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1. Introduction

Music has been an essential element in the lives of human beings. 
Its presence in individual communities, societies, and occasions 
has been a significant source of joy, interaction, and a piece of art 

that creates a sense of belonging to all people that associate themselves with 
a particular genre or type of music. The art of music evolved over the years; 
from age to age and generation to generation, the music sector has changed 
with the current technology and socio-economic framework of the society at 
the time. The evolution of the music industry gradually improved through the 
adoption of various techniques to communicate to the users of members of the 
public. These include the use of phonographs, vinyl, record cassettes, compact 
discs. The above existed during an inferior technological era; however, novel 
music transmission methods have evolved, such as the MP3, internet radio, and 
finally, since the prevalence of the internet in the world, music streaming has 
become the critical source for millions and millions of individuals globally. 
Music streaming has become the novel approach for transmission of music from 
the 20th century, and currently, it is the largest source of music for the majority 
of the world population. 

The first music streaming platforms began in the year 1993 through the 
inception of the Internet Underground Music Archive (IUMA). It was majorly 
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geared towards the upcoming artists and the independent artists to share their 
music to millions across the world (Barker, 2018). The platform gave them a 
window of active interaction with the members of the public and their fans. The 
IUMA had different forms of roles to play as recording and publishing of music 
at the moment was rather costly for small and upcoming artists; hence a remedy 
was established to help in allowing them to share their music with the public 
and build their careers and portfolios.  The primary reason for the IUMA was to 
assist in establishing a platform to share music and distribution of music content 
in an informal context rather than through the use of record companies (Barker, 
2018). This entailed the use of free URLs and a unique webpage that allowed 
the majority of the upcoming musicians and artists to make their music available 
for people throughout the world. This helped their music to be downloadable 
and also in the format of internet radio hence allowing the public to be able to 
listen to the music adequately and at their convenience. The system was also 
very beneficial for the various musicians that had inadequate capital to record 
their music on recording stations and vouched to use the bands provided by 
the platform (Barker, 2018). This platform provided bands for the upcoming 
artists allowing them to upload their music at no cost at all. Therefore, it became 
remarkably useful and essential for the novel musicians to upload their music 
and have an opportunity to share their music with the rest of the world. In 
the year 1999, the music streaming industry took a progressive step. It began 
developing new music websites that allowed millions of musicians to share their 
music with the rest of the world. 

The conception of the Napster website became a burning sensation for 
young Americans, especially college students, as they were able to share music 
at no additional cost. The Napster website was tied to numerous benefits, such 
as being able to download videos for free. Still, the site gave exclusive access 
to classified and live versions of their favorite musicians’ hits. Also, some cuts 
that were made on some music videos of mp3 files were readily available for 
the audience to interact with and have access to them conveniently (Barker, 
2018). It also gave them the chance to watch and listen to the demo versions 
made by numerous artists. The Napster website was created in the year 1999 
by two teenagers to help in ensuring that the younger generation would have an 
opportunity to access thousands of music files at their convenience, and this led 
to the development of the music streaming industry in the music sector. Music 
streaming entails the transmission or relaying of audio or video files from the 
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server to the client. Through music streaming, the music that clients have access 
is stored in an undisclosed database where the clients go and download and have 
the privilege to listen to their favorite musicians. Music streaming has developed 
tremendously since its conception in the late 20th century (Barker, 2018). This 
has resulted in the development of various music streaming websites that allow 
millions to access their favorite music and also have an opportunity to access 
a wide array of multiple music genres and from numerous musicians. During 
the 20th century, the music streaming industry proved to be very lucrative even 
though the record labels had a stronghold of the music industry.

2. Improvements of the Music Streaming Service

During the early 20th century, big companies such as Sony Entertainment 
possessed a significant market share in the music industry. They would pay a 
fraction of the profit margins as royalties to the music artists. The traditional 
and conventional management structures within the music industry maintained 
a firm grip of the market until the year 1999, when two teenagers began the 
Napster platform (Datta et al., 2017). The Napster platform focused on peer 
to peer sharing of Mp3 files among individuals who increased relations and 
diffusion of music content in the market. However, not long after its conception 
due to poor management and illiquidity, the company collapsed, and the new 
unconventional music industry was questioned dramatically because the Napster 
platform did not last long. However, since then, there has been an evolution in 
the music industry and primarily through the adoption of online music streaming 
services (Datta et al., 2017). Due to the advent of technology and the internet, 
physical forms of music such as cassettes and vinyl were rendered obsolete, 
and the digital era began with the incorporation of technology in the music 
industry with the aim of increased diffusion of music in the untapped market. 
This has significantly affected the direction of the music industry, and currently, 
the online music streaming services have become the most lucrative music 
platform in the entire music industry. However, there are some improvements 
and advancements implemented over time that has led to the success of the 
online music streaming music industry (Datta et al., 2017). As compared to the 
past traditional music forms, the iPods brought a sense of convenience, which 
has resulted in high levels of customer satisfaction. Through the iPods, the users 
were able to copy their music from compact discs and into the iPods. However, 
in past times, people had to purchase a cassette or Compact Disc to listen to a 
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song, which resulted in increased costs and spending resulting in inconvenience 
and huge expenses (Datta et al., 2017).

The online streaming services have greatly improved over the years, and 
another critical phenomenon is the personalized consumer attention which has 
been implemented through the use of the streaming services. This is seen in 
online services such as the Pandora radio stations, whereas a consumer would 
only select the convenient songs that he or she wanted to listen to. This up-close 
personalized attention has significantly generated income from users due to 
increased customer satisfaction from the users. Compact discs and cassettes 
were composed of collective albums hence one had to fast forward or skip some 
music to have access to their desired song, but this is not the case in online 
streaming as the consumers build their music portfolio and mix hence time 
practical and also leads to excellent customer satisfaction leading to increased 
sales which give more revenue to the online companies.

The value proposition of the online streaming service is relatively high, 
and this is seen by the need for the streaming services to understand the needs 
and wants of the consumers. This is clearly defined by the Last. Fm platform that 
had a built-in music recommendation algorithm that focuses on collecting and 
interpreting data from the consumer’s device and provides the consumer with 
music recommendations based on the tastes and preferences of the clients. The 
algorithm built portfolios and profiles of the consumers, which resulted in the 
convenience of the consumers to choose from the vast array of music from the 
recommendations made by the music platform. The level of autonomy provided by 
online streaming services is among the key factors that have helped in propelling 
the music industry to another level. Autonomy has benefited the consumers to 
have a wide selection of music files that they did not even hear about, which 
exposed the consumers to new music files that they have not heard ever before. 
Through the sophisticated level of autonomy based on the client’s tastes and 
preferences, the music subscribers were provided with daily updates of all the 
new music videos and audio files. Hence increased their level of commitment and 
consequently, their customer satisfaction level of the music lovers. 

The online music services also provided a platform for the development 
of independent artists. This includes online streaming services such as the 
Bandcamp, which gave the platform for all the independent artists to be able to 
share their music with other members of the society. Bandcamp is among the 
music streaming services which have focused on establishing the independent 
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artists in the market. Therefore, online streaming services have provided an 
ambient platform in developing new artists in the market and nurturing their 
talents and skills. Compared to traditional music platforms, online music 
streaming services have created growth in the music sector and also provided 
room for increasing ability in the market. Significant improvements have been 
established through online streaming services since they have been geared 
towards developing convenience and integration with other mobile devices such 
as smartphones and also the creation of mobile applications, which make the 
services much accessible to all consumers and buyers. For example, Spotify 
developed the Appfinder, which gave room for integration with android devices 
and Apple phones; hence this made the streaming services accessible to all 
the consumers within the market. The Appfinder allowed all the subscribers to 
have access to all information located within the Spotify website. The online 
streaming services have majorly been based on optimization of the dynamic 
competencies within the organization and ensuring that the business models 
employed have led to increased profit margins and increased subscriptions in 
the consumer markets. Therefore, the level of autonomy, convenience, full 
accessibility has contributed significantly to the growth and prevalence of 
online music streaming services in the world. Consumers have the opportunity 
to access millions of music videos and audio files on one platform rather than 
purchasing millions of cassettes or compact discs, which led to overcrowding in 
the house. At the convenience of the phone or laptop gives access for consumers 
to tons of music. Platforms such as SoundCloud enhanced interactions and also 
the sharing of music, which improved communication and interactions within 
music lovers. Therefore, cordial relations have been established through the use 
of online music streaming industry and has also become a reliable source of 
income for the artists and the online streaming companies. 

3. Evolution of Online Music Streaming from 2000-2020

The music streaming service has become a significant phenomenon in the 21st 
century. Through the prevalence of the internet and stable implications of the 
internet and much-improved technology, the music streaming industry has grown 
significantly, and since the year 2000. There have been significant enhancements 
and improvements that have led to the growth of the music sector after the collapse 
of Napster, which incorporated a peer to peer sharing framework allowing all 
college students and peers to share music files among each other in the form 
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of Mp3 files (Lee et al., 2016). Various companies joined the music streaming 
services, which have led to the growth and elevation of the music streaming 
industry to become the most preferred industry within the music sector. After 
the Napster peer to peer sharing company collapsed., the iPod was introduced in 
the market. Steve Jobs was the pioneer of the iPod, and this was launched in the 
year 2001 on 23rd October (Lee et al., 2016). This was the most innovative and 
compatible Mac product in the market. Its compatibility allowed the Mac OS. It 
was small and therefore became very popular in the market. Due to the size of 
the iPod, it became the leading portable source of entertainment for numerous 
Americans in society. Some of the advantages include that people were able to 
feed music from the compact discs to their iPods; hence this made it convenient 
for the users to copy music files from the compact discs (Lee et al., 2016).

3.1.	 Last	F.	M

In the year 2002, the company Last. Fm was launched in the United Kingdom in 
January. This music streaming industry was majorly geared towards the favorite 
music of the individuals. It was constituted of receptive social features, plus they 
showcase the recommendations of music for individuals in terms of the users. 
The users’ favorite music was narrowed down and recommendations put in terms 
of the specifications and preferences of the users, due to its unique algorithm 
that was founded on music recommendation known as the audioscrobbler that 
focused on the profile of the users and then selected the recommended music 
files to the individual user. Through the audioscrobbler, the patterns of the user 
were developed based on the information collected, and their profiles were 
built in terms of the tastes and preferences of music. Enhanced connectivity 
between data from the user and the database focused on ensuring that all the 
personal information is recorded to the company’s database. This was collected 
through devices used by users and their data via directly outsourced through 
the music files downloaded from the computer and also via plugins, which 
aided the organization to collect the necessary data from the user to help build 
personalized recommendations to listen to.

3.2.	 iTunes

Apple started the iTunes store in April 2003. Since at the moment, most of the 
users within the music streaming industry were able to quickly transfer music 
files from the online stores to the compact discs and finally to the iPods. Hence, 
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this played a significant role in the development of the iTunes store, which was a 
virtual store that allowed consumers to have access to have a wide array of music 
catalog for a relatively small fee. This allowed people that owned iPods as they 
were able to access numerous songs to their iPods, plus people could download 
multiple music files to various iPods. This also allowed Mac users and iPods 
to have an endless supply of music. The iTunes stores allowed the consumers 
to purchase music files at meager rates; however, there was no subscription fee 
charged during the period. This helped in increasing their consumer base and 
increased its sales of iPods.

3.3.	 Pandora	Internet	Radio

Pandora Internet radio was launched in the year 2005 and brought out a new 
twist for the users to have much individualized and personalized attention. The 
online radio station focused on providing a personalized experience for music 
lovers as they could have access to only the music that befits their tastes and 
preferences. Pandora also offered a much-integrated music streaming service; 
however, there were no free services or product offerings provided within the 
online radio station. Hence, later on, the business model of the station changed 
drastically and developed into a streaming website that offered free content to 
their consumers, which was always accompanied with tons of advertisements. 
Therefore, this gave users a strong sense of control in terms of the selection 
of music genres that they wanted to listen to. Hence, all one could do is to 
tune the online radio station in terms of the preferred taste and have access 
to unlimited content in that genre. The Pandora radio station was among the 
first music streaming services that focused on establishing a much determined 
personal experience for each consumer. Therefore, the online radio stations 
were channeled to help the users to only listen to what ignited satisfaction 
from within. Thus, the Pandora online radio station provided a personalized 
experience in music selection.

3.4.	 SoundCloud

The SoundCloud was launched in the year 2007. The Soundcloud was derived 
from providing music lovers the opportunity to share their music with the 
rest of the world. The structure of the SoundCloud was compared to that of 
YouTube in terms of video, in which various users upload videos allowing 
others to watch them online. Therefore, the SoundCloud application provided 
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access to many music lovers to share their favorite music files. Additionally, 
the SoundCloud allowed independent artists to share their masterpieces 
globally. Hence, it was a platform for advertising and the nurturing for small 
and upcoming music artists in the market. Therefore, the Soundcloud platform 
grew significantly, and many music lovers and artists took this opportunity to 
share their music with the rest of the world. Consequently, many musicians 
gained recognition through the SoundCloud platform. The sound sharing 
platform was a source of comfort for music lovers and musicians as they had 
an opportunity to appreciate music from other musicians and also share with 
millions of fans throughout the world.

3.5.	 Amazon	Music	Unlimited

The Amazon Music Unlimited was launched in the year 2007, which allows 
giving access to a wide range of media platforms such as Android, iOS, and the 
web platform. The music streaming service focuses on various advantages such 
as the Alexa integration, discounts for their consumers and also has a beautiful 
and nerve cracking music collection. 

3.6.	 Spotify

Spotify was developed in the year 2008 in Sweden. The company has significantly 
grown as is currently the leading music streaming service in the world. The 
company commenced with contesting against the licensing and copyright laws 
and ensuring a well-streamlined legal compliance structure hence giving them 
access to millions of songs during their premiere in the year 2008 (Naveed et al., 
2017). Therefore, during its premiere, Spotify had over ten million songs on its 
database, giving the users a wide array of music files to choose from, and hence 
the consumer base grew exponentially. The company employed a freemium 
business model to help in attracting more and more subscribers to their music 
streaming service (Naveed et al., 2017). The Freemium business model gave 
free users access to content within site for a particular time frame. Therefore, 
the main aim of the Freemium business model to help in converting free users to 
premium users of the paid packages.

Thus, the company strongly believed that the model would help in translating 
the free users to premium paying members over a small time frame. Therefore, 
this would lead to the generation of large profit margins for the company. Spotify 
utilized the digital. Rights management(DRM) which allowed the company to 
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protect the content that was derived from the record labels. However, Spotify 
has been unable to make sustainable profit margins despite its massive consumer 
base. This is because of the incremental costs that are associated with free users 
within site. The majority of free users do not pay for premium services, and this 
is due to sharing platforms such as Soundcloud, etc. Therefore, these are huge 
losses which are incurred by the company. This is because, for every music 
video watched by free users, this shall lead to the payment of licensing fees 
to the record labels (Naveed et al., 2017). Hence the company records some 
losses expected to be paid by the premiums collected from paid subscriptions 
for premium packages. Therefore, the profit margins of Spotify are calculated 
through the difference between the payments for music subscriptions and the 
payment made to the record labeling companies.  Hence the company needs 
to improve its pricing model and revenue model to help in ensuring that there 
are high and sustainable profit margins for the organization. Spotify needs to 
implement a streamlined revenue model that shall help the company to ensure 
sustainability in terms of profitability and revenue margins (Naveed et al., 2017). 
Through the business model, Spotify shall have to enhance its conversion rate 
to make a large percentage of free users to become paying subscribers. Hence, 
the organization needs to implement a much-integrated revenue model, which 
shall help to ensure there is an increased revenue collection for the corporation 
(Naveed et al., 2017).

3.7.	 Tidal

Tidal was launched in the year 2014 in Norway by a company known Aspiro that 
focuses on the provision of audio music to their clients. Their major strengths 
are high quality and also provides exclusive content that is not readily available 
to other streaming services (Vnoučková, 2018). This focuses on paying services 
as there are no free services offered within the streaming platform. 

3.8.	 Apple	Music

Apple Music is the Apple streaming music service that was launched in the year 
2015. The company employed the model just as the existing music streaming 
services and allowed all music lovers to access the music of their choice and 
increase its revenue basket to ensure growth and sustainability. There are more 
innovative technologies employed by Apple Music streaming service but just 
the contemporary model of other existing streaming services. 
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3.9.	 YouTube	Music

YouTube Music was established on 12th November 2015. This led to 
the development of free versions for free users and the administration of 
advertisements allowing them to access free content on their websites. The music 
streaming service provides an excellent integration with Google applications 
and versions. 

The music industry has developed exponentially, especially during the 
20th and 21st centuries. Since the conception of Napster, the music industry has 
become one of the most lucrative markets in the world. This is because of the 
onset in advanced technology, which has led to wireless communication devices 
such as cellphones, laptops, etc., and this has paved the way for the music 
streaming industry to grow substantially and become lucrative for the futuristic 
time (Barker, 2019). The music industry has grown exceptionally primarily for 
music streaming. For example, in the year 2016, the music market grew by a 
whopping margin of 6%, which is among the most substantial margins ever 
registered globally and since the commercialization of the music industry to 
ensure a broad reach of music to subscribers across the globe. In the same year 
2016, the profit margins and sales revenues from the music industry were at a 
whopping $16 Billion signifying how much of a cash cow the music streaming 
industry is and its futuristic implications for growing and becoming a lucrative 
market for future entrants in the market to venture into (Barker, 2019). However, 
despite the large profit margins and revenue generated, there has been the 
inadequacy of an appropriate and candid business model which is sustainable 
for the growth and profitability of the music streaming industry. 

During the commercialization of music in the past, the only source of 
music was for the consumers and fans to visit the stores and purchase songs 
from them. The music was processed in physical formats such as vinyl albums, 
cassettes, and compact discs (Barker, 2019). However, there has been an 
exponential growth during the end of the 20th century which was generated 
through websites such as the Napster, which was geared towards peer to peer 
sharing of music files from one consumer to another, and this grew remarkably 
contributing to the uprising of the music streaming industry. In the past, the 
business models for the music giants were majorly geared towards ownership 
of music. The ownership of the music business model is focused on making 
physical sales, which are consisted of music placed in physical formats such as 
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compact discs and cassettes (Vnoučková, 2018). However, the music industry 
has changed drastically due to the advancements in the technology world. These 
include mobile payment, smartphones, and wireless telecommunications, which 
have enhanced interactions and convenience is accessing music files in the form 
of songs and videos through the convenience of smartphones, computers, or 
laptops. Profitability is a crucial reason for the development of business models. 
The music streaming industry has been challenging, and therefore there is a 
need for sustainable business models to help in ensuring an increased consumer 
niche and well-paying subscribers for music audio and video files (Vnoučková, 
2018). Over the years, several business models have been developed to aid 
in expanding their consumer base and generation of large profit margins 
for the organizations. Some of the existing music streaming industries that 
have established themselves intensely in the 21st century is Spotify, iTunes, 
Soundcloud, Pandora, Last f. m. 

4. Disruptive Innovation Theory

The music streaming industry has been built in the disruptive innovation theory. 
The theory focuses on providing alternatives in the market towards existing 
products; however, much consideration is taken on pricing models and the 
nature of the products to help in establishing a much broad consumer niche as 
compared to the existing markets of the organization. (King, 2017) It is built on 
innovation and incorporation of value proposition factors, which attracts a much 
larger consumer base for the new products or services. This is the foundation 
of the music streaming industry as it opened a new framework on how fans 
and users can access and listen to music conveniently (King, 2017). The 
theory of disruptive innovation theory focuses on encompassing innovations 
that provide new markets for establishing new customers, and this is done by 
incorporating unique benefits absent in the market. These include convenience, 
quick accessibility, simplicity (easy to use), and finally, easily affordable to the 
consumers. The music streaming industry has majorly relied on the internet, 
and advances in technology are creating a definite competitive advantage in the 
music industry (King, 2017). Therefore, the level of innovation in the music 
streaming industry has been the source of its success in the 21st century. One of 
the key business models that have been utilized in the music streaming industry 
is the freemium business model.
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5. freemium Business Model

This is a business model that focuses on the provision of content or any form 
of product offerings freely to establish recurring purchases from subscribers 
of the websites or users. It majorly aims to persuade subscribers or users 
to continuously make payments for much advanced and perfect content 
from the sites (Holm & Günzel-Jensen, 2017). The business model has been 
employed by major music streaming companies such as Spotify with the 
hope of providing free services with the confidence of the users upgrading 
their services efficiently. The freemium model is concerned with establishing 
value in free users. Therefore, this model has deemed a sales and marketing 
strategy that provides access to the user of all catalogs and music genres 
available within the website. Later on, the user is persuaded or convinced 
through the free content available to upgrade by paying designated premium 
fees to access the product offerings within a stipulated time frame (Holm & 
Günzel-Jensen, 2017). The profit index of the model is channeled towards 
the creation of a relationship between the fees paid by the premium users 
concerning the free user. The difference between the new customers and the 
premiums paid by the high-end clients results in massive profit margins for 
the organization. The free user interface has been a more significant factor 
for the music streaming industry to attract new consumers and establishing 
a definite competitive advantage in the market (Holm & Günzel-Jensen, 
2017). Hence, this leads to cost efficiency and effectiveness in the operation 
ability of the music streaming operations. There have been four key models of 
freemium models that have been implemented over time that have effectively 
led to great consumer-based and conversion to premium-paying customers. 
These include the following:

5.1.	 Feature	Limited	Framework

The feature limitation framework provides some features of the website for a 
particular time frame. The sites offer a short sneak peek to the elements displayed 
in the premium paying offers or packages. This first-time interaction of these 
features or benefits acts as a catalyst for the user to pay to enjoy more services 
from the paying packages (Holm & Günzel-Jensen, 2017). This is among the 
most useful frameworks as clients or users need to enjoy features, and they are 
obliged to pay for them to enjoy their product offerings.
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5.2.	 Time-Limited	Framework

This framework has been widely spread throughout various streamline websites. 
In this framework, the free users are provided with a clearly defined and fixed 
timeframe whereby they can access their favorite content. After that, then they 
need to pay some premiums to enjoy more content and services from the music 
streaming website. This time frame is set to create a sense of anxiety and urge to 
have more content, and hence most of the free users turn into premium paying 
subscribers. However, at times things don’t fall as anticipated, and some clientele 
stops using the website, and thus, the company incurs a huge loss (Holm & 
Günzel-Jensen, 2017). 

5.3.	 Seat	Limited	Framework

This framework is comprised of providing a free incentive to the limited 
volume capacity of individuals (Holm & Günzel-Jensen, 2017). For 
example, only the first 1000 subscribers shall have the opportunity to watch 
the music video freely. This ensures that the rest of the users that did not 
meet the quota shall have to pay a premium fee to continue enjoying the 
service (Holm & Günzel-Jensen, 2017). Additionally, the music video or 
audio might be intriguing to the lucky viewers and force them to subscribe 
to continue enjoying more product offerings from the streaming websites. 
This results in increased sales revenue, consumer niche, and significant 
market share. 

5.4.	 Customer	Type	Limited	Framework

This is majorly categorized through the use of demographic factors such 
as age. This segregates a bracket of consumers from viewing or accessing 
the content being offered freely. Therefore, they are obliged to pay for a 
subscription to the premium services and have an opportunity to interact 
with all the content available on the music streaming website (Maftei et 
al., 2016). This helps in encouraging the working population demographic 
group to subscribe to the premium packages to have access to the music. 
This increases the profitability of the firm and its consumer base. This 
framework creates a sense of urgency for the other demographic profiles to 
have access to the information or content barres from their access (Maftei 
et al., 2016). 
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5.5.	 Significant	Features	Derived	From	The	Freemium	Business	Model:	
These	are	the	most	used	business	models	used	by	the	market	in	
freemium	business.

5.5.1.	Value	Proposition

The value proposition is among the primary sources of variation in which an 
organization creates value for its customers through its products and services. 
The Freemium business model increases value proposition through the free 
services and the premium services through. In the free services, the music 
streaming company provides access to free music to their free users plus 
incorporate advertisement, and they need to upgrade to a premium package to 
have access to unlimited music content. In the premium services, the clients are 
provided with high-end services such as the unlimited access of music files and 
videos plus other access to much-limited music videos and audio files. Hence, 
creating value for the premium frees paid by the users and subscribers. 

5.5.2.	Conversion	Rates

The freemium model focuses on creating free services and therefore resulting in 
the free users enrolling for premium services for an additional fee (Maftei et al., 
2016). The conversion rate majorly focuses on turning the value propositions 
to become sources of revenue. This creates a robust framework that focuses on 
measuring the rate at which the free users are subscribing to premium packages. 
Hence, the increased conversion rate communicates that there is increased 
revenue for the company (Maftei et al., 2016).

5.5.3.	 The	User	Framework

The user framework entails the size of the customer base within the music 
streaming industry. This focuses on the increased growth of the users within the 
music streaming platform. The model focuses on establishing a large consumer 
base that is recurring and eventually enrolls for premium packages within the 
organization (Maftei et al., 2016). The efficiency of the acquisition channels 
needs to be implemented to help in ensuring that there is an increased conversion 
rate leading to an increased consumer base. 

5.5.4.	Value	System	Position

The position in the system needs to create value for both the firm and its customers.  
The system needs to ignite customer retention and ensure that all services and 
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products produced within the websites generate high income for the company 
(Maftei et al., 2016). For example, for Spotify, there is the incorporation of an 
on-demand platform that gives all access to free users to various musk catalogs 
for a particular time frame monthly (Maftei et al., 2016). 

5.5.5.	Acquisition	Channels	of	Consumers.

The musk streaming companies incorporate strategies on how to increase their 
customer base by generating new subscribers. This is carefully executed through 
the use of social media platforms or email marketing to reach out to leverage an 
increased number of online users within the internet to have an increased online 
presence within the music streaming platforms. Through the use of available 
social media platforms and online tools, music streaming companies can reduce 
their marketing costs through the utilization of social media and email marketing, 
which are cost-effective. 

5.5.6.	 Lock-in	Effects.

This focuses on the customer retention rate of customers by developing a 
durable competitive edge from m the players in the market. The establishment of 
customer loyalty consequently affects the switching or conversion costs, which 
are associated with the conversion of free users to premium paying clientele. 
Therefore, the system needs to provide high-end services product offerings, 
which result in high customer loyalty, subscriptions, and retention. 

5.5.7.	User	Community

Despite this, it has been the most adopted business model for interactive music 
streaming platforms. There are still increased losses incurred and expenditures 
experienced. The scenario of Spotify, whereby its freemium model has led 
to its large consumer base in the entire world, the company has implemented 
the model to have a broad consumer niche and more subscribers daily (Jones, 
2019). Due to its on-demand interface, a significant market share of the music 
market consumer base has significantly been affiliated to Spotify. However, 
the expenditure and costs incurred from the model questions profitability and 
viability of the firm in its operation ability. The company pays licensing fees 
to the record labels owning the music content, and this includes the content 
listened to by the free users (Jones, 2019). Hence, the company hopes for more 
paying customers to help in creating a feasible profit pattern for the company. 
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However, this is not the case as the majority of the costs incurred are geared 
towards paying the licensing fee, which constitutes a whopping 70% of the 
revenue made by the music company.

6. Recommendations

The online music streaming services industry has been the source of revenue in 
the music industry, and its fame in the market has grown exponentially. Despite 
the growth of the online streaming platform, the revenue capacity of the firms 
has been relatively low that their sustainability has been vulnerable to help in 
the growth and development of the services (Pongnumkul & Motohashi, 2018). 
The Freemium business model has been the most adopted strategy, especially 
by the most successful online streaming service, Spotify; however, the model 
has not generated adequate revenues to enhance the growth and increases the 
profitability of the organization. The impact of establishing and attracting new 
users to turn them into premium paying clients has been rather ineffective 
until now. Therefore, the online streaming service companies need to adopt an 
integrated business model that enhances revenue generation at both the free and 
premium levels of their websites (Pongnumkul & Motohashi, 2018). Most of 
the online streaming services focus on advertisements for free users and focuses 
on premiums paid within the paid packages. The online streaming services need 
to adopt a proper revenue model to help in balancing the finances earned from 
the subscribers. For example, Spotify pays almost 70% of its revenues to the 
record labels as licensing fees for the music content being purchased within their 
platforms. This is very expensive for the firm as they lack adequate operating 
costs to run their operations and pay their employees, for example, such as 
Spotify, which has over 1800 employees (Pongnumkul & Motohashi, 2018). 
Therefore, the rates paid to the record labels need to be decreased to help the 
firms increase their profit margins and consequently increase their sustainability.

7. conclusion

The online music streaming industry has grown significantly, and there is a need 
for the establishment of novel business models, which shall aid in securing large 
profit margins. The music industry has gradually evolved, and it has the use of 
technology played a significant role in its evolution. Online music streaming 
services have evolved and provided multiple benefits within the music 
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industry, such as convenience, autonomy, a wide array of products, and many 
other benefits that have been derived from these music streaming platforms. 
The online music streaming services have become the cash cow in the music 
industry. However, the pro-rata model has been a substantial disadvantage in its 
revenue model, and through informative and decisive reforms to negotiate the 
rates of payments for paying the record labels is necessary to help in ensuring 
the companies have sustainable financial positions. Futuristic strategies of 
the online streaming music services should be employed based on the cost-
effectiveness and implementation of an integrated revenue model to ensure cost 
minimization and large profit margins. 
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