
		
			
				
					[image: ]
				

				
				

			

		

		
			
				[image: ]
			

		

		
		

		
			
				[image: ]
			

		

		
		


		
			Spotify: Music for Everyone

			
				
					Key information

					
							Founders: Daniel Ek (Swedish entrepreneur, born in 1983) and Martin Lorentzon (Swedish engineer, born in 1969).

							Founded: Spotify was originally founded in Sweden in 2006 and has been available to the public since 7 October 2008 (when it was launched in Sweden, Great Britain, France, Spain, Finland and Norway).

							Sector: entertainment, music and video.

							Marketing area: as of 2017, Spotify is now available in over 60 countries worldwide, having launched in the United States in 2011 and in Latin America and parts of Asia in 2013.

							Number of users: as of October 2017, Spotify has over 140 million active users, of whom over 60 million (i.e. 42%) are paying subscribers.

							Annual turnover: over $3.3 billion in 2016, compared with $2.18 billion in 2015, with subscriptions accounting for around 90% of revenue and advertising accounting for the remaining 10%.

							Key terms: 


					Freemium: this portmanteau of the words “free” and “premium” was first used by the American investor and blogger Fred Wilson in 2006. It denotes a commercial service which offers both a basic version which is free to access and use, and a “premium” version which offers more advanced features to paying users. The free version is often financed by advertisements and can attract users who are eventually persuaded to sign up for the paid version.

					Premium: a premium service is an enhanced version of the basic service offered by a service provider using a “freemium” business model. The premium service is usually significantly more expensive. On Spotify, the bonus features offered by the Premium service include higher sound quality, the option of using the service offline, and the removal of all adverts.

					Royalties: royalties are the payment owed to a creator in exchange for the right to use their work, patent or brand. They are a means of complying with copyright law, which recognises creators as the only individuals with the right to distribute their work until it enters the public domain.

			

				

			

			Spotify has been hailed as revolutionary because of the way it has shaken up the music industry, causing no shortage of debate in the process. While it used to be impossible to listen to a music file without buying it, streaming technology is now sufficiently advanced to allow audio files to be played without being downloaded. As the file is not being downloaded, there is no need to pay for it, although this business model of paid downloads is still used by iTunes, Apple’s music player software, among others.

			Unlike many of Spotify’s competitors, such as Google, Apple and Amazon, the company was not founded in the US, and it was only launched there three years after its initial European launch in 2008. However, the phenomenon soon gained momentum on the other side of the Atlantic: the number of songs streamed online by users in the United States increased by a whopping 50% between 2013 and 2014, while the volume of paid downloads dropped by 13% in the same period. Today, Spotify is the most-downloaded app in the United States.

			There is only one fly in the ointment, but it is a big one – certain artists feel that their share of the profits is unacceptably slim, and have rebelled against the site. According to a report published in December 2013 by ADAMI, a French organisation which oversees the rights of artists and musicians, streamed songs can generate as much as 22 times more revenue than the royalties received by the artists.

			At a time when the music industry is waging war on streaming, and when competition within the sector is constantly getting fiercer, how do the creators of this phenomenally popular service envisage its future?

		


		
			The early days

			The entrepreneur and the visionary

			Daniel Ek is a Swedish computer programmer who was born in Stockholm in 1983. By the age of 14, he had already become a CEO, coding and hosting professional websites from his bedroom. When he was only 16 years old, he began wondering how the public could be persuaded to pay for music that could be downloaded for free (albeit illegally). In 2005, he abandoned his engineering studies at the KTH Royal Institute of Technology in Sweden to begin a career in online marketing, and founded Advertigo. 

			Martin Lorentzon was born in 1969. He is a Swedish businessman who studied for an MBA in Gothenburg before embarking on a career which saw him sitting on the board of directors of several large companies such as Telia and Cell Ventures. In 1999, he founded Tradedoubler, which went on to become Europe’s largest affiliate network. Affiliation, whereby a website hosts advertising on behalf of a third party who pays a fee to the owner of the site, is commonplace nowadays, but at that time it was a revolutionary concept, as Amazon had only just started using it in the United States, and Google still had not even started using targeted advertising.

			In 2006, Ek sold Advertigo to Tradedoubler, and the two men joined forces to create the world’s largest online music player: Spotify.

			The digital revolution

			On 11 November 2014, Ek made a post on the official Spotify blog in which he reminded users of the site’s origins.

			“We started Spotify because we love music and piracy was killing it.” (Ek 2011)

			Since Napster – a peer-to-peer (P2P) file-sharing service, which means that each user also acts as a server so that files can be directly transmitted from one computer to another without passing through a central server – appeared in 1999, music sales have fallen considerably and the future looks no brighter. According to the IFPI, the organisation which ensures that copyright is enforced in the music industry, the industry’s sales volume fell by 23% and its sales value fell by 16% worldwide between 1999 and 2003 alone.
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			This model was later adopted by many different file-sharing platforms, including Spotify.

			
				
					Music sales certifications

					The sales thresholds that albums must reach to be certified silver, gold, platinum or diamond have had to be lowered on a regular basis since their inception due to the changing market. For example, the RIAA, which oversees music sales certification in the USA, currently awards a Platinum certification when a single sells 1 million units, but the Platinum certification was originally reserved for singles which had sold a minimum of 2 million units.

				

			

			Music for everyone

			In the same way that the emergence of commercial radio broadcasting rocked the record industry in the 1930s, recent developments in digital technology have led to new consumer habits.

			Practically unlimited music access

			Any internet user can now access a near-infinite range of music (over 30 million songs are available on Spotify as of October 2017) without having to spend a penny. This means they are able to flick between genres, artists and albums at their leisure, while also discovering new talent. Even though these users are probably buying fewer CDs or downloadable files, they are nevertheless consuming much more music.

			
				
					Record-breaking listening habits

					In February 2001, when Napster was at its zenith, 2.79 billion songs were downloaded via the site. Meanwhile, the equivalent of one million years’ worth of music was listened to via Spotify in just the first five years of the site’s existence!

					These two giants share a common goal: to provide the most complete, high-quality range of music possible in order to satisfy their users’ insatiable appetite for music.

				

			

			Music is everywhere

			Music occupies an increasingly important place in our daily lives. Since 2000, when compressing audio files in MP3 format became common, music has become a digitalised commodity and can be played on all kinds of online and offline devices, anywhere and at any time. Music has become indispensable: it provides individuals with a way of finding their identity while allowing groups of people to find common ground. While digitalisation may have significantly reduced the price that consumers are willing to pay for songs, the value that listeners place on their music has never been higher.

			An experience to be shared

			Thanks to digitalisation, consumers are no longer interested in the end product alone, but also in the experience that comes with it: discovering a song, listening to it, sharing it on social media, making contact with other fans, meeting the artist and their followers at concerts and festivals – which are, in fact, seeing increased attendance rates.

			By streaming live concerts, providing access to playlists, interviews with celebrities and unreleased music, and holding raffles for concert tickets, Spotify makes music a more social experience than ever before, which doubtlessly contributes to its colossal success.

			Similarly, the platform is ultra-connected to social media, and provides developers with the necessary tools to integrate its catalogue and features in new apps, on new websites, and even in new programmes. One example is the app Roadtrip Mixtape, which uses Spotify to create playlists featuring local artists based on your planned route.

			In so doing, Spotify:

			
					sends a strong message: “there is no need to reinvent the wheel, Spotify has done it for you!”;

					is aiming for a lofty goal: to be at the centre of new developments and constantly increase its user base.“Our whole reason for existence is to help fans find music and help artists connect with fans through a platform that protects them from piracy and pays them for their amazing work.” (Ek 2014)


			

		


		
			Spotify’s evolution

			How is Spotify funded?

			The early investors

			The project was born when a pair of entrepreneurs decided to work together by combining their two shared passions: music and technology. Their dream was to create the world’s largest online music player by combining the peer-to-peer software model with a business model financed by advertisements. The original prototype was inspired by the iTunes user interface set against an elegant black background reminiscent of a flat-screen television.

			Ek and Lorentzon initially financed the project out of their own pockets: the former was a young IT expert who had become a self-made millionaire by the age of 23 thanks to a programme he had developed for Tradedoubler, while the latter had earned $70 million by putting Tradedoubler on the stock market in 2005.

			Although Ek had thought that they would be able to obtain the necessary music licences within a few months, it actually took two years. The music industry was extremely reluctant to experiment with this new model, which was at that time completely untested, and the record labels demanded huge advance payments before leasing out their catalogues. Despite the huge investments that they had already made when launching the business, the two entrepreneurs soon had to inject nearly $5 million in additional funding into their endeavour.

			However, it was not long before the project attracted additional investors, including some of the big names in social network development: Sean Parker, the co-founder of Napster and the former president of Facebook, and his investment fund Founders Fund; Li Ka-Shing, a Hong Kong businessman who had invested $60 million in Facebook in 2007; and the Russian investment fund Digital Sky Technologies, which had already funded Facebook, Groupon, Twitter, and Airbnb.

			The freemium business model

			Spotify is a programme linked to a website which allows users to stream music through a peer-to-peer server model. In practice, users can choose between two services:

			
					the free but limited service (funded by advertisements);

					the unlimited Premium service, which is available by paid subscription only.

			

			This is known as a freemium model, which is very common in video games and social networks.
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			According to Ek, this two-service model is what enables Spotify to attract users who were previously used to illegally downloading music for free.

			
				
					Meteoric success

					Spotify was launched on 7 October 2008 and attracted 7 million users in Europe in less than two years, of whom 250 000 subscribed to the Premium service. The site reached one million subscribers in March 2011, attesting to its tremendous success. That same year, Spotify cemented its position as a market leader by signing a deal with Warner Music, kicking off the streaming revolution in the United States.

				

			

			The best platform on the planet

			Ek’s goals are ambitious: “We are hyper-focused on creating the best user experience and it starts with building the best music intelligence platform on the planet.” To achieve that goal, the company is constantly tweaking its services and adds new features almost monthly.

			
					October 2013: Spotify launched Spotify Connect, which allows users to play music over wireless speakers, using the Spotify mobile app as a remote control.

					December 2013: the Spotify TV app was launched for LG Smart TVs in over 30 countries, and the free Spotify app became available across all iOS and Android devices.

					March 2014: Spotify took one step closer to becoming the world’s number one search engine for music with the acquisition of The Echo Nest, an intelligent music platform which analyses listener behaviour to help suggest other songs for them.

					May 2014: Spotify formed a partnership with djay, the most popular DJ app in the world, meaning that Premium djay users can now access the Spotify catalogue and its 30 million songs when mixing, and the app can now suggest song sequences.

					November 2014: Spotify signed a deal with Uber, an American company which puts the users of its mobile app in contact with private drivers as an alternative to taxis. This partnership allows users to select a Spotify playlist to be played during their Uber ride.

					December 2014: Spotify revealed the most popular albums, songs, artists and styles of the year, and created a personalised overview of each user’s year in music (their most-listened genres, favourite artist each season, special moments, etc.).

					February 2015: Musixmatch, the world’s largest catalogue of song lyrics, was integrated into the Spotify app, making it even easier for users to sing along to their favourite songs. 

					March 2015: Spotify became an affiliate of Sony Computer Entertainment to create Playstation Music, thus allowing gamers to create their own soundtracks for their video games, to gain access to exclusive playlists, and to listen to their favourite albums directly from their TV screens.

					May 2015: Spotify began preparing to enter the video streaming market, which is significantly more profitable than the music market. In a press conference, Spotify announced that it had made deals with several content providers so that shows and series could be streamed on Spotify in their original form.

					July 2015: Spotify launched Discover Weekly, a playlist which is generated each week and provides users with two hours of customised music recommendations, mixing their personal taste with songs enjoyed by similar listeners. 

					January 2016: Spotify formed a partnership with Genius, a music annotation service, so that annotation information from Genius can be displayed as info cards which appear while songs are playing in Spotify.

					August 2016: Spotify launched Release Radar, a personalised playlist that alerts users to new music released by the artists they listen to most often. 

					September 2016: Spotify introduced Daily Mix, a series of playlists that have "near endless playback" and mix the user's favourite tracks with new, recommended songs. New users can access Daily Mix after approximately two weeks of listening to music through Spotify. 

					May 2017: Spotify introduced Spotify Codes for its mobile apps, a feature which allows users to share specific artists, tracks, playlists or albums with other people. Users can now generate barcodes which are unique to each piece of content, while an update to the Spotify app now allows users to access their device’s camera via the app, which can then scan the codes generated by other listeners and take the user to that exact content.

			

			Copyright

			A free, legal catalogue of music

			By creating a legal way to listen to music for free, Spotify made it possible to listen to tremendous quantities of music anywhere and at any time – a possibility that soon became an addiction for many users. Once music lovers get into the habit of listening to Spotify, their allegiance tends to shift irreversibly away from paid downloads and CDs, as these traditional sources of music are too expensive to be a sustainable way for listeners who have become accustomed to limitless streaming to quench their tremendous thirst for music. This was why Warner Music categorically refused to allow its catalogue to be added to Spotify until 2011, as the company had grave concerns over the possible long-term consequences for the CD industry.

			It took the Swedish entrepreneurs two long years of negotiations with the four giants of the music industry (Sony Music, EMI, Universal Music and Warner Music) before Spotify was able to launch in the United States. In the end, significant concessions had to be made regarding the terms and conditions of Spotify’s Free service. From then on, users could only listen to Spotify music for ten hours per month, and could only listen to each song a maximum of five times, unless they opted to pay for the Premium service. Pascal Nègre, the head of Universal Music France, made his views on the matter very clear in early 2011:

			“When you see people listening to the same song 35 times, you say to yourself, at some point this guy has got to go and buy the song […] If you listen to a song four times, that’s enough to know whether or not you want to buy it.”1 (Nègre 2011)

			These restrictions on Spotify’s Free service were eventually lifted a year later – i.e. in 2012 – in most European
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