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Executive Summary 
English 

While music labels have been experiencing a decline in record sales for the past decade, they 

seek to diversify their business in order to generate revenues in a business environment 

characterized by changed consumer behavior and constant technological advancements. 

Adopting the theoretical perspective of the resource-based view of the firm, this paper studies 

if today’s record companies’ strategies give them competitive advantage. Emergent business 

opportunities of music access, legal downloading, social-networks and ad-supported services, 

new areas of music licensing, and consumer relationship are identified to be essential in 

record companies’ strategies. Based on data generated through online research and qualitative 

interviews, the two type of record companies, Majors and Independents, display different 

potentials of reaching competitive advantage based on their selection, accumulation and 

deployment of resources. 

 

Deutsch 

Die in den letzten zehn Jahren stetig sinkenden Tonträgerabsatzzahlen sowie ein verändertes 

Konsumverhalten und konstante technische Neuerungen, ziehen eine zunehmende 

Diversifikation der Geschäftsbereiche von Musiklabels zur Generierung neuer 

Einkommensquellen nach sich. In dieser Arbeit werden aktuelle Strategien von Musiklabels 

hinsichtlich der Fragestellung untersucht, ob diese ihnen Wettbewerbsvorteile erbringen. 

Theoriengrundlage bildet hierbei die ressourcenbasierte Sicht des Unternehmens. Neu 

aufkommende Geschäftsmöglichkeiten in den Bereichen Musikzugang, legales Downloading, 

soziale Netzwerke und werbefinanzierte Angebote, sowie Musiklizenzierung und 

Kundenbeziehung, sind essentielle Bestandteile dieser Strategien. Mit Hilfe einer 

Onlinerecherche sowie qualitativen Interviews wurden  Daten  gesammelt, welche 

unterschiedliche Potentiale zur Erlangung von Wettbewerbsvorteilen auf Seiten der Major- 

und Independentlabels aufzeigen. Diese beruhen auf der spezifischen Auswahl, Anhäufung 

und Verwendung von Ressourcen. 
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Chapter 1 
1.1 Introduction 

In the past years, we have heard the story of the struggling music industry plenty of times, 

with record companies lamenting over declining sales year by year. When people are asked 

when the last time was they bought a record, be it a CD or a digital download, one can be sure 

that many people have a hard time to remember. One doesn’t have to be an economist to 

understand that this development has been having a major impact on this billion-dollar 

industry. However, this research paper shall not present another reflection of the mistakes of 

the music industry, more specifically record companies, have made in the past, but rather 

intends to provide some insight on how organizations can succeed in today’s business 

environment. For the music industry the time is now. 

 
“None of us have any more time to ponder, reflect, or wait. We all need to move forward at 

an accelerated pace, create new, sustainable partnerships, empower new business models, 

help 3 guys in a loft in San Francisco or a flat in Shoreditch to succeed.”  

  
- Source A1, Ted Cohen, former senior vice president of digital development & distribution 

for EMI Group, now managing partner at TAG Strategic. 

 
1.2 Problem field 

Never before has music been more popular than now, however, never before has the revealed 

willingness to pay for music been as low as today (The International Federation of the 

Phonographic Industry (IFPI), Germany 2008). NPD research found that total music 

consumption in the US rose by one third between 2003 and 2007. In contrast, since the late 

1990s the popular music industry has experienced declines in music sales and revenues with 

the turnover of the music industry decreasing 35% from 1995 to 2008 (IFPI, 2009). While file 

sharing and piracy are often times argued to be main reasons for the business decline, many 

times observers claim that the record labels failed to embrace the technological advancements 

stemming from information and communication technologies (ICT) and followed the wrong 

strategies to secure growth. Regardless of the reason for the current industry state, today, 

record companies face more challenges than ever to sell the product of music in a fast-paced 

and increasingly complex marketplace. As consumer behavior and the industry environment 

continuously change through advancements in technology, record labels seek new strategies 

and business models to open up multiple new revenue streams. As the industry evolves, 
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record companies are pressured to develop new sets of strategies aimed at increasing 

profitability and ultimately achieving competitive advantages. These strategies and their 

prospects for success in the dynamic environment of the music industry are the focus of this 

paper. 

In order to analyze strategic organizational behavior in industries characterized by an 

increasing barrage of new products, new technology and shifts in customer preferences, 

blurring industry boundaries for reasons of industry convergence or overlap and time 

pressured decision-making, recent strategy theory has put emphasis on resources internal to 

the firm as the principal driver for competitive advantage. This resource-based view (RBV) of 

organizations suggests that firms have to look inwardly for strategic opportunities in dynamic 

environments (Kostopoulos et al, 2002). Therefore, this theoretical perspective allows for an 

analysis of record companies’ strategies based on the management of resources they control 

and deploy and is consequently an adequate theoretical framework to investigate the dynamic 

popular music industry. As this industry experiences a phase of upheaval, such an analysis 

aims to provide insight into promising future business opportunities for today’s record labels 

and the resources management needed to exploit them. 

 
1.3 Problem formulation 

Based on the description above, this research paper poses the following research question: 

 
In a Resource-based view, will the strategies of today’s record companies lead to competitive 

advantage? 

 
It has to be mentioned, that by approaching organizations from the RBV perspective it is 

almost inevitable that they will appear to have resource-based strategies since all 

organizations to some extent deploy resources. However, this research question probes 

whether record companies are focusing on the right resources, given their competitive 

position within the popular music industry. 

The research focuses on the strategies of record companies in the most important regional 

areas of the popular music industry, namely Northern America, East Asia and Western 

Europe since these three regions combined account for 93,8% of the worlds’ total popular 

music sales (British Phonographic Industry (BPI), 2008). 
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1.4 Design of the report  

The RBV is a theoretical perspective of strategy, which fundamental principle is that the basis 

for competitive advantage of an organization lies predominately in the deployment of bundled 

resources an organization has available for disposal. This theoretical concept allows one to 

describe and analyze the resource selection, accumulation and deployment of firms and 

investigate their support for competitiveness. This theoretical approach is applied to today’s 

record companies in this qualitative and exploratory study. The intention of this paper is to 

present and analyze the strategies followed by record companies in the current popular music 

industry from a resource-based perspective. Furthermore, my work aims at to find possible 

new solutions for record companies to improve their business based on the insight gained by 

this study. 

At first the definitions of key terms in this paper will be put forth. The second chapter 

presents an overview of the theoretical background on which the paper is based on. This 

entails theory on strategy, innovation, organizational change and the role of the customer, all 

within the overarching perspective of the RBV. Following this, chapter three consists of the 

presentation of my research approach, research goal and the method utilized to research the 

field. Additionally the concept, execution and analysis of the data of this study are explained. 

The research is particularly based on expert interviews with industry professionals. In chapter 

four, the structure and current state of the popular music industry as well as new music 

consumption behavior are illustrated. In the next chapter the strategic approaches followed by 

major and independent record companies are analyzed along their selection, accumulation and 

deployment of resources based on the examined interviews. In chapter six, the results of this 

analysis are discussed and evaluated in terms of potentials for competitive advantages before 

the conclusions of this research are drawn in chapter seven. The paper ends with a brief 

outlook for future research. 

 
1.5 Literature on the matter 

When taking a closer look at the research conducted on the music industry some common 

issues can be identified. One central topic of discussion is the impact of the Internet on the 

music industry including piracy, popular music consumption, file sharing and other reasons 

for the sales decline in recorded music (Leyshon et al, 2005; Peitz & Waelbroeck, 2005; 

Sandulli & Martin-Barbero, 2007; Patokos, 2008). Further, many authors have contributed 

detailed descriptions of the history and development of the music industry (Park, 2008) as 

well as raised questions of the future directions for the industry as a whole (Klein, 2008; Fox 
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& Wrenn, 2001). Issues of ownership and intellectual property rights of music and 

copyrighted works in general have also aroused interest for academic research (Andersen et 

al, 2007; Meisel & Sullivan, 2002). 

While literature on the RBV of organizations and strategy predominately exists with respect 

to generally more humdrum industries, the creative industries, more specific the popular 

music industry, have not obtained greater advertence by researchers. However, some 

exceptions can be found. For instance, Gander et al (2002, 2005) have explored the 

management of resources in strategic alliances as well as resource contamination in the music 

industry (2007). Vaccaro & Cohn (2004) have analyzed the evolution of business models and 

marketing strategies in the music industry. Further, Lorenzen & Frederiksen (2005) studied 

innovation, projects and dynamic capabilities in the Danish pop music industry. Mol et al 

(2005) investigated new entry and vertical integration into music publishing. Arguably, one of 

the reasons for this little work from a resource-based perspective on strategies of record 

companies is the fast pace in which the industry moves. It changes every second through 

uploading, downloading and technological innovation. However, since staying current with 

the trends, fads, and technologies and being able to anticipate future changes is vital for 

successful resource management in the field, I believe this element of the popular music 

industry deserves attention. 

IFPI provides an annual holistic overview on the music industry by publishing several 

industry reports with different focuses. Their digital music report from 2009 has been of 

particular interest to me. IFPI offers quantitative data from the music industry as well some 

qualitative examinations of future industry challenges. The fact that IFPI represents virtually 

all record labels makes this an applicable piece of literature for my research. 

A large part of literature, written and visual material dealing with the present strategies 

applied by record companies can be found on various websites, blogs, and in newspapers. 

These publications have no academic ground but are essential to gaining insight and gathering 

understanding of what is actually happening in the music industry today. However, the 

author’s intentions behind such publications have to be considered. 

 
1.6 Definitions 

In the following section I will define and outline the essential and relevant concepts of this 

thesis. It is intended to clarify how I perceive and approach those concepts in relation to the 

research field.  
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1.6.1 Resource-based view of the firm (RBV) 

The resource-based perspective of firms is based on the concept of economic rent and the 

notion of an organization as a collection of capabilities (Kay, 2000). Whereas traditional 

strategy models focus on the organization’s external competitive environment, the RBV 

accentuates the need for a fit between the external market context in which a firm operates 

and its internal capabilities. From this perspective the internal environment of an 

organization, in terms of its resources and capabilities, is the critical factor for the 

determination of strategic action (Hint et al, 2004). In this paper, strategies of today’s record 

companies are researched from the theoretical perspective of RBV. 

 
1.6.2 Resources and competitive advantage 

Seen through the RBV lens, competitive advantage, a condition which enables a company to 

operate in a more efficient or otherwise higher-quality manner than the companies it competes 

with (Business Dictionary, 2009), is achieved through the effective acquisition and utilization 

of valuable resources. According to Helfat & Peteraf (2003), a resource is a tangible or 

intangible asset or input into production that a company owns, controls or has access to. A 

resource is contributing to competitive advantage if it is valuable, rare, imperfectly 

substitutable and imperfectly inimitable and can thus not be competed away by competitors 

(Barney, 1991). 

 
1.6.3 Record companies 

Record companies or record labels make, distribute and market sound recordings. Two broad 

types of record companies can be identified. Firstly, there are the four so-called major labels 

Warner Music Group, EMI, Sony Music Entertainment and Universal Music Group. A major 

label, by industry definition, has a large share of the annual sales of music and has its own 

distribution system. These labels are part of international entertainment conglomerates. By 

contrast, independent labels are record companies, which operate without funding from 

outside the organization or by the major labels.  

 
1.6.4 Business model 

A business model is an expression of a firm’s strategy. It is a description of resources and 

strategies an organization employs to earn the revenue projected in its plans. This is reflected 

in Alexander Osterwalder’s definition: ”A business model is a conceptual tool that contains a 

set of elements and their relationships and allows expressing a company's logic of earning 
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money. It is a description of the value a company offers to one or several segments of 

customers and the architecture of the firm and its network of partners for creating, marketing 

and delivering this value and relationship capital, in order to generate profitable and 

sustainable revenue streams“ (2004, p.15). 

 
1.6.5 Innovation 

Innovation is closely related to the RBV as well as the concept of business models. In this 

paper, it shall be understood as involving deliberate application of information, imagination 

and initiative in deriving greater or different value from resources, and encompasses all 

processes by which new ideas are generated and converted into useful products (Business 

Dictionary, 2009). The concept of innovation is critical to a firm’s ability to reach competitive 

advantage (Kostopoulos et al, 2002). In the popular music industry, where markets are 

characterized by high uncertainty, innovation can be described as experimentation (Lorenzen 

& Frederiksen, 2005). 

 
1.6.6 The product of music 

Music has attributes, which distinguishes it from other consumer products, as its original form 

is not physical. Edgard Varèse defined music as organized sound (Goldman, 1961). It can be 

detached from physical sound carriers and administered freely. Music can also be classified as 

an experience good. According to Nelson (1970), key characteristic of an experience good is 

that its value in terms of quality and price is better known after having consumed it.  

 
1.6.7 Digitization 

In my research paper digitization is seen as the integration of digital technologies into 

everyday life by the conversion of analogue information in any form to digital form with 

suitable electronic devices so that the information can be processed, stored, and transmitted 

through digital circuits, equipment, and networks (Business Dictionary, 2009). As a result of 

this development, demand in the music industry is increasingly becoming digitized. With the 

Internet freeing information from temporal and geographic constraints and reducing the costs 

of moving information across space to practically zero, an increased difficulty to control the 

flow of information as a consequence can be observed. 
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Chapter 2 - Theory 
 
In the following part, the theoretical foundation of this paper shall be presented. At first the 

overarching theory of strategy and more specifically RBV is portrayed, then additional 

theoretical knowledge on innovation, organizational change and the role of the customer will 

be presented, all within the overall theoretic framework of the RBV. As there exist no theories 

specifically geared towards strategy in the popular music industry, concepts of broad 

applicability to industries and have been chosen.  

 

2.1 Strategy 

In general, a company’s strategy is developed on a planning level dealing with vision, goals 

and objectives and addresses key analogical problems as for example how to earn money in a 

sustainable way and reach a state of competitive advantage.  

Grant (2005) lists four common elements in successful strategies: long-term, simple and 

consistent objectives, a profound understanding of the competitive environment, an objective 

appraisal of resources and an effective implementation. He characterizes strategy as the link 

between a firm consisting of its goals and values, resources and capabilities as well as its 

structure and systems and its external environment. The core of its external environment 

comprises competitors, customers and suppliers. For a strategy to be successful, it must be 

consistent with the characteristics of the company’s external environment, and with the 

characteristics of the company’s internal environment. 

Furthermore, one has to distinguish between corporate strategy and business strategy. 

Whereas the former defines the scope of the firm in terms of the industries and markets in 

which it competes, the latter is concerned with how the firm competes within a particular 

industry (Grant, 2005). In order to thrive within an industry, it must create a competitive 

advantage over its rivals (Porter, 1998). To do so Hamel & Prahalad (1990) argue it is 

essential for an organization to know its core competencies, in other words a firm has to know 

the one or two things it can do better than any competitor. This research paper will mostly 

deal with actors in the popular music industry in terms of business strategy. 

The strategic management within an organization can serve several purposes. The overall 

purpose is the assessment of organization and the environment in order to meet the long-term 

objectives of the organization (Alkhafaji, 2004). Besides, it can serve as decision support 

(Grant, 2005), coordinating device (Wilson, 1994) and as a target or strategic intent (Hamel & 

Prahalad, 1990). The latter is an essential element of strategic management since besides 
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giving solutions to overcome current problems it also looks to the future and foresees 

business value, eliminates possible risks and adapts to changing market trends. Thus, the 

anticipation of change is key to strategic management (Katsaros & Christy, 2005). 

How do organizations create their strategies? Mintzberg & Waters distinguish between 

intended, realized, and emergent strategies. Strategy conceived by the top management is 

intended strategy, resulting from bargaining, negotiation and compromising processes within 

the company. The actual strategy that is implemented, the realized strategy, is only partly 

related to the intended strategy and primarily determined by the decisions that emerge from 

the complex processes in which managers interpret the intended strategy and adapt to 

changing external circumstances, the emergent strategy. The role of this emergence relative to 

design in the formulation of strategy increases as the business environment becomes more 

volatile and unpredictable (1985). 

 
2.1.1 Resource-based view of the firm 

From a resource-based-view of the firm, it is of high importance to take a close look at the 

internal organization of a company and its resources in order to understand how competitive 

advantage is determined within firms (Wernerfelt, 1984). In other words, the central premise 

of RBV addresses the fundamental question of why firms are different and how firms achieve 

and sustain competitive advantage by deploying their resources (Kostopoulos et al, 2002).  

The original idea of viewing a firm as a bundle of resources can be traced back to Penrose 

(1959), who argues that it is the heterogeneity, not the homogeneity, of the productive 

services available from its resources that give each company its unique character. The view of 

the firm’s resources heterogeneity is the basis of the RBV and was advanced by Wernerfelt 

(1984), suggesting that the evaluation of companies in terms of their disposable resources 

could lead to different insights from traditional perspectives that view competitive advantage 

as a rather external paradigm and argue that the alignment of a firm to its external 

environment is the main determining factor for a firm’s profitability (Andrews, 1987; Porter, 

1985). Barney (1991) developed a framework for the identification of the properties of firm 

resources needed for the generation of a sustainable competitive advantage. The properties 

include whether resources are valuable, rare among a firm’s current and potential competitors, 

inimitable, and non-substitutable. If resources have these characteristics they can be seen as 

strategic assets. Subsequently, this notion has been adopted by many researchers (Amit 

&Schoemaker, 1993; Peteraf, 1993; Rumelt, 1984; Dierickx & Cool, 1989) and expanded to 

include the properties of resource durability, non-tradability, and idiosyncratic nature of 
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resources. 

The RBV can be depicted as an “inside out” process of strategy formulation. A central thrust 

is the contribution of core competencies as strategic assets, which will be the continuing 

source of new products and services through whatever future developments may take place in 

the market, which by their nature, are not known (Connor, 2002). The emphasis of the RBV 

approach to strategic management decision-making is on the strategic capabilities as basis for 

superiority of the firm rather than attempting to constantly ensure a perfect environmental fit. 

Resources are the specific physical, human, and organizational assets that can be used to 

implement value-creating strategies. Capabilities present the capacity for a team of resources 

to perform a task or activity (Grant, 1991a). In other words, capabilities present complex 

bundles of accumulated knowledge and skills that are exercised through organizational 

processes, which enable companies to coordinate their activities and make use of their assets 

(Day, 1994). According to Collis (1994), capabilities are always vulnerable to be competed 

away by a competitor’s higher-order-capability amongst other limitations such as erosion or 

substitution. Intangible assets are central to the RBV approach to understanding competitive 

advantage since they cannot easily be acquired or imitated, in contrast to tangible assets. Hall 

(1992) identified the relevant intangible assets as know-how, product reputation, culture and 

networks as main contributing factors to the overall success of a firm. Thus, the asymmetric 

performances between heterogeneous companies are very much driven by the intangible 

strategic assets. Adding to this notion, Lovas & Goshal (2000) conclude that firms have to 

achieve a synergy between exploitation and creation of human and social capital as intangible 

assets in order to obtain better performances in the long run. 

 
Grant developed a practical framework for a resource-based approach to strategy consisting of 

the identification of resources and capabilities, their potential for achieving competitive 

advantage with appropriable return, the strategy selection and the consequent identification of 

resource gaps. See figure 1. 
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Fig. 1: A resource-based approach to strategy analysis: a practical framework (Grant, 1991). 

 
From the resource-based perspective it is embraced that firms are heterogeneous in respect to 

their resources, capabilities and endowments (Teece et al, 1997). Drawn from this notion, 

theorists have concluded that when organizations have resources that feature the 

characteristics of being rare, valuable, perfectly inimitable and non-substitutable, they have 

the opportunity to achieve sustainable competitive advantage (Wernerfelt, 1984; Barney, 

1991). However, in situations shaped by rapid and unpredictable change, as the case in the 

popular music industry, the RBV does not adequately explain why certain firms have a 

competitive advantage. Here, dynamic capabilities become the source of sustained 

competitive advantage (Teece et al, 1997). Eisenhardt & Martin define dynamic capabilities 

as “the firm’s processes that use the resources – specifically the processes to integrate, 

reconfigure, gain and release resources – to match and even create market change. Dynamic 

capabilities thus are the organizational and strategic routines by which firms achieve new 

resource configurations as markets emerge, collide, split, evolve, and die” (2000, p.1107). 

The value of dynamic capabilities for competitive advantage lies in their ability to alter the 

resource base and thus create new value-creating strategies. Further, while dynamic 

capabilities are idiosyncratic in their specifics, they exhibit commonalities in key features 
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across effective firms since there are more or less effective ways to execute particular 

dynamic capabilities. This can be termed as “best practice”, which implies equifinality, 

meaning that while firms end up with capabilities that are similar in terms of key attributes, 

there exist multiple paths to the same dynamic capabilities (Eisenhardt & Martin, 2000). In 

other words decision makers are the architects of their environments. This idea is supported 

by the findings of Jennings & Seaman (1994), who found no single best organization structure 

determining the success or failure of a selected strategy. 

 
In a shifting competitive environment dynamic capabilities can be characterized as simple, 

experiential, unstable processes dependent on quickly created new knowledge and iterative 

execution to produce adaptive, but unpredictable outcomes (Eisenhardt & Martin, 2000). The 

notion that dynamic capabilities are substitutable because they need to have key attributes in 

common to be effective, allows Eisenhardt & Martin to conclude that dynamic capabilities are 

not themselves sources of long-term competitive advantage, which in dynamic markets is 

only infrequently achieved. Rather, it is argued that long-term competitive advantage, or more 

realistically series of temporary advantages, lie “in the resource configurations that managers 

build using dynamic capabilities, not in the capabilities themselves. Effective dynamic 

capabilities are necessary, but not sufficient, conditions for competitive advantage” (p.1117, 

2000). Related to Dierickx & Cool dynamic capabilities cannot readily be bought on input 

markets, but have to be “built” or accumulated through a consistent time pattern of 

expenditure or flows (1989).  

According to Dierickx & Cool (1989) firms can acquire tradable inputs to implement a 

strategy in corresponding factor markets. However, some factors are not traded on open 

markets, therefore factor markets are not complete. The deployment of assets acquired on 

open markets does not entail a sustainable competitive advantage, precisely because they are 

freely tradable. Thus the accumulation of non-tradable assets is key to achieving competitive 

advantage. As mentioned above firms are constrained to build these assets. The sustainability 

of a firm’s asset position is dependent on how easily their assets can be imitated or 

substituted. Imitation, the accumulation of similar assets by competitors, is determined by the 

asset accumulation process exhibiting the properties of time compression diseconomies, asset 

mass efficiencies, interconnectedness, asset erosion and casual ambiguity. Substitution 

threatens to make the original asset stocks obsolete since they no longer create significant 

value. Additionally, assets can be differentiated between asset flow and asset stock. An asset 

flow is a firm resource that can be obtained or adjusted immediately. An asset stock is a firm 
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resource which cannot be adjusted immediately and which is build up over time (Dierickx & 

Cool, 1989). Moreover, Black & Boal argue, that not only resources’ inherent traits of 

tradability and acquisition but also the relationships between resource factors, which consist 

of either simple or complex networks, determine a resource’s support of sustained 

competitive advantage (1994). 

In an environment characterized by constant change, companies face the challenge of 

continuously having to develop, acquire and upgrade their resources and capabilities in order 

to maintain competitiveness and growth. Key to this is the identification of the origin of 

resources and capabilities that determine the company’s sustainable competitive advantage. 

The resources and capabilities a firm possesses are a product of the strategic choices and 

resource commitments by the firm as well as external factors such as the industry structure, 

competitor’s behavior or the economic, social and technological environment (Amit & 

Shoemaker, 1993). 

In sum, based on firms’ resource heterogeneity, resource selection, accumulation and 

deployment determine sustained competitive advantage from resource-based perspective 

(Kostopoulos et al, 2002). See figure 2. 

 

 
 

Fig. 2: Sustainable advantage and RBV (Kostopoulos et al, 2002). 

 
2.1.2 Strategic consequences 

The process of diversification is a logical consequence on the business strategy level, since 

firms seek to earn economical rents on the potentially multiple-use of resources, which are in 

excess of the needs of core activities (Wernerfelt, 1989). Longevity and transcendence of 

intangible strategic assets in any industry are the basis, not for product/market specific 

strengths of the firm in a particular setting, but for the source of competitive products and 

services over time (Hamel, 1994). 
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The notion of resource heterogeneity across firms also results in the possibility that 

collaborations between organizations can allow mutually beneficial resource combinations 

through the transfer of, or access to, the assets and or capabilities of respective firms. 

However, achieving mutually beneficial alliances between firms has its hazards. Theory of the 

management of knowledge-based resources in collaborations states that when organizations 

agree to co-operate, partners can potentially use the alliance to appropriate or copy combined, 

competitively valuable resources (Balakrishnan & Koza, 1993). Further, resource 

contamination may occur, a process where incompatible resources may be transferred into or 

accessed by partner firms and consequently lowering the value of their own resources 

(Gander et al 2005, 2007). 

In general, the capabilities approach depicted above indicates that firms will find business 

opportunities and be able to quickly respond to market challenges in innovative ways if they 

take a close look inside themselves and at it’s industry environment. As Teece et al (1997) 

argue, organizing effectively and efficiently to embrace new opportunities are more 

fundamental to wealth creation than engaging in more traditional strategic business conduct 

that keeps competitors off balance, raises rival’s costs, and excludes new entrants.  

 
2.1.3 Managers deploying resources and capabilities 

The decision makers in positions to direct firms in specific strategic directions are key drivers 

of a firm’s success and can be viewed as strategic assets themselves. Effective strategic 

management features attributes such as agility, creativity and fast decision-making (Alvarez 

& Barney, 2000). Managers deploy firm resources and capabilities within the industry setting, 

thus create value and advantage by focusing on the imperfections of organizational and 

market processes (Whittington, 1994). Thus the central role of managers is to ensure that 

firm’s have a certain degree of adaptability by utilizing their experience and game skill in 

fitting strategic assets to elusive and mutating environmental settings. For Ghemawat & 

Ricart (1993), the ability of the firm to use information to learn about the possibilities for 

developing new products, processes, or capabilities is substantial to dynamic efficiency and 

essential for achieving strategic advantage. This perceptiveness in interpreting environmental 

signals and enabling firms to recognize the intrinsic value of resources and to develop novel 

strategies is what Collis phrased as metaphysical strategic insights (1994, p.145). 

Nevertheless, it is important to note that differing responses by managers will have a 

multitude of causes, resulting largely as a consequence from different viewpoints, but also 

affected by uncertainty, bias, confusion and experience amongst others. Olivier (1997) thus 
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argues that bounded rationality plays part in any decision-making process. Even if decisions 

about strategy are based upon a rational analysis of strategic assets, they will always be made 

in distinctive institutional environments with their own norms and values. 

 
2.2 Resource-based view of the firm and innovation 

Innovation is considered a key driver of the economy, as it involves the deliberate application 

of information, imagination and initiative in deriving greater or different value from resources 

and encompasses all processes by which new ideas are generated and converted into useful 

products (Business Dictionary, 2009). 

To achieve innovation and consequently create competitive advantages over competitors is a 

common goal across firms. It is vital to understand the implications for innovation stemming 

from resource-based strategies applied by firms. Particularly for the popular music industry, 

an environment characterized by high uncertainty and short product life cycles, innovative 

capabilities are highly relevant since they lead to new business opportunities for record 

companies by developing new products, new distribution channels and new ways of reaching 

the target customer. As mentioned-above, in the popular music industry innovation can be 

described as experimentation (Lorenzen & Frederiksen, 2005), meaning that economic agents 

undertake learning and search processes, and successes are separated from failures through 

selection processes (Carlson & Eliasson, 2001). As the creation of new music by the artists 

can be seen as an invention, innovation in the popular music industry is rather product 

innovation in order to exploit the music (Lorenzen & Frederiksen, 2005). 

The RBV of the firm allows research of the innovation activities and performances in terms of 

organizational resources and capabilities (Dosi, 1988). This perspective premises that 

organizational resources and capabilities regulate the innovative capacity of a firm. 

Furthermore, resources are assumed to provide the input that in turn is combined and 

transformed by capabilities to produce innovative forms of competitive advantage. Based on 

the assumption that firm’s resources are heterogeneous, the RBV emphasizes a firm’s 

opportunity to produce innovative output with increased future value, since the whole 

innovation process is routed in combinations of strategic assets that are specific to firms and 

consequently difficult to imitate for competitors. 

Kostopoulos et al (2002) determine different organizational resources and capabilities, which 

have a positive influence on the firm’s capacity to innovate. Initially the determining 

resources shall be presented before I turn to the capabilities. 
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2.2.1 Resources determining a firm’s capacity to innovate  

First, the availability of financial resources in the form of external or internal funds has a 

major influence since it expands or limits firm level innovation. Second, carrying out 

innovative activities in many cases requires a minimum prior investment in sophisticated 

technical equipment since this will raise the possibility of producing innovative output of 

increased value for the firm in form of unique products, and for its customers through 

increased quality. Thus, technical resources present a crucial resource (Kostopoulos et al, 

2002). However, it has to be mentioned that in the music industry technical resources are 

more relevant for the exploitation of the musical product, rather than for the creation of new 

music. Third, intangible resources in the form of highly qualified human capital and the 

firm’s stock of knowledge (explicit or tacit) are necessary strategic resources in order to enjoy 

success through innovation. See figure 3. 

 

 
Fig. 3: Resources determining a firm’s capacity to innovate (Kostopoulos et al, 2002). 

 
2.2.2 Capabilities determining a firm’s capacity to innovate  

Organizational capabilities represent the firm’s capacity to coordinate, put in productive use, 

and shape inputs provided by resources into innovative outputs (Collis, 1994). Kostopoulos et 

al (2002) put forth the five most relevant distinct capabilities. 

The articulation of a long-term vision for the firm aiming at higher growth through the 

introduction of innovative products, services and technologies at the expense of short-term 

profit maximization is essential for a firm’s capacity to innovate. Kostopoulos et al call this 

first capability entrepreneurship. Second, the capability of learning enables companies to 
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create new knowledge, recombine existing knowledge and skills, and adapt to changing 

market conditions. Third, sense and response capabilities give a firm the competence to 

rapidly sense and identify changes in the environment, conceptualize a response to that 

change, and reconfigure resources to execute a response. This capability enables firms not 

only to innovate better, but to innovate one step before the competition. Fourth, the 

implementation and exploitation of innovation needs marketing skills. This entails the 

important capability to cultivate integration and interaction between marketing and R&D 

functions (in the music industry: A&R functions) in order to facilitate information flow within 

and between departments, accelerate the innovation process and achieve successful 

innovation output (Souder & Jenssen, 1999). Fifth and last, dynamic capabilities, as described 

above in the firm’s ability to integrate, build, and reconfigure internal and external 

competences to address rapidly changing environments, are stated (see fig. 4). The most 

important dynamic capabilities through which available stocks of resources can be combined 

and transformed to produce new and innovative forms of competitive advantage are 

coordination/integration, learning and transformation (Teece et al, 1997). 

 
Fig. 4: Capabilities determining a firm’s capacity to innovate (Kostopoulos et al, 2002). 

 
It shall be noted, that in the music industry with its ambiguous consumer demand and volatile 

markets, product innovation is often project-based since competences are widely distributed 

(Lorenzen & Frederiksen, 2005). 
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At last, RBV and innovation stand in a mutual beneficial relationship. Whereas RBV expands 

the knowledge on the factors that determine the firm’s capacity to innovate, innovation is also 

a mechanism the firm can use to regenerate its assets. Thus, the creation of sustained 

advantage through this relationship is enforced in two ways. While the firm is able to produce 

innovative output of increased value, the implementation of innovations enables firms to 

establish new stocks of specific assets competitors will find hard to replicate rapidly 

(Kostopoulos et al, 2002). 

 
2.2.3 Organizations in the creative industries 

It is important to note that companies in the creative industries, compared to rather 

conventional organizations, often possess different characteristics concerning the organization 

of work and activities. These differences can be attributed to the specific challenge of 

managing creativity (Hesmondalgh, 2007). Mentioned by Davis & Scase (2000) there are four 

ideal types of cultural industry organization, based on how firms control and coordinate work. 

First, commercial bureaucracies, feature a high degree of formalization of coordination and 

control, close performance monitoring and a strong focus on being a profitably functioning 

organization. Major labels can be categorized as such. Second, traditional/charismatic 

bureaucracies are often small businesses, achieving a great standard of coordination through 

shared values and charismatic leaders, who usually are owner-managers. Independent labels 

mainly fit to this type of firms. Cultural bureaucracies are commissioned by the public to 

fulfill a task. Lastly Davis & Scase characterize network organizations as companies, which 

tend to be too small for formal coordination or control and operate in networks with other 

companies. According to Carnall (2002) network organizations are emergent companies, 

based on upon a horizontal and value added metaphor. The concept of networking as well as 

inter-organizational collaboration becomes increasingly relevant as organizations become 

more and more interdependent through complex intercommunicative structures of licensing, 

financing and distribution (Hesmondalgh, 2007).  

The above-mentioned characteristics of companies in the cultural industries shall be kept in 

mind as I consecutively turn to the concepts of strategic organizational change within an 

institutional framework integrated in the RBV of the firm. 

 
2.3 Strategic organizational change, institutional theory and RBV 

Like virtually all-existing industries, the industry of recorded music is also facing the 

challenges a globalised world constructed by ICT is presenting. In such a technological 
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sophisticated and continuously changing world, dealing and coping with fast pace changes is 

crucial for organizations in order to avoid the pitfalls of the increasingly competitive, risky 

and unpredictable business environment.  

When integrated in the RBV, theory of strategic organizational change within an institutional 

framework offers insight about the context and processes of a firm’s resource management 

(Olivier, 1997; Bloodgood & Murrow, 2000), and therefore supports my analysis of record 

companies in the popular music industry. Strategic change shall be defined as actions that 

“enable the organization to take advantage of important opportunities or to cope with 

consequential environmental threats” (Gioia & Chittipeddi, 1991, p. 433).  

 
2.3.1 Institutional framework 

Institutional theory (DiMaggio & Powell, 1983) states that an organization’s actions are the 

result of competition for legitimacy among competitors and resource-providing constituents. 

Socially constructed belief systems become institutionalized in organizations and their 

structure (Scott, 1987). In an attempt to maximize their legitimacy, stability, and chance for 

survival (Zucker, 1987), organizations incorporate environmentally embedded and 

institutionally rationalized rules to their structures, thus displaying their conformity to 

institutional environments (Granovetter, 1985). Organizational fields, consisting of 

organizations that interact and influence each other, are the institutional environments that 

organizations concern themselves with (DiMaggio, 1986). An organizational field represents 

the totality of relevant actors for an organization such as customers, suppliers, competitors or 

regulatory organizations (DiMaggio & Powell, 1983). The mutually influencing process of 

structuration (Giddens, 1979) is an essential characteristic of organizational fields as they 

influence the companies within them while simultaneously being structurally influenced by 

the companies. Organizational fields influence how managers perceive variables such as 

uncertainty, determinism, resources and choice. Theses managerial perceptions are in turn 

influencing the strategy-making process by forming the range of change strategies that will be 

considered for implementation. The resulting outcome of the strategic change process impacts 

the organization and its field through the shared interactions and perceptions of other 

members of the field (Bloodgood & Murrow, 2000). According to institutional theory, as the 

process of organizational change occurs firms become more similar in order to obtain 

legitimacy and increase the likelihood for survival. This process of isomorphism leads to 

perceived stability by the firms since they can rely on established actions, because they tend 

to mimic firms they view as legitimate (Bloodgood & Murrow, 2000). However, this 



J. Rottgardt               ‘Strategies of Today’s Record Companies from a Resource-Based View’  
  
 

 22 

development does not necessarily result in organizations being organized in the best possible 

way (Meyer & Rowan, 1977). 

 
2.3.2 Strategic change and the perception of resources 

Bloodgood & Murrow (2000) examined how managerial perceptions of the characteristics of 

resources can guide their decision-making regarding strategic change. Additionally they 

provide a categorization of possible change strategies from a resource-based view of the firm. 

Institutional forces within an organizational field shape the economic rational of managers, 

thus also firms’ resource management. As mentioned above, the RBV identifies the benefits 

of resources based on certain characteristics (Barney, 1986). 

Managers’ perceptions of resource characteristics are influenced by organizational fields and 

therefore also influence strategic decision-making processes. As managers think about 

potential resource adjustments within the organization, they use institutionally derived 

perceptions of those resources. In addition, besides impacting the perceptions of resource 

value, organizational fields also influence other attributes of firm resources such as 

distinctiveness, inimitability, and non-substitutability (Bloodgood & Murrow, 2000). 

If firms’ actions are believed to be effective, other firms will try to imitate them or acquire 

similar resources (Fligstein, 1991). As long as valuable resources are readily available on 

factor markets, they will not, by themselves, lead to a sustainable competitive advantage by a 

firm (Barney, 1986). Instead, companies must uniquely reconfigure or combine resources 

obtained in factor markets with existing resources or use resources developed internally to 

reach sustainable competitive advantage (Dierickx & Cool, 1989). Resources evolving within 

the firm mirror its singularity, are idiosyncratic and hence harder to imitate for others. This 

inimitability of rearranged and altered resources or resources developed within the firm are 

mainly founded on the tacit knowledge, which is used to create and utilize the resources 

(Mahoney, 1995; Reed & DeFillippi, 1990). Tacit knowledge is knowledge that cannot be 

transferred to another person by being written down or verbalized, developed through 

complex social interactions and therefore difficult to copy (Hall, 1992). The more a resource 

is based on one of a kind tacit knowledge, the more the resource can enable a firm to achieve 

sustained competitive advantage since competitors face causal ambiguity when trying to 

understand a firm’s competitive advantage. Through their work with resources, employees 

develop tacit knowledge from them. Hence, Bloodgood & Murrow (2000) argue that existing 

resources offer the advantage of inherent tacit knowledge, which if appropriate for respective 

conditions, may provide the means to sustain a competitive advantage. In contrast the use of 
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new resources does not rely on tacit knowledge. Here the valuable knowledge accessed by 

firms is explicit and thus cannot be seen as inimitable. 

 
Conditions within organizational fields can change, making the existing way of conducting 

business obsolete or giving rise to previously unforeseen opportunities. From a RBV 

perspective Bloodgood & Murrow (2000) suggest that managers have four choices when 

faced with the need to change.  

First, despite perceiving the need for change, managers may choose to continue to do business 

as usual, which prevents the company from improving its response to perceived opportunities 

and threats. The value of the explicit and tacit knowledge available to a firm applying this 

strategic approach is low since its current resources do not allow for an effective response to 

change. Consequently, this strategy will at most result in competitive parity because it does 

not enable the firm to obtain or maintain a competitive advantage.  

The second strategy an organization might choose to follow is the reconfiguration of existing 

resources. This approach offers a chance to exploit some tacit knowledge present it its 

existing resources in order to capitalize opportunities or handle threats in the environment. 

Altering the way some resources are deployed reduces the existing tacit knowledge inherent 

in these resources, making it more difficult to sustain a competitive advantage from these 

resources. However, much of the tacit knowledge can remain. The reconfiguration of 

resources results in additional costs but at the same time it provides the firm with the potential 

for effective responses to changing conditions. 

The third path managers might follow is the reconfiguration of new resources with the firms 

existing resources. On one hand this strategy offers increased explicit knowledge exploitation 

by acquiring new resources, but on the other it reduces tacit knowledge even further. The 

integration and reconfiguration of new and existing resources can be a cost intensive process. 

However, some theorists argue that the reconfiguration of these resources offers the firm the 

opportunity to exceed factor market expectations and reap benefits not recognized by its 

competitors (Barney, 1991; Dierickx & Cool, 1989). 

Fourth, organizations may attempt to maintain competitiveness through the sole acquisition of 

resources without reconfiguring them. This strategy is not based on tacit knowledge and 

provides no additional explicit knowledge in excess of that already perceived by competitors. 

Following this strategy bears acquisition costs not existing in the business as usual strategy, 

but the additional costs are most likely lower than the costs of strategies including the 

reconfiguration of resources. The response to change with this is very limited since firms 
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acquire resources also available to other organizations and deploy them merely in ways they 

were intended. 

On a more general level organizational change can arise from stimuli external to an 

organization as well as internal to an organization and refers to the rearrangement of structural 

relationships and roles in a firm (Singh, 2005). Seen from an RBV perspective this can also 

include the rearrangement of resources. Changes in the external environment of an 

organization challenge its stability through lowered predictability of the businesses future. 

Thus, Watkins & Marsick (1993) conclude that organizations have to adopt a continuous 

learning and change perspective including flexible and farsighted workforces in order to 

survive in a fast pace environment. However, organizational change, be it strategic or not, 

presents a constant and risky challenge to companies.  

 
2.4 The role of the customer in RBV 

The RBV has extensively drawn on the work of Penrose (1959) in respect to the notion that 

the direction and success of diversification depends on a few key resources possessed by the 

firm. Zander & Zander (2005) have called attention to Penrose’s notion of a so-called “inside 

track” which allows the firm to sense and exploit a succession of new product ideas among its 

established customers. It is argued that, besides the possession and deployment of internally 

controlled different resources, the external role of customers is also important to a firm’s 

strategy and its goal to generate sustained competitive advantage. Four aspects of using 

established customers to achieve sustainable competitive advantage and long-term growth are 

conceptualized:  

1.  Inside access to information about emergent customer needs, 

2.  Assimilation and exchange of customers’ knowledge through joint problem-solving 

activities 

3.  Rapid assimilation of new and previously unexploited skills and resources 

4.  Protection against imitation through time-compression diseconomies and causal 

ambiguity.  

Derived from this notion firms may draw upon customers as sources of new ideas and 

problem-solving capabilities, and flexibility in the assimilation of new skills and resources. In 

result, they are not necessarily locked into internally controlled skills and resources for 

strategy and growth purposes (Zander & Zander, 2005). A thorough understanding of the 

target customer segment and their consumption behavior gives organizations important 

strategic insights. Furthermore, a healthy relationship between the organization and its target 
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customers is highly important for a businesses’ success. From this perspective, customers 

provide a complementary element to the RBV in understanding the origins of sustainable 

competitive advantage and sustained growth that is also relevant for record companies as they 

maneuver through an environment with constantly transforming consumption behaviors. 

 
So far, the overarching theory of RBV and its implications for innovation, strategic 

organizational change as well as the complementary customer element have been established. 

In the next step I will turn to the research methods employed in this research. 

 
Chapter 3 - Methodology 
 
This paper considers itself as a qualitative and inductive study following a grounded theory 

approach (Glaser & Strauss, 1967). On the following pages the research approach, the 

research goal and its operationalization is depicted as well as the choice of method described 

and justified. 

 
3.1 Chosen research approach 

As depicted above, there has been little literature explicitly dealing with record companies’ 

strategies in terms of resources. For this reason, it was decided to conduct an exploratory 

study with qualitative methods on the resource-based strategies applied by record companies. 

In order to obtain general information and gain a range of insight on the specific issue, a 

systematic three-month screening of several popular music industry websites and web-logs 

and additional semi-structured expert interviews with industry professionals were chosen as a 

method for data collection. In doing so, I follow the ‘traveler’ concept of knowledge 

formation (Graham, 2005) and refer to a post-modern social constructive understanding. 

 
3.2 Methodical concept, implementation and analysis process 

In order to gather information on the research topic, initially, news and content of ten popular 

music industry websites and web-logs have been observed. Web-logs or blogs are websites 

containing a series of frequently updated, reverse chronologically ordered posts on a common 

web page (Bar-Ilan, 2005; Herring et al, 2005). The ten specific web-sources were chosen as a 

result of pre-research, which rendered them as relevant music industry sites. A list of the 

websites and blogs used for this research can be found in appendix 1. A special focus was put 

on interviews with major and independent label executives published on those sites during the 

time period of this research. These sources are labeled with continuous numbers (A1; A2; 
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A3…) and listed in appendix 2. To triangulate the findings from the online research, 

qualitative data from semi-structured problem focused interviews with record company 

executives from an earlier research I was part of have been analyzed. As a condition for 

access and to ensure the confidentiality of the reported information, the names of these 

interviewed industry professionals have been made anonymous. These sources are also 

labeled with continuous numbers (B1;B2;B3…) and can be found in appendix 3. Quantitative 

data has influenced this research through secondary evaluation of several IFPI reports from 

various territories. These findings shall be interrelated to the qualitative data collected through 

the online research and semi-structured interviews.  

The Internet offers information and data in the widest range of quality, written by authors of 

the widest range of authority. In order to avoid dubious resources the online information used 

in this research has been evaluated in terms of authorship, publishing body, bias, referability 

to other sources, accuracy and currency, to the greatest extent possible. The approach taken 

resembles in many ways the online research method of netnography (Kozinets, 2002). This 

qualitative, interpretive research methodology adapts the traditional, in-person ethnographic 

research technique to the study of online cultures and communities. These resources offer the 

possibility to gain a broader picture of record companies strategies as they offer multiple 

perspectives and access to hard to obtain information. Additionally, besides providing a 

publicly available, low-cost, and instantaneous technique for collecting substantial amounts of 

archived textual data (Hookway, 2008), blogs enable access to populations otherwise 

geographically or socially removed from the researcher (Hessler et al, 2003).  

In spite of the above-mentioned advantages of online sources, the validity and reliability of 

these secondary sources cannot be completely evaluated. Therefore, the data collected 

through the conducted interviews serve to triangulate the online findings and to minimize 

possible bias in the data. This methodical concept offers multiple sources of evidence 

converging on the same set of facts or findings, resulting in higher validity of the claims made 

in this research (Yin, 2002). 

 
Conducting semi-structured problem focused interviews is a tool for collecting data. 

(Diekmann, 2002). The aim of the procedural method of the qualitative interview technique is 

to capture attitudes, motives and points of view in a differentiated manner, which is only 

limited with the use of standardized procedures of data collection. Therefore, this type of 

interview is an adequate method for a scientific examination of the research object.  

Data of eight interviews with record label executives from Denmark, Germany, France, Spain, 
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Japan and the USA, conducted during an earlier research project I was part of in 2008 have 

been used for this study. These interviews were aimed at the transformation in labels’ 

business models due to digitization. Since business models can be viewed as an expression of 

strategy these interviews offered adequate information for the research question of this paper.  

In the set of semi-structured interviews, the sample of experts, who constitute the interview 

partners have not been chosen randomly, but represent a deliberate sample (Schnell et al, 

1999). Because of this concerted assortment of different international representatives with 

long time experience in the popular music industry, different perspectives on the analyzed 

topic are achieved. Among the interviewees were three independent labels’ executives, three 

major label executives and two managers whose main task fields are marketing/promotion 

and distribution. The latter two interviewees were included since marketing and distribution 

are core areas of record companies. Difficulty was experienced in finding appropriate job 

descriptions for interview partners from independent labels since many of them engaged in 

business in multiple operational areas within the popular music industry.  

Research in the popular music industry ahead of this study as well as already established 

contacts by the author, determined the selected interviewees. All of the requested interview 

partners responded with immediate interest in an interview and no rejection occurred. All 

interviews except for two, were conducted face-to-face in order retain the possibility of direct 

inquiry during the interview. After the eight interviews, no significant new insights emerged 

and themes increasingly repeated themselves, which indicated that theoretical saturation had 

been reached (Glaser & Strauss, 1967). All interviewed experts were initially contacted 

through email or phone in the forefront of the research in order to explain the topic of the 

study, answer potential questions and establish a certain level of trust between the interviewer 

and the researcher. However, since most contacted interviewees had personal relationships to 

the researcher, trust as well as honesty during the conversations was assumed. I am aware that 

these relationships could also be a possible source for bias, since it could affect the 

willingness to share delicate information.  

In the set of semi-structured problem focused interviews, Alexander Osterwalder’s business 

model concept (2004) served as the foundation of the operationalization. The face-to-face 

interviews took place either in the apartment or the workplace of the interviewees. This 

allowed for an interview in a trusted environment for the questioned persons. The interviews 

were recorded with the agreement of the interviewed individuals and later loosely transcribed 

as well as summarized. Immediately after the interviews, notes regarding the place and 
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circumstances of the interview were taken. Regarding the transcriptions of the recorded 

interviews, I abstained from a detailed notation-system since the statements in respect to 

content are at the core of this research and such a procedure would go beyond the scope of 

this study.  

Basic methods of qualitative data analysis have been utilized. The analysis followed the 

theoretical propositions, which led to the research question. My analysis consisted of 

recognizing patterns in the data, generating ideas on what these patterns possibly mean, and 

exploring potential meanings in the data (Esterberg, 2002). At first, the evaluation started by 

the allocation of parts of texts gathered from the online sources and interviews to categories 

through focused coding. These categories mainly refer to the theoretical background of the 

study. Subsequently, the statements on different categories made by industry professionals 

were analyzed and interrelated in regards to similarities, differences and contradictions, and if 

possible empirically generalized. This approach enabled me to sufficiently describe the 

resource-based strategies followed by record companies and then later assess their 

appropriateness. After the analysis of the information gathered online and through the set of 

semi-structured interviews, the most important findings were discussed with one additional 

industry professional in order to raise the validity of the resulting claims and to minimize my 

possible own bias. 

 
This paper orients itself to the common procedures in social sciences, so that every quality 

factor in data collection and analysis was followed and thus reliability, validity and 

generalization of interpreted results is given (Lamnek, 1995). As mentioned above, I only 

intend to give theoretical propositions in regards to the information collected, since this paper 

can only present an extract of the popular music industry at the time of the research. 

  
Chapter 4 - The popular music industry 

 
In this part of the research paper I will illustrate the present situation of the global recorded 

popular music industry based on collected information and empirical data. At first the popular 

music industry is described in terms of infrastructure, resources and emergent business 

opportunities in order to pick up on the RBV notions of the theory section. In the next step the 

international music market and the digitization of demand are depicted, before the problem of 

piracy is elucidated. This industry overview shall provide the necessary background 
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information to fully grasp the fast paced commercial sector record companies conduct 

business in and additionally serves as a foundation for the later analysis.  

 
4.1 Infrastructure 

The industry can be broadly split into four sectors: recording, song writing and publishing, 

live music and artist management (BPI, 2004). The following explanations will elucidate the 

different processes and organizations involved in each sector. My starting point of the display 

of the popular music industry is the record companies since they are the industry element my 

research question focuses on. 

Four multinational conglomerates dominate the industry: EMI Group, Universal Music 

Group, Sony Music Entertainment and Warner Music Group. These organizations have their 

main organizations, as well as many smaller record labels catering to different markets around 

the world and account for 80% of global music sales. Major labels arose with mechanical 

reproduction of mass culture in the first half of the 20th century. By producing and distributing 

cheap identical records, media companies turned music into a profitable business to which 

only few with sufficient capital had access. This resulted in the monopolization of the 

creation, distribution and sale of music by a handful of major record labels. Smaller labels, 

existing besides the major four are so-called independents, which are seperate entities with no 

legal or ownership ties to the major labels. The function of a record company is to find and 

sign artists and appropriate material, record them professionally, promote the records and 

associated artist(s) via the media and release in bulk through different distribution channels to 

the general public, financially benefiting artist and company alike (BPI, 2004). 

The popular music industry is an industry driven by intellectual property rights. Music 

publishers are concerned with the development, promotion and protection of the interests and 

rights of songwriters and composers. Functionally, music-publishing companies find, invest 

in, develop and support songwriters and composers, manage the rights in the music, enable 

the music to reach its many audiences and ensure that writers and composers are properly 

remunerated. This is done in many ways, including encouraging record companies to record 

and release material and licensing works for synchronization and print (BPI, 2004). 

Live music performance is highly important to the popular music industry. This sector 

consists of all actors involved in the creation of an artist’s tours or single shows. This includes 

venues for concerts, promoters, agents and tour managers for coordination and the necessary 

promotion to sell tickets through ticket agencies and retail outlets. 
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The final sector is artist management, which constitutes the handling of all business 

interaction from the recording, live performance, publishing as well as other business sectors 

(e.g. merchandise) for an artist or songwriter. Managers are usually entitled to 20% gross of 

all artist earnings (BPI, 2004).  

It has to be mentioned that this outline of the infrastructure of the popular music industry is 

rather a narrow display. Actors engage in multiple businesses with the boundaries between 

the different sectors blurring. Additionally, many surrounding industries have numerous 

points of contact and overlaps with the popular music industry. 

4.2 Record company resources 

Within the two types of record companies exists a bias towards one of two distinct sets of 

resources. Caves (2000) differentiates between those resources that support and enable the 

generation of new music, the so-called creative effort, and those resources that exploit the 

humdrum commerce, meaning the commercial exploitation of the music. Although much of 

the firm types and activities overlap, in general, Independents’ usually control resources, that 

that enable the identification and development of new music and artists. At the same time 

Majors’ resources focus on the financial, promotional and distributional exploitation of the 

product of music (Lorenzen & Frederiksen, 2005). According to Gander et al (2007) the 

Independents’ creative-effort resources fall into three key categories: 

1. Knowledge and insight to identify which among many emergent trends will gain 

wider social acceptance, and which artist(s) among a host of false positives will 

become a commercially and artistically successful representative of that trend. 

2. The ability to be seen by the future artist(s) as an organization that will value their 

work and look after their interests. 

3. The skills and know-how to encourage the artist(s) to develop their music into a 

commercially viable product. 

Furthermore, information about artists, and how audiences react to their music, is gained and 

transferred in highly socialized environments (Caves, 2000). Behavioral and ideological 

barriers such as vocabulary and a clear non-membership of mainstream groups often limit 

access to those environments. In order to identify new talent firms have to be present with a 

network of contacts and social, often underground groups. Since major record companies are 
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looked upon as mainstream, they get excluded of this information-sharing environment. The 

same social environmental processes explain why independent labels tend to be more 

successful in order to secure contractual agreements with artists. Because of their presence in 

environments major labels are locked out of, Independents can develop credibility and 

reputation attractive to those with artistic sensibilities, resulting in artists, often being un-

experienced, expressing more trust towards the Independent than the major record companies. 

In addition, record companies have to support the artistic development of artists in order to 

make sure that the end product both has cultural and commercial value. Accordingly, the firm 

needs to appreciate the often non-linear creative process and be able to provide a protective 

environment the artists can develop in. This necessary informal context and a value system, 

which privileges esthetic and creative discourse is normally rather found in independent labels 

(Gander et al, 2007). By contrast, major record companies possess resources, which facilitate 

the exploitation of musical products. According to Gander et al five key resources can be 

listed as followed: 

1. Marketing and planning capabilities, where budgeted and scheduled plans are created, 

operationalized and monitored. 

2. Distributional capabilities that are dependent on contacts in different countries and an 

appreciation of different market demands and tastes. 

3. Procedures required to process, supply and monitor sales over a widespread area. 

4. Advantages due to scale, such as the ability to secure access to main retailers’ stores 

and to encourage the product being played on radio stations. 

5. Promotional resources such as producing coordinated public relations and campaigns 

to secure publicity across a variety of media in different countries. 

The advantages from economies of scale are difficult to attain for smaller independent labels. 

Whereas the Majors’ promotional, distributional and managerial resources and capabilities 

can be utilized for many artists across many musical genres, the Independents’ creative 

resources and capabilities, including its credibility as well as knowledge are typically limited 

to certain specific genres of music. However, through the advantages in ICT many new 

opportunities arise for Independents in areas like distribution or promotion, lowering the costs 
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of resources needed for effective disposal in these areas, to some extent ‘levelling the playing 

field’.  

According to Gander et al (2004), generally spoken, the popular music industry can be 

subdivided into “few large generalist firms [that] have high market shares and smaller 

specialist firms [that] exploit those resources no accessed by (or not accessible by) the 

Majors” (p.613). 

 
As a consequence of ambiguous consumer demand, new innovations have to be tested in 

markets, leading to a hit-logic. Burke (1996) estimates that only one in ten albums released 

would deliver positive net results for their labels. In order to be more competitive and meet 

this market uncertainty more efficiently, the above presentation suggests that major and 

independent record companies could pool their complementary resources of superior 

economic power and knowledge based product development. This form of collaboration is 

very common in the popular music industry. However, while the respective resources are 

complementary they are also potentially hostile. While value can be generated by the 

combination of complementary resources, they are inimical and close association may risk 

damaging their value (Gander & Rieple, 2004).  

4.3 Emergent business opportunities 

Since the popular music industry is extremely fast paced, it is constantly under pressure to 

reinvent its business models in order to compete on an ever more complex and sophisticated 

marketplace. Responding to the fundamental changes in the way music is distributed and 

consumed, record companies have transformed their whole approach to conducting business, 

resulting in diversification. As the popular music industry evolves away from a single format 

environment to one of multiple channels for monetizing music, new opportunities and 

possible revenue streams arise while many elements of the traditional popular music industry 

become less relevant or even obsolete (Bockstedt, 2005). Evidently, this has also an influence 

on the labels’ resource management. While the sale of CDs is still the leading generator of 

income, emergent business opportunities of today’s record companies include music access, 

legal downloading, social networks and ad-supported services, new areas of music licensing 

as well as opportunities arising through the creation of a consumer relationship.  

The diversification of the exploitation of music has led to the industry trend of so-called 360 

deals. In traditional record deals, artists usually handed over 85% of record shares to the 
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record label and profit mainly from tours, merchandising and publishing. In this new form of 

a record deal, the record label receives a share of any revenue an artist creates, be it touring, 

merchandising, management, publishing etc., and thus capitalizes from the artist as a brand. 

4.4 The international music market 

The following facts and data have been gathered from IFPI. The display of the current 

economic situation of the recorded popular music industry is based on the most recent reports 

of national trade associations publicly available. It has to be considered that at the time of 

writing this thesis some associations have not yet released their statistics for 2008. 

Five countries represent the most important markets for recorded music (market share 2007): 

The United States of America (31%), Japan (18%), The United Kingdom (11%), Germany 

(8%) and France (6%). In 2007 these five markets constituted 74 % of the global total trade 

value of 19,4 billion US-Dollars. The industry has been suffering from continuously declining 

sales for the past twelve years. In comparison, in 1996, the total trade value of the industry 

amounted to 39,8 billion US-Dollars, 52% more than in 2007. 

Worldwide, 82 % of all recorded music sold in 2007 was purchased in a physical audio 

formats including singles, LPs, cassettes, CDs, DVD Audio, SACD, MiniDisc and music 

video formats (DVD, VHS, VCD). Digital formats such as single track downloads, album 

downloads, music video online downloads, streams, master recording ringtones, full track 

audio download to mobile, ringback tunes, music video downloads to mobile and subscription 

income amounted for 15 %. Public performance rights, monies received by record companies 

from collection societies for licenses granted to third parties for the use of sound recordings in 

broadcasting, public performance and certain Internet uses represented 3 %. 

According to IFPI (2009) digital platforms accounted for around 20% of recorded music sales 

in 2008, up from the above mentioned 15% for 2007.  

In 2008, the digital music business internationally saw a sixth year of expansion, growing by 

an estimated 25% to 3,7 billion US-Dollars in trade value. However, in most territories this 

positive growth is not enough to recoup the declining physical sales of the past years.  

As these statistics are a reflection of a changed consumer behavior. The most important 

consumption characteristics in regards to music shall be elucidated below. 

 
4.5 New consumerism 

Today, in the global market place there are more products and services available to the 

modern consumer than ever before. Improvements in production as well as technological 
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advances have enabled small companies to create niche markets and cater to a more 

diversified, demanding, and individualized consumer population. Consumers disregard 

standardized products and turn to the buying options that connect with their lifestyles and 

provide opportunities for the construction of their identity through experiences. Customers are 

now looking for more than just the mere product or service and experiences fulfill this need 

(Sundbo & Darmer, 2008). This notion is well depicted in Pine and Gilmore’s “Experience 

Economy” and brings forward the argument that the importance of experience production has 

increased immensely over time and presents the main driver of modern economic dynamics. 

Pine and Gilmore see the reason for this progression “in the nature of economic value and its 

natural progression from commodities to goods to services and then to experience” (1999, p. 

5). 

Music is an “experience product” (Shankar, 2000). Therefore, one has to move beyond the 

acquisition of the physical or digital format in which it is sold when looking at music 

consumption. According to Bylin (2008) several trends in music current music consumption 

can be observed: experience maximization and song-mapping, enabling people to have the 

optimal control of their entire music collection, groundswell, describing the trend in which 

people use technologies to get things they need from each other rather than from traditional 

institutions like corporations, and song-foraging, a trend in which people download music in 

an attempt to store it away and may or not listen to it ever again, on the account they might 

like it in the future.  

Furthermore, it is the integration of these behavioral trends with the accelerated growth of 

social networks and media that transform music from being looked upon as a fixed cultural 

product to a more intangible global experience (Bylin, 2008). 

 
4.6 Music in an era of ‘free’  

Despite the above-displayed positive growth in digital music sales a great challenge for the 

industry continues to be generating commercial value in an environment dominated by free 

unauthorized content. The popular music industry has been one of the creative industries 

being subjected to the digital revolution and is still hurting from massive illegal downloading 

on behalf of music consumers. IFPI estimates that in 2008 95% of all downloaded songs 

worldwide are acquired without any payment to the artists creating the music or the record 

companies publishing it. This adds up to more than 40 billion files being shared illegally. 

According to a study by Jupiter Research the value lost by the industry reaches 180 billion 

British Pounds (IFPI, 2009). 
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Resulting from the declined business volume in the global popular music industry, less 

investment in new artists and the creation of new music is made (IFPI, 2009). The way music 

is valued has changed to a point where many consumers see music as a “public good” and 

therefore don’t want to pay for it (Patokos, 2008). 

According to research from the Recording Association of America (RIAA) music consumers 

want to acquire music legitimately, it’s just the broad availability of unlicensed free music, 

which acts as a disincentive (IFPI, 2009). 

 
In order to find a solution to the problem of online piracy, the popular music industry 

proposed to extend the responsibility for copyright protection across the value chain and 

include Internet Service Providers (ISP) in 2005. The notion that ISPs should play a greater 

role in protecting copyrighted content online has widely spread across the popular music 

industry and is slowly getting implemented on governmental levels. In 2008, governments of 

France and the UK spearheaded the development and started to force ISPs to bring piracy on 

their networks under control. Making the ISPs fair distributors of content is one of the 

creative industries main challenges in order to contain online piracy of copyrighted material, 

including music. 

 
Having presented the relevant characteristics of the popular music industry in terms of the 

infrastructure, resources, business opportunities and market properties I shall now turn to the 

analysis of the collected data. 

 
Chapter 5 - Analysis 
 
The following chapter is structured according to the above displayed framework, that on the 

premise of firms’ resource heterogeneity, resource selection, accumulation and deployment 

determine sustained competitive advantage from the RBV (Kostopoulos, et al 2002). Each 

section will feature an analysis of my findings from the conducted interviews with industry 

professionals as well as the online research and reflect the core theories displayed above. 

From these interviews interpretations are educed about what resources record companies 

focus on and why, how they obtain resources and how those resources are used in order reach 

competitiveness. As mentioned above, major and independent labels have different resource 

partitions and therefore also display differences in the strategic management of resources. 

Since the two types of labels respond differently to business challenges such as changed 
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consumer behavior and technological advances, this classification shall be maintained 

throughout much of the analysis. 

 
5.1 Realizing the need for change and response 

In the past years record companies continuously had problems to adapt their business models 

and alter their resource base in order to stay competitive in this fast moving industry. With 

declining sales and the resulting increasing inefficiency of the traditional ways of conducting 

business focused on the sale of CDs, record companies had to face a harsh reality after 

enjoying great success until the start of the new millennium. Very few record companies had 

the capability to sense and respond to the rapid development in a sufficient manner. Certainly, 

the major labels were unable to foresee the development and adjust their resources 

accordingly. Fred Bolza, vice president of strategic development at Sony Music 

Entertainment (Source A2), refers to the advent of Napster ten years ago: 

 
“We [the Majors] missed a great opportunity by not embracing digital.” 

 
However, experiencing the massive fall in sales year by year, record companies slowly 

realized that they’d have to change their strategies and create new business models not only to 

become competitive again, but to secure survival. Despite having perceived this need for 

change, the record companies, which chose to continue to do business as usual or did not find 

a proper strategic response, went out of business. As one interviewee, B1, director of a 

leading French independent label and promotion agency, puts it, 

 
“Everybody has to adapt. Those who didn’t [respond] quick enough disappeared.” 

 
As described above, although many of the activities conducted by major and independent 

labels do overlap, their resources tend to be biased towards the commercial exploitation and 

the creation of new music, respectively. In the following, the resource selection executed by 

the two types of record companies will be presented. It must be mentioned, that, in order to 

explain the resource selection, intended ways of the resource deployment are anticipated and 

will therefore not be re-mentioned in detail in the resource deployment section of this paper. 
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5.2 Resource Selection 

 
5.2.1 Major labels 

The four big record companies Universal Music Group, Warner Music Group, Sony Music 

Entertainment and EMI Group have traditionally profited by scale economies in releasing 

music. As they are pressured to find new revenue streams, research shows that major labels 

are focusing their current strategies around the following areas: music access, legal 

downloading, new areas of licensing as well as social networks and ad supported services. 

Since this presents a diverse set of business areas, labels respond with different strategies in 

regards to the necessary resource configurations. As Bob Cavallo, chairman of the Disney 

Music Group (A3) notes: 

 
“A lot of our assets have lost their value or can’t retain their value. Actually, it sounds 

ridiculous because we are a 50 year old company, but I look at my world and in many ways 

Walt Disney Records is like a start up company.” 

 
This business model transformation process is not an easy one for the major labels since many 

of the new, often times digital business opportunities have yet to show sustainable results. 

Jimmy Iovine, Chairman of Interscope, Geffen and A&M Records (Universal Music Group) 

(A4) illustrates: 

 
“The Majors have been really slow on the uptake, but it’s not as easy as it looks. It’s been 

hard to figure out the transition.” 

 

David Ring, executive vice president of digital development at eLaps (Universal Music 

Group) (A5) explains an essential consequence of this search for new ways of conducting 

business: 

 
“Today, we are looking at every possible revenue streams, even small ones. What is small 

today can be big tomorrow. What will be the most financially rewarding thing in the future? 

Our honest answer would have to be that we don’t know.” 

 
Reflecting this comment, it must be understood that the nature of the major labels as big 

multinational companies poses shareholder pressures on the record labels to produce financial 

results in short periods of time, making it harder to experiment with new business 
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opportunities and thus weakening important organizational capabilities necessary to innovate 

such as learning. Additionally, financial investment in the record companies has been 

declining proportionally with the decrease in sales, increasing the pressure for labels to select 

and use resources more efficiently. This also leads to the fact that major labels cannot afford 

to give artists time to develop. This is a problem since it lowers chances for an artist’s long-

term success, accelerates the fluctuation of artists and leads to shorter product life cycles. B7, 

A&R at a Japanese major label describes this situation: 

 
“It’s really hard to have patience with the artist because you can’t afford it even if in the long 

run there might be success.” 

 
I shall now turn to the new business opportunities, which determine the resources major 

record companies focus on for their strategies. 

 
5.2.1.1 Music access 

The movement of the music business from a model purely based on sales to one of 

monetizing the access to music is one of the most important developments in the popular 

music industry. While there exist many differences in the details of offered services, they all 

operate on the same principle of offering consumers access to music, either bundled with 

other services or as an additional subscription option (IFPI, 2009). 

Music has become an important element that enhances the value of consumer electronics 

devices, providing consumers with a complete and satisfying experience. Currently, 

especially ISPs and cell phone service providers offer music subscription services with their 

respective products. Key to those offers is the limitless music and the combination of 

subscription and ownership. Depending on the specific service, consumers can discover, 

download, play and recommend music regardless of time or location. Among others, 

examples of services monetizing the access to music include Nokia’s Comes With Music, 

Sony Ericsson’s PlayNow, and TDC’s Play.  

In terms of resources, the development towards music access has the major labels increasingly 

integrate technical resources and knowledge into their firms that are necessary to deliver such 

grand scale IT based services. Thus, they try to reconfigure their existing resources with 

additional technical expertise in order to leverage music access opportunities. Especially, they 

try to use their accumulated (tacit) knowledge and experience in dealing with big, relevant 

content licensors to make use of the copyrights owned. A trend can also be observed that 
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major labels recruit human resources with a background in rather technical and digital 

commerce to key executive positions. Thus, besides gaining technical expertise, they integrate 

perspectives from outside the traditional music business to innovatively embrace the 

challenges that arise from conducting business with ISPs and cell phone providers. Further, it 

is tried to strengthen and widen the relationships with neighbouring industries, which might 

be relevant for future business. The integration of technical resources is illustrated by the 

following quote by Cory Ondrejka, senior vice president of digital strategy at EMI (A6): 

 
“Our strategy involves obtaining and enhancing the technical knowledge of our company in 

order to tackle the internal as well as external challenges we are facing.” 

Monetizing music access on the base of a subscription model promises to yield a great 

potential revenue stream. As David Ring (A5) mentions: 

“If we [the Majors] get the subscription model right it will be great. But it needs to have a 

valuable consumer proposition. You have to get the people who haven’t bought music in years 

but still love music. If we get a subscription flat-fee integrated in their ISP data plan or 

combine it with electronic devices, it will result in healthy business.” 

Pursuing this business opportunity major labels focus on financial and legal resources to 

pressure ISPs towards collaboration. 

5.2.1.2 Legal downloading 

Legal music downloading has been growing immensely over the past years. Internationally, 

song sales increased 24% to 1.4 billion in 2008. Digital platforms account for 20% of 

recorded music sales, compared to 11% in 2006 and 0% in 2003 (IFPI, 2009). Consumer 

choice has widened with increasing sales of downloads without digital rights management 

(DRM), giving consumers the opportunity to freely transfer legally acquired tracks onto any 

device. Previously, interoperability between platforms was prevented by technology 

companies’ proprietary DRM systems. Particularly in the US, online stores have a strong 

impact on music consumption. All music labels perceive digital downloads as an important 

revenue stream. 

iTunes is the market leader in the digital download market (87% market share in the US ). 

The online store carries more than eight million DRM-free licensed songs priced flexible at 

0.69 $, 0.99$ and 1.29$ and since its launch it has sold more than six billion downloads. 
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iTunes works closely with record companies to market albums and focuses on the provision 

of additional premium content, e.g. exclusive songs, fans place a high value on to achieve a 

deeper connection with artists. iTunes biggest competitor is Amazon, one of the biggest brand 

names in online retail, offering more than six million DRM-free MP3 tracks from all the 

major labels and thousands of independents. Other competitors include Rhapsody, 7digital, 

play.com and hybrid download/subscription services such as Napster, Emusic or Yahoo 

Music (IFPI, 2009). 

Major labels have always had great distributional capabilities that are dependent on physical 

distribution assets as well as on contacts in different countries and an appreciation of different 

market demands. On the basis of this, major labels have tried to reconfigure their 

distributional resources and capabilities with technological resources and create direct 

consumer facing legal download offerings as for example pressplay.com by Universal Music 

Group and Sony Music Entertainment. However, these offerings were not able to gain 

consumer acceptance and provide satisfying consumer service due to a limited available 

catalogue. Despite the failure of such direct offering, the major labels have been able to 

establish good relations and networks with the biggest digital music distributors in the digital 

age. They were able to use their distributional knowledge and leverage their widespread 

contacts in order to succeed digitally and had the comprehensive catalogues of music to strike 

deals with all major digital download platforms. The reconfiguration of existing resources 

with new technical resources necessary for innovative distributional solutions enables the 

labels to retain some of their tacit knowledge in distribution. The strong growth provides 

record labels with a healthy new revenue stream as David Ring (A5) notes:  

 
“Certainly one of the most financially rewarding new ways of business are digital downloads. 

And it also fills us with a little bit of pride and sense of accomplishment having created a 

healthy revenue stream there.” 

An important strategic step towards giving the consumer a better experience and a display of 

learning was clearly the abolishment of DRM. Additionally, the introduction of flexible 

pricing tried to provide a better reflection of the value of songs. However, the increasing 

digital sales have not been able to absorb the great loss in physical sales. This fact leads 

Michael Spiegelman, head of Yahoo Music (A7) to the following conclusion: 

“The music business will never be healthy and growing focusing only on one-by-one 

downloads, regardless of the price point.” 
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5.2.1.3 Social networks and ad-supported services 

Licensing content to services that are free to use but are rewarding artists, composers and 

record companies through licensing fees or a share of advertising revenue gain increased 

importance. Most notably, social networking platform Myspace has partnered with all the 

major labels in a joint venture to launch MySpace Music. The site’s core community is used 

as a foundation to enhance MySpace from a simple networking site to a place to discover, 

stream and create playlists of music open to all members. In addition, the service directs users 

to Amazon to purchase downloads and Jamster for ringtones. Other social networking 

platforms such as Facebook are planning to start similar services and are negotiating with the 

“big four”. The major labels try to tap into existing music communities, where potential 

consumers are already gathered and intend to benefit from the trust, brand loyalty and service 

capabilities of the social networks. 

Video streaming platforms like YouTube, MyVideo, Vimeo and Daily Motion also use 

licensed music to appeal to audiences. In return they monetize off advertising revenues. The 

popularity of video streaming has increased immensely, with 83 % of active Internet users 

worldwide watching a video clip online in 2008 compared to 31% in 2006. While user 

generated content is still crucial for the success of market leader YouTube, half of the most 

popular streamed content are licensed music videos from superstar artists. Thus, music is 

delivering permanent value and is an essential incentive for consumers to continuously return 

to the site (IFPI, 2009). For this reason, Universal music has teamed with Google to create 

their own online music video website, named Vevo, which is planned to launch late 2009 and 

will also feature music from other record labels.  Other ad-supported services such as Last.fm, 

We7, Qtrax, Imeem or Spotify are also based on the consumers’ willingness to view adverts 

as the price of listening. These streaming services facilitate the discovery of new music and 

mostly attract younger consumers. 

Traditionally, the major record companies have always had the capability of producing 

coordinated public relations and campaigns across a variety of media. However, the channels 

were music customers discovered new music were mostly not the channels where music was 

purchased. For instance, a music product was advertised on TV and radio then the consumer 

would buy it at a large retail store. Today, people discover new popular music mostly online 

on social network sites, web magazines, video streaming sites or music discovery services, 

meaning online, using the Internet as the same media to discover and purchase music (Bylin, 

2008). This leads major labels to focus on their existing media relationships and networks, 
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their marketing skills that they use for promotional campaigns as well as their distributional 

capabilities, rearrange and interconnect these and exploit these channels through licensing 

musical content to them. This reconfiguration of existing resources allows the labels to retain 

some tacit knowledge in this area. Additionally some technical expertise and new media 

knowledge is required to pursue this opportunity. Jimmy Iovine (A4) wonders why the labels 

have not followed this strategic route at an earlier point in time: 

 
“We are the only industry in the world, which gives content away, have somebody else 

advertize around it and we used to call it promotion. That is insane! Our content is very 

valuable for licensing and there are music-tech companies, ISPs, social networks etc., and all 

they need is content.” 

 
Because of their broad musical catalogues, which are extremely valuable to attract audiences, 

major labels are key to the success of any big social network site or ad-supported music 

service. However, all recent ad-supported music discovery services as well as social network 

sites have yet to prove that they can provide not only service to customers but also sustainable 

revenue to labels. Still, a pattern can be seen in the major labels strategic behavior. As soon as 

one major label reaches an agreement with a new service/site, it raises the sites legitimacy and 

the other three of the big four become open for negotiations. This clearly resembles the 

above-mentioned process of isomorphism in an organizational field. 

5.2.1.4 New areas of music licensing 

Synchronization, which is the use of music in films, adverts and games, brand partnerships, 

merchandising and performance rights income are the essential sectors of music licensing. 

Music companies focus on generating value from matching the right brand with the right 

artist for campaigns. As this area enjoys continuous growth, major record companies establish 

specialized synchronization departments in order to exploit rights more effectively. This 

process entails an intensification of the licensing activities as well as a reconfiguration of 

existing resources such as networks and A&R capabilities to match new possible licensing 

opportunities with business partners from a more diverse field. 

Besides creating a substantial revenue stream, synchronization can help break new acts and 

gain great exposure. Brand sponsoring of artists’ tours, shows, and festivals are estimated to 

exceed 1.08 billion in 2009 according to IEG Sponsorship report, making it evident that 

music attracts very much corporate interest. Even further, artists partner up with brands in 
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longer and deeper relationships. For instance, throughout 2008, British electronic group 

Groove Armada released their music through the drinks brand Bacardi and represented the 

brand on its international music events. 

Facilitated by new technologies, the games sector has more and more grown relevant for 

synchronization and is becoming an increasingly significant source of demand for music. In 

2008 the games industry was worth an estimated $48.3 billion and the use of music is driving 

a great proportion of that revenue as 15% of all games sales in the first half of 2008 were 

music games such as for example Activision’s Guitar Hero (IFPI, 2009). The relevance of the 

games industry to music licensors is displayed in a Universal UK report, stating that 

synchronization from games has now overtaken that from films and is only second to 

advertising (IFPI, 2009). B4, CEO of a Spanish major label, confirms the increased business 

in the licensing area:  

 
“Synchronization and advertising are growth areas, especially games. Everybody needs 

content out there, and we have the music people love and therefore licensors want.” 

 
Major labels use their broad promotional and marketing capabilities to expose their artists not 

only to the regular mass audience, but also to attract attention and interest from possible 

licensing partners. Additionally, major labels start to prioritize their A&R capabilities to 

provide possible licensors with interesting musical material for specific services and cultivate 

networks and relationships with important licensors like i.e. film companies, advertisement 

agencies and brands to especially serve this business-to-business sector and provide possible 

licensors with interesting musical material for specific services. As they are often times part 

of media conglomerates, many licensing transactions can be conducted in-house and thus 

create synergic effects, monetizing on economies of scope.  

Major record companies are also increasingly getting involved in the licensing of artists 

merchandise or the direct sales of merchandise. In order to create a better artist fan-

relationship, a more complete experience that cannot be pirated and add value, record labels 

are to a greater extent offering bundles of products or premium packages. Hence, major 

record companies acquire (e.g. Universal Music Group) or partner with (e.g. Sony Music 

Entertainment) specialist firms, resulting in the inclusion of merchandising in the core digital 

and physical marketing of new products and an effective way for artists to reach their 

audiences. 
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As the area of licensing is very profitable for the major record companies, they preferably not 

only obtain the master rights of an artists’ music, but also the publishing rights, merchandise 

rights and the rights to the likeness of the artist. Often times those copyrights are fractured 

across different entities. Terry McBride, CEO of Nettwork Music Group (A8) explains: 

 
“Usually this is a deterrent to the actual copyright because it is very rare that all parties can 

agree on certain things and move forward and this halts anything from happening, but if you 

collapse that copyright you can really get creative and maximize it. You can for instance let 

the master copyright go by giving a song out for free in order to create a publishing 

revenue.” 

In addition, major labels have also turned their focus on monetizing in the live music sector. 

The success of concert promoter/ record label live Nation has major labels slowly open 

touring and booking divisions for their respective artists in order to generate revenue from 

concerts of their artists through 360 deals.  

5.2.1.5 Transformation of resource selection 

Besides focusing on resources to exploit the emergent business opportunities, major labels 

continue to use their existing resources for the rather traditional business model of producing, 

marketing and selling physical sound carriers. While growth rates indicate that digital music 

will be the future business, still today huge amounts of CDs are produced, shipped and sold, 

albeit that the market has shrunk extremely. Seeing their decreasing value, the major record 

companies slowly try to partly release tangible resources in physical retail and distribution by 

closing down these outlets and limit them only to key locations. Additionally, marketing 

resources for traditional radio promotions are increasingly becoming integrated to new media 

areas since radio loses its unrivaled influence as main music discovery channel for popular 

music. Further, they attempt to improve their limited product development resources to lower 

flop rates and deliver more musical products consumers are interested in. These processes are 

a display of dynamic capabilities of major labels trying to match market change. However, in 

general, the major record companies tend to be rather slow to achieve new resource 

configurations. This can be explained by the fact that the majors by nature are big 

multinational companies that have great advantages in scale economies but lack flexible 

organizational and strategic routines to quickly respond to change and create new resource 

configurations, even when the need for change has been recognized. Rio Caraeff, executive 

vice president of the eLabs group of Universal Music Group (A9) explains: 
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"Universal Music is a big company and not everyone there is on the same page, but I was put 

into this job to make these changes. Turning a big ship around is slow. It's not a lack of 

desire, but it's a question of when not if. A lot of what I do is talk and evangelize to others 

within UMG to try to raise the consciousness level about where our business is going, to 

bring us to a path to growth again. It's not about how do we stop the decline of our business, 

but to find another billion dollar business for us. I'm not interested in how to I sell more 

MP3s on Amazon or to create new competitors to iTunes. That's important, but that's not 

going to transform our business. It's difficult in the day-to-day grind to turn a big company 

around, but it starts with passion. Passion sells. This is how it works." 

This comment displays internal organizational reluctance to change in a major label, in this 

case Universal. Additionally, throughout the research data the major labels appear to follow a 

subtle notion of protectionism in regards to their traditional business model and consequently 

miss out on possible new solutions. In many cases transformations are only initiated if they 

lead to short term profit maximization. 

Furthermore, as major labels appear relatively slow to organize effectively and efficiently to 

embrace new opportunities, they prioritize resources to engage in strategic business conduct 

that keeps competitors off balance. Here, realizing that they are competing with free, they 

focus on legal resources for lawsuits against music pirates and torrent websites, as for 

instance The Pirate Bay, the world’s largest bit-torrent tracker, whose operators were found 

guilty of assistance to copyright infringement on April 17th 2009. 

 
5.2.1.6 Consumer relationship 

Focusing on the above-mentioned business opportunities besides continuing to exploit 

traditional ways of business leads the major labels to a diversification of their business model, 

which utilizes already existing resources and resource configurations with new resources. One 

resource, which the Majors slowly turn to in order to create new opportunities are the actual 

consumers of music. Jimmy Iovine (A4) explains: 

“This business has never had a relationship with its consumers. I think this is what we really 

need at this point in time.” 

EMI has re-launched its website as now being a consumer facing platform including the 

“Your Sound Check“ service in order to gain better consumer insight and allow for testing 

new ideas in regards to the artist-fan relationship more rapidly than through EMI’s other 
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partners. Cory Ondrejka (A6) elaborates: 

“This is not seen as a dominant revenue stream but rather as a learning laboratory. We try to 

launch music applications and such through the website, leverage the talent we are brining in 

and really want to see what works with people.” 

However, this is merely a first step towards greater direct interaction between major labels 

and consumers, who constitute an essential element to the labels’ external environment. In 

general, major labels have as of yet not been focusing intensively on music consumers as 

sources of new ideas and capabilities but rather focus on internally controlled resources. In 

contrary, the fact that major labels have been suing regular people for file sharing has 

damaged the reputation of the popular music industry in general and the major labels in 

specific, eroding resources like consumer brand loyalty, trust and labels’ reputation. 

Having analyzed the major labels’ resource selection I shall now turn to the investigation, 

what resources Independents’ prioritize in order to exploit new business opportunities. 

5.2.2 Independent labels 

 
As the resource selection by major labels is to a large extent clearly determined by the new 

business opportunities they believe hold a promising future, independent labels have followed 

a similar path, characterized by an increased diversification. However, the business 

opportunities followed by Indies partly differ since they do not have the advantages of scale 

economies major labels possess. While they do prioritize some of the same business 

opportunities as the Majors and try to select their resources accordingly, independent record 

companies also focus more acute on a rather flexible diversification, monetizing an enhanced 

relationship with the consumers, leading to an appropriate resource selection. Following, the 

independent labels’ resource selection for these business opportunities is analyzed. 

5.2.2.1 Music Access, social networks and ad-supported services 

As for promising business in terms of music access, social networks and ad-supported 

services, independent labels experience difficulties to gain a foothold in those areas. They 

mostly remain locked out because their catalogues are comparably small and their music 

primarily does not appeal mass audiences, but is rather a niche product. Therefore the cell-

phone providers, music access and ad-supported services rather prefer the comprehensive 

music Majors can offer. B2, manager of a US independent label and media agency describes 
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the difficult situation in relation to possible business with cell phone providers: 

“It’s very hard for us to get music into ring-tone carriers. They don’t even want a record if it 

doesn’t sell a certain amount. Therefore it’s mostly major labels and pop music.” 

Tim Dellow, founder of UK independent label Transgressive Records (A10) mentions the 

same problem within ad-supported services: 

“Ad-funding has potential, but for smaller websites and bands it’s just not sustainable yet. 

You need massive aggregated content with not only music to make it work. Therefore it’s not 

easy for Indies.” 

Despite the obvious difficulties to enter this market, all interviewed independent labels have 

expressed plans to actively seek out license partnerships in these areas. Therefore they 

actively try to develop relationships with all possible business partners as e.g. ISPs, music 

tech companies, etc. As part of this, associations of aggregated independent labels, as for 

example the American Association of Independent Music (A2IM), or the U.K.’s Association 

of Independent Music, try to harness the collective power of the labels. These relationships 

mainly have to be built slowly and nurtured over time and are thus not promising any 

immediate results since these resources can not be easily acquired on the market or achieved 

through the reconfiguration of existing resources. 

5.2.2.2 Digital downloading 

Independent labels are strongly focusing on legal downloads as a new revenue stream. With 

the technological advancements in ICT the distribution of music has become easier, cheaper 

and more targeted. As B1 notes: 

“The logistics [of physical distribution] are a pain in the arse – that’s what sucked all the 

profits. Now we can get to any place, any niche in world where the consumer is and deliver 

the music he wants with a mouse-click.” 

In digital distribution, the scale advantages of major labels and distribution superiority over 

independent labels have been eroded. This is reflected in the following comment by B6, 

manager of a leading Danish independent label: 

“Digital distribution gives us space. Space that all the Majors are getting on the physical tip. 

So here we have the same possibilities now. (…) It makes niche markets bigger, gathering 
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together marginal audiences at a global level.” 

As digital distribution does not entail great logistical costs and is handled by many 

aggregating services, often times in collaboration with physical distributors, independent 

labels appear not to have problems to find digital distribution for their catalogue. Their 

existing, often tacit knowledge of consumer tastes and needs in specific musical genres 

enables Independents to configure this resource with the right distribution partner to deliver to 

niche markets. Therefore, the possibilities offered by legal downloading platforms offer an 

opportunity for Independents to cater to previously unexploited territories and service 

demand. Thus, the previously weak distributional capabilities of independent record 

companies are enhanced and combined with existing knowledge about and experience with 

consumer preferences in regards to certain genres, to produce a healthy new revenue stream. 

B8, manager of an established German independent label explains: 

“Digital downloads have become more and more relevant to us. Whereas before we just saw 

it as not essential but rather as some sort of promotion, now we have one person at our office 

basically just dealing with the digital side and we create considerable revenue from it.” 

5.2.2.3 New areas of licensing 

As revenues continue to decline from record sales, independent labels also turn to the 

exploitation of publishing rights of sound recordings. Even with the major labels taking the 

majority of possible revenues in this sector, Independents can still earn noticeable income. 

B3, a Spanish independent label manager explains: 

“With our publishing deals we often times just get the crumbs of what the majors already had. 

But still those crumbs are very nice revenue for us.” 

However, some brands and other possible licensees are specifically looking for more 

underground and niche music to align themselves with the cool, hip new trends to come. This 

fact offers great opportunities for Independents, which control publishing rights of their own 

or other artists since they have the knowledge and insight to identify which among many 

trends will gain wider social acceptance. Hence Independents’ A&R capabilities do not only 

facilitate the release of new music but also the appropriation of publishing rights with 

potential. B1 explicates: 

“We are trying to get a diverse and comprehensive catalogue of interesting material. We are 
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turning attention and resources to this since this has become an important income for us.” 

In addition, independent labels are also increasingly involved in merchandising activities for 

their artists. Hence, they try to leverage their networks and contact to develop find appropriate 

partners that have the production resources necessary to deliver various merchandise items. 

5.2.2.4 Flexible diversification 

As seen above, the business of record companies has diversified to many different areas 

leading to a blurring of the main four sectors of the popular music industry. However, while 

the major labels tend to focus their resources on finding new business opportunities in order 

to create rather standardized channels they can exploit their range of artists through, 

independent labels’ flexibility in regards to organizational processes allows them to anticipate 

change, benefit from economies of scope and align as well as coordinate their resources for 

the exploitation of artists individually. Based on their capability to understand how certain 

audiences react to specific music, Indie labels can tailor their contractual agreements with 

artists individually, creating idiosyncratic and innovative deals, which allows for a more 

efficient exploitation of the music in collaboration with the signed artist. Tim Dellow (A10) 

elucidates: 

“Whenever we find new talent we just want to help and be involved in any way possible. 

From the one off 7-inch to massive publishing deals. We do customized 360 deals, using the 

appropriate channels for a certain artist. (…) We are just trying to do many different bits and 

bots and adapt in many different areas to create security for our artists and us as a 

company.”  

Besides the above mentioned ways independent labels diversify their business, they often 

times leverage their acceptance, reputation and access to specific socialized music 

environments to find creative ways to monetize their artists on a smaller scale. Contacts and 

networks lead to customized deals in the areas of sponsoring, booking live performances, 

ticketing etc. At the same time these resources are also very valuable as many independent 

labels also manage artists on their roster. It is therefore understandable that independent 

record companies nurture these vital resources and their entrepreneurial capabilities to secure 

future economic rents resting on the multiple use of these resources. These activities are 

facilitated by quick information flows between the A&R functions and marketing and support 

innovative outputs. Additionally, important capabilities as for instance learning and strategic 
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decision-making, are enhanced and so-called metaphysical strategic insight (Collis, 1994) is 

gained. As a result, these companies cater way further than a traditional record label, which is 

purely focused on releasing music. This becomes clear in B1’s comment:  

“I feel like anything is possible now, but you have to have the time, will and resources to do 

things properly in order to profit from it. (…) We do so many things besides releasing music. 

It’s still core, but we monetize on everything around that.” 

It can be seen, that the flexibility of independent labels allows their dynamic capabilities of 

product development, strategic decision-making, coordination and integration to be used 

efficiently for the reconfiguration of resources tailored to a specific project’s needs.  

The constant reconfiguration of resources goes along with embracing new technology and 

experimenting with creative new ways of exploiting music. This enforces organizational 

learning and additionally bears importance to one of the most important capabilities of 

independent labels, namely the ability to attract new promising artists. Bruce Lundvall, CEO 

of Blue Note Records (A11) notes: 

 
“Artists know that we have a good reputation and that we have a good staff, who know the 

music and what’s happening out there. If you have staff as qualified as ours they can be very 

convincing with artists.” 

Being able to speak with knowledge about new technological or industry developments with 

artists can therefore be viewed as an important capability. 

As the above-mentioned areas are absolutely important cornerstones in independent labels’ 

strategies, their product development capabilities are additionally used to pursue possible 

business opportunities through an enhanced relationship between the record label and the 

consumer as well as the record labels’ artists and their fans. This shall be elucidated in the 

next section. 

5.2.2.5 Consumer relationship 

Independent labels are mostly rooted in genre specific cultural environments. As most of 

them engage in a range of different business activities around their artists, the gathered data 

suggests that they increasingly focus on creating an enhanced relationship with their 

consumers in order to create revenue off their set of diverse activities. Establishing links 

between the labels and the consumer appears to be vital for most independent label’s business 
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models and is a repeating notion throughout the analysis of the data. Tim Dellow (A10) 

explains: 

“Establishing a positive relationship with your consumers and between the artists and the 

consumer is key to anything we do. If you don’t have this relationship and create a valuable 

music experience for the fans, why should they support you (…), if they can get the music for 

free anyways?” 

Tom Derr, founder of independent label Rock Ridge Music (A12) elucidates his company’s 

approach: 

“Our goal is to build a community around our artist. If we have that community, we find ways 

to monetize on it.” 

With the advances in ICT, there are new and cheap possibilities of creating those relationships 

through social software, phone applications or other interactive services. Key to this strategy 

is a strong understanding of the consumer, a capability most independent labels possess as a 

result of their environment. Additionally, some new media knowledge in the area of social 

software is required, a resource often developed internally as this strategy has been emerging. 

In this respect, embracing emergent technologies provides Indies with the capability to 

quickly produce adaptive outcomes, which match the pursued business opportunity. This 

strategy can be viewed as a display of entrepreneurial capabilities supporting the firms’ 

capacity to innovate. 

Further, independent labels increasingly try to brand themselves in order to be recognized as 

innovative leaders in certain niche genres. Nurturing their credibility is important in order to 

be regarded as relevant by the social environment labels conduct business in. Bruce Lundvall 

(A11) and then Dylan Hermellijn, label manager of 100% Pure (A13), explain: 

 
“There are some artists we don’t make any money off. But since the whole label is profitable 

we keep them, since we believe those artists are really important musically and artistically.”  

“There are so many labels now and if you want to stand out, or be special or unique, you 

have to create a certain identity for the label. Branding is important, like good wine sells 

itself, but if that wine is branded it sells even more.” 
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Assets, which are difficult to imitate such as brand loyalty and consumer trust are to be 

nurtured by this strategic approach. This process also makes independent labels and their 

artists appealing for other brands, which can contribute financial resources in return for being 

associated with the label. 

The efforts to create a better relationship with the consumer are intended to generate 

sustainable benefits for all business activities of independent labels since relationships are not 

easy to imitate. This is part of the process of independent record companies who see 

themselves as offering a service to consumers (and artists) rather than simply supplying a 

product. As Terry McBride (A8) notes: 

 
“We try to move out of the per unit paradigm but maximize the brand and then cooperate with 

the consumer by letting the consumer decide how to consume. We have to get the music to 

people where they want it, whenever they want and however they want (…) Right now, record 

companies tell them how to consume and that is not good.” 

Having displayed the resources record companies prioritize in their resource selection in order 

to exploit the rising business opportunities, I shall now turn to the strategies they pursue in 

order to guarantee the accumulation of the above-mentioned resources. 

5.3 Resource Accumulation 

As record companies attempt to fill their respective resource gaps they pursue various 

strategies to accumulate the assets they identified as stimulators of new revenue streams. As it 

already becomes clear from the resources the labels are focusing their current strategies on, 

three distinct accumulation paths appear to be relevant: building/nurturing, 

alliance/collaboration and purchasing on factor markets. 

5.3.1 Nurturing/Building  

Resources that labels cannot gain through collaboration or buy on factor markets have to be 

developed internal to the record companies. Such a resource is built and nurtured over time 

and the result of following a consistent set of firm choices. As the nurturing of resources 

generates assets that are most notably firm specific, non-tradable, often times founded on tacit 

knowledge and hard to imitate or substitute by competitors, this form of asset stock 

accumulation is a promising path for record companies. From my analysis it becomes evident 

that record companies accumulate the following intangible resources by means of nurturing: 
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relationship networks, distributional expertise, consumer trust, reputation and brand loyalty. 

While the former two resources are nurtured by both, major and independent labels, the 

nurturing of the latter three is apparently mostly limited to independent labels. 

5.3.1.1 Relationship networks 

As many other creative industries, in the popular music industry it is extremely important for 

companies to have widespread networks of contacts and relationships across the many 

overlapping business sectors dealing with music. Having intact widespread relationships gives 

companies the capability to sense opportunities in new areas and act upon them. Dino 

Paredes, general manager of American Recordings of Sony Music Entertainment (A14): 

“It’s a people industry. It’s often times about who you know that’s the decisive factor if things 

happen. You have to get involved and be open to new people. You’ll be surprised how much 

will happen just by being involved in things with the right people. (…) It’s so relationship 

oriented and a lot of it is opportunity based, so you have to afford yourself of that opportunity 

and aggressively put yourself in such situations.”  

Many of the researched executives stated that it is key to them to nurture their relationships 

and that they can’t afford to damage any valuable business relationship. Tom Derr (A12) 

exemplifies: 

“One thing I’ve learned being in this industry is that you cannot burn any bridges. It will 

come back to you so whether it’s a fan, a business partner, an artist, a client or whatever you 

have to keep your networks. Sometimes it feels like everybody knows everybody, especially 

regarding niche genres.” 

As seen above, besides their traditional networks major labels try to nurture their relationships 

with ISPs, big digital music technology companies, digital distributors, cell phone providers 

and possible licensors and establish connections for emergent business opportunities. Further, 

but rather limited, they also attempt to nurture their A&R capabilities by employing 

individuals that have access to certain music scenes and thus add important knowledge about 

audiences and possible commercially viable artists. 

For the most part independent labels try to enlarge their existing networks with brands, digital 

distributors and technology companies. However, besides such target network expansion the 

smaller Indies also build diversified local company networks as part of emergent strategies. In 
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addition, by building relationships, record label managers are enforcing their own position as 

intangible, tacit, and imitable strategic assets themselves. 

5.3.1.2 Distributional expertise 

Record companies’ principle is to distribute their products as widely as possible in order to 

meet different consumption behaviors by their target consumers. Thus they use a variety of 

distribution channels, as for example retail shops, digital music websites, mobile phones and 

game consoles. As digital technology constantly advances and with it new music distribution 

possibilities are disclosed, record companies try to embrace those developments and nurture 

their distributional capabilities by learning along the way. Since physical distribution assets 

are declining in value, Majors try to focus on building digital capabilities through their 

experience in traditional distribution and deepen their relationships with the big digital 

distributors like iTunes and Amazon. Independent record companies also attempt to nurture 

these relationships. Since distributional expertise is increasingly determined by understanding 

a label’s catalogue as well as technological developments and creating relationships with 

digital distributors and technology companies, this resource needs to be nurtured in-house and 

cannot be readily bought on the market.  

5.3.1.3 Consumer trust, reputation and brand loyalty 

Since independent labels do not posses the scale economies of the Majors many of them 

nurture other resources that help them to be competitive in their scope economies. Through 

their ability to continuously identify new interesting artists who appeal to specific, albeit often 

times niche audiences, they build up certain reputations and images for the label. Further, 

because of their deep involvement in genre-specific environments and their repeating 

activities geared at specific musical audiences, they try to evoke brand recognition leading to 

consumer trust and loyalty. These activities are engaging fans to discuss, share, rate and remix 

music in their respective communities and thus generate a positive relationship with the labels 

and artists. B2: 

“We try to be involved with the consumer wherever we can. (…) We put out music we like and 

since we like it, we are pretty sure that our fans will like it, too. In the end we are only music 

lovers, too.” 

Developing positive relationships with the consumers necessitates a clear understanding of 

the target group and consistent as well as coherent choices in the record labels’ business 
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conduct. Independent labels have the flexibility and the product development capabilities 

necessary to develop reputation, trust and brand loyalty and attempt to achieve a synergy 

between the exploitation and the (re-)creation of these intangible assets constantly. 

The research shows less indication that major labels try to nurture these three intangible 

organizational resources internally. Although major labels display some efforts to brand 

different sub-labels and thus develop reputation and consumer trust, this strategic approach 

appears not to be prioritized. As mentioned above, in order to bypass the long haul process of 

branding the labels, often times they try to benefit from some of their partner’s resources in 

this area through collaboration. 

5.3.2 Alliance/Collaboration 

In the popular music industry today, there exist many forms of alliances between record 

companies and other firms from diverse organizational fields. Through these alliances, firms 

achieve synergistic benefits by bringing together different resource sets. Theses inter-

organizational relationships have varying legal forms and levels of reciprocal investment. As 

record companies continue to diversify their business activities to new business sectors, many 

opportunities for collaborations with other firms arise with the intent to increase the resources 

for disposal in a specific project. 

5.3.2.1 Collaboration with music-tech companies 

One partner, who especially major labels engage with in collaboration, are music-technology 

firms who offer services like music discovery, streaming and subscription models as for 

example Spotify, Imeen or Lala. Further, cell phone providers, as in example Vodafone, 

which just signed deals with Universal Music Group, EMI Group and Sony Music 

Entertainment and are in talks with Warner Music Group, take part in similar mobile services. 

These companies possess the technological resources to reach broad audiences through music 

and direct them to legal download sites for purchasing songs, making them very attractive 

business partners for labels. They in turn can provide massive amounts of musical content in 

form of songs, videos, lyrics etc. Therefore, it’s mostly the “big four” or to a lesser degree 

aggregated independents such as Merlin, an agency representing over 12,000 independent 

labels, which play in this arena. Partnerships between the music technology firms and the 

labels are usually based on licensing agreements, which regulate the use of the content and 

disbursement of income, which is either through per play or ad revenue sharing. B4: 
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“All the big labels want to collaborate with digital music companies, since they have the 

expertise and the tools and we have the content. However, we have to get the deals right, so 

the content holders are getting their money.” 

Reflecting this comment there exist some critical conflicts between music technology firms 

and the big record labels. As the tech companies are mostly young start-ups that do not 

possess huge financial resources, they are hit hard by tumbling advertising revenues and 

struggle to satisfy promises of free music to users and cash flows to the labels that own the 

copyright. The labels often times demand millions of dollars in advance royalties, investment 

stakes or both as hedges in case their split of the advertising revenue comes up short. This 

pressure has led to the shut down of some music sites, most notably Spiral Frog and Ruckus 

Network. Michael Bebel, former CEO of Ruckus (A15):  

“The labels have to understand that the ad market in this space is still developing. (…) This 

means that they need to be happy with a revenue-share model that is not all that significant in 

terms of per play.” 

Additionally, labels collaborate on a smaller scale with tech companies to create interactive 

web appearances, smart phone applications, online music games and other tools. Companies 

like Topspin or Reverb Nation provide labels with the technical resources and knowledge to 

realize innovative solutions to reach out to consumers. Tools include web widgets which i.e. 

measure a band’s popularity. Especially independent record companies try to enhance their 

resource base through such smaller collaborations. 

5.3.2.2 Collaboration with social networks 

In order to tap into the biggest existing music community, all major labels have formed a joint 

venture with News Corporation’s MySpace to create MySpace Music. The major labels thus 

benefit from MySpace’s existing relationships with its members and can, at least for the time 

of the joint venture accumulate consumer’s brand loyalty from MySpace. Further, MySpace 

Music provides significant value to the major labels by providing data that helps them 

understand which regions are listening to their music and watching their videos first, what age 

group listens to which bands the most, or which markets are seeing the greatest uptake in 

streaming music videos. This is valuable market intelligence for labels to consider how to 

promote their diverse products, a service they appear to have missed from other digital music 

companies. MySpace Music CEO Courtney Holt (A16) underscores: 
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“We know whether someone has befriended an artist, whether they listened to them on the 

band page, or their friend’s page, whether their friends are listening – and artists (labels) 

that engage will get access to that data.” 

The cornerstone of the MySpace Music site is flexibility. The site functions as a broad portal 

where music fans can interact across their own personal pages and artist pages, explore and 

discover new sounds and videos, or buy downloadable music outright. As Warner Music’s 

Chairman Edgar Bronfman Jr. (A17) notes: 

“This venture may provide a defining blueprint for this next important stage in the evolution 

of social media.” 

Early results of the site show that the labels are satisfied with the traffic it is generating, 

however they are not satisfied with the revenue they are receiving (Nielsen NetView, 2009). 

The obvious challenge along the way remains whether or not the new venture can take web 

traffic and convert it to sell-thru. 

Another major alliance proposed is the joint venture of Google’s YouTube and Universal 

Music Group to deliver music videos on a new site called Vevo.com. This site will be based 

on a shared ad revenue model and is expected to roll out in 2009. As YouTube and the major 

labels recently had constant conflicts over license agreements of existing collaborations, this 

joint venture, which shall not be exclusively limited to Universal’s catalogue, presents 

another step towards the further accumulation of resources through joint ventures between 

social communities and major labels. 

 
5.3.2.3 Collaboration with brands 

Consumer product selling brands, which want to be associated with certain artists and labels, 

are also viable collaboration partners. Majors in this regard focus more on big, well-known 

brands in order to increase the promotional reach of the company’s artists. Independent labels 

for the most part are focused on trying to fill financial resource gaps while at the same time 

try not to contaminate their credibility and trustworthiness. As B1 explains: 

“We definitely look for brands that can help us launch artists. They can supply us with 

resources needed to reach a broader audience.” 

Brand collaborations are often times created through synergies with labels’ efforts in the 

publishing sector. B8 explains: 
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“Collaborations with brands are really important for us. Often times once we strike a 

publishing or synch deal we try to develop a longer relationship with the brand that we can 

use for the same artist or other future artists as well.” 

5.3.2.4 Collaboration between major and independent labels 

The resource partitioning in the popular music industry suggests that collaborations between 

the major and independent labels lead to mutual benefits. However, technological advances 

have rendered many of the major labels’ resources, for example traditional distributional 

capabilities, less valuable and therefore have made major labels less attractive for independent 

labels in terms of collaborative efforts. Independent labels can now access the online media 

channels where consumers today discover and purchase much of their music and are not 

anymore dependent on major labels as gatekeeper to those resources. This development has 

also lead to many former major label artists start their own small labels. However, for 

independent labels, which want certain widespread promotional campaigns and gain better 

access to big retail stores, major labels collaborations are still needed. Nevertheless, this 

situation leads apparently to fewer collaborations between major and independent labels and a 

better bargaining position for the Independents, whose creative effort resources retain their 

value. Moreover, since the Independents do not necessarily have to collaborate with the 

Majors anymore in order to reach broader audiences, the threat of their resources as e.g. 

consumer trust and reputation being contaminated by such alliances, is avoided. Tom Derr 

(A12) and Tim Dellow (A10) elaborate: 

“With the Internet, everybody has the potential tools for success, but you have to use them 

right. (…) What remains imperative is the music. If you don’t have good songs it won’t do 

anything. And Independents find great music.” 

 “With some of our artists we have worked with Majors to use their marketing department. 

But other than that we don’t really need them.” 

As a consequence of this development A&R departments of major labels become increasingly 

selective in their signings. Since they cannot rely on A&R resources to be provided by 

independent labels a process of “up-streaming” is initiated. This entails that artists sign with 

independent labels and as soon as they have reached a certain level of popularity, Majors try 

to buy the artist out of their contract, resulting in so-called “bidding wars”. 
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5.3.3 Buying resources 

Some resources record companies need to implement their strategies can be bought on factor 

markets. Here, one resource today’s major record companies have been focusing on is buying 

technical resources to strengthen their promotional and distributional capabilities. This can 

also be seen in the above -mentioned trend of major labels increasingly buying human capital 

with a technical rather than a popular music industry background for executive positions, 

especially in digital business development. These resources are asset flows that can be easily 

obtained. B4 describes technical resources bought at a Spanish major label: 

“We try to stay up with technological developments. Now in the digital age you have to have 

technological expertise and a good sense of new media opportunities. So we bought stakes in 

several start-ups and smaller tech companies to help us be right there and not lag behind.” 

Since most independent labels do not possess scale economies but rather economies of scope, 

they mostly buy project specific technical services on the market from small firms with 

expertise in digital technology or try to obtain these resources through such collaborations as 

mentioned above. The same holds true for merchandise resources, an area where Majors have 

increasingly made efforts to acquire manufacturers and retailers, whereas Independents, for 

lack of great financial resources, often use the collaboration path. However, major labels often 

times buy services from independent labels for certain projects such as consulting, A&R and 

niche marketing services. Before, these capabilities were obtained through collaboration, but 

since collaboration is not necessarily attractive to independent labels anymore, they are 

increasingly bought and sold on the market. In regards to marketing Tom Derr (A12) 

explains: 

“The majors now pay us to do the small things they can’t do because of red tape. We work 

with all the small sites and supply them with content, not only the big ones that the majors do. 

For example: Sony has a deal with AOL or Yahoo that their videos are only seen there. So 

Sony hires us to place a certain video everywhere else because they are legally not allowed to 

do so and might not even know which smaller music communities make sense for them.”  

Further, major and independent labels try to enlarge their catalogues by acquiring musical 

rights of promising material across all genres from copyright holders be it artists, publishing 

companies or record labels. Since publishing opportunities present an important arena for all 

record companies this is a very competitive area with labels worldwide competing for music 
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in order to benefit from copyright exploitation. B8 elucidates: 

“I am constantly out there trying to broaden our publishing edition’s catalogue. Sometimes 

[buying rights] can be expensive but since we belong to a bigger publisher they help us with 

this. I mean this is what we monetize from the most, owning copyrights for licensing.” 

In this respect independent labels enjoy advantages since they possess A&R capabilities that 

the major labels don’t have, enabling them to identify promising material quicker and more 

effectively.  

Major labels also use their financial resources to buy whole record labels and integrate them 

into their infrastructure. By doing so they not only acquire the copyrights owned by these 

labels, they also attempt to tap into independent labels’ product development capabilities. 

However, in those cases resource contamination can often be observed, devaluing the labels’ 

creative effort resources upon acquisition. B3: 

“How many times have we seen this? A label sells to a major and suddenly all the good 

artists’ records are put on the shelf, the A&R persons are substituted and over time the whole 

label goes down the drain (…). But you know, sometimes I can’t blame the [former] owners 

going for the money.” 

Having analyzed the resource accumulation paths record-companies display, I shall now turn 

to the deployment of the accumulated resources. 

5.4 Resource deployment 

As in the resource selection section of this analysis, the investigation of the resource 

deployment conducted by record companies shall be differentiated between major and 

independent labels. This is based on the fact that the two types of record companies have 

partly different resources available for disposal for reasons of unequal resource partitions and 

different focuses on what resources are needed to reach competitiveness. As noted above, 

much of the resource deployment anticipated above for reasons of better comprehension. 

Therefore, the following is rather a summary of already introduced deployment areas with 

some added detail.  At first, I will examine the major labels’ resource deployment strategies 

before I turn to independent labels. 
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5.4.1 Major labels 

As displayed above, the major record companies tend to combine their existing resources, 

which facilitate the exploitation of musical products such as marketing and planning 

capabilities, traditional distribution and retail as well as promotional resources, with technical 

expertise and an understanding of new media, emerging relationships with digital music 

companies, digital distribution expertise, and merchandising resources. Additionally, financial 

assets as well as a constantly growing comprehensive catalogue present further deployable 

resources.  

The bundling of these resources leads major labels to various possibilities of their 

deployment, where the above identified business opportunities are the key areas. Besides the 

traditional business of selling CDs, most of the resources are deployed in new and diversified 

ways the product of music can be consumed by and marketed to mass audiences in order to 

strengthen major labels’ economies of scale and reflecting the digitization of demand. This 

entails a diverse set of music products and services for the end consumer such as DRM-free 

single song and album downloads, ring-tones, special deluxe packages, music applications 

and games in collaboration with digital tech companies, music flat fee subscriptions in 

collaborations with mobile phone providers and ISPs, ad-supported streaming models in 

collaboration with digital tech companies as well as merchandise products. Through 

collaborations and joint ventures with social networks such as i.e. MySpace the big music 

communities are utilized to roll out grand scheme marketing and promotional campaigns 

intended to pick up the consumer right where they are discovering, sharing and discussing 

music. The consumers’ trust in and loyalty to those channels is used to embed product 

offerings. Hence, much of this resource deployment is intended to raise the convenience of 

purchasing the many different music products offered by the major labels and to account for 

the varying consumption preferences of customers. 

Additionally, major labels deploy some of their limited A&R capabilities as well as their 

prevalent contacts and networks in the area of publishing since their music, appealing to mass 

audiences, carries great potential for the creators of advertisement, games, films etc. 

This widespread deployment of their resources reflects the label’s insecurity about what 

business model will be the most effective for them in the future. Jeff Fenster, senior vice 

president of A&R at Jive Records (A18): 

 
“We do a lot of things and put resources wherever there is something promising. (…) Still, 

we’re supposed to be the experts and yet we have a tough time understanding everything that 
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is going on in the industry as we speak.” 

It is notable, that the major labels’ lack of flexibility leads to a rather slow process of 

bundling resources for deployment. In addition, the Majors are trying to deploy their 

resources in the pursuit of standardized mechanisms and procedures they can utilize to sell 

and market their non-genre specific products to mass audiences. 

Further, intending to discourage copyright infringement and to persuade music lovers back to 

legitimate ways of purchasing music, the major labels continue to use financial resources to 

sue music pirates. Eric Nicoli, former CEO of EMI and founder of R+R Music (A19) 

explains: 

 
“We do everything that is legal to get paid for our content so we can pay artists for their 

work. (…) We took legal action against some members of the public for conducting illegal 

behavior. Some might argue that that is pissing off our customer but I believe these people 

are not our customers. If you are stealing something rather than buying, that’s not my 

definition of a customer.” 

Reflecting this comment it has to be considered that by bringing legal action forward against 

music pirates, already scarce resources of major record companies in regards to the consumer 

relationship as in example consumer trust will get further eroded and lead to further music 

pirating. 

While the forthcoming investigation of the resource deployment by independent labels 

displays some commonalities with the major labels, there are some quite remarkable 

differences, which shall be presented below. 

5.4.2 Independent labels 

As the analysis above has shown, independent labels combine their existing creative effort 

resources with technical expertise, digital distribution expertise, new media knowledge and a 

positive consumer relationship characterized by reputation, trust and brand loyalty in order to 

exploit their musical products and services. Propelled by the opportunities presented through 

the advancements in ICT and the independent labels’ flexibility, these resources are bundled 

efficiently to provide a good understanding of the target audience, which in turn leads to the 

release of music consumers want.  
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Just as the major labels, a lot of the resource deployment of independent labels becomes 

visible through new product offerings. Besides engaging in the traditional releasing of CDs, 

independent record companies also offer single song and album downloads, merchandise 

products, and to a limited extend, ring-tones, smart phone applications and interactive games. 

However, independents mostly remain locked out of bigger products like ad-supported 

offerings, subscription offerings etc. This development has led them to servicing a music 

experience to their customers that is based on a community and a strong identification with 

the label. 

The diversification of independent labels gives them the opportunity to deploy their positive 

relationships with consumers in diverse business activities: from organizing events and tours, 

offering special limited edition products, to attracting brands for collaborations and 

publishing opportunities. The positive relationship with its consumers enables independent 

labels to give those consumers a reason to buy their products, while these products may not 

necessarily be the actual music. Additionally, since these products are more based on offering 

the consumer a rather complete musical experience, some of them, as for example special fan 

packages can be sold at premium price. B6 describes: 

 
“The way to go is to do some much more expensive records, something that is really, really 

nice in terms of packaging, a lot of [booklet] pages, pictures, candy, gifts, a t-shirt in a record 

and things like that are going to make it fairly expensive, but it will be the real thing.” 

The approach of monetizing on the relationship between artists and fans and alternatively 

between the label and fans allows for increased personalization and customization of the 

offerings. Additionally the deployment of such resources has often times a self-supporting 

effect as by deploying one’s reputation, for instance through a collaboration with a brand, a 

labels reputation and legitimacy itself can get replenished. Simultaneously, as independent 

labels deploy their understanding of audiences, knowledge about certain specific music genres 

and technical expertise is gained through collaborations with small digital technology 

companies such as Topspin or Reverb Nation. Through more focused, innovative and creative 

marketing schemes tailored to a specific artist or project, they generate metadata along the 

way, which deepens the comprehension of consumers’ tastes. 

As independent labels deploy their creative effort resources, they produce musical products 

that are in demand by a specific targeted audience or possible publishing licensors. The 

services and products offered to the music-consumers stem from the above-mentioned 
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resources the independent labels’ have to their disposal. Their resource deployment aims at 

developing a positive relationship with the consumers and delivering the product consumers 

want. Especially resources such as brand reputation and communities around the label or 

artists are deployed to provide the consumer reasons to buy the products. This becomes clear 

in B3’s comment: 

 
“Everything passes through the relation with the artist or with us [the label] and I consider it 

indispensable. This means if we can create this relationship, we will be the ones who can 

promote and communicate one’s talent and ultimately generate a sustainable business by 

selling CDs, t-shirts, downloads, concert tickets (…).” 

The analysis shows the strategies today’s record companies apply in regards to their resource 

selection, accumulation and deployment. As I turn to the discussion of the results it shall be 

assessed if these strategies can lead to competitive advantages. 

Chapter 6 - Discussion 

As can be seen from the analysis above, today’s record companies focus their strategies on 

certain resources they perceive necessary to achieve competitiveness in an environment 

characterized by changing consumer behavior and constant technological advances. 

Moreover, they follow different paths to obtain and deploy these resources. Record 

companies formulate their strategies around new emergent business opportunities in the 

diversified areas of music access, legal downloading, new areas of music licensing, social 

networks and ad-supported services as well as consumer relationship. In the following 

investigation the resources identified in the analysis part shall be discussed if they indeed can 

be perceived as strategic assets that are valuable, rare, imperfectly imitable and imperfectly 

substitutable and therefore comprise the possibility of reaching a competitive advantage. 

Further, record companies’ resource combinations shall be scrutinized in regards of their 

support for competitive advantage. It has to be noted, that in the fast paced popular music 

industry, achieving series of temporary competitive advantages is more realistic than long-

term competitive advantage.  

When examining the resources controlled by major labels and those which they try to obtain 

in order to exploit the identified business opportunities it is noticeable that their resource 

focus remains mainly on the exploitation of musical products. Existing distribution and retail 
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resources, technical resources, new media knowledge and merchandise resources are all very 

valuable but can be imitated or acquired on factor markets by competitors, who possess 

adequate scale economies and financial resources. All four major labels, although varying in 

size, possess these resources. Therefore, these tradable major label resources do give them an 

advantage in competing with Independents for reasons of time compression diseconomies and 

asset mass efficiencies, however they cannot constitute a competitive advantage among 

Majors. Further, as the digitization of demand accelerates traditional distributional resources 

loose value since they are easily substituted for digital distribution by for example 

independent competitors. The existing marketing and promotional resources major labels 

control are also very valuable, but as can be seen within the big four, all major labels 

comparably posses these resources, thus they are not rare. Additionally, these resources have 

also lost in value due to the developments in ICT and can also be bought on the market, so 

they also cannot support any competitive advantage. 

As major labels internally develop widespread relationships and networks across industries 

(e.g. with digital distributors), these intangible assest cannot be as easily imitated and enhance 

complex relationships between the other resources major labels possess. In addition, these 

relationships are consolidated by the high quantity of projects conducted by major labels. The 

intangible resources of networks and relationships are strategic assets since they are 

idiosyncratic to each firm and therefore can support a competitive advantage. Furthermore, 

this resource is essential to producing positive outcomes when combined with resources 

aimed at the exploitation of music. However, it has to be mentioned that all major labels are 

carrying out efforts to nurture their contacts in the popular music industry as well as related 

industries and thus overlaps in linkages may occur. 

Although the ‘big four’ are varying in size and market shares, their resource bases are to some 

extent grown similar, featuring many valuable assets and fewer strategic assets. This lets 

major labels appear to often times compete “with the same weapons” in the traditional 

business of selling CDs as well as the identified four emergent business opportunities of 

music access, digital downloading, social networks and ad-supported services and music 

licensing. First mover advantages, for example through the collaboration and licensing with 

digital music companies may be obtained but are increasingly wiped out by the succession of 

the other major labels. Processes of institutionalization and isomorphism have led to an 

increased resemblance of resource bases between the major labels, resulting in difficulties to 
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produce innovative solutions in this situation.  

The major labels’ dynamic capabilities that alter the resource bases appear to be not 

pronounced enough to constantly produce outcomes that are adaptive to the environment in a 

fast enough pace. They don’t appear to display adequate dynamic capabilities of product 

development, integration and strategic decision-making in order to anticipate change and as a 

result are frequently not on the forefront of consumer behavioral developments, are hesitant to 

embrace these, and therefore often times fail to create fast and uncomplicated consumer value 

where needed. The major labels’ lower flexibility appears to make them react only slowly to 

changes in demand and consumer behavior, thus necessary new resource configurations are 

not achieved in adequate time to really exploit opportunities efficiently. The combination of 

weak capabilities of sense and response and learning, limited product development knowledge 

and choices displaying an obvious unwillingness to pass on short-term profit maximization 

lead to a limited capacity to innovate, even if the necessary financial and technical resources 

are under their control.  

Major labels focus their strategies on creating new standardized distribution and media 

channels to deliver their musical content from their comprehensive catalogue. Hence, they 

accumulate technical resources and new media knowledge. By the deployment of their 

resources they try to create relationships between the consumer and the artist through the 

diversification and personalization of their offering. Thus, they deploy resources to create a 

better music experience for the consumer. While this is certainly creating value, it appears 

that many of those products are easy for the consumers to copy. This leads to the biggest 

competitor of all record labels, which is ‘free’. As long as it is possible to copy and share 

those products, consumers will always have the opportunity to experience the product for free 

and the purchasing process is not necessary. Merchandising, premium packages and live 

concerts are products that cannot be duplicated and offer value for fans, however the major 

labels have just started to invest in the necessary resources to deliver these products. Further 

efforts to deploy resources in these business areas therefore appear to be promising options. 

Although some of the interviewed major label executives have realized the need for them to 

develop a positive consumer relationship, continuing legal actions taken against private 

copyright infringers as well as long time DRM limited music offerings have resulted in an 

erosion of consumer trust as a possible resource, taking a long time to rebuild this important 

strategic asset. Major labels start to look at the consumer as a valuable and possibly strategic 
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resource. Nevertheless, the major labels predominantly have been trying to obtain some 

consumer trust through collaborations with for instance social networks, but such 

collaborations just deliver this resource for a limited time and marketing/distribution channel 

and cannot be regarded as long lasting.   

As I turn to the assessment of the resources independent labels have available for disposal, it 

becomes evident that while the creative effort resources of independent labels have retained 

their value, they try to match the digitization of demand through the possibilities offered by 

the advancements in ICT on the now ‘leveled playing field’. Amongst others, the 

development comprises that the same online channels are now used for the discovery as well 

as the acquisition of music by consumers, has further opened up business opportunities 

independent labels could not pursue before and made it easier for niche artists to break into 

the mainstream. Just as the major labels, independent labels are focusing on accumulating 

technical resources in order to facilitate the exploitation of emergent business opportunities. 

However, compared to the major labels, this happens at a smaller scale rather limited to 

certain projects at a broader scope. While majors deploy these resources mainly through 

bigger scheme music products such as mobile streaming or ad-supported offerings, 

independents mostly use their technical resources to produce more effective marketing 

campaigns, targeting appropriate audiences. These technical resources, mostly in the area of 

ICT, are valuable, however, they can be competed away since they are imitable for 

competitors and openly available on markets. 

The open access to the now ‘leveled playing field’ appears to reduce the independent labels’ 

incentives to collaborate with major labels in order to accumulate the resources that were 

previously out of reach as for example greater promotional and marketing campaigns or 

traditional distribution to retail chains, with the latter having continuously decreasing value. 

However, the scale advantages possessed by major labels, which for example result in 

tightened relationships with business partners, are not completely obliterated by this 

development. 

The analysis shows that independent labels focus on some additional resources that might 

constitute a competitive advantage as they nurture their distributional expertise and broadened 

network relationships. These resources are idiosyncratic to the specific companies and can, if 

combined with for example the right musical product become sources of competitive 

advantage. Since independent labels possess better product-developing capabilities, because 
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of their understanding of specific audiences and access to highly socialized music 

environments major labels are oftentimes locked out of, they are signing promising bands 

from respective niches. These artists create value with their authentic music that the labels 

already know will be attractive to the targeted audiences, although this sometimes means 

smaller demand. In this regard developments in consumer behavior towards a more 

individualized and niche consumption are favorable for independent record companies. 

Consumer understanding, access to specific music environments and the resulting capability 

to identify new talent are supporting independent labels’ competitiveness in a set of diverse 

business activities when combined with the necessary resources to exploit the music 

efficiently. Such resources are technical expertise and new media knowledge, distributional 

expertise and relationship networks. In addition, many of the creative effort resources are to a 

certain degree founded on tacit knowledge, thus supporting competitiveness. Further, the 

independent labels’ consumer understanding and involvement with the target audiences 

enables their managers to build metaphysical insight to perceive opportunities and the value 

of resources to exploit them. This capability in turn also supports a strategic advantage. 

It becomes clear, that the initiating imperative for the exploitation of any musical product 

must be the music itself. It must be content that consumers want. This product development 

capability is less developed on the side of the major labels for reasons mentioned above, 

although evidence indicates that they are trying to nurture their A&R capabilities. Although 

they constantly acquire copyrights for exploitation, to a great extent they remain dependent on 

independent labels to find new talent that can be turned into a commercially viable product. 

Major labels possess comprehensive catalogues of music that is very popular across societies. 

This presents extremely valuable asset since the music itself is unique, rare and imperfectly 

imitable and substitutable. But as time goes on this resource looses value if not updated with 

new music that is sought-after by today’s and tomorrow’s music fans. So, while right now 

these catalogues can be seen as strategic assets, their diminishing value can be anticipated if 

sufficient product development capabilities and appropriate resources are not developed. 

However, a first promising step toward a better consumer understanding has been taken by 

the accumulation of enormously valuable consumer data, which can provide major labels with 

insight into their targeted audiences and support the generation of the essential capability of 

new product development. 

As seen in the analysis above, besides focusing their strategies on the accumulation of 
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technical resources, distributional expertise and the expansion of relationship networks, many 

independent labels prioritize the development of a positive consumer relationship and the 

nurturing of their own and their artists brands, brand loyalty, reputation and consumer trust. 

These resources comprise substantial potential to support possible competitive advantages 

since they are highly idiosyncratic to firms, rare across the vast number of record companies 

as well as imperfectly imitable and substitutable. The accumulation of these resources 

necessitates consistent firm choices over a longer period of time, which presents a 

considerable challenge to record companies. However, if the record label or artist is 

established as a brand with a good reputation that consumers trust, this gives consumers an 

incentive to buy musical products that they could otherwise just get for free. The value 

created through the music is enhanced by the experience of belonging to a community, being 

a part of the creation of the experience and supporting the label. Further, these intangible 

resources can be deployed in many ways, resulting in diverse revenue streams and 

replenishing the consumer understanding and product development capabilities. For major 

labels, it appears complicated to nurture their own brands and achieve brand loyalty since 

their artists come from a range of different music genres and the firms do not possess the 

product development capabilities Independents display. However, the many diverse sub-

labels major record companies control offer opportunities in this area to support 

competitiveness.  

The analysis shows that independent labels are able to alter their resource base faster and 

more efficiently than major labels. Their greater flexibility and dynamic capabilities allow 

them to turn the accumulated resources into musical products, which are adaptive to the 

environment and address consumer needs. Besides having access to only limited financial 

resources, their capacity to innovate is supported by their capabilities of entrepreneurship, 

learning and sense and response, which are based on rather emergent strategies founded in the 

strategic assets available for their disposal. Nevertheless, it has to be noted that while many 

independent labels’ resources and capabilities appear to support their competitiveness on the 

popular music market, as of yet they only account for 20% of record sales worldwide for 

reasons of smaller scale economies. 

Chapter 7 - Conclusion 

Elucidating the strategies today’s record companies follow, this paper indentified five 
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emergent business opportunities which appear to yield promising returns for today’s record 

companies: music access, legal downloading, social networks and ad-supported services, new 

areas of music licensing, and consumer relationship. While the resources bases of major and 

independent labels are biased towards the exploitation and product development of music 

respectively, labels focus on obtaining resources they perceive necessary to reach 

competitiveness in these diversified areas.  

Economies of scale and an appropriate resource base enable the major record companies to 

monetize in the first four areas. However, the many resources geared towards the exploitation 

of musical content as physical distribution assets, marketing and promotional resources, 

technical and financial resources the Majors possess are all valuable (although some are 

declining in value), but do not fulfill the characteristics of strategic assets when competing 

within the ‘big four’. Potential for reaching a future state of competitive advantage for major 

labels lies in the nurturing of relationship networks, product development resources and a 

positive consumer relationship and understanding. These intangible resources are 

idiosyncratic to firms, cannot easily be competed away and deployed in multiple ways, 

especially when combined with the existing exploitative resources major labels have under 

control. However, besides nurturing relationship networks, major record companies appear to 

just slowly prioritize the accumulation of these asset stocks internally over time. Additionally, 

for reasons of organizational inflexibility, many of the major record company’s dynamic 

capabilities appear to be little pronounced, resulting in solutions less innovative and adaptive 

to the business environment characterized by changing consumer behavior, digitization of 

demand and constant technological developments. 

For reasons of missing scale economies, independent labels remain predominantly locked out 

of the business opportunities in the areas of music access, ad-supported services and social 

networks. Nevertheless, advances in ICT have led to a rather equal access to a now ‘leveled 

playing field’, enabling independent labels to increasingly enhance their traditionally limited 

capabilities to exploit musical content, especially in the areas of distribution as well as 

marketing and promotion. Independent labels constantly attempt to nurture their internal 

organizational resources of consumer understanding, access to specific music environments, 

consumer trust and reputation, resulting in a strong brand in respective niches and a positive 

consumer relationship. These resources are strategic intangible assets that independent labels 

try to combine with technical expertise and new media knowledge, distributional expertise 
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and as well as firm-idiosyncratic relationship networks in order to monetize and achieve 

competitive advantage in primarily niche markets. The researched independent labels display 

quite developed dynamic capabilities and organizational flexibility, which allow them to alter 

their resource base quickly, adopt emergent strategies and deliver value-creating outcomes 

that go beyond traditional label work. However, while independent labels in general appear to 

be in a promising position in regards to their resource bases, it has to be noted that most 

independent labels are limited to specific genres. Further, many of the developed scale 

advantages of major labels remain intact in regards to the competition of these two types of 

firms. 

This research investigated the potentials for major and independent labels to reach 

competitive advantages in today’s popular music industry from a resource-based view. This 

perspective gives reason to conclude that the struggling popular music industry is not only 

challenged to find products that cannot be duplicated and therefore potentially consumed for 

free, but that one path that might lead to a promising future lies in the combination of an 

understanding of the external environment and record labels’ specific resources that cannot 

easily be copied. This combination offers opportunities to open up new diversified and 

sustainable revenue streams. 

Chapter 8 - Outlook 

The focus of this research paper at hand has been on the strategies of today’s record labels 

from a resource-based view. In order to ensure the displayed results and allow for greater 

generalization, a wider and more in depth analysis of the resource bases of specific major and 

independent labels could present a possibility for further research since this study is rather 

broad in design. 

During the course of writing this paper, it was observed that record companies nurture certain 

resources and capabilities that have potential to lead to competitive advantage. Further 

research on the internal organizational processes that facilitate and support the fostering of 

such strategic assets could lead to deeper insight about a more effective formulation of 

strategy on behalf of record companies. Since such an analysis was beyond the scope of this 

paper, I did not incorporate this interesting area of research. 

Additionally, I believe it would be interesting to investigate the possibilities for artists to be 
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successful without the traditional support of record labels and pursue the question if they too 

can accumulate the resources necessary to be competitive by themselves as a “one artist label” 

and what consequences this might entail for traditional record companies. 
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Appendixes 
 

1. Table of analyzed popular music industry websites and blogs 

 

The following nine websites and web-logs were researched from February 20th to May 19th 

2009: 

 
Billboard.biz  

- popular music industry news source, providing news and analysis of today’s industry 

developments. 

 
Hypebot.com 

- blog about the music business and technology, including feature articles and interviews with 

industry professionals. 

 
The MusicVoid.com 

- blog offering popular music industry related news and interviews with numerous industry 

professionals. 

 
DigitalMusicNews.com 

- popular music industry news source. 

 
Midem.com & Midemnet.com 

- website of the largest popular music industry trade fair, offering news, debate and comment 

on the popular music industry as well as interviews and panel discussions with industry 

professionals. 

 
Crazedhits.com 

- website offering regularly updated interviews with record company executives on various 

music business topics. 

 
ArtistHouseMusic.org 

- non-profit organization offering industry information and resources, including interviews 

with industry professionals. 
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Paidcontent.org 

- news source providing global coverage on the economics of digital content inter alia the 

popular music industry. 

 

Techdirt.com 

- blog news and analysis on technology, government policy and legal issues affecting 

companies in the digital businesses. 

 

MusicThinkTank.com 

- various popular music industry professionals blog about the industry. 

 

2. Table of interviews from secondary sources  

 

A1 

Ted Cohen, former senior vice president of digital development & distribution for EMI 

Group, now managing partner at TAG Strategic, received from themusicvoid.com and 

Midemnet.com on April 5th 2009.  

A2 

Fred Bolza, vice president of strategic development at Sony Music Entertainment, received 

from themusicvoid.com on April 7th 2009. 

A3 

Bob Cavallo, Chairman of Disney Music Group (EMI), received from crazedhits.com on 

March 21st 2009. 

A4 

Jimmy Iovine, Chairman of Interscope, Geffen and A&M Records (Universal Music Group), 

received from crazedhits.com on March 23rd 2009. 

A5 

David Ring, executive vice president digital development at eLaps (Universal), part of the 

2009 Econ Music Conference Panel on new business models in the music industry, received 

from paidcontent.org on April 7th 2009. 
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A6 

Cory Ondrejka, senior vice president of digital strategy at EMI Group, part of the 2009 Econ 

Music Conference Panel on new business models in the music industry, received from 

paidcontent.org on April 7th 2009. 

A7 

Michael Spiegelman, Head of Yahoo Music, part of the 2009 Econ Music Conference Panel 

on new business models in the music industry, received from paidcontent.org on April 7th 

2009. 

A8 

Terry McBride, CEO of Nettwork Music Group, received from hypebot.com (through 

rollogrady.com) on March 4th 2009 and crazedhits.com on April 24th, 2009.  

A9 

Rio Caraeff, executive vice president of the eLabs group of Universal Music Group, keynote 

at Leadership Music Digital Summit 2009, received from techdirt.com on March 24th 2009. 

A10 

Tim Dellow, founder of UK independent label Transgressive Records, received from 

themusicvoid.com on May 1st 2009. 

A11 

Bruce Lundvall, CEO of Blue Note Records, received from crazedhits.com on May 30th 2009. 

A12 

Tom Derr, founder of Rock Ridge Music, received from artisthousemusic.org April 24th 2009.  

A13 

Dylan Hermellijn, label manager of 100% Pure Music, receive from hypebot.com (via 

beatportal.com) on March 4th 2009. 

A14 

Dino Paredes, general manager of American Recordings of Sony Music Entertainment, 

received from artisthousemusic.org on May 3rd. 

A15 

Michael Bebel, former CEO of Ruckus, received from hypebot.com (via 

theunsignedguide.com) on March 30th 2009. 

A16 

Courtney Holt, CEO of MySpace Music, received from midemnet.com on April 14th 2009. 
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A17 

Edgar Bronfman Jr., Warner Music Group CEO, received from digitalmusicnews.com (via 

clickz.com), received April 21st 2009. 

A18 

Jeff Fenster, senior vice president of A&R at Jive Records, received from crauedhits.com on 

May 8th 2009.  

A19 

Eric Nicoli, former CEO of EMI Group and founder of R+R Music, received from 

themusicvoid.com on April 7th 2009. 

 

3. Table of conducted interviews 

 

B1 

France  

Independent label manager / Marketing & Promotion agency manager  

Interviewed 25.04.2008  

B2   

USA   

Independent label manager/ Marketing & Digital Distribution manager    

Interviewed 31.04.2008  

B3  

Spain   

Independent label executive manager 

Interviewed 27.04.2008  

B4   

Spain   

Major label CEO 

Interviewed 26.05.2008  

B5  

Japan   

Major label executive manager  

Interviewed 21.04.2008  
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B6 

Denmark   

Independent label executive manager 

Interviewed 15.05.2008  

B7 

Japan  

Major label A&R 

Interviewed 07.05.2008  

B8 

Germany  

Independent label executive manager 

Interviewed 06.05.2008 

 

4. Final discussion partner 

The final discussion of the results of this study was conducted over the phone with the head of 

the promotion department of a US major label on July 15th 2009.  

 

 


