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HOW INCUMBENTS MANAGE WAVES OF DISRUPTIVE INNOVATIONS:
AN EXPLORATORY ANALYSIS OF THE GLOBAL MUSIC INDUSTRY

Innovation scholars have paid special attention on the managerial approaches that incumbents should adopt to promptly
respond to the emergence of disruptive innovations. These approaches include, among the others, the use of open innovation
or the establishment of ambidextrous organizations. However, this body of research has not analysed how incumbents use
these approaches over time, although they are very often confronted with waves of disruptive innovations that cyclically take
place along the lifecycle of an industry. This paper looks into this issue through a historical analysis of the global music
industry. For each of the three waves of disruptive innovations that have hit this industry over the last fifteen years (i.e., digital
music distribution, permanent digital download and music streaming), we analyse the reactions of incumbents in terms of
managerial approaches they adopted to respond to the emergence of the disruptive innovation. Therefore, we develop a model
suggesting how incumbents evolve over time their responses to cycles of disruptive technological changes.

Keywords: innovation management, disruptive innovation, disruptive technological changes, incumbents, music
industry.

1. Introduction

In the last two decades, innovation scholars have paid special attention to the concept of disruptive
innovation (see, e.g., Christensen, 1997; Christensen and Overdorf, 2000; Yu and Hang, 2009), an
innovation process that deeply changes the rules of competition in a given industry and brings new
companies to top ranks of that industry by disrupting the established position of incumbents. More
recently, some other scholars (see, e.g., Downes and Nunes, 2013) have highlighted the growing impact
of this phenomenon due to the enabling effect of digital technologies. Indeed, many firms today use
digital technologies to accelerate the development of disruptive products or services and to reach global
markets in record times (see, for example, Kohler et al., 2009; Yoo et al., 2012; Hylving, 2014; De
Massis et al., 2016).

According to the disruptive innovation model (Christensen, 1997), many large companies fail to stay at
the top of their industries when disruptive innovations enter established markets. This because disruptive
innovations have some characteristics which make them unattractive for established companies, and in
particular: (i) disruptive products/services are simpler and cheaper, consequently they generally promise
lower margins, not greater profits; (ii) they are first commercialized in emerging and niche markets; (iii)
established companies’ most profitable customers generally do not want products/services based on
disruptive innovations.

Following the seminal study of Christensen (1997), many scholars have tried to refine the initial
definition of disruptive innovation, trying to differentiate this concept in different typologies and
contexts, i.e. “technological” disruption, “radical product” disruption and “business-model” disruption
(see, e.g., Danneels, 2004; Markides, 2006). However, as highlighted by Wessel (2016), most scholars
today agree in considering an innovation as disruptive when it is simultaneously (i) “cheaper, from a



customer perspective; (ii) more accessible, from a usability or distribution perspective; (iii) based on a
business model with structural cost advantages, relative to existing solutions”.

In addition, existing literature suggests that newcomers are usually disruptors, while incumbents are
often unable or unwilling to invest in disruptive innovations and promptly respond to their threat. In
fact, several examples of incumbents that succeeded in responding to a disruptive innovation exist (see,
for example, Danneels, 2004, Bergek et al., 2013), thanks to the development of dedicated strategic and
organisational approaches. Examples of these approaches are the creation of ambidextrous organisations
(Rotemberg and Saloner, 2000; O’Reilly and Tushman, 2004; Birkinshaw and Gibson, 2004) or the
opening of innovation process boundaries to external contribution, i.e., the so-called open innovation
(Chesbrough, 2005; West and Gallagher, 2006a, 2006b; Lichtenthaler, 2008), both in the inbound and
outbound perspectives, such as the establishment of spin-offs as possible solutions to pursue disruptive
innovation opportunities (Yu and Hang, 2009).

However, this body of research, although rich in terms of managerial implications, has not studied how
incumbents develop and change over time their responses to the emergence of disruptive innovations.
Indeed, very often, incumbents are confronted with waves of disruptive innovations, which cyclically
take place during the lifecycle of an industry (see, e.g., Moreau, 2013). Therefore, understanding
whether and how the response of incumbents to the emergence of disruptive innovations change over
time, along different waves of disruptive technological changes, is a very timely and relevant topic to
be addressed, and it would help overcome the limitations that the existing, cross-sectional approaches,
face with.

Therefore, the aim of this paper is to investigate whether and how the development and implementation
of these responses follow a path that evolves over time as a firm is confronted with different waves of
disruptive innovations that cyclically take place in a given industry.

Through an exploratory analysis, we attempt to shed light on a relevant although under-researched
innovation management issue and inform future research into this field of study. In particular, not only
innovation scholars will benefit from this study, which contributes to the lively academic debate on how
firm-level managerial responses to disruptive innovations are adopted over time, but also managers with
responsibilities for innovation in those incumbents which are in search for approaches to survive to the
threats of disruptive innovations.

The paper looks into this issue by conducting a historical analysis (Gottschalk, 1969) of the global music
industry. The choice to focus on this industry arises from the high number of technological
discontinuities that occurred in a relatively short time-period, since the diffusion of the Internet, personal
computers, digital mobility and broadband connections (Moreau, 2013; Lamont, 2013; Brustein, 2014;
Dredge, 2014; Cookson, 2015; Garrahan, 2015; Witt, 2015; Gapper, 2015; Garrahan and Bradshaw, 2015;
Bradshaw and Bond, 2015; Bradshaw and Garran, 2015; Richter, 2015; Dredge 2015; Gauthier-Villars,
2015; Karp, 2016). In this analysis, we identify different waves of disruptive innovations that have hit
this industry over the last fifteen years (i.e. digital music distribution, permanent digital download and
music streaming). For each wave of disruptive innovation, we will identify how incumbents have
responded to the threat and develop a model suggesting how these firms develop over time managerial
approaches to respond to disruptive technological changes.

The remainder of the paper is organized as follows. Section 2 gives a brief overview of the existing
literature. Afterwards, we summarize in Section 3 the results of our historical analysis and, then, discuss
the main findings in Section 4. Finally, we conclude in Section 5 by highlighting the main implication
of our study and identifying avenues for future research.

2. Literature review
Innovation scholars have paid special attention to the managerial approaches that incumbents should
develop to manage the threat of disruptive innovations. Such approaches can be divided in two following



steps: (1) the detection of a disruptive innovation; (ii) the response to the emergence of a disruptive
innovation.

Regarding the former, one of the main issue in detecting disruptive innovations concerns the approaches
used to forecast the market acceptance of new products or services (Bower and Christensen, 1995).
Incumbents usually involve mainstream customers to test the market acceptance of their innovations.
However, since disruptive innovations do not usually satisfy the current needs of such customers,
incumbents are typically encouraged to overlook or abandon those innovations. The same scholars
(Christensen and Bower, 1996) emphasize this aspect, highlighting how much damaging becomes this
approach for incumbents, because it can slow their propensity to engage in the launch of disruptive
innovations. The authors suggest avoiding mainstream customers as unique judges in the evaluation
process of new products or services and to involve external actors, such as suppliers or new potential
customers.

In addition, Adner (2002), starting from the idea of performance oversupply (see, e.g., Christensen,
1997), highlight how the emergence of a “competitive disruption” happens when a firm continues to
improve the performance of existing products along the requests of the mainstream users, causing a
reduction of their marginal utility and willingness to purchase those products. In this case, mainstream
users could prefer similar products with slightly worse performance, but also at lower price.

Moreover, Kostoff et al. (2004) highlight the importance of the involvement of external actors in the
evaluation process of new products or services and the exploitation of managerial commitment to
identify potential disruptions (see, also, Sull et al., 1997).

For what concerns the managerial approaches to respond to the emergence of a disruptive innovation,
several authors (Ghoshal and Bartlett, 1994; Adler et al., 1999; Birkinshaw and Gibson, 2004) propose
the adoption of contextual ambidexterity by incumbents to manage disruptive innovations, by promoting
intrapreneurship among employees. It allows pursuing, within the same organizational unit, different
businesses following significantly different routines and processes, which are “achieved in large part
through the creation of a supportive context in which individuals make their own choices about how
and where to focus their energy”. Accordingly, the ambidextrous contextual approach allows the
exploitation (of the current business) and the exploration (of the disruptive business) by using behavioral
and social means (Andriopoulos and Lewis, 2009).

In addition, as proposed by several authors (Bower and Christensen, 1995; Christensen, 1997; O’Reilly
and Tushman, 1996; Rotemberg and Saloner, 2000; Birkinshaw and Gibson, 2004), incumbents can
develop business units specifically dedicated — so-called structural ambidextrous organizations — to
manage disruptive innovations. The creation of an independent business unit, separated from the
traditional business of the firm, typically favors the application of a completely new business model and
the development of new organizational routines, which are required to successfully develop and bring
to market a disruptive innovation. Similarly, Christensen and Overdorf (2000) underline the importance
to create new business units, separated from the traditional business of a firm, or to spin-out an
independent organization to detect or react to a disruption.

Other scholars, such as Kostoff et al. (2004), agree with the need of a better exploitation of internal
capabilities through the creation of dedicated teams, instead of the establishment of more structured
organizational entities such as independent business unit.

Finally, several authors (such as Chesbrough, 2005, 2010; West and Gallagher, 2006a, 2006b;
Lichtenthaler, 2008; Chiaroni et al., 2010; Bogers, 2011) advance that open innovation allows
incumbents to quickly and efficiently manage disruptive innovations, when it entails absorbing external
knowledge and technologies (outside-in or inbound open innovation) to accelerate the scouting and
development of new products, especially if they are disruptive in nature. In particular, open innovation
can be implemented through different organizational modes (Chiesa and Manzini, 1998), such as (i)
networks with external partners (such as R&D co-operations, strategic alliances, vertical and horizontal



collaborations); (ii) licensing in/out, or in other words, the acquisition/selling of the right to use a
specific asset; (iii) spinning in/off, on the basis that companies can either acquire a new technology by
buying-out the firm which has developed it, or can create a spin-off in order to pursue outside the
development of a technology invented inside; and (iv) licensing agreements, distribution/supply
arrangements and R&D partnerships (Chesbrough, 2004; Pénin et al., 2011). This is particularly
important to take into account when disruptive innovations require incumbents to adopt new resources
and assets from outside and reshape their business model (Christensen, 1997; Birkinshaw and Gibson,
2004).

Based on this short review of the literature, we summarize in Table 1 the main managerial approaches
that incumbents should apply to detect and respond to the threat of disruptive innovations.

Table 1: The managerial approaches required to respond to the threat of disruptive innovations.

MANAGERIAL APPROACH TO DETECT A DISRUPTIVE

INNOVATION REFERENCES

Bower and Christensen (1995)
Avoid mainstream customers as unique evaluators of new products | Christensen and Bower (1996)

or services Christensen (1997)
Adner (2002)

. . . L . Sull et al. (1997)
Exploit managerial commitment to evaluate potential disruptions Kostoff et al. (2004)
MANAGERIAL APPROACH TO RESPOND TO A
DISRUPTIVE INNOVATION REFERENCES

Ghoshal and Bartlett (1994)

. . .. Adler et al. (1999)
Build contextual ambidextrous organizations Birkinshaw and Gibson (2004)

Andriopoulos and Lewis (2009)
. s . . Christensen and Overdorf (2000)
Exploit internal capabilities through the creation of dedicated teams Kostoff et al. (2004)

Bower and Christensen (1995)

. L . Christensen (1997)
Create structural ambidextrous organisations (by creating new O’Reilly and Tushman (2004)

business units, separated from the traditional business of a firm, or

by spinning-out an independent organization) Rotemberg and Saloner (2000)
Y SP & P g Christensen and Overdorf (2000)

Birkinshaw and Gibson (2004)

Chesbrough (2005, 2010)

Use an open innovation approach to allow established firms West and Gallagher (2006a, 2006b)
absorbing external knowledge capital and innovative technology Lichtenthaler (2008)
solutions Chiaroni et al. (2010)

Bogers (2011)

Consistently with the research question declared in the Introduction section, in the rest of the paper we
only focus on the managerial approaches adopted by incumbents to respond to the waves of disruptive
innovations that cyclically have occurred in the global music industry in the last fifteen years.

3. Methodology

From an empirical point of view, the paper studies how incumbents manage waves of disruptive
innovations that cyclically take place during the lifecycle of an industry through a historical analysis
(Gottschalk, 1969). Information gathered from published sources about the emergence of the main
disruptive technological changes introduced in the music industry during the last fifteen years was
analysed. Historical analysis relies on information collected at the time when these innovations appeared
in the industry.

The choice to focus on the music industry arises from the high number of technological discontinuities
that occurred in this sector, since the diffusion of the Internet, personal computers, digital mobility and
broadband connections (Moreau, 2013; Lamont, 2013; Brustein, 2014; Dredge, 2014; Cookson, 2015;
Garrahan, 2015; Witt, 2015; Gapper, 2015; Garrahan and Bradshaw, 2015; Bradshaw and Bond, 2015;
Bradshaw and Garran, 2015; Richter, 2015; Dredge 2015; Gauthier-Villars, 2015; Karp, 2016).



The aim of this paper is to highlight whether and how incumbents used different approaches to manage
subsequent waves of disruptive innovations over time. Therefore, we identified the firm-level managerial
approaches that incumbents adopted to manage waves of disruptive innovations that have hit the global
music industry over the last fifteen years, to investigate if the implementation of these approaches
followed a path which evolved over time along the different disruptive innovations that characterized the
music industry globally.

First, a panel of six experts of the music industry was assembled to identify the main waves of disruptive
innovations. In particular, three of them were operators in record companies and the other three were
professors of innovation with research interests in the music industry. Afterwards, through the historical
analysis, we identified the managerial approaches that main incumbents (i.e., the ones with the largest
market share) adopted to manage these waves of disruptive innovations. In this phase, we analysed as
primary sources journals, magazines and reports that have dealt with the main technological changes
occurring in the global music industry. In particular, an average of hundred sources of information were
gathered and analysed for each wave of disruptive innovation, for over three hundred sources. The choice
to select more articles for each wave of disruptive innovation facilitated both single-case study analysis
and cross-case comparisons. In addition, a content analysis (Weber, 1990) was performed on the collected
material, to cluster the information contained in the selected documents. The most helpful and frequently
referenced sources of information were Bloomberg, Business Insider, Forbes, Fortune, The Economist,
The Financial Times, The Guardian, The New York Times, and The Wall Street Journal, which were
searched using professional full-text journal databases such as InfoTrac and LexisNexis. To select and
accept the sources of information, we applied the control criteria for historical analysis suggested by
Golder and Tellis (1993) in their work, which are (i) competence, (ii) objectivity, (iii) reliability, and (iv)
corroboration.

An in-depth description of the waves of disruptive innovations analysed in the paper is reported in the
following section.

3.1. Recent history of the global music industry

The music industry has faced several changes in recent years. In 2014, the industry ($ 15 billion revenues)
saw for the first time in its history revenues from physical channels (sales of CDs) equalizing revenues
from digital channels (sales of songs through operators like iTunes, subscriptions to music streaming
services such as the one provided by Spotify or ad-supported music streaming services such as the one
provided by YouTube or VEVO). This result was possible thanks to the growth of 6.9% in revenues from
digital channels in 2014 over the previous year, reaching $ 6.9 billion (46% of the total revenues of the
industry), and becoming the first distribution channel in five of the top ten global markets'. This situation
resulted mainly from the growth in the number of users of streaming services, whose associated revenues
grew dramatically (+39% over the previous year). On the other hand, purchases of songs via digital
channels have recorded a substantial stability compared to 2013. The sector of digital streaming has
enabled realities such as Spotify and Deezer to increase its user base through a global expansion. Within
the field of streaming music in 2014, we have also seen significant changes due to the entry in the field
of companies like Google and Apple. In particular, in November 2014 Google launched its service Music
Key, while Apple, with the acquisition of Beats, gained the control of the Beats Music service, which
during 2015 was converted into Apple Music. On the other side, the physical distribution channel suffered
a decline in sales, from 60% of revenues of the entire music industry in 2011, to 46% in 2014. Moreover,
if we compare 2014 with 2013 there is a decrease of 8.1% in revenues over the previous year.

Although each country present specific characteristics related to the evolution of the music industry, major
changes have occurred in the US market, which accounts for about 50% of the total revenues worldwide.
In particular, in the US market (see Table 2) after a decline of 44% of the market between 2005 and 2010,
a substantial revenues stabilization has occurred from 2010 onwards. During the five-year period 2010-

! The top 10 music markets worldwide include: United States, Japan, Germany, United Kingdom, France, Australia, Canada, South Korea, Brazil and
Italy.



2014, the trend that has led to a decline of 88% of the physical market (-35% reported in the period 2010-
2014) was largely offset by the increase in revenues associated with the digital supports. The latter,
indeed, in the period 2010-2014, saw an increase of 52% of revenues. The digital market, including
revenues generated by both the permanent digital downloads and streaming, has developed about $ 4.51
billion in 2014, accounting for 66% of all revenues generated in the Music Industry. This figure was about
45.7% in 2010 and 9.5% in 2005.

Table 2: Trend of revenues from digital and physical channel in the US industry.

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Revenues from
digital channel | 1,101.8 | 1,636.8 | 2,3863 | 2,721.7 | 2,972.6 | 2,965.7 | 3,555.6 | 4,052.7 | 4,361.5 | 4,510.3
(mln $)
Revenues from
physical
channel
(mln $)
Total revenues
(mln $)
Hereafter, we summarize a brief history of the global music industry in the last fifteen years. By
leveraging on the work of Moreau (2013), who analyses the main disruptive technological changes
occurred in the music industry since its birth until the emergence of the Internet, we analyse the main
waves of disruptive innovations since the diffusion of the Internet, personal computers, digital mobility

and broadband connections.

10,477.5 | 9,269.7 | 7,495.3 | 54743 | 4,376.1 | 3,518.5 | 3,170.9 | 2,584.3 | 2,444.8 | 2,272.2

11,579.3 | 10,906.5 | 9,881.6 | 8,196 | 7,348.7 | 6,484.2 | 6,726.5 | 6,637 | 6,806.3 | 6,782.5

3.1.1 Digital music distribution and Napster

The origin of the digital music distribution is associated to Napster, the company that created Napster
MusicShare, a peer-to-peer (P2P) file-sharing program (i.e., a program that can directly connect
computers within a network, with the aim to allow the communication and exchange of data among them)
specialized in the exchange of music files encoded in MP3 format. The software was launched in June
1999, when Shawn Fanning and Sean Parker finished writing the code. This software had a revolutionary
potential, facilitating — along with other programs such as Kazaa, Mopheus, Limewire, eMule and
protocols such as BitTorrent — the transition of the music industry into digital music. The company
offered its software and services free-of-charge to its users and allowed making available to the network
of connected people the MP3 files residing in their hard drives. The program allowed to search for MP3
files inside folders shared by other users and, after creating an indexing of files, automatically managed
the exchange of files across the Internet. These were the main features of Napster, although it included
additional services such as a chat room available to users, who could discuss about topics to the music
field. In addition, there was a space available to artists for offering users the information about their
music. To access the community, users had to download the software Napster MusicShare from the
company website, and then register to it by creating an account. Then, the user was asked to create a
“user library”, containing the contents to be shared with the community. When a user of the community
sought a song, the servers were responsible for making available only the songs of the users online at that
same time, thus allowing peer-to-peer exchange. The music industry incumbents opposed the Napster
service, since its inception, because it represented a serious threat to their ability to create profits. On 6%
December 1999, the Recording Industry Association of America (RIAA) decided to take Napster to court
with the charge? of copyright infringement. Although the Napster service was offered to customers free-
of-charge and it was regarded as illegal by incumbents, it was the first service to prove the digital channel
as a viable option to distribute and commercialize music. Napster materialized several attempts to
propose legal distribution systems of music, either made ex-novo by the holders of the rights (i.e. the
incumbent recorded companies), or legalizing/sponsoring in various ways already existing services.
Napster, which reached in the period of maximum expansion 80 million of registered users, demonstrated
the ability to create a business based on digital distribution, an opportunity that was swiftly exploited by
Apple with its iTunes Music Store service.

2 “In stark contrast to these legitimate companies, Napster is not developing a business around legitimate MP3 music files, but has chosen to
build its business on large-scale piracy. Napster seeks to profit by encouraging and facilitating the distribution and reproduction of millions
of infringing MP3 files. Moreover, by deliberately refusing to maintain any information about its users in order to make copyright enforcement
next to impossible, Napster has created a virtual sanctuary where music piracy can and does flourish on a monumental scale.” (A&M Records
Inc. v. Napster Inc.: 12).



3.1.2 Permanent digital download and iTunes Music Store

Apple, with its iTunes Music Store (launched on April 28", 2003), represented the originator of the
second wave of disruptive innovation, i.e. the permanent digital download. Apple was the first company
to develop a consistent and profitable business model based on the digital distribution, speeding up the
transition from the physical to the digital distribution of music contents. The success of iTunes, however,
was accelerated by the evolution and expansion of digital mobility that allowed Apple to enlarge its user
base. Apple iTunes allowed users not only to buy albums, but also individual pieces, for a rather low
price ($ 0.99 per song). The service brought a change in the way music was promoted and distributed:
users could choose and buy just few songs of an album instead of the whole album. In this case, iTunes
eliminated the concept of bundling (i.e., the explicit grouping of two or more products or services, which
allows a company to sell them in packages at a predetermined price) that characterized the music industry
until that moment. Another aspect that favored the success of the iTunes service derived from the
complementarity between iTunes and the iPod music player. The booming sales of the iPod allowed
Apple to create a community to whom it offered its services, initially limited only to the purchase of
music through the iTunes Music Store. The success of iTunes was immediate with consumers (the user
base accounted for more than 800 million users at the end of 2014). In the first week of activity of the
store, more than one million songs were sold, while the milestone of 100 million was achieved in the
next 15 months. Over time, Apple decided to introduce new products in the store. In 2005, following the
iPod 5th generation, which enabled the playback of video contents, the company introduced the sale of
films, videos, television episodes and video podcasts. Rental of films, however, was introduced only
since 2008. A further change made to the iTunes service occurred in July 2008, when in conjunction with
the release of iPhone OS2, Apple decided to create the section App Store to allow iPhone owners to
download applications for their devices. The sale of iPhone applications in the store represented a new
success for the company, and in record times the sale of applications became the major source of revenues
for the iTunes platform. However, the revenues from the permanent digital download swiftly began to
deteriorate due to the success of the music streaming services, mainly enabled by the diffusion of
broadband connections.

3.1.3 Music streaming and Spotify

The origin of the music streaming service is associated to Spotify AB, the company that launched in
October 2008 its music streaming service, named Spotify. This service has achieved considerable
success, passing from 10 million customers on September 2010 (2.5 million paying subscribers) to 75
million active users in July 2015 (20 million premium users®) and it is still growing. This was surely
enabled by the diffusion of broadband connections. Actually, Spotify has the leadership in the
subscriptions of music streaming services, with a percentage of 37% of the market. Moreover, to finance
its growth, the company raised $ 526 million from financial investors, such as Goldman Sachs Group
Inc., Baillie Gifford & Co., Discovery Capital Management, Lansdowne Partners, Rinkelberg Capital
and Senvest Capital. The heart of Spotify business model is its e-business platform, which provides a
digital distribution of contents — a trend already used in the same sector by the iTunes service — with the
difference to “hire” music contents and not to sell them. In addition, one of the main strategies used by
Spotify to increase its user base was to ensure the maximum compatibility between its services and the
various platforms. Indeed, Spotify is present on Windows, OSX and Android platforms. Moreover,
without possessing proprietary devices, which allow for greater integration between hardware and
service, the company created partnerships with manufacturers of hardware and audio speakers. Among
the most important agreements of this type, the partnership with Sony to have the application inside the
gaming console PS4. Further agreements have been undertaken with manufacturers of speakers such as
Bang & Olufsen or Sonos or smart TV manufacturers such as LG, Sony, Samsung and Philips. Spotify
signed more relevant partnerships with mobile operators such as Vodafone Italia. Moreover, Spotify
created a strategic partnership with Coca-Cola, which contributed with $ 10 million to finance Spotify in
exchange of the possibility for the two companies to exploit the brand of each other. Looking on the user
base, Spotify is the company leader in the market of streaming with Apple and Deezer as second movers.
Other companies, such as Tidal, still represent a niche product. It is possible to observe how the success

3 Spotify offers two different types of service. The first one is the free one, where customers have free access to the music catalogue with
limited functionalities and with the presence of ads. The second one is the premium one, which allow advanced functionalities and the
possibility to download the music in local storages.



of the new music streaming services is due to the “return” to the concept of bundling, in an “all you can
eat” offering. In particular, users of these services, after paying a monthly subscription fee — are allowed
to listen the music available in the catalogue.

Table 3 summarizes the waves of disruptive innovations — and their main characteristics — that have
accompanied the history of the global music industry since the diffusion of Internet, personal computers,
digital mobility and broadband connections over the last fifteen years.

Table 3: Waves of disruptive innovation — and their main characteristics — in the global music industry.

WAVE OF
YEAR DISRUPTIVE MAIN CHARACTERISTICS
INNOVATION

- Elimination of the music physical support that causes a
reduction of the production and distribution costs of music
contents

- The new digital channel causes a reduction of the
competitive advantage of the main incumbent record
companies (such as EMI, Sony Music, Universal Music
International, Warner Music Group and BMG) that controlled
the distribution of music contents through the physical
1990s Digital music distribution channel

- Independent record companies start to exploit the new
digital channel to distribute their music contents

- Entry of new digital distributors, such as Apple and Google,
with a completely different business model from the one of
incumbents

- Incumbents lost the control on digital music distribution,
especially the “direct contact” with end users, and become
content producers

- Unbundling of albums in favor of single songs that are
purchased by end users through the payment of the single
product

- The distribution and promotion of single songs is carried out
through the digital channel

2000s Permanent digital download - First users are mainly people willing to give up to high audio
performance for lower prices than physical music contents

- Possibility of listening a high number of single songs in
mobility

- Low distribution costs of music contents because they
become “digital goods”

- The bundling of albums allows the access to an entire
catalogue of music contents at lower prices than permanent
digital download

- Passage from a possession to a “hire” of music contents
2008 Music streaming - Users are mainly people focused on the purchasing of a high
number of songs

- Access to an entire catalogue of music contents through the
payment of subscription fees or the viewing/listening of ads
(visual or audio advertising)

From the interviews with our panel of experts and the exploratory historical analysis we conducted, three
waves of disruptive innovations, i.e. digital music distribution, permanent digital download and music
streaming, gave a significant contribution for the evolution of the global music industry. In particular,
they enabled the transition from a physical to a digital channel for the distribution of music contents.

Moreover, their characteristics effectively reflect those described in the literature by Christensen (1997)
and Wessel (2016), considering that they simultaneously allowed: (i) the reduction of competitive
advantage of incumbent companies that controlled the physical channel of music contents distribution;
(i) lower prices for end users to purchase music contents and lower costs for record companies to realize
“digital products” compared to the traditional physical ones; and (iii) a completely different business
model for new digital distributors compared to the ones of the incumbents.
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In the following section, we point out the reactions — in terms of adopted managerial practices — that
incumbents pursued to face such threats.

4. Findings and discussion

From our exploratory historical analysis, it emerges that in the last fifteen years the global music industry
evolved following three main waves of disruptive innovations, e.g. digital music distribution, permanent
digital download and music streaming. Each disruptive innovation was promoted by a newcomer in the
industry, as the frameworks developed by Christensen (1997) and Wessel (2016) suggest, i.e. Napster,
Apple and Spotify, respectively.

Moreover, the empirical analysis shows that each disruption was enabled by some technological
discontinuities, such as the Internet, personal computers, digital mobility and broadband connections.
Interestingly, incumbents have developed and changed over time their managerial responses to the threat
of these waves of disruptive innovations.

4.1.1. The first wave of disruptive innovation and the managerial responses from the incumbents

In the first wave of disruptive innovation, Napster was recognized as the originator of the disruption
resulting from digital distribution of music in 1990s. Through its peer-to-peer exchange program,
Napster allowed users to recognize in the digital channel a new way to source of music contents. At that
time, incumbents (such as BMG, Universal Music International (UMI), Sony Music, Warner Music
Group and EMI) controlled the entire supply chain of the music industry, from contents production to
the physical distribution of the music contents to the end users.

The new service negatively affected the sale figures of the incumbents in the physical music distribution
channel. In addition, they lost part of their span of control in the delivery of music contents. Their
reaction was twofold: first, they forced the ban of Napster through a lawsuit, which would lead to the
elimination from the industry of the newcomer; second, the new way to access the music contents called
incumbents to implement different strategies rather than the organizational approaches used for the
traditional distribution. Indeed, incumbents tried to respond by creating dedicated business units to
explore new potential opportunities offered by digital distribution (Afuah et al., 2002). For example,
UMI initially merged two different business units, Universal Mobile and ELabs, in a new entity, named
“New Technologies & Media”, to exploit the advantages that the distribution of digital goods (such as
digital music), through the Internet channel, offered (Masson, 2013). Universal Mobile was focused on
the production and distribution of music services, such as voicemail, short message services, video
streaming, and downloads for mobile phones, while ELabs was established to develop new business
opportunities and digital delivery systems for recorded music. The new entity worked on the creation of
online stores through which they sold music in catalogues.

This response allowed incumbents to succeed in the short term, although in the long run they did not
achieve sustainable results, because users did not have a single store to turn, but they were forced to turn
to different platforms for creating their own music catalogue. The failure of this response and the exit of
Napster from the industry, due to its ban, enabled the occurrence of a new disruptive innovation, i.e. the
permanent digital download.

4.1.2. The second wave of disruptive innovation and the managerial responses from the
incumbents

The control of the digital \music distribution by the incumbents was questioned by the second wave of
disruptive innovation occurred in the music industry in 2000s, i.e. the permanent digital download,
which saw its ancestor in the iTunes Music Store by Apple. Even in this case, the incumbents suffered
the impact of this disruption. First, they did not believe in the success of this new service. They initially
replicated the same managerial approaches they adopted following the Napster’s spread, until deciding
to finally deliver their music contents through the iTunes Music Store, under the condition that Apple
made the new service available only for Macintosh users (approximately 5% of the potential market).
The contract scheme concerning the distribution of revenues originated from the supply and sale of
music contents through iTunes included a 30% of the revenues for Apple and the other 70% for the
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incumbents. In this way, the incumbents created a partnership with Apple to become providers of music
contents in the Apple’s digital channel. However, this was in contrast with their traditional business
model, including full control over the whole distribution chain. By doing so, they considered the iTunes
as an alternative channel to their online stores, because it ensured a lower profit than the one guaranteed
by their online stores. First, this allowed incumbents to maintain the control over the digital channel, but
very soon, the situation changed as a result of the unexpected high level of sales of music contents
through iTunes Music Store. It showed the value of Apple business model and pushed the incumbents
to close their online stores and embrace the Apple platform more deeply. Consequently, incumbents
renegotiated the initial contracts, including the possibility for Apple to sell music contents to Windows
users too. Accordingly, the incumbents lost the control over digital distribution in favor of Apple, which
became the main incumbent in the industry. In front of the new “disruptor”, they remained content
providers, sharing the revenues from the digital channel, as well as incumbents within the physical
channel.

The success of the permanent digital download, with its main icon in the Apple’s iTunes Music Store,
enabled the emergence of a new disruptive innovation, i.e. the music streaming services, since users
became so confident with the digital distribution to accept the transition from the possession to the
“hiring” of music contents.

4.1.3. The third wave of disruptive innovation and the managerial responses from the incumbents
The third wave of disruptive innovation was indeed due to the music streaming services since 2008.
Spotify, which represents the main icon of this new disruptive wave, disruptively slipped into the
industry and undermined the position of incumbents in the digital distribution. Many users, attracted by
this new competitor, opted to subscribe for a monthly subscription allowing unlimited listening of an
entire music catalogue, instead of purchasing individual music contents from a store such as iTunes. The
gradual transition from music purchasing to “hiring” reduced Apple’s revenues in the music sector,
bringing it to implement a change in its business model. Therefore, Apple first evaluated the launch of
complementary services for iTunes instead of completely new services, to avoid cannibalization of sales
of their existing services. Indeed, in November 2014, Apple introduced for its customers the iTunes
Match service. Apple tried to create this streaming functionality by considering the increasing
consumption of music in digital mobility through devices such as iPad, iPhone and iPod Touch.
Customers who underwrote the service (by paying a fee of § 24.99 per year) had the possibility to upload
their own music contents — regardless of the mode of acquisition — within the iTunes server to have them
available at any time within the iCloud space. Whether a song was already present in the music catalogue
of iTunes Music Store, Apple offered customers the opportunity to replace their songs with a better-
quality version already available within the Apple server. Although Apple has never released data about
the number of service subscribers, the success was rather limited. The reasons stem from the fact that
iTunes foresaw the need for the user to own the song before uploading it on Apple’s server, and not
allowing, therefore, listening songs that they did not hold the possession. So, iTunes Match cannot be
classified as a real “streaming” service, rather, as a purely cloud service. This observation seems to be
confirmed by Apple itself, which classifies the service as an additional option to extend the benefits of
the iCloud platform. Further evidence of this situation is the fact that Apple has always imposed a limit
to the songs that each user could upload within iTunes Match. In addition, this issue differentiates this
service from other music streaming services, which instead provide the access and the listening, in an
unlimited way, of the entire catalogue available for the user. Therefore, the launch of the complementary
product of iTunes Match was not sufficient for Apple to stop the decline in the music sales caused by a
migration of users to the streaming services. Accordingly, the company decided in a second phase to
cannibalize its iTunes service. Apple planned to develop its own music streaming service, and in May
28™ 2014, the company concluded the purchase of the company Beats Electronics for $ 3 billion, by
obtaining the control of the Beats Music streaming service. Some analysts agreed that the price paid by
Apple to Beats was higher than the actual value of the acquired company, but through this deal, Apple
could quickly close the gap that separated it from rivals such as Spotify, Deezer or Rdio. Through this
external acquisition, Apple was able to take advantage from the agreements already signed by Beats
with the record companies, and effectively to reduce time-to-market. In addition, the company had
access to professionals who integrated within his team, as for example, Jimmy lovine, the co-founder of
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Beats and a former music producer. After a year from the acquisition of Beats Music, Apple decided to
transform the service in a way to be greater integrated within its own devices. On 8" June 2015, within
the Apple WWDC (Apple Worldwide Developers Conference), the company announced the change of
the service in Apple Music. The new service was created as a pay service with a monthly fee of $ 9.99
and under two versions, the first one free-of-charge with ads (which means with the presence of
advertising) and the second one with a payment, like the main competitor, i.e. Spotify.

Starting from its launch, Apple Music reached in less than one year and half around 20 million of users,
allowing it to become competitive, but still second in the music streaming market, in front of Spotify.

4.2 Discussion
Figure 1 shows the three waves of disruptive innovations in the global music industry and the managerial
responses adopted by the incumbents to deal with them.

The proposed model aims to highlight the managerial responses that incumbent companies adopted to
respond to the waves of disruptive innovation that cyclically happened in the global music industry over
the last fifteen years. For each wave of disruptive innovation, the managerial responses adopted by the
incumbents allowed them to initially protect their competitive position in front of the newcomers (Teece
et al., 1997). Moreover, the managerial approaches with which incumbents managed each disruption
differ from one another, according to the virulence and the characteristics with which they diffused
(Teece et al., 1997).

In responding to the first wave of disruptive innovation, i.e. the digital music distribution, a unique
managerial response was adopted by the incumbents (except the lawsuit against the newcomer Napster,
that cannot be considered as a managerial response), i.e. the establishment of permanent dedicated
business units, enabled by structural ambidextrous organizations (Bower and Christensen, 1995;
Christensen, 1997; O’Reilly and Tushman, 2004; Rotemberg and Saloner, 2000; Christensen and
Overdorf, 2000; Birkinshaw and Gibson, 2004), involved in the creation of online stores through which
incumbents sold music in catalogues.

To respond to the second wave of disruptive innovation, i.e. the permanent digital download, first
incumbents replicated the same managerial approach they used for dealing with the first wave of
disruptive innovation. However, they were not able to gain success in the short run, due to the incredible
speed with which the disruptive innovation, i.e. Apples’ iTunes Music Store, diffused into the market.
As a consequence, a new managerial response was adopted by the incumbents, i.e. the establishment of
a partnership with the newcomer itself (Chesbrough, 2005, 2010; West and Gallagher, 2006a, 2006b;
Lichtenthaler, 2008; Chiaroni et al., 2010; Bogers, 2011), which represents an organizational mode to
implement open innovation (Chiesa and Manzini, 1998). Although the contractual agreements changed
over time according to the increasing diffusion of the new service, which allowed Apple to become the
main incumbent in the digital music distribution, this appeared to be a more effective managerial
response when incumbents were not able to manage in the short run the virulent diffusion of the new
service by exploiting internal assets and capabilities.

Finally, to respond to the third wave of disruptive innovation, represented by the music streaming
service, the main incumbent in the digital music distribution in 00’s, i.e. Apple with its iTunes Music
Store, first tried to respond with the creation of a complementary service — the iTunes Match — to add to
its infrastructural platform of existing services. Because of the characteristics of the new disruptive
technological change and of the virulence with which Spotify diffused into the market, the incumbent
succeeded in competing with Spotify by taking advantage from the acquisition (Chesbrough, 2005, 2010;
West and Gallagher, 2006a, 2006b; Lichtenthaler, 2008; Chiaroni et al., 2010; Bogers, 2011), which
represents another organizational mode to implement open innovation (Chiesa and Manzini, 1998). In
particular, the acquired company, i.e. Beats Electronics, had already in place a music streaming service
similar to the one offered by Spotify. This managerial response allowed Apple to timely react to Spotify
when it was able to reduce effectively its time-to-market.
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From these observations, a path arises regarding the responses with which incumbents in
the global music industry have answered to the threat of disruptive innovations’ waves.
These responses, indeed, evolve over time as a result of a path whereby incumbents
primarily start to exploit their internal assets and capabilities (with the creation of
permanent dedicated business units, i.e. structural ambidextrous organizations) (Bower
and Christensen, 1995; Christensen, 1997; O’Reilly and Tushman, 2004; Rotemberg and
Saloner, 2000; Christensen and Overdorf, 2000; Birkinshaw and Gibson, 2004), and then
moved to more externally-oriented approaches (such as partnerships and acquisitions)
(Chiesa and Manzini, 1998; Chesbrough, 2005, 2010; West and Gallagher, 2006a, 2006b;
Lichtenthaler, 2008; Chiaroni et al., 2010; Bogers, 2011).

In particular, in the proposed scheme, the managerial approaches with which incumbents
responded to the cyclical waves of disruptive innovations seem to follow a dynamic path
dependence process (Vergne and Durand, 2010), which connects past and slower with
future and faster responses of incumbents. In particular, incumbents seem to move from
the exploitation of their internal resources and processes to more timely approaches when
the following waves of disruptive innovations are faster, more subtle and unpredictable.
This is even truer in a context such as that of the global music industry, a particularly
turbulent technological context, where “time-to-market and timing are critical, the rate of
technological change is rapid and the nature of future competition and markets difficult to
determine” (Teece et al., 1997).

Accordingly, this process follows the condition of self-reinforcement of managerial
approaches over time (Vergne and Durand, 2010), which is the continuous implementation
of different, dynamic and faster managerial approaches that make incumbents more
capable rather than the previous alternative path to quickly respond to faster, more subtle
and unpredictable waves of disruptive innovations.

However, it is worth to highlight how the more the context is turbulent, i.e. the disruptive
innovations are faster, more subtle and unpredictable, the more the managerial approaches
adopted by incumbents are complex from an organizational point of view (Chiesa and
Manzini, 1998). This is particularly interesting to point out when existing literature on
disruptive innovation calls companies to adopt more flexible and less formal organizational
structures (Bower and Christensen, 1995; Christensen, 1997). In fact, this apparent
contradiction reflects the different viewpoints that later evolved in the disruptive
innovation literature, where scholars suggest studying disruptive innovations through
several perspectives, which embrace different articulations of the disruption, such as
technology, radical product and business model, as well as the different contexts in which
it diffuses (Markides, 2006; Yu and Hang, 2010).

5. Conclusions

The paper discusses how incumbents develop over time managerial approaches to respond
to the threat represented by waves of disruptive innovations that cyclically take place
during the lifecycle of an industry. This is an important issue to address in the field of
disruptive innovations, to investigate whether and how the development and
implementation of several managerial approaches follow or not a path, which evolves over
time when incumbents are confronted with a flow of disruptive innovations that cyclically
take place in the industry where they operate.

Through a historical analysis of the global music industry, we have highlighted the main
waves of disruptive innovations over the last fifteen years (i.e., digital music distribution,
permanent digital download and music streaming) and their main enabling factors (i.e.,
Internet, personal computers, digital mobility and broadband connections).



Second, we analyzed the reactions of incumbents in front of these waves of disruptive
innovations. We found that, for each wave of disruptive innovation, incumbents have
implemented different managerial responses, with the following sequence:

i. Exploitation of internal managerial practices, enabled by structural ambidextrous
organisations (Bower and Christensen, 1995; Christensen, 1997; O’Reilly and
Tushman, 2004; Rotemberg and Saloner, 2000; Christensen and Overdorf, 2000;
Birkinshaw and Gibson, 2004);

ii. Creation of partnerships, such as the establishment of relationships with specific
actors operating in the value chain (Chiesa and Manzini, 1998; Chesbrough, 2005,
2010; West and Gallagher, 2006a, 2006b; Lichtenthaler, 2008; Chiaroni et al.,
2010; Bogers, 2011);

iii. Acquisitions of other companies, in order to absorb external knowledge capital
and innovative technology solutions (Chiesa and Manzini, 1998; Chesbrough,
2005, 2010; West and Gallagher, 2006a, 2006b; Lichtenthaler, 2008; Chiaroni et
al., 2010; Bogers, 2011).

The empirical evidence suggests that the managerial responses to waves of disruptive
innovations that cyclically take place within the lifecycle of an industry follow a dynamic
path, which evolves over time as a consequence of the implementation of different,
dynamic and faster managerial approaches by incumbents (Vergne and Durand, 2010). In
particular, our proposed framework summarizes and explains how the shift from the
adoption of past and slower with future and faster responses of incumbents is driven by the
turbulence of the environment.

Through this paper, we aim to shed light on a relevant although under-researched
innovation management issue and inform future research into the field of disruptive
innovations. We think that innovation scholars can benefit from this study, which
contributes to the lively academic debate on how firm-level managerial approaches to
disruptive innovations are developed and implemented over time. In addition, we aim to
provide useful tools, insights and examples to the managers with responsibilities for
innovation and strategy in established companies, which are in search for managerial
approaches to respond to the threats of disruptive innovations and new technological
changes.

In particular, as far as the managerial perspective is concerned the paper brings to light
interesting insights and implications. We highlight the risk to adopt internal managerial
approaches, when dealing with waves of disruptive innovations that are faster, more subtle
and unpredictable if compared with other technological changes previously appeared in a
given industry. New disruptive technological changes could require the implementation of
other managerial approaches, which are more timely and effective, such as the
establishment of partnerships or acquisitions. In particular, these managerial approaches,
mostly based on an external perspective, allow companies to access knowledge sources
from outside, instead of developing from within the assets, capabilities and knowledge
they need to compete into the market, implying a significant reduction in time-to-market
and timing in front of new technological changes. This is particularly true, when incumbent
companies are confronted with disruptive technological changes enabled on digital
solutions, as in the case of the global music industry over the last fifteen years, which
require thinking out of traditional processes, knowledge and capabilities — the same
solutions that have allowed them to grow over time and to maintain the same business
model over years.

We think that our contribution could invite managers and practitioners in charge for
innovation activities to push the incumbent companies in which they operate towards a
shaping and adaptation of their consolidated business model, even leveraging on different
and dynamic managerial approaches, when facing with the emergence of new disruptive
technological changes.
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Understanding whether and how the development and implementation of the managerial
approaches to deal with waves of disruptive innovations depends on conditions of
contingency, e.g. unexpected reactions by competitors, technological factors that enable
disruptive changes or not forecasted market development, may be an interesting avenue
for further research.

In addition, the findings of this research, due to the methodology that we used, cannot be
generalized to any population of incumbents or industries. Accordingly, we believe that
our model could be used to analyse disruptive technological changes that happen in other
industries and the strategic reactions of incumbent firms. This could access the
generalizability of our findings and discover similarities or differences with the managerial
approaches adopted by other incumbents in other industries.
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