How the Digital Revolution Changed the Music Industry’s “Product”


i) The Rise and Rise of Streaming 

Prior to the advent of modern streaming services, the evolution of recorded music following the invention of the phonograph in the late 19th century saw a line of formats manufactured and marketed by the music industry as products; from 33⅓ rpm records in the 1930s to CDs in the 1980s and digital downloads following the launch of the iTunes store in 2003. At the peak of the industry’s earnings in 1999, the concept of selling music as a product was successful and was stubbornly guarded by industry incumbents, cognizant of their gatekeeper status derived from absolute control of product distribution channels and a centralised media landscape which enabled them to control marketing channels. 

Since its inception, the colliding force of the internet has always been the most imposing of disruptors that has remained a few steps ahead of the music industry. The rise of piracy platforms such as Napster and Limewire in the late 90s and early 00s was a genuinely exciting proposition for music consumers, unlocking the potential of the internet to provide a limitless supply of music on-demand. Once the proverbial genie had left the bottle and replicated the music industry’s product for free, it would take until 2012 and a seismic shift towards a service-oriented sector for the recorded music industry to see an increase in revenues again. 

By the time the iTunes store opened in 2003, the ingrained piracy habits of a generation of music consumers resulted in many continuing to choose the free option of illegal downloading. While download revenues grew each year from 2004 to 2012, the digital download never quite became ubiquitous among consumers and revenues were not enough to offset losses from higher-margin CD sales. It is also worth considering the effects of the unbundling of the album that was instigated by Apple, enabling consumers to purchase songs individually as opposed to needing to purchase an entire album in order to hear the single they had heard on the radio. While unbundling perhaps came about out of necessity for downloading to truly compete with the à la carte nature of piracy platforms, it further devalued the album format that had been so profitable during the CD era.

Of course, music as a product had inherent disadvantages; revenue tended to be seasonal and heavily linked with superstar releases and holiday periods, and physical formats are expensive to manufacture and distribute, thus leading to only the fortunate few being able to commercially release music. Moreover, the music industry at its height in the late 90s was not a prudently-run business, with unfettered spending on talent acquisition, marketing and video budgets, along with perks such as private jets and expense accounts. The ensuing revenue declines ravaged the recorded music business, with catalogues losing value and major label consolidation and reorganisations becoming standard fare for the ensuing decade, as six major labels turned to three. Meanwhile, artists were forced to become more reliant on other revenue streams, resulting in the live music business becoming increasingly important and corporatised following the formation of Live Nation in 1996 and AEG half a decade later. 

As the fortunes of live industry and the traditional recorded music diverged, the status quo changed; where previously artists had toured in order to promote and sell records, artists were now making records in order to promote and sell concert tickets. The increasing designation of albums as preordained loss-leaders left record labels frustrated, feeling that they had invested in the artist and contributed hugely to their development and marketing, yet were not being adequately remunerated through sales of music. As a result, labels began shifting towards signing artists to multiple rights deals, wherein they would have a stake in all aspects of an artist’s revenues. The first such deal saw Robbie Williams sign with EMI in 2002 and was worth a reported £80m (Sullivan, 2002), signaling the beginning of a shift of mentality away from focusing on a sole product and towards nurturing and exploiting the overall brand. As the value of the recorded music business plummeted, a door of opportunity opened for a paradigm shift.

Just over a year after Apple’s first iPhone, an ambitious Swedish startup called Spotify launched in 2008, seeking to harness the consumer demand for limitless music created by piracy while providing a better customer experience than illegal downloading. Spotify’s limited European launch came after two and a half years of label negotiations (Ek, 2015) and required giving equity stakes to the major labels along with hefty upfront advances, although the company were impressively able to negotiate a free ad-supported tier, positioned to this day as a vital sales funnel to gain paying subscribers. Although pioneers in the category of music streaming, Spotify’s initial impact was muted, and it took the platform until March 2011 to reach a million subscribers (Halliday, 2011). Early signs of Spotify’s prosperity and the industry’s impending resurgence were being incubated and visible in the Swedish market, which saw 84% of digital revenues in the first ten months of 2011 coming from subscription streaming services (IFPI, 2013). 

In the years following Spotify’s highly publicised US launch in July 2011, the creative community expressed discontent at the payment model of streaming. While there was optimism in the music industry that streaming represented the future, financial returns had not yet materialised, although there were no clear indicators at the time that streaming was cannibalizing download or CD revenues and the notion that streaming would inevitably do so was conspicuously unspoken of within the industry. By the first year that global download revenues dropped, by a marginal 2.1% in 2013, global streaming revenues had exceeded $1bn in an ecosystem with 28m subscribers worldwide (IFPI, 2014) - an insufficient degree of scale for all but the major rights owners, for whom the promised prospect of the long tail of streaming had begun to actualise. While high profile acts such as Thom Yorke of Radiohead (Dredge, 2013) repeatedly decried low payouts and questioned the economic viability of streaming for artists, music’s new format was here to stay.

Four years later, there are 176m paying subscribers worldwide and streaming is responsible for driving a third consecutive year of growth for global recorded music revenues (IFPI, 2018). The primary economic outcome of a shift from a sales model to an access model ushered in by streaming platforms is that right owners don’t get paid once anymore - they get paid forever. The focus has shifted away from fixating on first week sales to see a return on investment; instead, value in today’s landscape stems from capturing and sustaining audience engagement over an extended period of time. 


ii) A Digital, Decentralised World

“We’re no longer a product-based music company, but a music-based entertainment company… right at the centre of connecting artists with fans” - Adam Granite, Universal Music Group EVP of Market Development (Dredge, 2018)

The market landscape and best commercial practices exhibited in today’s music business reflect a distinct shift in approach towards serving a digital-first world. The infinite content and ingrained instant gratification of the internet has led to a revolution in consumer choice and expectation across all forms of digital content access and consumption. The vertical traditional music business which firmly controlled media and distribution channels to funnel product sales has evolved to place emphasis on brand-building, reach and engagement. 

While piracy disrupted the distribution paradigms of the industry, the once-centralised media landscape that disintegrated with the rise of the internet made ubiquity in music marketing more difficult for labels. No longer was promoting an artist limited to the omnipotent gatekeepers behind radio, key TV outlets such as MTV and evening talk shows, and a handful of music magazines such as Rolling Stone or NME. Blogs and social media became highly influential platforms that gave a voice to ordinary listeners and were not controlled by gatekeepers beholden to labels and marketers.

A decentralised media landscape also enabled artists that may have been mismatches in the old industry to find their audiences and reach new people, if they were savvy marketing themselves in the digital world. This new landscape and the declining fortunes of the industry meant that labels predominantly began to take less risks, signing acts that had fan bases already and eschewing a long-term development strategy in favour of a quick hit and short-term financial return. However, as streaming arose, labels began to understand their place in the new ecosystem, shifting away from a sales approach that would seek to maximise earnings in the short period following an album’s release, to becoming build-building entities focused on positioning and maximising artists’ reach and visibility all year around.

The shift away from a product economy to one that requires consumers’ time had led to artists competing in an attention economy, and new releases competing not with each other, but with entertainment as a whole; Netflix, sports and social media to name a few. Attention and scale are pivotal for the monetisation of artists now, which primarily comes from the long tail of streaming along with a core fan base that will buy concert tickets, merchandise and high-margin enhanced experiences. For top-end acts with significant platforms, advertising and brand partnerships and entrepreneurial enterprises such as fashion lines or headphone companies have proved lucrative. Such revenue streams were neither commonplace nor favourably viewed in the pre-millennium music business, but their preponderance today has in-part weakened the dependence of top-earning artists on recorded music income, and in turn, on record labels.

The major record labels, far from exaggerated rumours of their demise, are thriving today, but they look rather different. Due to streaming, often high-margin legacy catalogue (defined by the BPI as songs commercially released more than two years ago) now comprises a majority of revenues, making up 55% of recorded music income in the UK in 2017 (BPI, 2018). For labels with sizable or evergreen catalogues, most of which are long since recouped, streaming is therefore a highly consistent and profitable revenue stream - Universal Music made roughly $6m a day from streaming in 2017 (Ingham, 2018). 

As a result of music becoming easier and cheaper to produce, distribute and market, the traditional industry has had to compromise and become more flexible with the structuring of partnerships with artists. This has led to the emergence and proliferation over the past decade of the ‘label services’ model, which makes up an estimated third of the recorded music market and provides a genuine, often preferred route to market for mid-level artists today. The model allows artists to customise and tailor which services they employ labels to undertake according to their individual needs. As major labels strive to increase their market share by distributing more music, they have embraced the label services model, putting significant resources behind subsidiary brands - a recent report by independent label representative organisation Worldwide Independent Network found that 20.2% of independent label revenue in 2016 was distributed through major label pockets (WIN, 2017).	

There are genuinely viable options for artists completely outside of the traditional label system. Those that are able to build highly-engaged communities can both benefit from algorithmic and curated music discovery on streaming platforms which can increasingly generate occasional windfalls or even consistent returns, while direct-to-fan strategies can enable those same artists to cash in on their most fervent fans via product sales while remaining completely independent. The theory that artists only need ‘1000 true fans’ was popularised by music journalist Kevin Kelly (Kelly, 2008), and concerns ‘superfans’ that will spend $100 a year on an artist, which amounts to $100,000 in gross revenues - often a comfortable living even once expenses are factored in. 

Furthermore, established crowd-funding services such as Kickstarter or PledgeMusic have enabled artists to connect with those fans and offer future products in return for upfront funding, avoiding the strings attached with label deals. More recently, Patreon has enabled fans to pledge a set, usually nominal amount, per month or ‘per creation’. It is worth noting that many of these direct-to-fan options are heavily predicated on product sales through digital channels, but for many artists that do not have the scale to generate streaming revenues, they provide a living that would not have been possible pre-internet. 


iii) The Future

Today’s music industry is certainly not the product-centric industry of decades past. However, successful direct-to-fan strategies and the resurgence of vinyl collecting have shown that physical products are here to stay as niches targeted towards high-spending fans that are an invaluable source of income for some artists. The future however, is about maximising access and scale.

The industry’s current return to growth is attributable to the industry finally figuring out how to harness the power of streaming platforms to deliver music to listeners and monetise it. The economics of streaming demand scale in order for viability, and the impending global proliferation of streaming will deliver a degree of scale the industry simply never had in the ‘product era’. Many markets where piracy has been culturally ingrained for generations and local CD and download markets were non-exist have thriving streaming ecosystems today, albeit usually heavily weighted towards free advertising supported users rather than subscribers in emerging markets. China’s breakthrough into the top 10 markets by revenue globally in 2017 (IFPI, 2018) was powered almost entirely streaming and illustrates the potential of the scalability of streaming; leading service Tencent Music was reported last year to have 600m users but only 15m paying subscribers - a 2.5% conversion rate (MusicDish, 2017). Converting subscribers will not be easy, but as the popularity of streaming escalates globally and becomes second-nature to new generations, and mobile data costs become more affordable, the addressable market for streaming may be limitless. 

The next significant revenue source for the music industry is the monetisation of social platforms. Over the course of late 2017 and early 2018, Facebook signed industry-wide deals reportedly worth ‘hundreds of millions’ (Shaw, 2017) to license music used in videos, with the deals also inclusive of Facebook-owned Instagram. Previously, such videos were subject to takedown notices, which resulted in content creators and users either avoiding Facebook or not using music in videos. Snapchat is also reportedly in licensing talks with labels and publishers to sign similar deals (Nicolaou, 2018), indicating acceptance among western social networks that music usage must be licensed. While these deals are with multi-billion dollar companies and have taken a while to implement, the long-term potential of licensed music usage is global and spans the internet, wherever music exists in any form. 

As the international long tail of digital and streaming revenues extends, micropayments will comprise a majority of artist and label revenues - Kobalt CEO Willard Ahdritz stated that a global hit song has 700,000 different revenue streams (Gray, 2015) and will accrue 12 billion microtransactions (Ross, 2018). An element of artists’ diversified revenue portfolios will continue to be product-based, but global digital revenues will become a consistent and bankable, particularly for those with scale and longevity. 

Perhaps ironically, the two most product-focused but highly influential companies in today’s music business are not music companies, but Apple and Amazon; seeking to sell iPhones and consumer products by luring users into their ecosystems. As the live music business has shown for generations with its inextricable relationship with driving alcohol sales, or modern brand partnerships and sync deals show, music will always be a powerful weapon for selling other products.
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