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1. History of Sony Music Entertainment

The origins of Sony Music Entertainment began in 1929, through the merger of Plaza Music Company, Cameo Record Corporation and Pathé Phonograph and Radio Corporation to form American Record Corporation. Upon its acquisition by Columbia Broadcasting System, in 1938, it was renamed Columbia Recording Corporation. It is noteworthy that Columbia Recording Corporation included Columbia Record Label which, having been established in 1887, is the oldest record label in the world, as self-described in an article from The Billboard from 1955, where has Columbia Records advertised itself as “The Oldest Label with the newest ideas. IN OUR 66TH YEAR”. (Google Books, 2019). This meant that the relatively newly formed ARC was purchased by a company which already had vast experience in the music industry.

 When Columbia Broadcasting System restructured in 1966, the company was renamed CBS Records, and it received its present-day moniker 3 years after it was bought by Sony Corporation in 1991. 2004 brought a joint venture with Bertelsmann named Sony BMG but as Sony then bought BMG, all BMG labels were later added to what was since then to be called Sony Music Entertainment. Most recently, a merger between SME and Sony/AVT (the latter being a publishing partnership created with Michael Jackson’s company in 1995) led to the creation of Sony Music Group in 2019.


SMG thus is both a collection of record labels, with whom a wide variety of artists are signed, but also a publisher. This collection extends across multiple countries from North and South America, but also Europe, the Middle East, Asia, and Australia. The labels themselves cover a range of genres, from country and dance to progressive and metal and they are as follows: 


1. Arista Records
2. Arista Nashville
3. Beach Street Records
4. Black Butter Records
5. BPG Music
6. Bystorm Entertainment
7. Century Media,
8. Columbia Nashville
9. Columbia Records
10. Day 1
11. Descendant Records
12. Disruptor Records
13. District 18 Entertainment
14. Epic Records
15. Essential Records
16. Essential Worship
17. Fo Yo Soul Recordings
18. House of Iona Records
19. Insanity Records
20. Keep Cool
21. Legacy Recordings
22. Masterworks, Masterworks Broadway
23. Ministry of Sound Recordings
24. Monument Records
25. OKeh
26. Palm Tree Records
27. Polo Grounds Music
28. Portrait
29. RCA Inspiration
30. RCA Nashville
31. RCA Records Relentless Records
32. Reunion Records
33. Same Plate Entertainment
34. Six Course Music Group
35. Sony Classical
36. Sony Music Latin
37. Star Time International
38. Syco Music
39. Triple Tigers Records
40. Verity Records 
41. Visionary Records.

Due to the fact that the SME website lists the CEOs of RCA Records (Peter Edge), Arista Records (David Massey), Columbia Records (Ron Perry) and Epic Records (Sylvia Rhone) in its list of executives, it is heavily implied that those are the flagship record labels. Moreover, Arista was recently relaunched in 2018, with David Massey at its helm (Sony Music Entertainment, 2019), and has released a new imprint called Last Nite, which aims to be “an innovative new electronic label.” (Cooke, 2019)

The full list of artists signed with various labels within SME is too large to be included in the present paper. Suffice to say, it covers artists from all genres and of all ages, some of which have been in the industry and built their reputation for decades (such as Beyonce, Mariah Carey, Celine Dion, Michael Jackson, Daft Punk and Foo Fighters) , as well as artists that have recently experienced a recent rise to fame (such as Rosalia or Camila Cabello).

In the past 5 years, Sony Music has been making a number of acquisitions and investments, some which will be discussed in more detail later on. Among these, the purchase of EMI’s Music Publishing (Sweney, 2019), investing in new music related ventures, starting a Hi-Res steaming platform in Japan, as well as resuming production of records in Japan. Last but not least., as of 2017, Rob Stringer was promoted to CEO (Sony Music Entertainment, 2016). Stringer had previously been CEO of flagship label Columbia, and had been responsible for its incredible success. 



2.1 Products and customer base

Sony Music Entertainment is a label and publisher with a track record of making excellent choices in diversifying their roster through strategic M&A decisions that have created a global presence for the company. In a recent letter to its staff, CEO has claimed that Sony Music have achieved their goal in increasing their roster by 30% throughout the course of the year.

This means that the products resulting from their activity (i.e. the music created by their artists), as well as the customer base would be very diversified and different strategies will need to be applied for the release of a pop record compared to the release of a metal record.

Sony UK also bought the London-based merchandise company Kontraband (Stassen, 2019), in a move that what shortly after mirrored on a much larger scale by WMG’s purchase of European merchandise company EMP (Stassen, 2019). It would seem that both Sony and WMG are diversifying in with the goal to be a one-stop shop for artists, especially seeing as many artists will be signed on 360 deals.



2.2 Competitors

Sony Music Entertainment is one of the “Big Three”, a term used in reference to the three biggest record labels post the disappearance of EMI.  Currently it is ranked as the second biggest, behind Universal Music Group and before Warner Music Group.

While Universal and Warner are currently the largest competitors for SMC, the past 10 years have seen a vast increase in the number of independent record labels, as well as increased interest from the artists in being signed with smaller labels instead of larger labels owned by The Big Three. This would be due to the upskilling of the music industry, since more and more artists are now not just focusing on creating music and touring, but also on the business side of things, with many of them creating their own record labels. Moreover, it has been shown that smaller, indie labels grow much quicker than the majors (The Music Network, 2019).



2.3
Pricing strategy

Labels traditionally made money from commission on the royalties of the artists on their roster. However, the so called “360” deals have become more and more popular in the past few years (Marshall, 2013). This means the label would be involved in all aspects of the artist’s activity, from recording, promotion and sales, to merchandising, touring, etc.  In these cases, the label would also get a percentage of the profit generated through each of those avenues.

360 deals also mean the label would have revenue from radio plays and streaming. Delotte predictions state that radio revenue is to rise to USD 40 billion for 2019 ( 1% increase from 2018), and that about 85% of adults listen to radio at least once a week.  (Deloitte Insights, 2019).

Revenue from streaming has been on the rise as well, as the market for it is ever expanding. Sony themselves, in a report to their shareholders, explain that they “revised upward our FY19 sales forecast 20 billion yen to 850 billion yen and our operating income forecast 5 billion yen to 140 billion yen. This upward revision was primarily due to streaming revenues exceeding our expectations.” (Sony.Net, 2019). 
 
It is worth mentioning that here is no standard percentage that labels would typically get from an artist. Labels can however afford to be quite elastic in some cases. This follows the principle of Revenue= Price x Quantity. Here, price would be the percentage in royalties that the label would get. In the case of big artists, the label can afford to keep the price low by allowing the artist to have a higher percentage of their royalties, simply because said artist would have a track record of large physical sales, as well as a high number of downloads and streams. 

Such an example is that of Michael Jackson, who my class was informed during a Legal and Business Affairs lecture with that he once signed a deal where he got 100% of his royalties. This was made possible by the fact that the royalties are essentially paid 9 months after they arrive in the accounts of the label, so the label was able to consider the 9 months of interest on the royalties as their payment (Penman and Clarke, 2019). However, this is unlikely to ever happen again at this extent. Sony themselves have taken steps to ensure artists get their digital platform earnings in a much quicker way. This is to be done by implementing a  completely new system enables what they have dubbed ‘Real Time Royalties’, and ‘Cash Out’. Sony further explained that artists would be able to get the information and funds almost as soon as Sony get their monthly reports.  The concept has been greeted highly positively, especially as it is “an aggressive turn towards accounting transparency.” (Resnikoff, 2019).



2.4 Market 

As mentioned before, Sony is part of the Big Three, the 3 ‘major’ labels. It is estimated that the Big Three account for % of the market share. This means that the music industry can be described as an oligopoly.  However, in recent years, it has become easier and easier for independents record labels to be started. This can be owed to technological advancements that mean the perk that many labels used to offer, which is access to a recording studio, is now something that people can have in their own bedroom. Moreover, artists are more and more reaching the conclusion that to be successful in the industry, they need not just to master their craft, but to also be business savvy. Thus, more and more artists started record labels, which some may prefer as their conditions may not be as rigid as those of the major record labels.

To better understand SME’s position, I have undertaken a SWOT analysis, attempting to identify Strengths, Weaknesses, Opportunities and Threats.

Strengths:
· History – flagship record label Columbia is oldest in the world (est 1888).
· Diversification – immensely varied roster
· Worldwide presence
· Household names among the artists in their roster
· Focus on getting the right people – Sony have repeatedly hired former executives of the competition (Music Business Worldwide, July 9th 2018)
· Identified podcasts as a threat to music streaming, (Ingham, 2019) and has made steps towards getting involved in that niche market (Stassen, 2019).
· Close ties to the other parts of the Sony Corporation (particularly Sony TV) enable SME to promote their music on multiple platforms -ie the Brad Paisley TV special


Weaknesses: 
· Image issues – eg the 2016 boycott organised by Kesha’s fans, and the negative press around R Kelly, which caused Sony to distance themselves from him by dropping him off their roster (Wang and Wang, 2019).
· Struggled to find staff that would be able to operate the tech and staff necessary for pressing vinyl when vinyl started becoming popular again (BBC News, 2019). Even at present, such individuals may be hard to find. During an interview with Allison Krause of AIR Studios, I was informed that at present there are maybe 3 people in the entirety of the UK that have the technical skills to operate the machinery needed for pressing vinyl. . 


Opportunities:
· Income from artist that are already signed and who are working on new albums.
· Identifying and signing new talent
· SME could choose to be an early adopter of AI/VR technologies that allow for a more interesting experience -  ie a SME artist could use holograms and other such effects to make their tours more alluring and thus generate more money by charging higher costs for the technology.
· New music-related ventures that Sony has invested in may prove to be very lucrative (ie. Laylo, Lirica, Neom Hum -  See section on Recent Investments).
Threats: 
· Universal and Warner possibly poaching artists
· May lose potential new talent to Universal, who have recently created an online plaform called Spinnup specifically for people to upload their music. They have discovered and signed 69 artists so far
· Artists possibly leaving to join an indie label or start their own
· Copyright laws in some countries – eg in the US rights revert to artists after 35 years, which means the label may lose some income. However, SME have been taking steps to purchase the rights to catalogues of various artists, as a way to counteract this. Moreover, it has been proven that “Streaming does best with catalogue artists”, and since it will be proven below that streaming is now a big part of a label’s income, purchasing the catalogue whenever possible seems to be both a way to avoid no longer receiving royalties once the 35 years are done, as well as to maximise profits. (Forbes.com, 2019)
· The subtle shift from listening to music to listening to podcasts. According to a National Public Report, people have been dedicating more time to podcasts and less to listening to music. Between 2014 and 2019, the percentage of time people spent listening to music and podcasts respectively changed from 80% music and 20% podcasts in 2014 to 76% music and 24% podcasts in 2019. Moreover, the same study shows that this happens across age groups. (National Public Media, 2019)
· Lawsuits that might damage their reputation 
· Artists choosing to fund themselves via crowdfunding platforms such as the defunct Pledgemusic or Kickstarter instead of signing with a label. In fact, statistics from October 2019  show music as the most popular category on the crowdfunding platform. (www.statista.com, 2019)
· The worldwide spread and goal to be a global player can be problematic due to culture clashes and due to some markets being unstable. Sony has, in the past, had to pull out of unperforming markets due to piracy, as per its 2012 retreat from the Philippino market (InterAksyon.com, 2019), only to reenter in 2018, or the state of the economy of said country , as happened with its Greek operations (Discogs, 2019).
· SME has started a streaming service in Japan that at a first look would seem to be a competitor to the Spotify, who had entered the Japanese market in 2016. Sony claims their service, mora qualitas, is aimed at fulfilling the demand for Hi-Resolution audio in Japan, seeing that Jay-Z’s platform Tidal does not cover Japan. However, initial numbers seem promising (Stassen, 2019)








2.5 Macro-environment. 

As it is one of the major source of income for artists, touring can be seriously hindered by political situation. Artists have had to cancel performances due to the tensions between various countries and their stance on that. Moreover, Brexit is likely to affect both British artists wanting to tour in Europe, as well as other artists wanting to tour in the UK. Professionals in the field of touring have even suggested that the added red tape and fees to be paid are likely to make touring almost impossible for some artists. Moreover, the complications about transporting merch across the UK border would also mean that those that do enter the UK/exit the UK might have to either bring very limited quantities of merchandise, or get printing and pressing companies based in the UK/in Europe to make smaller quantities of stock (which would be a higher expense than ordering in bulk) to cover them for the tour.

Moreover, Sony will always be affected by the FX fluctuation and exchange rate. 


3. Finance. Short/ Long Term Financing. Investments. 

Sony benefits from constant influx of royalties from the artists on its roster, and also from the catalogues of previous EMI clients. However, Sony has shown to be pre-emptive when it comes to change and eager to adopt new possible avenues. 

According to Crunchbase.com, SME has made a few investments in 2019, in Laylo.fm, Lirica, and Neom Hum. I shall expand on each of them below: 


· Laylo is an online platform that uses technology to map out how music spreads. They say their mission is “to give artists and their teams the tools to grow, monetize and engage their best fans.” (Laylo, 2019).  This shows that SME is very much in accord with Seth Godin’s idea that artists need to build their “tribe” to survive (Godin, 2011 ), an idea that reinforces the theory put forward by Wired founding executive director Kevin Kelly, that an artist only needs 1,000 true fans to make a living from their work. (Built in Los Angeles, 2019).

· Lirica is an app through which English speakers can learn Spanish by listening to music. The start-up recently received USD 1 million in investments from Sony Music, Viridian Ventures and private investors, and they plan to soon move from Spanish-only lessons to other languages as well. The app is free but there is extra content to be unlocked for those that pay a monthly subscription (Silva, 2019). On their website Lirica explain how they worked with the Cervantes institute, which is known to be the leading body in learning Spanish as a foreign language (Milocreative.com, 2019). It is likely that Sony Music Executives saw this the future of language learning -  as the app is focused on classroom learning, and wanted to invest in it to ensure the content used is from the Sony catalogue.

· Neom Hum is a podcast production company which has been responsible for many podcast hits such as “Bag Man” with Rachel Maddow, “The Thing About Pam” , “Room 20”,  Crooked Media’s “This Land” and L.A Times Studios’ “Larger Than Life” (Stassen, 2019) . Given the recent growth in popularity for podcasts, this shows Sony’s willingness to diversify in order to access other revenue streams.

4. Lean Business Practices- Is Sony Lean?

Lean business models are defined thus:

A lean business model means making continuous improvements in a business operation, and the implementation of processes to guarantee optimum business efficiency. This can be achieved by changing or removing ineffective practices, identifying and getting rid of unprofitable products and measuring and improving the productivity of teams. (Gazprom Energy, 2019)

Sony has throughout the time divested assets that were underperforming or were underutilised. Thus, they sold a building for and they also exited the Pilipino market due to issues with piracy, re-entering later on. Moreover, they left the Greek market in the aftermath of the severe economic crisis the country had been experiencing.
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6.Appendixes


Appendix 1: A comparison between Q1 FY2018 and Q1 FY2019 for Sony Music Sales and Operating Income, sourced from https://www.sony.net/SonyInfo/IR/library/presen/er/archive.html 
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Appendix 2: Comparison between Q2 FY2018 and Q2 FY2019 for Sony Music Sale and Operating Income, sourced from https://www.sony.net/SonyInfo/IR/library/presen/er/archive.html 
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