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• Spotify is the world’s biggest music streaming 
platform by number of subscribers, with over 527 
million monthly active users, including 210 million 
paying subscribers, as of March 2023

• Spotify offers digital copyright restricted recorded 
audio content, including more than 100 million songs 
and five million podcasts, from record labels, 
independent artists, and media companies

Spotify



• Users can search for music based on artist, album, or 
genre, and can create, edit, and share playlists

• ‘Freemium’ service (free and paid premium):

• Basic features are free with advertisements and 
limited control

• Additional features, such as offline listening and 
commercial-free listening, are offered via paid 
subscriptions

Spotify



Spotify is available in most countries



• Spotify is available in most of Europe, as well as 
Africa, the Americas, Asia, and Oceania, with a total 
availability in 184 markets.

• Its users and subscribers are based largely in the US 
and Europe, jointly accounting for around 53% of 
users and 67% of revenue

• It has no presence in mainland China where the 
market is dominated by QQ Music

Spotify



• The service is available on most devices, including 
Windows, macOS, and Linux computers, iOS and 
Android smartphones and tablets, smart home 
devices, and digital media players

Spotify



• Unlike physical or download sales, which pay artists 
a fixed price per song or album sold, Spotify pays 
royalties based on the number of artist streams as a 
proportion of total songs streamed

• It distributes approximately 70% of its total revenue 
to rights holders (often record labels), who then pay 
artists based on individual agreements

• Spotify now accounts for more than 20% of global 
recorded music revenue (up from less than 15% in 
2017)

Spotify



Most streamed artist



Most streamed song



Stages of innovation



Basic stages of innovation

Discovery Development Diffusion Impact



Basic stages of innovation
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The digital revolution



The digital revolution

• Originally a peer-to-peer (P2P) system, Spotify now uses the Google Cloud 
Platform. The map shows ‘Edge Points of Presence’ – massive computer 
servers that deliver data quickly to users



• Discovery – new ideas are created/discovered 
for potential use in a product, service, or 
process. Includes invention, selection (e.g. a 
technology to use)

Basic stages of innovation



• Spotify was founded in 2006 in Stockholm, Sweden, 
by Daniel Ek and Martin Lorentzon

• They wanted to create a legal digital music platform 
to respond to growing challenge of online music 
piracy in the early 2000s

• After a few months of work the application was 
completed in 2006, however, its launch was 
postponed due to negotiations with the record 
companies and the licensing, so it took two years to 
launch the application

Discovery



‘User-led innovation’

• Before legal streaming services, file sharing sites 
like Napster, LimeWire, and The Pirate Bay were used 
by millions of people to (illegally) download music



‘User-led innovation’

• Music publishers (and bands such as Metallica) made 
themselves very unpopular by trying to shut down 
these sites and sue the people who ran them



‘User-led innovation’

• But this also suggested a huge unmet demand for 
easily accessible music

• “I realised that you can never legislate away from 
piracy. The only way to solve the problem was to 
create a service that was better than piracy and at 
the same time compensates the music industry” – 
Daniel Ek



• Development – a new idea or technology is 
developed into a usable innovation. Could 
include packaging a new technology with 
services, or configuring (choosing) which 
features of a core technology to use 

Basic stages of innovation



• Eventually convincing record labels to agree to 
share content in return for an aggregate 20 
percent stake, Spotify was launched in 2008

• It was an instant success, with a Facebook 
partnership helping it rise rapidly to 
prominence

• Surviving the transition to mobile, Spotify went 
public in April 2018, with a market cap of $26.5 
billion after the first day of trading

Development



Development



Development



Development



Business Model Canvas



Business Model Canvas



Business Model Canvas

• Spotify is a subscription-based service for its Premium service
• Recurring revenue subscriptions have become a major business model in 

digital services and beyond



Business Model Canvas

1. Attract a large base of users with a free service

Spotify’s free music streaming service gives users access to a catalog 
of millions of songs. The free service has basic functionality and users 
have to listen to messages from advertisers that partially subsidize the 
free service. Originally it was available only for a limited time period.



Users



Users



Business Model Canvas

2. Convert free users to a premium value proposition

Spotify has been extremely successful at converting free users to paid 
users. Its premium service has additional features (e.g. downloads) and 
it removes advertising. In 2018, 46% of Spotify’s users are premium 
users, who generate 90% of its total revenues



Business Model Canvas

3. Manage retention and ‘churn’

Like in any subscription model a user’s lifetime value (LTV) – how much 
Spotify can earn from a user over time – increases the longer the 
company can retain users. This is called managing customer churn. In 
the first half year of 2019, Spotify’s premium subscriber churn rate fell 
to a record low of 4.6%.



Business Model Canvas

4. Balance cost of free and premium

Spotify pays record labels close to 52% of the revenue generated by 
each stream. Over 85% of music streamed from Spotify belongs to
four record labels: Sony, Universal, Warner, and Merlin. In 2018, Spotify 
pays €3.5 billion in royalties for premium users and €0.5 billion for free 
users, which equates to 74% of overall costs.



Business Model Canvas

5. Finance it all with your revenue stream from premium

The particularity of the freemium model is that you need to be able to 
cover the costs of free and paying users. Spotify’s user base grows to 
over 248 million users in 2019 for which it needs to pay royalties. Of 
those users, 54% consume music for free.



Inconsistent profitability

• Spotify generated €11.72 billion revenue in 2022, a 21% increase year-on-
year

• Spotify made its first operating profit in 2019, but it has never made a net 
profit. In 2022, it posted a €236 million loss



Inconsistent profitability

• Average revenue per user 
(ARPU) is flat or declining

• Advertising revenue is 
basically flat



Future growth?

Spotify has spent heavily to expand its podcast unit in the last three years. 
Since 2020, Spotify spent $526 million on four different acquisitions in the 
podcast space, and contracted many podcasters and celebrities



• Brand

• Technology platform

• Customer data and analytics (44% of users listen to 
Spotify on a daily basis)

• (Has more recently developed its own podcasts)

Intellectual property and assets



• Diffusion – an innovation spreads across a 
population of potential users. Includes how an 
innovation is deployed, and how it is 
assimilated by users

Basic stages of innovation



Competitors



• Vast and constantly growing music library (60,000 songs 
added every day!)

• Available in very large number of countries

• Usability and user interface

• Reliability

• User data (Discover and Daily Mix recommendations)

• Saved playlists

• Continued innovation (new features etc)…

Competitive advantages



Continued innovation



Continued innovation



Continued innovation



Branding and marketing



Branding and marketing



Important social experience elements:

• Can follow other users

• Create, edit, and share playlists

Branding and marketing



Branding and marketing



Branding and marketing



Branding and marketing



• Impact – the effects of individuals, businesses, 
organizations, or society, which could even be 
transformational

Basic stages of innovation



• Music industry resisted the digital revolution for too 
long – this allowed other platforms (Napster etc, then 
Apple iTunes, then Spotify etc), to ‘own’ digital music 
distribution

• Example of the ‘Innovator’s Dilemma’: there might be 
logical reasons why a business or industry resists 
innovation, even though it leads to their creative 
destruction (or loss of revenue and influence)

Creative destruction



Creative destruction



Creative destruction



• Streaming services like Spotify now have a very 
powerful position in the music industry

• Could anyone else now launch a successful 
streaming music service? (there have been some 
unsuccessful attempts)

• Example of the power of platforms (‘platform 
capitalism’) brought about by digital technologies

Creative accumulation



• Spotify has paid nearly $40 billion to artists etc since 
it started

• Massively widened access to music

• Increased discoverability of new artists and music

• Probably significantly reduced music piracy

Socially useful innovation?



• Spotify pays approximately $0.04 per 10 streams

• So, 1,000 streams would be around $4, and 100,000 
streams would be $400

• This result may be lower based on certain factors 
such as if only half of a song was listened to

• So, even 300,000 streams per month = $1,200 a month 
($14,400 a year) – which is only just above the U.S. 
minimum wage ($1,160 a month) - before tax etc

Effect on artists



And it could be even less than this:

• These royalty payments are directly paid to the artist 
who created the song

• In some cases, the songwriter gets the payment, but 
a portion of the payment does go to the publisher if 
the songwriter hired someone to publish their song

• (The payment is actually based not on number of 
streams, but on the artist’s share of all of the 
streams on Spotify in a year) 

Effect on artists



Effect on artists



Effect on artists

• There are 200,000 ‘professional or professionally aspiring artists’ on 
Spotify – so only a quarter of them earn even $10,000 or more a year



Effect on artists

• …and a quarter of artists who generated over $10,000/year self-distribute 
(i.e. distribute their music without a typical industry publisher or label)



Effect on artists

• Artists now rely much more on touring (concerts), selling merchandise, 
and sponsorship deals



Effect on music

• Technology has always shaped music – the short, snappy songs in the 
rock'n'roll era were designed for radio stations to keep audiences listening.



Effect on music

• ‘Long play’ vinyl records allowed musicians to experiment with (sometimes 
much) longer ‘concept’ albums – or even double albums.



Effect on music

• MTV (Music Television), a cable channel, was launched in 1981. It showed 
music videos 24 hours a day – meaning it needed a lot of content!



Effect on music

• CDs (compact discs) allowed for higher quality audio listening – and 
production.



Effect on music

• Now, the virtually unlimited choice on streaming services means that 
artists tend to include the ‘hook’ (chorus) very early on, and produce 
shorter songs, because they get paid for the first 30 seconds of the song.



Thank you!
any questions?
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