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ADDITIONAL CASE STUDY

CHAPTER 10
Online music gives rise to distribution headaches
Who'd be the marketing manager for a music label? You might be able to rub shoulders with the stars but ultimately, once the partying is over, it's time to get down to business. And a ‘business' is exactly what the music industry is—a very aggressive business. In 2001, the UK market for pre‑recorded music was approximately £2.1 billion, at retailers' selling prices (Mintel, 2002). Since 1997, retail sales value had increased by 21%, although the rate of increase had begun to slow down. This was largely due to the decline in the singles market and increased competitiveness in the market, which has led to the introduction of discounts and special offers. However, by 2002, the music industry appeared to be in crisis as new forms of distribution challenged traditional retail outlets.
By 2000, CDs had become the dominant form of distributing music. Vinyl records had all but disappeared and the market share of cassettes had been slipping. Innovative formats had been launched, but except for mini discs, with no significant consumer impact—do you know anyone who owns a laser‑disc or a DAT player? Competition within the CD market‑place is largely between major entertainment corporations who record, manufacture, and co‑ordinate the distribution of products. The independent recording sector is also important as a source of new talent. The market is subject to extreme sales variation, due to fluctuating reputations and ‘hype' surrounding individual artists or related phenomena. Think of the unpredictable ups and downs in the sales of bands like Oasis and of soundtracks like The Titanic, for instance. There is also always a huge seasonal variation in volumes because of the Christmas gift‑giving market. Looking more broadly, consumer spending on recorded music forms just a part of the wider leisure and entertainment sector, which typically also includes books, magazines, sports, games, and hobby products. This means that the marketing carried out by record companies has to overcome some pretty big hurdles in order for a particular CD to enter the average consumer's consciousness.


       A significant contribution to the marketing of CDs is made by distribution channels. The main intermediaries are the general high street chains like WH Smith and Woolworth's, which sell other goods in addition to music‑related products; and the specialist record chains like Our Price and HMV. The chief difference between the two types of chain is the range they stock: Woolworth's may sell more units than any other chain, but it keeps a considerably less deep list of titles on display than HMV who are aiming to attract the more ‘knowledgeable'—and frequently higher and more regular spending—music fan, in addition to the chart‑orientated buyer. More mature consumers tend to shop at outlets like Boots or WH Smith.


       Sales in other non‑traditional outlets, such as petrol stations and grocery stores, have been growing. Supermarkets in particular have moved strongly into the recorded music sector, with chains like Safeway and Sainsbury's offering a top chart selection, sometimes at discounted prices. Some chains, such as Asda, also offer singles as well as a limited ‘back‑catalogue' range but these are usually mid‑price or budget compilations. The number of Asda stores with record departments grew from zero in 1991 to 250 by 1996. Over the same period, the number of UK independent record shops fell from nearly 2,000 to 1,500. Although record companies welcome the huge volume provided by supermarkets selling music, they fear a repeat of the retail revolution in the USA which virtually wiped out the small ‘indie' record shop. The music industry believes the long‑term development of new bands has been harmed because the shops that used to sell debut albums are in decline. Asda's category controller for entertainment says that record companies are in a difficult position because, although publicly they feel that supermarket price promotions are devaluing music, privately they are happy to see any sector performing strongly. However, music companies are finding supermarkets, with their high expectations of marketing and merchandising support and low margins on CDs compared to groceries, much harder to deal with than specialist chains.


       The grocery multiples normally buy their CDs through a wholesaler. It suits them to do so because of the hugely diverse nature of the titles available and the need for frequently changing ranges. The major wholesalers include Entertainment UK, which is part of the Kingfisher Group and Total Home Entertainment (THE), which is part of John Menzies. The process for gaining supermarket distribution for a CD title is as follows: the major record companies present their titles to a wholesaler which has an account with a grocery multiple; the wholesaler then recommends a selection to the retailer's buying team; they may also work out the planogram (the store shelf layout) and do the merchandising.  


       The Internet has offered new opportunities and challenges for major labels and independent record companies to provide access to their products.   Research by Forrester Research has suggested that the sites most commonly visited by 15–24 year olds are music related. Music is well suited to on‑line retailing. With no need to see the actual CDs, it is easier to listen to a taster on‑line than in a shop. Web sites can also add value by incorporating reviews, concert listings, and discographies.

However, distribution through the internet did not get off to a very good start for the music companies. Internet based companies such as Napster.com and Aimster.com tried to get round the copyright laws by allowing "members" to swap files with each other. This undoubtedly cost the music companies a lot of money, and they eventually succeed through the courts in driving many of these sites out of business. But the music companies realised that new pirating sites could spring up at anytime and the internet was very difficult to police. Should they continue to rely on the courts to drive the sites out of business, or should they try and join them? The companies were aware that the internet sites were driven by energetic entrepreneurs - could the music companies harness these energies for their own benefits?
Gradually, the companies started licensing companies to provide mp3 format downloads using coding that prevents multiple copies subsequently being made, believing that they did not have the internet skills to set up their own distribution operations.  In May 2001, the music and media giant Vivendi Universal acquired one of these sites - MP3.com for $372m, just six months after MP3.com paid Vivendi $53.4m as compensation for intentionally violating its copyrights. For MP3.com a big attraction was having access to its new owner's back catalogue. For Vivendi, the benefit was to acquire the skills necessary to distribute through a channel which it knew little about, other than as an adversary in the courts. By 2003 MP3.com had amassed 3m users within a year of opening its European operation with a staff of just 25 (Sexton 2003). Visitors to the site enter their personal details to get access to 1.2m songs, either as streams or downloads, depending on the content supplier. MP3.com's role as a marketing ally represented a recovery from three years previously, when the parent American website was badly wounded in the crossfire with peer-to-peer "baddies" Napster and Aimster.

Sources: E Biyalogorsky, and P Naik (2003),  Clicks and mortar: the effect of on-line activities on off-line sales, Marketing Letters, 2003 ;  Bhattacharjee, RD Gopal, K Lertwachara, JR (2006) Consumer search and retailer strategies in the presence of online music sharing, Journal of Management Information Systems, 2006.
Case study review questions
1. Identify the key environmental forces that should be considered by music producers in evaluating strategies for channel design.

2. Contrast the role of a specialist music retailer with that of a grocery supermarket in the channel for CDs.

3. How would you suggest music producers might control their marketing channels more effectively?
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