 races o those Who paid & monthly susicripion|* Howevar, only
ariss from ndependent 13vels were avalasle. By way of comparizon, in 2017 ot leading




