“The impact of digitalization on competition in the record industry”
An examination of the competitive position of the Canadian record industry








Name: Stéphanie Menger








University: Erasmus University Rotterdam








Faculty: Faculty of History and Arts 








Student number: 295150








E-mail: 295150sm@student.eur.nl 








Supervisor: An Moons








Second reader: Christian Handke 
Contents

· Introduction









3
· 1. The record industry as part of the creative industries



 6
1.1 Distinctive properties







 7
· 2. The production of culture perspective




            12
2.1 Technology







            12
2.2 Law & regulation 







            13
2.3 Industry structure







            15
2.4 Organizational structure 






            16
2.5 Occupational careers 





                        18
2.6 Market





   


            19
2.7 Conclusion 







            21
· 3. Porters models







            23
3.1 Porter’s Five Competitive Forces Model




            24
3.2 Porter’s Diamond model






            29

3.3 Critique








            40

3.4 Conclusion and the new Diamond model 




            41
· 4. Methodology 







            46
· 5. Application of the New Diamond model




48
5.1 Factors of production






 
48
5.2 Demand factors 







            50
5.3 Industry structure 







            54
5.4 Organizational structure 






            57
5.5 The presence of relating and supporting industries 


            60
5.6 Domestic rivalry 







            65
5.7 Technology 







            67
5.8 Law & regulation 







            71
· 6. Conclusion 








75
· Appendix A: Interview questions 






78
· Appendix B: Financial data 





            79
· Appendix C: Export numbers Canada 





86
· References 









88
Introduction

It is an exciting, but difficult time for the record industry. This is a result of digitalization, which can be defined as the widespread use of digital technology. The introduction of digital music has upset the foundation of the record industry.  

The traditional business model of the record industry is characterized by the production, distribution and sale of physical recordings, such as LPs and CDs. The sales of physical recordings are declining. The ecology of the record industry is changing. Slowly the global record industry is starting to see digital music as a key driver of revenue growth. The traditional business model is becoming weak due to digitalization. Copyright infringement or piracy is one of the major threats. The intellectual property rights of music are violated on the internet, which offers the possibility to share digital music files online without approval of and payment to the owners. Piracy of physical formats has always existed, but due to MP3 technology used for digital music piracy is reaching far greater levels. The widespread access to the Internet has contributed to this increase in music piracy. 
One of the main aspects the Canadian, and global, record industry faces is that consumer habits are changing, while the demand for music remains strong. The demand for music even continues to expand, but on the other hand piracy is also rising. The viability of the industry is threatened by the weaknesses in the traditional model. The players within the industries have to find new ways to ensure the long-term viability of the industry and of individual recording companies. The viability of the record industry is at stake here. Digitalization does not only form a threat for the industry, but also offers opportunities for new ways of production, distribution and marketing of music. 
The influence of digitalization has been a popular subject in research, whereby the threats and opportunities have been examined and widely discussed. However how digitalization affects competition and the competitive position of record companies has not been examined thoroughly. The lack of research in this area has thereby inspiring me to further examine this matter, building on a case study of the Canadian record industry. 

Why Canada? The main reason for this focus is my exchange period in Canada. The Canadian record industry is an interesting case study as Canada is situated next to the world leader within the global record industry, the United States. Thereby already suggesting that Canada must have a hard time competing with the U.S. record industry. The U.S. artists dominate the charts worldwide, but their presence is particularly high in the Canadian charts. U.S. artists not only dominate in the charts, there is also a high presence of U.S. owned companies in Canada. This explains why the Canadian industry is an interesting case to examine the competitive position. Also when considering the opportunities digitalization may offer to the Canadian record industry, there might be opportunities here to strengthen their competitive position within the global market and mainly in contrast to the United States. 
The topic of this research can briefly be defined as follows: an examination of the competitive position of the Canadian record industry and the impact of digitalization on competition. The following central research question has been formulated: What is the competitive position of the Canadian record industry and what is the impact of digitalization on competition? The following sub questions have been formulated: 

What factors influence the competitive position? What is the impact of digitalization? What is the current competitive position of the Canadian record industry? How can the competitive position of the Canadian record industry be improved? 

The competitive position is the place of the industry within the market in comparison to the competitors within the market based on strength and size. The competitive position tells us where the Canadian record industry can be ranked at this period of time within the global market place, where global competition is increasingly becoming more and more important. 

By investigating the competitive position I lay a focus on competition, not only within the global marketplace for the record industry but also on competition within the Canadian record industry; competition between record companies within Canada. And on a broader perspective I will also focus on competition between the Canadian record industry and other record industries worldwide.

Based on the competitive position a company or in the larger perspective of this research, the industry can choose between two strategies: either the competitive position is currently strong and their strategy will be to maintain this position, or the current competitive position is not strong/weak and needs to be improved. 

At the start of this research my assumption is that the current competitive position of the Canadian record industry is not very strong and might even be called weak. Especially when comparing the Canadian record industry to the world leader within the global marketplace and neighbour country the United States. 

Different aspects need to be considered in order to obtain the current competitive position of the Canadian record industry. First all the factors that influence the competitive position need to be defined. For this specific case I will build further upon an already existing model of Michael E. Porter. His book “The Comparative advantage of nations” has been a great influence on the discourse on competition.  In this book Porter introduces his Diamond model, which consists of 4 factors that together determine the competitive position. And this model will be used as a basis to find out which factors might influence the competitive position of the Canadian record industry. Porter’s theory will for this purpose be combined with the cultural production perspective of Peterson. Porter’s theory focuses on economic factors influencing the competitive position. The record industry is part of the creative industries or cultural industries. Changes within the record industry, as in all cultural industries,  are a result of a mix of factors, among which mainly economic and cultural factors. It is therefore important that cultural factors are also considered. Combining the two theories will thereby create a cultural economic perspective to examine this specific case of the Canadian record industry. 
This research is build around a case study of the Canadian record industry, and the main purpose is to find out what the current competitive position of the Canadian record industry is and which strategy should be followed. However a wider objective of this research is that the findings and factors found can also be used to examine the competitive position of other record industries worldwide. This research can be used as an example for further research in this direction. The findings of this research cannot be generalized, as the focus is on Canada, but assumptions can be made for the global record industry. 

Chapter 1 will focus on the record industry as part of the creative industries. The distinctive characteristics of the creative industries will be discussed here. 
Building further upon this in chapter 2 the production of culture perspective of Peterson will be discussed. The economic theory of Porter, which includes the Diamond model, will be discussed in chapter 3. After introducing both theories in chapter 2 and 3 and discussing the strengths and weaknesses of these theories, I will combine both theories and form a new Diamond model. Porter’s Diamond model will form the basis for the new model. The model will include all potential factors that may influence the competitive position. The methodology used for this research will be explained in chapter 4. The new Diamond model will form the basic structure in chapter 5. In this chapter I will apply the new Diamond model to the case of the Canadian record industry, using collected data from literature review and expert interviews. All factors of the new Diamond model will be discussed here in order to find out what their influence is on the competitive position. The conclusion of this research will be presented in chapter 6. 
1. The record industry as part of the creative industries
The record industry is the industry that specializes in the production and sale of sound recordings of musical works. The sound recordings are the product at the end of the industry value chain. For this research it is important to consider the wider context. Therefore we must recognize that the record industry is part of the music industry. The music industry includes besides the production and distribution of sound recordings, live performance and music publishing. 

The record industry is a creative industry and thereby part of the creative industries.  
The creative industries are one of the most important industries of the global economy. Since 1990 the creative industries have been one of the fastest growing industries and they are now seen as the most advanced and developed economies. Creative industries have the potential to capture both national and international markets and hereby boost exports. (Henry, 2002:1). This already shows the presence of international competition within the creative industries. The creative industries represent a knowledge intensive industry that is linked to the dynamics of the new so called “creative economy”, in which there is a significance of knowledge to all aspects of economic production, distribution and consumption. The creative economy can be best described as a knowledge intensive economy. The creative industries thereby are knowledge intensive industries that have a strong cultural focus. It is this cultural focus that separates the creative industries from other knowledge intensive industries. It is important to recognize the cultural focus of the record industry, as this is a characteristic separating the industry from other industries.
The creative industries are an example of the contemporary socio-economic changes, where most business is moving from production industries to knowledge and creativity oriented business. The rise of the creative industries is linked to the “creative economy” ( Aggestam, 2002:30). The economic objectives such as innovation, competitive advantage and economic growth can be related to the creative industries. The rise of a knowledge economy is promoted by market pull factors such as economic globalisation, increased competition and greater sophistication in consumer demand (Flew, 2002:16).
Creativity is increasingly important as an input to industries where content forms the basis of competitive advantage in the global market. This comes out of a growing demand for innovation, which is also the case for the record industry where innovation is crucial for the viability of the industry. Innovation and creativity are inherently connected, as innovation comes out of creative action. 

The activities within the creative industries have their origin in creativity, mostly individual creativity, skill and talent. Creativity is an important input of the creative industries. Howard S. Becker (1974) showed in his theory on art worlds that artistic creativity is not an act of an individual genius but is the product of a cooperative effort of a group of people. Within the creative industries there is a collective nature of production. As mentioned by Richard Caves (2000) the goods and services of the creative industries can be broadly associated with cultural, artistic or entertainment value. The cultural value results from the employment of the artists involved in the production process (creativity) and also from the social significance that becomes attached to the consumption of these goods and services (Towse, 2003:170). The cultural content can be referred to as intellectual property, or creations of the human mind. Creative works such as music are an example of this. Intellectual property rights or copyright protect the creators and their works by giving them property rights over their creations. Therefore the creative industries are also referred to as copyright industries. For record companies copyright is the principal means by which the companies protect their economic assets, which are their investments in artistic talent (Nordicity, 2004: 20).
The creative industries are also defined as the area of overlap between cultural and commercial activities (Turok, 2003:5). Creativity largely resides with large cultural organisations that can provide national and international distribution networks to realise commercial value form this creativity. The intellectual property rights are generated and exploited in order to gain profit. The record labels generate revenues from copyright on the artistic output of their recording artists (Nordicity, 2004:20). As defined by DMCS (1998) the creative industries hereby have the potential for wealth and also job creation, which shows their economic value. 
The record industry as mentioned above is a creative industry. The creative industries have distinctive properties that affect their organisation, economic impact and geography. And hereby competition is also influenced, explaining why it is important to recognize these characteristics that also apply to the record industry. The characteristics may point us at some possible factors that influence the competitive position. 
1.1 Distinctive properties 

One of the main properties of the creative industries is that demand is uncertain. The way a certain product, for example a CD-album, is received by the audience cannot be determined well in advance of the release of this product on the market. There is uncertainty about how consumers will value this new product. A creative product is an “experience good”, the experience of the good determines the reaction of the buyer. The buyers lack information about the product prior to the consumption, the satisfaction of the buyer is a subjective reaction (Caves, 2000:3). This is also called the nobody knows property. Nobody knows what the reaction of the audience will be for any new product. Taste is not fixed and thereby it is highly subjective. The record industry is highly vulnerable to changes in the interests of the audience (Rothenbuhler and McCourt, 2004:228).
In the introduction of this thesis I already mentioned that consumer habits are changing, consumer tastes are constantly changing. However this time the change is also an outcome of digitalization. Consumers are able to download music for free and are therefore less willing to pay for music. For record companies it is important to quickly pick up on shifts in taste, they need to listen to the buyers needs. The first to pick up on this within the industry will gain significant competitive advantage. Demand and the interpretation of demand are thereby crucial for competition within any industry. The high uncertainty of demand within the record industry even further increases the influence of demand on the competitive position. The high uncertainty puts the buyers within the market in a strong position.  
The uncertainty of demand also implies that the risk of product failure is high. The high risk nature of the record industry is reflected in the high break even point on recordings. The break even point is the point at which cost or expenses and revenue are equal; at this point there is no net loss and no gain. The break even point for sales for a CD is approximately 250.000 copies. The manufacturing costs of records are relatively low, records are inexpensive to manufacture. It is not the manufacturing costs but the aesthetic production costs that account for the high costs and risks. The costs of technically satisfactory recording can be significantly high, as the technology and the sophistication of recording techniques have evolved (Burnett, 1996:91-92).
Recordings seldom reach the break-even point, only a small amount of records released sell enough copies to recoup the recording costs. The majority of albums released are unsuccessful; this shows the high rate of failure. The record companies therefore rely on one or two hit albums that will provide enough profit to cover the costs of the unsuccessful albums (Burnett, 1996:91). 

Attracting investment is difficult as a result of this all and finding ways to share the risk are important. Recordings are a risky business, in which capital is a key factor. The access to capital is a major roadblock within the record industry, as we will see later on in this thesis. Capital is thereby also an important factor to consider for the competitive position as the production of recordings stands or falls with the availability of capital. 

The high risk of failure does not mean that high profits cannot be made within the record industry. High profits can be made because of the low marginal costs (reproduction costs are very low in contrast to the fixed costs), once the break-even point is reached the marginal costs do no pressurize the increase of output; the output can be increased at very low cost. Thereby the fixed costs and the total cost per product will diminish as the number of copies of a record increases. This describes economies of scale, which exists in industries, such as the record industry, where the marginal costs are lower than the average costs. Economies of scale are an important feature of the record industry, as they present a clear advantage within the industry. The internal economies of scale that arise out of vertical integration reduce the cost of production and thereby help to spread the risk of failure (Turok, 2003:6).
This explains why there is a high rate of vertical integration in many creative industries, such as the record industry. Vertical integration gives market power to control both production and distribution of music. Economies of scale and vertical integration can both be seen as advantages or strategies that can be used in order to become more competitive. 

Scale economies, along with considerable risks and uncertainty are one part of the characteristic features of the creative industries. Another unifying feature of the creative industries is that producers within the creative industries rely upon copyright law. Copyright ensures the possibility to make a profit out of the creation, production and reproduction of creative works and hereby to recover the investments made for the production. Copyright law grants the owner of the copyright in a certain work the possibility to exclusive commercial exploitation. Hereby the income out of creative works is ensured and therefore the production of creative works is stimulated. Copyright is thereby needed for a flourishing industry and stimulates creativity (Towse, 2002:8).
The owner of a copyright has the exclusive control over a bundle of rights, such as the right to perform, reproduce and distribute the copyright work. The exclusive right gives the possibility to commercially exploit this right. 

Besides the rights mentioned above there are also mechanical rights, which are an essential feature of musical copyright. The mechanical rights consist in the right to record a certain composition in order to reproduce this recording and sell it to the public. The mechanical rights can be seen as copyrights in the master recording of a song or an album. These rights are predominantly owned by the record companies, as they are the producer of the musical recording. The mechanical rights must be seen as separate rights from the copyright mentioned above, as the rights mentioned above are rights in the original musical composition. The mechanical rights also give the owner (the record company) the exclusive rights to broadcast and distribute the recording. The mechanical rights are an important feature of copyright for music, as the income of record companies comes in existence to the sale of recorded music. 

With the recording rights in control of the record company the company has the guarantee that the sound recording is protected against free-riding. This is important as the production and distribution of sound recordings involve high fixed costs and a high risk ( Andersen, 2000:13). Copyright hereby also allows the record company to make specific investments in establishing a certain artist and promoting the sound recording. These investments are made in order to attempt to expand the market for a certain work. The volume of rents realized depend on the size of the market, the larger the market for a particular work the greater the rents. Expanding the market also lowers the marginal cost of reproducing and distributing the work, thereby even further increasing the profit that can be made. However while expanding the market the threat from copying increases, the work can often be easily and cheaply be reproduced by others (Andersen, 2000:4). Copyright provides imperfect protection for the record industry. There has been and still is a weak in the copyright system, which includes illegal copying of CDs and more recently illegal downloading of digital sound recording formats (mp3 formats). 
Copyright or intellectual property rights are used for the commercial exploitation of creativity within the creative industries. Creativity forms the core activity of the creative industries, where copyright gives economic rights over the creative products created. Based on this the creative industries are often defined as “those industries which have their origin in individual creativity, skill and talent and which have a potential for wealth and job creation through the generation and exploitation of intellectual property (Galloway, 2007:20)”.
The creative industries deal with the production of symbolic goods. The primary economic value of symbolic goods is derived from the cultural value of these goods. Thereby the creative industries are concerned with the generation and communication of symbolic meaning (Galloway, 2007:21).
This means that besides economic value, cultural value is created as well. Cultural value must be seen as the value of the cultural aspects of the product, such as aesthetic and symbolic value. The amount of cultural value represented by a certain production will differ for each individual, as it is based on not only their taste, but also depends on their social background. The cultural value inhibited within a certain production is an important factor in deciding the price a consumer is willing to pay, which is the economic value attributed to the product. Thereby there is a direct link between cultural value and consumer preferences. 
It is important to consider these distinctive properties when looking at the competitive position of the Canadian record industry. The theory of the creative industries only forms the first part of this theoretical framework. I will now move on to production of culture perspective of Peterson. As mentioned in the introduction I will examine the competitive position of the Canadian record industry from a cultural economic perspective, therefore combining the cultural theory of Peterson with the economic theory of Porter. First I will introduce both theories before integrating them, beginning with Peterson. 
2.  The production of culture perspective 
The production of culture perspective of Peterson has been developed to better understand contexts in which cultural products are created. “The production of culture perspective focuses on how the symbolic elements of culture are shaped by the systems within which they are created, distributed, evaluated, taught, and preserved (Peterson, 2004:311)”.
Often called the “culture industries” model, the production perspective has become a useful model for research in the creative industries. The model has been first used by Peterson to examine a change in dominant form within the popular music industry in the U.S. The production of culture perspective focuses on the production system. Peterson refers to this system as the field of symbolic production, which is composed of 6 factors that are the constituent elements within the production system. These factors are: technology, law and regulation, industry structure, organizational structure, occupational career, and market. 

What the production of culture perspective offers for my particular research is that it helps to better understand the context of the (Canadian) record industry.

The factors of Peterson will be discussed in the context of the record industry, thereby providing insight in the main factors within the production system of the record industry. According to Peterson studies exploring all 6 factors will expose the workings of power and exploitation within the cultural field examined, hereby also providing insight in competition. This is the insight I need for this research. The factors will first be considered individually, but the combination of factors and the relation between the different factors will also be discussed. 
2.1 Technology 

The first factor of the production system considered here is technology. Technology provides individuals and organizations with communication tools. It is a crucial factor within the production system, especially within the record industry. Changes in technology destabilize and create new opportunities in art and culture.  This is something we can currently see present within the record industry.  As a result of the introduction of the new MP3 technology the record industry now faces many challenges. The digitalization not only affects the music made but also the broadcasting of music. New means of distribution of recorded music are now widely offered, internet plays a major role in this. (Peterson, 2001:125) The main threat is formed by the MP3, a digital music file that has been developed outside of the control of the major multinationals. The MP3 does not offer intrinsic protection against copying, recordings can be easily downloaded from the internet onto the hard drives of computers and the music files can be played on the computer or MP3 devices such as the iPod. The record industry claims to loose significant income due to the illegal downloading without copyright protection. The record industry now faces the main challenge of adapting this new technology and needs to find new ways to distribute recorded music, in which again the internet will play an important role (Rothenbuhler and McCourt, 2004:240).
The traditional business model is becoming weak. Companies within the industry need to develop new business models in order to survive, this is necessary to remain competitive within the industry. The new technology creates opportunities, allowing new competitors to enter the market; the barriers to enter are thereby crumbling down. This affects the industry structure; further discussed later on. Companies that will be the first to develop a new successful business model and thereby adapt the new technology will have a competitive advantage and thereby establish a better competitive position within the industry. When the Canadian record companies are the first to develop an innovative model this could also lead to competitive advantage for the entire Canadian record industry within the global industry.  
The large multinationals are the companies having the hardest time adapting to the new technology, we will see when discussing the factor organizational structure that their organization structure is one of the reasons for their struggle. Meanwhile this creates opportunities for the smaller independent companies to gain market share within the industry and thereby become more competitive. And then there is also unfair competition that needs to be considered, the illegal file sharing on the internet, which clearly has its consequences for the industry, asking for copyright regulations that are able to better control this; a small bridge to the next factor. 
Technology has been shortly discussed as a first factor here, because in my opinion technology will form one the main factors influencing the competitive position of the Canadian record industry at this moment in time, all due to the high impact of digitalization on the industry. The factor technology does not stand alone, the changes in technology also have their impact on the other factors in the production system and other factors that will come up later on in this thesis. 
2.2 Law & regulation 

The ground rules that shape how creative fields develop are created by the factor law and regulation. Regulation and censorship shape what can be produced in the creative industries. Regulations are rules set by the government or government agencies that seek to control the operation of firms within an industry. Within the record industry most regulations deal with the control of competition within the industry; and also the ownership of intellectual property (Peterson, 2001:127). But as we will see the ownership of intellectual property is also related to the control of competition. The control of competition deals with the concentration of ownership within the industry. Within the record industry there is a high concentration of ownership, the power is currently in hands of 4 majors; the industry structure will be further discussed later on in this section. High concentration may lead to dominance within the industry and abuse of market power, one of the main reasons regulations are set. 
There is also the assumption that a high level of concentration will impact the degree of diversity and thereby innovation within the industry. According to Peterson (2004) there is a relationship between market concentration and homogeneity of cultural products. In order to maintain heterogeneous products and have a good environment for innovation within the record industry regulations are set to control the concentration of ownership. When there is a high level of concentration within an industry, there is only competition between a small number of firms. In other words the regulation on ownership and concentration help to keep a lively competition within the industry. These rules clearly affect competition, which rules are set in Canada will be discussed later on in the empirical analysis part of this thesis. 
Another important law within the record industry is copyright law, one of the ground rules for the industry. As we have seen copyright law is also one of the unifying features of the creative industries. Copyright exists in sound recordings  and musical compositions which are both capable of having copyright protection. Copyright gives the owner the right to prevent others from restricted acts that are specified in the Copyright Act. “For sound recordings the relevant restricted acts are: making a record embodying the recording; causing the recording to be heard in public, or broadcasting the recording  (Burnett, 1996: 85)”.
A song writer/musician will receive income as a result of the making of a recording from his/her work, royalties on the sale of the records and the playing of the records in public, these sources of income are all a result of the law on copyright.  “The recording industry has its own international lobby organization, the International Federation of Phonogram and Videogram Producers (IFPI), which is active in intergovernmental debates regarding the protection of rights of composers, recording artists and producers (Burnett, 1996:17)”. The IFPI works closely together with governments encouraging them to follow up the copyright conventions. This will enable the record industry to increase their income out of sources that are a result of the law on copyright. 
Copyright is needed in order to encourage individuals to create unique creative works, copyright ensures a reliable income flow and helps to define a marketable product. It is necessary to recognize also this role of copyright, which is related to the unpredictable demand conditions ( Andersen, 2000:6).
As we have seen in the previous chapter there is a weak in the copyright system. The copyright system is even becoming weaker as a result of digitalization. The weak in the system is the possibility of illegal copying and more recently the possibility of illegal downloading of digital music formats on the internet. The copyright is violated by illegal copying as the music is distributed and downloaded without paying for this right to the owner. This means significant loss for the income and revenue out of copyright. 
New copyright conventions are needed to protect against illegal downloading. These conventions are needed to ensure the viability of the record industry, the copyright framework is needed for a competitive industry. Copyright offers the possibility to recover the investments made and make profit, which is important for the record industry as a result of the high risk and the high fixed costs investment. 
Copyright law is in a way also in control over competition within the industry.  Copyright law can protect the industry against illegal copying, which can be seen as unfair competition. Copyright helps to define a marketable product, which differentiates a record from other recordings, differentiated production is needed for a competitive industry. Meanwhile copyright also ensures a reliable flow of income, which stimulates the creative individuals to produce and thereby stimulates competition within the record industry. 
2.3 Industry structure 

The industry structure forms the third factor. The industry structure of a cultural field is determined by a process that is identified by DiMaggio (1991) as “institutionalization”.  The creative industries tend to be structured in three ways. Within the first structure there are many small competing firms that produce a diversity of products. The second structure is an oligopoly around a few vertically integrated firms that produce standardized products for a mass audience. The last structure is a more open system of oligopoly that is composed of niche market divisions and many small specialty firms where the former produce lucrative products and the latter most innovative products (Peterson, 2004:316).
The record industry has evolved through all three of these forms. Throughout the history the record industry has been dominated by a few corporations, indicating oligopolistic control. The nature of this control has changed during the years as key firms rise and fall. One of the key forces in the maintenance of the oligopoly has been vertical integration. The major record companies have always been vertically integrated, by owning manufacturing plants, recording facilities, distribution operations and operational arms. With this they control each step in the link between the performer and the audience (Rothenbuhler and McCourt, 2004:229-231). This is the concentration of ownership mentioned in the previous section on the factor law & regulation. 
The high level of vertical integration shows the high level of concentration within the record industry, in which there is market dominance of a few large companies. The “Big Five” stands for the five record companies, or media conglomerates that have slowly built their so called international “empires of sound”. To show the high concentration and their dominant position within the global music industry, in 2004 2 of the companies Sony and BMG merged, reducing the “Big Five” record labels to the “Big Four”. Sony and BMG merged into Sony BMG Music Entertainment, now holding a 25,2% share of the global industry. The four media conglomerates together exercise control over 75% of the global industry output. The “Big Four” music labels are Universal, SonyBMG, Time Warner and EMI, also in that order of power. The music labels or record companies are just a part of the larger media conglomerates, that hold control over the majority of music, films, television, radio, newspapers and books (Bishop, 2005: 1). 
The industry structure thereby tells us something about the level of concentration, which is extremely high. Especially the network for distribution is highly concentrated within the record industry, many new entrants are unable to obtain distribution. The high concentration hereby tends to limit the extent of competition within the industry, and also the diversity and variety of products offered. The new technology creates opportunities to alter the concentration within the industry. As a result of technology the barriers to enter are crumbling down, allowing new competitors to enter the market. Small new firms entering the market tend to be innovators, stimulating both innovation and competition within the industry (Alexander, 1994:9). These firms profit from the new technology, due to their organization structure they are able to respond fast to changes, such as the change in technology. 

2.4 Organizational structure 

The fourth factor of Peterson is the organizational structure. There are three main types of record companies currently present in the record industry. First there are the majors or international record companies, who hold the largest share in the market and manufacture and distribute their own product. As a result of their dominance and market power there is a high concentration within the record industry. These record companies are vertically integrated multinationals, with their own recording studios and distribution channels, with a promotion and distribution network worldwide. Second are the minors or smaller companies who have deals with the majors or independent studios and tend to gain their share of the market by making these deals. Most of the minors are controlled by the majors, by this they can be seen as part of their network. Third are the independent labels or ‘indies’, that operate through a network of independent contacts and contracts, often short-term contracts. They often have localized networks of production and distribution and an emphasis on low costs of production. They are open to music that is not contained within the mainstream music at the market (Burnett, 1996:49-50).
These different types of companies all have their own advantages that are based on their organizational structure. Small organizations, such as the independent companies are better at exploring new opportunities, they are more innovative. This is one of their strengths in current times, as this benefits them in adapting to the new technology.  The large firms on the other hand are better at exploiting commercial potential of predictable routines, therefore using for example branding strategies. Branding strategies in the creative industries have led to vertical integration in order to consolidate access to markets, resulting in the rise and domination of a few large conglomerates in the creation of interrelated products (for example music videos) (Peterson, 2004:316). The level of vertical integration within the record industry is very high, meaning that these branding strategies have been used and they have resulted in the presence of large conglomerates, which are the majors, the large multinational companies. Which shows that these strategies have been successful. 
The “Big Four” have used many strategies in order to obtain their market dominance, the most significant have been horizontal integration and vertical integration. Vertical integration has already been mentioned, an example of vertical integration is Bertelsmann, who owns its manufacturing and assembly facilities, the marketing and distribution and the outlets for the products Bertelsmann sells. This strategy improves the supply chain efficiency, all chains are in its own hands and thereby closely connected.  A good example of horizontal integration is again Bertelsmann who owns a number of companies specialized in different media products, Random House (books), Gruen+Jahr (magazines and newspapers), Arvato Printing (printing and media services, and of course the BMG Group, the international record label and music publisher, which is part of the “Big Four”.  Horizontal integration allows to increase the revenues of the company and expand the share of the market through a merger or acquisition. Both strategies concentrate the ownership into fewer hands, thereby increasing concentration (Bishop, 2005: 3).
The new technology and the new competitors entering the market form a threat for the control of the market the “Big Four” currently holds. In order to maintain their dominant position the companies are using their power to claim more extensive copyright control, they are asking for regulations and need the government to step in.  This brings more closely in light the intellectual property right issue. The large record companies seem to refuse to adapt to the new technology and want to hold on to their traditional business model. However the traditional business model is becoming weak. Therefore this may not be the right strategy in current time. 

The organizational structure of recording companies varies according to their size. Relationships with the artists are more intimate and long lasting within small recording companies. When the size of the record company increases, jobs become more specialized and records will be increasingly viewed as products that have to fit the standardized product image of the company (Burnett, 1996:75).
The larger companies have a far more bureaucratic organizational structure, their structure is much more complex and makes it more difficult to rapidly adapt to changes. The smaller companies are innovative, small and have a loosely structure organization which allows them to respond faster to changes in tastes of the public for example or changes in technology. This can be seen as a competitive advantage for the smaller companies within the current struggle to survive within the industry. 
2.5 Occupational careers 

Culture is produced through sustained collective activity, each cultural field develops a career system. Which brings us to the fifth factor, namely occupational careers. The distribution of occupational careers is for the main part determined by the structure of the cultural field. Since most creative fields are vertically stratified and horizontally differentiated this structuring asks for the need of gatekeepers (Peterson, 2004:317). Gatekeepers make decisions about whether or not to select certain materials for production or distribution. Within the record industry radio stations have traditionally been the most important gatekeepers, the output from the record industry is the input of the radio industry. More recently however there is the importance of mass media gatekeepers, also including music television and music videos (Burnett, 1996: 81-82). 
Another important gate keeping role is for the distributors. The gatekeepers have a powerful position within the record industry, they are in between the producers and the consumers. The high uncertainty of demand and the high risk nature of the record industry encourage sophisticated intermediaries or gatekeepers. The gatekeepers have a powerful position as a result, their understanding and shaping of the consumer preferences determines the access in the market for producers. They thereby determine which products and producers compete with each other for the attention of the consumer, this way they influence the competition within the industry. 
Peterson also refers to the ways in which careers are generally shaped. The institutional pattern of careers is dependent on the organizational structure of the company. Within controlled fields, such as the larger multinational companies the careers are created from the “ top down”. Within a more competitive environment the careers are more chaotic and enacted from the “bottom up”, these careers tend to foster cultural innovation. The record industry is dependent on a high degree of individual skill, talent and commitment. We also must recognize that the production of records involves sustained collective activity, bringing together diverse and specialized knowledge. The industry often works with project-based teams and freelancers as a result of the fact that records are heterogeneous and irregular in scale (Turok, 2006:3). These are some aspects that need to be considered. 
2.6 Market 

The market is the last factor of the production of culture perspective. The market can be seen as a conceptualization of the producers interactions with and observation of consumer tastes. The market is a result of actions of producers who interact with and observe each others attempts to satisfy the taste of the consumer. The interpretation of the market and thereby the audience influences what will be produced in the market.  This is where the gatekeepers step in within the record industry, they also interpret the market and determine what products will in fact access the market. 
Markets change, in the swing/crooner area according to Peterson the market for popular music was identified as one homogeneous market. Beginning the rock era the market became defined as consistent of ever expanding heterogeneous niches (Peterson, 2004:314). These changes within the market are a logical following of the fact that consumer taste is not fixed. Demand is uncertain, which is one of the distinctive properties of the record industry. As a result of the uncertainty of demand producers will create records that are similar to the records that are already popular within the market at that period of time.  The popular records within the market are interpreted by the producers as a reflection of consumer taste. This is not always predictable for success. 
Within the record industry the major record companies tend to concentrate on a mass homogeneous market image. Their productions aim at reaching the mass market, where independent companies focus more on reaching niche markets. Markets are classified by music category, such as pop, dance, rock, that are seen as separate entities or market segments (Peterson, 2001:124).
The conceptualization and measurement of markets in the record industry are currently undergoing change. Within the record industry the weekly charts are used as a measurement tool to find out which products are currently popular. The weekly charts represent the flow of consumer tastes (Peterson, 2004:317). The record industry now also relies on point-of-sale information that is automatically collected from cash registers (Peterson, 2001:124).
These new ways of measurements allow the producers to gain more information on consumer tastes, providing them with a clearer and more accurate image of the market. Information on the consumer is a key thing in competition. The market is an important factor influencing competition, the position of the buyer is strong within the record industry. The companies within the record industry are very vulnerable to changes within demand, changes in demand can upset the competition within the industry. The first to react to changes in consumer taste will gain competitive advantage. 
Another way of dealing with demand is by control. The large record companies can be seen as an oligonomy, the record labels operate as part of an oligopoly, where there are a few sellers that control a market in which there are many buyers. At the same time the record labels also operate as oligopsonies for the artists and songwriters who represent a high number of anxious sellers in a market where there are relatively few willing buyers. The record labels using this oligonomic condition enables them to obtain low-cost content as the artists have many competitors, this is the advantage of the oligopsony. Then this content can be sold at inflated retail prices to the music buyers, as the record label controls the market, which is an advantage of the oligopoly. This way these large record labels can also be seen as gatekeepers (Bishop, 2005: 2). They are able to control demand in a way that they control the output of the industry. However the distribution at the internet and the illegal downloading practices, which has downgraded the willingness to pay of the buyer is beyond the control of the large record companies. Which again brings us to the intellectual property issue. This link shows that all factors within the production system of Peterson are somehow related.
2.7 Conclusion

What the six factors of Peterson provide here is the context in which all products within the record industry are produced. According to Peterson (2004) the factors within the model appear to be coupled, this is also what I found using the model. A major change in one of the factors can start a cycle of destabilization and reorganization within the entire production system (Peterson, 2004:318). Another thing Peterson found while using the model is that based on the configuration of the 6 factors the cultural fields trend toward 3 states, which reflect their form of competition. A cultural field can either be :” (a) oligopolistic and stable, producing unimaginative cultural fare; (b) turbulent and competitive, nurturing cultural innovation; and(c) competitiveness managed by oligopolistic control fostering diversity without innovation (Peterson, 2004:318)”. The record industry seems to trend the most towards the third form, as competition is mainly in control of the “Big Four”. 
The question is if these companies do foster diversity? It is certainly true that these companies are not very innovative, as they wish to hold on to their predictable routines. As a consequence of digitalization the industry seems to become more turbulent and competitive, the new companies entering the industry are innovative and thereby they nurture cultural innovation within the industry. This could alter the concentration within the industry and already changes competition. This brings us again to one of the sub-questions of this research: what is the impact of digitalization on competition?
The factor technology seems to be the main factor influencing all the other factors. However this could also be the result of starting to discuss this factor first and my focus on digitalization, however technology has been brought up while discussing all factors.

Building further on this some important aspects have come up when discussing the 6 factors. The high concentration of ownership and the control within the industry of the “Big Four” is one of these aspects. The industry structure is in this case determining competition within the record industry, where the “Big Four” hold a share of 75% of the global market. Whether this is also the case within the Canadian record industry itself, is something that will be discussed in the empirical analysis. But considering their dominance within the global market, the assumption can be made that this high level of concentration will also be the case for the Canadian record industry. 
Another aspect that has been touched upon several times while discussing the factors is the intellectual property right issue, which is closely connected to the high concentration and the control of the large record companies. The large record companies are the ones threatened the most by the illegal practices of downloading. New copyright conventions are needed to ensure the viability of the industry, which in a way also means to protect the control of the large record companies. But the copyright framework is also needed for a competitive industry, stimulating artists to create their works. Copyright ensures a reliable income and is related to another important aspect, namely the uncertainty of demand. This is one of the distinctive properties of the record industry. The large record companies seem to control demand. But now that demand is changing as a result of digitalization, consumers are less willing to pay and are able to outgo their control by illegal downloading practices and buying from new competitors that entered the market. This could increase competition within the industry, something to find out in this thesis. 
Not all factors have the same importance for this research, the factor occupational careers seems to be less important, although we do need to see that there is a strong competition between the artists within the field for a small number of buyers.  And the influence of gatekeepers should also be considered. The production system profoundly influences the conditions of production of the record industry and thereby competition. But there are other factors, such as individual creativity and social conditions that are also vitally important.  
This is one of the main points of critique that needs to be made, in that Peterson ignores that there is something special about the arts. He does not acknowledge the cultural value aspect of the product of a cultural product. The focus of the production of culture perspective is on the expressive aspects of culture rather than values (Peterson, 2004:312). However as Peterson reflects on this the production of culture perspective allows the cultural field to be studies as any other field of symbol production (Peterson, 2004:327). And this is a strength of the perspective, as this also allows me to combine the perspective with Porter’s theory. Still, the cultural value is also important to consider within this research.  And although he does not specifically define the distinctive aspects of culture, Peterson does provide a cultural perspective. There is a cultural aspect to his theory, which makes his perspective interesting for this research. 
The production of culture perspective is not sufficient for a full understanding as Peterson (2004) confirms himself. In order to address questions of power and exploitation Peterson (2004) recommends to use the production of culture perspective in combination with other perspectives. And this is also what I will do for this particular research. The model of Peterson contains 6 factors, however not all factors have the same relevancy for this research. And these 6 factors are not the only factors influencing competition, other factors need to be considered, among which the factors of Porter. 

3. Porter’s models
Michael E. Porter is a leading authority on company strategy and the competitiveness of nations and regions. His book “The Comparative advantage of nations” has been a great influence on the discourse on competition. This explains why his theory is important for this research. Porter’s models can be used to describe and analyze the competitive position of the Canadian record industry. I will discuss two models, “The Five Competitive Forces Model” and “The Diamond Model”. The two models of Porter will provide another important part of the theoretical framework.  In both models Porter has a strong focus on competitiveness.  I in fact have the same focus within this thesis as I am trying to find explanations or factors that lead to competitiveness within the Canadian record industry. 
In his book “The competitive advantage of nations” Porter (1990) tries to answer the following question: “Why are firms based in a particular nation able to create and sustain competitive advantage against the world’s best competitors in a particular field?”  By answering this question Porter developed a theory of national competitive advantage. This theory is build on the assumption that the success of nation’s industries is based on the dynamics of particular factors. I will use this theory, which is the so-called ‘Diamond model’ for the case of the Canadian record industry. Although I do not tend to answer the same question as Porter, the factors that are present within his Diamond Model will be very useful for my research. 
What needs to be mentioned here is that Porter’s theories only provide an economic perspective, that focus on economic productivity and competitiveness. The record industry as we’ve seen is a creative industry; cultural factors play an important role. This thesis has started from a more cultural perspective, first describing the production of culture perspective of Peterson. Together with the economic theory of Porter the competitive position of the Canadian record industry will be examined from a cultural economic perspective, combining both theories in order to provide such a perspective that will cover all aspects. The two theories will be integrated in order to form a new model that will be tested upon the case of the Canadian record industry. 
Porter’s Diamond Model will form the main model of Porter that I will use. However I would like to start this chapter by introducing one of Porter’s other models, namely his Five Competitive Forces Model. This model shows the competition within an industry and thereby the competitive position of companies within an industry. Competition within the industry is also important for the competitive position of the industry itself. Porter’s Five Competitive Forces Model can be seen as an introduction of his theory around competitive advantage. 

3.1 Porter’s Five Competitive Forces Model 

Porter’s Five Competitive Forces Model, as the title of the model already gives away, consists of five competitive forces that are present within any industry. The five forces in this model are: suppliers, buyers, potential entrants, substitutes and industry competitors. The model will here be used to show the competitive position of companies within the record industry. Figure 3.1 represents the Five Competitive Forces Model. 
Figure 3.1 The Five Competitive Forces Model
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All five competitive forces, their position within the model and their role within the record industry will now briefly be discussed. Porter’s five forces can be divided into three forces from ‘horizontal’ competition: the threat of substitute product, the threat of established rivals and the threat of new entrants; and two forces from ‘vertical’ competition; the bargaining power of suppliers and the bargaining power of customers.  The strongest competitive force determines the profitability within an industry, and will become the most important force within the formulation of strategy.
3.1.1 The threat of new entrants 

I will start with the threat of new entrants. The threat of entry depends on the height of entry barriers that are present and also on the reaction that the new entrants can expect from the largest companies (the incumbents) within the industry. Entry barriers are advantages for the incumbents, especially when there are economies of scale, in that the firms that produce at larger volume will enjoy lower cost per unit, because they can spread the fixed costs over more units. This is the case in the record industry, where the large record companies are benefiting from economies of scale. Thereby they force new entrants to either come into the industry and also produce at a large scale or to accept the cost disadvantage (Porter, 2008:3).
Besides this there is another barrier, namely capital requirements. Within the record industry large investments are required, thereby limiting the pool of entrants (Porter, 2008: 4). One more important barrier existent within the record industry is the unequal access to distribution channels. The major record companies own the main distribution channels, thereby making it hard for new entrants to secure distribution, they therefore need to bypass the distribution channels and create their own (Porter, 2008:5). 
As a consequence of digitalization the entry barriers are crumbling down. This is mainly based on the possibility the internet has offered new entrants to bypass the traditional distribution channels. Internet has become a new distribution channel, which can be easily accessed and does not fall under the control of the large record companies within the industry. And thereby the threat of new entrants has grown, thereby making this a stronger competitive force. 

3.1.2 The threat of substitutes

A substitute is a product that performs the same or a similar function as the industry product in different means (Porter, 2008:8). Substitutes are always present. The threat of substitutes exists in the probability of consumers to switch to alternatives. An industry can distance itself from substitutes through product performance and marketing. The threat of the substitute is the highest when the substitute offers an attractive price-performance offer in contrast to the industry product, consumers are always searching for the best relative value. The threat is also high when the costs for the buyer to switch to the substitute are low (Porter, 2008:8).
Within the record industry, when focusing on the CD, the main threat of substitutes is formed by alternatives to CD’s, of which there are plenty. Many products, such as MP3s, cassettes and DVDs can be seen as substitutes forming a threat as they meet the needs of users in the same way, but at a lower cost. The MP3 is one of the newest threats, which again is a result of digitalization. Meanwhile the DVD-video, containing live concert footage is one of the fastest growing formats for the record industry, thereby also forming a threat as a substitute of the CD. 

3.1.3 Rivalry among existing competitors
For most industries the intensity of rivalry among existing competitors is the major determinant of competitiveness in the industry. When high rivalry is present within an industry this drives down the profitability. The intensity of rivalry is high when there are numerous competitors within the industry, or when the competitors are roughly equal in size and power. Based on the discussion of the production system of Peterson we know that the power within the record industry is currently in hands of the “Big Four”, who are equal in size and power. These four companies all compete on the same dimension, thereby the result is zero-sum competition (Porter, 2008:10).
However the four large record companies are not the only companies operating within the record industry. There is a large number of small independent firms also active within the industry, there is extensive competition between these firms. These competitors aim at serving the needs of different customer segments, they do not target the same audience but aim at certain niche genres. Such competition can expand the industry and also support higher average profitability (Porter, 2008:10).
This shows that it is hard to determine the rivalry within the record industry, the record industry clearly is a case of its own with in fact two different groups operating within the same industry. The intensity of rivalry within the record industry is increasing as a consequence of digitalization, as there is now also online competition. 
3.1.4 The power of suppliers
The power of suppliers can be described as the market of inputs. Within the record industry the suppliers to the recording companies provide the companies with the raw materials as well as artists, writers and producers. There are many suppliers of the raw material within the industry, which gives the record companies the ability to choose the supplier with the lowest price. There is also a large pool of talent, when it comes to artists, writers and producers. This is favourable for the record company as this gives them more negotiating power. 

Based on this the bargaining power of suppliers is low within the record industry. However the power of suppliers (the record labels and artists) increases as a result of digitalization. This is when considering the record labels as suppliers of the retailers, looking from a wider industry perspective. 
The major retail chains are in bankruptcy, which allows the record labels to experiment and bypass the traditional business model. The record labels no longer have to depend on the retailers to distribute their music. There is now the possibility to distribute music online. At the start of the Internet revolution the bargaining power of the record labels was still low, when the retailers were able to put pressure on the labels only offering limited shelf space at higher prices. But now that there are ways to bypass the tradition retail chains, the power of the suppliers (record labels) is increasing. 
3.1.5 The power of buyers
The power of buyers can be described as the market of outputs. The power of the buyers lies in their ability to put the firms within the industry under pressure. Buyers especially have power when they are price sensitive. The buyers can force down the prices and demand better quality or more service (Porter, 2008:7).
Within the record industry the buyers hold a strong position. This is mainly a result of the uncertainty of demand the industry faces. The buyers or consumers are also gaining bargaining power, this as a result of digitalization. Music is available free, but illegally. Illegal downloading of MP3 files, which can be seen as theft, is now a widely adopted substitute for CD purchases. The industry has seen a significant drop in album sales, although there are no exact figures this drop can be related to online piracy. The consumers are demanding lower prices and greater convenience. As a result of music being available for free, their willingness to pay for a CD has decreased. With the industry responding to the buyers needs, as they are dependent on their demand, this shows the strong position of the buyers within the record industry. 
The retailers can also be seen as buyers, they are intermediate buyers as they are not the end user. The intermediate buyers can be analyzed the same way as other buyers, however there is one addition. Intermediate buyers gain significant bargaining power when they can influence the purchasing decisions of the buyers who are the end users (Porter,2008:8). The retailers have substantial power in setting prices as they control a large market share within the industry. The record labels are dependent on the retailers to distribute their products. The online retail channels, of which the main is iTunes controlling over 70% of the digital download market, are also gaining power and market share. This causes the record labels to be bound to the pricing structures of the retailers.  Even though there are ways to bypass the traditional retailers, the online retailers such as iTunes are also gaining power. The power of the intermediate buyers or also called gatekeepers is strong within the record industry. The way to diminish their power is through exclusive agreements with the retailers (Porter, 2008:8). This is done by the large record companies, also using the strategy of vertical integration in order to own the retailer as part of their network.  
The industry structure, which can be captured by describing the five competitive forces, is relatively stable over time. However the industry structure is undergoing constant modest adjustment. But can also change abruptly, which may be caused by changes in technology. This is as we’ve already seen happening within the record industry. 
While discussing the five competitive forces we have also seen the changes this had in relation to the five competitive forces, in that some forces gained strength, among which the power of buyers and the threat of new entrants has increased, also resulting in increasing rivalry between existing competitors. The forces reveal the most significant aspects of the competitive environment of the industry. Based on this a company can undertake strategic action, which may include positioning the company in order to better cope with the current competitive forces or anticipate on and exploit the shifts in forces. 
When an industry is in flux, such as the record industry currently is, new competitive positions may appear. “Structural changes open up new needs and new ways to serve the existing (Porter, 2008:13)”.This brings opportunities for smaller companies to exploit the changes, or for new entrants. Established leaders may overlook these opportunities, or be constrained by their past strategies. And this is the case for the record industry. Although according to Porter so far the exploitation of digitalization has not been that successful. The new entrants to the record industry are still rare, and the established labels have remained their dominant position. Although the major companies do struggle and the number of major record companies has declined from 6 in 1997 to 4 today (Porter, 2008:14). However the industry is still in flux, leaving open possibilities to exploit the change. 
The Five Competitive Forces model of Porter has allowed us to further define the record industry and focus on the competition within the industry. This model can also be applied to the global record industry. Defining the industry is important for a good industry analysis. The Five Competitive Forces model can be used to define strategies for firms within the industry, however I am searching for strategies for the industry itself. The Diamond model of Porter takes a more broader perspective on competitiveness and focuses on the industry. 
3.2 Porter’s Diamond model
Porter introduces the Diamond Model in his book “The Competitive Advantage of Nations”. His model allows the analysis of why some industries within some nations are more competitive than others. The model suggests that the national home base plays an important role in shaping the extent to which an industry is likely to achieve advantage on a global scale. The Diamond model consists of four determinants, that are needed for analyzing the viability of a nation or in my case an industry in a particular international market. The four determinants are: factor conditions, demand conditions, related and supporting industries, and firm strategy, structure and rivalry. 
Two determinants focus on the macroeconomics environment, analyzing the demand present and the factors needed for production, these are both the extreme ends of the value chain. The third determinant focuses on the specific related and supporting industries of the particular industry. The last determinant focuses on the microeconomics environment, looking at the strategic response, in other words its strategy, and also taking into account the industry structure and rivalry. The rivalry and industry structure have already been discussed with Porters previous model, the Five Competitive Forces Model. 
Besides these four determinants Porter also identifies two other influences, which are government and chance events. 
The ‘Diamond’ is an interactive system in which the parts reinforce each other. According to Porter (1990) national competitive advantage of an industry is dependent on the four determinants and the role of chance and government influencing these determinants. The most favourable ‘Diamond’ system will lead to the most significant success within an industry.

I will now describe the four determinants into more detail. There is some overlap between the two theories of Porter and Peterson, this will also be discussed in the next section.  

Figure 3.2 on the next page represents the Diamond model of Porter.  

Figure 3.2. The Diamond model
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3.2.1 Factor conditions 

Starting with a focus on the macroeconomics environment, the first determinant of the ‘Diamond’ is formed by the factor conditions. The factor conditions refer to the factors of production; the inputs that are necessary in any industry, such as labour, natural resources, capital and infrastructure. These factors are the basic inputs of production, that form the start of the value chain and are at the basis of production. The production factors can be seen as the input of the production system of Peterson. This does not mean that the 6 factors of Peterson can be considered as production factors, this is not the case. But there are linkages that can be made between the factors of Peterson and the factor conditions. In terms of Porter the factor occupational careers of Peterson can be viewed as the distribution of creative staff within the industry. The development of a career system where Peterson talks about has its impact on the deployment of labour within the record industry.
The competitive advantage from the factors of production depends on the effectiveness and efficiency of how they are deployed. It is not only crucial how the factors are deployed but also where in the economy they are deployed. The mix of factors varies among the different industries. The most important factors of production are factors that involve heavy and sustained investment and are specialized. Competitive advantage results from industries that create specialized factors and then continually upgrade them (Porter,1990:79). Innovation and upgrading are essential, the competitiveness of an industry depends on their capacity to innovate and upgrade (Porter, 1990:73).
Within the record industry labour and capital are the most important factors of production, based on the economic factors that Porter has gathered under this determinant. 
The first important factor for the record industry is labour. Labour refers to the human resources required for production, which in fact is the workforce within the industry. The record industry builds upon a creative workforce. Creative activities are the core business for the record industry, the products all have their origin in individual creativity. The creative products are protected by copyrights, of which the right is used for the commercial exploitation. 
Creative workers are characterized by Caves (2000) as workers that care about originality, technical profession skills of creative goods and are willing to settle for lower wages. There is an excess supply of labour within the record industry, meaning that there is a large pool of creative workers, but only a few employers available. This gives the employer some market power, and also confirms the prevalence of multiple job-holding of artists. Besides this there is a high amount of short-term contracts within the record industry, resulting in a dynamic and flexible environment. A record is a rather complex creative product, which requires diversely skilled inputs. Although the origin of the record lies within individual creativity, in the end creativity and the production of a record is a collective process, where the initial idea for a song goes through several stages within the production process. 
One of the unique aspects of the record industry is that the productivity of human resources does not determine the employee wages, the return for human resources is determined by contracts, which are based on the intellectual property rights and how the control of these rights has been arranged.  Artists derive the main part of their income from royalties and rents collected. 

Capital is the other important factor of production within the record industry. The costs of production within the record industry are high. This is a result of the high risk of failure, as already has been explained in the first chapter on the methodology of creative industries. Producers within the record industry deal with large investments without knowing if the investments will pay back, due to the uncertainty of demand, therefore they have to make sure to spread their risk. Due to the high costs of production and the high risk of failure the record industry faces financial difficulties, which for some companies results in bankruptcies. Thereby again establishing the importance of capital within the record industry. 
Capital also is one of the entry barriers for new entrants to enter the record industry. Within the record industry as showed above large investments are required, thereby limiting the pool of entrants (Porter, 2008: 4). Meanwhile the entry barrier formed by capital gives competitive advantage to the large companies present within the industry. 
The factors of production are basic factors, that traditionally have been used to explain national competitiveness within the framework of comparative advantage. Traditional theory holds that the industries that make the most intensive use of these production factors will gain advantage. However this traditional theory no longer serves in modern international competition. As competition is now global in character, companies are less dependent on these basic factors (Porter, 1991: 22). Here Porter brought a new perspective in that  the basic factors alone no longer determine competitive advantage. 
According to Porter there are hierarchies among the production factors; distinctions are made between basic and advanced factors and generalized and specialized factors. The basic factors include the natural resources and unskilled labour, the advanced factors include highly educated personnel and the digital data communications infrastructure. The advanced factors are the most significant for competitive advantage, as they are necessary to achieve higher-order competitive advantage (Porter, 1990:77). 
The record industry is operating in a global market and thereby relies on advanced factors. Within the record industry highly skilled workers are required, unskilled workers are very uncommon. Skilled human resources are a factor that can be created through investments in training and education, in order to upgrade the human resources. This is not only something the industry can undertake but can also be stimulated by the government, who can invest in national education. 

The record industry also now requires a digital infrastructure, as a result of the new digital technologies. In order to achieve higher-order competitive advantage the digital infrastructure needs to be upgraded. As mentioned by Porter the strength of an industry is to continually upgrade the factors. However Porter also argues that no nation can create and upgrade all types and varieties of factors. The types of factors that are created and upgraded are dependent on the other determinants and also by the direction of government investments (Porter, 1990:81).
3.2.2 Demand conditions

The demand conditions are based on the nature of domestic demand for the product or service in question. The composition of the home demand shapes how the firms interpret and respond to buyers needs. Again there is overlap with Peterson, his factor market is exactly what Porter refers to here. The market is the interpretation and response of the firms of demand or consumer taste. Three characteristics of the composition of the home demand are significant for gaining competitive advantage. 
First is the segment structure of home demand; in most industries the demand is segmented. The size of the segments is important, large segments may gain advantage out of economies of scale and also achieve more attention and priority (Porter, 1990:87).
The demand of records is segmented. The segments are based on the different genres and musical styles that are offered within the industry. The size of the segments is in constant change. The segments are related to the preferences of the buyers, which are according to the latest trends and fashions. Meaning that the size of the segments within the record industry may shift due to new trends and fashions; new segments may also develop. 
The intermediate buyers (the retailers) have significant bargaining power as we’ve seen within the Five Competitive Forces model, they can influence the purchasing decision of the buyers who are the end users. They thereby also determine the segment structure of the market. In the end however the segments are based on consumer preferences. 
The second characteristic is the nature of home buyers. An important role in demand conditions is for demanding and sophisticated buyers that pressure firms to meet high standards in terms of quality, service and features. The most advanced buyers help firms perceive new needs and hereby stimulate innovation (Porter, 1990:89). Porter’s previous model showed the strong position of the buyers within the record industry. This position is mainly a result of the uncertainty in demand and also following from digitalization and the availability of free music on the internet the consumers are demanding lower prices, as their willingness to pay has decreased due to all of this. 

The industry needs to respond to the demand of the buyers, the producers of records are monitoring consumer tastes in order to produce according to their preferences. From the perspective of Peterson the market provides important information about the nature and preferences of the buyers. 
The third characteristic is formed by the anticipatory buyer needs. If the home buyers needs are anticipatory for other nations a nation’s firm gains competitive advantage. This advantage can be gained when the needs of the home buyers are ahead of the needs of buyers in other nations. This benefit only occurs if the home buyers needs anticipate elsewhere, buyers in other countries will have to follow-up these needs in order to create the benefit. The benefit of anticipatory buyer needs is important for new products and also on an ongoing basis, as it stimulates the continuous upgrading of products (Porter, 1990:91). 
Within the record industry there is a constant flow of new products, all records are unique and thereby can be seen as new products. The competitive advantage based on this characteristic may occur when the record industry in a certain nation discovers a new genre or style, that is picked upon by other nations as well. The process of ‘breaking’ an act is very important in this, which largely depends on the promotion of the act, such as radio airplay. 
The size of the home market is also prominent when it comes to competitive advantage. A large home market is seen as a strength, as it can lead to competitive advantage in industries where there are economies of scale. On the other hand a small home market forces industries to export their products, which is important to global competitive advantage. Home market size is the most important in industries with high levels of uncertainty and high technology requirements, where the large home demand will comfort in making investment decisions. The size of the home market is an advantage if it encourages investment and reinvestment (Porter, 1990:93).
A good example of the effect of the power of size is the US market, the US music market is the largest market within the world. The United States record industry plays a leading role within the global market. The success is mainly a result from the market size. The size of the home market is important for the industry, this follows from the level of uncertainty in demand and the high risk investment. 
Economies of scale are present within the record industry, a large home market is also benefiting economies of scale. A large home market is therefore a strength as this will encourage investment and reinvestment within the industry. The case of the music industry in Sweden shows however that success within the industry can also be made when having a small home market. The success of the Swedish music industry is based on their exports, the exports have risen to new heights (Burnett, 2001:13). Operating in a global market, the home market seems to become less important, also for the record industry; exports are growing, which is also as a result of distribution on the internet. Thereby the size of the home market may not be such a strong advantage for the record industry.  The advantage of the size of the home market can now be considered questionable for the record industry. 
3.2.3 Relating and supporting industries

The influence of the relating and supporting industries is based on the presence or absence of these industries. The supplier industries are important to innovation and internationalization of an industry and their products; the supplier industries produce the inputs that are widely used within the industry. The suppliers can be best described as the market of inputs. Within the record industry as mentioned in the Five Competitive Forces model the suppliers provide the record companies with the raw materials as well as artists, writers and producers. 

A way the supplier industries create advantages is by giving access to the most cost-effective inputs. More important are the linkages that a firm establishes coming out of the access to machinery and other inputs. The most important benefit of supplier industries lies in the process of innovation and upgrading. When supplier industries and the industry work closely together the suppliers provide information and help firms to perceive new methods and opportunities to apply new technology (Porter, 1990:103). 

Within the record industry there are many suppliers of the raw material, which gives the record companies the ability to choose the supplier that give access to the most cost-effective inputs, the record companies are able to choose the lowest price. 

The supplier industries and the record industry work closely together. There is a high level of vertical integration. As a result there is the presence of large multinational music companies that own and operate national distribution systems and often these companies also own their own manufacturing facilities (Burnett, 2001:9). 
The cooperation is mainly established between the record companies and the distributors. In this the record companies can be seen as the supplier industries of the distribution industries (the retailers). As mentioned in the previous section the retailers, as intermediate buyers, have significant bargaining power. A way to gain more control over distribution is by a strategy of vertical integration, by for example owning a distribution channel. The bargaining power of the suppliers is decreasing, as there are now ways to bypass the retail chains and directly distribute music on the internet, although there are now also online retailers such as iTunes that are gaining bargaining power within online music distribution. 
The high level of vertical integration can be seen as an outcome of the factor organizational structure of Peterson. The organizational structure of these large multinational companies asks for strategies of vertical integration. The large firms use these strategies of vertical integration in order to consolidate access to markets (Peterson, 2004:316).
Related industries are the industries that produce complementary products or industries in which firms can coordinate and/or share activities in the value chain. The presence of related competitive industries often leads to new competitive industries (Porter, 1990:105).The related industry provides opportunities for information flow and technical innovations, as well as sources of new entrants, who bring new approaches to competing. There can also be a pull-through-effect when it comes to the demand for complementary products or services, the effect of this varies by industry. When a nation has competitive advantage in a number of related industries national success is more likely (Porter, 1990:107). 

The related industries of the record industry can be defined as music-related industries. Printing, publishing and retailing may all be described as a specialized business, thereby resulting in three related industries of the record industry. These are industries closely related to the music industry. The record industry works closely together with all three industries. There is as already mentioned a high level of vertical integration, in which the related activities have been added to the supply chain of the record industry. 
The record industry is also part of a wider network of the entertainment industries. Since most productions are in a way using music, the entertainment industries can also be seen as related industries. There is a certain level of competition between these related industries. In recent years the record industry has lost sales to film-related DVD products and video games.
There is not only competition between the entertainment industries, there are also ties. These ties are a result of horizontal integration. Horizontal integration allows to increase the revenues of the company and expand the share of the market through a merger or acquisition. A good example of horizontal integration is Bertelsmann who owns a number of companies specialized in different media products, Random House (books), Gruen+Jahr (magazines and newspapers), Arvato Printing (printing and media services, and of course the BMG Group, the international record label and music publisher, which is part of the “Big Four” (Bishop, 2005: 3). Bertelsmann is an example of a media conglomerate, of which a few are present within the record industry. Conglomeration with the integration of recordings provides an immediate cash flow to the parent company that compensates for the losses of other properties. The linkages between the industries are mainly strategic, as they provide potential advantages and afford economies of scale (Rothenbuhler and McCourt, 2004:232-234).
The advantage of relating and supporting industries is mainly based on close working relationships. When the suppliers and end users are located near each other they are able to take advantage of short lines of communication, which will lead to a constant and quick flow of information, resulting in an ongoing exchange of ideas and innovations (Porter, 1990:83). 
When interconnected companies are situation within the same geographic location, this encompasses an array of linked industries, which Porter (1998) defines as clusters. As already seen the cooperation between the different linked industries within such a cluster is mostly vertical, involving companies of related industries. A cluster promotes both competition and cooperation, both can coexist because they occur on different dimensions and among different players.The competition takes place within the industry, without competition a cluster will fail (Porter, 1998:79).
Clusters generate competitive advantage in three ways. First, clusters increase the productivity of firms within the cluster through access to specialist inputs, knowledge, technology and labour. Second, by making all firms quickly aware of new opportunities and enhancing the capacity for rapid responses to new opportunities, clusters promote innovation. Third, through distinctive access to necessary labour, knowledge, skills, capital and technology, clusters promote new business formation in related sectors ( Flew, 2002:23-24).
According to Porter (1998) for competitive advantage to occur it is necessary to develop clusters of industries which are competitive and linked together through a range of common, supporting conditions. Porter thereby suggests that the related and supporting industries should be linked in order to gain competitive advantage. The record industry has as showed a high level of vertical integration, in which the related and supporting industries are linked. According to Porter the record industry should gain competitive advantage from this. This is one of the reasons why the large record companies follow strategies of both vertical and also horizontal integration. 
3.2.4 Firm strategy, structure and rivalry 

This last determinant focuses on the microeconomics environment, looking at the strategic response of the industry, in other words its strategy, and also taking into account the industry structure and rivalry. The rivalry and industry structure have already been discussed with Porters previous model, the Five Competitive Forces Model.
This last determinant of Porter is based on the context in which a firm is created, organized and managed and the nature of domestic rivalry. The way in which a firm is organized is the organizational structure of the firm; the organizational structure is also one of Peterson’s factors in his production of culture perspective.

Within the record industry we have seen that the international competitors tend to be large hierarchical organizations. As a result of this organizational structure there is concentration of ownership, the large record companies hold the largest share within the industry. 

Differences in management approaches and organizational skills create advantages and disadvantages in competing in different types of industries. The management practices of firms are affected by the national circumstances. Important differences occur in the tools for decision making, the training and background of leaders, the attitude towards international activities and the relationship between labour and management (Porter, 1990:109).
While discussing the factor organizational structure of Peterson the advantages and thereby also the disadvantages of the structure of both the large companies and the smaller companies have been mentioned. The smaller independent companies are better at exploring new opportunities, they are more innovative. This is one of their strengths in current times, as this benefits them in adapting to the new technology. The large firms on the other hand are better at exploiting commercial potential of predictable routines, therefore using for example branding strategies. The “Big Four” have used many strategies in order to obtain their market dominance, the most significant have been horizontal integration and vertical integration.

The presence of strong local rivals, domestic rivalry, is a final, powerful stimulus to the creation and maintaining of competitive advantage. Arguably domestic rivalry is the most important factor because it has a stimulating effect on the other factors within the Diamond (Porter, 1990:85).
The intensity of rivalry is high when there are numerous competitors or when competitors are roughly equal in size and power. The last is the case within the record industry, where the power is currently in hands of the “Big Four”, who can be considered as roughly equal in size and power. However these four companies all compete on the same dimension, thereby the result is zero-sum competition (Porter, 2008:10).
More extensive competition within the record industry can be found between the large number of small independent firms also operating within the industry. These firms do not target the same audiences, but target niche audiences. 
It is hard to determine rivalry within the record industry, with the two different groups operating within the industry. There is hardly any competition between the two groups, but within the groups there is certainly some level of rivalry. 
The intensity of rivalry within the record industry is increasing as a consequence of digitalization, there is now also online competition. The intensity of rivalry depends on new business formation, which is vital to the upgrading of competitive advantages. New business formation creates new competitors that will serve new segments and try new approaches. Hereby also increasing the rivalry within the industry. The other determinants of the Diamond play a role in determining in which industries new competitors will appear (Porter, 1990:123).
As we have seen the barriers to enter the record industry are crumbling down, mainly a result of the influence of technology on the determinants such as demand conditions. This allows new competitors to enter the industry, which could upgrade the competitive advantage, when the new business formation is successful. iTunes is an example of a new entrant who has entered the market successfully as an online distribution channel. Increasing the presence of rivalry forces the firms to seek higher order competitive advantage, stimulating innovation and upgrading (Porter, 1990:119). According to Porter the arrival of new competitors will be important for the competitive advantage of the industry. Competitiveness within the industry will increase when new entrants will become successful in a new segment, which could benefit the industry. 
3.2.5 Two other influences

Besides the four determinants there are two other influences, namely chance and government. There is a role played by chance events, such as wars, political decisions, major technological discontinuities and significant shifts in financial markets or exchange rates. These events are important for competitive advantage in that they allow shifts in competitive position. Chances also play a role by altering conditions in the diamond system (Porter, 1990:124-125).
The rise of new technologies (digitalization) within the record industry can be considered as a chance event. The factor technology plays an important role within the production system of Peterson, the change in technology has an impact on all factors within the production system. This chance event is thereby important to consider. However I will not view the rise and significant changes in technology as a chance event but consider it as a separate factor. 
The other influence is the role of the government. According to Porter the government’s role is in influencing the four determinants. Peterson also acknowledges the role of government within his production perspective. The government is the most important actor implementing law and regulation that regulate the production process of cultural products, hereby referring to the factor law and regulations of Peterson. 

The government affects the factor conditions through subsidies and policies towards education and capital markets. The government has less influence on demand conditions, the influence here consists of regulations that affect buyers needs or in the government as the buyer of products. The government policy also affects the circumstances of the related and supplier industries. Firm strategy, structure and rivalry is affected by the government through tax policy and capital market regulations (Porter, 1990:128).
The record industry is subject of government regulation and subsidies. Important are the regulations around media ownership and concentration that influence the vertical integration within the industry. As Peterson (2004) showed with his factor law and regulation another important influence is formed by copyright law, being one of the ground rules of the industry. Government decisions also affect copyright law. 

I have now described the four determinants and the other two influences within the Diamond model. The Diamond model has provided us insight in the factors that determine competitive advantage. Hereby also showing some overlap between the model of Peterson and the diamond model of Porter. Before moving on to the conclusion of the theoretical framework I would also like to provide some critique concerning the Diamond model relevant for this thesis. 
3.3 Critique 

What first needs to be mentioned is that Porter’s theory of the Diamond model is based on the economic situation in the eighties. The economic conditions have changed fundamentally since that time. The rise of the internet and the developing internet economy have strongly influenced all industries. The economic conditions have clearly changed, the internet and process of digitalization is related with dynamic changes that have the power to transform an entire industry, or at least upset the foundations of an industry. Porter’s model does consider the influence of a chance event, but further his model only focuses on predictable developments, such as the threat of new entrants and substitutes. The developments that are a following of the new digital technology are less predictable. Porter does not attribute the right essence to the influence of technology. This explains why I also have a focus on digitalization within this research. As already showed by discussing Peterson technology and the recent changes in technology are an important factor for competitive advantage. 
It has been argued that Porter’s model does not work very well for small open economies, such as Canada. The domestic market can be too small to be the main market or even an important market for some industries. In these cases domestic demand is of little influence compared to foreign demand. Industries in this situation are dependent on foreign markets and thereby on the export of their products. This reduces the impact of domestic rivalry as determinant of competitive advantage for industries in countries with small open economies. The firms in these countries benefit from competition with firms in other countries, as they cannot support the number of firms necessary for domestic rivalry (Clancy et al, 2001: ??).
To remain in the context of small open economies. Suggested by authors is that it might not be feasible for a small open economy, like Canada, to develop broad and deep clusters within the national territory (Clancy et al, 2001: ??). The authors argue that for some industries in a small economy it may be more feasible to invest in cross-border expansion in stead of creating vertically complete clusters within the nations borders. Vertical clusters are present within the creative industries and also within the record industry, whether such clusters are also present within Canada and if this contributes to the competitive advantage of the record industry will be examined. 

3.4 Conclusion and the new Diamond model 

So far I have discussed the theories that are important within this theoretical framework. All these theories introduce some factors that may contribute to the competitive position of the Canadian record industry. The methodology of the creative industries has pointed us at some of the distinctive characteristics of the record industry, such as the high risk nature and the high uncertainty about consumer reaction. These characteristics have their impact on the production process. Which brings us to the production of culture perspective of Peterson. Peterson has provided us with 6 factors that influence the production process of cultural products. These factors can be seen as cultural or symbolic factors of production. Although not all factors have the same importance for this research. Porter’s models have provided some insight in the factors that determine competitive advantage. In contrast to the cultural factors of Peterson, the determinants of Porter are economic factors. 

The question that remains is: What factors did I find so far that may influence the competitive position of the Canadian record industry? 
The Diamond model of Porter forms the basis of a new integrated model that will represent all the factors that I have found so far, combining the factors of both Peterson and Porter.  I will now introduce this new integrated model, the new Diamond model which consists of 8 main determinants. These 8 determinants are: factors of production, demand factors, industry structure, organizational structure, the presence of relating and supporting industries, domestic rivalry, technology and law & regulation. 
3.4.1 Factors of production

The first determinant is formed by the factors of production. The factors of production are the inputs that are necessary within the record industry. The competitive advantage from the factors of production is dependent on how these factors are deployed within the industry. The main factors of production in the record industry are labour (with influences of the factor occupational career of Peterson) and capital. Therefore the focus will be on these two factors. The competitive advantage can be measured by looking at how effective and efficient these factors are deployed within the Canadian record industry. 

3.4.2 Demand factors

The demand factors form the second determinant of the new Diamond model. 
The demand factors reflect the composition of domestic demand for a product or service, in this case the nature of demand for recordings. The demand factors shape how the firms within the industry interpret and respond to the buyers needs. There are three important characteristics that are significant for gaining competitive advantage. These characteristics are the segment structure of demand, the nature of the buyers and the size of the home market. 
The size of the segments is important as large segments may gain advantage out of economies of scale and also achieve more attention and priority. The nature of the buyers determines if firms are pressured to meet their high standards, advanced buyers will hereby stimulate innovation. The size of the home market is also prominent, a large home market can lead to competitive advantage in an industry where there are economies of scale. A small home market forces the industry to export its products. Within the record industry the size of the home market is more important due to the high levels of uncertainty, a large home market will comfort in investment decisions. Although the advantage of a large home market for the record industry is questionable as a result of digitalization. 
3.4.3 Industry structure

The third determinant is formed by the industry structure. The factor industry structure of Peterson is here combined with the part strategy and structure of Porter’s fourth determinant. Porter only considers the structure and strategy of the firm, Peterson on the other hand considers the structure of the entire industry. The industry structure determines the firm conduct, which in turn determines the performance of the firm and thereby the competitive advantage within the industry. The determinant industry structure is closely related to the next determinant organizational structure, as the industry structure determines the organizational structure of the firms within the industry.  
3.4.4 Organizational structure
The organizational structure forms the fourth determinant. The factor organizational structure is formed by the factor organizational structure of Peterson and also replaces the strategy and structure part of the fourth determinant firm strategy, rivalry and structure of Porter. The organizational structure is the way in which a firm is organized. In all industries there are differences within the organizational structure of firms, such as differences in management approaches and in organizational skills.  These differences in organizational structure create advantages and disadvantages in competing within the industry. Thereby determining the competitive advantage gained by firms within the industry. 
3.4.5 The presence of relating and supporting industries 

The fifth determinant of the new Diamond model is formed by the third determinant of Porter, the presence of the relating and supporting industries. 
The influence of the relating and supporting industries is based on the presence or absence of these industries. The supporting industries have the most important benefit for the industry in the process of innovation and upgrading. When supporting industries and the industry work closely together, which is the case within the record industry, the supporting industries will provide information and help firms to perceive new methods and opportunities.  Another result is a high level of vertical integration and linkages between the industries. The high level of vertical integration within the record industry is a result of the organizational structure, these two determinants are closely linked. 
The related industries provide opportunities for information flow and technical innovations, as well as sources of new entrants who bring new approaches to competing. Hereby the presence of related competitive industries often leads to new competitive industries. 

3.4.6 Domestic rivalry 

Domestic rivalry forms the sixth determinant within this new integrated model. Domestic rivalry is the other part of the fourth determinant of Porter. Domestic rivalry has become a separate determinant because there is no overlap with Peterson. Domestic rivalry is the competition within the industry, which has been showed by the Five Competitive Forces model of Porter.
The presence of domestic rivalry pressures firms to improve and innovate in ways that upgrade their competitive advantage. The process of domestic rivalry creates advantages for the whole industry. Domestic rivalry depends on new business formation, which creates new competitors that will serve new segments and try new approaches, thereby creating more rivalry. 

An important aspects to consider here is that the barriers to enter the record industry are crumbling down, allowing new competitors to enter the market. However the barriers to enter the national and international market are high, as a result of the economies of scale of the large companies. 
As mentioned before according to Porter domestic rivalry is the most important determinant within the Diamond model, but rivalry seems to be questionable within the record industry. 

3.4.7 Technology

The seventh determinant is technology. This determinant is formed by the factor technology of Peterson combined with the influence chance of Porter. The recent changes in technology within the record industry can be seen as a chance event in Porter’s terms. Changes in technology destabilize and create new opportunities within an industry. Thereby providing plenty of opportunity for innovation and upgrading within the industry. New competitors will also enter the industry as a result of new technologies. The influence of digital music and hereby technology has been examined in many other researches. The recent shift in technologies is a major implication to deal with and therefore the factor technology cannot be excluded from this research. Hereby I also create a focus on the impact of digitalization. In my opinion technology will be the most important factor within the new Diamond model, as it has strong influences on the other factors within the model. 
3.4.8 Law and regulation 

The final determinant is law and regulation. This determinant is formed by the factor law and regulation of Peterson, here also including the influence government of Porter. The reason for this combination is that the factor law and regulation is more broad then the influence government of Porter. Porter only considers the government, where Peterson also considers law and regulation implemented by other organisations besides the government.
The government is the most important actor by implementing law and regulations that regulate the production process. Another important influence is formed by copyright law, which is one of the ground rules of the record industry. As showed by discussing Peterson, the intellectual property right issue is an important issue within the record industry. 
Law and regulation affects the other determinants, this determinant only influences the competitive advantage indirect through the impact on the other determinants. 

Hereby I have integrated all 6 factors of Peterson within Porter’s diamond model, resulting in this new model, which I will name the “new Diamond model”. Figure 3.4 below represents the new Diamond model. 
Figure 3.4 The new Diamond model
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The new Diamond model is also an interactive model in which all determinants reinforce each other. All determinants influence each other directly, however there are two exceptions. The determinant law and regulation has an indirect influence on the other 7 determinants, the indirect line shows this. The other exception is the determinant technology, technology also has an indirect influence on law and regulation; changes in technology may ask for changes in law and regulation. Changes in technology however do as a result of digitalization in my opinion influence the other determinants directly. 
l will use the new Diamond model for the examination of the competitive of the Canadian record industry.
4. Methodology

This section will provide an overview of the methodology used to gather data on the Canadian record industry. The data has been gathered from both primary and secondary sources. The research approach that has been chosen is a combination of quantitative and qualitative research, resulting in a mixed methods approach. The reason to use a mixed method is as this likely increases the quality of the final results of the research and provides a more comprehensive understanding. In the case of the Canadian record industry the mixed method offers us a wider context, not overlooking factors that may influence the competitive position , which would not come up when only using a quantitative method.  Here you could think of cultural factors and other factors that can not be found when only concentrating on numerical data. This is the main advantage of a mixed methods approach. However there are many critics of this approach, as they argue that both research methods should not be combined. There is also a struggle in combining both methods, in that both methods look at things from different points of view, the lines of sight coming out of this may not converge. 
Within this research I do not only combine two research methods but I also use both secondary and primary data. The first part of the research is for the main part based on secondary sources. 

A considerable body of literature has been published on the Canadian record industry, the global record industry and the cultural industries in general. The first part of this research is a literature review of the main literature focusing on the record industry and/or competitiveness. As already seen within the first 3 chapters this review of literature was used to build the theoretical framework and find out which factors may influence the competitive position. 

For this research I have also reviewed findings of the principal reports produced on the Canadian record industry in order to gain a better understanding of the key developments within the industry. These reports provide insight in the main issues that the Canadian record industry faces today. The reports are listed within the references of this research. These reports will be used for the application of the new Diamond model. 

A further part of the secondary data has been collected to provide an economic profile of the Canadian record industry. This data is also used for the application of the new Diamond model. The data collected from the following secondary sources covers the sales of sound recordings and the financial profile of the Canadian record industry. The most important data was formed by the economic profiles provided by the Department of Canadian Heritage, the data included in these reports was mainly sourced from Nielsen Soundscan and Statistics Canada. 

These two sources can be seen as the main sources for the quantitative data concerning the sales of sound recording and industry figures.  

So far the methodology has only focused on the quantitative side of the mixed approach and mainly on the use of secondary data. In order to add more detail to the economic profile provided by the quantitative data I have conducted qualitative interviews with executives of Canadian record companies. The main reason to conduct these interviews is that the executives will offer interpretations of the quantitative data and also opinions and a better understanding of the current situation within the Canadian record industry. The interviews represent of the industry itself. The interviews will also be used in order to either confirm or disclaim the analysis of the quantitative data. The interview questions can be found in Appendix A. 

The main essence was to obtain an amount of at least 5 executive interviews. However due to a low response on the invitation for the interview I was only able to conduct 3 executive interviews. I assume that the reason for the low response is a high work load of executives and following from that a lack of time to participate. Then there is also the fact that recently Nordicity, a policy consulting firm, has also conducted several interviews with executives of Canadian record companies. The low response has it’s consequences for this research as the data gathered from these 3 interviews cannot be used as a representation of the entire Canadian record industry. I have therefore chosen to complement the outcome of the executive interviews with articles involving the opinion of executives within the field. I have also used executive interviews that have been conducted by other researchers, one of the sources used here was Artists House Music. 
5.  Application of the New Diamond model
The previous section described the methodology that has been used to collect the data for this research. In this section I will use the collected data in order to apply the New Diamond model to the Canadian Record Industry. The quantitative and qualitative data will be used in combination, resulting in a mixed methods research. The 8 determinants will form the basis of the structure of this section. The 8 determinants are: factors of production, demand factors, industry structure, organizational structure, the presence of relating and supporting industries, domestic rivalry, technology and law & regulation. 

5.1 Factors of production

The main factors of production in the record industry are labour and capital. The focus in this section will be on these two factors and their deployment within the Canadian record industry.  The competitive advantage of the factors of production can be measured by looking at how effective and efficient these factors are deployed within the Canadian record industry. 
The input of labour within the Canadian record industry can be reflected by labour and employment issues. Between 1997 and 2003 the Canadian record industry managed to increase its employment base by 23% from 2.121 to 2.618 persons. There are indications that in more recent years the industry has fundamentally downsized its labour force (Nordicity, 2004: 48).However the available data only reports until 2003, unfortunately there is no more recent data available. This implies that I have to build upon the data available, which also means I will not be able to say something about the current situation. 
The major labels present within Canada have had large reductions of their workforce. Majors reported that they reduced their staffing levels by 25% or even further. (Nordicity, 2004: 48).
Full-time employment decreased 12% in the period 2000-2003, from 2.591 employees in 2000 to 2.281 in 2003.  The drop in full-time employment was limited to the major labels with revenues greater than $1 million. Companies with revenue under $1 million reported an increase in full-time employment, from 192 in 2000 up to 246 in 2003 (Department of Canadian Heritage, 2006: 16) .
The cutbacks of the major labels in their staffing are a result of the falling revenues. Due to the falling revenues the major labels concentrate on fewer, more successful artists, resulting also in cutbacks of staff. The major labels are less willing to take A&R (Artist and Repertoire investment) risks, meaning that they are less willing to invest in artists, resulting also in cutbacks in A&R. Owing the reduction in A&R of the majors the access to talent has improved for the independent labels (Nordicity Ltd, 2008: 26).  The independent labels also saw an increase in their full-time employment. This in contrast to the major labels. The independent labels have remained consistent and have even managed to grow their revenue in 2006 by 6.6% to $114.8 million. This increase in revenue and full-time employment may be explained by the focus of the  independent labels on their response to the competitive challenges offered by the industry as a result of the new technology (OMDC, 2009: 3). 
This indicates for the competitive position of the Canadian record industry that the major labels seem to be struggling and have therefore cutback their costs in the investment of artist, which are in fact cutbacks in labour costs. Cutbacks in labour costs are the first measure taken when revenue is declining. Thereby these labour costs imply losses for the industry, which could affect the competitive position. 
Capital is the other main factor of production. The access to capital  is a major problem within the Canadian record industry, especially now “Limited access to capital is the major roadblock to growth in sound recording companies (Nordicity, 2004:46)”. Sufficient financial resources are necessary within the record industry in order to be able to invest in artist development, promotion and new innovation. Marketing, promotion, touring, merchandising and the production of CDs all require substantial investment. And due to the new digital technologies that are adopted within the industry there is even a greater need for investment (Nordicity Ltd, 2008:79).
The sound recording activities are generally considered too risky by third-party financial institutions (Nordicity, 2004:46). It is difficult to find private investment, as it is for most content creators in Canada. The falling revenues within the industry and the drop in physical music sales, of which we will see the exact details in the next section, are a further disincentive for investors to put money within an industry that depends on these music sales. This all together makes that these third parties will not jump to invest within the record industry. 
Many companies within the Canadian record industry are in financial survival mode. The internal resources are limited and also vary from project to project. As a result of the difficulty to attract private investment most Canadian companies derive their funds from internal sources or from government support programs. The need for government support programs is largely recognized within the industry. Government support is needed to promote diverse genres, voices and new talent. The smaller labels are in more need of financial support, without many projects cannot be realized. But even larger independents and majors recognize the need for government support programs (Nordicity, 2004:47). There is a good level of government support present in Canada, more details on government support will be provided in section 4.3.8 law & regulation. 

The limited access to capital does not only put many companies within the record industry in a financial survival mode, capital is also one of the entry barriers for new entrants to enter the record industry. Large investments are required within the record industry, which limits the pool of entrants. The entry barriers are an advantage for the incumbents, the dominant firms within the industry, which are the large record companies. On the other hand new entrants within the industry increase competition, which is good for innovation of the industry. The entry barriers to enter the Canadian record industry are crumbling down, which is a result of digitalization. This however does not change the fact that large investments are still required, also to enter the emerging digital market place. 
We may conclude that the access to capital is required for the success of the industry and that there is a lack of private investment within the Canadian record industry, but a good level of government support, which will be further discussed in section 4.3.8. 
5.2 Demand factors 

The demand factors reflect the composition of demand within the Canadian record industry. As said by Porter there are three important characteristics of the demand factors that are significant for gaining competitive advantage: the segment structure of demand, the nature of the buyers and the size of the home market. These characteristics can be found within the consumption of records in Canada, hereby looking at the consumer habits of the Canadians and the market. Sales numbers are also an important indicator in this. 
First of all the consumer market of the record industry in Canada is driven by young Canadians in the age of 15-20 years. This group leads the way on music purchasing and listening over the internet while also keeping up with the purchasing of CDs (Department of Canadian Heritage, 2006:13).
In Canada the urban centers dominate the music sales, 15 metropolitan areas account for more than 70% of the albums sold. The top music market of Canada is Toronto, representing a share of 15.6% of national sales with around 7.8 million units sold in 2004. The second biggest metropolitan market is Montreal with a share of 15.1% and 7.5 million units sold, followed by the next biggest markets Vancouver and Calgary with shares of 8% and 5.2% ( Department of Canadian Heritage, 2005: 10). It is common that the metropolitan areas account for the largest number of music sales, as these areas mostly the highest populated regions within a country, thereby Canada is no exception. The metropolitan areas are spread over the country, located in both the East (Montreal, Toronto) and the West (Vancouver, Calgary). 
Within Canada there seems to be a wide range of tastes, which Randy Lennox, president of Universal Music Canada proposed in an interview as:” Proportionally Canada really embraces certain artists. They are not in one genre. They are all over the map.”  The fact that the artists are all over the map means a segmented structure within the market. 
The segment structure mentioned in this thesis will be mainly based on statistics of the Department of Canadian Heritage of the year 2004. The release of albums by genre tells us something about the available genres within the Canadian record industry and also about the popularity of the genres within the Canadian market based on their share of total releases; the market is demand-driven, which means that the albums released should reflect the consumer preferences. In 2004 2.434 albums by Canadian artists were released, of which the largest share is for the genre Pop/Rock with 51.6%. Followed by Country & Folk with a share of 14,1%, Jazz & Blues with 9,4%, Urban & Dance 8,5% , Other also 8,5%, Classical 4,6% and World Music 3,4% (Department of Canadian Heritage, 2006: 9-10). Pop/Rock can be considered as the main stream genre within the Canadian record industry, this is also the main stream genre within the global market. 
What has been indicated by the responses of the interviews is that the independent Canadian companies seem to have a focus on niche genres, such as classical music, folk, roots and blues. 
This means that there is an audience for these genres present within the Canadian market. 

The independent companies are moving more towards niche genres in order to compete for radio airplay, which is an important promotion channel. Geoff Kulawick, president of Linus Entertainment has explained their recent change in strategy to focus on more niche genres, because  “the opportunities for independents to compete at main stream radio are more limiting today then two years ago”.  

A focus on niche genres can be seen as specialization, where picking upon new styles and genres can be considered as innovation, which will both lead to increasing competition within the industry. 
This brings us to look at an overall view of the Canadian market. The total trade value of recorded music sold in Canada in 2005 was $658.6 million. The trade value fell with 2,6% in 2005 from $676.4 million to $658.6 million (Department of Canadian Heritage, 2006:5).
Canada ranked 6th in the world for music sales in 2005, based on the trade value of sales the Canadian market had a share of 3% within the global market. The United States in comparison had a share of 34%, thereby the world leader within the global market (Department of Canadian Heritage, 2006:5).
This significantly small share indicates that the size of the Canadian home market is small. This follows from the fact that Canada is not highly populated and only has about 33.5 million inhabitants. This in comparison to the United States, which has a large home market with 307 million inhabitants. The small home market forces the Canadian record industry to export their products.
In 2005 the trade value of international exports of sound recordings was $138.9 million (Statistics Canada from table 1, 2007:2).  The main export market is the United States. 

In comparison to the total trade value sold in Canada in 2005 ($658.6 million) the exports only form a small share, thereby drawing the conclusion that the trade value of exports is low. This could indicate that the Canadian record industry does not have a strong focus on exports, which according to Porter based on their small size home market the industry should have. However in order to draw this conclusion we should also consider the strategy of the industry and the government policy, which will be discussed in the next sections of this chapter. 
It is hard to obtain information on global demand. There are no statistics available on the success of Canadian records in other markets. The only information I could find indicated that Canadian artists only hold few positions in the U.S. charts. Which also forces us to look at the share of Canadian artists within the Canadian charts, which shows a similar situation; Canadian artists generally only hold 10 to 15 positions within the top 100 in Canada. Within the Canadian market 80% of all sound recording product sold originates from outside the country, principally the U.S.  (Nordicity, 2004: 28). 
The foreign product available within the Canadian market is in the control of the majors, which are foreign-owned and mostly have their home base within the United States. The majors are thereby largely responsible for the foreign product dominating the charts. Although this explains the high presence of foreign artists within the Canadian charts, the Canadian consumers also seem to have a preference for foreign music. Mainly the English Canadians are more devoted to foreign music then Canadian music. The French Canadians on the other hand are more devoted to Canadian artists ( Nordicity, 2004:2008). The dominance of foreign music within the charts thereby also seems to be a result of consumer preferences, i.e. the nature of demand within Canada.
The demand for physical sound recordings is declining, this is a trend not only in Canada but also within foreign markets.  In 2005 there was a decline in sales of all physical music formats in the Canadian market, the digital track was the only format to show growth (Department of Canadian Heritage, 2006:3). The decline in sales indicates that demand conditions are changing, which can be seen mainly as a result of the availability of digital music, which can be downloaded at the internet for free. The Canadian consumers are among the least willing to pay for music product in the world. This shows us the nature of the buyers within Canada, the Canadian music buyer has a low willingness to pay for music. Canada has also been identified by the Organisation for Economic Co-operation and Development (OECD) as having the highest per capita rate of file sharing (Nordicity, 2008:19). There seems to be a link between the high rate of per capita file sharing and the low willingness to pay of the Canadian consumers.
While there is a strong decline in the numbers of physical sales, the sales numbers of digital music are increasing. In 2005 the digital track format had a total sales of 6.7 million units, which indicates a growing market for digital music within Canada (Department of Canadian Heritage, 2006:3). Although the exact growth cannot be shown; Nielsen SoundScan only began collecting information on the sales of digital music downloads in February 2005. 

Although surveys have indicated a trend that the younger fans, who are the leading consumers within the Canadian music market, are also buying their music online, the free downloading via peer-to-peer networks still thrives in Canada.  As already indicated above Canada has one of the highest per capita rates of file sharing in the world. This is closely related to the advanced digital infrastructure present in Canada, the presence of this can be showed by the availability of high speed internet connections.  In 2005 more than 50% of Canadian households had high speed internet connections (Nordicity, 2008: 19). Digital music is sold online, for which access to the internet is required. The high availability of the high speed internet connections in Canada means that the Canadian consumer has access to digital music on the internet, the internet connections should thereby further stimulate the demand for digital music. 
However increased access to the internet also forms a threat for the industry as this also offers the consumers the possibility of illegal downloading. 
We may conclude based on the increasing sales number of digital music and the trend indicated of younger fans buying music that the Canadian consumers seem to have a strong demand for digital music. However the Canadian consumer does have a low willingness to pay, which is also indicated by the high per capita piracy rate.  The high per capita piracy rate and the low willingness to pay form a problem for the industry to set prices for digital music. 
5.3 Industry structure

The Canadian record industry is a relatively open system of oligopoly. The industry structure is build around a few large multinationals, which are vertically integrated foreign-owned firms. The multinationals are involved in coordinating the production of records and videos, the distribution of products to retailers, signing and promoting artists and also music publishing. The power within the Canadian record industry  is currently in the hands of four major multinational labels, which are the EMI Group, Universal Music Group, Sony/BMG Music and Warner Music Group (Le Blanc, 2006: 4).
The Canadian record industry is dominated by these four large multinational record companies, but also has a strong independent sector composed of small to medium-sized record companies. The majority of Canadian content is released by the Canadian-owned and controlled independent labels. The foreign-controlled record labels generate most part of the sales activity, these large labels earn around 85% of the total industry revenue in Canada. The remainder of the market is shared by the Canadian-owned companies. Currently 20% of the firms (the large labels) within the industry are doing around 80% of the business. This indicates that there is high concentration of power within the industry. For example the market share of Universal Music Canada is nearing 40% in Canada, this percentage was mentioned by the president Randy Lennox in an interview for Artists House Music in May 2006. According to Lennox the embracing of the independent sector is a great contributor to reaching this percentage. The ability to embrace the independent sector is also an indicator of the power that lies in the hands of the majors, thereby also showing the high level of concentration within the industry. 
Even further concentration of the industry is predicted. At the top of the industry there have been mergers, such as quite recent between Sony and BMG who have merged into Sony BMG Music entertainment. Meanwhile even leaders within the field have gone bankrupt and more bankruptcies and take-overs are expected (Nordicity, 2004:47).
Further concentration of the industry is not fruitful for the competition within the industry, as it reduces the number of competitors and thereby increases the power of these competitors. 
The multinationals and Canadian-owned independent record labels operate as two distinct groups within the industry, they both have different strategies. The multinationals provide a mass product that is meant for a mass audience. Their focus is on the mainstream genre. Based on the previous section their focus is on Pop/Rock, which forms the largest segment within the Canadian and global market. The Canadian-owned independent labels tend to concentrate on a limited product or genre. As showed in the previous section the Canadian independent labels have recently changed their strategy in focusing on more niche genres. There are no opportunities for independents to compete at main stream. There are chances to compete with other independents when focusing on niche genres, thereby indicating that the focus on niche genres is fruitful for competition. 

In contrast to the rest of Canada, the French-speaking province Quebec has a more centralized record industry. Within Quebec 75 independent firms record 90% of the province’s domestic artists and the distribution is dominated by the distributor/ retailer Groupe Archambault; Groupe Archambault has a share of 45-60% within the French-speaking market in Quebec (Le Blanc, 2006:4). A separation can be made based on this between English Canada and French

Canada. Canada is a bilingual country, the largest part of Canada is English speaking, but there is also a French-speaking part. This clearly has its effects on the industry in creating a divided industry. The Canadian market is split between two types of audiences, thereby resulting in demand for both English and French language music. The record companies situated in French Canada mainly have a focus on French language music. 
An important development within the Canadian record industry is the emergence of big-box stores in Canada, such as Wal-Mart and Costco. These big-box stores are mass-market retailers who not only sell CD’s but also other media products, such as DVDs and games. The big-box stores now account for approximately 40% of the Canadian markets (Nordicit, 2004:33). Market access has been reduced by the rise of these large mass market retailers. The rise of these large retailers prevents smaller labels from getting adequate shelf-space in stores.

And meanwhile records are also in strong competition with other music-related products such as DVDs and games when it comes to gaining shelf-space within the big-box stores. 
The physical retailers within Canada are struggling, as a result of the decline in physical sales. The big-box stores are the only physical retailers that seem to increase their share within the market, which means losses for other retailers. Thereby impacting the record companies who are dependent on the retailers that are struggling and loosing market share. 
The smaller labels are as a result less able to negotiate deals with large retailers. As Fred Litwin from Northern Blues Music mentioned in the interview the difficulty his company and other independent companies face is “the lack of music stores to sell music.” “More and more retailers are going out of business, and some of the big box movers like Borders are devoting a smaller amount of retail space to music”, says Litwin. 
The retail sales are driven by hits on commercial radio, the top 100 songs can be found in the stores, but it is hard to find recordings by other artists. Recordings that fail to perform are replaced with other recordings. Due to the reduction of shelf space there is a growing competition between labels in order to gain and maintain shelf space for their artists’ recordings. Labels must pay for their shelf space, as well as for promotional space within the stores, thereby dramatically increasing the cost of marketing and promotion of recordings (Nordicity, 2004:33). All this makes it more difficult for especially the independent record companies to gain shelf-space for their music. 
Many independent labels rely on the distribution arms of the major labels, thereby their access to shelf space and the market is dependent on the major labels. For example Nettwerk Records has a deal with Sony BMG, Arts and Crafts with EMI and Paperbag Records with Universal Music ( Nordicity, 2008: 78). These deals do allow the independent record companies to gain shelf space. But the reduction of shelf space also results in a hard time negotiating such terms and deals with the major labels. 

The limited access to shelf-space and the hard time negotiating deals in order to gain shelf space has forced the small labels to explore other ways of generating revenue. The small labels are now investing more in live performances and merchandizing, as this is a fast-growing sector (OMDC, Industry Profile Music, 2009: 6).
Meanwhile the industry structure is also changing as a result of the growing market for digital music. As already mentioned in the previous section the barriers to enter the industry are crumbling down. This has increased the access for new competitors into the market, resulting in more competition within the industry. 

Music distribution using the internet is a new way to gain market access, which not only opens up the industry to new competitors but also allows labels to by-pass the traditional distribution system of retailers and deals with the major labels to access their distribution channel. The internet has now also become a distribution channel, which can be accessed by everyone. 
The digital music industry is thereby an industry to grow, there are currently four providers in Canada, Puretracks, Napster.ca, iTunes.ca and Archambault’s Zik.ca. Together they form the main market for digital music. 

The internet provides direct access to the global market, which also means an easier and cheaper way to reach and sell to an international audience. This indicates that the internet can also be used as a distribution channel for the exports of music. 
It is clear that the industry structure of the Canadian record industry is undergoing some major changes. The internet forms a new distribution channel for music,  which creates the potential for new competitors to enter the market and thereby increases competition. This could affect the dominant position of the major labels within the industry, who significantly suffer from the declining sales. However so far the four major labels have remained their dominant position within the Canadian record industry. On the longer run however the changes within the industry structure might will affect the competitive position of the industry, when the major companies may see their market share decline. The competitive position will be dependent on the success of the Canadian competitors within the digital market place. 
5.4 Organizational structure 
In the previous section on the industry structure we have seen that there are two distinct groups operating within the industry, namely the large foreign-owned multinational companies and the smaller independent Canadian labels. 

The four major multinationals that dominate the music industry seem to have a bureaucratic form, with a clear-cut division of labour and a many layered hierarchy. The small independent labels on the other hand have a more entrepreneurial form, without a many layered hierarchy. This results in the fact that the small independent labels are better at exploring new opportunities, while the large multinationals are better at exploiting commercial potential by following their predictable routines (Peterson, 2004: 316). These are the advantages that both types of companies have within competition following from their organizational structure. 
The differences in the organizational structure also reflect in the reaction of both types of companies on changes. In a response to the declining sales/revenues the large multinationals have responded by operating cutbacks in their A&R costs, which will reduce the risks. Cost reduction does mean that the major labels are still following the same routine, they do not step aside from their routine but only undertake some restrictions needed to maintain their routine. Cutbacks in costs are therefore the most logical response of the major labels, as they rely on stability. The small independent labels on the other hand have responded by looking at new ways to generate revenue, thereby exploring new opportunities. Based on their smaller organization the independent labels are more flexible in their structure and this flexibility allows them to rapidly respond to changes. Thereby they have an adaptive ability, which can be a strength within a highly competitive environment where constant innovation is needed. However it needs to be mentioned for both types of organizations that an excess or a lack of flexibility can lead to instability. Two elements need to be in balance, which are the responsiveness of the organization and the control capacity of management. This shows that managerial capabilities are also important. The flexibility is clearly one of the advantages of the smaller independent labels, which is especially a competitive advantage considering the need to explore new business models as a result of all the changes within the industry. 
As a result of their organizational structure the multinationals also have some significant advantages over the smaller Canadian labels. They control the distribution to most retail outlets, own their national distribution systems, have a broad catalogue, have marketing, promotion and distribution networks worldwide that offer access to foreign markets and thereby they better absorb losses (Le Blanc, 2006: 6). The large multinationals have a large network, which is an advantage in that this gives them control over all parts within the value chain, thereby reducing costs of negotiating contracts, improving the coordination and efficiency of the supply chain, allowing them to invest in highly specialized assets and the wide range of control also sets up entry barriers for potential competitors. These are all advantages that are related to vertical integration. In the end this strategy means that the large multinationals are able to benefit from economies of scale. 
The main challenge for both the large multinationals and the smaller independent record companies is to develop a business model to monetize the distribution of music on the internet. There are many new ways to promote and sell music, which asks for the development of new business models. In the meanwhile it will be harder to sustain traditional business models. This for several reasons that have already been mentioned in the previous section, such as a smaller amount of shelf space, declining physical sales, increasing marketing and promoting budgets etc. 
There are a number of models that have emerged within Canada as potential alternatives to the traditional business model. An example of a model that appears to be successful is the 360 model, which has been introduced by Terry McBride, CEO of Nettwerk Music Group. 

The company was a pioneer, the 360 model is now used by more companies within the Canadian record industry. The “360” model is a model where all sources of revenue of an artist are shared by the label, bringing the management, publishing and recording company all into one company (Hernandez, 2008:1). In this model the company is self-sufficient as McBride explains in an interview for Artists House Music in May 2006. . In this interview McBride also explains that within this new paradigm the music industry should not tell people how to consume, but allow the fans to purchase how, however and what they want. McBride hereby suggests that the buyers should be given more power. This comes out of the fact that the power of buyers is increasing, buyers are becoming more demanding and business models should respond to this. Which is exactly what McBride implies with his model. Although it can be asked if the 360 model does not lay too much power into the hands of the buyer? As the record industry is already strongly dependent on the buyer and the buyers already have a strong position.
Nettwerk Music Group is not the only independent record label that has brought more sources of revenue into one company. According to Lloyd Nishimura, the president of Toronto’s Outside Music, “everyone is trying to create new strategies” (Krewen, 2009). His company expanded into artists management. Geoff Kulawick confirms even that “it’s a necessity” to expand with management or an in-house booking agency or other music-related businesses (Krewen, 2009). His company True North, part of Linus Entertainment, launched a booking agency. Kulawick explains the reasons behind these steps made by the different companies by saying "We're moving from being a record company to becoming a music experience company, and anything that's connected to the music experience that we can monetize, we want to be there." There is also opportunity there as Kulawick says “It's becoming more difficult for developing artists to find booking agents and concert promoters who are willing to take a risk on booking them, so that's where we're stepping in and actively performing that booking/management role for our artists (Krewen, 2009)”. 
According to Nishimura the potential opportunities within the still-evolving digital market are limitless: "There are so many different ways that digital revenue comes in – you get money from streams and single download sales, album download sales – and even though you don't have physical distribution around the world, you can still get digital revenue from around the world (Krewen, 2009)”. Nishimura’s company Outside Music has also expanded with a stake in digital retailer Zunior.com. Buying digital retailers is also a way to expand the company and its revenue. Somerset Entertainment for example purchased Puretracks, and according to the CEO Andy Burgess deals like this will continue (Krewen, 2009).
These emerging business models indicate that there is a wide range of opportunities, of which some already have been successfully developed.  This also indicates that the elements of the ecosystem of the record industry are changing and combining in new ways, which puts stakeholders in new positions along the value chain. This thereby also results in shifts in competitive positions within the industry, but not only the competitive position of the companies within the Canadian record industry are affected, also the competitive positions within the global record industry; the internet has increased and provided easier access to the global market. The new business models create opportunities for the smaller independent labels, which allows them to compete with the large multinationals; the large multinationals are not able to respond as fast to the changes as the smaller independent companies. This gives competitive advantage to the smaller independent companies. The creation of these new innovative business models however does require ready access to capital, one of the factors of production. The limited capital does form an obstacle in developing new business models.
Also limiting the development of new business models is the weak copyright protection within Canada. According to the IFPI Canada has an unfulfilled potential within the digital sector. Where the physical market for Canadian recordings has been around 10% of the US physical market, the digital market of Canada is only around 4% of the size of the US digital market.  Even despite the efforts to grow digital business within Canada and the fact that there have been successes, as mentioned above, the digital market in Canada is still below potential, which is mainly a result of a lack of a modern copyright regime. According to the IFPI this is related to a lack of new entrants in the market, so has Canada failed to launch digital retailers such as MySpace Music, Spotify and Deezer, which are innovative services desired by the Canadian consumers (Sookman, 2010).
Canada has weak and ineffective laws to protect creative products. The IFPI makes it clear that the copyright regime of Canada stands in the way of the potential grow within the digital market, and thereby also stands in the way of new entrants to successfully enter the digital music market.

More on the weaknesses of copyright law in Canada in the section on law and regulation ( 4.3.8)  

We may conclude from this that continuous innovation and adaptation to the emerging digital market place is important for future success within and for the industry (Nordicity, 2008: 29). This does not only account for the factor organizational structure, but applies to all factors within the new Diamond model. 
5.5 The presence of relating and supporting industries

The supplier industries of the record industry can be seen as the industries, who deliver the raw materials needed for production, such as blank CDs and recording equipment. No information can be found on the suppliers of raw materials within the Canadian record industry. 
However I would like to provide some information here on the manufacturing of recordings within the record industry. The Canadian companies have traditionally turned to custom duplicators for the manufacturing of their recordings. But the number of such duplicator firms is declining as a result of digital recording, resulting in only a few companies left. The multinational recording companies either own their own pressing facilities, which are based in Canada, or rely on firms outside Canada (mainly U.S. firms) for the reproduction of recordings. Most recordings released within Canada are manufactured within the United States and imported to Canada (The Encyclopaedia of Music in Canada).
The artists, producers and songwriters can also be seen as part of the supplier industries of the record industry, their talent is one of the main inputs of the record industry. There is a large pool of talent in Canada, which means high competition between talent to be signed by a record company. This gives the record companies negotiating power and is favourable for the companies, as there is a large supply of artists available for them to choose from. 

One of the problems within the Canadian record industry is the flight of talent to the United States and Europe. Many Canadian artists have been attracted by the much larger market of the United States and also of the higher commercial rewards available. Within the major labels there is competition between the U.S. and Canadian divisions for the management rights to Canadian A-list artists. In most cases the artist will decide to switch to the U.S. division. The U.S. record labels tend to have higher promotion budgets, which allows them to invest more in a marketing campaign around a specific artist. However the U.S. labels do have a short-term perspective, when an artists fails to continually produce hit records, he will be dropped by the label (Nordicity, 2004: 42). Within Canada the major labels also tend to have a more short-term focus than for example the independent labels, who commonly have a longer term focus for their artists. 

The record companies can also be considered as suppliers of the retailers. As we have seen when discussing the five competitive forces the retailers have substantial power within the record industry, as they control a large market share within the industry. The record labels are dependent on the retailers to distribute their products. Exclusive agreements between the record companies and retailers are a way to diminish their power. Such agreements are mainly set between the major record companies and the retailers, which are part of the strategy of vertical integration. The independent companies within Canada are not able to close such deals, but have been able to establish distribution arrangements with the majors.  For example the labels Nettwerk Productions, Marquis, Aquarius and Popular are distributed by EMI (Nordicity, 2004:30).
This current structure has been created at the beginning of the 1970s when multinational music firms, mostly originating from the United States, established national distribution organizations within Canada and started to affiliate with Canadian-owned record companies. This was a way for the multinational firms to profit from the success of Canadian artists and their musical styles. The smaller companies with successful artists and musical styles were absorbed by the major multinational companies, and became dependent on their control over the national distribution system. The structure created here means that a small number of foreign owned multinational firms distributes the music of a large number of small Canadian record companies (Straw,2002 :14).
The situation within Canada is different in comparison to other countries as the record industry in Canada has from the start been dominated by foreign-based firms. In Canada the multinational firms have chosen to manufacture and distribute the recordings in Canada, rather than to import foreign produced recordings in finished form from other countries (Encyclopedia of Music in Canada).
The close ties and the strong dependence of the Canadian record companies on the distribution channel owned by the large multinationals are all part of the strategy of vertical integration. Vertical integration is an important characteristic of the international music industry, which involves the increasing control over different stages in the production and distribution process. Vertical integration within the Canadian record industry has led to several mergers between companies that are in different stages of the production process. This also results in the bundling of copyrights and clearly increases the power of the multinationals within the industry. However vertical integration goes beyond the music industry and also increases control over the production and distribution process of different sectors of the media industries.  

The four large foreign-owned multinationals present in the Canadian record industries are owned by media companies that have wider interests in the music industry and entertainment industries. 
There is only one Canadian-owned firm which has also been able to vertically integrate sound recording and other media industry operations, this is the media group Quebecor, situated in Quebec. Quebecor controls the retail chain Archambault Musique. Quebecor has realized a similar degree of vertical integration as the foreign owned majors present in Canada, also controlling a record label (Musicor), a live event management company, radio and television stations (TVA) and print and publishing operations (Quebecor Media)  

(Nordicity, 2004:32).
As we have seen while discussing the new emerging business models, the independent companies also seem to follow strategies of vertical integration in expanding their companies with management or an in-house booking agency or other music-related businesses. Although this resembles the strategies undertaken by the multinationals, this expansion is on a different level then the mergers and take-overs of the large multinationals.  
Within the past decade there has been a wave of media mergers and cross-ownership deals, which has hit the record industry, as it has become part of a complex web of business relationships. The record industry can be seen as the glue that holds the media products together. 
The record industry is often a leading indicator, in that successful adaptations to the digital era will also be useful for the entire creative sector. This is one of the advantages of close relationships with supporting and relating industries according to Porter, short lines in communication will lead to a constant flow of information and thereby resulting in an exchange of ideas and innovations. Although in this case the record industry seems to be the industry chosen for experimentation, mostly because the investments within records are substantially lower than investments in films. This means that this particular competitive advantage lies more in the hands of the other creative industries where the record industry is linked to. This does not mean that the Canadian record industry does not benefit from the close working relationships. 

When forming clusters, which can be defined as interconnected companies situated within the same geographic location, this may help the industry to extend and upgrade their competitive advantage. Within Canada the majority of labels, managers and publishers are located in Ontario, mainly in Toronto. Situated in Ontario are CINRAM, one of the world largest DVD and CD manufacturers, live venue operations such as the Air Canada Centre (Toronto) and the Molson Amphitheatre (Toronto), most of the national collective right societies including CRIA and CIRPA,  several post-secondary music training institutions who deliver the next pool of talent and the four multinational labels are also located in Ontario (Nordicity, 2008:18). All these institutions located near each other optimizes the flow of information between the different companies and thereby makes them quickly aware of new opportunities and also allows rapid responses to these new opportunities, thereby stimulating innovation. The condition for these advantages is however that the institutions work closely together. 

Where the above part has mainly focused on the close ties between the supporting and relating industries and the advantages coming from this, the record industry as part of the entertainment industry is also in competition with the other entertainment industries for the consumer’s time and money. The entertainment market today is extremely fragmented, which makes it difficult for record labels to get the attention and motivation of consumers to buy music (Nordicity, 2004:41). It already has become clear that the record companies have to compete with the other entertainment products for shelf-space within the big-box stores. Although the industry may suffer from losses as a result of increasing sales of DVD’s and video games, the increasing competition with the relating entertainment industries does stimulate the industry to further upgrade and innovate in order to obtain their position within the entertainment market. 
We may conclude from this all that the high level of vertical integration has shaped the industry. Coming out of this is the necessity for the smaller independent record companies to work close together with and obtain agreements with the multinationals in order to gain access to the distribution channels, as the national distribution system is owned by the multinationals. 
It is questionable whether vertical integration is good for competition within the industry. Vertical integration can seriously limit the access of creators to different channels needed to reach a potential audience. As described above it is hard for the smaller independent record companies to gain access to the distribution channels. Healthy creativity within a cultural market requires that all creators have access to distribute their products. Vertical integration thereby limits creativity. 

The current changes within the industry and the new opportunities arising as a result of the change in technology may allow the smaller record companies to bypass the traditional distribution system. This will stimulate creativity and innovation and thereby be good for the competition within the industry. 

5.6 Domestic rivalry
Domestic rivalry pressures firms to improve and innovate, the presence of rivalry forces firms to upgrade their competitive advantages (Porter, 1990:119). Vital to this process of upgrading is new business formation, new competitors emerge that focus on new segments and try new approaches thereby creating more rivalry within the industry.  In this process the other determinants of the New diamond model play an important role. 
Based on the industry structure we know that within the Canadian record industry the power is currently in the hands of the four multinationals, who are equal in size and power. These four companies compete on the same dimension, with a focus on producing for the mass-market, although competition is fierce between the multinationals their market share has remained stable throughout the last decade. The multinationals can thereby take their market share for granted, however now with digitalization this is changing. 
The four large record companies are not the only companies operating within the Canadian record industry. There is also a large number of small independent firms active within the Canadian record industry, and there is extensive competition between these firms. These competitors aim at serving the needs of different customer segments, they do not target the same audience but aim at certain niche genres. Such competition can expand the industry and also support higher average profitability (Porter, 2008:10).
The intensity of rivalry within the Canadian record industry is increasing as a consequence of digitalization. The determinant technology has had major impact on the emergence of new competitors within the industry. As we have seen the barriers to enter the record industry are crumbling down, which allows new competitors to enter the industry. When new business formation is successful this could upgrade the competitive advantage of the industry.  

Recent success within the industry can be found in the novel structure of Maple-Music, a Toronto-base company, which is an example of an independent company adapting the recent changes. Maple Music started as an electronic commerce website, offering compact discs and other music-related products. Maple Music works closely together with major label Universal Music, which has invested in the launch of the label MapleMusic Recordings. Maple Music devotes their investment to finding talent and leaves the manufacturing and distribution to the major label. Universal on the other hand uses MapleMusic to remain involved within the Canadian national music scene. MapleMusic severs as a label for independent Canadian Musicians giving them an Internet portal where they can promote and sell their music, thereby successfully adapting the new technology (Sutherland &Straw, 2007:147-148).
There are more new entrants that have successfully entered the Canadian record industry and who have thereby even created a competitive sector for online music distribution. In 2003 Canada’s first downloading site PureTracks launched, conceived by the Toronto-based Company Moontaxi Media. PureTracks faces competition from other sites that have been launched since, such as Archambault (owned by the media company Quebecor), which launched its own downloading site in 2004. Both downloading sites work together with internet service providers. iTunes has also entered the Canadian market, creating a competitive sector, when it comes to online music distribution. The entrance of these new competitors has clearly increased rivalry, not only within the new sector of online music distribution, but also for the companies focusing on the production and distribution of physical recordings. Thereby stimulating the firms within the industry to innovate and upgrade in order to be able to compete with the new entrants. 
However the number of new competitive entrants within the industry is limited by the weak copyright law in Canada, which limits the development of new business models and thereby also limits the growth of the digital market.  According to the IFPI the lack of copyright regime is related to a lack of new entrants within the market. Canada has failed to launch digital retailers such as MySpace Music, Spotify and Deezer, which are innovative services desired by the Canadian consumers (Sookman, 2010). The lack of copyright regime within Canada makes new entrants such as the digital retailers above rather choose a country with a better copyright regime. Thereby the lack of copyright regime also affects domestic rivalry. 
Major labels have faced pressure in recent years to reduce their signing of Canadian artists to save money. The operations of the major labels are increasingly concentrating on marketing international repertoire. The route to success for a major label is more sufficient through having international and particularly success within the United States (Sutherland & Straw, 2007: 146). Meaning that the competition between the majors within Canada has shifted towards rivalry based on their international success. The majors are increasingly concentrating on international artists.  This also means that the route to success for a Canadian artist is less likely to run through the Canadian branch of a major label, resulting in the fact that Canadian artists have directly signed to labels outside Canada. Investment within successful Canadian artists of the major labels has thereby also moved outside the country. This is encouraging rivalry between the majors and the independent labels. As this shift in focus of the major labels brings opportunities for the Canadian independent labels, who always had to compete with the major labels for Canadian artists. The Canadian independent labels will now play a larger role in the development of Canadian artists (Sutherland&Straw, 2007:146).
This has however not lead to an increasing number of Canadian independent companies present within the industry. The number of Canadian companies even dropped in 2003 from 315 in 2000 to 287 in 2003 (Department of Canadian Heritage, 2005:12). Unfortunately there is now more recent data available. The main new competitors mentioned above have entered the industry since 2003, so these companies are not included within these numbers. Meanwhile the major foreign owned companies also had a drop in the number of companies, from 16 in 2000 to 13 in 2003 (Department of Canadian Heritage, 2005:12). 
To sum up the main aspects of domestic rivalry influencing competitive advantage within the Canadian record industry, first it is hard to determine the level of rivalry based on the two-tier structure within the industry. The smaller independent Canadian record companies clearly have disadvantages in regard of the multinationals, they are strongly dependent on the multinationals and thereby not able to compete with them. Between the independent Canadian record companies there is a good level of competition. Second, rivalry is increasing as a result of digitalization, entry barriers are crumbling down and thereby providing easier access for new competitors to enter the market. As mentioned successful new entrants, mainly in the online music distribution, have entered the industry, thereby increasing competition. 
The last important aspect is that the weak copyright law in Canada limits the new competitors to enter the market and thereby also limits the growth of the digital market, falling behind other countries, which is clearly not good for the competitive position of the Canadian record industry. 

5.7 Technology

In the above sections it has already become clear that as result of the recent change in technology the record industry is facing many challenges. Based on this in my assumption the factor technology forms one of the main factors influencing the competitive position of the Canadian record industry. 
The new technology, MP3 has been developed external to the music industry, it was not at first intended for the compression of music files,  but for interactive television. But the MP3 technology has been introduced in the music industry as it can compress music files, thereby making the files available for downloading. This has offered the record industry new ways of packaging music and selling it to the consumers, such as online sales of music tracks, downloads of ringtones and subscription-based satellite radio services (Sutherland&Straw, 2007:142).
The focus in online music is on the individual song, rather than on the album, which is the case for the selling of physical music. This means that online music frees the consumer to choose the music that interests them. 
There has been an evolution of Web-based technologies, such as high speed, broadband and wireless access, search engines, devices created to play digital music, peer-to-peer software, mobile players and music upload sites. All these technologies have provided the consumers a much wider access to music. Thereby the Canadian record industry is able to step in on the demand conditions of the Canadian consumer. 
As already mentioned in the section on demand factors the Canadians are among the least willing to pay for music product in the world.  In line with this Canada has one of the highest per capita file sharing rates, which has been estimated by the IFPI at 96% (Sookman, 2010). This has also been identified by the Organisation for Economic Co-operation and Development (OECD), providing the following numbers: in 2006 in Canada there were 1.3 billion illegal downloads vs. approximately 20 million legal downloads that year (Nordicity, 2008:19) This high rate of file sharing also points at the weak copyright regime within Canada, which does not have clear measures to undermine digital piracy. 
Meanwhile the market for online music distribution is growing within Canada. The sales numbers of digital music confirm this, the digital sales are increasing. In 2005 the digital track format had a total sales of 6.7 million units (Department of Canadian Heritage, 2006:3). The availability of free music online and the high digital piracy rate within Canada however undermine the growth of the online digital music market. The digital market is not able to offset the large declines in physical sales. The digital market within Canada performs under its potential, which is mainly due to the weak copyright regime. 
In the previous sections of this chapter we have already seen that due to the new digital technologies the barriers to enter the industry have become weaker. New competitors have easier access into the market, resulting in more competition within the industry. The new competitors form a threat for the position of the large multinational labels (Nordicity, 2008:26). Digital download services, such as iTunes and PureTracks are the main new competitors that form this threat. iTunes and PureTracks are examples of new competitors that have successfully entered the market, thereby adapting to the new technology. 
The demand for music within Canada has not decreased as a result of the availability of digital music, but the revenues that were previously captured by the labels (with the largest share for the major labels) are now being hijacked by the new competitors. Some labels have decided to work together with the new competitors. This cooperation is also effective against the use of illegal music. Other labels are targeting niche markets, that are less susceptible to piracy.  These niche markets are either little known or their fans want higher production values or are willing to pay for their music (Nordicity, 2004: 45). One of the labels following this strategy is Linus Entertainment, in the interview Geoff Kulawick, CEO of Linus Entertainment mentioned”.. recent changes in strategies would be we are concentrating on more niche genres. For example children’s music, classical music, folk and roots music.”  
What the above already shows is that as a result of digital technology there are many new ways to promote and sell music. Resulting in both challenges for the record companies but also creating opportunities. According to Nishimura the potential opportunities for companies within the still-evolving digital market are limitless (Krewen, 2009). There are all kinds of opportunities, which as described in the section on organizational structure have formed a challenge to develop new business models for the distribution of digital music. These new models are needed to redress the losses by illegal downloading for the labels; labels need to find ways to take advantage of the digital technologies, in which internet is the main source. 
However as seen in the previous section the weak copyright regime of Canada limits the development of new business models and thereby stands in the way of the potential growth within the digital market. 
Internet has become an important promotion instrument.  Many new artists and smaller labels view the internet as an instrument to gain awareness for their music in broader affinity markets (Nordicity, 2004:45). “The internet has reopened the door for small labels and artistic groups wanting to target niche and regional audiences (Nordicity, 2004:33)”. The internet creates a new opportunity as growing competition makes it more difficult to gain and maintain access to shelf space. The retail sales are driven by hits on commercial radio, in stores it’s easy to find the top 100 hits, but hard to find other recordings. Meanwhile recordings that fail to perform at a certain sales volume are removed and replaced by recordings with higher sales potential (Nordicity, 2004:33). Therefore the internet is a way to by-pass the traditional distribution and retail system. “Music producers and labels are tempted to bypass distributors and retail chains and set up their own distribution via the Web in order to cut costs and access additional revenue streams (Nordicity, 2004:34)”.
The internet is used by a number of players to reach the consumer directly. This includes orders through sites such as iTunes and Puretracks, where single songs and albums can be downloaded by the consumer based on a fee for service. Although the online distribution is very attractive, especially to new artists, so far the online sales have only had a marginal effect on retailing of Canadian sound recording products. However the lack of reliable data on the digital music sales makes it difficult to evaluate the true impact (Nordicity, 2004:35).
An issue that has arisen is the lack of filters for online music, there is no separation between the wheat and the chaff. Within the traditional value chain the filtering of music is done by radio airplay, but online music production lacks such a filtering of music. There is some effective filtering done by recommendation engines on the front pages of the major online vendors such as iTunes and Puretracks. These front pages however are international, meaning that musicians have to compete with other international artists (mainly US artists) for this exposure. On the other hand digital retailers are able to provide access to an unlimited number of acts, as a result of virtual shelf-space (Nordicity, 2008:25). And another advantage of distribution on the internet is that the music is available to a global audience, whereby the internet has created an international distribution channel. 
There is another major downside of internet promotion and distribution, not all music available is of professional quality, the production may have been rushed or pirated (Nordicity, 2004:44). Illegal access to and downloading of music, all brought together under the name of (digital) piracy is a major problem within the Canadian record industry. Digital piracy has been claimed by the industry to be a major cause for the industry losses. The response of the industry to the threats of digital piracy has been in a variety of ways. Most of these measures have already been mentioned in this chapter, such as cost-cutting and revenue-stabilization by the major labels, who now limit the number of artists signed, cut back on  staffing and also have reduced their promotion expenditures. The other response has been in finding new ways to develop business models that monetize the distribution of music on the internet and thereby reduce piracy. Legal action is another part of the industry response, but as already mentioned there is a lack of copyright regime within Canada. This will be further discussed in the next section on Law and regulation. 
It is clear that the factor technology has a strong influence on all other factors within the new Diamond model.  

5.8 Law & regulation 
Copyright law is one of the ground rules within the record industry. Copyright protects original works of authorship, covering not only unauthorized copying but also rights over the distribution of copies, public performances and displays (Landes, 2003: 132). Copyright gives the owner the right to prevent others from restricted acts that are specified in the Copyright Act.  
As already mentioned in the previous section the copyright regime within Canada is weak, thereby digital piracy, the illegal access to and downloading of music is a major issue within the Canadian record industry.
Canada’s copyright regime lags behind many other nations. This was also mentioned by the participants of the interview. All three participants acknowledged that Canada has domestic issues, because the Canadian Copyright Law lags behind. Canada has failed to follow up the WIPO treaties with revisions to the Copyright Act that take into account the new digital distribution systems and platforms. The result of the lack of appropriate policy and legislation is that as showed by the IFPI the digital piracy rate in Canada has been estimated at 96%, which is one of the highest levels in the world (Sookman, 2010). 
The government within Canada has yet failed to adapt new copyright conventions that are required for the production and distribution of digital music. As a result of  the lack of copyright regime the Canadian record industry misses out on foreign investment and new innovative online services that rather choose to launch their service in another country with a higher level of copyright protection. The lack of copyright regime has impacted the level of investment within the digital marketplace. Other reasons, such as the small size of the Canadian market and the proximity of the Canadian market to the established US digital market have also contributed to the lack of investment. The lack of copyright regime and the lack of investment limit the development of new business models, where new business models are now essential for the Canadian record industry.
It is clear that this forms an issue that needs to be addressed. As said by Geoff Kulawick in the interview “ Just we need our own government to take steps to address the issues of piracy and the networks selling our content and not paying the creators and producers”.  The interview participants all agreed that copyright protection for the music industry needs to cover the various digital platforms and channels. Other countries have a higher level of copyright protection, which results in that Canadian artists will miss out on investments and also innovative music services will decide to launch elsewhere, such as in the UK or the United States where copyright regime is better than in Canada (Sookman, 2010).
The Canadian government does see copyright as the key issue for the record industry, which is mostly a result of pressures from the industry itself. The copyright case also fits well in the orientation of the Canadian government towards external trade (Sutherland and Straw, 2007:154).
The Canadian government seems to be moving from a model that was build to protect Canadian culture at home to a new model that is more oriented towards promoting and exporting Canadian culture within the international market (Sutherland and Straw, 2007:153). The Canadian home market is small, as has been indicated in the section on demand factors. This forces Canada’s industries to export, which is important to global competitive advantage. The new Canadian model will stimulate the export of Canadian cultural products, and thereby music, which could increase the global competitive advantage of the Canadian record industry. The data available on exports of sound recordings tells us that in the period 2000-2007 there has been a strong decrease in the trade value of international exports from Canada. However in the last year of this period, 2007, there was a slight increase of 2.52% over the previous year. This could confirm that there is in fact a shift in policy, although this only concerns a slight increase.
There are more policy concerns then copyright only, such as funding programs. The past five years the funding for the Canadian record industry has increased substantially. The Canadian government has enhanced and integrated the programs available for the record industry (Sutherland and Straw, 2007:154). “Federal and provincial agencies and private corporations fund a number of direct and in indirect financial aid programs for the sound recording industry (Nordicity, 2004:36)”. 
In 2001 the Canadian government developed a new Canadian Sound Recording Policy. The main tool of this policy is the Canadian Music Fund, all funding was subsumed under this new program. The principal programs are FACTOR and Musicaction and the MEP program. FACTOR stand for the Foundation to Assist Canadian Talent on Records. FACTOR and Musicaction are both private non-profit foundations that assist Canadian producers to create their recordings and videos (Nordicity, 2004:37). 
The MEP program, Music Entrepreneur Program, supports established Canadian companies that are engaged in the development and promotion of Canadian creators and performers (Nordicity, 2004:38).  These are just 2 examples of programs provided by the Canadian Music Fund. Besides federal funding the larger provinces, such as Quebec, Ontario and BC, also have direct and indirect financial programs for record companies. 

In the eyes of many industry experts funding has been essential to the development of the current business model within the industry. As mentioned in the section on factors of production the access to capital is a major problem within the record industry. And as it is difficult to find private investment, there is the need for the government funding programs. The independent labels are the most dependent on this financial assistance, many small projects cannot be realized with financial support. Assisting the independent labels ensures a greater diversity within the industry (Nordicity, 2004:36).
One of the participants in the interview, Geoff Kulawick CEO of the independent label Linus Entertainment confirms the need for government funding. Linus Entertainment concentrates and invests almost exclusively in Canadian artists, this allows the company to take advantage of the available tax credits and funding subsidies that are available. And this strategy seems to work, this strategy is considered by Geoff Kulawick as one of their main success factors. 

There is a good level of government support within the Canadian record industry. But there are still several challenges for this financial support infrastructure. The government support can be made more effective by adapting to the needs of the industry, particularly considering the impact of digital music on the industry. The industry is changing due to the evolving digital market, some funding programs have hereby become less relevant, programs should be renewed and new funding programs should also be developed (Nordicity, 2008:77).
To sum up the main aspects of this last factor, first there is good level of government support present within Canada. Support programs within the industry are needed as a result of the limited access to capital and the difficulties of attracting private investment. Most of the Canadian independent companies are dependent on the support programs of the Canadian government. The only point of critique is that government support needs to be renewed in order to also include the upcoming digital market. Second the government policy within Canada is shifting towards an orientation more focused on promoting and exporting Canadian culture within the international market.

The final and most important aspect is the weak copyright regime present within Canada, which is far behind other countries, and thereby the industry misses out on foreign investment and new innovative online services that rather choose to launch their service in another country with a higher level of copyright protection. 

6. Conclusion 
As said in the introduction of this thesis it is a difficult time for the record industry, which now faces many challenges but also new opportunities as a result of digitalization. In this thesis I have examined the competitive position of the Canadian record industry and the impact of digitalization on competition. At the start of this research my assumption was that the current competitive position of the Canadian record industry is not very strong and might even be called weak. 

In order to examine the competitive position factors influencing this position needed to be defined. Combining the theories of Porter and Peterson I have defined 8 possible factors that may influence the competitive position of the Canadian record industry, thereby forming the new Diamond model. The 8 factors are: factors of production, demand factors, industry structure, organizational structure, the presence of relating and supporting industries, domestic rivalry, technology and law & regulation. 

These are not all factors influencing the competitive position, creating a model that includes all possible factors is hardly impossible. The factors defined also depend on the perspective used for the research, in this case the competitive position has been looked at from a cultural economic perspective. Although I do realise that the focus may have shifted more towards an economic perspective, which is mainly a result of the large contribution of the economic factors of Porter’s Diamond model. 
One of the main implications of this research has been the goodwill of the industry executives to participate within the interview, which has resulted in a low response. Thereby the findings of these interviews cannot be said to be representative for the entire industry. The purpose of the interviews was to combine the results with the data collected, however due to the low response this was not possible. This has significantly impacted the results of this research, but also unnecessary lengthened the research project. 

One of the strong points of this research is that the new Diamond model created can be used for other research within the creative industries. The model can even be expanded to include more factors, such as for example social factors. 

Examining the competitive position of the Canadian record industry using the new Diamond model has confirmed that the current competitive position of the industry can be considered weak. One of the main factors contributing to this weak position is the factor law and regulation, inherently related to the factor technology. Two factors that Porter had indicated as other influences within his Diamond model, but these two factors appear to be the main factors influencing the competitive position of the Canadian record industry. 

The main indicator of the weak competitive position is the lack of copyright regime within Canada. The government within Canada has yet failed to adapt new copyright conventions that are required for the production and distribution of digital music. The copyright regime present in Canada is far behind other countries and thereby the industry misses out on foreign investment and new innovative online services that rather choose to launch their service in another country with a higher level of copyright protection. The lack of copyright regime has impacted the level of investment within the digital marketplace. Other reasons, such as the small size of the Canadian market and the proximity of the Canadian market to the established US digital market have also contributed to the lack of investment. The lack of copyright regime and the lack of investment limit the development of new business models, where new business models are now essential for the Canadian record industry. The main challenge for both the large multinationals and the smaller independent record companies is to develop new business models in order to adapt to the new technology and new ways available to promote and sell music, now that the traditional business model is becoming weak. The traditional business model is becoming weak as a result of several reasons, which are all in the end an outcome of the influence of technology, such as a smaller amount of shelf space dedicated to music, the declining number of physical sales and increasing marketing and promotion budgets. The lack of copyright regime also means that the digital market within Canada is performing under potential. Although the digital market is growing within Canada, this growth is not enough to offset the losses as a result of the decline in physical sales. 

We may conclude from this that continuous innovation and adaptation to the emerging digital market place is important for the future success of the Canadian record industry and also needed to improve the competitive position of the industry. 

It is clear that the main issue within Canada that needs to be dealt with is the lack of copyright regime. Canada has one of the highest rates of per capita file sharing in the world, the digital piracy rate in Canada has been estimated by the IFPI at 96%. The industry claims that this high digital piracy rate has contributed to the strong decline in physical sales. Whether this is the case is questionable, for example the research of Andersen and Frenzen (2007) did not find evidence that file sharing increases or decreases CD purchases in Canada.  It does seem that the high file sharing rate stands in the way of the growth of the digital market in Canada. There is an advanced digital infrastructure present within Canada, more than 50% of the Canadian households has high speed internet connections. This means a high access to the internet, which stimulates the demand for and access to digital music. But also offers the Canadian consumers the possibility of illegal downloading. 
The competitive position of the record industry can be improved by implementing a set of laws or rules that control copyright within Canada, such as the WIPO treaties, which Canada has failed to adapt. The new Copyright act should take into account the new digital distribution systems and platforms, thereby also protecting the rights of the copyright owners in the new digital market. But the new copyright regime should also allow for users to innovate. Such a copyright framework will reduce uncertainty and thereby encourage the creation of music and also investment within the industry. The creation of new and innovative business models requires ready access to capital, and is thereby strongly dependent on investment. Foreign investment within the digital marketplace will be attracted when a more solid copyright framework has been established within Canada. And this will stimulate the development of new business models and attract new competitors to enter the Canadian market. Thereby creating a more competitive and stronger digital marketplace. 

However the implementation of new copyright law will not itself alter the behaviour of illegal downloading. The Canadian consumers are among the less willing to pay for music within the world and this will not change as a result of new copyright law.  It is therefore also important that the Canadian consumers are offered products that correspond to their preferences. The availability of music on the internet allows consumers to choose the music that interests them and also allows them to manipulate music and customize their collections. The challenge for the Canadian record industry is to find the best way to distribute and promote music online which meets the preferences of the Canadian consumer. This thesis has mentioned some models that have already been developed within the Canadian record industry, such as the 360 model of Nettwerk Music Group. The success of these models is difficult to measure and also questionable as the digital market within Canada is performing below potential, although this is mainly a result of the lack of copyright regime.  The success of the new business models and also their ability to reach an international audience certainly is an interesting subject for further research. 
Appendix A: Interview questions
Questionnaire

Thank you in advance for your time to answer these questions for the research.

Please write your answers in the blanks in this document. 

Kindly send your answers to stephaniemenger@hotmail.com 

In case you are willing to participate in this research but don’t have the time to answer all questions, please answer questions 1,2,7 and 8. Your opinion and answers are very important for this research. 

Questions: 

1. How would you describe the position of the company within the Canadian industry? 

2. What are the main success factors of the company?

3. What kind of difficulties faces the company in this digital era when it comes to marketing/ selling music? 

4. Are there Canadian artists signed with the company, what is the policy? 

5. What is the main strategy of the company, have there been any recent changes in the strategy? 

6. What is the size of the company, have there been any recent changes in size?

7. Would you consider the position of your company within the Canadian industry as a strong competitive position? 

8. What is according to you the position of the Canadian record industry within the international market? Is the competitive position of the Canadian record industry strong? 

Appendix B: Financial data
Table 1. Profile of Canadian-Controlled Recording Companies
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Table 2. Profile of Foreign-Controlled Recording Companies
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Table 3. Trade Revenues of Recordings in Canada
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Table 4. Sales of Recordings in Canada 
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Table 5. Retail Recorded Music Sales Ranking by Trade Value 
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Table 6. Market Share of Canadian Artists Sales in Canada 
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Table 7.  Album Sales in Canada by Artist Nationality 
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Table 8. Canadian Record Label Operating Revenues by Region 
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Appendix C: Export numbers Canada
Table 1.  Exports (international) from Canada

 2000 
2001
 2002 
 2003
 2004 
2005 
2006 
2007

thousands of dollars / $ current

Sound recording and music

publishing

Sound recordings
 144,185 
176,238
 152,783
 154,879
 145,040
 138,991
 122,817 
125,903
Printed music
 339 
463 
387
 189 
112
 200
 210 
381

Subtotal 

 144,525 
176,701 
153,169 
 155,069 
145,152 
139,191 
123,027 
126,284 

(Statistics Canada from table 1, 2007:2)

Table 2. Imports (international) to Canada

 2000 
2001
 2002 
 2003
 2004 
2005 
2006 
2007

thousands of dollars / $ current

Sound recording and music

publishing

Sound recordings 
120,296 
120,692 
123,607 
128,710 
137,043 
148,385 
131,584 
136,773
Printed music 
16,913 
16,639 
17,196 
15,813 
15,432 
15,121 
13,951 
11,887

Subtotal 

137,209 
137,331 
140,802 
144,523 
152,475 
163,506 
145,534 
148,660
(Statistics Canada from table 1, 2007:2) 
Table 3. Exports with United States
2000 
2001
 2002 
 2003
 2004 
2005 
2006 
2007

thousands of dollars / $ current
Sound recording and music

publishing

Sound recordings
131,896
157,317 
142,766
131,158 
124,463 
126,828 
106,432 
122,698
Printed music 
325
 463
 377 
113
 40 
121 
187
 355

Subtotal 

132,222 
157,780 
143,143 
131,270 
124,503 
126,949 
106,619 
123,053
(Statistics Canada from table 2, 2007:3)

Table 4. Imports  from the United States 

2000 
2001
 2002 
 2003
 2004 
2005 
2006 
2007

thousands of dollars / $ current

Sound recording and music

publishing

Sound recordings 
82,557 
84,302 
84,242 
89,239 
89,040 
98,196 
96,227
 96,900
Printed music 
16,057 
15,721 
16,372 
14,762 
14,609 
14,372 
13,327 
11,329

Subtotal 

98,614 
100,023 
100,615 
104,001 
103,649 
112,568
109,554 
108,229
(Statistics Canada from table 1, 2007:3) 

Table 5. Exports with United Kingdom

2000 
2001
 2002 
 2003
 2004 
2005 
2006 
2007

thousands of dollars / $ current

Sound recording and music publishing

Sound recordings 
1,471 
661 
658 
1,890 
1,694 
2,298 
4,079 
1,086
Printed music 
0 
0 
0 
13 
11 
9 
0 
0

Subtotal 

1,471 
661 
658 
1,903 
1,704 
2,307 
4,079 
1,086

(Statistics Canada from table 5, 2007: 6) 

Table 6. Exports with France

2000 
2001
 2002 
 2003
 2004 
2005 
2006 
2007

thousands of dollars / $ current

Sound recording and music publishing

Sound recordings 
265 
442 
708 
718 
1,250 
1,120 
1,043 
806
Printed music 
9
 0
 0 
8
 2
 0 
0 
5

Subtotal 

274 
442 
708 
726 
1,252 
1,120 
1,043 
811
(Statistics Canada from table 4, 2007:5)

Table 7. Exports with China

2000 
2001
 2002 
 2003
 2004 
2005 
2006 
2007

thousands of dollars / $ current
Sound recording and music publishing

Sound recordings 
210
 95 
251 
1,549 
196 
37 
1,516 
598
Printed music 
6 
 0 
0 
4 
16 
21 
4 
9

Subtotal 

215 
95 
251 
1,553 
212 
58 
1,520 
607
(Statistics Canada from table 3, 2007: 4)

References

Aggestam, Maria. 2002. Art-entrepreneurship in the Scandinavian Music Industry

Alexander, Peter. 1994. New Technology and Market Structure:

Evidence from the Music Recording Industry. Journal of Cultural Economics. Volume 18. 113-123 
Andersen, Birgitte & Kozul- Wright, Zeljka & Kozul-Wright, Richard. 2000. Copyrights, competition and development: The case of the Music industry. UNCTAD discussion papers. No. 145 
Bishop, Jack. 2005. Concentrations of Power and Property in the Music Industry. Source: Popular music and society 
Burnett, Robert. 1996. The Global Jukebox, the international music industry

Burnett, Robert. 2001. Global strategies and local markets: Explaining Swedish music export success. 

Caves, Richard. 2000. Creative industries, Contracts between Art and Commerce. Harvard University Press. Cambridge, Massachusetts 
Clancy et all. 2001. ‘Industry clusters in Ireland: An application of Porter’s model of national competitive advantage to three sectors’ . European planning studies. Jan. Vol.9. Issue 1. p.7- 28 
DCMI. 1998. ?? 

Department of Canadian Heritage . 2001. New policy directions for Canadian sound recording 
Department of Canadian Heritage. 2005. The Canadian Music Industry, 2005 Economic profile. Minister of Public Works and Government Services, 2006
Department of Canadian Heritage. 2006. The Canadian Music Industry, 2006 Economic profile. Minister of Public Works and Government Services, 2006
DiMaggio P, Powell WW. 1991. The New Institutionalism in Organizational Analysis. Chicago

Einarsson, Agust. ?? . The economic impact of the Icelandic Music Industry – Structure and Management 

Flew, Terry. 2002. Beyond ad hocery: Defining Creative Industries. Queensland University of Technology
Florida, Richard. 2002. The rise of the Creative Class. New York: Perseus Book Group 

Galloway, Susan and Dunlop, Stewart. 2007. A critique of definitions of the cultural and creative industries in public policy. International Journal of Cultural Policy. Vol. 13 No 1. 17 - 31

Henry, Colette. 2002. Introduction, Entrepreneurship in the creative industries 

Hernandez, Ivonne. 2008. Terry McBride: A Music Industry Visionary. 5th of December 2008 (http://www.thembj.org/) 

Hyatt, Douglas. 2008. An overview of the Financial Impact of the Canadian Music Industry
Krewen, Nick. 2009. Canada's record companies branch out Loss of markets, retailers means dancing to a new beat. The Star. Toronto. 30 November 2009 
Le Blanc, Larry. 2006. The music distribution industry in Canada 2006. Prepared for the Canadian Association of Broadcasters 
Leadbeater, Charles. 1999. Living on Thin Air: The New Economy. Viking. London

Negus, Keith. 1992. Producing POP, culture and conflict in the popular music industry

Nordicity Group Ltd. 2004. Profile of the sound recording industry in Canada. September 30, 2004  

Nordicity Group Ltd. 2008. A strategic study for the Music Industry in Canada. 

September 12, 2008 
Ontario Media Development Corporation (OMDC). 2009. Industry Profile Music 

Peterson, Richard A. 2001. Globalization and communalization of music in the production perspective

Peterson, Richard A. & Anand, N. 2004. ‘The production of culture perspective’. Annual Reviews Sociology. Vol.30. pp. 311-334 

Porter, Michael E. 1990. The competitive advantage of nations

Porter, Michael E. 1991. Canada at the crossroads. The reality of a new competitive environment 

Porter, Michael E.  1998. ‘Clusters and the New Economics of Competition’. Harvard Business Review. Nov/Dec. Vol. 76. Issue 6. pp. 77-91.

Porter, Michael E. 2008. ‘The Five Competitive Forces That Shape Strategy’. Harvard Business Review. January 2008 

Rothenbuhler, Eric W. & McCourt, Tom. 2004. ‘ The economics of the Recording industry’, Media Economics, theory and practice, by Alexander et al.
Sookman, Barry. 2010. Canada called out for weak copyright laws by IFPI and at the Heritage Committee. April 30th www.barrysookman.com 

Sutherland, Richard & Straw, Will. 2007. The Canadian music industry at crossroads. 144- 165 
Straw, Will. 2002  ‘L’industrique du disque au Québec’ ( English version) In Denise Lemieux, ed. Traité de la Culture. Québec: Presses de l’Université Laval, 2002.
Throsby, David. 2002. The music industry in the new millennium: Global and Local perspectives. UNESCO, Paris. October 2002 

Towse, Ruth. 2002. Copyright and Cultural Policy for the Creative Industries. 
Towse, Ruth. 2003. Chapter 20 Cultural Industries, A Handbook of Cultural economics by Ruth Towse. Edward Elgar Publishing 

Tschmuck, Peter. 2003. How Creative Are the Creative Industries? A Case of the Music Industry. The Journal of Arts Management, Law and Society. Vol. 33 No. 2 127- 141

Websites consulted

Artists House Music, videos of interviews with industry experts: www.artistshousemusic.org
Canada Council for the Arts: www.canadacouncil.ca 
Canadian Independent Record Production Association (CIRPA): www.cirpa.ca 
Canadian Recording Industry Association (CRIA): www.cria.ca 
Department of Canadian Heritage (PCH): www.pch.gc.ca 
Foundation to Assist Canadian Talent on Records (FACTOR): www.factor.ca 
Michael Geist: www.michaelgeist.ca 

Ontario Media Development Corporation (OMDC): www.omdc.on.ca 

Recording Industry Association of America (RIAA): www.riaa.com
International Federation of the Phonographic Industries: www.ifpi.org
Sound Scan: Annual sales data on the sound recording industry: www.soundscan.com
The Encyclopedia of Music in Canada http://www.thecanadianencyclopedia.com/index.cfm?PgNm=TCE&Params=U1ARTU0002515
[image: image10][image: image11][image: image12]
























Technology





Domestic rivalry








Relating and supporting industries





Production


factors





Demand 


factors





Industry


structure





Organizational structure





Law and regulation











PAGE  
1

