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Objectives 
The objectives of this report are to critically evaluate the competitive and development strategies of the organisation Spotify with the use of practical application of theoretical material. Therefore, this report will identify and critically evaluate the competitive and growth strategies that Spotify has utilised to develop its current competitive position, with reference to both Ansoff’s Matrix and Porter’s Generic Strategies framework. Additionally, this report will consider the strengths and limitations of the strategies that Spotify has utilised. Furthermore, this report will discuss recommendations for the organisation going forward.  
Scope 
Within this report, we are unable to explore and discuss every aspect of Spotify within the limitations of the word count. 
Executive Summary 
Spotify is a music streaming service that was created in response to a music piracy issue that the music industry was facing where consumers illegally downloaded and listened to music for free, resulting in billions of pounds in revenue being lost. Therefore, to combat music piracy, the organisation implemented a ‘market penetration’ strategy to grow the streaming service by concentrating on selling the streaming service to both paying consumers of music and consumers of pirated music. This was done through the innovation of its business model where consumers could access millions of songs on the platform for free.  
Additionally, Spotify was able to offer its free streaming service by monetising the listening of free users by selling advertisement spaces between songs and selling its premium model, where revenue is generated through a monthly subscription. In addition, the streaming platform enabled the listening of millions of songs on its platform by forming deals with major record labels. This allowed Spotify to obtain legal rights for its catalogue of music. Therefore, the streaming service offered an alternative to purchasing or illegally downloading music by offering a legal way for consumers to listen to music for free, and thus research suggests this decreased music piracy. 
Furthermore, Spotify implemented a ‘cost-leadership’ strategy which included creating a streaming platform that was more affordable than traditional forms of purchasing music, such as purchasing CDs. This enabled Spotify to attract consumers to then gain the majority of the market share of music streaming. However, although Spotify is the biggest streaming service in the world, it is operating at a loss, which may be considered a result of its ‘cost-leadership’ strategy.
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1.0 Introduction – Spotify 

Spotify is a digital music streaming service that has transformed the way in which consumers listen to music by implementing a ‘’unique and personal version of technology and music ‘’ (Eriksson, et al, 2019, pp.31). Additionally, Spotify (2023a) mentions that it launched the streaming service in ‘2008’ and changed the way in which people listened to music by offering a free music streaming service that allowed users to listen, discover and share over ‘100 million’ tracks. In addition, Fleischer (2018) mentions that the company was founded by Daniel EK and Martin Lorentzon as a small start-up in Sweden in response to a growing piracy problem, in which consumers downloaded and listened to music illegally. Moreover, Ingham (2020) mentions that Spotify created a way to migrate millions of piracy-based music listeners to a platform where their consumption of music could be monetised through advertisements and subscription-based services. Therefore, Spotify enabled piracy-based consumers to continue to listen to free music but legally by monetising their listening. Furthermore, Forde (2022) mentions that Spotify is the biggest streaming service with control of ‘31%’ of the global music streaming market (see table 1).
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Table 1. Source: Mulligan (2022).






2.0 Main Body – Spotify’s Solution to Music Piracy

2.1 Spotify’s Market Penetration Strategy

2.1.1 Ansoff’s Matrix Framework

The Ansoff Matrix highlights four growth strategies, market penetration, market development, product development and diversification (see table 2). Additionally, Clarissa (2020) mentions that Ansoff’s Matrix is a framework that aids organisations in planning strategies to expand future business through existing or new products and in existing or new markets. Therefore, there are four strategies in Ansoff’s Matrix that an organisation can implement for strategic growth.
[image: ]
Table 2. Source: Ansoff (1965).

2.1.2 Spotify’s Response to Music Piracy 

Before Spotify launched in 2008 music piracy resulted in significant revenue loss for the music industry. Cummings (2017) mentions that music piracy is the ‘unauthorised reproduction’ of music. Additionally, Waldfogel (2012) mentions that from 1999-2008, worldwide revenue from the sale of physical records fell from ‘$37 billion’ to ‘$25 billion’, with representatives of the music industry maintaining that this fall in revenue was a result of piracy, and that piracy was creating the inability for new music to be released due to the loss of revenue and resources for record labels. 
In addition, Forde (2019) mentions that in 1999 the CD business reached a high of ‘£30.6’ billion, however, in the same year Napster was created, a file-sharing application that allowed users to share music for free, resulting in large sale losses for record companies (see table 3). However, Waldfogel (2011) mentions that Napster was forced to close due to lawsuits the company faced as a result of the pirating of music that was conducted on the application. Nevertheless, Marshall (2015) mentions that the founders of Spotify believed that there was no way to legislate a way out of consumers pirating music because technological changes made it difficult to effectively copy right protect music and thus, the organisation created a platform where music was free but at the same time artists are also paid for their work. 
[bookmark: _Int_qBliDOs0]Furthermore, Schmid and Romey (2022) mention that when Spotify initially launched it identified that piracy services were the company's biggest competitors, and its target market was streaming service users, specifically users of piracy services. Therefore, in order for Spotify to succeed, the organisation had to strategically sell its streaming service to consumers of music, including those participating in the listening of illegally downloaded music. Thus, this growth strategy would be considered ‘market penetration’ in Ansoff’s Matrix, a strategy where a ‘’company looks at the ways of increasing usage and consumers of its products’’ (Mwiti, 2011, p.8). However, Tien and Ngoc (2019) mention that market penetration can have limitations as it usually uses low prices to generate demand, which may result in difficulties in making a profit.
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Table 3. Source: Ross (2012).


2.1.3 Spotify’s Music Catalogue and Royalties

Spotify today has over ‘‘100 million’’ (Spotify, 2023a) songs in its catalogue. Additionally, Gomes, et al. (2021) mention that the music streaming service became the most popular platform because of its impressive catalogue of music. However, Ganz (2011) mentions that for the streaming service to offer its free version and launch in the U.S. it had to negotiate and win over major record labels to be able to offer copyrighted music on its platform. 
Be that as it may, Coffey (2016) mentions that Spotify was able to negotiate deals with the three biggest record labels, Universal Music Group, Sony Music Entertainment Group, and Warner Music Group, for licenses and rights to their music, which enable the streaming service to have access to its vast catalogue, however, for this, it had to ensure that artists and rights holders were paid for their work. Thus, Spotify paid ‘’$7 billion’’ (Dellatto, 2022) in royalties in 2021 alone. However, Eriksson, et al. (2019) mentions that the streaming service is reliant on record labels for its music and thus its existence is dependent on if record labels continue to renew their licenses with the organisation. Therefore, it could be considered that record labels play a large part in Spotify’s existence but also have the power to have a negative impact on it too. 
Moreover, Spotify (2023b) mentions that royalties are generated through premium subscriptions and advertisements on the platform and that royalties are paid based on the total amount of streams an artist has received each month. Additionally, Schmid and Romey (2022) mention that initially the way in which the organisation paid artists was different from its competitors, for example,  iTunes would make a one-off payment to an artist when their music was sold on its platform, compared to Spotify’s model of paying for each time a song is streamed, and thus iTunes paid artists ‘0.23 cents’ for each song bought, compared to Spotify’s ‘0.0011 cents’ per stream. 
However, Spotify has received criticism over its royalties to artists. Marshall (2015) mentions that when Spotify launched, artists were concerned that Spotify’s free model and subscription fee would not generate enough money to satisfy artists and labels. Additionally, Sweney (2017) mentions that Taylor Swift, one of the world's biggest pop stars, pulled her entire catalogue off the streaming platform because she believed that music should not be free and because of its small royalty payments. Although, Pelly (2022) argues that Spotify has made music more accessible with its vast catalogue of music and the ability to listen for free. Thus, because of the streaming services large music catalogue, consumers can broaden and increase their listening, allowing more artists to be discovered and listened to by consumers.  
[bookmark: _Int_uJfCkr9I]Furthermore, Shepherd (2018) mentions that Spotify’s extensive music catalogue means that it has everything from old to the latest music and thus, there is no longer a need for consumers to listen to music through unverified sources. Likewise, Aguiar (2015) mentions that research suggests that Spotify has reduced and displaced music piracy. Similarly, Chatterley (2022) mentions that there has been a consistent decrease in music piracy as a result of streaming services (see table 4). Additionally, Bertoni (2021) mentions that in 2020 the music industry had its best-performing year in 18 years and streaming services accounted for ‘62%’ of the revenue (see table 5). Thus, it could be considered that streaming services such as Spotify have decreased piracy in the music industry by converting millions of consumers from piracy to legal streaming by offering a free way to listen to millions of songs.
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Table 4. Source: Chatterley (2022).
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Table 5. Source: Bertoni (2021).

2.1.4 Freemium vs Premium  

[bookmark: _Int_MMluL4FI]Spotify offers two tiers on its streaming platform. Spotify (2023c) mentions that users of the streaming service can sign up to use its free ‘freemium’ tier or ‘premium’ tier for ‘£9.99’ a month.  Additionally, Swanson (2013) mentions that one of the ways the streaming service monetises its services is through subscribers paying each month for their premium account which includes ad-free listening to music. In addition, Chaffey and Ellish-Chadwick (2019) mention that Spotify also developed an innovative advertising method to create revenue from its free subscribers by selling advertisement space between songs. However, Spotify Technology S.A (2022) mentions that the organisations’ finance statements convey that in 2022, Spotify has ‘489’ million monthly active users (see table 6) including ‘205’ million premium subscribers (see table 7) with a gross profit of ‘€2926’ million and with the gross profit of premium users being ‘€2896’ million. Additionally, it is also mentioned that Spotify’s premium revenue in 2022 was ‘€10251’ million, making it ‘87%’ of Spotify’s total revenue (see table 8). Therefore, the majority of Spotify’s revenue and gross profit are generated from the organisation's premium subscribers.   
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Table 6. Source: 0001639920-23-000004 (q4cdn.com)
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Table 7. Source: 0001639920-23-000004 (q4cdn.com)
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Table 8. Source: 0001639920-23-000004 (q4cdn.com)

[bookmark: _Int_NL8fCWtz]Moreover, although the majority of Spotify’s revenue is generated through its paid service, Vereckey (2021) mentions that ‘60%’ of Spotify premium subscribers initially sign up to use the platforms free services.  Additionally, Sun (2019) mentions that Spotify’s success can be attributed to its large conversion rate of free-to-paying users. Koch and Benlian (2017) mention that the conversion rates for free to paid services are usually ‘3-5%’. Thus, Spotify has a significantly higher conversion rate than other free-to-paying services. However, Slattery (2018) mentions that Spotify’s freemium subscription initially attracts subscribers, however, the success of its conversion of free-to-paying subscribers is the result of the promotion of its premium tier through such things as ads and regular emails, which draws attention to its premium tier but also incentivises the user to upgrade to remove annoying ads. Therefore, it could be considered that Spotify’s ‘freemium’ model plays a significant role in gaining and then converting users to its premium subscription tier, which is where a large proportion of the organisations’ gross profit is generated.
Furthermore, Carbone (2021) mentions that the streaming service incentivises users to upgrade to its premium tier by creating an unpleasant listening experience on its free tier by restricting its features, for example, by restricting the ability to skip songs to only six per hour compared to unlimited skips on its premium tier and by only allowing users to shuffle music, rather than the ability to select specific songs to listen to. Moreover, Amalina (2019) mentions that users are offered promotions such as three months of Spotify premium for the price of one month, in hopes that users will continue with and pay for their premium account after the promotion is finished. Therefore, Spotify implements a strategy of restricting the functions on its free tier, advertising its premium tier between songs, and offering promotions, to encourage free listeners to convert to its paid subscription service.

2.2 Spotify’s Cost Leadership Strategy 

2.2.1 Porter’s Generic Strategy

Porter’s generic strategies include four strategies, cost leadership, differentiation, cost focus and differentiation focus (see table 9). Additionally, Porter (1985) states that a generic strategy is a strategy that a company takes to gain a competitive advantage and that a company must choose the type of advantage it will attain. 


[image: ]
Table 9. Source: Porter (1985).



2.2.2 Spotify’s Cost-Leadership Strategy

To gain a competitive advantage Spotify implemented a cost leadership strategy, a strategy that a company sets out ‘’to become the low-cost producer in its industry’’ (Porter, 1985, p.12). Additionally, Clarissa (2020) mentions that this strategy is effective in gaining market share and can be adopted in conjunction with Ansoff’s ‘market penetration’ strategy by introducing the product at a lower price than your competitors, which then drives out competitors and attracts existing or new customers. Thus, organisations can attract a broad target with low costs. However, Duncan, Ginter and Swayne (1998) mention that a cost leadership strategy is difficult to apply as costs must be continuously managed and the prices set for a product or service must be competitive or lower than its competitors but also sustainable for the company to survive.
[bookmark: _Int_Fr2P1dSd]Sun (2019) mentions that Spotify recognised that consumers did not want to pay to listen to music and thus turned to pirating music but also believed that consumers may be inclined to pay per month for an affordable way to access a large library of music. Additionally, Schmid and Romey (2022) mention that in ‘2001’ Apple launched iTunes, a digital platform for consumers to purchase music with a uniform price of ‘0.99’ cents per song. As well as this, Kelly (2012) mentions that before streaming services, consumers would purchase CDs for ‘$15’ each. However, Rietberg (2021) mentions that Spotify created a way for consumers to listen to almost every song for free or for ‘$9.99’ a month. Therefore, Spotify created a more affordable way of listening to music, for both free listeners and paying subscribers.  
In addition, to increase paying subscription holders, Schmid and Romey (2022) mention that Spotify offers discounted prices for its premium subscription such as its student plan, where students can get a premium subscription for ‘$5’ and its family plan where families of up to six members can get Spotify premium with a ‘50%’ discount, and thus with these offers in place Spotify saw an increase in its userbase in 2015 to ‘82 million’ from ‘28 million’. Despite this, Wang (2020) mentions that although the streaming platform's users have continuously grown, it is losing money, with its average revenue per user of only ‘$5.17’ because of such things as its family and student plan.  Likewise, Gotting (2023) mentions the organisation made a loss of ‘€430 million’ in 2022. Therefore, it could be considered Spotify is losing a large amount of potential revenue through its discounts and its low-cost strategy is resulting in an inability to generate a profit.  However, Leswing (2023) mentions that in 2023 Apple Music, the second biggest streaming service in the world, is now raising its prices to ‘$10.99’ from ‘$9.99’, whereas Spotify is still charging ‘$9.99’. Therefore, Spotify is now cheaper than its main competitor. Thus, this may create a competitive advantage for Spotify as it may result in users converting to the cheaper option.  
 





3.0 Conclusion  
Spotify was created to combat music piracy and is now the world's biggest music streaming service. Additionally, the streaming service implemented the strategy ‘market penetration’ to strategically grow the platform by focusing on converting and selling the streaming service to both pirate and paying consumers of music. This was done through the creation of a streaming service where consumers can access millions of songs for free, or for a monthly fee of £9.99, through its ‘freemium’ and ‘Spotify Premium’ subscription tiers. In addition, Spotify found a way to monetise the listening of its free subscribers by selling advertisements between songs. Moreover, the streaming platform implemented strategies to convert free listeners to paying subscribers by restricting the features of its free tier, such as restricting the use of the skip button.  Furthermore, Spotify implemented a ‘cost leadership’ strategy which included creating a streaming platform that was more affordable than traditional forms of purchasing music, such as purchasing CDs or single songs on iTunes. However, the streaming service is operating at a loss, which could be considered a result of its ‘cost-leadership’ strategy and the discounts offered on its premium tier. 
Therefore, Spotify offered an alternative to both illegally downloading and purchasing music by offering a legal way for consumers to listen to an unlimited amount of free music. Thus, research suggests because of this, music piracy has decreased.

















4.0 Recommendations  
As previously mentioned, Spotify is currently not making a profit and thus the company could consider putting into place a strategy to increase revenue by gaining more subscribers. Sletten (2021) mentions that the Spotify’s growth is dependent on gaining new subscribers and thus the streaming service need to differentiate itself. A way in which the streaming service could do this is by negotiating deals with record labels for exclusive rights to music, which may convert users from other streaming platforms to Spotify. However, this may be a costly investment as it is likely that record labels would ask for a higher royalty rate for exclusive rights to their music, as this would mean that they would be forfeiting the ability to make money on other streaming platforms. Additionally, Leswing (2023) mentions that the streaming service is now cheaper than its main competitor Apple Music by ‘$1’. Thus, Spotify could raise its prices, for example, to $10.49. This would enable the streaming service to generate more revenue from its premium subscriptions, whilst also still maintaining the competitive advantage of being cheaper than its main competitor.
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