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1. Resume

This thesis carries out a value network analysisclwidentifies characteristics of technology
development in the recorded music industry, andagx® how and why technology-related
characteristics have weakened incumbent firmsnddfas the four major record labels, in the
music industry.

The analysis carries out a comprehensive Qualityckan Deployment analysis, which
hierarchially identifies the most important changesustomer needs. The analysis identifies
four important customer needs as a result of tlehn@ogical developments, namely
convenience and quality as the two major custoreeds, and pricing and social connectivity
as two subsequent customer needs.

The data from the QFD analysis is applied in a pebglatform analysis, which identifies
some major differences between competing prodwatfgesms. In general, illegal platforms
deliver an efficient bundle of such complementagyiges, which can explain the initial
popularity of such sites. Traditional product pdaths are not linked with actual customer
needs. Furthermore, new entrants such as Appledttend to deliver an efficient bundle of
service characteristics, specifically based on earence, which explains Apple’s success in
the music market.

The disruptive technology of digital music has aced outside the industry’s existing value
network. This is the reason why the technology weisally not adopted by incumbents.
Furthermore, the lower profit margins make digitalisic less attractive to incumbents, as
their business models are based on high up-freesiments, and high gross margins.

The value network of the music industry has remalgkahanged because of digital music.
Entry barriers are lowered, as new linkages betvaetist and consumer occur. The success
of P2P technology has redefined customer needbearentire market, which has severely
weakened the incumbents. The old technology isabtd to deliver the requested customer
needs, which has placed the incumbents in a dilemma

Furthermore, the Internet has become a major miagkethannel, which has created
opportunities for circumventing the former gatekeegomination of the incumbents, where
incumbents decided which artists to be marketechs€guently, new entrants are competing
with the major labels by introducing more flexilld@siness models, which monetise on a

number of revenue streams.
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2. Introduction

In recent years, the music industry has undergdraages, which are turning the industry
upside-down, and the entire foundation for musiasconption and music sales has been
remarkably re-defined. The reason for the musiasty changing may be rationalised by
two disruptive technologies: Digital Music and théernet.

The music industry incumbents had previosly obthim®nopoly-like leadership of the entire
industry value chain, but are now facing severessuee, decreasing turnovers, and higher
competition.

These changes originated with the introduction @ivrtechnology, whereby digital music,
combined with the Internet, transformed old valdmic structures, redefining the entire
concept of how consumers approach music and how ¢besume music. This led to a
number of new entrants in the music industry, whacd gradually increasing in size and
turnover.

The changes have pressured the incumbents of tis&c rmdustry, the four major music
labels, which have been dominating the market forerthan fifty years. However, it seems
as if the incumbents of the music industry haveeepced severe difficulties in strategically
dominating and participating in the new market aedhnology development. While
incumbents are dealing with the challenge of destngaturnovers and decreasing market
share, new entrants are capturing greater marlae sh the retail sector as well as in the
distribution and production of music.

This thesis will analyse and identify some of tha@jon reasons for the difficulties of
incumbents in the music industry. The analysis rontes to answering how technology
development results in a gradual weakening of irmemts.
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3. Research Design

3.1 Research Question

Which characteristics of technological developmerthe music industry explains an

increasing weakening of music industry incumbents?

3.2 Elaboration on Research Design

The problem statement of this analysis will be gsed and answered based on a number of
methodological choices and pre-defined criteriathlis section, the methodological choices

will be explained and elaborated upon.

3.2.1 Technological Development

The term ‘characteristics of technological develepthis based on a research design of the
value system rigidities of the music industry. \@Rkystem rigidities can also be found in the
works of Christensen (2000) and Chesbrough (20@13hort, Christensen’s examination of
the Hard Disk Drive industry identifies how arcloiiéral change (or in our term value
network change), can endanger and displace incusibenspite of efficient cognitive
abilities to understand and react to technologynghaChristensen identifies value network-
related explanations as the most important reaBonscumbents’ failure during periods of
disruptive technological changes. In this analysis, author will apply Christensen’s value
network approach in order to examine which charesties of the technology change in the

music industry has weakened the incumbents ofrithesiry.

Technology development of the music industry isnexa&d by the use of an untraditional
approach. | apply a quality function deploymentnfeavork, which identifies important
changes in customer needs. In this analysis, thet mportant development is directly linked
to customer needs, and technology changes areioftlential, if they have resulted in
changed customer needs. For this reason, technalogevelopment is identified through
examining the development in customer needs, andnithodological reasons, | regard

technological development in the music industrdegelopment in customer needs.
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The first part of the analysis identifies which\see complementaries (and hence product
platform characteristics) are required by customesds in the new platform value network,
by examining customer needs and asssessing whistingxproduct platforms deliver the

most efficient bundles of service characteristicasfomer needs). The key issue in the
Quality Function Deployment analysis is to identifigportant changes in customer needs,
and to examine firms’ ability to develop new conmpéntary services and bundle such

services to the retail customer.

The Quality Function Deployment analysis is thepli@gl to an industry-level platform and a
value network analysis, which idenfies the changeshe value network as a result of
technology changes and customer needs. This exantfiogy complementors become
gradually important in the new regime. This anayskamines new linkages in the value
network, and identifies the implications for incuenits. It is examined why incumbents are
experiencing difficulties in developing efficienuginess models in the new value network,
and why the former platform leaders are graduatiyg weakened in terms of value network

dominance and eventually in terms of revenue anétehahare.

The scope of the thesis does not make it possibieap s-curves or assess cognitive rigidities
of the incumbents as such, and therefore, the sisalya contribution to the ongoing debate
about market-customer linkages of the music ingustihis thesis is not centered on a
technology-oriented analysis. Hence, other inflisrfactors (such as cognitive rigidities)

may further contribute to the findings of this tisesand more research is needed to fully
understand the implications for incumbents in teaindigital technology and the Internet as a

new distribution channel.

3.2.2 Definitions

The Music Market: The recorded music industry, retail market for careral music, a 40
billion dollar industry (ACM, 2003)

Incumbents / Major Music Labels: Sony, EMI, Warner Music, and Universal/Polygram.
The four major music labels accounted for 80% ef thusic market in 2002 (ACM, 2003).
Today, they account for approximately 70% of thesimunarket (Bay, 2009).
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Product platforms: Specific, firm-based music services and/or retatlats, distributors of
music to end-customers with specific service comgletarities and products. Level of

analysis in QFD-analysis (part 1 of this thesis).

Industry platforms: Industry-based value networks (or value chains)hwitefined
technology and linkages between actors in theguaif and or value chain. Level of analysis

in part 2 of this thesis.

4. Methodology

The methodology of this thesis is deductive. Thangary purpose is to examine value
network rigidities of incumbents in the music inttys The purpose of the analysis is to
confirm or disconfirm theoretical explanations foacumbent failure in an empirical case

study.

The theoretical stand-point is derived from Chnsen’'s (2000) analysis of the HDD
industry, and the idenfication of the term he céllke Innovator's Dilemma”(2002). The
dilemma of the innovator, in Christensen’s termigyl, is shortly defined as the effects of
disruptive technologies on incumbents. Even thouglumbents, when facing disruptive
technologies, are cognitively well prepared anatsgically attempt to manage and assess
these new technologies, they often fail. Especiéliye disruptive technologies initially occur
outside the existing value network of the givenustdies. The disruptive innovations are
often not following the traditional s-curve upwadrdjectory, and often do not represent high
potential value or a large customer basis. Theegfimocumbents are not concerned with such
disruptive innovations which occur outside theilueanetwork, and which later on invade the
current value network. This is represented by newket entrants (Christensen, 2000). In this
thesis, the value network approach is defined bys@&nsen and applied in an analysis of the
music industry, in order to identify the primaryachcteristics of technological change.
Furthermore, | aspire to understand how these @sangn explain incumbents’ weakening

positions in the new value network.

This analysis approaches the challenges of the amodustry incumbents by identifying
which market-customer linkages, and which valuevogt explanations, are the reason for

incumbents gradually being weakened by new entiantise music industry. The analysis is
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directly linked to a customer perspective by metiogically assuming that changes in
customer needs are a direct result of technologibahge. The customer perspective is
primarily based on the use of a comprehensive Qualinction Deployment framework. The
framework contributes to identifying important clgas in customer needs, and apply these
data in order to assess the abilities of (prodpietiforms to implement customer needs in its
services. Consequently, the use of the QFD-framlewontributes empirically to conducting

an (industry) platform leadership analysis.

Two major theoretical approaches have been seleat@idh each contributes to answering
the problem statement - namely Quality Function |IBDgpent and Platform Leadership
theory. A succeeding discussion contributes witerahtive explanations, and questions the

findings of the primary analyses.

The conclusion collects the identified characterssbf technological change derived from the
QFD analysis and the platform analysis. The commtusutlines the reasons for incumbents’
weakening, and outlines causal linkages betwedmtdagical change (customer needs) and
new product and service complementarities, newaatsdy new market (value network)
linkages, and new industry platforms linkages aglirements. This aspired to answer why
incumbents experience failure in terms of valugesysrigidities, as a result of disruptive

technology changes.

4.1 Project Outlook

This analysis initially carries out a comprehensagsessment of changes in customer needs,
using the QFD framework. This framework identifeesd bundles important customer needs
in the digital music market. The data is then aggplin an assessment of product platforms,
which contributes to illustrating the major diffaces in product platforms’ ability to bundle
important service complementarities to productfptats. By carrying out such assessment, it
is possible to draw conclusions on the incumbetdask of ability to provide service
complementarities, in opposition to other entrantho accordingly perform remarkably
higher on important customer needs, though notyaws applying legal business models.

The conclusions of the QFD and product platformlyams is then applied in an industry
platform analysis. The industry platform level ais&d examines how technological change

and changes in customer needs result in new vatveorks that illustrate how new linkages
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throughout the value network create new market itond, which have weakened the
industry incumbents. The industry incumbents hagéohcally based their business models
on a gate keeper function due to dominance in ghgewnetwork.

The findings of the analysis is then discussed braader context. Finally, the conclusion
outlines the findings of the thesis, namely whiblaracteristics of technology changes are the
reason for the weakening of the incumbents, anal lalsrarchically determines the relative
importance of each identifed characteristic.

Fig. 1. Research Design
VALUE NETWORK ANALYSIS

Level of Analysis Theory Applied

Technology Change/Customer needs Quality Function Deployment

Platform Assessment / Customer needs QFD Matrix

Changes in Value Network Clayton Christensen

Changes in Platforms Platform Theory (PF)

New entrants / Weakening Incumbents PF & Christensen

Conlusion:
Most important factors for weakening incumbents

Source: Author

4.2 Delimitation

For methodological reasons, some delimitations Haeen made in answering the problem
statement. Firstly, the analysis has been deliedtéd value network-related rigidities. It has
not been possible to collect valid data concernmognitive rigidities (such as lack of

managerial competencies in specific firms, whichynhbe an additional explanation for

10



The Music Industry and Digital Music — Jens Petarsken, Cand. Merc. MIB Thesis

incumbents’ weakened position) as well as othduemitial rigidities and explanations, as
found in Chesbrough’s outline of the impact of t@chl change upon incumbent firms
(Chesbrough, 2001).

Furthermore, technological change is examined aeahtified by identifying changes in
customer needs. However, a supplemental technaaglysis may alter the conclusion or
contribute to expanding our knowledge of the musgstry’s technological dynamics.

The analysis does not examine competitive, firmelesutcomes of the ongoing changes of
the music industry, and the conclusion does novigeo specific answers as to whether
incumbents will prosper or go out of business. ératy provides answers in terms of why
incumbents experience decreasing business turn@amsdecreasing dominance in the music
market, as a result of value network rigidities.

The music industry revenues stem from multiple sesy and not only music sold to retalil
customers. The analysis of this thesis does nasiden opportunities in additional revenue
streams such as mobile ring tones, film music t®&letc.

The analysis of customer needs is delimited in $eahcustomer segments, and does not
provide specific customer needs in specific segmeéitiis delimitation is selected in order to

keep the analysis level relatively basic, givengbepe of the thesis.

4.3 Methodology Critique

The methodology is deductive, and in order to amgive problem statement, | have applied
specific theoretical frameworks, which can contrébto answering the question. Hence, other
theoretical frameworks and case-specific analysag contribute or alter the conclusion of
this analysis. In particular, cognitive rigiditiesd other technology-related rigidities may
change the outcome of the findings, or contribiteekxplaining the causalities between
technology changes and incumbents’ weakening imih&c industry.

This thesis should be considered as a contribubotine ongoing debate on the developing
crisis facing the incumbents in the music indusirisis approach can be applied to other
technology based industries, where digitalisatidnirgellectual property material may
endanger the business models of incumbents.

A more comprehensive customer survey could alefitidings of this thesis. The survey has
been carried out in Denmark, and different findinggy occur in other countries.
Furthermore, the assessment of product platfornterms of customer needs is carried out
based on external empirical sources, and is n@&dbas primary data. These findings may not

be valid, as they are not empirically deducted frnmary data. However, the findings work

11
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as a basis for further discussion and contributediustrating how some product platforms
fullfill actual customer needs, while other prodptatforms are clearly not linked to actual

customer needs.

4.4 Validity Assessment

The findings of this thesis are validated throuigh tise of secondary data. The primary data
collected through a customer survey which is coegbailo external similar findings. In
general, these findings correlate, which contriput validating the results. However, the
platform / value network analysis is primarily bdsmn theoretical arguments, and validating
these findings require further research in termsaske-specific analysis on firm level, both in
terms of incumbent firms and new entrants. Furtlesearch is needed in order to fully
understand the implications of technological changehe music industry.

In general, the findings of this thesis are regarde valid, given the scope of analysis, and

the scope of the problem statement.

5. Theory and Empirical Data

5.1 Clayton Christensen’s Value Network Approach

The problem statement and the focus of the analysierived from the theory of Clayton
Christensen (2000), the Innovator’s Dilemma. Indosk, Christensen explains the reason for
incumbent failure in a number of industries, andicttres his findings in a theoretical
framework. In particular, Christensen is concemsith value networks, which he defines as
“...the context within which a firm identifies andsponds to customers’ needs, solves
problems, procures input, reacts to competitorsd atrives for profit...” (Christensen,
2000:36). One of Christensen’s major argumentsha tvithin a given value network,
established firms manage their allocation of resesitowards sustaining innovations because
of their expected rewards. Consequently, disruptiveovations are typically not allocated
with resources for development, because the patgnbfit margins initially seem lower than
sustaining innovations within the existing valuéwak (Ibid:36ff). Consequently, entrants
can invade the existing value network, with a donarket focus, which is in opposition to
incumbents’ higher profit margins. The importanstoiguishing is between sustaining
technologies (which are well perceived and dommhalby incumbents), and disruptive
technologies (which are hard for incumbents to eixplas they are typically counter-

productive to existing cost structures and valug/aeks).

12
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5.2 Quality Function Deployment

The QFD literature on linking design processes aittual customer requirements (Hauser &
Clausing, 1988 and Griffin & Hauser, 1993) works adoundation for carrying out an
analysis to identify the most important customeritaites in consuming digital music. The
QFD analysis structures empirical data in a themaktramework, which identifies important
keypoints in customer needs in order to createwctsired basis for analysing the specific
platforms in the music industry. Using the QFD feamork, it is possible to identify the
relative importance of customer needs, and consglguielentify which platforms perform
well in terms of delivering required customer neealsd which platforms do not deliver
crucial needs. Finally, the performance of platferane compared in order to identify possible
scenarios of bundling platforms in order to achieigher (perceived) customer requirements.
The identification of specific tertiary, secondaapd primary needs is based on primary data,
a research survey conducted by the author. Iniaddi& number of secondary empirical data
sources are applied, primarily external surveydect#d from different market research
organisations. The secondary data is applied for tsasons, partly to implement as many
tertiary needs as possible, and partly in ordeatmate the primary data collected.

5.3 Platform Theory

Platform theory, primarily the works of Gawer & @usano (2002) and Pisano & Teece
(2007), are applied in order to analyse how and effigient platforms become dominating
platforms, and which consequences this may havenfmrmbents as well as insufficient
platforms. The platform perspective is applied wakue network context in order to examine
how the dominance of a platform leader drives tlaeket, and how technological change (or
discontinuities) combined with changing user needs dramatically change the market
situation. Consequently, new companies can becoomeindnt platforms leaders, if they
approach Cusumano’s levers of platform leadersBigwer & Cusumano, 2002:40ff) in an

appropriate way, while integrating user needslinfats product and service deliveries.

5.4 Empirical Data
The theoretical frameworks are applied to empirdala, partly secondary data, collected
through journals, articles, and reports from refevausic industry organisations, and related

media sources. Furthermore, the author has callgmienary data which has been applied in

13
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the analysis, a survey of customer attributes arstiomer requirements in relation to music

consumption in general, and in particular in relatio digital music services online.

6. Introduction to the Music Industry

This chapter will present the historical contexttloé music industry, and explain the major
developments as well as the current market sitaatio

The commercial ‘phonographic’ industry was estdl@es around 1900. According to
Tschmuck (2003), the industry has experienced thHessential paradigmatic cultural
changes’ (Tschmuck, 2003:130ff). The first changene along with the invention of
commercial radio. The phonographic industry wagioally based on the strategy of selling
home furniture (phonographs), and records wererdegaas a supplement to the primary
production. This is the reason why the industrythe 1920’s regarded radio as a direct
competitor to the phonographic industry. The industimply ignored the commercial
potential of radio as a promotion channel for rdcsales. As a result, the entire industry
neglected radio. Radio broadcasting technologyhaadustry evolved in a different path than
the traditional music industry, and was based extetal recording using microphones. The
phonographic industry also neglected the electreabrding based on microphones, as it was
used by its rival industry. This negligence eveljuegesulted in major incumbents lagging
behind technological development. Eventually, tr@ammusic companies were acquired by
the large radio networks (lbid:131-132).

The second wave of radical change came along i1%5€’s with the advent of rock'n’roll
(1948-1958). Before the rock’'n’roll-based chantfee music industry was based on three
major companies, RCA, CBS, and Decca. These compaapplied strategies to promote
‘Tin-Pan-Alley pop’ and ‘Big Band Music’ (Tschmuck003:131), which were promoted
through radio live shows. Sales of records werandgd as a secondary business, and more
as an instrument to promote radio stars. Furthexmadio stations were gatekeepers, and no
artists could get famous without getting playedha radios. Finally, the major music/radio
companies controlled the distribution channels, mmdecord companies could sell directly to
retailers without going through one of the few majecord companies. This controlled the
entire market with capital-intensive logistics, aptevented new types of music to be

marketed the the mainstream market.
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A few years later, the 1948 oligopolistic dominatiith 89% market share controlled by
three major companies, was entirely dismantled. tBy early 1950’s, more than 200
independent record companies had entered the markieth had become highly competitive
(Tschmuck, 2003:132). The rapid turnover took pldige to a few major reasons. First of all,
the ‘unbreakable’ vinyl disc made capital-intensilagistics useless. Furthermore, the
invention of the magnetophone made it possiblerdolyce a record anywhere, and made the
large studios of the record companies unnecesBarglly, a number of new, independent
radio stations were licensed by federal organisatiovhich broke the monopoly of the old
radio stations (ibid:133).

The new, independent radio stations could not dftor broadcast live from large ballroom
events like the traditional radio stations, andaose of the lack of capital, they began playing
vinyl records to attract listeners. Because thgdlaadio stations refused to cooperate with the
new, independent radio stations, they were nowabto play the music licensed by the
traditional radio stations/record companies. Hertbe, independent radio stations began
cooperating with smaller and independent recordpaomes such as Sun, Chess, and Atlantic.
The small independent record companies gave thecrausy for free to the radio stations in
order to promote the music. The symbiose of the t@gulted in a rapid increase in record
sales of folk music, hillbilly, rhythm & blues, am$pecially rock’n’roll. In turn, the audience
for independent radio stations grew dramaticaléyttee audience listening attributes were in

accordance with the actual music played (Tschm2@@3: 133).

As the aforementioned illustration describes, b@thods resulted in radical change in the
music industry illustrating two important stages time. In both cases, the market was
characterised by oligopoly. Capital-intensive, waltvalue chain integration was dominating

the market, and incumbents’ ignorance of new teldgies and changes in user attributes,
simply wiped out the incumbent players of the musaustry within a few years.

As of today, Tschmuck argues, history is aboutetpeat itself in the music industry. The

introduction of digital music, a digitally (copiedi)e - which is compressed in data size and
therefore very easy to transfer between deviceay emdanger the market domination of the
four traditional record labels in the music indys&ince the 1980’s, these major record labels
have dominated the music market for sales of physiompact discs, and have vertically

integrated with capital-intensive production, mairkg, and distribution activities.
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The music industry of today is dominated by fourjonamusic companies: Sony/BMG,
Warner Music, EMI, and Universal/Polygram (ACM2,0301 & Bay, 2009: 131). In recent
years, acquisitions and consolidations have nawcodewn the number of major music
companies. This resulted in the four major recanthganies accounting for up to 80% of the
music sold worldwide however with a decreasing readhare in recent years. Rapid decline
in CD-sales have resulted in decreasing turnowergdars.

Since 2000, album sales have dropped 45% (Nyti2@33), and even though digital music
sales have experienced rapid growth, the profigmagenerated from digital music sales is
far from enough to compensate for the loss in ti@ual album sales (ibid.). In 2008, more
than one billion digital songs were sold, and sglesv 27% from 2007 to 2008. According to
the New York Times, record companies have statatittiey are finally beginning to make
profits from digital sales. However, analysts shattthe profits are far from enough to
compensate for the losses in physical album sHiek)(

According to IFPI, the industry organisation focwed labels, up to 95% of all downloaded
music is illegal (IFPI, 2009). This has been thgam#ocus of the music labels for years, and
the industry has initiated legal actions world-witde pursue ‘the pirates’ of the Internet
(Duchene & Waelbroeck, 2006:567). In addition tgaleaction, record companies have spent
years and large resources on creating DRM-systetrish are designed to protect copyrights
when selling digital music (ibid.). However, theskorts may have been useless, since the
major online music retailers the past couple ofrydmve abandoned DRM-protected music

files, as a result of negotiations with online ileta.

The four major record labels are gradually losimgirt dominant position, especially because
of the Internet and the digital distribution chalsnd’reviously, a small amount of artists
signed large contracts with major record labelg] #mese artists accounted for the vast
majority of world-wide popular music sales. Today increasing number of independent
record labels have been enabled to market indiVidwists, partly because of cheaper
production and distribution costs, but also becanfsthe Internet and the opportunities for
marketing musicians based on pull-oriented stragedn 2008, The four major record labels
accounted for a little more than 70% of music salgsich is a decline compared to 2000,
where 85-90% of the world market were dominatedhsy (at that time five) major record

companies (Bay, 2009:130). The new players areedtdihdie’ labels, independent record

16



The Music Industry and Digital Music — Jens Petarsken, Cand. Merc. MIB Thesis

companies, which sometimes contract with large ne¢abel owned distributors to contract
its artists. Gradually, music is distributed ditijtaleaving no reason for signing with a major
label. According to Bay, indie labels are prognegsin the conventional music markets. In
2009, six out of the top 20 musicians on the hgli;m Denmark were contracted by
independent record companies (Bay, 2009:131). Rerindependent label, it has become
possible to go around the traditional distributicimannels of the value chain, and instead
distribute directly to digital retailers on the embet. Some smaller indie-labels cooperate in

order to distribute their music to digital retader

According to Tschmuck (2003), the technology ofitdigsation combined with the increasing
penetration and speed of the Internet, are symptinasthird ‘paradigmatic change’. This
may be more severe and far-reaching than the prslyianentioned changes of the 1920’s
and 1950's.

Tschmuck uses the term the ‘old’ cultural paradigrhich he defines as ‘music as a product’.
This paradigm was controlled by three factors, gttt record companies have been able
to dominate and control publishing rights, markgtrower, and distribution. The domination
of all these areas, have resulted in record corepaas gatekeepers: They have decided who
to contract, market, and distribute, and only alsmamber of musicians and artists have
been invested in and ‘pushed’ to the market, altre$the high investments needed to market
a specific artist, in order to receive returns ae investment (Duchene & Waelbroeck,
2006:570).

In the new paradigm, the three dominating pillasskzeing challenged. Tschmuck underlines
two important changes that endanger the entire etiiye foundation of the old record
companies. One is th4t..]Music providers on the Internet circumvent coigit regulations
and offer more favorable royalty agreements to #masts’ (Tschmuck, 2003:135) and
secondly, smaller record labels are more flexihléheir ways of thinking about distribution
and marketing. This enables them to offer musialogs directly the the consumers
(Ibid.:135). In other words, the smaller record pamies look upon their music more as a
‘service’ in opposition to music as a product. Tecck notes that the major labels are
following a strategy of legal actions against pgracombined with the acquiring of internet
music companies. However, none of the acquiredriatemusic companies have been very
succesful. This is partly due to the fact that rddabels have spent several years basing its
new internet business models on DRM, copyrightgmadns to inhibit their customers from

transfering or copying a legally acquired produthis strategy, which shall later be
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elaborated on, has been completely out of line adiual customer requirements, which may
have resulted in large record companies actualtp@maging the demand of illegal download
sites - instead of moving customers away from th&ses. This is partly due to..the
decrease in the value of pre-recorded mugiRuchene & Waelbroeck, 2006:568) because of

DRM-protection, and partly because of increasinggsrdue to DRM-protection (ibid.).

Major labels have made large cutbacks in expemse=cent years, and have consolidated into
four major music labels. Meanwhile, artists arengsy more than ever, especially on concerts
and merchandising (Nytimes 2008). Concert tickééssdnave increased in most Western
countries for years, and this is a direct effecthaf increased consumption of music, which

has never been higher in amount of hours.

Still, analysts claim that record companies wilpexence even more severe problems, as CD
sales will continue to drop. In particular, larggailers such as Wal-Mart are continuously
reducing the floor space for CD-sales as the res®rgenerated from CDs are decreasing.
Since the so-called ‘big-box’ retailers such as \Makt and Best Buy account for 65% of all
physical album sales in the U.S., the reductiorsalés space will severely hurt the record
companies, also due to the fact that digital saiésnot compensate for the losses (NyTimes,
2008).

Meanwhile, IT-company Apple, who initiated an oelimusic store, selling digital music in
2002, has come to dominate the online music maikas technology is based on its Ipod
MP3-player. In first half of 2009, Apple accountéat 69% of digital music sales, and
Amazon.com, second runner up, only accounted for(8%et, 2009). In total, Apple has a
25% market share in the overall, worldwide musicrket (ibid.). This has resulted in a
situation where Apple Computer Inc., an IT-basechgany, is the world’s dominating music
retailer. As a result, record labels are constaefigeriencing difficulties negotiating with
Apple on issues such as pricing. According to rédabels, Apple’s price is too low, but
Apple’s dominance prohibits the labels from inflagrg or changing price policies and hence
profit distribution. In 2009, Apple removed its DRMotection on most of its music, so
music files can be transferred and copied betwestces (Itunes.com, 2009). According to
Apple, the distribution of digital music is not regr about making profits, but also about
promoting sales of its electronic products suclhaslpod MP3-player and the Iphone. Two

products which are gradually becoming integratéd mne, a smartphone device (Iphone)
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(ibid.). This platform approach is combined witrabgity, user need oriented strategies, and
not least a platform where content is provided ktemal complementors. This may have

been the reason for Apple’s strong market dominatishich has been achieved in a few

years time. Analysts expect that digital music salél be the same size as physical CD sales
by the end of 2010 (Cnet, 2009).

One of the major dilemmas of the traditional musidustry is that music consumption,
measured as the amount of music being consumédygsr than ever. Easy access to digital
music combined with huge MP3-players’ sale sucdegge noticeably increased the amount
of hours the average consumer is listening to mudithe same time, the physical compact
disc, which is still the dominating music medias lexperienced a rapid decline in sales. Even
though an increase in legal music sites has inetedgyital music sales in recent years, it is
far from enough to compensate for the huge lo€3a8/ recently, the industry has begun to
communicate that it has realised the need for nington access to music instead of actual
music sales (IFPI1, 2009).

Meanwhile, traditional music labels continue tofsufrom the development of digital music,
while IT-companies like Apple Computer are incragstheir ability to dominate the digital

music market in technology and pricing.

In this thesis, | will analyse the ongoing changéshe music industry. By doing so, | will
attempt to clarify the nature of change in the musidustry, and to illustrate the new
‘paradigm’ with regards to customer attributestfplan technologies, and linkages in the new

value network.
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7. Quality Function Deployment Analysis

This chapter will conduct a Quality Function Depimnt (QFD) analysis as defined by the
House of Quality, a theoretical framework develogethn R. Hauser and Don Clausing
(1988). The purpose of the analysis is to assesshvdustomer attributes can be identified in
relation to digital music. We will accordingly sothese attributes in bundles, and
consequently clarify a hierarchical relationshiptween the different attributes. By
developing the House of Quality Matrix, it is pddei to identify which product platforms

deliver which customer attributes. By undertakinig task it thereby identifies which product
platforms deliver the most efficient bundles of gdementary services. This analysis will
provide the basis for a value network analysis, ciwhwill identify the technology

characteristics that have weakened the incumbents.

The theoretical foundation of this analysis is ek of Hauser & Clausing (1988), “The
House of Quality” and Griffin & Hauser (1993) “Théice of the Customer”. The two texts
apply the view that all managerial planning proesssuch as R&D, production, and
marketing should be managed as a result of cayefisbessed customer requirements. This
focus of the customer should always be the comgapgimary management focus, also in
terms of an ongoing process. The House of Quabty een applied by many production
based companies such as Toyota car manufactueetraelics manufacturers, etc. (Hauser &
Clausing, 1988:3).

The empirical foundation consists of primary aslveal secondary literature. A number of
different surveys carried out by different reseaagfencies and market analysts identifying
customer requirements, in relation to digital myare applied in this anaysis. Furthermore, |
have deducted a survey, where 36 respondents itatbet group (15-39 years) have been
interviewed in order to identify the most crucidufidles of) customer attributes, both in
relation to general consumption of music, and intipalar in relation to consumption of
digital music. According to Hauser & Clausing, asseents must be made for each segment.
In relation to digital music, | have defined a &trgroup based on age 15-39, which are the

primary users of digital music.

According to Griffin & Hauser (1993), typical stedi identifying customer needs contain
interviews with between 10-30 customers (GriffinHauser, 1993:6). Based on this, | have
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decided to perform interviews with 36 respondentsich should be a sufficient amount of
data. However, Griffin & Hauser also describe the qualitative research task of the
interviews. This qualitative method has been sifigaliin this thesis, as respondents are
provided with some (unhelped) questions to idengfyiary needs, and some questions which
are pre-defined on the basis of the findings obsdary literature.

The analysis will form an empirical basis for camgyout an assessment of platforms in the
music industry. In order to identify which sorts wiusic product platforms are likely to
succeed in terms of customer requirements, and hwhdevelopments of platform
success/failure can be linked to specific fulfillmsfailure of fulfilling desired customer
needs.

7.1 The QFD Framework

The House of Quality, developed by Hauser & Clagigit988),“Is a kind of conceptual map
that provides the means for interfunctional plamniand communications(Hauser &
Clausing, 1988)The primary argument is that an organisation shallehys at a starting
point investigate customer requirements, and catigtieep updated on customers’ wishes
and demands through the use of matrices (the holises) knowledge should then be applied
to interfunctional teams in marketing, manufactgrinengineering, and research &
development, which will enable the firm to managgamisational functions on customers’
premises, in order to deliver more quality in dasighanufacturing, and service delivery
(Griffin & Hauser 1993). Furthermore, it is a coptieal map which enables the company to
enlist its features in a hierarchical and interdelamt order through the use of a matrix, in
order to identify which features are in line withstomer requirements, and how important
these features are, both in terms of a hierarcbichr, but also in relation to competitors.

In this thesis, | will apply the QFD framework as@nceptual map in order to identify the
most important customer attributes in consumingtalignusic, and sort these attributes in
bundles. This analysis will later on function adasis for assessing different competing
product platforms and business models in the miasiastry. However, the framework has
been simplified in order to deduct some specificabasions on platforms vs. customer needs.
| do not apply the full version of the frameworkydathe analysis does not consider the
interdependencies between customer needs. Furtherthe customer perception of service
complementarities in specific product platforms basn carried out in a rather simple form,
where it is generally assessed through the useatefreal data which platforms are likely to

deliver efficient bundles of service complementesit
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To start with, the analysis lines up general aites for listening and consuming music,
gathered through a number of interviews.

7.1.1 General Considerations on Data Assembly

According to Griffin & Hauser, interviews with 2@3customers in the target group is
appropriate for identifying the most important acuser needs (Griffin & Hauser, 1993:6). In
my survey, | have questioned 36 in order to idgnmiéfevant customer needs. For the purpose
of methodology, | have defined the target groubeisveen 15-40 years. However, 64% of
the interviewees are aged between 20 and 29 yBarse argue that the age group 18-25
years is problematic due to the fact that thesdomeys are the main users of illegal
download sites, and therefore not interesting faimmmercial digital music services such as
ltunes (Vaccaro et al. 2004:54). For methodologieakons, | have decided not to distinguish
between legal and illegal download services, as@#D analysis has the purpose of reveiling
the actual customer attributes, and not just attieio of paying customers.

7.2 Respondents’ General Attributes

According to Hauser & Clausing (1988), a QFD analghould first approach and identify a
large number of tertiary needs, also defined atomey attributes (ibid.). In order to narrow
down large numbers of specific needs into threealshies of primary, secondary, and
tertiary needs, it is necessary to identify 5-10 l@vel primary needs. These top level needs
each consists of a number of secondary needs, whi¢hrn contain a larger number of
tertiary needs. All these customer needs can bearblgally placed into a matrix. This
analysis will carry out such an assessment.

The respondents are equally split between men amchemn households. Income varies
between less than 100.000 DKK to more than 300.8KK.DHowever, most respondents
either have an income between 100.00-200.000 ote rtfwein 300.000 DKK. This trend
correlates with the occupational status, wherdtke liess than half of the respondents are
students, and more than half of the respondentsulireme employees. A majority of the
respondents have a higher educational background.

The respondents’ consumption of music varies sdimgjn general, most repondents have a
relatively high amount of hours weekly to listemmtaisic. The lowest stated consumption is 2-
3 hours, while 36% listen to music more than 30re@week, which on average is more than

4 hours per day.
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Most respondents listen to radio and MP3 files empguters and/or MP3-players. 75% of all
respondents listen to music using an MP3-playat,maare than half of these listen more than
20 hours per week to MP3-player based music. Alrttestsame amount of hours are spent
listening to music on a computer. This is evidetitaét consumption of digital music is
gradually changing from computer-files listenedtiwough loud-speakers (on a laptop or
stationary PC) to more flexible and mobile musigides and platforms. These are designed
to play on the run, while travelling or working. this field, much of the penetration is due to
Apple’s world success in building a universel mellP3 platform. The case of Apple will
be further examined later in this thesis. Howewels worth noticing that music is also
listened to via internet services such as strearsitgy, internet radio stations, etc. 36% of
respondents listen to music on the Internet on eklyebasis, while 27% state that they listen
regularly to internet radio stations. More than 3@Y3ularly use online streaming media when
listening to music. Almost half of these listen mdhan 10 hours per week to online music

streaming.

7.2.1 General Tertiary Needs: Music Listening

Each respondent in the survey was directly askeddntify specific needs in listening to
music and consuming music.

The primary stated need is related to convenidhceevident that most respondents evaluate
convenience, stated either as easy-to-accesdpfastess, and convenient in general, as the
most important specification. Secondary, needs sagkhgood sound quality, portability
between different music devices, to listen to peérebd desired music tastes (etc. when
listening to radio stations) et al. are similarbteworthy.

Notably, almost no respondents, when asked forr thst important needs (unhelped
memory), stated needs related to pricing. Thiscaudlicate that price is not a crucial factor
for users, which valuate convenience much highem tither factors such as price.
Consequently, respondents were asked to indicatehwteeds were the most important for
them. In this case, the vast majority of resporgl@mswered that easy access was the most

important.
7.2.2 Unhelped memory: Tertiary Needs

The following statements are replies which can heerpreted as tertiary needs by

respondents. All respondents of the survey (cormdiby the author) were asked to list up to
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nine important needs they could think of when hgtg to music. See appendix 2 for
additional tertiary needs.

1. Accessibility (66% stated as very important)

Examples:

“Access must be easy and fast”

“I must be able to listen to my music anytime angivehere”

“When | buy music, it must be easy and fast”

“It is important that music is ‘transportable’, dacan bring it with me”

“l want to bring music with me all the time”

2. Variation/selection (47% stated as very impdjtan
Examples:

“I need a large variation of music”

“l want to listen to music | like”

“l want to ‘sing-along’, so it must be songs | kriiow
“The music must fit to my mood”

“It has to be music that I like”

“l want to have influence on the music played”

“I must be able to ‘shuffle’ my playlist”

“I need a large variety”

“Wide offer”

3. Sound Quality (19% stated as very important)
Examples:

“The sound must be of an acceptable quality”
“Good sound”

“Good quality”

7.3 Digital music: Most Important Needs

This section will combine five studies from diffatemarket researchers with the primary data
assembly. The different external studies originttem international market research
organisations. In combination with the externallatg, | have carried out a consumer survey

in line with the external studies in order to consithe studies and to identify, which
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customer requirements are most important. In trag,wt is possible to build a hierarchical
order in a House of Quality-inspired matrix.

7.3.1 IPSOS TEMPO

Ipsos is an international media research agencychwissues an annual report on digital
music and consumer behaviour. It also investigatastomers’ evaluation of brand
recognition. In its 2007 report, the top five seeviattributes wereg‘Good sound quality’
“Easy to use’, “makes it easy to search for musjcdnd“good value for the money"The
less important service attributes were evaluated “asables me to exhange
ideas/recommendations with other usef$iowever, this is increasing from year to year),
“offers music videos, and “offers extras”. Ipsos underlines that the same investigation
carried out in 2002 indicated value, selectionxiBigity, portability, and ease of use as the
five core digital service attributes. A few montlager, in 2002, Apple introduced Itunes
which delivers excactly such service attributese Tilie attributes are still critical, and range
in top ten on the list in spite of dramatic mar&eanges (Ipsos, 2007).

The IPSOS study confirms that there is a set atlraguirements which consumers continue

to prioritise, as digital music market evolves particular convenience and pricing.

7.3.2 INDICARE

The Indicare project is a cooperation between a bmunof scientific institutions and
universities in Europe. It is conducted with thegmse of focusing attention on the consumer
side of DRM, defined as Digital Rights Managemerptection of copy rights in digital
files".

In this report, major preferences towards digitalkio are identified as: “important to transfer
files between devices”, “I want to share music witlends and family”, and “Listening is
more important than storing”. Less important ararfl afraid that files will be unusable in the
future”, and “I want to resell purchased files” DNCARE, 2005).

Even though the INDICARE project has been carristiwith the purpose of investigating

DRM-related customer preferences, it is still imntpat to notice that convenience (such as

! According to Duchene et al, Digital Rights Managaim(DRM) is defined agCopy control, watermarking (a
digital identfication technology inserted in didifdes, i.e. ex ante constraints), fingerprintiGghich converts
the files content into a unique identfication numie. ex post control), authentification and ass&ontrol.
Technological protection can limit the uses of rdies downloaded from online retailers. The nmshmon
restrictions consist of limiting the number of cargrs that the user can transfer his or her filegtypically
between 3 and 5) as well as the number of timdaydigt can be burned on a CD-R (typically betw&eand

9)" (Duchene & Waelbroeck, 2006:2)
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transfering of files and listening to music) andarshg with friends (social aspects) are the
main attributes identified by INDICARE.

7.3.3 Jockel et al. - DRM Analysis

Jockel et al. (2007) carry out an identificationdifferent customer segments in relation to
digital music. Their primary argument is that thasie industry has lacked customer focus in
its efforts to prevent consumers from illegally ddeading from the Internet. In particular,
music labels have engaged in legal actions instdackthinking its business models to
monetise on the Internet as a new distribution searConsequently, the gaps between legal
platforms available and customers’ requirementshitehuge.

Their primary findings for all consumer segments: &@RM copyright protection should be
downsized, both in terms of size and complexihilRyrthermore, payment systems should be
made easier and less complicated. Finally, grdltability in products and platforms should
be launched, in order to attract more diverse costasegments, and not just the mainstream
music consumer.

This survey is quite interesting in the sense ithadcuments a gap between music industry’s
offerings and actual customer requirements. Itea@ry identified customer requirement is
convenience, in this way defined as no copyriglgtrigtions and easy to use payment

systems. Furthermore, flexibility of choice is innfzmt.

7.3.4 Survey by Author

The previous listed findings are all implementedaisurvey conducted by the author of this
thesis. The survey has been conducted for two msasbo identify and correlate survey
results as to give a broad and consistent andlytmandation for further analysis, and
secondly, to validate and compare the other suimedings applied in the thesis.

Overall, the primary data indicates that there isedain correlation between the external
survey findings and the primary data. In particuldre evaluation of specific customer
requirements clearly identifies four major custonpeeferences when consuming digital
music, namely portability (to transfer music betweakevices), with more than 40% of the
respondents stating that this is crucial for thenth a total score of 8.8 out of 10. Sound
guality comes in second, and selection/varietyooigs and security of the website/service are
third and fourth, each evaluated around 8,5 poous of 10. The fifth most important

preference is connection speed.
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English: Which of these elements are important for you when using an internet-based music service?
Anfar hvilke af disse elementer, der er vigtige for dig, nar du benytter en internet-baseret musiktjeneste.
Giv hvert udsagn en bedemmese efter en 1-10 skala.

Transferable Music
Files, e.g. from...

Good sound quality

Broad selection of songs

Security, e.g.
Wirus Free

Fast download and
connection speed

Easy to use
payment system

Prelistening to
songs before buying

| want to own
downloaded songs without .

Free copying of
files, e.g. toa CD

Easy to use

Oither

Figure 2. Highest evaluated preferences. Source:rveéyu by Author conducted

September/October 2009

The three lowest evaluated preferences are sommdectivity, such as meeting new friends
and sharing playlists with other users. These figslicorrelate with the IPSOS findings,
however, it has not been possible to identify whetthese preferences are increasing in
importance as IPSOS indicates.

Interestingly, cheap pricing is evaluated with &lt@core of 7,28 which, in this survey, is an
average score. Furthermore, the preference deéiréd has to be free of chargeis rated
6,8, with 28% of respondents answering that tlsiesdnot have large or small meaning to
them. Furthermore, payment systems without crealiti< are not necessary in the target
group (15-40 years). 35% of all respondents rejpa this has absolutely no importance to

them.
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English: Which of these elements are important for you when using an internet-based music service?
Anfar hvilke af disse elementer, der er vigtige for dig, nar du benytter en internet-baseret musiktjeneste.
Giv hvert udsagn en bedemmese efter en 1-10 skala.

Showing playlists
to others online

Meeting new friends
through music

Sharing ideas
with other users

Payment system
without credit card

Sharing Music with
friends and family

Discovering
new musicians

It has to be for free

All in one music forum -
player. shop. manager

Cheap Prices
Easy to use

Other

Figure 3. Lowest evaluated preferences. Source: ve&ur by Author conducted
September/October 2009

Overall, this survey shows that there are some mpgferences to be identified, and there
are indications that these preferences are univefdee preferences can be defined as
portability of songs, sound quality, broad selettiand security/virus-free. Price and social
networks are, in contrast, of very little importario the target group at this point.

The following matrix sum up the different finding$ the surveys and identify correlations
between preferences.

The surveys identified a large number of tertiageads, and after having identified the

hierarchical importance of these needs, it is [pbsdo bundle these needs in order to identify
primary and secondary needs.
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Table 1. House of Quality Matrix
Customer Needs in Hierarchical Order:

PRIMARY SECONDARY

1. Convenience Accessibility

Variation/selection

Transferability

2. Quality Sound Quality

Security

TERTIARY

Usability
Ease-of-use
Fast and Easy access
Listen to before buy
Listen to music anywhere
Good search options
Easy to use payment systems

Fast download speed

Flexibility in song selection
Finding niche music
Finding music as the first
Getting music before release

Targeted to specific segments

DRM-free files
Software to transfer music
Downloadable music

Must be able to copy files

Good sound = acceptable
No errors in files

Virus-free software
Safety in downloading

Legal sites
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PRIMARY SECONDARY TERTIARY
3. Pricing Transfer costs vs. price  Cheap prices
Flat rate payments
Free downloads
It has to appear for free
Low investment to start using
Risk must be low
Legal vs. illegal

Subscription vs. variable costs

4. Social connectivity Social features Sharing mdsplaylists
Networking through music
Discovering new artists

Getting inspired from friends

Source: Survey conducted by Author September/Qcte®@9. Derived from Hauser &
Clausing’s model (1988), p. 5.

The primary needs are in the following sectionscualised further and elaborated on. In
particular, the views and analyses of Morten Baghar of the bookHomo Conexus{2009),

are applied in this discussion.

7.4 General Considerations on Convenience

According to Morten Bay, convenience is the newrdtiparameter of the modern consumer,
which can be compared to traditional values sucprige and quality. According to Bay, the
parameter of convenience is determined by thebates of the product, but just as much by
the network and the context which the product it pi(Bay, 2009:203). The same argument
is found in Gawer & Cusumano’s platform theory, wehéhe complementarities and the
innovating companies, around and embedded in thifopin context, add value to the core
(Gawer & Cusumano, 2002). According to Bay, congroe of a specific product is
determined by its adaptation to present trendgatessibility in the market, how the product
is communicated, and how easy it is to use (Ba§9ZD3).

Bay elaborates on the fact that the increasing r#ecbonvenience often decreases other

needs, such as quality. He specifically mentioesrttusic industry, where sound quality and
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the customers’ need for sound quality has decreasadrkably as a result of increasing need
for convenience. The digital MP3-format comprisée tmusic with 90%, and thereby,
removes much of the underlying sound features,jmgéneral performs worse when it comes
to sound quality. However, the consumers evaluateenience in digital music remarkably
higher than sound quality. Bay also argues thawveoience is the reason for many of the
present illegal downloads — to teenagers, it ispginmore convenient to use an illegal
download site than subscribing to an internet doadlsite, where a credit card is needed
(which requires to ask parents for permission) (B#309). Furthermore, it is important to
keep in mind the accessibility of digital music wellegal download sites usually can
provide new releases of digital music weeks betioedegal download sites.

7.5 General Considerations on Quality

In spite of convenience dominating quality as aamuer need, sound quality is apparently an
increasing customer requirement in digital musibisTis evidence of technology related
trends in the digital music market. Firstly, it a& indication of an increasing consumer
awareness, that the digital music market is maguramd that consolidation is taking place.
The consumer requires good quality, and selectgcesr and products which can give him
this sound quality. Secondly, it is evidence thairenconsumers are switching to legal
download sites, since illegal download sites byureatwill have difficulties guaranteeing
sound quality, as the peer-2-peer technology isdas users sharing their private music files
with each other.

Furthermore, quality also means the quality of website, which is security for the user,
virus-free software, etc. Again, it is evident tkfa¢ user is gradually changing attributes, and
possesses needs, which suggests he would pretdrdegnload sites as in opposition to

illegal download sites.

7.6 General Considerations on Pricing

Pricing is important in many markets. However, imgcin the digital music market is a
problematic issue, which has troubled music labmigears. How will it ever be possible to
give away music for free? In his book, Morten Bagues that pricing is important, and that
the modern consumer wants to access digital med@) as music, for free. However, his
primary argument is that the modern consumer doesecessarily need to get things for free
in the end. He calls it the need for thieision of free’ (Bay, 2009:175ff).
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The need of cheap (digital) music originates in theention of (illegal) music sharing
internet services, especially NapStéfowever, it is important to notice that the digjimusic

in combination with extremely low transactions cos$tas changed the way consumers
perceive music and consume music.

Bay argues that pricing as a customer need shatldb@ regarded as an actual customer
‘ultimatum’ for free music. It is evident, also this thesis’ primary and secondary survey
results that consumers are willing to pay for mukiowever, they are not willing to pay for
music as they did before the invention of illegalwhload sites and digital music. Today, the
consumer is not willing to pay a high price foremtire album, but prefers to shop around and
possess a large selection of music, combining ds fsom different aloums. Previously, a
consumer bought an album, paid a premium pricejitgned perhaps to only a few of the
tracks. The digital music and the internet as #ridigion channel has made it possible to
acquire only the tracks, that you want to hear, motdpay for the rest of the tracks. This is an
important attribute to remember when creating ugktsorms in line with user attributes.
Finally, Bay argues of the phenomenon he defineshasillusion of free’.The businesses,
which will be competitive in future (online) marketare the companies which understand to
re-channel revenue streams, so the company cantis®oe several revenue streams, and not
primarily from the product itself. A good exampletbis is TDC Play, which is marketed for
free, but in fact requires that the user pays as@ittion fee to either TDC Internet
subscription and/or TDC mobile phone subscriptibhese products are typically priced
higher than competitors, and consequently, the uisenately pays for services such as TDC
Play. However, the major difference is that ther uk®es not feel like paying for the service,
as it is conceived as being free of charge (Ba@920Still, TDC makes a considerable
revenue stream from TDC Play, since its canceligtiof subscriptions has decreased
remarkably since the launch of TDC Play, and amemsing amount of new customers have
subscribed to TDC services (IFPI, 2009).

7.7 General Considerations on Social Connectivity

At present, social elements of online music congionpare not highly important needs, but
evidence suggests that this element is growingnjportance. This argument is supported by
Bay (2009). He argues, that a central part of theng modern consumer (Bay introduces the

2 The Napster, an Peer-2-peer based file sharingonletvas launched by Shawn Fanning and other staggn
Boston University in 1999, and was later closed nldwy legal court action. It reached 25 million sk its first
six months of operation (Bay, 2009). This will Hab®rated on later in this thesis.

32



The Music Industry and Digital Music — Jens Petarsken, Cand. Merc. MIB Thesis

term ‘homo conexus’) is networking. The modern econer defines himself based on the
social connectivity and the network, he is a p&(Bay, 2009).

As online music services will gradually increasesine, the features of social connectivity
will be more evident. Today, music services suclMgSpace are a good example of how
social features are combined with music products:MySpace, artists have their own
webpage, where music is streamed, and the artishetwork with other users. Through the
site, the artists can create their own personatespa order to illustrate their values and
lifestyle. MySpace works as a way to share musjgeagnces and knowledge of upcoming
musicians, or music you listened to and you likBdch internet forums combining social
connectivity with music downloads, are importanthe future digital music market, also as
new marketing channels. Furthermore, sharing oflista with friends and family is
increasing in importance. Notice that sharing @yfbts does not necessarily means illegal
sharing of music, but merely just a way to sharesimexperiences with friends and family.
However, social connectivity has been a central pathe technology of illegal download
sites for years, where file-sharing is based onsusgchanging knowledge in order to find
specific files, and it is dependent on premium siserhich choose to share their files with

other users.

7.8 Summing up

In this chapter, a QFD analysis based on primad/ setondary data has been carried out.
The analysis shows valid and correlating evidehe¢ there are some general primary needs,
which music consumers prioritise when listeningrtosic. In particular, convenience is the
most important need. The term ‘convenience’ costaimumber of secondary needs such as
‘fast and easy access to music’, ‘usability’, ‘sterability’ etc.

Another important primary need is sound qualityjolibhas been rated relatively high in all
surveys applied in this analysis. Users’ requirahame evidently increasing with regards to
music quality, and security on the internet.

Subsequently, this analysis has identifed two si#vgi(primary) needs: Pricing, which some
respondents mention as extremely important, howegkeap prices are only of some
importance to the majority of users. This trendigates that users are becoming aware of
legal download sites, and are willing to pay a ($npaice to download and listen to music.
Another subsidary (primary) need is social connégtiwhich has a low relative importance.
However, external annual surveys indicated thas theed is gradually increasing in

importance.
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The four major primary needs indicate that conssnage gradually requiring an increasing
amount of complementary services, when selectimysic provider. They regard music as a
service product, which must be convenient, musbft®@ome acceptable sound quality, must
be priced fairly or cheap, and must contain soméditiatal features apart from music
downloads. It is evident that technology change® asulted in music gradually becoming a
service rather than a product, and technology deweént is gradually increasing customer
requirements of service complementarities.

This chapter has identified most important custonesrds, and has analysed the implications
of customer needs in terms of service complemei@suiThe next chapter will apply this data
in a product platform assessment, revealing whypled of product platforms are delivering

the most efficient bundle of required complementanvices.

8. Quality Function Deployment — Platform Assessmen

In the previous chapter, a number of customer needls identified and sorted into bundles,
which could be listed in a hierarchical order rgkatto their importance. This analysis will
examine a number of different categories of musmdpct platforms and examine which
product platforms deliver the most efficient bursdéd service complementarities.

For reasons of delimitation, this analysis will @stigate types of product platforms, which
each consists of several different competitive $irhhis simplification has been applied for
methodological reasons, in order to illustrate Whigpes of product platforms and types of
business models are most likely to be linked wittual customer needs, and which types of
product platforms are not linked with customer rgeetihe customer perception of each
product platform type is assessed, based on erabitata and previous analysis. The analysis
does not carry out a full-scale customer perceptinalysis, due to the limitiations of this
thesis. However, | believe it is important to iliade which product platforms are likely to
deliver the most efficient bundles of service coempéntarities, which contributes to

illustrating how and why new entrants perform higtian industry incumbents.
8.1 Types of Product Platforms

The following types of product platforms are aseds$n the following, a short introduction

to each product platform is presented.
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8.1.1 Internet Streaming Services

Internet streaming is defined as listening to anhmusic and/or online music videos, and does
not contain a possibility of saving the music files a physical disc. Online streaming is

typically free, and examples of online streaming douTube and MySpace. However, these
two sites have recently integrated online musicrestoin their sites, but their main

functionality is streaming.

8.1.2 Online Radio Services

The internet contains thousands of internet ratidians, but one of the major players is

Pandora, which is a customised radio station, aatically generating playlists based on the

user’s music preferences. Online radio stationgraeeof cost, and most of them are based on
income from advertisers. Other examples are majternet sites, which offers the users

thousands of internet radio stations, and allowes uker to create his own internet radio

station. Examples of such services are AOL radlmenLive365, and others.

8.1.3 Download Subscription Services

The largest player in this type of platform is Réagy (IPSOS 2007), which has in recent
years experienced rapid growth in terms of usets ws®er awareness. Rhapsody offers free
download of a large catalogue of music files withaay copyright or DRM restrictions
(Rhapsody.com). However, due to difficulties negiitig with the four major labels,
Rhapsody only offers music from independent muwsiels (Bay, 2009).

In the last couple of years, some online musicisesy based on legal downloads of songs
with no direct subscription fees, have been laudcheo major types of these services are 1)
Advertising-funded services, typically with a nawoselection of songs and/or DRM-
protected material, which prohibits the user froransfering downloaded files to other
devices. 2) ISP-provided download services, the¢ éeample being the Danish-based TDC
Play.

8.1.4 Online Music Stores

Online music stores provide platforms, where usens browse through music, listen to
pieces of the music files, and pay per downloathé& user wants to acquire the file. The
world’s largest online music store, and also tingdat music provider in the world, is Apple’s
ltunes. Released in 2002, it was originally meanaavay of increasing the sales of Apple’s

MP3-player, Ipod. Today, Itunes is a gigantic ptaye the music industry, and provides
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download of songs without DRM-restrictions at 9atseper file. The most important feature
of Itunes is that it is based on a downloadablgam, which can manage all the users’ MP3
files and other media files, both legal and illegatjuired. Furthermore, Itunes is a manager
of all the user’s music devices such as the comphasd drive, the Ipod / MP3-player, and

the user’s Iphone. Apple is still experiencing a4hgit annual growth (Apple.com).

8.1.5 lllegal Download Sites

One of the pioneers of illegal music downloads tiresNapster, which was released in 1999
and closed down by legal actions from the musicustiy in 2001. Napster applied a new
technology, which allowed users to search for musig central database, but download took
place directly between users, a technology alsteatgleer-to-peer (P2P). The music was
simply shared between users. After the Napstegnaber of illegal download sites based on
similar P2P technologies occurred such as Kazaa,Pifate Bay, Limewire and Morpheus

(Bay, 2009:182-183).

Today, many large P2P download services have bleseccdown due to legal actions, but
new file-sharing services constantly occur on theernet. Sites with new, innovative

technology in order to avoid legal actions. Curerthe largest (illegal) file-sharing internet

sites are: Kazaa, Edonkey, Emule, LimeWire, CD+e#rrdnt, Bearshare, and Rapidshare
(Computerworld, 2009). The major success of thendiead sites have evidently changed the
way, music is consumed and the customer attributése music market. However, illegal

download sites still exist and new sites are canistdaunched. According to the music

industry, more than 90% of all music downloads st illegal, which presumably accounts

for a loss of more than 45 billion dollars yearlgnd-wide (IFPI 2009).

8.1.6 CD-shops Offline and Online

Traditional music shops, which until a few year® atpminated the music market, are
experiencing rapid declining turnovers. The traditii CD-shops, offline or online, are based
on distribution of physical products, either mu€ibs, DVDs or other physical media. The
distribution of CDs has historically been dominatgdmusic label owned distributors. In a
record shop, it is possible to browse through akbwand listen to albums before buying.
Traditional physical record shops have a limitedcsp which naturally sets a limit to the
selection and variety of albums possible. Consefyyezach CD album has a limited product
life cycle, which decreases over time, when mankgéfforts and hitlist rotation decline. The

traditional logistics of music and CD productiorsi@een dominated by the music labels, and
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is capital-intensive, which naturally sets limitats to how many musicians and albums to be
marketed simoultaneously. This is also in sharpreshto the digital music market, where

production and logistics costs in theory are closeero, once the product has been marketed.

8.2 Platforms vs. Customer Attributes

In this chapter, it will be examined which prodygatforms are most likely to deliver
efficient bundles of service complementarities. Taga from the previous QFD analysis is
applied to each of the different types of produlgtfprms. Consequently, it is discussed
whether bundles of existing product platforms wiiitrease the service offer in terms of
expected user attributes. Each primary need widsessed according to the secondary needs,
which will each be rated on a level from 1-5, basedhow likely it is that the product
platform delivers the specific customer need. Tdteng 1 is defined as low accordance with

user needs, and the rating 5 is defined as higbrdance with user needs.

8.2.1 Internet Streaming Services

Streaming services have a high degree of convemienterms of accessibility. They require
no subscription (they have instant access to ed &vailable material), and they are easy to
use with search functions on YouTube, and typicdlhgct linking on MySpace (the artist
links directly to music to listen to). However,laast in the free version, saving your choices
is not possible, and the user must spend time #iad en searching for music and deciding
what to search for, in order to play material. Asstbility is rated 3. Variation and selection
are acceptable, due to the fact that there is af Iotaterial to access on streaming sites, since
users typically upload material (such as YouTubwever, much of the accessible material
is shorted in length, and it is typically not pddsito find niche material. Variation/selection
is rated 3. Transferability is close to 0, as meahing sites allow users to download, copy
and transfer music to other devices.

Sound quality is relatively low in streaming sitesainly due to two reasons. Firstly, the
quality in general is low, as the sites are stregnits material to the users on-the-run:
Consequently, the data sizes must be low, in otdemake streaming an acceptable
experience. Secondly, sites such as YouTube caooisistleos, and hence, the sound quality
in music videos is lower than other sound mediain8oquality is rated 2, as it is important
for streaming sites to improve its sound qualityoirder to make it acceptable as users’
requirements for sound quality will further deceasas illustrated in the preceding QFD

analysis.
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It has not been possible to identify keypoints whiodicate that streaming sites are
experiencing severe problems with security. Segisitated 3Pricing is rated 5, as transfer
costs for the user are low, and the material isalbsdree of charge. Streaming sites are
usually legal, and still free.

In social connectivity, streaming sites have highings. This is mainly because they are
mostly based on either user-to-user, or artistseruAll forums are optimal for musicians and
artists to promote their music, and there are abmunof examples of how artists become
‘famous’ because of media sites such as YouTubdy@pace. On MySpace, both users and
artists can share playlists, and users can intemadt network with each other. Social

connectivity score: 5.

8.2.2 Online Radio Services

Online radio has a high degree of accessibility.a#& available on the Internet, and can be
accessed through computer or mobile phones witlerriat access. Most require no

subscriptions, however, users are encouraged sxshb in order to fully exploit the features

of the platforms. Accessibility is rated 5.

Variation/selection is relatively high on the custsed online radio services, which typically

contain an acceptable music cataloque, and thacesnautomatically generate preferred
playlists for the user. However, as online radiessiare obliged to make deals with record
labels in order to include music in their servitas quite common that online radios are not
presenting all record labels. Hence, they are mussiertain selection of music, or their

services are not available outside the U.S. (afencase of Pandora) due to difficulties in
negotiating with music labels and copyright orgatims. Variation/selection is rated 2.

Transferability is rated 0, as it is not possible any radio station to transfer and/or copy
music that is listened to in the service.

Sound quality is acceptable, and is higher in noodine radio services than in for example
streaming sites (as they are based on the inteereice’s original music versions and not
user uploads). However, it is still based on aashieg technique, which creates a natural
restriction on sound quality because of the neednimimizing the data size to transfer.

Sound Quality is rated 3. Security is acceptable govate users in major sites such as
pandora.com (rated 4).

Online Radio services do not require user paymientsder to listen to radio. Transfer costs

for the users are low, as it it easy to use, anffée. Rated 5.
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Social connectivity must be regarded as low, astthditional’ internet radios, such as AOL
music (users’ radio stations) are not social forasmsuch. Social connectivity is rated 1.

8.2.3 Download Subscription Services

In download subscription services, accessibilityretatively low. Accessing a download
subscription, requires that the user registers,iargbme cases pay the subscription fee by
using a credit card. However, subscription serviaes still accessible online, which rates
these services higher than traditional shops. Asilii$y is rated 3.

Variation/selection is high when it comes to poputausic, however, large sites have
experienced severe problems in terms of negotiateads with copyright owners, in order to
distribute music world-wide. Hence, most subsooiptisites only offers limited music
catalogues, or only offers its services in a lighiteimber of countries. Variation/Selection is
rated 3.

In general, download subscription sites are usifgvBprotection in its music, which does
not allow the users to transfer or copy the musss.f Furthermore, most subscription sites,
due to the DRM-protection, does not allow usersatoess the downloaded music once
subscription period ends. However, a few downlates save recently introduced DRM-free
music download (such as Rhapsody). However, theseypically not cooperating with the
four major music labels, and they are only capatfl@roviding music from independent
labels. Transferability is rated 2+ (slowly incrieas.

Sound quality is generally high, as the music mwmloaded and listened to by the user, online
and offline (rated 4). Security is high, as all adead sites have virus filters and do not
provide user-uploaded material (rated 5).

Pricing varies some in download subscription sesjdrom TDC Play which is marketed as
‘free’ (if you pay an internet or mobile subscrgsti fee at TDC, that is) or Qtrax and
Spiralfrog. An increasing number of internet seggi@re offering ‘free’ access financed either
by ISP-payments, advertising, or the like. Howeairavailable music services involve some
transactions costs for the user, either in termesifictions and advertising, or in terms of an
obligation to subscribe to for example a spectiP | Rated 3.

Social connectivity is not an integrative part awshload subscription services, to include
features such as social connectivity. Rated 1.
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8.2.4 Online Music Stores

This chapter is primarily based on studies of Ajgpléunes Service, as it dominates the
majority of the digital music market with a 69% retr share in 2007 (Computerworld,
2009). However, many new sites are constantly biingched in attempts to compete with
the monopoly-like position of Apple in the digitadusic market. The competition in digital
music stores are high, and many new entrants attemgapture a part of the new emerging
market, which is increasing with two-digits anngedwth. Apple’s ltunes was the first major
service to illustrate and proof that it was possiiol charge money for digital music.
Convenience is definitely one of the main reasa@mgtie worldwide success of Itunes. Even
though Itunes is a physical program which needsetalownloaded in order to use, it is the
world’s leading music storage software. The userroanage its entire media catalogue, and
ltunes provides an easy software, which can maadg®P3-files of the user, legally or
illegally downloaded. At the same time, it worksaslevice manager of all music devices
such as an (Apple) MP3-player, computer harddravgl Iphone (mobile telephone with
software and harddrive). Finally, the Itunes sofewis an integrated music store, so the user
can acquire songs while managing already acquingsianin addition, all aloum covers are
integrated in the program, and the user can f@& &ecess album covers of the music, he is
listening to. Accessibility is rated 4.

Variation is probably one of the best in the (I@gakrket, since Apple has made licensing
agreements with the four major music labels, atstéime time while licensing with a large
number of independent labels and distributors, savhech have not even published a
physical CD to sell in shops. However, Apple is affering the enourmous back catalogues
of the four music labels to all countries, and odl.-customers are able to access the full
music catalogues, where users outside the U.S.otieeed a limited music catalogue
(Computerworld2, 2009). Variation/selection iserhd.

In early 2009, Apple removed its DRM-protection,iefh according to the primary data of
this thesis, seems to be a very clever move inrdaoge with actual customer needs.
Transferability is possible in ltunes music stoaed files can be copied and transferred
between devices, however with some restrictionsh as devices need to be approved by
Apple. This is a restriction on the platform whighevents it from being universal, but
facilitates the sales of Apple’s products. Traredbdity is rated 4.

Sound quality is acceptable in Itunes, both in seahthe software player, and the music to be

sold in the music store. Sound quality is rated 4.

40



The Music Industry and Digital Music — Jens Petarsken, Cand. Merc. MIB Thesis

Security is high on the official Itunes websitedarsers are in general not concerned with the
security of Itunes software, rated 5.

Pricing is, according to Apple Computer and the imusdustry, relatively low. The strategy
of Apple since 2002 has been to keep prices beladollar per song (99 cents), and this
policy has been so important to Apple that the camyphreatened by closing down its entire
music store after the music industry pressureaiserroyalty payments through lobbying for
changing legislation (NyTimes2, 2009). AccordingApple, the company has not created
ltunes to earn money on selling digital music, edst not in the short run, but rather to
promote sales of its MP3-player Ipod.

Transfer costs for the user are in fact not lowe tluthe fact that the user needs an Apple-
based device such as an Ipod, to fully exploitfdaures of Itunes. This is why pricing is
rated 3 in ltunes.

ltunes is not based on principles of social conwiggt but there may be opportunities for the
company to increase these features, as the Iplsogeadually become an integrated part of
the platform. The Iphone is a fully integrated aeliaccess mobile phone with an integrated
music player. However, it is not evident that tlisa focus of Apple at the present time.

Social connectivity is rated 1.

8.2.5 lllegal Download Sites

One of the major reasons for the tremendous suafedse Napster, Kazaa, Limewire and
other large illegal download services, is accebgibilt is easy to find, easy to download,
requires no registration or subscriptions, and realit card is needed to start downloading.
According to Choi & Perez (2007)Napster was immensely popular because it offered a
wide range of important features, such as wide ctele, high quality sound, and
convenience”(Choi & Perez, 2007:171Accessibility is rated 5 on initially launchedeijal
sites (such as Napster and Kazaa), however newnatim illegal sites such as Rapidshare
have a slightly lower accessibility, as users neespend time browsing external news feeds
in order to find the specific files, and it can timae-consuming to find the correct download
links. Today, accessibility is rated 4, with a tendy to be decreasing, as illegal sites create
more complicated download technologies in ordaimumvent legislation.

Variation/selection is also extremely high, sinbe tsystems are based on a peer-2-peer
technology where users share their music collestisith each other, and in this way, users
are granted access to enormous amounts of muscuddrs are actually deciding what music

to be available, which makes it very ‘democratictan our context, very much in line with
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actual customer needs. There are no limitatiorteécamount of music that is available, and
especially niche products are a major strengthiegal sites since the large music stores such
as Itunes do not strategically focus on providinghe music. Furthermore, releases of new
albums are often available on illegal downloadssikeeks before they are introduced in the
legal market. Variation/selection is rated 5.

Transferability is high, since all the originaledjal download sites have free access to MP3-
files which have no limitiations such a DRM-proieat This fact also increases convenience,
and is rated 5.

Sound quality is traditionally one of the weakeasttp of illegal download sites. Since users
are providing the material, it is obvious that sbwuality varies a lot. Some users may have
experienced that a certain song needed to be dadedibin several versions before an
acceptable quality could be found. However, newessisuch as Rapidshare is evidently
increasing sound quality, as all files are refetvgdisers, who also evaluate the quality of the
specific files, and share the information with eather. Sound quality is rated 3, possibly
with a tendency to be increasing.

Security is rated 2 due to the problematic issdasany of the illegal download sites, since
virus, spyware and other harmful software can fioeely between users. This has historically
been one of the risks of installing the downloadtveare (Duchene & Waelbroeck,
2006:569).

Pricing is rated 5, since all download sites areffee. Some download sites offer users to
subscribe to an extra service, which enables tlee wih extra features, faster download,
and/or advertising free software. However, thesenat mandatory features.

Transaction costs (opportunity cost) for the usertagher than legal services, since the user
needs to invest time and effort (and perhaps riskearching, finding, and downloading the
music (Duchene & Waelbroeck, 2006).

The foundation of illegal download sites is to €héiles between users, and naturally have
some elements of social connectivity. New techne®guch as Rapidshare are driven by
users collaborating and sharing with each othet,tha increasing amount of users is a direct
result of social connectivity. However, in our mean of the term social connectivity,
features such as sharing of playlists with frieadd family must be present, which is not the
case of illegal download sites. Hence, social cotivigy is rated 3.
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8.2.6 CD-shops Offline and Online

Traditional retail stores are characterised bywadegree of convenience in the context of the
modern consumer. It takes time and effort to ga fohysical shop, and it takes time when
ordering on the internet in order to wait for thevaal of the physical CD. This trend is also
evident in actual CD-sales, which have decreasedaniably in the last 10 years.
Accessibility, as a secondary need in the primagdtconvenience’, is rated 1.
Variation/selection is also low, since physical @ail stores have limited space floor and
inventory to display CD titles. It is not cost-affeve to display an album title, which does not
have a certain scale in terms of sale. In termentihe CD stores, they have the ability to
display a large number of titles. However, sellpiysical aloums requires that the albums are
available and logistics are efficient enough topkeelivery time low. Hence, even online
retail stores distributing physical CDs have a ratdimit of variation and selection.
Variation/selection is rated 1.

Transferability is very low, even though users with average PC software can copy a
physical CD using standard software. But it is wiéfly not part of the business model of
retail stores. Rated 1.

Sound quality is rated 5, since physical CDs aghdr quality than the digital MP3-format
(Duchene &Waelbroeck, 2006:567). Security is NAAcs it is not relevant for this thesis.
Prices of physical CDs are relatively high. In order the customer to acquire a certain
artist’s production, it is necessary to acquireeatire album, and pay a premium price in
order to receive the original album cover, theioaCD, etc. Pricing is rated 1.

Transaction costs are high, as the customer neqasyta premium price while spending time

and effort in order to acquire a physical CD.

8.3 Re-introducing the House of Quality Matrix

The preceding analysis can be applied in the maifriklouse of Quality. This matrix will
contribute to identifying some important factorshigh can explain why some product
platforms have experienced early success, and whe splatforms have lost its previous
market dominance. Furthermore, it may also illustrahy some new platforms increase in
dominance, all based on the argument of delivergfcient bundles of service

complementarities.

The secondary needs have each been given a relatpertance in the matrix. This

calculation have been made on the basis on theapyinata collection, and the respondents
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valuation of their specific needs. The sum of #lative importance equals 100. However, the
matrix is a simplified version of the House of Qtyamatrix, and some subsequent needs may
not be represented in the matrix. In our contehe, matrix is illustrated for the purpose of

illustrating the most important needs, and iderttify relative importance of the needs.

Each of the six examined product platforms, weréha preceding analysis evaluated based
on the product platforms’ ability to deliver effeit customer needs. In the matrix, each

product platform’s rating in each of the customeeats, is ilustrated using a 1-5 rating index.
The matrix enables us to analyse and illustratechvproduct platforms are strong in which
customer needs, and the matrix can be used in ¢odierrther identify why some product

platforms outperform other product platforms.

Figure 4. House of Quality Matrix

Bundles Customer Attributes Relative Importance 1 Relativity Score 3
F C A D E B
Convenence Accessibility 15%
E B A ECD
Variation/Selection 16%
FAB c D E
Transferablity 15%
A E B DC F
Quuality Sound Quality 17%
E A B DG
Security 16%
F DC EAB
Pricing Transaction Costs, Low Price 14%
DCB E A
Social Connectivity Social Forum, Sharing Flaylists %
A= Internet Streaming
B= Omline Radio
C= Downlead Subscription Services
TOTAL 100% D= Online Music Stores
E=lllegal Download Sites
F= Traditional CD Retail Stores

Source: Author. Derived from Hauser & Clausing’sdab(1988), p. 7
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8.4 ldentifying Important Trends Using the House
Based on the findings in the House of Quality matwe will in this chapter analyse the

findings and deduct some general considerationstbais the findings.

8.4.1 Convenience

The three major needs identified in the categognvenience’, defined as accessibility,
variation/selection, and transferability, are eeafed relatively high by respondents. In total,
46% of identified needs are linked to conveniefidee three secondary needs are evaluated
with equally hierarchical importance, 15-16%.

In terms of accessibility, the preceding analydiproduct platforms identifes some general
positions of platforms. In particular, tradition@D stores are rated very low, while illegal
download sites and online radio is rated high. Tdastributes to explaining the success of
illegal download sites: They have been easily aibks in comparison to download
subscription sites, internet streaming, and esfygarcomparison to traditional retailers.
Variation/selection illustrates another axis, whehe types of platforms are positioned
differently. Again, traditional retailers are foumd the low range of the axis, while illegal
download sites are at the top. Download subscrigites and online music stores are placed
in the middle. It is worth noticing that online rads also placed in the lower end.

In terms of transferability, the axis is very splitith a number of platforms ranging close to
0, and a few platforms in the top. Traditional Hleta, internet streaming, and online radio are
in the bottom, while especially illegal downloadesi are in the top, but online music stores
are also placed relatively high in the matrix.

The use of an axis ilustrates a customer-markdtagia explanation as to why illegal
download sites and online music stores (like Ithries/e captured most of the market for
(digital) music world-wide. While convenience haeh identifed as a crucial customer need,
traditional retailers are not delivering any coneece, as defined by customers. However,
illegal download sites are very much in line witie ttconvenience needs, which are one of the
reasons why services like napster could captureertftan 25 million users in the first six
months of operation. However, it is very importémtunderline, that online music stores are
also exhibiting satisfactory results, which helpsekplain why Itunes has become a world-
wide success, it has simply considered conveniends platform and its business plans. As
for the other internet-based platforms, none exl@hcellence in providing convenience in its

platforms, which also explains why they have n@teeed large market shares so far.
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The findings are not to be seen as static resatd, it is important to keep in mind that all
platforms may develop its convenience-factors, ara&y, therefore, move up (or down) the

axis in time.

8.4.2 Quiality

It is quite noticiable that the need defined asalqy has been rated relatively high by
respondents. There is a natural contradiction b&tvenvenience’ and quality, at least in the
early days of digital music. While convenience tgly is preferred over quality (Bay, 2009),
users gradually are prioritising quality more andrey as the digital music market develops.
This is good news for legal music platforms, whiday have a competitive advantage in
delivering quality in comparison to illegal downtbaites.

In particular, customers prioritise ‘sound qualignd ‘security’ as two important factors,
which in total account for a relative importance33%6. Initially, the digital music market
was characterised by low quality, as most of thesimwas copied by private users, and the
P2P networks were insecure and quality was varyong file to file. However, the indication
that customers gradually perceive quality as aromat factor, illustrates a maturing market
with customers aware of quality. Possibly at theesdime, a willingness to become ‘legal’
customers in legal download sites.

As we can see in the axis, traditional retail staaee likely to deliver high perceived sound
quality (as the physical CD is delivering far betseund than the comprised MP3-format).
Online music stores and download subscription ateslikely to deliver a relatively high
sound quality, too. Lowest sound quality delivesycoming from internet streaming sites. In
terms of illegal sites, it has been an obvious weak for most illegal download sites.
However, new file-sharing technologies with intégdauser evaluations are increasing the
sound quality, which we have rated average. Helegal download sites and online music
stores deliver higher (perceived) sound quality nvassessing the general value propositions.
The difference between the value propositions imdoquality may be diminishing, as illegal
sites change technologies and deliver higher squatity.

However, it is important to keep in mind that comemce as a need still dominates quality,
even though the gap may be diminishing as the mankéures.

The same trend is found in terms of security. 8ledpwnload sites are delivering the lowest

quality, while top delivers are online music stoa@sl download subscription sites.
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8.4.3 Pricing

Pricing is a subsequent need, but still has a Jel&tive importance. The concept of pricing is
consisting of a number of different price considierss, which all have in common that (low)
price is important, but also considers users’ tatisns costs. Many legal download sites are
being introduced, which are not directly chargingtomers for accessing the music, but have
established business models, which monetise orssiogemusic through different channels
(as described in the previous platform chapter).

In pricing, we discover another argument as to whglitional retail stores are losing out to
internet-based, legal and illegal download sitesil®Vretail stores are in the bottom of the
axis, both illegal download sites, online radiog amernet streaming are in the top of the axis.
Online music stores and download subscription daeed in the middle, which can be
explained by the fact that even though pricingngpartant, convenience and quality still
dominate as the most important needs. In other syaaistomers consider pricing as a factor
when acquiring music, but there is evidence thating is not crucial, and that many

consumers are willing to consider paying for coneeoe and quality, directly or indirectly.

8.4.4 Social Connectivity

Social aspects of music downloading sites havdadive importance of 7%, which is rather
low. However, external surveys indicate that thegch is increasing in relative importance,
and may become more important in the future. ATeors our assessment of need delivery,
only internet streaming sites deliver social aspectheir platforms, while all other platforms
have not integrated any consistent social featuréseir sites. However, as previous analysis
has pointed out, it may be beneficial for somehef ¢stablished platforms to introduce such
features as an integrated part of the existindqiat

lllegal download sites are driven by social conivéigt and it is the sharing of information

and data between users that enhance the penetaaticthe usage of illegal download sites.

8.5 Summing up

The use of House of Quality has contributed to ustdeading some important needs in the

developing market of digital music. Primarily, cemence is a crucial part of consumer

needs, and this is the reason for the succesdegfll sites, and may help explain why

‘traditional’ product platforms and other subsdopt sites have experienced severe problems

in the initial years after the introduction of largcale illegal download sites. However,
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convenience is also the reason why companies lfgeléAhas captured large market shares
since 2002, it simply delivers convenience as @efiny consumers.

Furthermore, quality is becoming an important como need. This helps to explain why
customers are gradually becoming (paying or norAgaycustomers at legal sites; they
simply deliver higher quality than illegal downloades. There is evidence that the market is
maturing.

Finally, pricing is a consumer need, however ihd a crucial customer need, and the other
needs dominate, as long as pricing is lower thaditional CD retail stores. This is evidence
that price is not the most important reason foumbents’ failure to introduce popular music
services in the new market. Rather, it is conveseewhich is the crucial customer need, a
service complementarity which is directly in oppisi to the strategy of the incumbents to
introduce DRM-system, which provide lower conveg®im terms of transferability.

Social connectivity is not an integrated part ofsinplatforms, but may become so as the
customer need increases in relative importanagdlldownload sites, however, are driven by
social connectivity.

Two product platforms deliver efficient bundles mistomer needs, however, they deliver
different needs. Firstly, illegal download sitee ar the top when delivering convenience and
price, while they are average or low in terms divéeing quality. Secondly, internet music
stores (such as the example of Apple) are in theMwen delivering convenience and quality.

However, price is not the cheapest in the markdtrdnges in the middle of the axis.

The findings of this analysis illustrates a marketjch has undergone remarkable changes
because of disruptive technology. Customers argebnichanged, and awareness of the
selection process in terms of music provider hagein reversed the market, which has
enabled new entrants to dominate. This has lefinmbents with lower market shares and less
influence to drive the market. In this QFD-analysihave identified a number of market-
customer explanations of why incumbents may arekemag in the new digital music
market. In order to identify the primary explanasoof which technology characteristics have
weakened the industry incumbents. It is necessapetform a platform leadership analysis,
which will apply the findings of the preceding aysas with platform leadership theory, in
order to explain the weakening of incumbents.

Furthermore, there is an important lesson to benéshfrom the survey, we carried out. 24%
of all respondents replied that it was of extremgartance to them that they can listen to the

music before deciding to pay for it. In general 78f&ll respondents replied that it had some
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or a lot of importance to them, to pre-listen tosmu(Author's survey, 2009). This is an
important trend to keep in mind, and explains somaeket developments. First, the ‘need’ of
samples probably originates from illegal downlo#@dss Secondly, it explains the reason for
the existence of streaming sites and other muses,sivhere download is not possible.
Finally, it indicates that the legal download sjte@kich have gained large market shares, have
been inspired by illegal sites. These sites hagsbser the need for sampling on the Internet.
At the same time, the traditional music industrgs mot until recently, realised that illegal
download sites have contributed to sampling mueicl thereby increasing the consumption
of music remarkably. The potential of sampling b been recognised by literature. Peitz
& Waelbroeck (2006) show how sampling from P2P isessincrease the potential market of
the music industry as compared to a music markiiowt sampling. The increasing potential
occurs because buyers are able to make more infopuchasing decisions. Furthermore,
sampling contributes to matching buyers’ tastes selers’ offer (Peitz & Waelbroeck,
2006). As described in the introduction to the rmausdustry, customers ‘consume’ music
more than ever. However, the traditional music lebdeve experienced severe problems
monetising from this trend, and while music constiamphas increased, actual revenues have
decreased remarkably in the last years. This isntaresting dilemma, which deserves a
further investigation. The music industry, howeveas realised this dilemma, and as EMI
executive Douglas Merrill statéyWe have to help fans find music wherever they aréhe
moment they want it. If we can do that, we willlfirays to monetise it(IFPI, 2009:11).
Monetising on music may be possible for new engrasuch as IT-companies and ISPs.
However, the incumbents are likely to experiencgese difficulties in reaping the fruits of
access, as a result of its platform setup, itgmadeorganisations, and its business models. In
the next section, it will be examined which teclogyl developments can be directly linked to
the weakening of industry incumbents, by applyiadue network perspectives and platform

theory.
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9. Platform Leadership & Value Network Analysis

9.1 Introduction to Platform Leadership Theory

Gawer and Cusumano (2002) examine in their bookesprajor companies and how they
have obtained - and constantly retain - their ptatf leaderships in different industries.
“Platform leaderships refers to the common objexthought by the companies we talked to:
to drive innovation in their industry”(Gawer & Cusumano, 2002:6). It is the theory of
building one’s company on a platform, that is undat and still central to the market, so as
“[...] To become the foundation on which other comparbuild their products or offer their
services” (ibid.). Platform leadership theory is based onighly dynamic environment,
where the platform is based on external complemenithe complementors add value to the
core product and increases the value of the phatfoFherefore, innovating companies
offering complements are, under the right circumsts, a competitive advantage to the
platform leader. In order to become a succesfuifgia leader, the platform leader must
stimulate its surroundings in order to channel watmn and make sure that complementary

products are developed that can complement theptatferm (ibid:7).

9.2 Value Chain Analysis

In order to examine the platforms and understard dbmpetitive situation of the music

industry, it is necessary to understand the vahancof the music industry. Until recently,

the five major music labels, all New York-based Aiten companies, have dominated this
value network, both in terms of intellectual prdgerghts, production facilities, and capital,

but also in terms of distribution and marketing.

9.2.1 The Traditional Value Chain

The value chain of the music industry in its trewtial form has not changed remarkably since
the beginning of commercial recording and distitnut(Graham et al 2004:1093). The
traditional value chain consists of three intermaeds between the artist and the consumer,
namely the record company (music label), the distar, and the retailer. The music label
typically functions as a gatekeeper, because artisist write a contract with a music label in
order to market its music. The music label decibgh artists to invest in and to market.
Consequently, the supply of music artists haveohisdlly been very limited (ibid.). To begin
with, the music artist creates a composition whigpresents an initial value. Music labels
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then “provide the necessary initial capital as well dset marketing know-how to create,

market, and distribute music on a large scafddid:1093). Furthermore, music labels provide
a network in terms of access to press, radio statiand music TV channels, and finally retail
stores. Furthermore, the authors argue that muwdeld add value to the product by
combining music composers and music artists. Thggrose all the practical activities such
as producing the music, manufacturing the physcaligital media, marketing of the music,

and distribution.

It is worth noticing that music labels in recentgge have acquired the major distributors of
physical music products (such as CDs), and arefibver dominating the distribution of music

(ibid:1094).

In general, the traditional value chain of the musidustry is by large dominated by four
major music labels, which have been applying atesgsaof vertical integration in order to

reach economies of scale, and they are very polvgsaiiekeepers. Traditionally, no artists
could reach the mainstream music market withouhisgy a contract with a music label.

Because of the ownership of the distribution congmnmusic labels also control the
platform, here defined as physical CDs, in the sefit they produce and distribute all
physical music devices without any serious compegior alternative distribution channels.

9.2.2 The Future Value Chain

According to Graham et al (2004), the future vathain of the music industry will diminish
some of the major barriers of the value chain, waild create a new structure with new
linkages between artist and consumer. These chamifjeprimarily take place because of
digital media and the internet as a new distributibannel (Graham et al, 2004:1094).

Most importantly, entry barriers to the music inalyswill be lowered as a result of new
linkages between artist and consumer, and accdydingtween new ways to reach the
market. In particular, Graham et al. argue that seecialist companies, also mentioned as
service companies, will enter the digital music ke&r and thereby create direct linkages
between the artist and the consumer. This is plessartly due to digital music and lower
production costs, lower distribution costs and Ioweansactions costs in general, but also
because of the Internet as a combined distribigrmh marketing channel. In the future music
market, more musicians will be able to reach itd emstomers directly, by building up a fan
base without signing marketing contracts with (majmusic labels. This will eventually

break down some of the former powerful dominanciefmusic labels (ibid:1094-1095).

51



The Music Industry and Digital Music —

Figure 5. The Old and New Value Chain
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9.3 Value Chain and Platform Leadership

The illustration of the changing structure of th@lue chain can be linked with platform

theory. By applying a platform leadership perspegtione can argue that music labels
historically have controlled the platform of the simiindustry, defined as the physical CD-
platform, and hence the production of the medias Th bettwe described as the know-how
and investments in marketing of the media, anddik&ibution of the media. Economies of

scale and a strategy to vertically integrate hadetb a gatekeeper position, where music
labels control which artists to be marketed, anttivko be invested in. To use another term,

music labels have applied a push-strategy, wheres&&s have been dominated by music
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labels which have decided when, where, and at whee to sell and distribute music, which
has required large fixed costs (Duchene & Waellkko2@06:567ff).

The platform leadership of the music labels in e’ value chain has led to enormous
turnovers, and a dominating position of the muslels for the past many years.

So how can one argue that the platform is changauguse of digital music? The new digital
platform is decreasing production costs, is baicgdianging the distribution methods and
channels, while the cost of marketing and distrdutis decreasing remarkably. The new
digital technology, combined with the Internet, areating new ways of linking music artists
with music consumers. The distribution platformbissically the internet, but can also be
defined as the digital music platform (in contréstthe traditional record store/ Physical

product platform).

9.4 The Break-down of the Old Value Network

The dominance of the four major music labels wessalt of a stable market situation, which
had not changed remarkably since the 1950’s. Theianindustry had become a capital-
intensive value network, where the music labelsevadrie to dominate the value network due
to a combination of knowledge, capital, and ownigxsiiThe production channels, the
distribution channels, and the retail channels waoeninated by the music labels, and
musicians could not succeed in the mainstream nmiar&et without collaborating with these
music labels. Because of the capital-intensive yectodn, marketing, and distribution
activities needed to market an artist, music labalefully invested in a selected few artists.
This was done in order to reap the benefits ofeasing returns to scale. However, increasing
returns to scale were essential in the ‘old’ vahatwork, as incumbents were required to
invest large sums in specific artists, in ordemtass-market the music, and reach the end
consumer. Furthermore, the value network was cteriaed by incumbents selecting
between a large number of ‘innovations’ (or artigtsisic) in order to select a few artists to
invest in. Hence, niche music has not been a baakinvestment for major labels, and
experimenting with artists has not been possibgrgthe needed up-front investments to
market an artist. According to Christensen, valagvorks are defined by its cost structures,
which can explain the allocation of resources teegiinnovations, and it is the reason why
companies in given value networks tend to move apket in search for higher gross
margins in new innovations. The cost structure gemtve can contribute to explaining the
incumbents’ primary value network. The CD-technglothe production cost structure, the

marketing structures, and the distribution chanmdligepresent the need for a high gross
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margin in each product. For major labels, there raggor up-front investments associated
with bringing an artist to market in the ‘old’ vawetwork. Hence, major labels constantly
focus on its existing customer base (customersniguglbums at premium price) when
searching for new innovations (artists) ‘upmarkbBtt can increase returns to scale in terms
of sales potential. Such search within the existialyie network seem reasonable, as digital
music as a technology (s-curve) did not occur witihie existing value network, as we shall

see in the next chapter.

9.5 A New Value Network

Christensen’s argument of new disruptive technologguring outside the current value
network, and thereby explaining why incumbents db invest or adopt the technology, is
correlating with the situation of the music indysi€hristensen (2000) argues that disruptive
technology which occurs outside the existing valeévorks, are seldomly of interest to the
incumbents in a different value network. This ixduigse the disruptive technology initially
has little commercial potential, and a very limitedstomer base. This argument can be
transferred directly to the situation of digital siu Digital music as a (disruptive) technology
occurred outside the existing value network, andiaity, had no obvious commercial
potential. The incumbents did not initially inveast digital music for a number of value

network-related reasons:

- The quality was poor, since the music was congaed0 times

- The customer base of the incumbents requestédguiglity and original aloums

- The customer base initially consisted of ‘pirgtest retail customers of incumbents

- The perceived potential profit margins were clésezero, and had no commercial

potential for the old value network, which was @terised by high gross margins

The new disruptive technology of digital music aced with the invention of a technique to
copy and compress digital music, in order to createusic file. These are low in data-size,
and hence can be distributed without the use o$iphlystorage media. However, it was the
invention of the Internet, which facilitated theeusf MP3-music. The Internet is a
distribution channel, which facilitates users t@u@oe MP3-music fast and easy. Initially,
only ‘pirate’ enthusiasts (a very small market shaadopted the new technology, and
incumbents’ primary customer base did not adopt mtleev technology, which was a

remarkably lower quality than original albums.
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The introduction of major file-sharing music siggh as Napster and Kazaa made the actual
‘revolution’ of digital music possible. With thetmoduction of a convenient user interface,
average consumers rapidly adopted the new techyoldgch was free and easy to use. In
the few years, Napster existed, the trend had becdoeversible. Consumers had definitively
adopted the new way to acquire and consume musitarge quantities and without any
restrictions of transferability. After Napsterhias not been possible for the music industry to
limit the amount of illegal downloads, even thougk industry has spent fortunes on legal
actions, in order to prosecute the illegal downlsihets.

At the same time while illegal downloads became pheperty of the majority of music
consumers, the Internet was developed, so thatsped usage increased remarkably. It is
evident that the introduction of P2P-technologydtar and Kazaa), in combination with an
increased Internet connection speed, caused tlmdlegy s-curve (to use Christensen’s
terminology), to move from the distant value netky@and into the existing value network of

the incumbents’ music market.
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Figure 6. Christensen’s Disruptive Technology S-cwe
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In the figure, it is illustrated how the initiallgistant and non-commercial disruptive
technology of ‘digital music’, could invade the dblvalue network. Incumbents had not
invested in the technology, as it represented a ndmarket with low commercial

opportunities, and was of little interest to incients. The Internet, combined with the first
illegal download sites, facilitated the move of #heurve from the distant value network into

the existing music industry value network.

9.6 Disruptive Technology become Dominating Technody

Today, the Internet is not only a distribution chainfor digital music, it has also become a
major marketing channel, where artists can reaciswoers directly, which has created new
ways of getting to market. These new opportuniéies exploited by a large number of new
entrants in the market, the so-called ‘indie-labedsich sign artists without investing large
sums in marketing, and then use the new distribuéiod marketing channels to reach the
mainstream market, in collaboration with the astiSthey do not apply strategies in order to
create scale economies, but rather apply nicherdiftation strategies, which are far more
beneficial for the artist, and require less invesita in marketing and production in

comparison to the old labels’ business models.
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All of these developments have severely damageddisgion of music labels. While CD
sales have decreased more than 50% in recent yeass; labels have not regained the lost
profit margins in digital music. However, music ¢ own most ‘back-catalogues’ of music,
which in practice means that music labels haveptbeerty rights to distribute most popular
music produced and marketed in the last 50 yednis. dwnership of back-catalogues should,
however, be a business opportunity for music lab@file the old value network and
platforms did not made it possible to distribute biack-catalogues in large scale, due to the
capital-intensive distribution and the natural tations of traditional retailers, the new
distribution channels have no natural limitatioosélection and variety. In spite of this, only
few online retailers have accomplished to provide back-catalogues, however in a very
limited amount, and often only to a limited geodrap area, such as the U.S
(Computerworld2, 2009).

To provide back-catalogues to customers requiresract agreements with the major music
labels, but also with the country-specific orgatisses of intellectual property rights, such as
KODA in Denmark. Therefore, the process is compiidaas each country-specific offering
require a country-specific contract with IP-ownansorder to legally provide the content
(Bay, 2009). Such complicated legal systems workbasiers in the new digital music
market. In the old market, the platforms are huailhational contexts, and each country has its
own IP- and royalty-system. This system worked asg to protect IP-rights, both for major
music labels and for the copyright owners. Thistayswas reasonable in the old value
network, as high investments needed high proteatie@rms of IP-rights.

Back catalogues have until recently only been dtddnrevenue stream for the major music
labels. However, the dilemma is that with the ndatfprm model and the digital distribution
channels, back catalogues can be monetised in reys.iowever, the major market has
been captured by illegal download sites, which aaoid the complicated, country-specific
negotiations, when providing content to users. Thlemma is, according to Christensen
(2000), a natural part of disruptive technologieptaring existing value networks: As the
‘old’ value network’s cost structures made it resdae to protect IP-rights and limit access
to market, the disruptive technology of digital neusnd the Internet as a distribution channel,
in fact impede the incumbents, as their businessdetso and existing setup are
counterproductive when searching for ways to mseetihe new market. At the same time,
the existing market of CD-technology is gradualBcietasing. This rapid decrease of CD-

sales can be directly linked to the impact of theruptive technology. The disruptive
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technology has, in spite of occuring outside thisterg value network, re-defined customer
needs. As we saw in the previous QFD-analysis;aldé product platforms are not linked to
new customer needs, while new entrants in the maikee linked their product platforms to

customer needs.

9.7 New Platform Leaders in a New Value Network

The preceding chapter examined how disruptive telcgy occuring outside the existing
value network, can invade existing value netwoeks] re-define the market situation. This
explanation clearly illustrates why incumbents areakened in the new regime. In this
chapter, | will further examine why entrants carcdmae platform leaders, as incumbents
become weakened.

As a consequence of the ‘old’ technology’s dimimghinfluence and market share, new
product platforms can become dominating under tee market conditions. In order to
illustrate the new market situation and the newi@aietwork, it is important to identify the

most important factors which characterise the meustry platforms.

The new factors are:

- Digital technology as a driver for music industry

- Changing intellectual property environment

- Music as a ‘product’ is changing to music asavige’

- New entrants with new technologies enhance catipet

- Changing customer needs lead to new dominatiaifops

This industry platform analysis will use the perdpees of Gawer and Cusumano’s (2002)
and Pisano & Teece (2007), in order to clarify Hold’ platform leaders’ platform strategy
may lose out to new entrants, and consequentlyecreav platform leaders in the market.

The changes in platforms and platform leaders camxplained by applying the views of
Pisano and Teece (2007), where platform leadersnpbe obtained and retained by attempts
to manage the business environment, both in termsushing technology into the public
domain, but also by promoting modularity. Both da@ dangerous for the company in
opposition to keeping technology proprietary, botler the right circumstances, it can be

beneficial in terms of capturing value from innagat(Pisano & Teece, 2007).
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9.8 Incumbents and the New Value Network

According to Pisano & Teece (2007), few technolaginnovations provide considerable
value on a stand-alone basi3.o provide value to the users, every innovatiomuiees
complementary products, technologies, and servi¢@ssano & Teece, 2007:281). This is
highly relevant for the music industry and the temlbgical innovation of digital music.
Digital music would not have become a successnmdeof usability without digital music
players, new distribution and marketing channalgl{sas the Internet), product platforms on
the Internet, and so on. In terms of value captiiesano & Teece argue that the more
elements controlled by other parties, the moraatliff it becomes to harvest the value of a
specific innovation.

Translated to the music industry, this illustraties dilemma, which all major music labels
have experienced. While digital music as an innowatepresents major opportunities in
terms of increasing consumption of music, it alepresents a break-down of the old
elements, which were traditionally controlled bye tmusic industry. Capital-intensive
production becomes useless (as technology for pmgumusic becomes common
technology), new marketing tools and new linkagetsvkeen artists and consumers decreases
the gatekeeper function of the music labels, and peline retailers either circumvent
intellectual property rights, or deliver lower ptofnargins back to the music labels, as
customers require cheap prices in order to payrfosic. All these elements are important
complementaries, which are natural parts of thagaligiusic business environment.

The music labels were able to control the impor&@tments in the old value chain. They had
been vertically integrating, and few major musidds controlled music production,
marketing, and distribution. In the new value chamusic labels have lost the gatekeeper
function of the old value chain. At the same tini€&companies, which monetise on
complementary digital technologies, have been endhe market, and a company such as
Apple is monetising on more than one element ofriusic, namely digital music retailing
and selling hardware appliances. TDC is monetigingselling internet and mobile phone
subscriptions, and they give away music for ‘frééakia is giving away music downloads,
when customers buy a Nokia phone with an integrtB8-player. For such IT-based music
industry entrants, providing music access becomeseraedy to increase sales of
complementary products and services. Or the othay wround, music becomes a
complementary service instead of a stand-aloneugtod

Pisano & Teece argue that unless the innovatoth(siscthe music labels introducing new

music) are protected by a strong natural protectigainst imitation or strong intellectual
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property rights protection (as the music labelsididhe old value network), it is likely that
complementors will reap most of the fruits of inaten. This illustrates very well the
situation of the music industry: While illegal dowad has weakened the natural protection
of intellectual property rights of the music lahetecumbents are weakened, as it is the basis
of their traditional business model. At the sameeti complementors such as Apple yield the
fruits of the innovation, even though the compawmgsinot have any intellectual property
rights of the actual product, music. In the newowation regime, it is not possible for music
labels to impose strong natural protection, anccéethey gradually loose the domination of
the platform and yield a smaller portion of theueabf innovation. Other complementors are
also likely to yield a higher portion of the inndwam, such as musicians (which are provided
with new opportunities for penetrating the marlatd musicians are able to monetise on
other activities, such as concerts and royalty )feeglependent labels are also able to
monetise on several revenue streams, as they piyrapre flexible business models which
can create revenue streams from having a multyphelber of (niche) artists, revenue streams
from concerts, booking bureau activities, etc.

Furthermore, Pisano & Teece argue that the mosbiitapt feature of reaping the fruits of an
innovation is to either controlling the bottleneagsets (such as the music labels previously
did), or to own critical complementary technologigsich as Apple does with Itunes).
Whether it is the innovator which will yield the lua of the innovation, depends on the
natural protection to imitation and protection ofellectual property rights. In the music
industry, the weakening of the intellectual properights has led to complementary
technologies reaping the benefits of the innovateomd this tendency will only increase in the

future.

9.9 Incumbents’ Reactions

In reacting to changing technology platforms, Pis&Teece argue that the most important
task of the management is to secure a strong piarexf intellectual property. This is exactly

what the music labels attempted to, by initiatiegdl actions againts pirates all over the
world, and by lobbying political decisions in ord&r make national legislation work for

protecting property rights of the owners of mugsimwever, technology has moved much
faster than legal systems, and the battle for Ipgatiection has not been efficient enough to
prevent illegal downloads. On the contrary, legalvdloads still account for the majority of

all music consumption. Furthermore, the authorsi@rdpat the innovating firm should also

“...Make the right decisions with respect to building buying the critical co-specialized
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complementary technologies and/or ass@@#ano & Teece, 2007:281). The music labels did
invest in acquiring complementary technologieseAfealising that digital music had become
a competing technology, incumbents invested intalighusic platforms in order to acquire
the needed technological skills to distribute musitine. However, none of these attempts
have been very successful. Much of the failures mam®xplained in terms of music labels’
focus on DRM-protection. DRM is, in Pisano & Teexe&ontext, an attempt to create
protection of intellectual property rights. Howevete also have provided empirical evidence
in this thesis that DRM-protection was never suitdlslinked to actual customer needs.
Once again, in an attempt to protect their inn@regiin the new digital market platforms,
music labels have acted reasonably in accordantte the arguments of Pisano & Teece,
however, the new technology and hence the new oguison patterns have erupted the
appropriability regime of the music labels, reswgtin complementors reaping the benefits of

the digital music innovation.

9.10 A Transforming Appropriability Regime

It is possible to identify a transformation of thepropriability regime of the music industry.
According to Pisano & Teec&The appropriability regime refers to the proteatiafford to
innovators through both legal mechanisms (e.g.miatdrade secrecy, copyrights, and non-
disclosure agreements) and “natural” barriers to itation (e.g., degree of difficulty in
reverse engineering, and tacitness of relevantrteldyy)(Pisano & Teece, 2007:282).

It is evident that the appropriability regime ogttold’ music industry was very strong. All
mainstream music was produced, marketed, andligdd by signing contracts with a small
number of artists, which were then distributed darge scale basis, in order to create returns
to scale. Pisano & Teece comment on such scerfaripnovators at the component level
face appropriability risks because the “owner” diet architecture has the power to set
interface protocols and to decide which innovati@me adopted and which ones are not”
(Pisano & Teece, 2007:284). In the music industigld’ value network, innovators at the
component level can be defined as musicians amtsatand small music labels), while the
owner of the architecture can be defined as themmapsic labels. The authors argue that
such scenario can create quasi-rents for the owrtech is evident in the previous turnover
of the major music labels. By dominating the amttiire of the music system, they have been
able to receive high returns on their investments.

The music labels enjoyed a high degree of contver @opyrights for their music, and the

labels controlled the distribution of the music ethimade reverse engineering very hard.
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Legislation created high degree of intellectualpemy protection. All these factors created an
appropriability regime, which did not leave spaceriew entrants or competition, and led to
a situation, where four major labels controlled rtingority of the world market.

As a result of digital music and the Internet, @shproved very hard for music labels to
control the illegal distribution of its productsvén though legislation in most countries does
not allow unauthorised downloads, it is simply irmgble for music labels to fight illegal
downloads through legal actions. Hence, they ngdompossess high protection through legal
mechanisms. Furthermore, the natural barriers tdaiimn have been erupted, reverse
engineering of music files. This illegal copyingdadistribution is the dominating way of
acquiring music. The appropriability regime of thasic industry has become ‘weak’.

A weak appropriability regime does not, accordiog?isano & Teece, mean that innovators
cannot reap the benefits of the innovation. Howgeltds not relevant to make a strategy of
only reaping the benefits of the innovation its@&hen operating in a weak appropriability
regime. Moreover, it is important to develop ‘coepkentary assets’, which can provide
returns if the innovation itself does not. Thisggeéxplaining why music labels are gradually
loosing its profits in the current music market.eThmusic labels have not succeeded to
strategically change its business models by reglighat their former strong appropriability
regime is weakening, and that complementary tedymes in the future will earn the returns
of the innovation of music.

At the same time, technology complementors haveredtthe market, and by introducing
new business models, they have exhibited how pbssible to monetise on digital music. A
complementor such as Apple, now accounts for 70%hef digital music market, and
monetise on selling Iphones and music.

Today, the music labels and the analysts claimttieatore competence of the music labels is
marketing — know-how and capital. In its yearlyodpIFPI clearly admits that the previous
domination is no longer present, but argues thatieniabels are still important in terms of
bringing artists to market in a large scale (IFFI09 & Fleming et al 2002). However, as this
analysis show, the labels are not likely to regdénformer gatekeeper domination, and
complementary technologies will instead accountrfmst of the value of music, as music
labels gradually loose its dominant market positithris highly unlikely that music labels
should be able to retain a dominant position in thesic market, simply by the core

competence of ‘marketing assets’.
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9.11 Weakening the Appropriability Regime

The last chapter illustrated some theoretical engilans as to why music labels are
decreasing in size and dominance. Even though nhaiséts have reacted correspondently to
the changes in the appropriability regime, theyehattempted to create business models,
which are not in accordance with actual customedseFurthermore, it has not been possible
to prevent illegal downloads through legal actions.

While music labels have not changed its businesslelsowhile facing a weakening
appropriability regime, other complementary tecbgas are gradually taking over the
market, and it is likely that complementary teclugiés will eventually dominate the
platforms of digital music. Furthermore, new musigels are gradually increasing in size and
turnover, as they are now able to circumvent thmidant position of the major music labels
in terms of marketing and distribution, as a reefithe new platform and value network.
According to Pisano & Teece, some companies mag finbeneficial to weaken its
appropriability regime, if they are able to bendfibm such. However, in order to be
beneficial, companies must posses$trong downstream complementary asset
position”(Pisano & Teece, 2007:288). If not, this may himt tompany. In terms of the
major music labels, there is no evidence thattlambents possess such downstream assets,
especially not in the new value network of the stdy Basically, all revenue streams are
created from selling copyrights to digital mediagddhe major labels are no longer generating
revenue streams from owning distribution compaore®tail shops. However, the situation is
visa versa for complementary technologies, suchindependent labels, musicians and
internet music retailers. They do not have stropgtneam assets, and they are interested in
weakening the appropriability regime of the majarsio labels, in order to benefit from its
downstream assets; musicians can benefit from mmmeert activities, smaller music labels
are often monetising on more than just selling m{siich as event bureau, booking bureaus,
etc.), and internet music retailers are monetisingther services than merely selling music.
This situation also helps us to clarify why majousit labels are loosing their dominant
positions. Most other actors in the value chainliedy to benefit much more from a weak
appropriability regime, and therefore, they are matactively working to protect the former
dominance of the major music labels.

The major winners are customers. They secure isete@argaining power because of the
new value network and the new distribution mechmarighat result in the “monopoly” of
major music labels slowly disappearing. The newu@aletwork provides the customers with

bargaining power, which makes distribution of agl|anumber of artists possible, in contrast
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to the former strategy of major music labels, whamnly very few artists were brought to the
market. Furthermore, prices of digital music arepging, and customers are thereby better

off, with cheaper prices, better selection and niafteence on which artists succeed.

9.12 A New Approach to Innovation

While major music labels have regarded online piras a threat to their existing business
models, other entrants have developed new, ledgiirnasiness models, which are based on
innovative ideas, many which have originated frdegal download sites. According to Choi
& Perez (2007), online piracy may be illegal, dutas contributed largely to developing new
innovative ideas in the music market. It has bdem driver of innovation, and illegal
download sites are an important link in the newhietogy linkages of the industry. The
‘weak’ appropriability regime of the music industopens up for such technology linkages,
and underlines the situation, where major musieli&klbose dominance in the market, and
innovative ideas from new entrants, legal as welillagal business models, drive innovation
in the market (Choi & Perez, 2007).

This exemplifies further how the new industry ighly competitive, and is driven by
innovation on users’ premises. It also illustratdsy incumbents are not able to drive the
market innovation, since innovations stem frome@dl) entrants, which are regarded as
threats to incumbents’ existing business modelsaAssult, new (legal) entrants adapt the
market insights created by online piracy, also &ztras the ‘pioneers’ of the new market and

technology, and incumbents become adaptors of oty instead of frontrunners.
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Figure 7. Pirate Communites as Source of Digital Msic Innovation
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Fig. .-Four-step process to innovation.

Source: Choi & Perez , 2006. P. 173

The important argument of Choi & Perez is thatiafl illegal download sites and their
business models are ‘pioneers’, and their ideasiraights are later adopted and developed
into legitimate business models. The legal, inneeatbusiness models then enables
customers to ‘migrate’ from illegal download siteslegal platforms, as a result of market
innovation (ibid.). This point of view is rather rtooversial, as it underlines the fact that
illegal platforms are market drivers in terms afionation. However, it is new entrants which
adapt the market insights of these pioneers, whigmtually will reap the benefits of the
innovation and the new technology. The authors ertipat both entrants and incumbents
should begin td...View online piracy as a source of innovation timais been lacking in the
traditional media sector'(Choi & Perez, 2007:177). The lesson learned f@imi & Perez is
that illegal platforms can 1) Work as pioneersdereloping and testing new technology 2)
Function as providers of market insights to thes&éxg businesses and new entrants, 3) Be
contributors of developing new markets, and 4) Waslka source of development of new and
legitimate business models (lbid.:177).
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9.13 Summing up

In this analysis, it has been examined why and d@muptive technology has weakened the
incumbents of the music industry. In the followirthe major conclusions will be shortly
revisited.

The value chain of the music industry has remaskebanged because of digital music. Entry
barriers are lowered, as new linkages betweent @mid consumer occur. The linkages are
created by new entrants, called ‘service’ companiBse new linkages are severely
weakening the incumbents, as their business maatelsbuilt on a gatekeeper function
because of the large fixed costs of bringing artistthe market in the old value chain.

The old value network of the music industry wasrabterised by high gross margins, and
incumbents were focused on up-market investments @sult of large fixed costs, which
forced incumbents to yield high profit margins mler to create returns on their investments.
The disruptive technology, defined as digital musicurred outside the incumbents’ existing
value network. It had initially no obvious commaeaigpotential, it was of poor quality, and it
had a limited customer base of initial ‘pirateshefefore, incumbents did not invest in the
technology. With the introduction of P2P technologyd the Internet as a distribution
channel, the technology invaded the existing vale®vork. The new disruptive technology
existed in a down-market, and was of no commerniarest to incumbents. Consequently,
entrants captured large market shares initally. Jinecess of P2P technology has redefined
customer needs in the entire market, which hasregvereakened the incumbents. The old
technology is not able to deliver the requestedtotnsr needs, which has placed the
incumbents in a dilemma.

Furthermore, the Internet has become a major magkethannel, which has created
opportunities for circumventing the former gateleemlomination of the incumbents.
Consequently, new entrants are competing with thpmabels by introducing more flexible
business models, which monetise on a number ofitevstreams.

Another dilemma for incumbents is the ownershipatk-catalogues, which should represent
a major business opportunity, as the former natlmatations of the (retail) distribution
channels are no longer an issue, and required tmee$s are low. However, most of the
market for distributing back-catalogue music is dwated by illegal download sites. This
lack of control of digital distribution of back-@bgues is the consequence of 1) complicated
and rigid national copyright legislation, which hlagen created by the industry in the old

value network to protect intellectual property tgghbut are counter-productive in the new
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value network, and 2) consumers evidently searcltdovenient access to back-catalogues,
which illegal download sites tend to deliver moffecesntly.

Music is gradually becoming a service instead @r@duct. This will severely weaken the
incumbents, and the need for monetising on compiang assets will be crucial for market
actors. New entrants, especially IT-companiesahte to monetise on other products such as
MP3-players and Internet subscriptions, howeverunmbents are weakened by the shifting
appropriability regime, where complementary innovaitreap the benefits of the innovations,
and protection of IP-rights are becoming very hardontrol with legislation or legal actions.
Furthermore, there is a natural conflict betweanitttumbents and the entrants, as entrants
have a natural interest in weakening the approgitiatregime and thereby removing
rigidities of the value system, while incumbente a@edicated to protecting IP-rights, and
thereby attempting to prevail the strong approplitglyegime. However, it is evident that the
ongoing weakening of the appropriability regimémpossible for incumbents to prevent.
Finally, it has been illustrated how illegal dowatb sites, which incumbents have been
fighting, actually work as the providers of innaeat and market insights to the music
industry. The innovators, which manage to transf@uable market insights from these

‘pioneers’, are able to provide product platforntsak are linked to actual customer needs.

10. Discussion

The preceding analysis has identified a numberxplamations as to why incumbents are
experiencing problems adapting and monetising srbusiness models in the new value
network. In this final chapter, the findings wik loiscussed.

The preceding analysis has examined how incumlagetsveakened because of a disruptive
technology. The analysis is a value system analgsid has not examined managerial issues
within the incumbent firms. It is important to umbiee that even though it seems as if
incumbents are loosing out to new entrants, incumsbstill possess 70% of the legal music
market. We cannot deduct whether labels will bes d@bl strategically change and adapt its
business models to align to the new market, evengih the findings of this thesis indicate
that they will lose out regardless of their manadereactions, due to their historical
background, their mindset, their business modeld, the disaligment between incumbents
old value network and the nature of the disruptéahnology.

According to Duchene & Waelbroeck’s analysis of licgtions for consumers and businesses
on copyright protection versus free P2P downlo#us,solution is somewhere between the
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two. In order to maximise consumer gains while sgvadvertising efforts, an optimum
solution could be platforms, which work as inforroagl intermediaries, where users can
discover new music through promotion and recommigoiatermed cross-platforms. They
argue that record labels are being decreased tplesigtistributors, as online platforms
gradually take over the role of the advertiser (aree & Waelbroeck, 2006:577). This is in
direct contrast to the industry’s own point of vieaccording to IFPI (2009);Music
companies, large and small, believe that their @rynrole in all these new business
partnerships is to remain the main investors in nalent and developers of artists’ carriers.
The skills, expertise, investment capacity, creatinderstanding, and above all, the ability to
connect the artists’ work with their audience weéimain the music company’s role well into
the future” (IFPI, 2009:5). It is possible that incumbentghe future can retain a part of the
mainstream music market, but it is highly unlikéiat they will be able to keep the former
market shares and earnings. This analysis is esedémat incumbents are likely to fail as
market and platform leaders in the new value nétwor

According to Choi & Perez, incumbents should adasiness models, and experiment with a
couple of initiatives, and thereby learning andpithgy. This may be hard for major music
labels, as they are not efficient learning orgaiosa, but old dominating businesses. This
leaves opportunities for new entrants (Choi & Pe2€D7:178).

Moreover, companies like Apple will increase théominance in the market, as they have
developed a product platform, which has an eleroéntodularity, and works as a foundation
for obtaining platform leadership, however withaytning the copyrights of a single song.
This represent the dilemma of the music labels: Titttare market is not about owning
copyrights, but is all about providing service tstomer linked with customer needs. And
customers do not regard music as a product, ratiney,regard music as a service, something
that should be accessed.

Therefore, this analysis is not able to provideoden solution to how incumbents should
manage their companies in order to keep their ipositin the new digital market. On the
contrary, the analysis shows that there is a nlataralict so deep and fundamental that it is
highly unlikely that incumbents were able to orlveié able to successfully apply strategies in
the new value network that will result in yieldifggh benefits of the innovation. The
incumbents have already been weakened, and theetbimmpis just getting started. However,

this time, it is not the incumbents which are drgythe innovation.
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11. Conclusion

Which characteristics of technological developmémtthe music industry explains an

increasing weakening of music industry incumbents?

The value chain of the music industry has remaskebanged because of digital music. Entry
barriers are lowered, as new linkages betweent amid consumer occur. The linkages are
created by new entrants, called ‘service’ companiBse new linkages are severely
weakening the incumbents, as their business maakelsbuilt on a gatekeeper function
because of the large fixed costs of bringing artistthe market in the old value network.

The disruptive technology, defined as digital mustxrurred outside the incumbents’ existing
value network. It had initially no obvious commaeigpotential, it was of poor quality, and it
had a limited customer base of initial ‘pirateshefefore, incumbents did not invest in the
technology. With the introduction of P2P technologyd the Internet as a distribution
channel, the technology invaded the existing vale®vork. The new disruptive technology
existed in a down-market, and was of no commerniarest to incumbents. Consequently,
entrants captured large market shares initally. Juxess of P2P technology has redefined
customer needs in the entire market, which hasregvereakened the incumbents. The old
technology is not able to deliver the requestedtornsr needs, which has placed the
incumbents in a dilemma.

Furthermore, the Internet has become a major magkethannel, which has created
opportunities for circumventing the former gatekeemlomination of the incumbents.
Consequently, new entrants are competing with thpmabels by introducing more flexible
business models, which monetise on a number ofitevstreams.

Music is gradually becoming a service instead @r@duct. This will severely weaken the
incumbents, and the need for monetising on compiang assets will be crucial for market
actors. New entrants, especially IT-companiesahte to monetise on other products such as
MP3-players and Internet subscriptions, howeverunmbents are weakened by the shifting
appropriability regime, where complementary innovatreap the benefits of the innovations,
and protection of IP-rights are becoming very hardontrol with legislation or legal actions.
Furthermore, there is a natural conflict betweenititumbents and the entrants, as entrants
have a natural interest in weakening the approfitiabegime and removing rigidities of the
value network, while incumbents are dedicated tiquting IP-rights, and thereby attempting

69



The Music Industry and Digital Music — Jens Petarsken, Cand. Merc. MIB Thesis

to prevail the strong appropriability regime. Howevit is evident that the ongoing
weakening of the appropriability regime is impossitor incumbents to prevent.

lllegal download sites, which incumbents have bigginting, actually work as the providers
of innovation and market insights to the music stdg The innovators, which manage to
transfer valuable market insights from these ‘pessg are able to provide product platforms
which are linked to actual customer needs. Thighes case of Apple’s Itunes, while
incumbents have not been able to create such kaskiag'pioneers’ of the technology.

This thesis has identified four major customer se&dich all have been defined as a result
of technology changes. Convenience- contains a number of secondary needs such sts ‘fa
and easy access to music’, ‘usability’, ‘transfdrigb etc. 2. Quality - Users’ requirements
are evidently increasing with regards to music ijyjahnd security on the internet. Bricing

- which some respondents mention as extremely itapgrhowever, cheap prices are only of
some importance to the majority of usersSécial connectivity- which has a low relative
importance. However, external annual surveys indiacéhat this need is gradually increasing
in importance.

The four major primary needs indicate that conssnage gradually requiring an increasing
amount of complementary services as a bundle, whkatting a music provider. They regard
music as a service, which must contain the fourisemttributes in an efficient bundle.

It is evident that technology changes have resuhedhusic gradually becoming a service
rather than a product, and technology developmentgradually increasing customer
requirements of service complementarities.

The findings of this thesis illustrate a market,iahhhas undergone remarkable changes
because of disruptive technology. Customer neeus batirely changed, and awareness of
the selection process in terms of possible musiwigers has entirely reversed the market.
This has enabled new entrants to dominate the maxkd has left incumbents with lower

market shares and less influence to drive the marke
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Appendix 1. Survey Design and Results

Appendix 1. Survey Design and Survey Results

Q1. Hvor gammel er du?

Answer Options
10-15 ar

16-19 ar

20-29 &r

30-39 ar

40-49 ar

50 &r +

Q2. Kgn:

Answer Options
Mand
Kvinde

Q3. Indkomst pr. &r i danske kroner

Answer Options
Under 100.000 kr.
100.000-200.000 kr.
200.000-300.000 kr.
Over 300.000 kr.

Q4. Uddannelse, hgjeste trin opndet:

Answer Options
Faglaert
Gymnasie-uddannelse
Kortere videregdende
Leengere videregdende

Response Percent
0.0%

2.8%

63.9%

33.3%

0.0%

0.0%

answered question
skipped question

Response Percent
50.0%

50.0%

answered question
skipped question

Response Percent
22.2%

33.3%

11.1%

33.3%

answered question
skipped question

Response Percent
2.8%

25.0%

16.7%

55.6%

answered question
skipped question

Response Count
0
1
23
12
0
0
36
0

Response Count
18
18
36
0

Response Count
8
12
4
12
36
0

Response Count
1
9
6
20
36
0
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Q5. Nuveerende beskaeftigelse

Answer Options
Fuldtidsansat
Studerende

Q6. Hvor mange timer pr. uge lytter du til musik?
Answer Options

answered question
skipped question

Q7. Hvilke medier lytter du til i %

Answer Options

Radio

Internet

Computer (MP3)
MP3-afspiller
Internetradiotjenester
Streaming online
Andre medier

Q8. Anfgr hvilke elemeter/behov, der er vigtige for dig, ndr du lytter til musik. Skyd frit fra hoften - i tilfaeldig raekkefalc

Answer Options

Response Percent
52.8%

47.2%

answered question
skipped question

Response Count

Response Percent
80.0%

54.3%

77.1%

77.1%

40.0%

45.7%

37.1%

answered question
skipped question

Response Percent
1100.0%
290.6%
353.1%
428.1%
512.5%
612.5%
76.3%
86.3%
96.3%
answered question
skipped question

Response Count

34
34

Response Count

Response Count

76

19
17
36

0

28
19
27
27
14
16
13
35

1

32
29
17

NNDNDSA DO
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Q9. Hvilke af de ovenfor naevnte elementer/behov er vigtigst for dig? Start med den vigtigste, og anfgr de
fem vigtigste (i tallene 1-9):

Answer Options Response Count
28

answered question 28

skipped question 8

Q11. SVAR: ja eller nej til fglgende udsagn

Answer Options JA NEJRating Average  Response Count
Jeg vil hellere lytte til musik gratis end at betale 23 11 1,32 3¢
Det er vigtigere at lytte til musikken end at gemme den 22 12 1,35 3¢
Er bekymret for at mine musikfiler ikke kan bruges fremover 11 23 1,68 3¢
Jeg vil gerne kunne szelge musikfiler som jeg har kabt 3 31 1,91 3¢
Jeg vil hellere betale et fast abonnement end pr. download 13 19 1,59 3:
Jeg vil heller betale pr. sang end et fast abonnement 15 18 1,55 3:
Jeg vil slet ikke betale for online musik 14 20 1,59 3¢

answered question
skipped question

Q12. Hvilken online musiktjeneste foretraekker du?

Answer Options Response Count
32

answered question 32

skipped question 4

Q13. Hvilke andre online musiktjenester kan du godt lide?

Answer Options Response Percent Response Count
1100.0% 18
244.4% 8
327.8% 5
416.7% 3

answered question 18
skipped question 18
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Appendix 2. Additional Tertiary Needs

Secondary Tertiary Needs — Author’s Survey

Other secondary needs were listed by respondetiteegpondents were asked to state up to
nine needs. Almost all respondents stated two newmdg 53% stated three needs, and only
28% percent could think of four needs. Five needsiare were only stated by less than 13%
of respondents. The following is a list of secoydseds stated, however very few thought of

these needs when asked.

1. Mood

Some respondents prioritised that music shoul@cttheir state of mind, and indicated that
they use music as a therapeutical tool. Some cepiiat they use music to relax. However,
only three respondents mentioned this as very itapgrand four respondents thought of this

need as priority 3-9.

2. Cheap music

Very few respondents stated the need of gettinganaseap or for free, only two out of 36

respondents thought of this as very important.lljnoaly four respondents out of 36 thought
of the need for cheap music when asked, and tvibasie were rated as priority number 4-6.
This is evidence that it is not an urgent need thasic is cheap or for free. However, such
conclusions must be made with carefulness, aspgbeif&c question were meant as unhelped
memory of needs. Later in the questionary, respaisdeere asked specifically with regards

to pricing of music.

Other less important needs
Few respondents mentioned the following needs bsidiary priorities, and each has only

been mentioned 1-3 times each out of all resposdent

Try before buy

Not to bother others while listening to music
Likes to go to live concerts

‘Stile’ (lifestyle)

Killing time
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It must be legal (one respondent answered pridjty

It must be possible to find niche music on therige(related to accessibility)
I need a physical copy of my music

A radio host must not be too irritating

No commercials

No bad connection
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