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ABSTRACT

This paper is an innovation survey for independent record labels, exploring the drivers and the obstacles related to their innovating processes. It is based on a questionnaire that was sent to several independent record labels. First, there is a theoretical background dealing with the music industry’s whole framework. Beginning with the very basic institutions and regulations, it finally states theories about the more specific issue of the record labels and their innovating processes in the today’s digital market. Then, the statistical results of the collected data are displayed and interpreted. They indicate which are the main obstacles and drivers to innovation in general for the record labels, as well as which are the main obstacles and drivers to the innovation of the “vinyl hybrid” in particular. The latter specific survey was conducted in order to enhance the results of the general one, and because this particular innovation shows an interest, since it is a combination of tradition and novelty. In general, the results come as no surprise and go well along with the theory. Moreover, there is a brief discussion stemming from what four people from the music industry responded when asked their opinion about how information flows between the record labels and the consumers.
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1. Introduction
This paper is an innovation survey for independent record labels, and tries to explore which are the drivers and the obstacles related to their innovating processes. Based on a questionnaire that was sent to several independent record labels, it reaches to conclusions regarding the main factors that lead them to innovate, as well as hamper this procedure. In order to interpret the results of the survey in the best way, and come to useful results, the paper first summarizes a lot of theories on the subject of the music industry in general and its innovation processes in particular. In that way, as a combination and comparison of theoretical and practical observations, it gives an overview of particular aspects in record labels’ innovation courses.
Accordingly, first (Chapter 2) there is a theoretical background dealing with the music industry’s whole framework. Beginning with the very basic institutions and regulations, it finally states theories about the more specific issue of the record labels and their innovating processes in the today’s digital market. This theoretical overview leads to the research questions, the main and the further ones. Namely, which are the drivers of and the obstacles to innovate, how are they related to each other, and how do these factors affect the level of innovation of the record label. Moreover, a discussion point arises about the way the record labels try to find out what the consumers need and want. 
Before the display and the interpretation of the survey’s results over the above mentioned questionings, there comes first the explanation of the methodology used in order to best approach these questionings (Chapter 3). Which tools and methods were used for every question or sub question, and why, are all clarified in this chapter.

Finally, in Chapter 4 there come the results of the survey. First, there are the statistical results of the questionnaire’s collected data. According to these data, the results indicate which are the main obstacles and drivers to innovation in general for the record labels, as well as which are the main obstacles and drivers to the innovation of the “vinyl hybrid” in particular. The latter specific survey was conducted in order to enhance the results of the general one, and because this particular innovation shows an interest, since it is a combination of tradition and novelty. After the presentation of the statistical results, there is an interpretation of them, by combining and comparing them with the theories that were summarized in Chapter 2. Moreover, there is a brief discussion stemming from what four people from the music industry responded when asked their opinion about how information flows between the record labels and the consumers.
Recommendations for further research (Chapter 5), as well as the limitations of the present one (Chapter 6) and concluding remarks, summing up the results (Chapter 7) follow and bring the paper to a close.

2. Music industry and innovation
The music industry is not only one of the main domains within cultural industry, but in some cases (in the United Kingdom, for instance (Towse, 2003)) holds an important share within the national exports, and thus economy. It has therefore lately attracted the attention of economic and statistic researchers, and this attraction gets higher as the years go by and the music, as well as cultural industry in general, gains even more ground in the field of industrial economy.

The cultural industries (also met as “creative” or “entertainment” industries, if stressing in their artistic or commercial element respectively), however, differ a lot from the more traditional manufacturing ones. Conventional economics cannot explain every aspect and behavior of cultural products
 and their market, and this gave rise to a field specialized in examining their particular market and characteristics, the cultural economics. And what makes the cultural industries different, by answering quickly, is their cultural content. (Towse, 2003)
It is therefore of crucial importance, when studying - in any way - a part of the cultural industry, to first examine carefully and take into serious consideration the diverse characteristics that complex and distinguish it. 

Getting even more specific and referring to this paper, in order to research innovation, the factors that drive to, as well as hamper this process, in the music industry, it is considered as essential to first have an overview and gain a clear image of the specific characteristics of the products and the market of the cultural industry, in general, and of the music one, in particular.
2.1 Cultural industry

The term “Cultural Industry” (in the singular) was first introduced by Adorno and Horkheimer to disparage ‘low’ culture, which they believed necessarily resulted from repeated output and to distinguish it from ‘high’ culture produced by ‘true artists’ who would not repeat a work of art and who have no concern with commercialization. (Towse, 2003: p.170 in Handbook)
Thus, it has to be said that when referring to cultural industry’s products, it is meant these cultural products that are reproducible and an extreme example of product differentiation. (Handke, 2006)

2.1.1 Nature of Cultural Products

Searching now the nature of cultural products, we go back to Nelson (1970), who first made the distinction between search and experience goods:

For a search good, one can ascertain its quality even before consuming it (by searching and learning).

For an experience good, one can ascertain its quality only after having consumed it (learning by consuming).

Darby and Karni (1973) though, introduced a third classification, namely the credence goods, into which the goods of the cultural industry fall.

For a credence good, it is possible that one never ascertains its quality. He/she may learn about it from others, but even after having consumed it, the quality might not be rigorously adjudged. 

The acquisition of quality’s knowledge for both experience and credence goods is tightly dependent on others’ opinions before, and in some cases after, the consumption.
These elements of experience and information lead also to the relation of cultural goods to some kind of a public goods’ character. This is enforced by the fact that the utility that someone gains by consuming a cultural good does not affect or undermine the utility and value of the good for another consumer (non- rival goods).

2.1.2  Market of Cultural Products
Regarding the market of cultural products the following can be said:

On the supply side, it is noticed that: first, the number of potential candidates for creative industry’s goods is huge (oversupply, 10 : 90 proportionality), second, there is an inherent uncertainty, both in the quality of the goods, as in the success they may have or not have, and why (causal ambiguity), third,  following the previous, there is a big lack of predictability on supplier’s side, and thus finally, high failure rates.
On the demand side, now, 1)  there is great uncertainty in the demand of the cultural goods as well (cyclical demand) and 2) the consumers are not deciding, and thus acting, independently (non-autonomous consumers, leading to bandwagon/fall effects etc).
According to these features, it comes out that the market has multiple equilibria, as well as, regarding to price, the demand curves are non-monotonic.
Moreover, it is obvious from all the above – mainly economical characteristics - that cultural products, and their success and demand, are highly influenced by and connected to social phenomena like fads, fashions, and social networks. This sensibility to such social phenomena and changes, together with the fact that cultural products have a short cycle life, as well as they are of uncertain quality and demand, all are reasons why cultural products are tightly connected with the concept of innovation.
2.1.3 The Role of Gatekeepers
Stemming now from the fact that the market is characterized by substantial oversupply, as well as uncertainty in all quality, success and demand, there comes another distinctive and major point in the value chain of the cultural industry. That is the role of the intermediaries, or else (in a term loaned by the sociology) the gatekeepers: 

They try to moderate the above mentioned oversupply of cultural products, by acting as filters. On this purpose, the gatekeepers make the selection out of the many, and offer to the consumers the already “filtered” amount of products. In that way they affect both the supply and the demand side. It is supposed that the gatekeepers acquire the knowledge and information, in order to judge correctly, and thus reduce consumers’ information and search costs. It is of course well understood that, in fact, they are mainly profit motivated and oriented, and in that way they mainly try to create fads and fashions and thus manipulate the demand in the industry’s profit favor, to the extent that this is possible.

As mentioned before in this paper, what mainly makes the cultural industries different from the pure manufacturing ones, is that they additionally have a cultural content inherent in them. That means that the cultural production process is consisted by two different, though interdependent, aspects that would be appropriate to be distinguished and sometimes examined separately. On the one hand, there are the activities that have to do with manufacturing, managing, marketing and distributing the cultural products, and are widely in the literature met as “humdrum activities”, which is a term first introduced by Caves (2000). On the other hand, there are these activities directly connected to this exact industry’s particular characteristic, the artistic and cultural content that can be named as “content creation”. (Towse, 2003)
2.1.4 The Role of Copyrights
Finally, an extremely crucial, sensible and inherent in all kinds of cultural industries, point is the protection of the cultural content, their distinctive characteristic. It is the protection of the intellectual property: the copyright law (Towse, 2003). This law, also referred as Intellectual Property Rights (IPRs), aims “to provide incentives which both encourage creativity and disseminate the products of that creativity”. (Andersen, Kozul-Wright and Kozul-Wright, 2000: 15).The reproducibility and the rapid evolution of technology make this issue even more challenging, as it will be analyzed later on in this paper.

The copyright law together with the pervasive high risk shape high entry barriers in the music industry, and thus a significantly concentrated market. 

After this brief overview of the cultural industry, it is now to become more specific by examining and adapting those characteristics in the music industry. As the paper is researching on the obstacles to and drivers of innovation in the music business, it is subsequent that in the following overview there will be a stress on the initial intermediary and core of the music industry – the record companies.
2.2 Music industry

To gain a useful insight into the record companies and their role, it is first required to have a  brief analysis of its music industry’s structure: 

First of all, taking into account the diverse characteristics of the cultural products and market, it comes as no surprise that the music industry’s structure is a very complex one. Nevertheless, it is necessary to keep in mind that the main element that seeks here to be managed is creativity. On that purpose, the creator, the domain and the peers who judge the creation, are all needed, are in parallelism, and are depending one from the other and continuously interacting with each other. (Frederiksen et al, 2002)

As shown in the following figure (Christiaanse and Dolfsma, 1999), there is a clear division, as well as interdependence, between the creative content and the humdrum activities. Hence, the actors in the music business are the artists, on one hand, and the record companies or publishers (initial gatekeepers), managers, distributors and retailers on the other. Both sides are interacting in order to reach the consumers. In between this interaction there are also more actors involved (further gatekeepers): bookers for live performances (concerts), DJs in the nightclubs and, of course, all the people in the mass media related to the music (critics, journalists, radio DJs etc.). All of them play a big role in the promotion of the music products and influence the audience and thus the demand, by shaping fads and fashions.
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                            Figure 1, A stylized picture of the Music Industry, Christiaanse and Dolfsma (1999) 

Figure 1 is depicturing the music industry’s market structure in its traditional and conventional form, from which the following process and the subsequent value chain can be noticed: (music) composition, production and recording, copyright and licensing (airplay), marketing and promotion, manufacturing and distribution, sales and finally consumer. Over this value chain, the record companies hold the biggest share and make the most profit. (Bockstedt et al, 2005)

2.2.1 Record Companies

The main role of the record companies – as the main intermediary in the music industry - is to bring the artists and the audience together. In other words, their role is to commercialize the content creation, which in that case includes the composers, lyricists, musicians and singers, and their works protected by the copyright law. The record companies, once they ‘discover’ new artists and repertoire (A&R), then they carry out the above mentioned link and commercialization by taking care of all the humdrum activities. The latter refer here to the production and recordings, research and development, manufacturing, distributing, and marketing and promotion.

The reason of existing, though, and the central aim of the record companies is “to make profits by exploiting their ownership of property rights in sound recordings”. (Leyshon, 2001: 63)

The above mentioned humdrum activities that the record companies try to accomplish are connected through a complex network. Depending on the size of the company, which can differ significantly
, all these activities can take place within the firm (in internal, specific departments) or they can also be carried out by external, long or short termed partners (companies or free lancers). Those activities, in fact, cover a very broad field of varied, but specialized areas. Thus, it is only very few big companies that can afford the integration of all these departments within the company. 

Here it is to be said that another main characteristic of the music industry, as part of the cultural industry, is the strong existence of entry barriers and thus a high level of concentration. It is these very few big companies mentioned above, that dominate the market. And they are so dominant, that they are named and well known as the majors
 (Burke, 2003). They sell over 80% of the whole of recorded music world widely (Leyshon, 2001). Distribution is one of the highest barriers to entry into the music business and the majors have the biggest share at this level, and thus a significant advantage and dominance in the market (Alexander, 1994). All the rest of the companies are known as independents. 
As a result, the major record companies differ very much from the independent ones, in terms of organization, repertoire, financial means and promotional tools. The gap between them is so big, that seems like they are two different industries and realities. However, they are playing in the same ground (artists, media and audiences), but perhaps with different rules. Thus, they take advantage of one another, so as to make the rules as equal as possible – of course, never the same.

It is worthy to have a brief overview of the characteristics of the majors and the independents that make them different, but also complementary in a way:

The majors, as already mentioned, hold the biggest share in the market. They are international firms and thus have easy access in distributing both nationally and internationally. Their financial strength, which is huge, allow them to afford contracts with superstars, as well as afford great failures that the highly risky music market may well engender
. In general, it can be said that the majors have a strong advantage in the process of the humdrum activities: strength in financial means, access to distribution channels and marketing, and an important and wide national and international social network (media), thus very useful and effective promotional tools. 

These advantages and strengths of the majors are exactly the points in which most of the independents suffer. The latter are firms which are mostly specialized in very particular kinds of music, and thus addressing in market niches. From one point of view, this does not allow for mass sales and huge profits. From another one, the independents can so have specific, though limited, customers. This can make the contact with them easier and following lower the chances for the company’s outputs to fail. The argument of the lower risk is also enforced by the fact that the very specialized kinds of music are not that prone to fads and fashions. Therefore, such market niches are not characterized by that short cycle life of products, like the markets of mass popular hits that the majors address to.
  The independents are in that way usually focused in the A&R sector, and get deeper into it, while trying to “detect” artists and to launch something new. 

From a quick comparison of this short and general description, it comes easily out that, in the broad, the majors absorb “content creation” from the independents, while the latter “humdrum activities” from the first ones. More particular, independents often make licensing deals with majors. In other cases, an independent “hands over” an artist to a major by selling the property rights predetermined in the signed contract. Finally, something that is also widely spread is the acquisition of independents by majors.

Instead of concluding the above, it can be said that the independent record companies survive “by specializing in market niches… but are able to continue by establishing ‘alliances’ with majors” (Andersen, Kozul-Wright and Kozul-Wright, 2000: 8)

Another point of comparison between major and independent record labels, that has attracted a lot of attention by researchers (Peterson and Berger (1975), Alexander (1994), Lopes (1992) are only some of them), is related to the level of innovation and diversity.
2.2.2 Record companies and innovation

Innovation is an inherent property of the music industry.
Looking it from the perspective of content creation, meaning here the A&R, a lot of researchers argue that independent record labels are and have always been more innovative than the major ones. They refer to historical examples, like the fact that back in 1920 the first black female singer becoming popular was emerged by an independent record label (Black Swan Records), or, what Gelatt (1954) noticed, that Elvis Presley first signed in a small, indie (Sun Records), and that was when the whole music genre “rock and roll” was first brought into public (Alexander, 1994). 
This argument of independent firms being more innovative than the majors, apart from showing up examples, is also grounded theoretically in the literature. Lorenzen and Frederiksen (2003), for instance, use the distinct characteristics of the independent record labels to justify their innovative advantage. In particular, the fact that they address to a narrow but demanding market makes them focus in A&R. Therefore, they acquire a (usually small number of) staff with great motivation as well as knowledge and insight in the concrete music genre and market. Thus it comes as no surprise that these labels often show up with new and innovative music content. Even the small size of the company is by some supposed to be a facilitating factor of innovation, since it makes the company more flexible and easier to be well coordinated. It is stated that research has shown that large bureaucratic firms are less likely to innovate compared to other firms (Mezias and Mezias, 2000; Kanter, 1983). Mezias and Glynn also claim that the size, complexity and formalization of an organization are considered as obstacles to innovation (1993). 

Literature and research goes further, and has dedicated numerous lines to the relation between market structure and innovation. Schumpeter (1950) claims that there is a mutual interdependence between those two.  Levin(1978), for instance, concludes that market structure strongly influences the amount of the innovation activity.  There are also studies that test this relation and interdependence in the music industry. Alexander (1994) comes to the point that when there is less concentration in music industry’s market, which means a quite important activity of independent labels, there is more innovation. Peterson and Berger (1975) also relate high market concentration with homogeneity, after testing the hypothesis by analyzing data in music charts. However, on testing the latter’s result and by using the same more or less methodology, Lopes (1992) comes to the conclusion that diversity and innovation are not that much influenced by market concentration, rather than by the development and production system that the major record labels use.
Nevertheless, the degree to which market structure is correlated with innovation and diversity or not, as well as the degree to which the independent record labels are more or less innovative compared to the majors, though investigated, studied and researched thoroughly, is neither ascertained nor proven. And though it is considered as interesting enough so as to have a general overview of some approaches and conclusions on this subject, it actually goes much beyond the paper’s boundaries.

Still, what is to be remained and underlined is that innovation is tightly connected with the music industry. In means of cultural content (A&R), the record labels have to continuously show up with original and new products, in order to entertain (Lorenzen and Frederiksen, 2003) and to satisfy the unsated demand (Peterson and Berger, 1975).

As mentioned before, music industry’s market is characterized by great uncertainty and unexpected shifts in demand, driven by phenomena like fads, fashions and other social interactions. Thus, recorded music’s outputs are usually of very short cycle of life. Innovation, though a challenging and sometimes an expensive activity, is for the record labels often a key to grow or even to survive (Rosson and Hall). 

Nonetheless, in the very general, a healthy economy is the one where enterprises and entrepreneurs bring forward new combinations of products, processes and markets that lead it to a state of dynamic disequilibrium. That is what Schumpeter called “creative destruction” 
(1934).
Innovation of course, apart from market uncertainty, products of short life cycle, social phenomena and changes etc, is also related to the concept of technology, which in turn is also associated with the music industry and the music itself.

2.2.3 Innovation and technology

Even plain common logic dictates that innovation and technology are of extremely strong interdependence. However, this reciprocal concept couple has too many further implications and can be examined and observed from many different standpoints. Hence, numerous researchers from diverse kind of fields (technology, engineering, sociology, medicine, economy, business and management, law, culture, arts etc) have been keen on the subject and have dealt with it in many ways.

For instance, in one more recall of Schumpeter, he claimed that for a firm to be grown and successful, it is not the price competition, but the technological change that mostly matters (1942).
 Furthermore, technology itself is viewed as one of the various factors that affect the uncertain and risky process of innovation, together with the target market of technology and the wider socio – economic and political framework (Tidd et al., 2001) . Yet, there is a clear advantage for those organizations that manage to acquire the technological and knowledge skills needed for coming up with innovative products, services and processes (Tidd et al., 2006)

There is a complex and somehow mutual, though clear, chain of technology, market and innovation. The rapid technological changes, together with the changing demands of customers lead to very high levels of uncertainty in market as well as technologically (Atuahene – Gima and Ko, 2001). 

2.2.4 Technology and innovation in the music industry 
Patricia Zimmerman had stated that “there is a mythology about Hollywood: that it is technophobic and sees any technological innovation… as a market threat” (Alexander, 2002). 

The same can be claimed for the music industry in whole. Indeed, advances in technology were always received from the music industry as a challenge that would lead to “productive entrepreneurial activities” (Baumol, 1990) and innovations. In most cases, new technologies were offering new options, opportunities and complementarities within the already existing music industry’s structure (Alexander, 2002).
As analyzed above, music industry, and particularly the record labels, are always seeking to innovate in terms of A&R (content creation). In that way they experiment in order to meet and catch the audience’s attention, and its continuously changing tastes and demand. That is, was, and will always be the case, regardless of technology and its steps, products and inventions.

Even though, some cases of innovations in A&R are also induced by technology. Apart from completely new kinds of music (or generally speaking, the launch of electric and electronic music instruments and genres), technology has also offered the opportunity of creating “different forms of music that draw heavily on the work of earlier musicians, sampling and remixing them into entirely new musical compositions” (innovationwiki.brighton.ac.uk, 2009).

Yet, the part of music industry that is most affected and influenced by technological changes, refers to the humdrum activities. Particularly, new technologies have given rise to numerous differentiating, and sometimes facilitating, possibilities and ways to produce (recording and manufacturing) and distribute.
Looking back from the beginning of the twentieth century, when the recording music industry was at its first steps, up until current’s reality, one can see that technology has played a substantial role and has brought huge changes and innovations.
Manufacturing and production costs, and subsequently entry barriers, were always been lowered with the launch of new technologies. In turn, various changes were taking place in the music industry’s structure.  One key technological innovation was, for instance, the introduction of the magnetic tape in 1950. It led to significant reductions in production costs, and consequently further indirect cost reductions 
(Alexander, 1994). Technology has also always launched new music formats, which in a lot of cases render the previous ones obsolete. Throughout all these years, from its infant years up to date, the recording music industry has experienced and dealt with many different music formats. Like in case of most of the industries, technology has also led the music one into many transitional stages and phases. Especially in terms of production and music formats: from wax cylinders to flat discs and magnetic tape recordings. People in the music industry were always there, ready to sense such shifts and to acquire the demanded technological skills and knowledge, in order to embrace and adopt the according innovations.
In the decade of 1980s the Compact Disc (CD) music format entered the music market, which was the first step from analog to digital technology. The digital innovation not only brought reductions in production, but also rendered the costs of reproducing and distributing copies functionally zero (Alexander, 2002). On the one hand, the record companies made a huge profit, since they had the opportunity to mine their back catalogues (Lovering, 1998) and re release old recordings in this new format, which was quite successful in the market
. On the other hand, the digital technology made the illegal copying (“piracy”) easier and started leading to serious gap in the copyright system (Andersen, Kozul-Wright and Kozul-Wright, 2000). Actually the whole “piracy” problem “arises from the combination of high fixed production costs of production of music expression, compared with the very low marginal costs of making copies” (Andersen, Kozul-Wright and Kozul-Wright, 2000: 16).
Still, the music industry in general and the record companies in particular, were making a good fortune of profits and the loss from the “piracy” network was not that big. At least, not until 1997, when a new digital technology appeared: the MP3 file format (Alexander, 2002).

2.2.5 Internet, software formats and an innovative music industry

The beginning of a new market
In the mid-1990s already, the technological development was bringing the music industry into a new phase. Information Technology (IT) was entering the music industry’s playground, and was promising a direct to the consumers, distribution of (digital) music (Leyshon, 2000). In the very beginning, the music industry and its main intermediaries (the record companies) were quite keen on trying to follow the tracks and benefit from what this (one more) new technology may be able to offer (Sadler, 1997; Leyshon, 2000). However, it was not much later, in particular in 1997, when Napster showed up and the role of the record companies as intermediaries became vulnerable.
The software program called MP3 (MPEG-1 Audio Layer 3) was developed by the International Organization for Standardization (ISO). It is a much more advanced digital development compared to the CD, digital audiotape or minidisc. The MP3 is actually a compression program, which, by reducing the size of digital audio files, makes them quicker and easier to distribute via the Internet (Leyshon, 2000). It renders the intermediation of a disc (CD, minidisc or digital audiotape) unnecessary thus the MP3 can be considered as a new kind of music format itself (Leyshon, 2000). Hence, though the CDs (as well as the digital audiotapes or the minidiscs) were still a kind of physical or tangible music formats, the MP3 files are the first digital or intangible ones.
These audio files are distributed through centralized or decentralized systems via the Internet (e.g. “Napster.com”, “MP3.com”, and “Gnutella”, “Free net” respectively). The emergence of these digital distribution systems brought the violation of the copyright law. Indeed, the Internet and the peer to peer connections that engenders, have an inherent free- rider effect, and thus lead to extended non-sanctioned digital distribution (Alexander, 2002). The sales of CDs and other physical formats plummeted significantly. 
The International Federation of Phonographic Industries (IFPI) and the Record Industry Association of America (RIAA), together with governmental vehicles, were showing up with various Acts (like the “No Electronic Theft Act”, or the “Digital Millennium Copyright Act”) and employing various technological means, like watermark/fingerprint algorithms or encryption of digital products etc., in order to ban the illegal copying and distributing. But, while the centralized digital systems (e.g. “Napster”) were brought to court and judged as guilty, the decentralized ones that came later were too difficult to be traced. The hackers seem to always be one step ahead from the content producers, and thus trying to protect the digital product’s copyright often looks like a wasted effort (Rochelandet, 2003). 
While all these debates and the tracing of illegal digital copying was going on, there were some people who started looking at these new technologies and the new software formats with a positive view. Undoubtedly, there is a big explosion of new distribution channels and formats, as well as new business models. Negus (1995) enthusiastically alleges the “death of the ‘middleman’”, Freud (1999) characteristically claims the major record labels are not able to “pimp” the (new) technology anymore, while Moody (1999) visions a music industry that will, due to these technological advances and the resultant “instant access”, entrance of “more specialized labels” , and “lower market costs”, lead to more diversity and innovation processes (all quoted in Leyshon, 2001: 53, 54).  
From all the above, there cannot be concluded whether the copyright law or the new software formats, business models and future predictions are in favor or appalling for the music industry and its components. Yet, what can be concluded is that these changes are the reality. The traditional formats and business forms cannot cope anymore with the new needs and demands that the technological advances have imposed, and as such the music business has to get transformed and innovated, perhaps for the first time to such an extent. 
 However, for long time there were still not too many music catalogues available for legal purchase in the Internet. That means that the record companies, which are the main holders of licensing rights to extensive music catalogues, had not yet established and developed licensed alternatives for consumers to download music. So, there were not new sources of income.  The music industry found itself outpaced by competitors, like the Information and Communication Technology (ICT) companies, which took quickly the advantage to take a share in the new on line music market that the new technologies were establishing. The music industry failed to immediately “exploit opportunistically the Internet for distribution and retailing of its products” (Tang, 2005: 858), and thus led to its halted returns and stumpy performance (Tang, 2005).
In the end, the record companies realized that they had to step to diverse and particular changes, adjustments and innovating processes, in order to keep a pace in today’s pulse of digitalization and overload of diffusing and distributing channels. 
2.2.6 Record companies and the digital market today
An overview of how the music industry looks today is a complex and difficult task. Since the ICT companies have become a key player in music’s field, it is well understood that the structure of music industry has not only changed, but it has also gone far beyond its boundaries. It is with no doubt that developments in Information Technology (IT) are of the primary inducements for the music industry (Dolfsma, 2005). Hence for a record company to cope with all these technologies, it is essential to cooperate with ICT companies.
Figure 2 (Wunsch – Vincent, 2004) is an approach of a traditional physical value chain and an online distribution value chain. By looking and comparing these two, one can immediately recognize and realize the extent of the changes and transformations that the digital and information technologies imposed to the music market and its structure.
An online music market is by far established, since there are more than 130 online music stores (Wunsch-Vincent 2004). The traditional physical value chains and business models have given their place to new online distribution ones.
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Figure 2, “Physical-online distribution”, (Wunsch – Vincent, 2004)

Music is delivered digitally and everything, from producing, diffusing, purchasing, to burning and listening, is set on a completely new ground. There is the so-called “unbundling of the album” and its fragmentation into single tracks
, which are uploaded and downloaded via the Internet. New online players with lot more facilities have made their appearance, like Quick Times, iTunes, Windows Media Player, Real One, etc. Record companies are through such players uploading their music catalogues and tracks, and make them available for the consumers to purchase them (downloadable tracks in MP, MIDI files, etc). In addition to that, there has been a diffusion of numerous portable music players, like mp3 CD players, hard drive-based players, flash-based players. Another novelty and of already big success is the delivery of music and videos through the mobile phones. Record companies here again make deals with Telecommunication companies, in order to render their music content (in form of tracks, “ringtones, videos, etc) purchasable and accessible through mobile phones.
All this “e-commerce”, which in The Economist (2000) has been defined as “trade that actually takes place over the internet through a consumer visiting a seller’s website and making a transaction there” (quoted in Leyshon, 2001: 55), is a vast innovation, as well as challenge. From the era where record companies were just dealing with artists, producing, promoting and distributing their works to physical wholesalers and record stores, there is now a completely different framework with many various channels, co operations, new ways of managing and organizing. It is thus logical, that since there are some particular reasons that finally drove, and still do, the record companies to innovation processes (in terms of all content creation and “humdrum” activities) , there are also a lot of obstacles arising. 
2.3 Drivers and obstacles to innovation
The factor that mainly drives the record labels to innovate has already stated. Hitherto, every company regarding its size, the width and kind of consumer’s target group, the financial and social framework, as well as the diverse organization conditions, has its specific and more concrete reasons to innovate. In the general, these reasons can be financial in the short term (namely, to increase profitability), to meet existing customers’ advanced needs, reach out new customers, increase market share (all of which refer to a more long term financial goal), or also reasons in terms of quality (to increase the quality of music or distribution).
Regarding now the factors that hamper the record labels’ innovation process and activity, most of them are apparently related to the new digital technologies and frame.
As said above, record labels have to collaborate with ICT companies, while proceeding in some innovations related to e-commerce. This collaboration is a difficult task, since the cultures and the operational models of these two kinds of companies are very different (Virtanen, 2003). Here, it is also to be said that not all of the record companies have equal chance to find a cooperator. It highly depends on their size. For small firms and new entrants it is not that easy to find a co operation partner, neither “to exploit this new technology in terms of market share” (Alexander, 2002: 160). Thus, the unequal market conditions (for firms of different sizes) are definitely a possible obstacle. The size is not only meant as an obstacle for the smaller companies. As mentioned previously, the independent labels are much more flexible than the major ones, as they are less bureaucratic and do not usually have that extended music catalogues. Since flexibility is required in order to adapt to a change, the majors have in that case a disadvantage. Moreover the risk is smaller for the independent labels, since they do not have that much to lose in financial and extent of A&R terms (Virtanen, 2003).
In the general, the innovation and adaptation to the brand new technological market and environment, requires a lot of effort and money to be implemented. There is a need to recruit new, specialized staff or re educate the existing one, to invest in Research and Development (R&D) studies, restructure the organizational and managerial order of the companies and to developing a sector of Digital Rights Management (DRM). All these movements and modifications cause financial, information, knowledge, or other kind of challenges and obstacles, the level and extent of which differs according the size and the diverse conditions of the company.
Yet, the crucial and ambiguous matter of intellectual rights’ protection has not to be neglected. Although the record labels and generally the people in the music business have started stepping into serious and significant changes, collaborations and initiatives, they have not abandoned the idea of digital copyright law. Richard Barbrook (2003) noticed:
“…the co modifying forces [such as] the music and film industries are experimenting with software which aims to protect their intellectual property from unauthorized copying…since these technological fixes might not work, their corporate lobbyists have convinced American and European politicians to tighten the copyright laws…”

(quoted in Tang, 2005: 1)

Indeed, in the IFPI’s digital music report 2008, one can read that a big achievement of the same year, is supposed to be connected to the digital copyright law. To be more precise, John Kennedy (chairman and CEO of the IFPI), claims that the Internet Service Providers (ISP) have finally realized and accepted the fact that they have to take the responsibilities according the protection of copyrighted content. Moreover, by calling attention also to president Sarkozy’s interest and policies against infringements of the digital copyright law (Sarkozy Agreement, announced in November 2007), he goes on with his argument by stating that “the whole music sector, governments and even some ISPs themselves are beginning to accept that the carriers of digital content must play a responsible role in curbing the systemic piracy that is threatening the future of all digital commerce” (ifpi.org/content/library/dmr2008). 
In fact, throughout the literature, one can find plenty of claims reasoning the insistence of the music industry in protecting the content creation and the engendered property rights, as well as the call for government’s interference in this venture. Landes and Posner (1989), for instance, argue that without the system of copyrights, “individuals would not be incited to produce certain unique and / or creative works to the benefit of society” (quoted in Christiaanse and Dolfsma, 1999: 6). It is also claimed that copyright law also promotes a successful allocation of revenues (Christiaanse and Dolfsma, 1999), while Tang (2005), additionally, states that the design of copyright law is aiming in the maintenance of a cultural good as distinct and balanced between “private good” and “public good”. 
Whereas all these debates go on, all on the basis of a brand new digital music business model and framework, there is a sudden increase in the sales of the oldest and most traditional physical music format: the vinyl. 
2.3.1 Vinyl hybrid
The Rolling Stone, one of the biggest magazines in the music industry, published in June ’08 a relevant article, which starts with a 19 year old boy’s visit in a record (vinyl) store. The motive of the article is the fact that vinyl’s sales in 2007 increased compared to the previous year, while it was strongly believed that in 2008 they will be double as 2006’s sales. This is based on the fact that during the first half of 2008 the sales in vinyl have increased up to 77% compared to 2006. The same, more or less, increases are also mentioned for the sales of turntables, giving so rise to – exaggerating – claims for a “vinyl comeback”. 
Of course, as Nielsen SoundScan also mentions, “vinyl records are just a small scratch on the surface when it comes to total album sales”, given that it is only about 0.2%, compared to 10% for digital downloads and 89.7% for CDs (nationalpost.com, 2008). Nevertheless, the fact that a format that goes back to music industry’s first years indicated an, even small, increase in sales in this turbulent age of rapid digital and technological changes, is quite interesting.
A quick overview in the Music Press is enough to sum up a lot of views on the subject, most- but not all- of them converging. So, reading articles, including interviews from both suppliers’ (people working in record companies or stores) and consumers’ (customers in record stores) side, one can figure out that the most dominant reasons claimed for explaining vinyl sales increase are: first, better sound quality (warmer, more nuanced sound). Second, it is a tangible format and thus still offering to the fan a kind of connection to the artist. Third and in the same tracks with the previous, it includes ‘”album extras” (large album covers with imaginative graphics, pullout photos and liner notes). Fourth, listening to vinyl records is also supposed to be a social experience (crowding around a record player to listen to a new album with friends), and last, but not least, it includes the “collectibility” issue (consumers’ particular feelings for being collectors, Industry’s financial benefits from the overvalue of a “rare piece”), which makes it very dominant to the collector’s market that are much more stable and certain.

Hence from the suppliers’ perspective, they try to entice customers with various ways, like: Some artists (e.g. Elvis Costello) release their album in a Vinyl format well before the CD and the digital version, or other artists (e.g. The Raconteurs, led by Jack White, or the Hellacopters) recommend the Vinyl versions to the listeners.
A very interesting  hybrid format, that is supposed to be one more way to entice and attract customers, is the vinyl hybrid, namely the vinyl format featuring either a code that enables the digital download of the same album via the internet (“digiwax”), or a CD version of the same album. It is an interesting combination of physical (in its most “original” form) and digital format. In that way, it is alleged that offers to the consumers the best of the two worlds: high-quality sound at home and iPod portability for the road. 
On the other hand, Ali Gillani of First Word Records, which is the first record label that introduced “digiwax” in the market, in an interview from Charlie Sorrel from the Wired on line magazine, claimed that this innovation was mainly motivated by the aim to meet the company’s existing costumers’ needs. The company is mainly activating in DJs’ market, thus Ali Gillani claims that since all DJs love vinyl, “digiwax bridges the gap between collecting precious slabs of wax and being able to use the latest technology to play music” (blog.wired.com, 2007).  This kind of innovation, as well as the vinyl featuring the CD format of the album was further on adapted from several record companies. 
Nevertheless, whatever the press and the various suppliers are alleging as motives and explanations for vinyl’s presence in the total music products’ sales within the digitalized market of today, one thing can be more objectively and in general claimed: no new technology can ever absolutely substitute an old one (Dolfsma, 2005).  In accordance to this, Fisher (1992) claims, in a document regarding the invention and dominance of the telephone, that it was not finally substituted by other forms of communication (Dolfsma, 2005).
Keeping this latter argument in mind, some thoughts and predictions of the future of the music industry can finally follow. Really, all these rapid and of vital importance shifts in the technology and the music industry, have stimulated too many researchers, journalists, and people from every corner of the music industry to envisage the future, either in a  pessimistic or an optimistic way.
2.4 The future of the music industry and the –extreme- scenario of disintermediation

As mentioned also in previous part, there are lots of supporters of the new software formats and the consequent shift to a digital and online market. In the extreme, some started alleging the emergence of a totally new and different market, and not just a gigantic change of the old one. In particular, a whole scenario of disintermediation in the music business showed up, which implies that the music industry will “get rid” of all the intermediaries, and especially the most, up until now, dominant and main ones, namely the record companies. In that way, the market will finally be consisted mainly from the artists and the consumers (fans), who will interact with and connect directly to each other. This scenario is quite widely spread, even though the record labels, as said before, from one point and afterwards stepped into innovative processes and big changes in order to adjust to the new environment.
In support of this vision, a lot of artists’ examples are used. The “Radiohead experiment”, where the band just uploaded one of their albums and was providing it online for as much money as every customer would like to offer, is for instance often claimed as an omen of disintermediation. Or also, Madonna’s case and her “secession” from the record label under which she was contracted. Nine Inch Nails gained already 1.6 million euro (knowhow.gr, 2008) just from providing their album online, which of course means that it will not be very soon when they will search for a contract with a record label. The question that arises, however, after all these examples as arguments, is the following: what if the uploaded album was not from Nine Inch Nails or Radiohead, or any already established artist? What if the band or artists is just a beginner? Isn’t it then the promotion required? And who is going to do the promotion, the networking etc? It is supposed that the division of the activities and the undertaking of all the “humdrum activities” by the record label is quite convenient for the artist, who is left to deal “undisturbed” with just her content creation. 
That is why some others believe that the record companies will not be completely eliminated, but their role will be very different and far from the main intermediary carrying out all the “humdrum activities”. As Brett Gurowitz, owner of Epitaph Records and guitarist for Bad Religion, said:  “these days, a record label is not about distribution, it’s about branding and marketing” (pampelmoose.com, 2008).

Yet, the arguments, debates and forecasting about the future of music industry go on. Regarding the illegal and legal online downloading, and the concomitant profit loss of the record labels, numerous viewpoints have come to light. Steve Albini, a musician, producer, article writer, and supporter of the “independent” music business, claimed that a consumer who downloads an artist’s album via the internet, might be a “lost customer” of a record label, but is still a fan won by the artists (knowhow.gr, 2008). In the same tracks, Ian C Rogers, former vice president of “Music at Yahoo!” and currently CEO of “Topspin Media”, in a keynote address speech for “Grammy MusicTech 08 Conference”, pointed out that it is not the music industry that is in crisis, but the record labels. The artists (suppliers) and the fans (consumers) are still in abundance, and probably more than ever. Thus it is not that the music industry suffers from a loss, it is just that the definition of winning has changed (topspinmedia.com, 2008). Apparently, Ian Rogers is one more visionary of the disintermediation, namely the displacement of the record labels by a direct connection of artists and fans through the internet, information technology and online market in general. 
However, all the disintermediation’s supporters should be very aware of the non-profit and free-rider behavior that is one of the main characteristics in the internet economy (Rochelandet, 2003). And though Chuck D of “Public Enemy” stated that “there’s nothing wrong with the music business, the problem is the CD business” (topspinmedia.com, 2008) in a general frame of an artist mainly concerned for his music and connection with fans overlooking financial benefits, Frank Zappa on the opposite, and to the extreme, has stated (through an album title, 1968) that “We’re only in it for the money”. 

Concluding all these predictions and future scenarios, it is to be said that what will actually happen just remains to be seen. If the record labels will find the way to their past glory, if their role will change completely, will be undermined or will be absolutely lost, is something that no one can guarantee in advance. The undoubted fact is that music industry is now, in this turbulent digital and internet age, facing a lot of challenges and “where there is challenge, there are also creative minds working to meet the challenge” (Krasilovsky and Shemel, 2003: 413).

According all the analysis in this chapter, it is obvious that there is a growing literature in the field of music business and industry. Numerous lines are dedicated to the oligopolistic tension of its market structure and the implications for innovation and diversity, as well as the role of technology in it. The vast advances in the information technology and the transformation of the music market from physical to digital have also been amply discussed and researched. It is undoubtedly a very interesting topic offering a fertile ground for research, studying and discussing. Thus it is thoroughly discussed from many aspects and viewpoints related to various economical, cultural technological and business implications. The record labels, in particular, since they are, or at least traditionally were, the core of the music industry, have been examined in particular and thoroughly. Precisely, a lot is said about the impact that the shift to an online and digital market has on them, and how they were, and still are, trying to deal with the protection of the intellectual properties; what is the role of the majors and the role of the independents; or which was the loss and how are they trying to recover. A lot, maybe too much, is also predicted about the future market and environment and how the record labels will be affected. 

However, there is not much said about the process on which the creative minds are working to meet the challenge. Namely, there are not many studies dealing with the particular innovations (in both terms of content creation as well as humdrum activities) that the record labels are at this point of today stepping to. More particular, about the process of these innovations, what drove them in each innovation and which factors made it difficult to be implemented.  

In addition, it is a fact, that these issues can be met in literature. Yet, these are mainly examined in the general, and either by journalists or by pure academics. In such cases, the data are, up to an extent, either biased or not very updated and applied to the existing reality.

Thus this survey is an endeavor to bridge this latter gap, and gather and analyze some approximate results regarding the particular innovations that record labels introduce or adapt within the current complex framework of music industry. In what kind of innovations do they mostly step to, what difficulties they face during this process, what are they expecting, as well as to what extent these expectations are finally met, are the key questions of this paper’s survey. Its particular hypotheses, the methodology used and, finally, the description and analysis of these results are all stated in the following chapters.
2.5 Problem definition

2.5.1 Research question
According to all the above, the main question of the paper is the following:

Which factors mainly drive the record labels to innovate, and which obstacles do they mainly face in this process?

In order to approach this broad question as close as possible, the following variables have to be named and measured: particular types of innovation, obstacles and drivers. All of them are examined separately as well as in comparison and correlation with each other.  Moreover, as mentioned in the theory, the innovation of “vinyl hybrid” is of specific interest, due to the combination of the traditional with the current digital element and music format. Which is the position of such a combination in the turbulent technological current age? Thus, an overview of that specific innovation’s related factors, as well as various comparisons regarding the adoption and the success of the “vinyl hybrid” and the innovation activities in general, are considered as interesting. To sum up, the following questions arise:

· Which type of innovation is the most common among record labels?
· Which are the main factors that drive the record labels to innovate?
· Which are the main factors that hamper record label’s innovation processes?
· How successful are the innovations the record labels introduce or adopt?
· Among the record labels that introduce or adopt various innovations, how many do include the “vinyl
               hybrid” as one of them?
· How do the obstacles to any kind of innovation differ (if at all) to the obstacles to the “vinyl hybrid” 
              innovation in particular?
· How do the drivers of any kind of innovation differ (if at all) to the drivers of the “vinyl hybrid” innovation 
              in particular?
· How do the success of any kind of innovation and the success of the “vinyl hybrid” innovation compare 
              with each other?
· Which factors that drive to innovation are correlated with each other?
· Which factors that drive to the “vinyl hybrid” innovation are correlated with each other?
· Which factors that hamper innovation are correlated with each other?
2.5.2 Sub question / Model
As a sub question it would be interested to see at which extent (if at all) do these obstacles, driver, as well as the size of the record label affect its level of innovation. Precisely, the question is the following:

Which are the factors that affect the level of innovation of a record label?

Stemming from this question and in order to gain a useful insight of what finally plays a role in the record label’s innovation output; the following model is constructed, analyzed and tested.
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From the theory, there was concluded that there are particular factors that lead the record labels to innovate. They also face particular obstacles in this process. Moreover, it is believed that the size of the company does also affect the innovation process and outcome. These three beliefs and arguments, stated in the theory, are conceptualized in this model. Thus in this survey there will be a test and a brief analysis of the validity and significance of this model.
2.5.3 Discussion point on how the record labels meet customers’ needs
As mentioned in the literature overview, the record labels have to continuously show up with new, innovative products in order to satisfy the “unsated demand” (Peterson and Berger, 1975).
At the same time, it is also demonstrated that the music industry’s market is characterized by vast uncertainty regarding the demand. Thus there is a high interest from record label’s perspective to find out and meet the (already existent or potential) customers’ needs. But, how do they find out which these needs are?

Since this matter is of huge importance for every industrial and market field, there is a big amount of literature dedicated to it, especially recently, and especially from a business, marketing or managerial viewpoint. 

It was long recognized that the key to successful innovation was to get aware of consumers’ needs. Hauser and Urban (1976) refer to Research and Development (R&D), and marketing departments as being the responsible for dealing with this particular exploration of the market. On this purpose they recommend the adoption of methods taken from psychometrics or utility theory. More recently, and on the contrary, Leonard and Rayport (1997) claim that the market research is not always very helpful. Using the example of the radio, they argue that once a new technological facility is developed, to which the consumer is not very familiar, it is very possible that the consumer herself will not be aware of her own needs regarding this kind of facility and innovation. Therefore, the authors recommend “empathic design” as a more appropriate and dynamic method for discovering customers’ quests. More accurately, the methods proposed are referring to observing, collecting data, reflecting and analyzing, brainstorming for possible solution and finally developing prototypes of the solutions. The latter step should be guided by the users. To end with this brief overview of recommended ways to find out customers’ needs, there follows a reference to music industry’s case. Namely, Frederiksen et.al (2002) in a study about the music industry, they highlight the need for exploring what the customers want as of crucial importance. They suggest that the record labels try to gain an insight on it through interaction among peers, as well as from what artists have to tell them about the feedback they get from the consumers when they meet them (usually, in live performances).

Considering all the above, there comes the final point of the paper, that is:

How do the record labels actually find out what the consumers need and want?

3. Methodology

In this chapter it is explained which methods and tools were used in order to test and approach the research questions and hypotheses in the best way. Moreover, it is stated why the particular methods and tools were chosen.

The research employs a mixed methodology that means both quantitative and qualitative. Particularly, the main research question (2.5.1) is approached by quantitative method, the sub question/model (2.5.3) is also approached quantitatively and finally qualitative method is used for the discussion point of how to meet consumers’ needs (2.5.3).

For reasons of convenience and coherence the analysis of the methodology is mainly divided into two parts: quantitative and qualitative; accordingly the sample, data collection and data analysis is described separately for each part. 
3.1 Quantitative method
3.1.1 Sample

Considering that the paper’s main research question is related to the obstacles to and drivers of the innovation process of the record labels, it is obvious that the target group, thus the population of the research, is the record labels.

As the statistics indicate, the population in this case (all the record labels world widely) is too large to be studied in its entirety. Therefore, a part from the total population is selected as to represent the whole. This part, the sample as it is called, is examined and the results of this examination are supposed to be applied to and generalized for the whole population. Random sampling is the best for such applications and generalizations.

However, in this research, the sample is selected on the basis of convenience. The selected record labels are the ones that were easy to be accessed and reached. Indeed, first there was a small research (mainly through the internet) of names of record labels and their e-mail addresses. By reaching the 500 e-mail addresses, thus 500 record labels (mainly sited in Europe or the United States), the number and extent of the sample (which would come out and be defined from the number of the ones that would respond) was expected to be sufficient. Regarding the above, it is obvious that the sample is a convenience sample. “The object in that case is not to measure any sampling errors or biases (although sampling error formulas may erroneously be applied to these data) but rather to make it as simple and economical as possible for the researcher to get a set of data”  (Ferber, 2007: 57). In accordance to this, the results generated from this (convenience) sample cannot be generalized and count for the whole population. These results are only a rough approximation of the values and “prices” that the characteristics and parameters measured are expected to take within the whole population. 

Finally, it is to be said that the major record labels are excluded from the sample. As examined thoroughly in the theoretical background, the framework of the majors is at large different from the one of the independent record labels. Consequently, the sample would suffer significantly from lack of homogeneity. Moreover, a comparison between majors and independents, even if asked, is not considered as feasible or fruitful. The number of the major record labels is exceedingly small compared to the number of the independents, thus any association or comparison would be invalid and useless.
3.1.2 Data collection

In order to collect data, the analysis of which would provide useful information regarding the innovation of record labels and the related to it obstacles and drivers, the conduction of a questionnaire was considered as the most appropriate method. Therefore an innovation survey in the form of an on-line questionnaire (using “surveymonkey”) was designed in May 2009. During the same month, the link of the on-line questionnaire was sent via e-mail to the (convenience) sample. 

As the questionnaire covers questions about innovation, obstacles and drivers, regarding the whole broad field of activities within the record label, it was first searched for the e-mail address of the label manager. The latter is supposed to have an overall image of the company’s activities (both humdrum and content creation) and thus have higher chances to obtain the appropriate knowledge so as to give accurate answers to the questionnaire’s questions. On the contrary, employees like the A&R managers, or sale or production managers, responsible for personal relations etc are considered as much more specialized, and thus unqualified to give accurate and valid questions regarding the overall innovation activity of the record label. Thus, in order to keep the validity and accuracy of responses as high as possible, the link for the questionnaire was sent to the e-mail address of the label/general manager or – if this address was not available- to any contact available accompanied with a brief text of the questionnaire’s content and purpose, and instructing the receiver of the e-mail to pass the link on the manager or person most knowledgeable about this content.

Last, as it is mentioned in the theoretical part, academia has mainly focused in theoretical research and studies or in second sources, like the media (press, radio, television). Indeed, in the exploration of the innovation activities in the record labels, not many academic papers use primary research and sources. An example of such a research is an innovation survey for small and medium sized record labels conducted on behalf of VUT in July and August 2005, and analyzed in research papers of Handke (2006). The present paper is by the latter strongly inspired. Nevertheless, an innovation survey in the form of questionnaire is considered as the ideal method for collecting data regarding the innovation, obstacles and drivers, within the record labels. It is a primary research, and thus providing a research academic paper with stronger and more valid data and records from the current reality in the music industry.

3.1.3 Conducting the questionnaire

3.1.3.1 Innovation surveys

As mentioned above, the conducted questionnaire is an innovation survey. 

“Innovation” is a quite blurry concept and with multiple meanings. However, there is a growing interest to survey and measure innovation, especially in terms of technological product and process. In the early years, innovation was measured more as an output and later on more as an activity. The basic idea is mainly grounded on the five types of innovation given by Shumpeter (1934): introduction of a new good, introduction of a new method of production, opening of a new market, conquest of a new source of supply of raw-materials or half-manufactured goods, and finally, implementation of a new form of organization (Benoit). Surveys of innovation on a national level were being multiplied and thus, in favor of coherence and comparison, a common basis of the concepts and the measurements was needed. Indeed, in 1991 the “Proposed guidelines for collecting and interpreting innovation data” (widely known as the Oslo manual) was conducted by OECD member countries. In that way the national methodologies were harmonized. Moreover, in 1992 a standard questionnaire with a list of questions was drafted, so as to enhance coherence and allow for even more accurate international comparisons. The Community Innovation Surveys (CIS) are also conducted on the Oslo manual’s basis. These surveys have a very broad questionnaire, covering the issue of innovation among the firms from many perspectives, like the particular types of innovation activities and products, as well as the reasons, the effects, the obstacles, the collaborations, the R&D activities, the sources of information, etc. 

The present innovation survey and questionnaire was mainly inspired by the third CIS UK innovation survey (1998 – 2000). Reasonably, it is a much shorter version, since the present research paper is mainly focusing in the particular factors that drive to and hamper innovation. Moreover, the shorter the questionnaire, the higher is the probability for bigger responses’ number
. In addition to that, the present survey and questionnaire is also adapted to the particular field of the music industry and the record labels. The CIS innovation surveys cover a vast industrial, organizational, manufacturing and service field. Consequently, not all of the included questions, even regarding obstacles and drivers, are in the interest of or in relation to the music industry. On the other hand, there might be – and there are- some particular questions that are directly and only connected with the music industry and its innovation process, thus excluded from the general and broader CIS innovation surveys.

3.1.3.2 The (adapted) innovation survey for record labels

From the above, it is concluded that the questionnaire used for the data collection of this research is an innovation survey adapted from the CIS UK innovation survey (third version, 1998-2000). The adaptations are grounded on the literature overviewed in the first part of the paper, as well as the innovation survey for small and medium sized record companies researched by Handke (2006)
  in particular. 

More precisely, the questionnaire includes questions of “multiple choice”, regarding the type of innovation that the record label introduced or adopted, the factors that inhibited the record company’s ability to innovate, factors that drove the record company to innovate, and estimation of success. Regarding the particular interest of the research in the “vinyl hybrid” (as a combination of past and future), the questionnaire is divided into two parts. The first part has all the questions referring to any type of innovation that the record label introduced or adopted during a particular period (and the respondents were asked to indicate the type/s). The second part contains the same exactly questions, but refers to the “vinyl hybrid” innovation and only this. In between the first and the second part, the respondents were asked to indicate whether the “vinyl hybrid” is (the only or) one of the innovative products or services of the firm, and according to the answer they were linked to the second part or the end of the questionnaire (a view of all the questionnaire’s pages is available in Appendix 1).
3.1.4. Measurements and definitions

3.1.4.1 In the questionnaire

As said before, “innovation” is a fuzzy concept. As such, the way anyone interprets it is highly subjective. Thus in the questionnaire, in favor of homogeneity among perceptions and precision of answers, the term was defined as accurately as possible.  For the same reason, the questionnaire included “closed” questions of “multiple choice” and not “open” ones.

Innovation: In this survey ”innovation” is defined as any new to the company (even if already in the market) or improved product or service during the period 2007-2009, namely
- any new title or name (broadening the "Artists & Repertoire" catalog)
-        any new or improved media format, either digital (e.g. downloadable tracks, ringtones etc.) or physical (e.g. 
        vinyl feat. CD/download coupon, SlotMusic cards etc.)
-       any new or improved technology related to the production and/or marketing of music.

Obstacles: The factors that inhibit the record label’s ability to innovate are in this survey classified into financial, the ones related to knowledge, and the ones related to the market.  As mentioned before, the choice of the particular obstacles is made regarding both the CIS innovation survey (generally applied obstacles, like lack of qualified personnel, lack of information in technology/market, financial ones, etc) and the theories and suggestions in the literature related to music industry (obstacles applied in the music industry, like difficulties in enforcing or clarifying copyrights)

Drivers: In exactly the same way as the obstacles, the choice of the particular factors that motivate a record label to innovate is grounded on CIS innovation survey (like to increase profitability, market share, scope of distribution and quality/diversity of services/products, as well as to meet customers’ needs, or reach out to new ones) and additionally on the music industry’s theory (like to increase quality of music content).

Success: The respondents are asked to estimate the success of their record label’s innovation/s. The term “success” is here not defined and is just left on the respondent’s subjectivity of perception and estimation. That is because it is not of the main factors and aspects of innovation examined in the research, but of a minor and just additional importance. Moreover, success is also a very complicated concept, and thus very difficult to be accurately defined.

After defining and naming these concepts, it is now to see how these are measured in the questionnaire

Scale of choices: for each question, there is a scale of four choices-answers that grade the importance of each obstacle and driver. Two of them negatively and two positively sensed, namely: no obstacle/driver, low, medium or high. The choice of a four scale instead of a five scale is done with the concept of “forcing” the respondent to take a clear, either negative or positive position. In order, yet, to increase accuracy of responses, there is also “don’t know” as a fifth choice. Instead of a neutral choice, the choice of “don’t know” was preferred due to the belief that the probability for a respondent to choose the neutral option is much higher than the one for choosing “don’t know”. Of course, that does not mean that the “don’t know” option takes the place of a neutral choice in the data analysis, as it is shown later on this paper.

3.1.4.2 In the research model

The research model tests the impact of concrete obstacles, drivers and level and firm’s size on the level of innovation. Thus, there is a need for defining the included concepts as well as the way they are measured in it.

Level of innovation: As mentioned, the respondents are asked in the questionnaire to indicate the type of innovation their record label introduced or adopted during the period 2007-2009. Namely, they had to choose among downloadable tracks (Mp3, MIDI files, etc.), ringtones, vinyl featuring CD / downloadable coupon (“vinyl hybrid”) or other (with an open box to indicate the other type/s of innovation). In this question one could of course choose more than one options. Thus, the level of innovation of each record label is here measured in accordance to the number of innovative products or services that it introduced or adopted during the period 2007-2009. More precisely, the first level refers to these labels that introduced or adopted only one innovative product or service, the second level to two, the third to three and the fourth to four and more new products or services, introduced or adopted during 2007-2009.  

Obstacles: It is logical that not all the factors hampering innovation are of the same importance or are at the same grade affecting the level of innovation. Therefore, only the ones considered as higher and with a stronger influence to the level of innovation are included in the research model. The choice is induced by what theory indicates. In fact, as it is stated in the overview of the literature, the market is characterized by high concentration and thus strong entry barriers. Thus, the unequal market conditions and the concomitant fact of difficulty in finding cooperation partners, like the ICT companies, who – as it is also proven in the theory – are really required in most digital  kinds of innovation, are supposed to be important obstacles and thus to have a strong impact on the level of innovation. Moreover, the financial constraints (lack of internal funds and lack of external financial sources) together with the possible high innovation costs are also regarded as main obstacles, as the theory also implies that the majors’ financial advantage gives them a big hint in implementing innovation activities. It is, of course, to be reminded and considered that the research model is referring to the independent record labels, since the sample is comprised only by independents. According to this, the selection of the particular four obstacles as impact factors on the level of innovation is more justified.

Drivers: On the same tracks, not all the drivers mentioned in the questionnaire are also included in the research model. Here, the theory states clearly that the record labels are in a continuous process of innovation, in order to satisfy the consumers’ needs and demands. Thus, apparently, the main (at least short-term) motivations to innovate are to reach out new customers and to meet the needs of the existent ones. A third one is added to them in the research model, and namely the one that the theory indicates as the strongest (at least long-term) motivation in all industries and almost all organizations (excluding the non-profit ones): to increase profitability.

Firm’s size: Theory has controversial arguments of whether the firm’s size and its level of innovation augment in the same direction or not. The other ambiguity regards the measurement as well as the classification of the size. In the present survey, the size is measured in terms of numbers of employees, since the turnover (which is another measurement option) is regarded to be more inconvenient for a firm to indicate it. Concerning now the classification of size, and thus here employees, there is again no unique and sound theory on it. The division of classes is highly dependent on each case. For that reason, the classification was done after the aggregation of the data, so as to be more precise. So, the respondents (record labels) are classified under four categories showing their size: the first indicating the smaller sized companies includes the ones having from 1 to 5 employees, the second 6 to 10, the third 11 to 15, and finally the bigger sized companies are the ones with 16 and more employees.

3.1.5 Data analysis

The questionnaire was on line from the 20th of May until the 10th of June. The final number of response aggregated was 46, which is a percentage of 9.2% of the total number of contacted record labels. The percentage is low, but according to the expected low responses’ rate for questionnaires sent to firms
 , it is quite satisfying. 

After implementing and closing the procedure of aggregating the data, and before stepping into their analysis, the data have to be checked, so as to be approved or corrected, if needed. The main issue in the data of this research refers to the “don’t know” responses, which are not here supposed to be neutral, but are regarded as missing responses and data
. Regarding responses including missing or “bad” data, statistics theory implies that one can either delete all of such responses, either delete the ones that include a lot of missing or “bad” data, or finally keep them all. The selection among these solutions depends heavily on the total number of complete or “good” responses. According to the previous, the recommended solution for this survey was to delete the ones that included a lot of missed data (“don’t know” choices) and keep some that included up to two “don’t know” choices. After this data correction, the sample was finally lowered down to 41. 

For the analysis of the quantitative data outsourced from the sample of 41 independent record labels, the statistical program SPSS is used. A regression analysis, as well as several tests and correlation were required in order to calculate the several outcomes. Descriptives and frequencies are also used for the overview of the whole image of the data and the approach of the sub questions, as stated in 2.5.3.

3.2 Qualitative method
Aiming to an, at closest, approach of the way the record labels try to find out what the consumers (mostly already existent customers) need and want regarding their products and services, qualitative data are regarded as appropriate. An answer to this question may be too broad and open to discussion, so as to be included in the questionnaire (either as a “multiple choice” or as an “open box” question). Thus it would be difficult to be explored and interpreted with a quantitative method. The qualitative has the disadvantage of an even smaller sample, but if the sample is appropriately chosen and comprised, a qualitative method may give much more useful insights. Especially regarding questions like these, which, as the literature showed, are very vague, controversial an open to discussion. Yet, it is a really interesting topic and of crucial importance for the record labels and their policy makers.
3.2.1 Sample

The sample is again one of convenience, since a main criterion of the choice was the degree of how possible was someone to be contacted. Yet, there were some selective criteria as well, mostly in terms of who is deeply and long time involved in the world of music industry and the record labels, and especially in a managerial, entrepreneurial or decision taking position. Furthermore, another consideration was that the sample would be a kind of diverse. According to the latter consideration, the individuals chosen to comprise the sample are from different backgrounds and frameworks within the music industry, so as to accumulate different points of view.

The aim of the discussion point is anyway not to draw conclusions (for such an unclear and ambiguous issue), but just to obtain and provide the reader with some responses and views on it from the “actual” world of music industry. This provision has definitely the potential for further thoughts, considerations and discussions on the subject.

Thus, a sample of four people was regarded as sufficient for such a discussion and brief overview. Namely: 

· Aly Gillani, the manager from First Word Records, a record label from Leeds, UK, which first introduced in the market the “digiwax” (“vinyl hybrid”, in particular vinyl featuring a download coupon). The response and viewpoint of him on the subject of meeting customers’ needs is of special interest, since his record label is an “original” innovator
, and in addition of the “vinyl hybrid”, which is of particular interest of this paper.

· Ula Gehret, responsible for business affairs and licensing consultant in Clandestine Music, Century Media Records, a record label occupying 100 employees, based in Dortmund, Germany. After recommendations, it was found out that he is been working in record labels (United States and Germany) for over 15 years and has already got an in depth vision in how the record labels actually work and take initiatives, steps and make decisions.
· Stefan Hayes is dealing with the promotion in Bertus Distributie, in Rotterdam, the Netherlands for over 8 years. He is contacting every day many key people from record labels and has already shaped an opinion on how they work. His response contributes in terms of more distant, though overall, general and diverse viewpoint.
· Tolis Palantzas, from Sleazy Rider Records, Athens, Greece. This is a small sized independent record label (of 4 employees), getting activated in a country that has very small tradition, repute or share within the global field of music industry. For these reasons and in favor of diversity, his response and outlook has an interest as well.

3.2.2 Data collecting and analyzing

The above mentioned four persons (sample), were interviewed during the period extended from ends of May and beginnings of June. Aly Gillani and Tolis Palantzas were interviewed via e-mail, while with Ula Gehret and Stefan Hayes was conducted an in personal interview. The questions asked covered mainly the way to meet consumers’ need, but there were also some further questions on the music industry in general and their observations, serving my general interest and aim to gain a more spherical image of the music business world. The issue of what means the record labels are employing in order to meet consumers’ needs was also complemented by a specific question of whether the existence and extended use of social networks in the internet (like myspace, facebook, etc.) is a useful tool in this process. The latter question was of course following the main and more open question and discussion on the topic, so as not to bias or mislead the interviewed person. The concrete questions of the interviews can be viewed in Appendix 2.
The analysis of the data is more of an objective transfer combined with a subjective interpretation of the stated from each person points, and all posed in the paper (see 4.2.3) in a way of a brief discussion of the issue.
4. Results analysis and interpretation

This chapter presents first the estimations of the statistical analysis of the quantitative data. Then the main and sub questions will be interpreted on the basis of the statistical estimations and the expectations from the theory. Additionally, the outcome of the interviews regarding the way the record labels try to explore consumers’ preferences will be briefly discussed.

4.1 Analysis of Results
4.1.1 Statistical results

In order to approach the main research question and the deriving from it sub questions, a lot of descriptive statistics were calculated (means, ranges, frequencies and percentages). Accordingly, almost all data were analyzed descriptively in the SPSS program, so as to gain a view of which factors show the most interesting results, thus are most important in the process of innovation. Several comparisons, after estimating the means and percentages, were also considered as leading in the direction of a general and useful overview. Following, there is first a statistical description regarding the type/s of innovating products or services the record labels introduce or adopt, afterwards some descriptions regarding the factors related to these innovations (in general), and finally regarding the innovation activity of the “vinyl hybrid” in particular and putting it (through comparisons) in the general framework.
4.1.1.1 Type of innovation

The following figure (Figure 1) shows the type/s of innovation that the record labels indicated that have introduced or adopted.
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As it is obvious, almost every company embraced the “downloadable tracks” innovation. That means they made it possible for consumers to purchase and download tracks or albums from their A&R catalogs through the label’s web site or through on line players (like Quick Times, iTunes, etc) and other IT companies. By “other” the most respondents indicated deluxe or creative packaging, bonus content to purchasers, download cards and sale of music videos.

4.1.1.2 Drivers, obstacles and success of innovation

 The following table (Table 1) presents the estimated values of the statistical frequencies (mean, median, standard deviation, minimum, maximum) of the factors that drove the record labels to innovate during the period 2007-2009.
	Drivers of Innovation
	Mean
	Median 
	STD
	Min 
	Max

	Increase Responsiveness to existent customers’ needs
	3.2308
	3.00
	0.872
	1.00
	4.00

	Reach out new customers
	3.3415
	4.00
	0.825
	1.00
	4.00

	Be at the cutting edge of the industry
	2.7561
	3.00
	0.969
	1.00
	4.00

	Increase the diversity of services
	2.8250
	3.00
	0.931
	1.00
	4.00

	Increase market share
	2.9268
	3.00
	0.959
	1.00
	4.00

	Increase profitability
	3.4390
	4.00
	0.776
	1.00
	4.00

	Increase quality of distribution
	3.3415
	3.00
	0.794
	1.00
	4.00

	Increase quality of music content
	3.1707
	3.00
	0.997
	1.00
	4.00


 Table 1: Frequencies distribution for the drivers of innovation

As it can be observed, to increase profitability was the main motivation for stepping to any innovation, as it is indicated by the majority of respondents as a “high” driver to innovation (mean= 3.4390). The following chart (Figure 2) shows more concretely the distribution of the respective options regarding this driver.
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Exactly next and close to the above mentioned as highest motivation for innovating, record labels seem to be induced to innovation by the factors to reach out to new customers, as well as to increase the quality of distribution. The latter’s exact percentages of chosen values is represented by the following chart (Figure 3)
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In order now to see how the record labels mostly try to increase the responsiveness of the already existent customers and to reach out to new ones, the significances of the correlations (bivariate, Pearson) with three other drivers have to be seen and compared to each other (Appendix A3.2.1). Table 2 shows these significances:
	
	To increase the responsiveness of already existent customers
	To reach out to new customers

	To increase the quality of distribution
	0.029
	0.02

	To increase the quality of music content
	0.080
	0.761

	To increase the diversity of services
	0.301
	0.016


Table 2: Significances of correlations of drivers
As it is shown above, increasing the quality of distribution comes to the closest correlation with increasing the responsiveness of the existent customers (the smallest p-value, thus the most significant correlation), while increasing the diversity of services is mostly connected to reaching out to new customers. It is interesting that increasing the diversity of services is not related at all with increasing the responsiveness of the existent costumers as a motivation to innovate (sig.= 0.301> 0.05). To increase the quality of music is irrelevant with both motivations (to increase the responsiveness of existent customers and to reach out to new ones).
Coming now to the factors hampering innovation in the record labels, one can see the values of the statistical frequencies for every obstacle in the following table (Table 3)

	Obstacles to Innovation
	Mean
	Median
	STD
	Min
	Max

	Lack of qualified personnel
	2.0500
	2.00
	1.036
	1.00
	4.00

	Difficulty in finding cooperation partners
	2.2000
	2.00
	1.018
	1.00
	4.00

	Lack of information on markets
	1.8780
	2.00
	0.748
	1.00
	3.00

	Lack of information on technology
	1.6585
	1.00
	0.855
	1.00
	4.00

	Difficulty in clarifying the copyrights and related rights for innovative project
	1.9250
	2.00
	1.047
	1.00
	4.00

	Difficulty in enforcing own copyrights and related rights
	2.0250
	2.00
	1.049
	1.00
	4.00

	Unequal market conditions for firms with different sizes
	2.9000
	3.00
	1.105
	1.00
	4.00

	Uncertain demand for innovative goods
	2.6667
	3.00
	0.982
	1.00
	4.00

	Lack of funds within the organization
	2.6829
	3.00
	1.059
	1.00
	4.00

	Lack of finance from outside sources
	2.6923
	3.00
	1.151
	1.00
	4.00

	Innovation costs are too high
	2.6500
	3.00
	0.949
	1.00
	4.00


  Table 3: Frequencies distribution for the obstacles to innovation

First of all, it is obvious already by a quick look that the mean values of the obstacles to innovate are much lower than the estimated ones of the motivations. 

It is also obvious by looking at the standard deviation values, that the various examples are less tightly clustered around the mean of each obstacle than around the mean of each driver. Indeed, the standard deviation of every driver is estimated smaller than the ones of every obstacle.
The highest obstacle was estimated to be the unequal market conditions between firms for different sizes (almost medium), of which the chart of the percentages that each value got is shown in Figure 4 below.
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The financial obstacles, as well as the uncertain demand for the innovative good or service (Figure 5) are also indicated as high.


[image: image8.emf]12.20%

29.30%

22.00%

4.90%

2.40%

no obstacle low medium high missing


Since the data set indicated the unequal market conditions (for firms with different sizes) as the main obstacle for the record labels to innovate, it is interesting to see how it is correlated with other obstacles (Appendix A3.2.2). Namely, the following table (Table 4) shows the significances of the correlation of the “unequal market conditions” with both the “difficulties in finding co operating partners” as well as the financial obstacles (lack of internal and external funds, and high innovation costs, all computed as one variable).
	
	Unequal market conditions for firms with different sizes

	Difficulties in finding co operation partners
	0.106

	Financial obstacles
	0.018


Table 4: Significances of correlations of obstacles
Apparently, and as no big surprise, the unequal market conditions are mostly related to financial obstacles (sig. = 0.018 < 0.05).

Finally, regarding any innovation introduced or adopted during the period 2007-2009, most of the respondents (record labels) estimated the success as medium. The following histogram (Figure 6) shows the exact percentages of responses.
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4.1.1.3 Drivers, obstacles and success of “vinyl hybrid” innovation

As shown in Figure 1, almost the 39% of the record labels included among their innovative products or services the innovation of the vinyl featuring download coupon or CD (“vinyl hybrid”).

This section presents for this particular innovation the same descriptive statistics as the ones that were in the previous section presented for any kind of innovation. This will allow for comparison (differences and changes in values), and thus for estimating which is the place of “vinyl hybrid” among innovations introduced or adopted by the record labels. 

The following table (Table 5) shows the frequencies’ values for every factor (included in the questionnaire) that motivated the record labels to adopt (or introduce) the release of albums in the “vinyl hybrid’s” music format.

	Drivers of Innovation
	Mean
	Median 
	STD
	Min 
	Max

	Increase Responsiveness to existent customers’ needs
	3.0000
	3.00
	1.069
	1.00
	4.00

	Reach out new customers
	2.8667
	3.00
	0.833
	1.00
	4.00

	Be at the cutting edge of the industry
	2.5000
	2.00
	1.095
	1.00
	4.00

	Increase the diversity of services
	2.8750
	3.00
	1.088
	1.00
	4.00

	Increase market share
	2.7500
	2.50
	1.000
	1.00
	4.00

	Increase profitability
	3.1875
	3.00
	0.750
	2.00
	4.00

	Increase quality of distribution
	3.0625
	3.00
	0.998
	1.00
	4.00

	Increase quality of music content
	3.1333
	3.00
	0.743
	1.00
	4.00


  Table 5: Frequencies distribution for the drivers of “vinyl hybrid” innovation

Here again to increase profitability is the highest motivation and concern of the record labels for stepping into (the particular) innovation. To increase quality of distribution is also coming after the profitability’s increase, but in between those two, there is the increase of music content’s quality that also strongly (in a something higher than “medium” grade) leads the record labels to embrace the “vinyl  hybrid”.

As mentioned in the theory, the introducer of the “vinyl hybrid” (Aly Gillani from First Word Records) claimed that the main factor that led his company into this innovation was to meet the needs of their customers. Thus, it is considered as interesting to see the particular percentages of the respondents’ grading on this motivation (Figure 7), as well as how they graded the motivation of reaching out to new customers (Figure 8). Both results will be discussed in section 4.2.2. 
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In general, after an observation and comparison between both tables of mean distribution for drivers of “vinyl hybrid” and of any innovation, one can conclude that there are not very different or special the reasons that induce a record label to adopt the “vinyl hybrid” than the ones to adopt any innovation.

In favor of comparison, it is interesting to see how the motivations “to increase responsiveness of existent customers” and “to reach out to new customers” are for the vinyl hybrid’s case correlated with the other three, regarding quality of distribution, of music, and diversity of services (Appendix A3.2.3). The following table (Table 6) shows the significances that the SPSS statistical program calculated:

	
	To increase the responsiveness of already existent customers
	To reach out to new customers

	To increase the quality of distribution
	0.006
	0.018

	To increase the quality of music content
	0.032
	0.167

	To increase the diversity of services
	0.014
	0.004


Table 6: Significances of correlations (“vinyl hybrid”)

Again here the results are not very different from the general innovations’ case. The increase of existent customers’ responsiveness is mostly connected to the quality of distribution, and the attraction of new costumers is mostly connected with the diversity of the services, though the connections here are even tighter (smaller p-values, more significant correlations). However, it is noticeable that in the vinyl hybrid’s case, unlike the general one, the quality of music is correlated with the increase of responsiveness to existent customers’ needs. Moreover, the diversity of services seems to play a role also for the existent customers (sig. = 0.032 < 0.05), and not only for reaching out new ones.
The obstacles to the “vinyl hybrid” innovation took also the same more or less values with the ones to all kinds of innovations. In this case again they are perceptibly of lower grade than the motivations.

Their frequencies’ distribution is provided by the table (Table 7) below

	Obstacles to Innovation
	Mean
	Median
	STD
	Min
	Max

	Lack of qualified personnel
	1.4375
	1.00
	0.629
	1.00
	3.00

	Difficulty in finding cooperation partners
	2.0625
	2.00
	1.123
	1.00
	4.00

	Lack of information on markets
	2.0000
	2.00
	0.966
	1.00
	4.00

	Lack of information on technology
	1.5625
	1.50
	0.629
	1.00
	3.00

	Difficulty in clarifying the copyrights and related rights for innovative project
	1.6875
	1.00
	0.946
	1.00
	4.00

	Difficulty in enforcing own copyrights and related rights
	1.8125
	2.00
	0.910
	1.00
	4.00

	Unequal market conditions for firms with different sizes
	2.6875
	3.00
	1.302
	1.00
	4.00

	Uncertain demand for innovative goods
	2.6250
	3.00
	1.204
	1.00
	4.00

	Lack of funds within the organization
	2.5625
	3.00
	1.209
	1.00
	4.00

	Lack of finance from outside sources
	2.4375
	2.50
	1.315
	1.00
	4.00

	Innovation costs are too high
	1.4375
	3.00
	1.046
	1.00
	4.00


Table 7: Frequencies distribution for the obstacles to “vinyl hybrid” innovation

The fact of the unequal market conditions is also considered as a main obstacle for record labels to release artists’ works in this innovative music format (almost “medium”). But in the first place of the obstacles to the “vinyl hybrid”, one can find its costs. 

The following chart (Figure 9) shows the scale percentage of the “uncertain demand for innovative goods”, which has also a high place among the obstacles to the “vinyl hybrid” and will be discussed in 4.2.2 as well.
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Finally, the success of the innovation “vinyl hybrid” was again mostly appreciated as medium, but it is noticeable here that no respondent estimated it as high, like the following histogram (Figure 10) more precisely indicates.
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4.1.2. Factors that affect the level of innovation
In order to approach the sub question about the factors that affect the record labels’ level of innovation, the research model has to be estimated. On that purpose, it is suggested to run a regression analysis and first formulate an equation. In order to express the model as a regression equation, some variables need to be computed and transformed. 

In this model, the dependent variable is the level of innovation for the record labels. This is dependent from the following three independent variables: the drivers to innovate, the obstacles to innovate and the size of the company (record label).  From the above, it is recommended that all three drivers to innovate should be transformed in one (“drivers”). In the same way, the five obstacles to innovate became four (by computing “lack of funds within the organization” and “lack of finance from outside sources” as one, under the title “lack of financial sources”), and then all four computed and transformed into one variable (“obstacles”). Regarding the third factor that affects the level of innovation regarding the model, and namely the size of the record company, it is considered as a categorical variable. Thus, in order to run the regression analysis, it is necessary to compute dummy variables out of it. Taking the first category (smaller sized firms) as a baseline, there are three dummy variables (for the second, the third and the fourth category) formulated. Hence, the regression equation is the following:
Yi   = β0   + β1 Xi + β2 Zi + β3 D1i + β4 D2i + β5 D3i + ei      ,    where
Yi
= dependent/ criterion variable (“level of innovation”)

β0
= intercept of the line

Xi
= “Drivers”

Zi
= “Obstacles”

D1i
= Dummy for “Size/ second category (6-10 employees)”

D2i
= Dummy for “Size/ third category (11-15 employees)”

D3i
= Dummy for “Size/ fourth category (16-more employees)”

ei
= error term associated with the i-th observation

The output from the regression analysis in SPSS (Appendix A3.3)  showed that the model is statistically significant (Sig. = 0.015 < 0.05), and that the dependent variable (level of innovation) is explained by the independent ones based on a value of approximately 36 % (R square= 0.361).  The following table (Table 8) shows the significance of the partial coefficients, that means whether each variable is significantly related with the level of innovation
	Independent Variables
	t
	p

	Drivers
	2.152
	0.040

	Obstacles
	- 0.348
	0.730

	Size/ second category (6-10)
	0.789
	0.438

	Size/ third category (11-15)
	1.245
	0.223

	Size/ fourth category (> 16)
	2.289
	0.029


Table 8: Significances of the variables of the research model 
In addition, the variance inflation factors (VIF) were for all variables lower than 10, which show that there is no multicolinearity among the variables.
Further on, so as to estimate the correlation of level of innovation with each size category of the record labels, a one-way ANOVA was run, and particularly a Post-Hoc (LSD) test, among the dependent (scale) variable of level of innovation and the independent (ordinal) factor of size of the company. The following table (Table 9) shows the significance of the coefficients for each pair of size categories.
	Size of companies (employees)
	Size of company (employees)
	Significance

	1 -5
	6-10

11- 15

15- more
	0.351

0.099

0.011

	6-10
	1 – 5

11 – 15

15 - more
	0.351

0.342

0.094

	11 -15
	1 – 5

6 -10

15 – more
	0.099

0.342

0.603

	15 – more
	1 – 5

6 -10

11 - 15
	0.011
0.094

0.603


Table 9: Correlation of company size with the level of innovation
After the display of the results of the quantitative data that were put under analysis and tests in the SPSS statistical program, it is supposed that a rough overview of the factors affecting and related to the record labels’ innovation activities is already gained. Thus it is recommended to step into a more detailed analysis, interpretation and connection of the results with the theoretical observations. 
4.2 Interpretation of the results
This section is an endeavor to approach and come back with some answers to the research questions and points raised in section 2.5, using the statistical (quantitative) results provided above, as well as the (qualitative) results from the interviews (for the last discussion point), and combining those with the theoretical background.

It is for one more time to be underlined that because of the fact that the samples (both for the quantitative as well as the qualitative data collection) are very small and of convenience, the results analyzed and interpreted here are not aiming into generalizing and proving anything for the music industry’s reality. They are more posed as a rough approximation and estimation, which may of course well induce to fruitful further discussions.
Again here for reasons of unity and coherence, the interpretation of analysis is sectioned in three parts, namely regarding the main research question, the further (sub) question and finally the discussion point.
4.2.1 Research question
 First of all, regarding the type of innovation that the record labels (introduced or) adopted, it is obvious that almost all of them indicated the downloadable tracks. This was of course by far expected, since these music files (MP3, MIDI) that can be purchased and downloaded on line, are supposed to be the new and current dominant music format. Ringtones were also expected to be in a high position in ranking, given that the ICT companies have gained a quite important market share in the music industry. The vinyl hybrid did also reach a respected percentage in the research’s results. From this latter point, together with the fact that under the choice “other” the majority indicated deluxe and creative packaging as well as bonus content to purchasers, an interesting implication comes out. In fact, it can be claimed that at the same time where everything in the music industry is becoming new and digitalized, there is still a tension to keep a kind of traditional and tangible formats alive, by making them more appealing and attractive to the consumers. If considering that these tangible formats, and especially the vinyl one, are referring and getting activated mostly in collectors’ market, the previous allegation seems to get even more grounded. The collectors’ niche markets are indeed a breath of stability in the tumultuous uncertainty of the overall music market. In this respect, it comes as no surprise that the record labels would give a try in maintaining, enhancing and enriching these kind of markets with traditional, though in a hybrid shape, formats like the afore mentioned. 

Stepping now to the factors that mainly drive the record labels to innovate, here again the results are not surprising and in accordance with the theory. The most traditional economical motivation, namely that of increasing profitability, comes among the record labels in the first place (Table 3). As said, this is more of a motivation and a goal n the long – run. On the other hand, to increase quality of distribution, reach out to new customers, as well as to increase the responsiveness of the already existing customers, all aims that come right after profitability’s increase, are more of short-run. Specifically, to increase quality of distribution was also expected to be a high motivation for record labels to innovate, regarding the fact that, as the theoretical background also highlights, the current structure and novelties in the music industry is at large based on the explosion of too many distribution channels. Thus, the record labels can and have to take big advantage of these new possibilities and options, in order to keep on activated. However, the literature for the independent record labels claimed that they mostly do care and focus on the already existed customers and on particular niche markets and target groups. The mean distribution though (Table 3) shows that record labels consider reaching out to new customers as a higher driver to innovate than meeting the already existing customers’ needs. This, of course, can be explained if regarding the “new customers” as new in the same niche market and target group. Anyway, it is also logical for any firm to try to augment the number of customers. 

The latter comes as bigger surprise a propos the vinyl hybrid and the respected factors that drove to its adoption. Concerning (what also mentioned in 4.1.1.3) the fact that the introducer of this innovation (Aly Gillani) claimed that its main incentive was to meet his already existed customers’ (DJs) needs, the high rate of reaching out to new customers as a motivation to adopt the vinyl hybrid, comes to a slight opposition. The factors though that drove the record labels to adopt the vinyl hybrid are more or less the same that drove them to any kind of innovation. To increase profitability, as well as to increase quality of distribution, are as expected in a high place. To increase, finally, quality of music content, is –both in any type of innovation as well as in the vinyl hybrid in particular- also regarded to be a high motivation. This justifies the theory that asserts the independent labels as focusing quite a lot in the A&R part.

The results of the survey as far as the obstacles to innovate are concerned, are also quite in harmony with the anticipations drawn from theoretical observations. Namely, the unequal market conditions for firms with different sizes are rated as the highest obstacle. As discussed thoroughly in the theoretical part of the paper, the major record labels (which are excluded from the survey’s sample) wield quite a bit of power since they dominate the market share.  Therefore, they can push for preferred placements and get priority treatments. These are the ones that receive direct financial rewards from things like new revenue sources. The latter can be meant in terms of income from “my space” and “you tube”, or things like court decisions where labels are rewarded with settlements. It is always the majors that are mentioned as getting the settlement, while the independent labels are rarely mentioned or considered, and thus they really make most of the policy rules with regards to the industry and the rest of the independents merely have to follow in their wake. Hence it is very hard for any independent label to go outside those clearly defined lines that the majors have set, as there is little support from media outlets like radio and television, or from retail, from press and the like.  It is therefore logical that these unequal market conditions, as just described and defined, are a very high obstacle for the independent record labels in their innovation process and activities. 
In the literature for cultural industries and the music ones in particular it is strongly believed and stated that those industries’ products’ demand is of very high uncertainty. This is also shown and supported in this survey, since the uncertain demand for innovative good is regarded as one of the main obstacle. 
The financial obstacles are also highly rated. The high innovation costs are here strictly meant in terms of the per-unit manufacturing cost.  A CD can be made, with disc, case, booklet and shrinkwrap, for about one dollar for the basic costs (band royalties and mechanical royalties come on top of that).  On the contrary, vinyl alone can cost about three dollars per unit, and the inclusion of a CD as well just drives up that cost. In addition, for instance, if the record label wants also to make quality 180-gram vinyl, or a gatefold sleeve, or other such customer-friendly gestures, those all cost even more.  Here it is to be mentioned that in the obstacles to the vinyl hybrid in particular, the high innovation costs was ranked in the first place. Downloading tracks, ringtones, etc are of course of lower costs (as shown, almost of zero manufacturing and storage or shipping costs). Considering now that CDs and vinyl generally sell for about the same price, obviously the CD is a much more profitable format for labels overall.  Regarding the vinyl, there are additional costs, such as shipping (vinyl is much heavier), storage (it requires a lot more space in the warehouse), and there are issues with things like returns.  Getting back a returned CD from a shop, a new shrinkwrap is put on it and it is good as new. In the case of vinyl, however, it is often shown some sign of wear in the journey, whether it is a bent corner, or wear on the sleeve, and music buyers of course want a brand new product, not one that looks used.  There is no way to refurbish vinyl, unlike CDs, so returned vinyl is often just destroyed, which also adds to the total costs.
Overall, like with the motivations, also the factors impeding any kind of innovation and the vinyl hybrid in particular, are more or less the same. 

In both cases, finally, the difficulty in enforcing own copyrights and related rights are not regarded as very high. As discussed in the theory, the copyright law is indeed not anymore of the prior concerns of the record labels- especially the independent and small ones. It is more left in the responsibility of the major ones, the associations (IFPI, RIAA, etc) and even of governmental institutions. It is still an issue, but the independent labels are now more focusing in other practical matters rather than “fighting” the law – with anyway very low possibilities to “win”.

Concerning now the correlations of the various motivations and obstacles, it can also be said that their results are not really surprising considering the theory. The quality of the distribution was expected to be tightly connected with the aim to increase the responsiveness of the existent customers’ needs, since most innovations (downloadable tracks, ringtones and the “vinyl hybrid”) have to do with how the music is distributed. Though the diversity of the services does not seem to be important for the existent customers’ policy regarding innovations in general, it is significant in the vinyl hybrid’s case. This is sound, reflecting on the fact that the “vinyl hybrid” is a new, diverse service, the idea of which came out from the record label’s (First Word Records) communication with its already existent customers. The same counts for the quality of music, considering that the particular label’s customers are DJs, who are a demanding audience in respect of music and its quality. As to reaching to new customers, it is also very logical that an increase of the diversity of services leads to that direction. Starting producing DVDs, for instance, is obviously a movement to attract more and different customer group that perhaps prefer the audiovisual than the just audio formats. At last, though it is previously stated that the “unequal market conditions for firms with different sizes” is more seen as an obligation of the independents to follow the lines that the majors clearly set, the correlation shows that this obstacle has also a financial meaning in it. This was also expected, since the lack of funds, external or internal, is, not totally, but at a significant extent related also with the size of the company. On the other hand, the lines that the majors are defining in the music industry’s playground are connected with financial means too (paying the media to promote the company’s works, or, as mentioned, not receiving direct financial rewards, etc.).
As a final point, there is a short comment on how did the record labels estimate the success of the respected innovations they stepped into. In the general, almost half of them regarded the success of their innovative products as medium. The concept of success and the terms of measurement are here very subjective, vague and blurry, thus there will not be much further discussion and comments on it. The only thing that can be said and regarded as interesting, is that though the success of the vinyl hybrid, is also more or less estimated as medium, by the according record labels, none of them regarded it as high. This can imply that, however fuzzy the estimation of success may be, the vinyl hybrid apparently did not meet the expectations (drivers) in total. Namely, it may not increase profitability or reach out to new customers. This can be considered quite normal, considering the fact that the vinyl hybrid is a more recent innovation than the downloadable tracks or ringtones, thus its overall impact is still remained to be seen.

4.2.2 Further research question / Sub question

Here, it is sought to discover and define the factors that affect the level of innovation of a record label. On that purpose, a research model was formulated, based on theoretical and other observations, expressing a depending relationship between the level of innovation and some particular obstacles and motivations, as well as the size of the record company. After testing this model, it was found that it is statistically significant, thus the level of innovation is indeed dependent on these factors. The level of innovation, though, is not mostly explained by these factors (R square= 0.361), but still there is an impact on it by them.

In favor of precision, a brief analysis of the statistical results for each variable follows:

Beginning with the drivers, it is apparent that the greater the level of motivation, the greater the level of innovation of a record label shall be. This derives from the fact that, as Table 1 shows, the p-value of the “drivers” in the model was calculated as (0.04 < 0.05), which means that the variable is statistically significant. That means that a record company is performing higher levels of innovation when also highly motivated, and the contrary. Of course, this was not only expected because of the theory, but also of common logic. 
However, the variable of the obstacles is in the model not proven as an influencing factor to the level of innovation. According to the significances of the partial coefficients in the regression model (Table 1), the t-value of the “obstacles” is calculated as (- 0.348), which shows that there is indeed a negatively directed relation between the obstacles and the level of innovation of the record companies. Yet, the p-value is calculated as (0.730 > 0.05) and that means that this relation is not strong (significant) enough so as to prove any dependence of the level of innovation from the factors that hamper the innovation activity.

Though “common logic” would immediately imply that the obstacles, that the record labels face, affect (negatively) their level of innovation, it is interesting to see how the case of music industry can surprisingly contradict it (or at least not supporting it). The music industry market, as amply discussed in this paper, is a very severe one, especially because of the continuous technological shocks that disturb the balances. Thus, there is not enough room for subsidence and delays. Even if the obstacles are strong, which they are, the “rules” of the industry imply that they should be overcome as quickly as possible and replaced by movement and innovation.
The other factor that according to the research model is influencing the level of innovation is the size of the firm.  In order to test how the size affects the level of innovation, a one-way ANOVA test was run, and the results (Table 2) entail that there is really a difference between the level of innovation among the diverse (four) classifications of size.  In particular though, the only statistically significant correlation appears to be just for the first and the last size category. That means that there is actually a difference in the level of innovation between the smallest sized firms (record companies with 1-5 employees) and the biggest sized ones (record companies with 16 and more employees). Of course, it is to be said that the particular measurement might be biased. The small firms might be indeed prone towards introducing innovations. But, since in this survey innovation is also defined as adoption, the particular relation of size and level of innovation might be biased in favor of the bigger ones.
4.2.3 Discussion point on how the record labels meet customers’ needs

In this section, there will be a short discussion derived from the interviews (qualitative method) regarding the way that the record labels try to explore and meet the needs and the preferences of the consumers. As explained in the methodology (3.2.2), four people from quite different backgrounds, were asked to give their opinions on the subject, which happened not to be really converging.
Starting with Aly Gillani from “First Word Records”, he claimed that his record label is getting activated in a very particular niche market, namely the one of DJs dealing with electronic music, and especially in Leeds, the basis of “First Word Records”. Thus, the target group is very concrete, and is more or less a small circle where information flows easily. The record label, and he personally, has a long time experience in this market and this focus group, hence it is apparent that finding out the needs of these particular people (who are the customers) is not that demanding task, as it may be for firms addressing to large, vague and not very particular audience. The vinyl hybrid was introduced after having found out that the DJs would highly appreciate. Really, it is a combination of “tradition and collection” together with the technology’s convenience. He also claims that like his customers, so he himself, are very satisfied with this innovation.
On a different view, Ula Gehret from “Clandestine Music, Century Media Records” has not to deal with such a concrete market, so he has another approach. He alleged that the label tries to keep an open line of communication with its customers, and that they also try a variety of options, experimenting between limited production runs (such as making a more expensive, special limited edition with a strict print run) and seeing which things seem to catch on best with the customers, and which do not.  Moreover, he emphasized that the label has a strong mail order, as the direct selling has become increasingly important. There is still a good demand from the fans out there, the argument goes on, but fewer and fewer retail outlets in which to find the products. He attributed the latter to the closing of retail chain outlets and diminished space for music in those that do continue to offer music products (increasingly making way for things like video games and other high turnover, higher profit items).  He concluded that via the mail order service, with thousands of customers in direct contact with the label, “you get to really hear what the fans like and what they don't, and that input is highly valued”. Finally, when asked about whether the “my space” and such kinds of social networks in the Internet are in his view a useful tool in the process of finding out and meeting customers’ preferences, he was quite negative. He argued that, as there is a lot of "junk" input coming in, “if anything they are more useful in just disseminating information to your existing customer base (tour dates, album announcements, band news) or allowing people to hear a new song or see a new video clip, rather than for receiving incoming information”.  
In the same line of experimentation was also Stefan Hayes from the distribution company “Bertus”. In particular, he claimed that according to his observations, the record labels nowadays release as many works as possible, and in that case “trying each work’s luck”. It is like experimenting, and his viewpoint goes perfectly well along with the theory claiming that in markets with huge uncertainty in demand, and short life cycles of products, every project/product is an experiment. Thus, music industry’s products, as such markets, are great examples of experiments. He namely used the percentage of 10% for success in the overall productivity of the record labels. The paper is not of course adopting this percentage as valid, once it is not grounded. It is though mentioned as an expression of how Stefan Hayes receives the extent of experimenting in trying to meet consumers’ needs in the music business.

Lastly, regarding Tolis Palantzas from “Sleazy Rider Records”, the standpoint was again different. Taking into consideration that the record label is a very small one and in a place (Athens, Greece) with no tradition or big advance in the record industry, Tolis Palantzas claimed that there is no particular policy in meeting customers’ needs, since it is a very difficult task. He focused in the uncertainty of the demand, and its rapid shifts, and he emphasized in their policy of low prices so as to attract the consumers. In that perspective, it can be said that he also referred to experimentation. However, he appeared to be at a large extent for the use of “my space” in communicating with the customers and finding out their preferences. 
As a conclusion of the above, it can be said that there is no common line in what –at least the independent and small - record labels do in order to catch the consumers’ needs. It is an undoubted fact that the uncertainty in demand is huge and each product is a kind of experiment. It is also obvious that the smaller and the more concrete the target market and consumer group is, the less complicated to unearth their needs, wishes and preferences. Still, comparing it with the literature’s diverse allegations, it can be claimed that R&D is indeed not an appropriate method in finding out consumers’ needs in such a rapidly changing framework, as the one of the music industry. Apart from this, each record label, in respect with the size, the addressed market and audience, the place and the experience, has its own policy of trying to meet the consumers’ needs, without ever being totally sure of its success.
5. Recommendations
The innovation surveys in the music industry may contribute a lot to a more conscious movement of the record labels towards innovation policies. There are still though many improvements to be done. But if keeping a more or less common base line allowing for aggregated results and comparisons, they can become really powerful tools.
The present survey did not really focus on the definition and measurement of the success of diverse types of innovations marked. This could be an interesting exploration and idea for future innovation surveys in the music industry, as it may have several useful implications for policy and decision makers in the record companies. 
In particular, it is an undoubted fact that the exact, accurate and objective definition and measurement of “success” is a very difficult task. However, a quite acceptable measurement could be the impact of the innovation products on the turnover of the company, taking into consideration the innovation costs, as well other obstacles and drivers. 

The measurement of success may well complete the overview of the innovation process in the record labels, and could indeed provide a quite deeper insight of the usefulness or not of different types of innovative products and services.

Moreover, the questionnaire is here conducted mostly based in theory (of innovation surveys and of the music market in general. As it is well known, theory is always best when complemented by practice, and vice versa. In that respect, the methodology of the innovation survey could also be supplemented by a multiple case study before the conduction and the choice of the concrete questions. In that way, through a combination of theoretical observations as well as practical ones, the questionnaire could be then conducted with more accuracy and objectivity in its questions. 
6. Limitations 
Undoubtedly, the present research, like any research paper, has its own weaknesses. Considering also the fact that it is a master thesis, and thus there is a word and time limitation, as well as the – crucial – limitation of lack of experience, the weaknesses may be not few.

First of all, the sample of the survey is as such, both in quantitative (it is quite small) and qualitative terms (it is a convenience sample), that does not allow for generalizations. 

Furthermore, the questions included in the questionnaire were mostly taken and inspired by the general innovation theory, as well as regarding the music industry in particular. However, there is a kind of subjectivity and biases in it, since they are closed, fixed and quite theoretical questions.  Open questions may have allowed for more objectivity and accuracy.  Yet, this would demand an extremely careful and balanced manipulation in the process of the questionnaire’s conduction and interpretation. Thus, it was preferred to lead the more simple way of closed and fixed questions.

The whole research and survey is dealing with very fuzzy concepts that are difficult to be accurately and objectively defined and measured. Hence it is regarded, that not all respondents perceived all the questions in exactly the same way, which in turn, leads to some kind of incoherence in the results, and has also to be taken into consideration.

Finally, the measurement of the level of innovation for each record company, as the types of innovation that were adopted or introduced during the period 2007-2009, is not regarded as the ideal one. However, it is an indicator on the basis of which one can be led to rough approximations.

7. Conclusion
The record labels were always introducing or adopting innovative products or services in order to increase revenues or even keep on existing in the continuous changing framework of the music industry. There are various factors that drive them to as well as hamper this process. The survey conducted in this paper
 came up with some results regarding these factors: 
To increase profitability and quality of distribution, and to reach out to new customers, were found out to be the main motivations to innovation. As far as the obstacles are considered, the results of the survey showed that the main ones are the unequal market conditions (for firms of different sizes), the financial obstacles, and the uncertain demand for the innovative good or service. All these results are very coherent with the theory, and only very few points came as a slight surprise. The same results more or less came up for the particular innovation of the “vinyl hybrid” that was separately surveyed. It can be said that this fact enhances the validity of the overall results. Again, in harmony with what theory implies, it was shown (from the means) that the motivations for innovation are considered from the record labels as stronger than the obstacles. The latter was also enhanced by the results of the regression model that tested the extent that some factors (namely the obstacles, the motivations and the size of the company) affect each label’s level of innovation. Finally, it was interesting to see how people in the music industry are trying to find out what the audience needs and prefers. The responses of four such people showed that there is no common line for this direction, but it can be said that overall this undertaking is mostly experimental.
To conclude, from the beginnings of the record industry, the changes are uncountable and continuous. Today, the digital market has brought a revolution and explosion of new and numerous different distribution channels, music formats and business models. Some people talk even for the “disappearance” of the record labels as the main intermediaries and gatekeepers. Above and apart from these scenarios and discussions, it is interesting to have a look on how the record labels are actually reacting to these fundamental structural shifts. It is interesting to see the innovations that they step to, the introduction and adoption of completely new products and services, as well as the enrichment and complementation of older, traditional ones (for instance, vinyl hybrid). 
In any way, the present research paper was an endeavor to catch exactly this innovation process and the diverse factors inducing as well as affecting it in general, by conducting an innovation survey and interpreting its results. Considering that innovation is in a really strong and immense relation with the music industry and the technological changes, the present survey, like any survey written on this subject today, may seem already pretty old in a period of two years.

Yet, it presents an overview of the innovation course in the music industry, which, no matter the changes in the whole framework and structure, has still a common core. In that perspective, it will always have the potential to be offered for comparisons as well as accumulated information and knowledge.
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9.  Appendices
Appendix 1:  Online Survey 
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2. Specific Information

1. What is the name of the company?

2. Please give (a reasonable estimate of) the number of the employees in your company - full-
exclusively in record deals with your company.

e equivalents, adding up part-time paid, excluding artists who are
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3. Obstacles to Innovation
In this survey INNOVATION is defined as any new to your company (even f already in the market) or improved product or service during the period 2007-2009, namely

- any new title or name (broadening the "Artists & Repertoire”

atalog)
- any new or improved media format, sither digital (2.9, downloadable tracks, ringtones stc.) or physical (e.g. vinyl feat, CD/download coupon, Slotiusic cards stc.)

- any new ar impraved technalagy related to the praduction and/ar marketing of music

1 Knowledge

Please grade the importance of the following factors that may have inhibitad your abilty to innovate during the period of 2007-2000.
Dot knaw, No abstacle
Lsck of qulified personnel O

Medium

Diffculty in finding cooperation partners
Lsck ofnformation on marksts

Lack ofinformation on tachnology

Diffculty in clarifying the copyrights and related
rights for innauative project

Diffculty in enforcing own copyrights and related
rights.

agaogo

2 Market

Please grade the importance of the following factors that may have inhibitad your abilty to innovate during the period of 2007-2000.

Don'tknow Mo obstacle
Unsaqusl markat canditions forfims with

i L L
et e etk 0 0

2. Finandial

Please grade the importance of the following factors that may have inhibitad your abilty to innovate during the period of 2007-2000.
Dot knaw, No abstacle Low Medium High
Lack offunds within the organizstion O O

Lsck offinsnce from outside saurcas

I

Innouation costs are too high
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5. Effects of Innovation
In this survey INNOVATION is defined as any new to your company (even if already in the market) or improved product or service during the period 2007-2009,
namely
- any new title or name (broadening the "Artists & Repertoire” catalog)
- any new or improved media format, either digital (e.g. downloadable tracks, ringtones etc.) or physical (e.g. vinyl feat. CD/download coupon, SlotMusic cards etc.)
- any new or improved technology related to the production and/or marketing of music
1. According to your estimations, please grade the success of the innovation (products or services) for your company.
_ Don't know
) No success
 Low
_ Medium
_ High
2. which of the follo novations has your company ever introduced or adopted?
[~ Downloadable tracks (Mp3, MIDI files, etc.)
I Ringtones
T~ vinylfeat. cD
[ vinyl feat. download coupon
3. In case the type o question 2, please indicate it here.
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4. Motivation of Innovation

In this survey INNOVATION is defined as any new to your company (even If already in the market) or Improved product or service during the period
2007-2009, namely

- any new title or name (broadening the "Artists & Repertoire” catalog)

- any new or improved media format, either digital (e.g. downloadable tracks, ringtones etc.) or physical (e.g. vinyl feat, CD/download coupen,
SlotMusic cards etc.)

- any new or improved technology related to the production and/or marketing of music

1. Please grade the importance of the following factors that may have motivated you to innovate during the period 2007-2009.

Dan't know No motivation Low wedium High
Increase the responsiveness to

your existent customer's needs — — — — —
Reach out to new customers g) g) g) g) g)
Be at the cutting edge of the

industry — — — — —
Increase the diversity of services

your firm can deliver ud ud ud ud ud
Increase market share g) g) g) g) g)
Increase profitability g) g) g) g) g)
Increase quality of distribution g) g) g) g) g)
Increase quality of music content g) g) g) g) g)
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6. Categories of Innovation

* 1. Please indicate in which of the following categories your company falls.
) The innovative format of vinyl feat. CD/ download coupon is ONE OF the innovative produicts or services (as defined above) that your company intrduced or adopted
_J The innovative format of vinyl feat. CD/ download coupon is the ONLY innovative products or services (as defined above) that your company intrduced or adopted.

_J The innovative format of vinyl feat. €D/ download coupon is NOT introduced or adopted by your company,

T
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8. Vinyl Hybrid: Motivation of Innovation

Innovation here is defined as one of the two options:

- Vinyl feat. CD
- Vinyl feat. download coupon

1. Please grade the importance of the following factors that may have motivated you to innovate during the period 2007-2009.

Dort't know No motivation Low Medium High
Increase the responsiveness to
your existent customer's needs ~ < < ~ <
Reach out to new customers J ?) ?) J ?)
Be at the cutting edge of the
industry — — — — —
Increase the diversity of services
your firm can deliver < < < < <
Increase market share gl %) %) gl %)
Increase profitability &) Z) Z) &) Z)
Increase quality of distribution =) ) ) =) )
Increase quality of music content J ?) ?) J ?)
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9. Vinyl Hybrid: Effects of Innovation

Innovation here is defined as one of the two options:

- Vinyl feat. CD
- Vinyl feat. download coupon

1. According to your estimations, please grade the success of the innovation for your company.

_J Don't know

_J No success

_J Low
) Medium
_J High
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10. T s the end of the survey

-

For further questions/ information/ comments, please do not hesitate to contact me:
Iris Asimakopoulou

e-mail: irisasimak@yahoo.com

cell: 0031 (0) 614890976

Thank you very much for your time and co-operation.
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Appendix 2:  Interview Questions 

1 a)  Regarding that one of the main motivations to innovate is to meet existing customers needs or also to reach out new customers; how do you find out what do the customers want and need? What methods are used on this purpose?
  b) Do you believe that the existence and extended use of social networks in the Internet (myspace, facebook, etc.) is a useful tool in the process of finding out and meeting customers’ needs and preferences?

2) " Too high innovation costs" ( and especially “lack of funds”) is indicated as one of the obstacles to the “DigiWax” innovation. To what are these costs mainly referring? (R&D, promotion, technology,...?)

3) Do you believe that the extended - legal and illegal - downloading via the Internet, and the big structural changes in the music industry that the new technologies (MP3 files, p2p file sharing, etc.) have brought, are mostly damaging the majors and, respectively, can be considered as being in favor of the indies? Yes or no, and why?

4) The "unequal market conditions for firms with different sizes" was indicated as an obstacle to innovate.  Is this obstacle referring to financial aspects, promotional tools, or others (could you please indicate those)?

Appendix 3:  Selective Data Output in SPSS

A 3.1 Correlation size – level of innovation
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A 3.2.1Correlations of drivers to innovation
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A 3.2.2Correlations of obstacles of innovation
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A 3.2.3Correlations of drivers to „vinyl hybrid“ innovation
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A 3.3 Regression Analysis of the Research Model
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Figure 1: Types of innovations introduced or adopted by record labels





                         Figure 2:  Increase profitability 





                         Figure 3:  Increase quality of distribution 








Figure 4:  Unequal market conditions for firms with different sizes 





        Figure 5:  Uncertain demand for innovative products 
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        Figure 7:  Increase the responsiveness to your existent customer’s needs (“vinyl hybrid”)





        Figure 8:  Reach out new customers (“vinyl hybrid”)





        Figure 9:  Uncertain demand for “vinyl hybrid” as an innovation





        Figure 10:  Estimated success for “vinyl hybrid” as an innovation
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Innovation in the Music Industry


Factors driving to and hampering innovation








�Under the term “cultural product” it may also be meant a human source (e.g. a singer, a writer, an actor, or any kind of artist). For reasons of convenience though, in this paper the term will be used for both human and inhuman sources.


� Measured by employees, it can vary from more than one hundred down to even only one.


� These are namely: Warner-EMI, Sony, Polygram and BMG, with very little changes over the years. (Alexander, 1994; Burke, 2003; Leyshon 2001)


� It is notable that almost 90% of the output in the recording music industry fails to cover costs (Ryan, 1998; Vogel, 1998)


� This argument can be compared with and reinforced by an argument of Mezias & Mezias on the film industry, who state that large firms make productions so as to be seen by large number of people world widely, while the independent film firms make films to serve audiences that the large ones neglect. (2000)


� Which process is also considered as the essential fact about capitalism (Berg et al., 2007)


� Less time spent in recordings, thus reduced payments to recording studios, performers, etc (Alexander, 1994)


� Though in the late 1950s the music industry was mainly dominated by the US market and was generally regarded as quite small (an income of $500 million from reproducible music products’ sales), by 1998 the sales from all different kind of music formats –with the CD on the central position- were almost up to $5 billion (Andersen, Kozul-Wright and Kozul-Wright, 2000)


� The CD singles and in general the CDs and the ease of “choosing” or “go over” particular tracks, that the digital element made achievable, was already an omen of the “unbundling” process.


�  considering the fact that the survey is not conducted by a governmental or other institution of the firms’ interest.


� Particularly, the obstacles to innovation are highly aroused by this survey.


� And again, considering the fact that the questionnaire is not sent from a governmental or an institution of their interest.


� As mentioned in the 3.1.4.1, the introduction of a “don’t know” choice is only aiming in an aggregation of more accurate and précised responses, and its probability of finally be chosen is regarded as very low.


� Meaning that the innovation was not adopted from, but first introduced in the market by the according firm.


� Notice that it deals only with independent record labels
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