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1. Background

The concept of decision-making theories and the foundation of decisional processes under risk and uncertainty within the business environment was first published in Barnard Chester’s work The Functions of the Executive in 1938 (Novicevic, Clayton and Williams, 2011). Since then an extensive variety of social studies among intellectual and management disciplines have been focusing on rational and analytical decision-making’s discussions and its different perspectives, applicability, policies, ethics and procedures in organisations, mainly divided under two “schools of thought”: normative and descriptive.

Rational normative models assuming that decisions are made through a controlled and logical Bayesian analysis or unbounded rationality (Johnson and Fowler, 2013; Basel and Bruhl, 2013; Schwartz, 2016), and by choosing the best option among identified available alternatives, predicting probability estimation (Harrison and March, 1984) toward perfect rational choice (Buchanan and O'Connell, 2006) had been the largest acceptable and defended decision-making approach for most of the twentieth century (Basel and Brühl, 2013). However, over the last decades, acclaimed scholars such as Herbert Simon, author of the Bounded Rationality theory (Kalantari, 2010) and Tversky and Kahneman (1971), developers of the descriptive Prospect theory (heuristics and biases programme), have argued this view, due to the lack of psychological behavioural analysis of the decision-makers and the acknowledgment of natural human judgments’ limitation preventing full rational evaluation while making choices (Bazerman, 2017).

According to Tversky and Kahneman (1974), humans are not perfect decision-makers and reasoning is affected by biased perceptions and heuristics such as Representativeness, Availability and Adjustment & Anchoring that can introduce errors and lead to inaccurate systematic evaluation (Goodwin and Wright, 2009), which in corporations can imply massive implications (Buchanan and O'Connell, 2006). Some biases recognized by psychologists and economic behavioural researchers (Chao, 2011) are Overconfidence, Single outcome calculation, Misperceptions of realistic numbers and data, Illusory Correlation, Neglected base-rate frequencies, Stereotypes and Prejudice (Goodwin and Wright, 2009).

For these behavioural rational descriptive theorists, to make good choices under risk and uncertainty, analytical decision-making strategies and procedures must be applied to deal with and to reduce the human’s mind cognitive constraint to precise choices, aiming to achieve the most desirable outcome (Basel and Brühl, 2013). Nonetheless, should rationality be the main aspiration for decision-making in every business field?

2. Introduction

Based on the analysis of rationality, strategic decision-making models and practices in the corporate environment of private organisations, this report addresses the following investigation within the music industry: “Can Management Decision-making be entirely rational, owing to the vulnerability of decision-makers to decision-traps? and Should Management Decision-making within the Music Industry be rational?

While a simple positive or negative position against the perfect rationality question could be adopted, evaluating the pros and cons as well as the contrasts between Bayesian rationality and rational Behaviour decision-making processes among different businesses context and its decision-traps, the same can be contradicted when applied to the dynamic music sector as part of the arts & entertainment field, or also called “creative” industry, which present extended challenges to the conventional economic models of decision-making that strongly pursue and intent rationality (as much as possible), whilst contemplating behavioural and perceptive judgment, when it is acknowledged within the process, as a heuristic and biased mode of the mind’s limitation to rationality and logic that should be avoided.

For the above investigation and its possible answers, in additional to the distinct academic viewpoints of normative and descriptive rationality approaches onto the best strategies to achieve the most optimal logical choices in the “real world” and to overcome decision-traps, implications of contemporary dual-process system of judgment and decision-making as well as non-rational positions such as intuitionist decision-making approach will also be reflected in the music business.

2.1 Aims and Objectives
This paper aims to:
· Evaluate management strategic decision-making models and decision-makers vulnerability to traps while making businesses choices under risk and uncertainty within the music industry context.

Objecting to:
· Analyse the concept and foundations of rational decision-making theories and models;
· Reflect upon the uniqueness of the music industry in relation to management decision-making process;
· Investigate alternative methods of management to rational decision-making that leverage desirable outcomes within the music industry;
· Analyse procedures that lessen decision-makers’ biases and traps; and
· Explore the decision-traps/biases of (a) The Sunk Cost, (b) Confirming Evidence and (c) Anchoring - in the music industry.

2.2 Study Position

Going beyond standard arguments if management decision-making can or cannot be entirely rational, this article analyses a paradox perspective that in the music industry non-rational cognitive behaviours such as intuition and affect should in fact unabashedly interplay with analytical organisational decision strategies to lead decision-makers to fruitful judgment, enhancing management capacity of choices, arguing with conventional heuristics and biases programme that associates perceptive/intuitionist patterns merely to errors and impulsive mistakes that lead to irrational biases and decisions-traps as well as with the normative approach aiming entirely analytical and rational decisions apart from humans’ observations.

3. Rationalist approach

In management literature, implicitly or explicitly, rational approach to strategic decision-making prevails as the model to strive for, pursuing analytical, systematic, structured, and rule-based mechanisms of choices to achieve the most gratifying outcome (Calabretta, Gemser and Wijnberg, 2017). Following this systematic rational thought over the years, decision models have provided several analytical frameworks for problem solving on the basis of probabilistic evaluation of information, attributing to ‘rational’ the synonym of ‘coherent’ (Gittelson et al., 2012) in search of the most accurate future prediction under risk and uncertainty in business.

3.1 Normative Rationality

Established on this concept, normative models are considered the conventional economic approach of rationality and ideal for decision-making evaluation (Cabantous and Gond, 2011), following an assumption of perfect rationality analysis, where outcomes are justified autonomously to people's judgments, observations and subjective behaviours, mostly by mathematical argument (Baron, 2012). Its main assertion is the maximization of (expected) utility or “good(ness)” as the central criteria to accept or reject identified choices (Tam, 2015), e.g. to choose the best option that maximizes monetary gains.

According to Baron (1990, 2012), the normative analysis may require elaborate calculation, however, a person can also get to its ‘right’ conclusion by asking, "Which option produces the best outcome, on the whole, considering effects on everyone?”, ensuring the guidance as follows: “1. A problem should be first structured and alternative decisions defined (what make them better or worse); 2. Each defined option should specify a measure reflecting preferences, and have its probability evaluated; 3. The alternatives should be compared by decision-makers, and the one with the highest expected value should then be implemented” (Cabantous and Gond, 2011).

In today’s modern workplace and competitive market environment, rationality is also supported in several corporations by the increased trust on computational information processing and artificial intelligent capacities developed by technological progress and investment on ‘business intelligent” departments and tools for accountability on decision-making (Hodgkinson et al., 2009). Although, by the end, managers, as thinking human beings, hold the responsibility to oversee, interpret, prioritize and operate this information and data in order to make a decision and act on it. 

3.2 Descriptive and Behavioural Rationality

Considering the position that people are the ones perceiving a situation and making decisions in regards to, descriptive and behavioural decision theorists such as Simon (1957) and the followers of the Carnegie School (Feduzi and Runde, 2014); as well as Tversky and Kahneman (1974) and the supporters of the ‘heuristics and biases’ programme emerged with critical position to normative approaches, arguing that people are not necessarily irrational, although are not fully rational and informed of all their choice of options either (Polic, 2009), as the human’s mind is limited to logic due to inference of individual behaviours and psychological aspects (Goodwin and Wright, 2009), personal subjective beliefs and judgments, and to “how each individual make sense of situations and problems in order to actually act and make decisions” (Kurtz and Snowder, 2003). 

The behavioural viewpoint is that human reasoning is subjective to error, misjudgement and systematic biases (Feduzi and Runde, 2014; Johnson et al., 2013) while developing, analysing and accepting or rejecting options of uncertain events and quantity. Hence, psychological analysis of risk and value is required to avoid decision-traps that lead to inaccurate probability (Tversky and Kahneman, 1974) that deviates decision-makers from the most precise and analytical choice. In a neuroscience study on decision-making, developed by Reyna and Brainerd (2011) the author exemplify five processing components that affect humans’ reasoning and decision choice: “(a) stored knowledge and values – what a person has gathered in its memory, including experience, education, culture values; (b) mental representations of problems – how the situation is perceived by the decision-maker; (c) retrieval of knowledge and values; (d) implementation of knowledge and values; and (e) developmental and individual differences in monitoring and inhibiting interference (e.g., from emotional arousal, wrong representations, or overlapping classes)”.

For Tversky and Kahneman (1974), people naturally rely on simple mental strategies or heuristics principles to deal with the complexities of predicting values and making future estimates, achieving illusory correlation that limits coherent and logical analysis and lead decision-makers to a series of biased judgments.

Decision-traps and biases as argued by analytical descriptive models are no different to music professionals and leaders, what will be further addressed in this report, notwithstanding taking into consideration the uniqueness of this industry dynamic, creative patterns, and intellectual operational foundation, the approach for management decision-making may require adaptation from the commonly accepted rational theories. 

3.3 Operational Model in the Music Industry

Business management studies focused in the music industry amongst the academic community are still massively limited compared to more conventional sectors such as retail, manufacturers, services, education, health or high-tech organisations, with even less analysis and evaluation of the strategic decision-making process in the entertainment industry (Schreiber, 2014). Although reflecting on recent changes in the sector, the interest of scholars to address the challenges of these businesses have been improving in the literature despite years gap amongst the studies.

According to Seifert and Hadida’s paper (2006) based on “talent selection decision in the music industry”, less than 5 percent of music artists that are signed up with a leading music company return sufficient revenue to break-even the upfront career investment made by record labels. To succeed in a major market such as the US and UK, the International Federation of the Phonographic Industry (IFPI, 2016) reports that an artist signing may cost labels an initial investment between US$0.5 million (£0.37mi) and US$2 million (£1.48 mi), with an estimating ratio of commercial success to failure as 1 in 4; or as considered by small music companies – less than 1 in 10. This ratio would shut down most organisations worldwide, nonetheless, what have been keeping this high-risk model within the music business in process is that the few “mega-hits", albums or talents that do cross their break-even margins and became well recognised and reach Billboard Hot 100 chart generate large profits revenues to offset the costs of those who fail to break-even and to sustain major record labels through the rights-based systems (Schreiber, 2014) of album sales, media performances, brand partnership and merchandising (Seiferd & Hadida, 2009).

The music sector as well as arts, broadcast and film industries are highly volatile and unstable, autonomously to the financial investment size (from one to million pounds), however looking back to the economic changes and technological advances that have been strongly affecting the entertainment industry for the last two decades, including the revolution of digital consumption, and the challenges of illegal online piracy (Weijters, Goedertier and Verstreken, 2014; Berzins, 2012) and its more consumer based, it is not a surprise to witness current effort of the music sector to join forces and rethink its entire business system, decision-making strategies, and risk level comprehensiveness while evaluating options and making choices that require new approach and investments into constant talent selection process and decision-making assertiveness, to increase profitability and competitiveness (Appleyard, 2015; Dobusch and Schüßle, 2013), which Schreiber (2014, p. 39) describes as moving towards one that comprehends "how best to monetise the relationship between content creator - the artist, and its consumers - the fans.

The above-mentioned concerns in regard to profitability and technological transition are similar to issues faced by any other business category, although on the other hand, apart from analytical financial and marketing drivers, the essence of the “products”, services, and capital created, produced and commercialised in the music field is different, peculiar, subjective and most of the time symbolic (Berzins, 2012; Schreiber, 2014), existing under a highly unpredictable and changeable market. The music sector is an intellectual industry which “can be characterised by a particular form of operation where the results are achieved by purposeful mental work for the creation of unique and innovative products.” (Niedrite, 2003 in Berzins 2012), which also deal with aesthetic issues and artistic value on top of a monetary judgment. Berzins (2012) also highlights that what makes organisational strategic decisions more complicated than in other industries are: “(a) continuous innovations; (b) unique products and process; (c) hard-to-forecast demand; (d) artist contents of the product; (e) self-management and self-managing staff.”

Annually, only in A&R departments (artists and repertoire) for artists discovery & development as well as in marketing, major record labels invest around US$4.5 billion (£3.32bn) or 27% of their annual investment (IFPI, 2016). Holding such high responsibility, in what extend A&R experts and creative organisations managers should be rational or perceptive toward an artistic vision, cultural products and long-term sustainable goals when criteria and environmental context do not offer stability or precision over time?  How to evaluate their artists and cultural products options, predicting music trends, probabilities and making decisions to increase the likelihood of successful talent selection, aiming to nurture a recording-break artist?

Comparing with the film industry, where three out of ten Hollywood feature films break-even (Seifert & Hadida, 2006), not all motion picture with multimillionaire budget starring “Tom Cruise” or produced by Disney actually turns out to be a box-office blockbuster or a financial triumph even when using the same “success recipe”. According to Cray, Inglis and Freeman (2007) the applicability of rationality to arts organisations, involving a coalition of interests, negotiation, and trade-offs among competing goals, is problematic as artistic judgments are difficult to articulate and even less to simply quantify.

3.3.1 Music Industry Revenue

Those who are not familiar with the music industry, and judging by the lack or gaps of social studies based on its business and management perspectives may underestimate the music sector revenue and impact to the economy when in reality it represents much more than a strict list of celebrities, record labels and streaming platforms. In 2016, in the UK only the total Gross Value Added (GVA) contribution in goods and services by the music industry to its economy was £4.4bn, also being responsible for the sustainability of 142,208 employment of which 89,800 represents musicians, composers, songwriters & lyricists (UK Music, 2017). The sector not only impacts its direct "actors" and sub-sectors but also boost a variety of local businesses. The Music Tourism derived from Live Music events (one of the industry sub-sector) generated £4bn in direct and indirect spend in the UK in the same year.

In the UK or worldwide, music management and decision-makers within the business hold great responsibility and pressure for the adequate decisions to thrive and overcome the market challenges, and rationality and non-rationality are expected to be balanced for the best results of all those affected by their choices.
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Source: Measuring Music 2017 Report (UK Music, 2017)
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Source: Wish You Were Here 2017 (UK Music, 2017)

In the United States, which represents the world’s biggest music market, the projected value-added share of the music industry to the country’s GPD, according to report of the Recording Industry Association of America (RIAA) was evaluated in $143 billion (£104bn) in 2016, providing 1.9 million employments across a very wide variety of fields in the music sector, with employee earnings reaching $72.5 billion/£52.6bn (Siwek, 2017).
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Source: IFPI Global Music Report 2017

In 2017, the U.S. recorded music industry generated in revenue an estimated retail value of $8.7 billion (£6.31bn) with music sales increasing 16.5% percent from prior year, while the total value of digitally distributed formats was $7.0 billion (£5.1bn) representing 82 percent of total industry value (RIAA, 2018). 
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Source: 2017 RIAA Revenue Statistics

The music industry is valuable and its management decision-making does impact not only commercial results but also intellectual, ambiguous and subjective capital, embedded in a broader cultural framework of individual and social identities. A process that does not facilitates the role of the decision-maker in evaluating and deciding merely on logical monetary mode.


4. Perceptive/Intuitionist approach (non-rationality)

Several behavioural and neuroscience researchers have found that humans’ individual perceptive characteristics such as sense-making, intuitive patterns, emotions, personal beliefs and feelings do influence and impact, sometimes positively others negatively, on decision-making process, and the evaluation of its outcome during stages of planning, data gathering and analysis (Schreiber, 2014), even when aiming entire logical outcomes. Strongly emphasizing its negative effects only, standard rational framework and literature on decision-making imply it to be flaws of the human mind towards rationality that should be overridden through systematic procedures.

Nonetheless, contradicting this major linear, analytical and step-by-step rational process, intuitionist decision-making scholars and practitioners, which can also be analysed through the lens of the ‘positive psychology’ discipline (Seligman et al, 2003), as well as dual-process theories (Lerner et al., 2015; Evans & Stanovich, 2013), argue that good judgment performance is more than reducing behavioural “biases or errors” such as subjective gut feelings and heuristic fast process to maximise logical choices, but it is about acknowledging these intuitive abilities as cognitions that can strengths decision-makers to perform skilfully, and use their experience and  mind wisdom in favour of an effective decision (Klein, 2015). Evans (2008, p. 260) affirms that “it seems unsustainable to argue that there is just one form of implicit processing”.

Psychological dual-system models (Evans & Frankish, 2009) hold that the mind is capable to process two equivalents distinguish system of information underlying human reasoning, which operates in parallel and influences each other, where strengths of one are limitations of the other (Polic, 2009). Type 1 is characterised as the Intuitive model - “automatic, autonomous, unconscious and fast, not requiring working memory” and also associated with emotions; while type 2 represents the Deliberative mode - conscious, analytical, controlled, slow and resource demanded” (Pennycook et al., 2015, p. 426; Hermann et al., 2017). Epstein (2008) affirms that without the intuitive system which he calls Experiential, “people would be like robots with a computer in a head” (Polic, 2009). Advocates of the intuitionist and dual-process approaches declare that both analytical and intuitive abilities are indispensable and valuable component for better strategic decisions (Calabretta, Gemser & Wijnberg, 2017) despite the tension that their conjoint use may generate, although the system 1 can be rationalised and overridden by the system 2 (Pennycook et al., 2009).

Gigerenzer & Brighton (2009), expert researchers of decision-making in real-life experiments, also highlight that there is a misconception viewpoint in regard to heuristics, “commonly assumed that they are second‐best approximations of more complex “optimal” computations”, and limitation to the mind thought process (Tversky and Kahneman, 1974). According to the authors, intuition as a heuristic can be incredibly accurate under uncertainty at selecting the best option and actually lead to higher accuracy, “successfully exploiting evolved mental abilities and environmental structures, holding a less-is-more effect” (Gigerenzer & Brighton, 2009, p.110).

4.1 Intuition

Nugent (2013) on the psychology dictionary defines intuition as “Perception or immediate insight as contrasted with conscious reflection or reasoning. Quasi-mystical alternatively experiences and instinct as the products”, while according to Hodgkinson et al.’s study (2009), and accepted as the definition to this report, intuition is a faculty of ‘‘intelligent-unconscious’’, a judgment for a “given course of action that comes to mind with an aura or conviction of rightness or plausibility, but without clearly articulated reasons or justifications, and essentially ‘‘knowing’’ but without knowing why”, a ‘‘interior’’ non-conscious guidance for individual judgment and decision making, that underpinned with analytical approaches to decision-making, bring to the mind: “(1) a capacity to access direct knowledge or understanding without apparent rational thought; (2) thoughts, conclusions and choices through non-conscious mental processes; and (3) affectively charged judgments that arise through rapid, non-conscious and holistic associations; and that an outcome of intuition is distinct from emotions process” (p.280).

Within business environment, Dane and Pratt (2007) highlight that intuitive judgment has seems to help guide a wide range of critical decisions, and may be integral to support choices and solutions of highly complex and ambiguous problems under time pressure (Hayashi, 2001), where intuition can support creative cognitions that explore innovative solutions, ideas and business opportunities to overcome business challenges (Calabretta, Gemser & Wijnberg, 2017), being an indispensable component of strategic competence (Hodgkinson et al., 2009), also contributing to the comprehensive understanding of important information required for competent decision-making (Hermann et al., 2017), reflecting as well an individual learning experience and expertise prior acquires (Seifert &  Hadida, 2006).

In their 2009 study, Seifert and Hadida determined, based on a tested framework looking at intuition upon the combined perspective of “strategic decision-making and resource-based view” (RBV), that in the artist selection process within the music sector “collective intuition based on aggregated judgments can improve the quality of managerial forecasts”, but managers should never rely neither on rational analyses nor their intuition alone to make strategic decisions. Although, the authors affirm that “combining the strengths of both can provide a more comprehensive picture that can then lead to better talent selection processes” (Schreiber, 2014, p. 48).

After several years of strong rational reasoning dominance guiding analytical process to override any perceptive-intuitive system in order to avoid errors and achieve precise and optimal rational choices, intuitive judgment continues to face major barriers and backlash among scholars and practitioners to an in-depth and productive discover and development in regard to its benefits within the management and business literature (Pennycook et al., 2015; Dane & Pratt, 2007), limiting new knowledge such as (1) the understanding of what intuition is, as researches fail to agree with its conception; (2) the distinguish between “when intuitions are used and when they are used effectively” (Dane and Pratt, 2007), and (3) how to develop the ability for effective intuitive decisions.

Emotions are also a topic conventionally analysed through concerned lens towards strategic decision-making as critique to logical reasoning process  (Lerner et al. 2015), however, according to Hermann et al., (2017) they are pertinent sources of information to access previous experience and situations, and when they are positive, emotions serve as well as guidance to the course of future choices, enhancing creativity and efficient decision-making alternatives (Paez, 2012), although the antagonist negative emotions lead to poor evaluation. Lerner et al. (2015) found that emotions represent “potent, pervasive, predictable, sometimes harmful and sometimes beneficial drivers of decision making” influencing decision through multiple mechanisms but their effects are neither random or epiphenomenal. The authors emphasise that emotions are not necessarily a form of heuristic thought, and can trigger more systematic reasoning (p. 816, 817).

Whereas, current evolving findings into decision-making confronting standard rationality (Dezecache et al., 2013; Gigerenzer & Brighton, 2009) are urging researches to adopt a more representative design of the decision task to realistic real-world settings in order “to better understand cognitive underpinning of managerial judgement with varied combinations of analytical and intuitive processes” (Seifert & Hadida, 2017), seeing that the future does not simply replay the past for the maximization of decision-making (Gigerenzer, 2010) and individuals are affected by constant different complex external and internal variables. The human mind will continue to be vulnerable to decision traps and errors of analysis as future predictability will always be just a prediction, and probability does not reflect 100% of assurance, therefore, why not expand studies testing new possibilities and answers.  


5. Creative Industry Management theories


Strategic decision-making is key for any organisation strategic planning and long-term goals, aiming to “find and exploit a fit between its external environment and its internal structures” (Seifert & Hadida, 2006). In the music business tough, which is categorized alongside the creative industries as a high-velocity industry in continuous dynamism and massive discontinuous change rate (Seifert & Hadida, 2006, 793), these long-term goals may not be that straightforward. As highlighted by Bourgeois and Eisenhardt (1989), decision on artistic talents or creative products, based on cultural value prediction, which are the core of their organisations, in most occasions must be planned and decided with years in advance of their public launching, which massive upfront risk investment for creative and artistic component development, recording/writing/filming/painting, and also marketing, before  final confirmation of product conclusion or its distribution, circulation and consumption, additional to minimum to none guarantee of monetary outcome and profits. Strategic planning has to be done before a product actually exists on the belief that it will be an asset. Do the public remember five musical hits of three or two years ago? And who was on the top music selling chart in the same period?

Pick, et al. (2015, p. 756, 757) highlight that the complexity of creative industry management arises from the wide variety of subjective capital and value involved in the business, including intellectual capital, social capital, economic, cultural and symbolic capital, and how they are combined to reach the market and its consumers (Townley et al., 2009), requiring imaginative and creative skills to deal with all demanded functions. Cunningham (2009) affirms that creative industries complexity increases because it exists in the boundaries of current technologies, commodities or ideas, representing in most of the case intangible attributes, and to which “mainstream’s” management and businesses theories offer limited applicability, requiring new thinking and a degree of ambidexterity (Pick, et al., 2015)

There is little effective theoretical analysis focused on the particularities of the creative sectors management and decision-making, although, Eisenhardt (1989; 1999) suggests that high velocity companies in turbulent environment “should engage in more open discussions, and use more information when making choices”, increasing alternative solutions and modelling different situations as described by Schreiber (2014, p.32), encouraging a “health” ambience of conflicts amongst its top executives influencers - in order to generate better alternate options and outcomes.

It is agreed that the creative industries and the music sector do have extremely uniqueness on product development, marketing strategies and costs, financial structure and risk level, although it is also required to evaluate the experience of these “executive influencers” themselves on “mainstream” conventional businesses, their professional experience journey, and what are their decision-making process.


6. Music Business executives

After an extended analysis of academic and psychological theories for the understanding of decision-making process, rationality, dual cognitive mind system, and also an evaluation of the operations and current economic impact of the music industry, to answer this paper questions and investigation, it is also fundamental to address and exemplify who are the decision-makers within the music, what experiences these professionals hold for decision-making within the sector, and their way of thinking in regard  to their responsibilities.

Just through a simple search on well-known or “powerful” music executives – senior managers – reported on specialised media (Billboard, 2017; Variety, 2017; Forbes, 2012) or award associations such as at the 2018 Music Week Awards in the UK (Music Week, 2018), it is possible to identify a range of decision-makers within the music business that come or from an artistic academic education or from a music career as musicians, artists or producers themselves, which has been the most common scenario throughout the context of the creative industries. An extensive part of the decision-makers within the music and the entertainment sector as a whole build their careers learning from other professionals in the market, mentors or artists. It implicates exceptional personal, individual and perceptive knowledge to make the right contacts, be at the right place at the right time, and make the decision that is required.

300 Entertainment (record label) co-founder and CEO Kevin Liles once dreamed of becoming a musician himself although turned out a successful music businessman stating, “I knew when someone else made more money from my record that [being an artist] wasn’t the right thing for me” (Greenburg, 2012). Liles did not attend business school, but sharpened his “business instincts” through experience from a label intern to becoming one of the most respected minds in music leaving executive vice president position at the major label Warner Music and launching his own company in 2013 reasoning that “I felt we were making decisions not based on the new consumption model, we were making decisions based off of just records and not culture” (Rys, 2017). To maintain its company lucrative through the sector changes, the executive affirms that his decisions are made based on the understanding that it is a high-volume, low-margin business, where you have to be nimble and well-financed, although "Get the artists and then build the pipes, because once you have art, everything else will come”.

Dr Dre, CEO of Aftermath Entertainment and founder of Beats Electronics, is an American DJ and Hip-Hop musician who with no secondary education and from a “problematic family” built a multibillion-dollar music empire from one contact to other, by recognising artistic talent and crafting relationships as well as opportunities within the American hip-hop scheme, and according to Mazzarini (2017) his skills of knowing when to cut ties in a professional relationship that was no longer profitable. As a music producer, Dre has also won several platinum albums investing in newly discovered artists such as Snoop Dogg and Eminem. The entrepreneur also co-founded headphones and sound system company Beats Electronics because according to his business partner Jimmy Iovine “When you believe in something, the last thing you say to yourself is, ‘well, no one’s doing this, so there must be no good reason to do it…”. In 2014, the music executives sold Beats to Apple for US$3 billion / £2.22bn (Moore, 2014).

Stuart Camp has been Ed Sheeran’s manager, currently, one of the most successful and recognizable music stars worldwide, since 2010 and have recently won the 2018 Manager of the Year award in the UK (Music Week, 2018). He started his career at the Mushroom label in the late 90’s where he was mentored by the music executives Korda Marshall and Pat Carr, based on an experience that, according to Camp is described as, “you were just thrown in at the deep end” but then sooner or later, started knowing what you’re doing (Roberts, 2017). After being in different labels, alongside his mentor Mr Marshall, Camp started a joint venture with Elton Jonh’s management company Rocket Music in the same year that he took Sheeran as his artist. Nowadays, Stuart Camp holds the position 35 on Billboard’s Power 100 list himself (Billboard, 2018), and after eight years of partnership with Rocket Music, in 2018 has decided to go independent (Schneider, 2018).

In his empirical study examining decision-making in music industry micro-organisations, Schreiber (2014) interviewed decision-makers among managers and owners from seven American music companies representing different fields of business within the industry, constructing a valuable source of information for further characteristics and profile of small music organisations decision-makers. Surprisingly, these professional and young entrepreneurs, ranging from 25 to 51 years, count with a variety of distinct education background prior to the settlement as executives in the music business, including Biblical Literature, Biology, Psychology, Health and Social Care, Musical Composition, Music Education, Music Business & Entertainment Industries, and Radio, TV & Film, who are also pride of themselves for “learning from the ‘ground up’, and starting their career ‘laying out chairs at a show while in college.’ (p. 106). These professionals are highly concerned with monetary issues and financial investment considering their small structure as an enterprise, however they are strongly driven by behaviours of emotions, feelings and intuition which according to Schreiber’s findings “it is difficult for the owner/managers to separate themselves from the identity of the business, and to remain objective and keep the business and its reputation as a distance, personally and emotionally”.

The above little overview of different decision-making actors in the actual music sector offers an opportunity to evaluate, and not to generalise, some of the experiences and business beliefs that these professionals hold when making choices in this industry, which in several cases does not prove to be based on pure rationality but implies strong outcomes based on non-rational decision processes, including personal perception, confidence, ambitious, and fear. The examples here presented are those publicly promoted and which had an opened access for this report, which are the successful cases of music executives. However, it is understood that the number of this level of recognition and accomplishment in the music industry, not only amongst artists but also business professionals, it is minimum. Failures are a strong part of the business.

This high-risk level of economic and market environment, based on a field driven by subjective values, perception and uncertainty as well as by a closed personal networking of mentors, artists and ‘who has worked for whom’ on top of its unique settings of egocentric-image, and on ‘fame’ and ‘appraisal’ is constantly affected by cognitive biases and irrational traps that can reflect on poor decision-making.

In an interview to Variety (2017), RCA chairman and CEO Peter Edge mentions that “there’s a sense that the American record executive is more willing to gamble, to ‘go for it”, which he believes is true, although he also adds that he knows British executives that “spend like crazy” as well, which for him is natural because, at the end, Edge affirms "this is more than ever, a talent discovery business”. Following this “hit and miss” strategy, ‘gambling’ on who and what succeed or fail, reducing rational biases balanced with experienced intuitive gut feelings becomes a competitive advantage as these powerful music executives have huge responsibilities and impact.


7. Decision-traps in the Music business

According to Hammond et al. (2006), prudent managers evaluate the situation confronting them before taking a decision. However, some are cautious to a fault while other are overconfident or impressionable which can afflict, affect and influence most managers. Different scholars and authors define decision-making biases and traps with distinct terminologies. In this report, three types of decision traps are evaluated and exemplified within the music business, classified as Sunk Cost, Confirming Evidence and The Anchoring Trap. Nonetheless, the list of traps can errors that be followed is extensive. 

7.1 The Sunk-cost

Normative rationality theories suggest that past costs should be ignored and kept in the past for being irrelevant to future analysis and marginal payoff while behavioural scientists oppose this position asserting that human cognitive behaviour violates this prescription and tend to account for historical costs on their new decision process (Haita-Falah, 2017). The sunk-cost is then defined as the irrational behaviour of “throwing good money after bad”, investing more future resources on an ongoing course of action after an initial investment (e.g. time, money, effort, resources) has already been made and committed to it (costs are sunk) despite it being unprofitable or evaluated with different approach if it had no unrecoverable historical cost/investment involved (Strough et al., 2011; Haita-Falah, 2017). 

Within the music industry, considering that its structure is based on high upfront monetary and resources investment, sunk-cost can be translated on situations where executives, managers or A&R professionals are insistent on their prior artistic choices and attempt to spend more funds and efforts to “save” a specific artist or product that have already being signed, recorded or distributed but has not broken-even or became recognised (“yet”). The further investment decision is taken on the belief that more expenses (e.g. on marketing) can reflect a change of circumstances or “luck” in the market, reversing it to a positive scenario and generating revenue to pay-off all expenses. Large companies such as the major music labels and streaming media channels have financial backup to recover themselves from upfront investment failure and move on to the next trial when prior decisions “go wrong”. However, independent, micro and small companies sometimes rely on extremely limited base of products/artists and sunk-cost traps’ effects may bring several losses and damages that are hard to recover from, although in the entertainment business, the desire, believe and dream to become “famous” (no matter what) play a huge impact making hard “to let go” and change dreams.

A recent case that can be related to the behavioural sunk-cost traps is the failure of the Fyre Musical Festival in the Bahamas that had his promoter Billy McFarland faced with charges of a 10-year period in prison. 26-year American entrepreneur McFarland planned and raised funds for a luxury festival to be held in the Bahamas over two weekends of May and June 2017, promoting the event that has never happened as the ultra-luxurious “cultural experience of the decade” (The Guardian, 2018). McFarland declares that he planned to organize a legitimate festival, but “grossly underestimated the resources that would be necessary to hold an event of this magnitude”. Not taking into consideration the criminal frauds involved in the case, where he misrepresented the financial status of his business (Hemore, 2017), the sunk-cost effects can be identified when the music promotor continued to raise new investments throughout the course of his planning despite realizing that the bookings for the event were massive below to the expected revenue and that the luxury experience demanded a different structure and strategy to be actually implemented. Believing that it could be fixed with no logical reasoning and analysis, McFarland and the event organisers were responsible for one of the most notorious failures in music festivals worldwide. 

When trapped on decision sunk-cost, Hammond et.al (2006) suggest that managers need to make conscious effort to set aside any historical costs and investment and evaluate the choice as a new situation or problem and act as an outside observer. If what has been affected it is self-esteem, which it is clearly one of the causes of creative industries, the author affirms "deal with it head-on".

7.2 Confirming Evidence

Imagine having a favourite option among the alternatives presented, or have already taken an unofficial mental decision towards a specific course of action, or strongly wishing for a path or next step to happen. Confirming evidence is the bias that leads decision-makers “to seek out information and arguments that supports existing instinct or desired point of view” while avoiding or neglecting information that contradicts personal opinions, desire or dreams (Hammond et.al, 2006).

In the music industry, where networking reflects power and influence, it is common to search for mentors, friends, family, partners, artists, colleagues and opinions that support whatever creative idea that a person has or a decision someone wants to take. For those holding powerful executive positions or influencing management roles within the entertainment sector, appraisal situations (false or honest) are part of the daily reality of these professionals that in several occasions have also their personal base of fans and followers enhancing egos.

Hammond and colleagues (2006) argue that it does not mean that a choice drawn subconsciously should not be taken, although it is necessary to make sure that it is a smart decision, checking against any opposite arguments with the same contemplation and urging for the “devil’s advocate” counterarguments to balance the alternatives.

An example of confirming evidence in the international and UK music industry can be addressed to the collapse and disaster takeover of the major record label EMI, which used to be the fourth-largest business group in the recording industry. In July 2007, British private-equity investor Guy Hands, a “music enthusiast”, but not an experienced music executive, made an offer to EMI stakeholders through his company Terra Firma to acquire the record label private for £2.65 per share (Smirke, 2016), following years of successful investment on sectors of natural gas, waste management, aircraft leasing, housing and leasing. EMI acquisition was confirmed in the same year, and Terra Firma entered the major music environment upon a payment of £4bn in a deal financed with £2.6bn of debt provided by Citigroup (Bowers, 2009). In the consecutive years, the business suffered several problems and cuts with many insisting that Hands did not understand the business, and in early 2011 when the label failed an insolvency test, Citigroup took over EMI from Hands’ control and sold the label to its rival Universal Music in 2012 (Smirke, 2016).

The confirming evidence trap can be evaluated by how and where Guy Hands checked his evidence before confirming the deal. In a court battle of Hands over EMI takeover against the financial group Citibank, it was reported that Hands during the bidding period “Fuelled by confidence in his own ability to spin gold from straw, and turbo-charged by massive bank loans wanted reassurance that EMI was not in a worse state than he thought”, and was searching for supporter advisers within the bank group. Hand affirms in his court testimonial that “Citi was positive about the business and was encouraging the acquisition”. In this case, it seems implied (with no access to in-depth analysis) that counterarguments and opposite evidence or orientation from experienced professionals within the music business were neglected.

7.3 The Anchoring Trap

The most often and common phenomenon of behaviour bias, Anchoring is related to the high weight given by a decision-maker to its first information received an initial impression, estimations, thoughts, judgment as well as past events (Hammond et al., 2006; Juliusson et.al, 2005). Council (2009 in Schreiber, 2014) suggests that past experiences ‘rewires the brain’ to categorise and may misguide decision-making process, when old numbers, forecast or even stereotypes about a person become anchors, impacting on how decision-makers perceive and predict future scenarios (Schreiber, 2014) as “no one can avoid their influence as they are just too widespread” (Hammond et al., 2006, p 121). Advise? View a problem from different perspectives, be open-minded and particularly wary of anchors in negotiations (Hammond et al., 2006).

The music industry, only by a rapid evaluation of music executive careers and beliefs as per some examples described in this report, is definitely highly impacted by anchoring and past events on a deliberate attempt to repeat success and avoid failures; and determine the odds of success based on past experiences (Schreiber, 2014). It even seems a grounded part of the business. However, affirming that anchoring on past events it is only negative can also be a misrepresentation as positive outcomes and effective decision-making can be reinforced exactly because of past experience that is naturally acquired throughout a professional career.  

However, the exercise of analysing any situation as an outsider and through new perspectives is a recommendation for any process of decision making.	

8. Conclusion and Recommendation

“Can Management Decision-making be entirely rational, owing to the vulnerability of decision-makers to decision-traps? 

Evaluating the process of decision-making through normative and descriptive perspectives of analytical decision-making as well as through psychological cognitive studies, this author concludes that the human mind has the capability to systematically and consciously override and rationalise cognitive intuitive behaviours and reduce its influence and impact on the decision-making process of planning, analysis, evaluation and actor. However, it does not become reach entirely rationally as perceptive abilities, beliefs, experience, external and internal interferences as part of the human mind will always have a certain level of impact even if it is minimum, considering as well that in the real-world of management responsibilities and environment where do not exist a perfect and ideal scenario for decision-making – people cannot predict all possible alternatives and variables of a future situation, and within any business factors such as time available, effort demanded, knowledge about the situation, importance of accuracy, desire to minimize conflicts, pressure, stress among other affect strategic decision-making.

The human mind has two unique and different information processes system, with distinct strengths and “intelligence”, and managers should make efforts to develop both in order to understand its limitations, biases and traps, but also to take advantage of possibilities when one can actually enhance the other mind system to optimal decision-making. This is a process that demands extremely self-knowledge about one’s qualities, skills, strengths, weakness, feelings, emotion and intuitive behaviours to be able to distinguish positive and negative analysis and to overcome not only perceptive barriers and influences when it is required but to solve logic and rationality problems during ambiguous situations.

This recommendation may not be applicable to every type or sector of business where precision and accuracy may demand extremely accountability, logic systems and numeracy, although it is advised to the entertainment and creative sector as well as to industries where the core business its subjective and perceptive, and human relationships and interactions are what make the business a business.

Should Management Decision-making within the Music Industry be rational?

Music is music because of the reactions, emotions and intuitive behaviours triggered in different ways in every human being by a diversified and broad range of styles, tones, instruments, volumes, artists, voices. It communicates with human entire body and senses by a language cannot exactly be translated, described or rationally explained. If a music product is based on subjective and cultural values, it is inconsistent to aim and thrive entirely rationality within its business and strategic decision-making. We have the capacity for rational thought, but music it is a creative, intuitive process.

This report introduces a panorama of the music business culture with evidence of a sector strongly grounded on intuitive behaviour and partial analytical and rational inferences, considering its market dynamism. Based on personal experiences within this sector is it perceived that rationality is several circumstances, especially on artistic and creative departments refute rationality at all, weighing their decision-making entirely on intuitive and perceptive skills, collective or individually, which is not necessarily followed on financial, law and music rights subcategories. 

Seeing that this entirety intuitive decision-making process also manifest a high level of failures and irreversible costs and an extremely low ratio of success, it is recommended that music decision-makers and influencers do implement and increase the use of analytical and rational thinking procedures in their judgment of choices. Rationality is an important mechanism to lead effective decisions and should be more frequented credit into the music industry for which dual-process framework interplaying logical and perceptive decision-making can reduce the number of failures and increase monetary and cultural positive outcomes.

Dual-process frameworks are still in infancy stage within academy literacy, however, small and large size music companies should start testing and evaluating results of their choices when through the abilities and positive effects of rationality e.g. the use of computerised data analysis system for evaluation of a new artist likability within a new market. The market is shifting and decentralising with digital and online channels expanding any artistic possibility to reach international consumers, and do require a new point of view and perspective to proper in long-term. 

It is not part of this report, but only for a general recommendation, studies mindfulness practices and science has been strongly supporting executives to quiet and clean their minds from any inferences in order to make better decisions. An analysis of mindfulness techniques with the entertainment business may be an area to research. Suggested reading: Robinson et al. (2017) “More Dynamic Than You Think: Hidden Aspects of Decision-Making”.

Once more, the analysis and suggestions here presented and evaluated are mainly directed to the music industry and limited to its context.
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TABLE 6.0 | MUSIC INDUSTRY VALUE ADDED SHARE OF TOTAL U.S. GDP 2012 - 2016
($ BILLIONS)
20122016 2012- 2015
2016 COMPOUND COMPOUND
2012 2013 2014 2015 (Projected) | ANNUAL GROWTH ANNUAL GROWTH

Music Industry $97.0 $960  $1030  $1332  $1433 102% 1.1%
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So

EA National Data

As seen in Table 6.0, the music industry’s contribution to total U.S. GDP grew from 0.6% in 2012 to
0.8% in 2016 Music industry value added has also been growing at significantly faster rate than U.S.
GDP. The compound annual growth rate of music industry value added is 10.2% from 2012- 2016
and 11.1% from 2012 2015, while total U.S. GDP has grown 3.6% and 3.9% respectively.
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AppleMusic, Pandora and others whlch grew by more than 50%. ThIS is the first time since 1999 that U S. music
revenues grew materially for two years in a row. At $8.7 billion, the industry has taken a decade to return to the
same overall revenue level as 2008, and is still 40% below peak levels as the growth from streaming has been

offset by continued declines in revenues from both physical and digital unit based sales.

U.S. Music Industry Revenues
Source: RIAA
W2015 W2016 W 2017

$8.7
$7.5

$6.7

$ Billions

Wholesale Retail
STREAMING
Streaming music platforms accounted for almost 2/3rd of Total revenues from streaming platforms were up 43%
total U.S. music industry revenues in 2017, and contributed to $5.7 billion, and in 2017 made up 65% of total
nearly all of the growth. The streaming category includes industry revenues.
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