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Executive summary 

The music industry saw recorded music revenues of USD 23.1 billion in 2020 (Ingham, 2021), an increase of 7% on the previous year despite the global pandemic. However, like all industries, the sector is not immune to change from emerging technologies and digital disruption. 

Consumers now demand technology-driven products and services whether that be in how they interact with a business or in how they purchase, use or experience products and services. Businesses who fail to adapt to changing habits and utilise digital technologies in their offerings or operational processes will lose their competitiveness. Disruption creates a new normal and can lead to established business models and well-known brands being no longer relevant and relegated to the realms of history. Think of Blockbuster who failed to adapt to how consumers wished to view media content, and ultimately the rise of streaming services such as Netflix led to Blockbuster’s collapse (Satell, 2014).

This report examines how digital disruption has affected the music publishing industry with a critical assessment of music publisher Warner Music Group Corporation considering changing technology, regulatory requirements and consumer dynamics. It looks at the challenges faced by technological and digital disruption but also the opportunities for the organisation considering its internal position. 


Introduction

Music publishing has existed for hundreds of years, but it wasn’t until the 19th Century that recorded music came into existence. It has always been a very traditional industry in terms of output, business model, marketing, routes to market and distribution. From the wax cylinder to vinyl records, then cassette tapes to CDs and then to digital downloads and streaming, the method of consuming music has evolved as technology has evolved. However, the change from physical products to digital ones, has disrupted the industry exponentially in comparison to earlier recorded technologies and not only changed how consumer’s purchase and listen, but how the industry is structured, route to market and financial spend. 

Two distinct elements of the industry have evolved (Wikstrom, 2021); music publishers and music record labels (in addition to live music). Over the course of the 20th Century, mass consolidation, mergers and acquisition have taken place creating three major corporate organisations who dominate the industry; Universal Music Group BV, Sony Music Entertainment and Warner Music Group Corp (Ingham, 2019). These corporations have diversified their business offerings to include other music industry services to make them essentially a “one-stop-shop” music business powerhouse. 

Focusing on the latter, Warner Music Group Corp (“WMG”), headquartered in New York, USA and operating in more than 50 countries, has various subsidiaries and operates in both the record label and music publishing industries. It owns and operates many well-known sub-brands such as Atlantic, Parlophone and Elektra. Warner Chappell Music is their music publishing arm (Warner Chappell Music, 2021). WMG have had to adapt to the changing marketplace. However, the internal capability to adapt, innovate and survive has to be considered in the light of digital disruption. To do this a number of tools are available including Porter’s Value Chain (Porter, 1985) to evaluate the strengths and weaknesses of the business. 

Main Findings

Porter’s Value Chain (Porter, 1985) views an organisation as a series of processes from raw materials to consumer sale, made up a system of inputs, transformation processes and outputs with each step analysed for the value it creates to the business; lowering costs or increasing profit margin. Each of the steps in the chain fall into either a primary or support activity (Harvard Business School, 2021). 

The tangible output of the music industry was until recently solely physical products such as compact discs (CDs), cassette tapes and vinyl records. There are manufacturing costs associated with these products such as labour and raw materials as well as distribution costs and margin loss from wholesaling to retailers. In line with Porter’s Value Chain, the rise in digital streaming and downloads has seen a fall in demand for these items and therefore an opportunity for music publishers to save costs by shrinking the manufacturing element of the business, removing altogether or outsourcing (Owsinski, 2019). WMG sold off its disc pressing plants due to low-earnings and a decline in sales is a continuing trend. However, its latest fiscal results indicate that physical revenue grew by 25.5% in the most recent quarterly earnings report (Paine, 2021 & WMG, 2021). This is down to new artistic releases as well as a trend in retro collecting of vinyl and it is anticipated that physical revenues, although a decreasing market, will slowly fizzle out rather than experience a drastic drop-off. With the increase in streaming, WMG has either invested in or made licensing deals with technology platforms such as YouTube (Kafka, 2017), Amazon (Ingham, 2020), Spotify (Stassen, 2021), TikTok (Stassen, 2021) and Tencent (Nicolaou, 2021) to diversify its revenue streams and to open up new revenue generating models. The ability to adapt and pivot to changing market and consumer demands as technology and digitisation disrupt traditional models is critical in order for WMG to remain competitive. Focusing on innovation and creative ways to re-imagine the business and adapt a strategy to address the transformation is essential for any business to address the challenges of digital disruption.  

Recognising the changing marketplace is critical to allow innovation in either product or service offerings or in the business model itself. Often this requires a restructuring, either in terms of the core offering or in people due to skill sets required. WMG is no exception to this as it moved from a “product-based business to a service-based business” (Heller, 2020). The challenge however is in how to identify a disruption (Nagy, Schuessler & Dubinsky, 2016). System and processes set up for a physical product to a digital one required technology upgrades, a restructuring of the IT organisation and a culture change as part of a business transformation process which allowed WMG to become a more agile organisation able to deal respond to disruption, allow themselves to innovate and to innovate in real-time to market changes. 

Failure to act or acknowledge change can result from culture, skill sets, mindset as well as the organisation’s ability to be agile enough to change and respond to market demands (Gilbert, 2003). However, innovation doesn’t always have to be totally industry transformative, it can be incremental and apply to processes as well as a product or service offering (Ettlie, Bridges & O’Keefe, 1984). Often established market players have the market advantage in that they have the customer base, the brand recognition, the financial capital and the industry insight to put into place innovation more efficiently and quicker than new entrants. Warner has the brand name recognition due to its past association with Time Warner and Warner Bros. It’s stable of record labels are also iconic and represents a diverse range of music styles. 

Innovation is key to adapting to change and competition. However, another internal factor in how WMG can address change and remain competitive is that they (and the other major organisations) have the capital to invest in new technologies as well as the financial means to acquire new entrants and technological start-ups who would otherwise be a competitive threat. A significant advantage that WMG has along with its two main competitors Universal and Sony, is the access to an impressive back catalogue of established artists which enables the business to fund future innovation. 

How WMG intend to not only survive, but thrive in the new digital-led industry, is dependent on the business strategy, its people and culture, competencies and its ability to adapt as technology advances and digitisation enables new business models and wider access to market entry.

Conclusion

Technology presents both an opportunity and a threat to all businesses. However, for established organisations such as WMG, technology-enabled new entrants present an existential threat due to the total industry disruption. However, as evidenced in this report, WMG has evolved and embraced digital disruption transitioning its core product offering of music media from a historically physical product to a digital output and allowing streaming and downloading of its inventory to take advantage of licensing, new business partnerships and to tap into today’s consumer behaviours. Significantly, WMG is able to draw upon its back catalogue of established artists to provide the capital to fund innovation, invest in new technology or to acquire technology-focused start-ups and integrate either within its portfolio of brands or to assimilate into the wider business model of the entire group organisation. 

Organisation’s looking to remain relevant in today’s competitive business environment, need to ensure that technology and digitisation of the business is not seen as something separate but as a core part of the business strategy. Today’s consumer expects that digital is a part of the offering and it is now not a source of competitive advantage. A strategy is imperative as without one there is no business. In today’s business environment, digital is no longer a point of differentiation. A business needs to be digital or incorporate digital practises within its model and strategy otherwise it won’t be competitive in the long run. The music publishing industry needs to be ready to meet these challenges but there is also an opportunity to embrace the challenges and reinvent themselves, more competitively for the demands of today’s music consumer. Ultimately, those companies who innovate and embrace change will provide the consumer with more value, which is ultimately what drives competitive advantage and revenue growth.  
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