Jimmyn Parc

The Divergent Paths of Digital
Music Service Providers: A
Comparative Case Study of Melon
and Spotify1
Introduction
Digitization has changed the landscape for many businesses, including the
music industry. With digital technologies, music styles, genres, and
production methods have become more diversified. The range of ways to
consume music has also varied. Among the different sectors in the music
industry, distribution has recently attracted significant attention around
the world as digital forms have replaced traditional ones. In particular,
the birth of digital music service providers or streaming service providers
has even affected music producers and production companies as well as
outlets as they have shifted the paradigm from “possessing music” to
“accessing music” through the Internet (Parc and Kawashima, 2018).
Notable examples in this regard include streaming service providers
such as Amazon Prime Music, Apple Music, Google Play Music, Spotify,
and YouTube Music. They have all shifted the focus of music production
from albums to individual songs as consumers can purchase any specific
track instead of having to acquire the whole album. Alongside this development, the importance of visual images has become more noticeable as
a number of streaming service providers have promoted the shift from
sound devices such as cassettes and CD players to portable smart devices
like tablet PCs and smartphones. This signifies a transformation from
“music to listen to” to “music to listen to and watch” as visual images have
been added (Parc and Kawashima, 2018).
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In this new environment, securing a large pool of music is considered to
be one of the prerequisites toward increasing the brand power of these
streaming service providers. In this regard, the size of the home music
market can be seen as an important factor as music is closely related to
local tastes and consumption; thus, the United States has a great advantage as it possesses one of the world’s largest music markets. However, it
is interesting to see that the competition for audio streaming has been led
by Apple Music and Spotify in 2019 (Germain, 2019), and the home of
Spotify, Sweden, has a relatively small market when compared with
other countries such as the United States, Japan, Germany, the United
Kingdom, France, and even South Korea (hereafter Korea).
Among these countries, Korea can be a good comparison target with
Sweden. Interestingly, Korea’s music market size was smaller than that of
Sweden, but it has grown significantly since the emergence of Korean
pop music or K-pop while the Swedish market by contrast has shown
only slow progress. According to the International Federation of the
Phonographic Industry (IFPI), Korea has the sixth largest music industry
whereas that of Sweden ranked fourteenth as of 2017. The retail values
for each country are US$ 494.4 and US$ 199.5, respectively (Recording
Industry Association of Japan [RIAJ], 2018).
The Korean music industry is also one of a few that have successfully
adapted to digitization in the early years. Its leading streaming service
provider is Melon which began its service in 2004 while the Swedish
company Spotify launched its service in 2008. Given this context, it
would be expected that Melon would enjoy a better performance and a
larger coverage than Spotify. However, in contrast to such expectations,
the overall performance of Melon has been very different. Based on
traffic statistics, Spotify’s global ranking is 105 whereas that of Melon is
astonishingly at 4,531 as of May 2019 (SimilarWeb, 2019a,b).
Why has Spotify been able to become one of the top global service
providers despite its small home market while Melon has failed to make
its mark although it has a larger market size and enjoys the increasing
international popularity of K-pop? This paper analyzes the reasons for
these contrasting performances through the following contents. The first
section begins with a brief introduction of Melon and Spotify and their
evolution in the era of digitization. The second section analyzes the
reasons for the divergent paths of Melon and Spotify. The third section
discusses the real contribution of streaming service providers and other
related issues. Lastly, the conclusion summarizes the findings of this paper and suggests areas for further studies. By analyzing the various aspects
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of these two service providers, this paper aims to deliver meaningful implications for the global music industry and its sustainability.
Melon and Spotify in the Era of Digitization
Melon was founded in 2004 by the major Korean telecommunication
operator SKT. During this period, the Korean music industry was enduring “hardships” as a result of the technological transition from traditional
music players such as CD players to new digital devices like the MP3
player. However, there were even further changes afoot; the MP3 phone
entered the market around the same time as a device to replace standalone MP3 players. With the emergence of MP3 phones in the market,
the Korean telecommunication operators developed their own music
streaming services which allowed their customers to down-load music
freely (Parc, 2019).
Under these circumstances, the core function for Melon differed from
similar streaming service providers in other countries due to several
reasons. First, the primary purpose of Melon is not simply to play music,
but is an additional tool to promote SKT as it was in competition with
other operators who were similarly introducing MP3 phones. Second,
Melon has been focused mostly on K-pop which has been the main
source of consumption for music in Korea. Lastly, the focus of Melon has
been on the domestic market as its initial role was to support SKT’s MP3
phone product. Recently, Melon has merged with Kakao which is behind
the popular mobile instant messaging application Kakaotalk. As Melon
and Kakaotalk have set up an interconnected service, it is expected to
bring about beneficial synergies.
With the increasing international popularity of K-pop, the Melon
Music Awards has become one of the major music awards shows in Korea. Through this, the brand name of Melon has been further recognized
among international K-pop fans. Despite all this popularity, Melon still
does not have any English websites and the availability of its application
for smartphones is limited to a few countries. As the coverage of Kakaotalk is mostly in Korea (Farid, 2019), its international influence is somewhat limited. Domestically, the competition has become more severe as
other local service providers such as Genie, Bugs, and Naver Music have
aggressively challenged the predominant position of Melon. Furthermore, Apple Music, YouTube, and other foreign streaming service providers have entered the Korean market. In particular, the number of Korean users for YouTube has significantly increased recently (Kim, 2018).
For these reasons, it can be interesting to see how Melon will come
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through all of these new challenges.
Spotify was founded by Daniel Ek and Martin Lerentzon as a small
start-up in Stockholm, Sweden in 2008. Initially, they aimed to develop a
more general media distribution platform based on peer-to-peer technology. In the early years, they focused on reducing the physical and temporal distance within the music industry, notably between the United States, and its consumers who enjoy music free of charge in Europe, notably
Sweden (Vonderau, 2017). However, this model was not efficient enough
to generate revenues. Instead of receiving fees from service users, Spotify
relies upon advertising revenue to compensate for its operational costs.
By doing so, Spotify was able to generate revenue as well as to encourage
advertising-averse users to pay for its premium service, and thus ad-free
streaming (Blattberg, 2015).
There are a number of reasons why this system has been considered
to be an innovative model. First, consumers do not need to pay any fee
for a regular service although they do need to permit advertisements to
play. Therefore, consumers avoid copyright infringement due to the fact
that Spotify has been able to provide the music industry with a certain
amount of financial contribution from the revenue generated from advertisement. It is important to stress the fact that this financial contribution
did not exist before Spotify launched its service. Second, their advertisement technologies and relevant endeavors can be seen as a way to reduce
the piracy problem which has severely plagued the music industry since
the emergence of digital devices. Last, Spotify has tackled the mismatched problem of supply and demand in the global music industry. Consumers can easily encounter foreign music that is closer to their own tastes
while it increases the exposure of lesser-known musicians and their
music.
Yet, the view from the music industry and musicians is somewhat
different. Musicians such as Adele, Taylor Swift, Eminem, and others
believe that this financial contribution has been far too limited and some
of them have boycotted Spotify or even sued the company (Buchanan,
2015; Statt, 2019; Sweney, 2017). In order to solve these copyright and
licensing issues, Spotify has been working with various artists to produce
in-house albums. Furthermore, although it has been a leading service provider in the audio streaming market, the challenge of video streaming service providers such as YouTube have threatened its share of the market.
Despite these meaningful aspects, Spotify has suffered from long-term
deficits due to the burdensome nature of music licensing fees (Peterson,
2018). After a long journey, Spotify has finally been able to record its first
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operating profits in 2019 (Söderpalm and Swahnberg, 2019). However, its
financial performance is still fragile.
Divergent Paths in the Challenging Environment of the Global Music
Industry
Although the music industry is closely linked to culture, it also possesses
business and economic functions. For this reason, adopting business and
economic approaches would broaden the way toward understanding
cultural industries such as the music sector, particularly when faced with
technological advancements (Parc, 2018). In this regard, this paper adopts
business and economic approaches as part of the continuity in this academic endeavor. In order to better understand the different paths of Melon
and Spotify, it is important to understand more about the music industry
and its evolution in the era of digitization.
IFPI (2018, 2019) presents the evolution of revenue sources. Based on
yearly data, it shows that revenues generated from physical album sales
have been significantly reduced, while this reduction has been replaced
by those generated from digital sales and streaming. In the end, these data
have given the impression that a greater number of consumers have been
interested in paid subscription.
While this cannot be denied, a more in-depth analysis should be conducted. First, several streaming service providers have increased their
subscription fees in 2019, while others have a plan to do so (Levy, 2019).
Second, streaming service providers such as YouTube have imbedded
more advertisements than before (Gartenberg, 2018; Rys, 2018). Last, by
using the first and second measures, these streaming service providers
intentionally put consumers, particularly those who are advertising-averse, in the position to pay more or to join the paying service. Naturally, all
of these efforts contribute to the increase in revenues from streaming.
However, the data from IFPI (2018, 2019) do not offer other critical
barometers such as the number of actual consumers for each service and
the true number of music plays (or frequency of use). For example,
revenues from digital sales is based on the number of purchases. As purchased music can be, in theory, played an unlimited number of times,
this cannot show the actual measure of music consumption in terms of
frequency of usage. In contrast to digital sales, revenues from general
streaming more reflect the frequency of use, not the number of actual
consumers. In addition, with the introduction of paid streaming services,
actual consumption becomes further blurred as the subscription fee is
based on a monthly lump sum. As a result, the more consumers enjoy
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free streaming, the more they need to spend time for advertisements,
which also results in increasing revenues for service providers. In brief,
the way IFPI (2018, 2019) presents music consumption does not capture
the whole picture at best, or is distorted at worst.
All of these circumstances may put consumers, particularly teenagers,
in the position to use the paid services or increased subscription fees to
make up for the losses from a few advertisements; although several service providers offer a discounted price for students or family users. Yet,
the same absolute value of $10 would bring about a different usage for
students and for an individual with a source of income. In response,
consumers, in particular youngsters, have also reacted in a distorted way.
For example, it is also widely known that a large number of advertisingaverse users have installed blockers for ad-free streaming instead of subscribing to an ad-free paid or premium service (Van Isacker, 2019).
To address this problem, streaming service providers plan to terminate accounts that use ad-blockers and/or ask companies to pay more for
their advertisements in order to offset losses from these users (Peterson,
2014; Van Isacker, 2019). However, this more expensive advertising fee
would reduce small and medium-sized companies in the ad-market or
leave these service providers in a situation where they have to look for
other cheaper ways of advertising. To make matters worse, when these
service providers are found not to be very effective, the advertisements
among bigger companies may leave for other free streaming service providers that are more popular as their advertisement can be more exposed
to the wider public. As a result, the sustainability of paid streaming service providers in the blended market with free service providers is rather
questionable.
More importantly, all of these changes would increase the “illegal”
usage and piracy of music as described by Parc, Messerlin, and Moon
(2016) in the case of the Korean music industry. This illegal usage and
piracy in fact prevailed in Korea in the early years, which hindered the
development of its music industry prior to the digital era. Although
foreign music and K-pop were widely available illegally, the accessibility
of consumers to this pool of music has greatly increased. As a result,
K-pop has often been compared with foreign music and much criticized
for various reasons.
In response, Korea’s music production companies had to improve the
quality of their music as well as to be more creative in order to avoid
plagiarism scandals. Later, K-pop was able to be diffused further to other
countries through international streaming service providers such as You
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Tube. As most K-pop has been freely available through the Internet and
streaming services, this open accessibility has enhanced K-pop's international popularity, particularly among youngsters.
The irony of this fate, unfortunately, has limited the role of the
Korean streaming service providers in distributing music, and has instead
made them focus on the “guaranteed” domestic market as many of them
were established to promote MP3 phone products launched by telecommunication operators. At least, this liaison between Korean streaming
service providers and telecommunication operators has secured its revenues, although it has been modest. Meanwhile, independent streaming
service providers in Korea such as Soribada and Bugs Music often came
under threat from the Korean music industry for copyright violations.
Thus, their developments have been greatly hindered. One interesting
point regarding the Korean case is the initial way Korea’s streaming
service providers have generated revenues – not in the traditional means
such as (physical or digital) album sales, but secondary ones through
working with its telecommunication operators.
In contrast to the Korean case, the size of the Swedish music market
is rather limited despite several globally recognized bands and musicians
such as ABBA and Avicii. At the same time, Swedish people have been
largely exposed to American pop songs. Under this condition, the focus
of Spotify is on the distribution of music by connecting supply and
demand. Although this company has greatly used digital technology to
advance this objective, distribution is still one of the traditional revenue
sources in the music industry, which is different from the case of Melon.
Spotify has become the leading streaming service provider in the global
music market by securing a large pool of international music, notably
American pop songs. However, its contribution to Swedish music has
been rather limited.
Another interesting aspect in the global music industry is the live
music sector such as concerts and music festivals (Goldman Sachs, 2016;
Sanchez, 2018). The live music industry is less sensitive to online transitions and piracy issues. In this regard, Parc and Kawashima (2018) argue
that several music industries, such as in Korea, have utilized music videos
and online circulation, regardless of it being legal or illegal, as effective
promotional tools. Indeed, this has helped to attract foreign fans to live
music performances. For instance, BTS or Bangtan Boys has gained its
international popularity through Internet circulation. This has formed a
strong and active international fandom which has translated into an international craze for their global tour concerts. For the Korean music
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industry, this has been the main source of revenues recently.
As the sources of revenues have gradually shifted from music sales to
live music, the production companies have also altered their strategies.
While the “existing” flow of incomes from audio streaming service
providers to companies has been maintained, these companies are more
interested in exploring new opportunities that the live music industry
offers. Consequently, they have placed more emphasis on the role of
video streaming than audio streaming which can be an effective promotional outlet as the visual impact coupled with audio is stronger than
mere audio impact. All of these transitions signify that music is not the
“end product” as it has been, but rather that it should be considered as a
“promotional product” for musicians as they together have transformed
into a packaged “good” (Parc and Kawashima, 2018). These industry changes are not limited to Korea, but are also happening in other countries.
The impact of this has been different on audio streaming service
providers such as Melon and Spotify though. As this shift is more visible
in Korea, the role of audio streaming service providers has been more
limited. As a result, Melon has had a modest performance when compared with Spotify despite the larger Korean market. Therefore, it is
expected that this change has reduced Spotify’s bargaining power as its
service is merely limited to audio streaming. Despite this situation, the
music industry treats audio streaming services as a revenue source and it
is expected that the demand from the music industry toward Spotify to
increase its licensing fees will grow, while facing tough and growing competition from other video streaming service providers such as YouTube.
In this regard, it is interesting to see what happened in the French
music industry during the late nineteenth century when it was a very
lively business. Almost all singers performed at café-concerts in order to
earn revenues, which was their main source of income. Because the
entrance fee was expensive, the audience for these performances was
rather limited and most of the general public was not able to listen to
their music, which stands in contrast to the situation today. However, the
recording technology developed by Edison revolutionized the whole
industry.
The recording industry recorded chansons or French songs and played
them at salons and cafés. This opened up a new way for music consumption and expanded its market as more members of the public were
able to enjoy it. Furthermore, recorded music was able to travel to other
countries more easily than the physical movement of musicians.
However, this recording work did not pay well and many singers were
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not interested in this type of work. Crucially, French singers considered
this new recording technology to be a threat to their livelihood. Consequently, there was strong resistance to this technological advancement.
On the other side of the Atlantic, US companies adopted this new
technology and many record labels formed. This allowed the US music
industry to size up its market and to be diffused globally. The result was
the international boom of the US music industry. At this point, one must
consider what would have happened if the French music industry had
embraced this technological advancement much earlier than the US
music industry. The answer should be carefully examined.
Discussion
In Global Music Report 2018, IFPI (2018) sought to highlight the importance of a fair digital marketplace and argued that it was for the sustainable and balanced growth of the music industry in the digital era. In
order to transmit this message affirmatively, it compared audio and video
streaming. Spotify is a representative for audio streaming as half of its
active users are paying subscribers, whereas YouTube is the principal
player for video streaming but most of its users are free subscribers.
Based on this, IFPI states that audio streaming services generated US$
5,569 million as revenues with 272 million users, while video streaming
services generated US$ 856 million as revenues with 1,300 million users,
which was conservatively estimated in 2017. Furthermore, IFPI revealed
their estimation on the annual revenue per use and showed that Spotify
paid US$ 20 while YouTube paid less than US$ 1 (p. 27). On the last
page of the report, IFPI put a thank you message to Spotify for its contribution. IFPI delivers the overall impression that Spotify has contributed much more to the music industry than YouTube (see Figure 1).
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Figure 1. Examples of extracted pages.

Source: IFPI (2018, p. 27, p. 48).
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Yet, this view focuses only on the production side, neglecting preferences
of the consumers. According to the same publication of IFPI (2018) for
2017, consumers have spent 55 percent of their time video streaming,
compared with 45 percent audio streaming (p. 27). In particular, the share
of YouTube alone in the whole streaming time reaches 46 percent. Thus,
the preference of consumers for video streaming is very evident. It is
noteworthy that these video streaming service providers are based on
ad-supported streaming, although this trend has been gradually changed
recently with the introduction of premium services. From the viewpoint
of consumers, this can still be considered to be “free” streaming. By
considering the whole on-demand streaming time, free (video and audio)
streaming reaches almost 78 percent. In other words, consumers prefer
free streaming service providers.
Recently, as YouTube has aggressively promoted its paid streaming
service with premium contents and ad-free streaming, the landscape of
the music streaming service has changed. However, this does not mean
that the general consumption trend from music to listen to to music to
listen to and watch is likely to be reversed in the future, nor their preference for free streaming. If YouTube continues its policy for emphasizing
premium service, new entrants who offer “free” streaming to consumers
and/or a user-friendly service will have a good chance to emerge as a new
player in the market.
Although the music industry may not directly generate revenues from
these streaming services, certain music industries such as K-pop have
realized the distributional and promotional power of these free video
streaming service providers as an outlet instead of a revenue source.
Many K-pop boy and girl bands have introduced themselves through
these services, particularly YouTube and their entertainment companies
use them as a promotional channel to increase their popularity and diversify their income sources. Thus, it can be considered that YouTube has
contributed to the global music industry in a different way.
Yet, in contrast to the case of YouTube, the music industry treats
Spotify as a revenue source and the music industry and musicians have
claimed that it should pay more. Such an approach explains why Spotify
has recorded huge losses due to the copyright fees that it has to pay. This
means that Spotify has to play an unfavorable game with YouTube in the
market. If Spotify were to go bankrupt, its contribution to the music
industry will likely disappear.
However, instead of this, they should consider why the industry has
not yet invented a concept of a “fair producer” or “fair music” to meet
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new consumption trends, instead of seeking to “educate” consumers. In
this regard, it is noteworthy to reflect on how taxi services replaced the
horse and carriage and now Uber is doing the same. In the future, Uber
will also be replaced by a new service. Considering these changes, maybe
music producers and production companies should change their position
to embrace digitization in order to offer a better service to their consumers. History tells us that the winner is not the strongest one, but the
one who adapts him- or herself to change better than others.
Conclusion
In the era of digitization, the global music industry is under its impact
and the landscape has significantly changed. In the music industry, the
distribution and outlets of music have been greatly impacted as digital
streaming service providers have begun to replace them. For the success
of these streaming service providers, the size of the music pool has been
considered to be a critical factor. However, Spotify has shown a remarkable performance despite its limited and small domestic market in Sweden. In this regard, Melon, a Korean service provider, is compared with
Spotify as it has not shown any outstanding performance despite being
the sixth largest market in the world coupled with the international
emergence of K-pop.
Melon was founded by SKT, one of the major Korean telecommunication operators. Although the pool of K-pop was large, this service was
initially designated only for SKT users. Therefore, its coverage is rather
limited within Korea. Furthermore, due to high levels of piracy and
sudden transition from analog to digitalization, distribution in the music
industry did not have much chance to be fully developed. On top of this,
as the music production companies or entertainment companies have
directly released their music on international streaming service providers
that are based on the Internet and free to use, the bargaining power of
Melon has been more limited.
In contrast to Melon, Spotify was initially formed in order to connect
the supply of the international music industry and the local demand in
Sweden and Europe. Additionally, with the limited market size of Sweden and its music production, Spotify had to target foreign production
and demand in the early years. Consequently, its scope of business
activity was much wider than that of Melon.
In order to examine the different performances of Melon and Spotify,
many existing studies or articles only focus on the current status by using
representative numbers. However, in order to better understand the
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whole picture, the relevant industry should be broadly analyzed. In this
regard, this paper is different from other existing papers. It further
highlights the importance of business activities to meet the newly changing environment. Finally, when it comes to the music industry, many of
them have highlighted either the production or consumption side. However, as shown in this paper, it would be more beneficial to focus on
both sides in order to extract more meaningful implications. This approach can be further expanded to examine the paths of other prominent
streaming service providers which can then offer a more in-depth view
for academia.
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