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ABSTRACT

The concept of institutional logics, notably a choice between multiple logics, has
been offered as a foundation to theoretically explain heterogeneity of
organisation. The thesis focuses on how this heterogeneity of organisation is
possible through a study of how decision makers deal with conflicting yet co-
existing logics in their every day work. The field chosen for the empirical study is
the recorded music industry, where two opposing logics, the artistic and the
commercial, necessarily co-exist. Through semi-structured interviews, decision
makers in the recorded music industry in the UK were asked about their work
processes. Their descriptions revealed two very different ways of acting based on
either the artistic logic or the commercial logic. The study further shows that
even if there were some attempts to take both logics into account, all the
respondents emphasised one logic over the other, but not the same logic, leading

to the established major/independent duality in the structure of the field.



ABSTRACT IN DANISH

Begrebet institutionelle logikker er blevet brugt som et fundament til at forklare,
pa en teoretisk made, heterogenitet af organisation, gennem et valg mellem flere
logikker. Denne phd afhandling fokuserer pa, hvordan denne heterogenitet af
organisation er mulig gennem en undersggelse af, hvordan beslutningstagere
handterer modstridende, men alligevel sam-eksisterende logikker i deres daglige
arbejde. Feltet valgt til den empiriske undersggelse er musikbranchen i
Storbritannien, hvor to modsatrettede logikker, den kunstneriske og
kommercielle, ngdvendigvis sam-eksisterer. Gennem semi-strukturerede
interviews blev beslutningstagere i musikbranchen i Storbritannien adspurgt om
deres arbejdsprocesser. Baseret pa deres beskrivelser blev to meget forskellige
mader at handle pa opdaget, pa den ene hand med grundlag i den kunstneriske
logik og pa den anden side den kommercielle logik. Endvidere argumenteres der
for, at selv om der var nogle forsgg pa at tage hensyn til begge logikker
fremhaevede alle de adspurgte en logik frem for den anden, men ikke den samme
logik, der fgrer til den etablerede major / indipendent opdeling i branchens

struktur.
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1 INTRODUCTION

In recent years the emphasis of institutional theory has moved from homogenous
institutional organisation towards an emphasis on heterogeneity of organisation
based on multiple institutional logics (Friedland & Alford, 1991; Thornton &
Ocasio, 2008) and institutional entrepreneurs (Hardy & Maquire, 2008).
Institutional logics are defined as particular means-end relationships,
representing a given end, and are as such mutually exclusive and often
conflicting, which leads to alternative sources of acting within any field(R. W.

Scott, Ruef, Mendel, & Caronna, 2000; Thornton & Ocasio, 2008) .

Were as new institutional theory previously emphasised one dominant
institutional logic within a given field, the theory of institutional logics argues that
multiple logics exists within any field. Through the multiple sources of action,
these different logics offer the foundation to heterogeneous organisation.
Furthermore, Thornton and Ocasio(2008) argue that in any institution there must
be a market, as well as a cultural aspects thus building conflict into the institution
to the extent that cultural and market logics are traditionally understood as
conflicting. It is this built-in conflict between the market logic on the one hand

and the cultural logic on the other that will be the focus of the thesis.

The built-in conflict, between the market and the cultural logics is probably best
seen in cultural or artistic fields, where the artistic logic is often taken to be in
opposition to the commerecial logic?, as seen in the commonly known terms of ‘art
for art’s sake’ and ‘selling out’. But how do individuals on a daily base deal with
the multiplicity of logics? How do they act when two conflicting and mutually
exclusive logics, such as the artistic logic and the commercial logic, both have to

be taken into account in their actions?

1 The terms commercial and artistic logics will be used in relation to the empirical field as these terms
better reflect the field terminology than market and culture.
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For a start up design company in Copenhagen, this conflict came up when one of
their first designs became successful and quickly dominated their work (Nielsen,
Power, & Sigurdardottir, 2009). Should they at this stage push aside their wish to
run an artistic design company with a continuous flow of new designs and
become a production company in order to pursue the profit made possible by the
success of their design? The decision to either focus on the production of this one
product, or to continue focusing on the design and continue producing mostly
prototypes would have great consequences on the way that they did their jobs
and thus on the way the company would be organised. The choice would be
between two logics, a market logic (which here would emphasise production,
marketing and sales as a means to profit), and a cultural logic (here an emphasis
on creativity and a steady stream of great new designs). If different organisations
within the furniture industry made different choices in this crucial motivating
decision, we should expect to see considerable heterogeneity of organisation

within that industry.

Even if the concept of multiple logics offers the theoretical outline for
heterogeneity of organisation, studies of multiple logics have not tended to focus
on organisational outcomes, but rather on resistance and conflict. In a study of
commodity banking, Marquise and Lounsbury (2007) have shown how resistance
to the entrance of new bigger/national organisations led to resistance from the
local organisation. Stone (1996) showed how the conflict between two logics of
organising a non-profit can lead to a split of a non-profit organisation and Binder
(2007) showed how a similar conflict between the administrative logic and the
logic of social support lead to a division of another non-profit organisation. In a
study on how museum directors rationalized external pressure, Townly (2002)
did however find that resistance to conflicting logics is not the only response.
Further D’Aunno, Sutton and Price (1991) studied how a hybrid organisation
mental health and drug abuse clinic dealt with conflicting demands and found
that separate logics were adopted to a degree, but one logic still tended to be

prioritised.
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It is easy to see how market and cultural logics would lead to resistance if the
pressure upon the cultural logic became too strong. In particular, this is true
when studying fields such as art museums and their resistance to increased
external requests for efficiency measure, but co-existence of institutional logics
does not only lead to resistance, and does not only happen between the market

and cultural logics.

For example, Zilber (2002) showed how a feministic logic and a therapeutic logic
struggle for dominance in a rape crises centre. Zilber explains that this conflict
exists even if there are no compelling market pressures to adopt both logics. This
is quite different from the creative industries, where art is sold for profit and the
two conflicting logics - commercial and artistic - must co-exist. The same is true
for book publishing where the cultural logic of editors’ and the market logic must
both be taken into account even if one logic might be dominant as Thornton and

Ocasio have documented (1999).

Based on the conflict between market and cultural logics, it is interesting to
speculate on the constitution of fields where either of the respective logics is
dominant. For the market logic we could easily envision financial markets where
return on investment was the sole goal of the organisation. At the other end of the
spectrum, the cultural logic would lead us to think about non-profit organisations
such as art museums, hospitals and schools. Yet even in the case of non-profit
organisations there is a need for some financial base for their operations and thus

a need to take the market logic into account even if the cultural logic is dominant.

The present work takes its starting point in the assumption that in creative
industries where art is sold for profit, it is impossible to ignore or push to the side
either the cultural logic (in the present case, the artistic logic) or the market logic
(here referred to as the commercial logic). This is to emphasise that this is indeed
a for-profit field rather than a non-profit arts field. Rather, both need to be taken
into account at any time. Based on this I formulate the following research

questions:
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1. How do individual managers in the creative industries deal
with situations where they necessarily have to take into
account two opposing and mutually exclusive institutional
logics?

2. How do managerial responses to these situations influence
organisation of the field?

The following work will attempt to answer these questions by studying how
individual managers and decision makers deal with the conflicting logics. Do
managers attempt to ignore one or the other? Do they divide the organisation
into divisions according to the logics? Or do they combine them so as to justify
their actions based on both logics? Emphasis will be given to the description
made by decision makers of the work process involved in putting out music and
the influence of this process on the organisation of the field, how do the logics
influence the organisation of the record companies? Does this lead to a homogeny

or a heterogenic organisation of the field?

Unlike the traditional new institutional emphasis on the macro level, I focus on
the micro level, and the influence of micro level actions on organisation. My
choice is based on the idea that macro level studies cannot give the same insights
into how conflict between logics plays out as a micro study. A micro study can
capture how individual decision maker’s deal with the conflict and this is needed
in order to further advance the theoretical understanding of the heterogeneity of
organisation at the field level. In short, the focus on institutional logics allows for
the study of interactions between two levels of analysis, linking the individual

decision maker’s actions to the organisation of the field.

The field selected for the research is the recorded music industry. The music
industry, both broadly defined as well as narrowed down to the field of recorded
music in particular, belongs under a subheading of the cultural or creative
industries. These have in the last few years received increasing political emphasis
as economically important (Flemming, 2007; Thornton, 2004). This is an

indication that the political discussion has moved from the arts being in need of
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public funding, towards an understanding that they can be profitable businesses.
This change in the way art is perceived increases the emphasis that both the
artistic and the commercial logics need to be taken into account in the creative
industries, making them a particularly interesting topic of study from the

institutional logics perspective.

1.1 OUTLINE OF THE THESIS

The aim of the thesis is to add to institutional theory of organisation through an
empirical study of how individual decision makers deal with conflicting logics. In

order to do so, theoretical, empirical, and methodological aspects are discussed.

The thesis starts out by framing the concept of conflicting logics in theoretical
terms (chapter 2).)(After defining institutional logics, the concept of legitimacy is
presented (2.1). This is done as to establish the link between the concept of logics
and legitimacy which is important in the context of struggle for dominance as the
struggle for dominance is really a struggle for legitimacy. The overview of the
concept of legitimacy establishes the importance of the normative and cognitive

aspects of both legitimacy and institutional logics.

Another important aspect of institutional logics is that they combine two levels of
analysis the micro and the macro. This aspect is discussed in chapter 2.2 where a
model from Coleman (1986) is used to show how a study of work processes
might be used to link the two levels, the logic, the behaviour and then again the
organisational outcome of the behaviour. Having outlined these important
characteristics of institutional logics, the next step is to envision, based on the
theory, the ways in which conflicting institutional logics might influence
organisation. This is done in chapter 2.3 where four possible scenarios are
described in view of previous research on institutional logics. Later in the thesis

the scenarios are compared to the findings of the interview study.
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After the presentation of the theoretical framework, the empirical field is
introduced. To answer the research question, the empirical field must have two
established conflicting logics as the goal is not to establish that there are two
conflicting logics but how decision makers deal with the conflict. Chapter 3
outlines how the conflict between arts and commerce is to some extent a
fundamental aspect of the definition of artistic creativity. When the conflict has
been revealed the literature on organisation of the recorded music industry is
reviewed (chapter 3.3), which has been focused upon the concentration of the
industry and how the concentration has influenced innovation. In that stream of
research, the underlying argument is that innovation has gone down in the
presence of great concentration of companies? The incompatibility of
concentration and creativity provides a striking parallel to the conflict between
the commercial logic and the artistic logic. Other literature on the organisation of
the recorded music industry has also focused on the distinction in the industry
between the “majors” and “independents” (Gander & Rieple, 2002;
Hesmondhalgh, 1999) - there again the conflict between the forms is very salient.
Following the academic literature of the organisation of the recorded music
industry chapter 4 outlines how the field was narrowed down from the recorded
music industry in general to the London based commercial recorded music
industry. This is followed by descriptions of the recorded music industry, first
based on market share data which show how the field is divided into two
separate size groups and then an outline of the work process involved in putting
out music. This first outline of the process and important actors is not aimed at
showing how the two logics studied might conflict throughout the process, but to
present as neutral an account of the process as possible. The intent is to provide
the reader with an insight into the kinds of tasks where the decision makers

might have to deal with the conflicting logics.

Chapter 5 outlines the method used in gathering empirical data and how the data
was analysed. The chapter starts out with an outline of how the cases were

selected, and then describing how the work process data was collected through
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semi-structured interviews. This did not only uncover two logics but allowed to
determine the strength with which the decision makers adhered to each of the

logics.

The findings chapter (6) starts with an outline of the two logics as they were
uncovered in their ideal form. The chapter establishes how the two logics are
conflicting in their understanding of what ‘good’ music is, how it is found, and
how it is sold. Based on the two ideals, the work process is divided into two parts,
the artistic and the commercial tasks. The interview data is analysed to uncover
how the logics might influence decision makers in each of these two parts of the
work process. The findings are compared to the four scenarios hypothesised in
the literature review, which shows that even if there are two distinct logics,
neither one of them seems to be dominant. Furthermore, most decision makers
are apparently aware that there is more than one way to do things. Having
established the existence of the two logics, the next chapter outlines how decision
makers deal with the co-existence ignoring the alternative logics or attempting to

combine the two logics.

Chapter 7 discusses the findings and how they might add to our understanding of
how decision makers deal with conflicting institutional logics, as well as how this
influences organisation as well as our understanding of the organisation of the
recorded music industry in particular and the creative industries in general. The

final chapter (8) then sums up the findings of the thesis.

In addition to the already outlined chapters, the thesis has five appendixes. The
first, Appendix A, gives an overview of the music industry terms applied in the
music industry; Appendix B is the interview guide the research interviews were
based on. Appendix C outlines and discusses the two record companies able to
break the 4% market share barrier the smaller companies seem to be unable to
break. Finally Appendix D is a table of the interview data where one of the two

logics, or a combination of the two, was coded.
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2 INSTITUTIONAL LOGICS

In recent years there has been a surge in the literature where institutional logics
are used as a meta theory or method of analysis (Thornton & Ocasio, 2008). This
surge has happened along with an increased emphasis on embedded agency
(Hardy & Maquire,2008) and heterogeneity of organisation, rather than
isomorphism (DiMaggio & Powell, 1983) and homogeneity. This development
testifies to the rising interest in how institutional logics relate to institutional

change.

Institutional logics trace their origin to Friedland & Alford (1991) who in a call for
wider societal consideration in institutional theory argued that core institutions
all had a central logic. Each of these logics constrained action, but their
multiplicity at the same time offered alternative modes of acting, thus laying the
theoretical foundation for agency. In the current literature on institutional logics,
they are simply defined as means-end relationships that define the content and
meaning of institutions (Thornton & Ocasio, 2008, P. 100). Institutional logics
focus the attention of decision makers in organisations on issues and solutions
that are consistent with the prevailing institutional logic (Thornton, 2004, P.12).
Institutional logics thereby define the ‘rules of the game’ and conflicts between

logics are thus particularly challenging theoretically.

In their outline of institutional logics in the Sage Handbook of Organizational
Institutionalism, Thornton and Ocasio (2008) outline the most important aspects
of institutional logics as a meta theory. They list the following characteristics: the
intersection of multiple logics; the role of this intersection as a foundation for the
concept of embedded agency; the multi-level approach; the need for a historical
element in studying logics; and the persistent duality whereby institutions have
both material and cultural foundations. This duality is of central importance in
the present work, where it is precisely the conflict between the commercial logics

and the artistic logic which are studied. Examples of cultural logics in the
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institutional literature are the craft logic in higher educational publishing
(Thornton, 2002), the more general health care logics (D'Aunno et al,, 1991; R. W.
Scott et al., 2000) and non-profit logics (Binder, 2007; Stone, 1996; Townley,
2002). In these studies the emphasis is often on conflict between the two aspects:
the market defining the means to profit or cost-effective management and the
cultural defining the means to culturally valued goals such as better health or, in
the case of the present work, great music. The conflict between the two is also the
focus of the present work, but rather than to simply study the conflict empirically,
it compares the empirical findings to scenarios based on previous research on
institutional logics. The scenarios outline the theoretical take on how the conflict
can be played out in any given field, thus building the first step towards a
theoretical outline of how conflict between institutional logics influences field

organisation.

The emphasis that the study of institutional logics puts on conflict is not new to
institutional theory. The theory was originally put forward as a contrast to an
overemphasis on efficiency and economic rationality (Meyer & Rowan, 1977).
Thornton and Ocasio (2008) do in fact list the emphasis on conflict in early
institutional theory as a predecessor to the emphasis on institutional logics. The
difference between the older version of institutional theory of organisation and
the emphasis on institutional logics is that in the emphasis on institutional logics,
the emphasis is not only on whether the underlying assumptions behind the
action is rational or irrational but rather how conflict or conformity between the
logics of the field influence organisation through individual choices of action. The
next three chapters address three important aspects of the influence of
institutional logics. First, how the logics relate to the concept of legitimacy.
Second, how the study of logics ties together two level of analysis. Third, how
logics have been found to influence organisation, and how two conflicting logics

might influence field organisation.
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2.1 THE LEGITIMACY OF INSTITUTIONAL LOGICS

Whereas in institutional theory, legitimacy was set up against rationality (in the
understanding of economic rationality), in the theory of institutional logics, the
two oppositions are represented as the persistent duality between market and

cultural aspects (Thornton & Ocasio, 2008).

Based on this, at least two logics representing the two conflicting aspects define
the legitimate ways to organise within any given field. This creates a foundation
for heterogeneity of organisation based on multiple logics within the field. Each
logic would define a possible organisation and theoretically all the possible
outcomes could be legitimate. Yet this does not necessarily means that all the

possible organisations based on the logics within the field are legitimate.

One of the logics could be dominant, meaning that it defines the only legitimate
way to organise within the field, as new institutional theory has emphasised. But

what does being legitimate mean in institutional theory?

In Meyer and Rowans theory, the institutions rule myths which organisations
incorporate and thereby gain legitimacy, resources and stability as well as
generally enhance their survival prospect (Meyer & Rowan, 1977). DiMaggio and
Powell (1983) emphasise how isomorphic processes act as constraints and result

in pressure on non-legitimate organisations to become legitimate.

The emphasis on legitimacy is in early institutional theory emphasised as a
contrast to standard efficiency claims - the idea that organisations use rational
calculations to find the most efficient organisational form and adopt it as their
own. The legitimate organisational form might thus not be the same as the most
(economically) efficient form. In this understanding organisation, according to
new institutional theory, becomes a trade-off between profit and legitimacy
(Deephouse, 1999). This trade-off does according to Meyer and Rowan (1977)
create a conflict between the technocratic aspect, as the organisation seeks

economic efficiency, and the norms and myths that the legitimate organisational
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structure is based. This conflict between being legitimately organised and being
economically efficient often results in a decoupling between the two (Meyer &
Rowan, 1977). These neo-institutional accounts contrast with the emphasis on
institutional logics, where legitimacy is presumed to be linked to the logic rather
than the institution (it is the logic that defines the legitimate means to reach a
valued end). The multiple logics each define the legitimate means to the end they
represent. The above outlined conflict between economic rationality and
legitimacy would thus translate into conflict between legitimacy based on the
artistic logic or the commerecial logic, and through this offering more than one

legitimate way to organise or heterogeneity of organisation within the field.

The concept of legitimacy is thus a central concept in institutional theory. In spite
of this Suchman (1995) found that even if many researchers use the concept few

define it . He goes on and offers his own definition:
Generalized perception or assumption that the actions of an
entity are desirable proper or appropriate within some

socially constructed system of norms, values beliefs and
definitions (Suchman, 1995 p. 574).

In this definition he links legitimacy to the cognitive (beliefs) and normative (the

way it has always been done) aspects of the institution. This means that an action
can be perceived as legitimate, either because we cannot perceive any other way

or because we have come to accept it as such (even if we might be able to

envision other actions).

Scott (2001) also offers a definition of legitimacy based on his three pillars of
institutions: the regulative, the normative and the cultural cognitive. The pillars,
he claims, denote the different emphasis of each of the respective theories,
making them fundamentally distinct. They differ in their understanding of action,
where the regulative pillar stands for the rational choice on the one end and the
cultural cognitive pillar stands for the taken for grantedness of socially

constructed behaviour at the other end. The normative pillar stands in the middle
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where norms are followed out of social obligation. Norms differ from the taken
for grantedness of the cognitive frame as they are not the only perceived way of
acting and thus are only effective as long as people follow them. The normative
pillar, unlike the cognitive one relies on some form of agency where agents are
able to perceive other possible ways to act, but decide to follow the norm. The
same goes for the roots of legitimacy where according to the cultural cognitive
pillar an ‘action’ is legitimate as it is the only action comprehensible, the only way
to do things (thus barely sufficing as action but rather an enactment or

behaviour).

Thornton and Occasion emphasise that institutional logics combine the cognitive
and the normative aspects along with a structural aspect which closely resembles
the regulative or coercive aspect of institution (2008). The two theories are thus
in agreement on the aspects of the institution but the question still remains
where the source of legitimacy of an institutional logic is. Is it cultural cognitive or
normative or even structural? And why does it matter whether the source of

legitimacy of the logics is cognitive or normative?

There are two reasons the distinction between the cognitive and normative?
aspects of institutional logics are important. First, if the logics are cognitively
legitimate it is impossible to envision acting in any other way, while if they are
normatively legitimate we can envision other alternative modes to act, but simply
choose the one we value the most or find most legitimate. The normative
understanding would thus allow for a socially skilled actor (Fligstein, 1999) to act
differently than the majority in the field. The two are thus at the foundation of the
distinction between action and enactment, where individuals are perceived to
enact the cultural logic without perceiving alternatives, while the normative logic,
although likely to lead to enactment does make room for action based on the

perceived alternative. This thus has to do with strength of the logic. Powel,

2 The structural is largely left out here as it is assumed that the structural is based on a decision or
consensus of the field and thus functions almost as an extension of the other two aspects.
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Gammal and Simard (2007) found that non-profit organisations with a clear
strong vision were concerned with fidelity and this made them less likely to
consider alternative logics when presented with them, arguing that “true
believers are rarely engaged translators” (P. 257). Strength thus indicates how
willing individuals are to consider alternative logics. Second, this has research
implications as Deephouse and Suchman (2008) point out, such as how is
cognitive legitimacy measured, how is it possible to measure something which
you are not aware of as the simple task of measuring does make you aware of it.
Mapping of institutional logics thus requires an open mind and some distance
from the field to make sure as to not overlook the cognitive aspects and further it
is not enough to just map the logics. In order to deal with how the logics influence
organisations we also need to evaluate how strongly individuals hold the logic, in
order to understand how they will react when confronted with conflicting logics.
Although it is hard to make a universal measurement of how strongly individual
decision makers hold particular logics, a careful analysis of their arguments (such
as through qualitative interviews) should indicate whether they cognitively see
the logic as the only plausible way to act or if they do envision alternative modes

of acting but normatively choose to act according to a given logic.

2.2 COMBINING LEVELS OF ANALYSIS

The theory describes how institutional logics affect organisational structure
within a given field, using the concept of embedded agency and the ability to
choose between logics. Still, the literature on institutional logics is somewhat
lacking in clarity as to how this influence on the organisational structure occurs
and further how this leads to the aggregate of organisational structures

comprising the field.

To uncover the underlying mechanism we must look at the individual level, in an

attempt to understand how the institutional logic influences and frames the
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enactment or allows for action of individuals, which in the aggregate comprise
the organisation of the field. Doing this would be an attempt at understanding
how the logic shapes the behaviour of individual decision makers, within

organisations that is how the embedded agent chooses to act.

To explain the underlying mechanism of the influence on individual action, as
well as the structural outcome of this action on field level, we must use two levels
of analysis, the individual level and the field level. These micro-macro relations
cause problems that the social sciences have had a hard time addressing
(Hinnings & Tolbert, 2008). The model below is an attempt by Coleman (1986) to
model the relationship between the two, based on Weber’s theory that the

protestant religious doctrine leads to capitalism.

(Protestant) (Capitalist)
Macro level religious economic
doctrine system
2 3
. 1
Micro level
Individual Orientations to
values economic behaviour

FIGURE 1 - LEVEL OF ANALYSIS - COLEMAN ORIGINAL MODEL (Coleman, 1986)

This model shows how the macro level of a belief system (the protestant religious
doctrine) relates to the values of individuals, which then leads them to actin a
given way (economic behaviour) which when a certain amount of people act
according to the belief system leads to a given macro organisation (the capitalist

economic system).

The model can be mapped onto institutional logics, replacing the protestant
religious doctrine with logics such as the commercial or artistic logic. These logics
each outline a valued end, and the means believed to lead to that end. For the
commercial logic this end would be financial and for the artistic logic, art. If one of

the two logics would be dominant, most of the individuals would value the end
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defined by the dominant logic. But if two logics co-exist without clear dominance
then the actions will be based on a choice between the two values. To understand
the organisation of the field, we would thus have to study how individual decision

makers choose between the two values the logics represent.

Thornton and Ocasio (2008) refer to this choice as mindful action. Here, mindful
means that a choice is made between alternative values and the logics that
represent them. The selection of the value ranked highest (or held strongest) then
leads to enactment of the means believed to lead to the selected end, ultimately
leading to an organisational structure based on the choices made within the field
(fig. 1, arrow 3). Here it is clear that the logic does not only provide a definition of
the means believed to lead to the valued end but further contributes to the

definition of what is valuable.

The first step in studying institutional logics would be to uncover the logics, or
the values, and the means believed to lead to them (fig. 1, arrow 2). To do this one
way is to study action, given that the actions represent the means. To uncover
action of this kind, Coleman refers to the work that social historians and
ethnographers traditionally do with qualitative data (Coleman, 1986). Powell and
Colyvas (2008) also call for a study of how actions on the ground lead to macro
changes and responses. A similar line of inquiry is further called for in the paper
Bringing Work Back In by Barley and Kunda, where the emphasis is on studying
work processes (fig.1, arrow 3) to understand organisation (Barley & Kunda,
2001). Although Barley and Kunda skip over the value part and focus on the
action they encourage looking at processes of work as a foundation for a theory of
organisational structure. This is further in line with Hardy and Maquire’s (2008)
emphasis on process as the study of institutional entrepreneurs. Building on this,
the understanding of process, the empirical part of the thesis studies work
processes in the music industry, treating the descriptions of them as behaviour

believed to lead to a given end or value desired by the individuals interviewed.
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By asking individual decision makers to describe the work processes within their
organisation, it is further possible cast a light on how they are exposed to the
conflicting logics in the field and how they manage the conflict created by the two
opposing legitimate ways of organising (fig. 1, arrow 1). This leads up to the
mindful decision as to which logic to follow, based on how strongly they adhere to
the two logics or how they rank their value. To do this we do not only need to get
a description of the work process but further need to establish the strength of the
logic: can the interviewees see alternative modes of acting? Or do they cognitively
believe the logic they enact is the only one? These questions give an indication as
to how they would rank the conflicting logics in importance, which has important
implications to organisation. Someone strongly adhering to a logic would actively
resist a conflicting logic, while another individual not adhering to the logic as
strongly (or ranking its value lower) might be willing to attempt to combine the

logics in a hybrid way.

2.3 INSTITUTIONAL LOGICS AND FIELD ORGANISATION

Similarly to much of the new contributions to institutional theory in the last few
years, the notion of institutional logics was put forward as a response to the
overemphasis on isomorphism, dominance and homogeneity of organisational
structure. In spite of this, some of the foundational literature on institutional
logics still focuses on dominance of logics, even if this dominance might not be
permanent, but could shift from one logic to another, leading to a change in
organisation.

In a study of the higher education publishing industry, Thornton and Ocasio
found two logics, a professional logic and market logic. They first established the
ideal types for both these logics and based on these hypothesised the influence
the dominance of each of the logics would have on the executive succession
within the field. Building on interviews and historical data, they showed that in

the time period studied there had been a shift in the dominance of the logics,
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where the emphasis had moved from the editorial logic to the market logic. By
comparing the executive succession throughout the period and the dominance of
the logics together, they showed that the dominant logic does indeed influence
the executive succession in the industry. They claim the dominant logic influences
the organisation by “structuring the attention of executives toward the set of
issues that are consistent with the logic dominant within the industry” (Thornton
& Ocasio, 1999, p. 837). These results were further supported by Thornton’s
(2002) study of growth strategy adopted by educational publishers based on the

respective dominance of the two logics.

Here, the market logic closely resembles what in the present work will be
referred to as the commercial logic, and the cultural logic here is the editorial
logic which in the case of the music industry is the artistic logic. Based on this,
one of the possible organisational outcomes of two conflicting logics necessarily
co-existing within a field is that one of the logics becomes the dominant logic and
thus defines the legitimate way to organise within the given field, leading to the

following possible scenarios in line with new institutional theory.

S1  One logic will become (at least temporarily) dominant
within the field, and decision makers holding other logics will
adhere to that logic.

However, this is not the only possible way the logics might influence the field. The
conflict between the two logics, could lead to a divisionalisation within the
organisation where the logics dominate different departments or parts of the

organisation.

Through an inductive case study of a non profit organisation, providing housing
and other support for poor parents as to set them up on a more sustainable path
in life, Binder (2007) found that it was not enough to study the institutional
influence on the organisation as a whole but rather that different subunits of the
organisation made sense of their behaviour based on different logics. These logics

roughly resembled the professional task of each subunit. Yet at the same time as
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each subunit primarily drew on a single logic, all the subunits needed to
collaborate as they belonged to one organisation and thereby as a whole had to
combine conflicting logics. Similarly Reay and Hinings (2009) found that
competing institutional logics were managed through a collaboration between
different groups. In the field of recorded music this kind of division, into groups
or departments, could be argued to occur along the divide between the artistic
and non-artistic division of the record companies, leading to the following

scenario.

S2  Decision makers will use one logic in one part of the
organisation and another logic in other parts of the
organisation. Which logic would be applied in which part of
the organisation, would depend on the content of the logic.

Yet not all organisations seem to manage to combine two conflicting logics within
an organisation. In a case study of a non profit group, Stone (1996) found that the
small non-profit organisation, which grew to become an important service

provider for the state, could not handle the two conflicting logics and split up.

The two logics that needed to be incorporated clashed over fundamental beliefs
about citizen participation and this ultimately lead to a split of the organisation.
This created two organisations holding different logics, even if they were working
within the same field. Based on these empirical findings, the third scenario deals
with incompatible opposition:

S3  Decision makers emphasise one logic over the other but

do not necessarily choose the same logic. Fields where

decision makers adhere to different logics will split into two,
leading to two different modes of organising within the field.

Theoretically, there is nothing which states that one logic will necessarily become
dominant in the organisation (as seen in the outline of legitimacy and the
strength to which the logic is held). Rather, the struggle between the logics might

simply continue in a seemingly balanced way. That is, even if the struggle
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continues, this does not necessarily lead to dominance of one logic over the whole

field, or even within an organisation in the field, such as described in S3.

This situation has for example been the case in the Danish national theatre where
an accounting logic and the artistic logic have struggled in a dialectical way from
the time the theatre was founded. For the national theatre both the accounting
logic and the artistic logic are a source of legitimacy, for the organisation as a well

run art establishment (Mouritsen & Skaerbaek, 1995).

In an ethnographic study of a rape crisis centre in Israel, Zilber (2002) found that
two logics, the feministic logic on which the organisation was founded and a
professional therapeutic logic brought in by younger generation volunteers,
fought for dominance of meaning of the support offered. Zilber argues that by
only looking at the meanings, one would deem the newly arrived therapeutic
logic to have become the dominant logic, but by studying both meaning and
actions she found that both logics influenced the organisation and that the
dominance of the therapeutic logic was not that clear (2002). Zilber’s study
thereby shows that co-existence of two logics does not necessarily lead to
dominance, and further emphasises the importance of not only studying the
macro level, but also incorporating the micro level and studying actions. Here we
can further see the importance of individual actors in maintaining or establishing
actions according to a logic, and through this action influence the organisational

structure of the given organisation.

The last mode, where two conflicting logics can co-exist within a given field
without one being dominant over the other, is presented as a hybrid by D’Aunno
etal. (1991) in a study of mental health care. They examined community mental
healthcare centres which had moved in to drug abuse treatment. These centres
had to deal with dual demands from respectively the mental health care logic and
the drug abuse treatment logic, which led to the clinics incorporating seemingly

conflicting practices.
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Studies of the rhetoric of organisations have further shown how rhetoric has
been used to combine two or more logics. The big five accounting firms for
example used rhetoric to justify merging law and accounting when they bought
up law firms (Suddaby and Greenwood 2005). Furthermore, a study of the
rhetoric of bids for architectural projects shows that architects attempt to
combine multiple logics by applying rhetoric from multiple logics (Jones & Livne-

Tarandach, 2008). These findings lead to the fourth and final scenario.

S4  Those decision makers who do not strongly adhere to
either logic, will attempt to combine the two logics to
maintain legitimacy by means of association with at least one
of the legitimate logics.

The above scenarios outline four different modes in which the field can be
organised. S1 suggests the dominance of one organisational form based on the
dominance of one logic. S2 suggests one dominant organisational structure where
the two logics are each dominant in one part of the organisation. S3 suggests two
organisational forms co-existing within the field where each one reflects one of

the two conflicting logics.

Whereas the first three hypothesised scenarios all deal with dominance of some
sort, the fourth scenario does not envision dominance but rather a hybrid form,
where an organisation combines the two logics. The scenario does, however, not
assert any particular way to combine the two logics and thus allows a wider

range of different forms within a given field.

These four plausible scenarios will in the following chapters be used to gain
better understanding of the organisation of the recorded music industry in the

UK.
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3 CREATIVE INDUSTRIES

Creative industries have been selected as a fields where the conflict between
cultural and market aspects of logics is played out in a fairly prominent way, as
seen in studies by Townley (2002) and Mouritsen and Skeaerbaek (1995). This
chapter first gives an overview of how the literature on artistic creativity and its
economic organisation has developed before narrowing down to outline the

organisational literature on the recorded music industry.

3.1 FROM CULTURAL ECONOMICS TO CREATIVE INDUSTRIES

The study of creative industries, as a worthwhile topic of study, is often traced
back to Caves’ 2000 book, Creative industries, contract between art and commerce.
There he defines creative industries as “industries supplying goods and services
that we broadly associate with cultural artistic or simply entertainment values”
(Caves, 2000, p.1). Yet the concept of creativity, even if we limit the definition to
artistic creativity, is elusive and difficult to define. We understand it to refer to
something new and unforeseen and, thus, it is almost built into our
understanding of creativity that if we would manage to fully define what it is then
it would no longer be creative (Pankhurst, 1999). This does make a study of
creative industries somewhat problematic or at least different from ‘traditional’
industries. This means that any theory, which by definition aims at being

predictive, would have to take this unpredictability into account.

Caves lists seven aspects in which creative industries differ from other humdrum

(where humdrum refers to the ‘non’ artistic aspects) industries:

e Demand is uncertain

Creative workers care about their product
Some creative products require diverse skills
Differentiated products

Vertically differentiated skills
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e Time is of essence
e Durable products and durable rents

Although emphasising how creative industries are different, there is no direct
reference to the artistic element of creativity in his list. The care creative workers
have for their production touches upon this aspect, as well as his distinction
between humdrum and artistic activities, but creative elements referred to in the
title does not get special attention, only the outcome of the creative process. In
this Caves belongs to an emphasis referred to as the production perspective

(Peterson & Anand, 2004).

Although being the one to label non-artistic activities within creative industries
‘humdrum’ Caves is not the first economist to point out the difference between
humdrum and artistic activities, these have been studied under the headings of

cultural economics and cultural industries for years.

Cultural economics is a branch of economics that deals with the arts. These trace
their beginnings to Baumol and Bowens’ book Performing Arts: the Economic
Dilemma, published in 1966. To some extent the dilemma is still not resolved and
cultural economics have been criticised for overly emphasising economic
justifications for the public support for the arts (Towse, 2003). Even if this is to
some extent true and cultural economics linked to elitist arts, which further have
been deemed not to be economically viable, this is not the only line of study in
cultural economics. In an overview Blaug (2001) lists the main themes of study

under the umbrella of cultural economics.

Taste formation

Demand and supply

Industrial organisation

The art market

Economic history of the arts
Artistic labour markets
Baumol’s cost disease

Public subsidiaries for the arts
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Looking at these it seems to be only the empirical field that gathers these
together, as the topics would fall under different subcategories of economics. It
has even been argued that cultural-economics are not simply economics, but
“located at the crossroads of several disciplines; art history, art philosophy,
sociology, law, management, and economics” (Ginsburgh, 2004, p. 758). Yet the
creative or cultural fields are different enough from other fields of study within
economics to generate a hyphen in the same way as in education - and health-
economics. In addition to the above list we could further add the emphasis on
geography, and the role of arts in regional development. An extensive overview of
the growing literature on cultural/creative industries along with economic

geography has been written by Gibson and Kong (2005).

There has been diverse interest in ‘creative industries’ from economic or
commercial perspective. In 1972, Hirsch studied the cultural industries to try to
understand the ‘nobody knows’ effect in demand and in an article revisiting the
cultural industries he provides an overview of cultural industry research reaching
back to the 1940s (Hirsch, 2000). It can, thus, not be said that the study of the arts

from an industry or for profit perspective, is an entirely new theme.

3.2 ARTISTIC CREATIVITY

In research on creativity the focus has very much been on (unquestionably)
creative individuals such as Gardner’s work on, among others, Picasso (1993). Yet
others have emphasised the social context of creation (Amabile, 1996;

Csikszentmihalyi, 1997).

Csikszentmihalyi compares creation to the tree that falls in the forest. If no one
hears it, it is not creativity. In this view, creativity exists only in a social context
with an audience. The audience consists of laymen, the ordinary buyers of music
as well as professional critics and other artists, or what Becker (1984) refers to as

art worlds. For the institutional logic being discussed here it would be the
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conversation between the professionals and educated laymen and the artist
which is often listed as of central importance in the creation of an understanding
of what is artistically creative. The definition of what creativity is thus constantly

defined as the ideology is embedded in all artistic fields.

The importance of the historical aspect of institutional logics has already been
outlined and in the book Creativity, Communication and Cultural Value, Negus and
Pickering (2004) present an historical account for creativity, starting with the
divine understanding of the world, pointing to God as the only creator and
humans as merely working towards the spiritual understanding of human
creativity. In the romantics’ view, as opposed to the emphasis on rationality and
progress of the enlightenment, this has translated into our present understanding
of creativity as individual expression at odds with any kind of control. They
further point out how, while this self expression is believed to be spoiled by
commercial activities, the two have at the same time come to be bound together
in the modern economy (Negus & Pickering, 2004). The artistic logic thus seems
to have been defined as in opposition to ‘rationality’ or efficiency which has been

defined as the market/commercial logic, from the start.

As Negus and Pickering (2004) claim, this means that the artistic logic emphasis
is to be at odds with any kind of control and that commerecial activities might even
spoil the endeavour. This makes the two logics of art and commerce
fundamentally opposing, as it is one of its sources of means of the artistic logic to

be opposed to the commercial logic.

Yet not everyone is of the opinion that the two, culture and commerce, are
irreconcilable. Cowen (1998) argues that they are not opposites but rather that
commercialis ation has facilitated cultural or creative productions. He points out
how capitalism and mass production have allowed more artists to produce and

sell their art and that the same market has often allowed them to work in art-

38



related jobs, providing an income big enough also to allow for them to produce

their art independent of popular taste.

The capitalist system further allows for niche segregation of the market. An artist
does not need to be all things to everyone, but can sell his art to a small
community of consumers that appreciate his expressions. Whereas Cowens
(1998) emphasis on the co-existence is made on the macro level, where
opposition is on an abstract level, the present work aims to look at the micro level
how individual decision makers deal with the conflict. But before looking at the
empirical field findings let us look at the organisational literature on the recorded

music industry.

3.3 THE MUSIC INDUSTRY IN STUDY

In the music industry the last 25 years have been a time of enormous platform
changes. It has gone from selling vinyl records, to cassettes, to CDs and last but
not least to digital files over the Internet. Yet the organisation of the production
and sales of recorded music has been quite stable during these years. Artists are
signed to record labels, which pay an advance and make it possible for the artist
to record the music, then the record label organises the distribution, marketing
and sales of the record outlined in the introduction. The structure of the industry
has further been quite stable, with the industry internationally divided into two
groups, majors and indies. The four international conglomerates, EMI, SonyBMG,
Universal and Warner, referred to as majors, jointly control around 80% of the

western market. The rest is shared by the thousands of independent labels.

This 80/20 division is most prominent in the western world, North America,
Europe and Australia. In other regions the independents’ share is slightly higher,

or around 30%.
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FIGURE 2 - INDEPENDENT MARKET SHARE BY REGION

In Asia in particular, the independent sector held over half of the market share.
This is mostly on account of a very different structure of the Japanese market
where the biggest record company is a local one, and where the majors jointly
hold only 32% of the market. However, for the western market the division
between the majors and indies is quite stable at 80/20. With 80% of the market

concentrated and divided by only four conglomerates.

The most common focus of organisational papers on the music industry is upon
the concentration of the industry and the effects this has on the rate of
innovation. The concept of concentration is closely related to the discussion in the
industry itself about the division of the market between majors and indies, where
the higher the proportion of the majors, the greater the concentration. Innovation
is further an important aspect of music industry, as pointed out by Gander and
Rieple (2004) and Lorenzen and Fredriksen (2005), particularly as the price for a
record/single is mostly fixed and the competition thus does not revolve around
the price but content differentiation. Record companies, thus, continually have to

come out with new records/songs to sell.
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The overview of the literature on the industry structure in the recorded music
industry is here divided into two subchapters; the first focuses on the trade off
between concentration and innovation, the second focuses on the value creation

within the field.

3.3.1 CONCENTRATION VERSUS INNOVATION

Dowd (2004) traces the concentration vs. innovation argument in the literature
in the music industry back (historically) to Schumpeter’s argument that there is a
positive relationship between concentration of an industry and innovation rate,
as only the bigger firms have the capacities to conduct the research necessary for
innovation. This argument was later countered by the idea that inertia created by
the hierarchical nature of big firms was counterproductive to innovation. It is on
this basis, Dowd claims, that the first paper by Peterson and Berger (1975) on
concentration and innovation in the music industry is written. In it Peterson and
Berger hypothesise that increased concentration would result in a less innovative
environment, measuring market concentration by the number of firms
penetrating the weekly top 10 single charts using chart information from
Billboard and calculating the share of the top four firms (now referred to as the
majors) of the market (defined as the top 10 single sales). In the period they
studied (1948-1973) the market concentration ranges form 89% down to 25%.
They then divide the period into five sub-periods and argue that the data give a
cyclical account of periods of great concentration followed by bursts of

innovation when more labels are able to penetrate the top 10 list.

Although the data end before a full cycle can be seen they argue that the burst of
innovation will again result in increased concentration as the industry again
seeks to organise more efficiently with more control over the production of the

music and its distribution.
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Lopes (1992) takes up the thread where Peterson and Berger (1975) leave off,
studying the period 1968-1990 and goes on to show that in spite of the
predictions of Peterson and Berger that there will be cycles in the market
between concentration and diversity, the market seems to have stabilised. With
the majors’ strong position on the market, diversity has been secured through
what Lopes calls ‘open systems’, where the majors use independent labels as a
source of innovation. This open system approach could possibly support the
findings of Alexander (1996) which indicated that innovation in this market

indeed is highest when concentration is neither very high nor very low.

Dowd (2004) offers a historical outline of the period under study in the above
papers (1948-1990) discussing how the conservative attitude of the majors led
them to ignore rock and roll in its early years. History does, however, prove that
rock is here to stay and in spite of the closed doors it met with by the majors it
found its way onto the market. His claim is that by learning from this experience
the majors have adopted a less conservative Artist and repertoire (A&R) strategy
as shown by Lopes (1992). This new A&R strategy is, for example, implemented
through decentralised production with subsidiary labels and a broader range of

production (Dowd, 2004).

This open system approach to innovation is in many ways similar to the
entrepreneurial strategies in dealing with the turbulent market environment in
the music industry, as they were described in an earlier paper by Peterson and
Berger (1971). There they list three main strategies involving, first, separating
the A&R activities from other segments of the organisation thereby minimising
the influence of inertia of a big firm on the A&R function. Secondly, the
entrepreneurial role is limited to a group of specialist A&R personnel who,
thirdly, have limited financial control. Thus no single A&R person makes all the
entrepreneurial decisions although management of the organisation still holds
the financial control. This could be interpreted as an argument for S2. Where,
through divisionalisation, the A&R function of the record label is relived from the
pressure of the commercial logic in order to be more creative /innovative.
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One could argue that the concept of innovation is ambiguous for the music
industry as it is generally believed to be bursting at the seams with artists
wanting to promote their music. Still, not all of that music entails innovation. In
the papers discussed above innovation is related to diversity, or to music that
breaks the pattern of the music already in the charts. This is in line with Becker’s
(1984) definition of an artistic innovation as a departure from existing
convention. In the music industry this would be equivalent to a new genre such as
rock and roll. This understanding of innovation refers to the content of the
production, and is, as such, related more to the artist composing the song, than to
the organisation recording and marketing it. Castafier and Campos (2002) do,
however, point out that there is also considerable risk in adopting and putting

artistic inventions onto the market.

Based on this they argue that diversity of funding is positively related to artistic
innovation, referring to non-profit production of art. This proposition could also
be an explanation of Alexander’s (1996) findings that innovation was greatest at
the time of neither high, nor low concentration, but rather when there was a
diversity of organisations (both large and small) to which artists can take their
inventions (the music) to be produced and marketed. This could be interpreted as
an argument for S3 where there are companies operating within the field based
on both logics and thus offering alternatives, to both those that value the artistic

and the commercial aspects, of recorded music.

Related to the above treatment of innovation and concentration is Anand and
Peterson’s (2000) description of duality in field structure. They produce a list of
the three following ways that creative industries are structured:

Many small competing firms producing a diversity of
products. (dominance of the artistic logic)3

3 Note in brackets added by the author of the thesis.
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A few vertically integrated oligarchic firms that mass produce
a few standardized products. (dominance of the commercial
logic).

A more open system of oligarchy composed of niche-market-
targeted division plus many small speciality service and
market development firms where the former produce the
most lucrative products and the latter produce the most
innovative (Peterson & Anand, 2004). (co-existence of the
logics).

The third organisational form, Peterson and Anand argue, is the current one but
all three have at some stage been present and the music industry moved between
them. Others have argued that the industry, in spite of Peterson and Berger’s
claim that it will move back to the second form, has been stable in the third phase
(Lopes, 1992). If this is the case, it could be argued that the two previous
organisations of the industry were steps on the way towards equilibrium where

the two found a balance.

3.3.2 VALUE CREATION

The stable division between the majors and indies might be a result of the
division being the most economically efficient organisation of music production.
One way to study whether this holds true would be to use the tools of transaction
cost economics (TCE). Yet Gander and Rieple (2004) argue that the
recommendation of TCE would be to face the uncertainty of the rapid innovation
process by buying or merging with the indies, incorporating product sourcing and
development activities into the firm. This recommendation did, however, not
match the data they collected on collaboration between firms in the industry. Of
the 105 major/indie inter-organisational agreements they found during the
period of 1993-1999, there were only 31 acquisitions, the other 74 being
contractual agreements of some form. The reason they suggest that the

contractual agreement is chosen rather than the merger, in spite of what they
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argue would be TCE recommendations, is to be found in the nature of the value
creation in the industry. Indies have an advantage of some kind, making them
better equipped for dealing with the initial stages, identifying new talent, and
initiating new musical movements; variables that TCE is not able to capture. TCE
does thus not seem to fully explain why the distinction between the two groups
continues to exist in such a stable way and does not fall into the expected
movement between concentration and innovation that Peterson and Berger
(1975) predicted. As this would be facilitated by a burst of mergers following a
burst in innovation as the small and bigger labels sought to exploit the

innovations.

Gander and Rieple’s (2004) conclusion is that there is a quality to the production
of music which TCE is unable to capture - the wish to remain small and to
emphasise artistic creation rather than the exploitation of art. Thus indicating
that the division is a function of the two logics the commercial and the artistic.
The weakness of Gander and Rieple’s argument is that they assume that asset
specificity of the independent labels is their ability to sign artists based on their
artistic credibility. Yet with the artists able to move from one label to another
there is nothing stopping an artist from moving to a major later with his sights set
on the high sales majors are able to produce. The asset specificity would in this
case be to be able to retain an artist as his reputation grows. And in this the indies
would be expected to become more like the majors and/or merge with them. Yet
this does not seem to be the case with the increasing divide between the two
sides (see figure 6, p. 56) and fewer than expected mergers (Gander et al., 2004).
TCE does thus not seem to be able to explain the division and lack of movement
between the sides. There seem to be other aspects than lowering transaction cost

created by the asset specificities.

If profit was the only aim of all firms, they should all strive to organise in such a
way as to be able to take advantage of the economies of scale, e.g. with a merger.
In this respect the size of the majors give them economies of scale in the
distribution side of music production, giving them access to the best space in
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retail and the financial ability to secure air time, which, with increasing
decentralisation of media, is getting more expensive. These economies of scale
seem to be necessary to have the funds to create superstars and, thus, an

important part of making profit from music production.

The profit seeking label strives to produce music that sells, mostly by producing
music similar to the music already selling (according to the charts). Their
emphasis is on those that they believe to be capable of becoming international
stars and the already existing back catalogue (Power & Hallencrautz, 2003).
Further, the emphasis is strongly on distribution and marketing, creating stars

and hits.

Wanting to become ‘mini-majors’, i.e. to organise work in the same way as the
majors do, however, does not seem to be the case with (most) independent firms,
as can be seen in their attitude of wanting to produce good music and not to ‘sell
out’. In contrast to the majors, many of the indies seem to have an attitude of ‘art
for the sake of art’ rather than production for the mass market and profit.
Hesmondhalgh (1999) claims that this attitude can be traced back to the punk
years, when the production of music was tied to political opinion and the aim of
music production was, thus, very different from the profit making aim of the

majors.

In this Hesmondhalgh (1999), similarly to Gander and Rieple (2004), emphasises
beliefs about artistic creativity over the more traditional economic explanations
referring to market conditions. Hesmondhalgh (1998) further found that the
politics of anonymity in dance music have lead to a different organisational
structure from the profit maximising aim of the majors. Similarly, Clark (2004)
has shown that the belief that decentralisation and democracy facilitate creativity

has lead to an organisational structure less rigid than that of the majors.

Based on the above review, the literature on organisation in the recorded music
industry has mostly focused on the division of the field indicating that this
division might not be fully explained based on the commercial aspects of the
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production. This supports the need to understand the conflict between the two
logics, the artistic and the commerecial, to be able to understand the organisation
of the field. Yet very few of the studies of the music industry look at how decision
makers deal with this conflict between art and commerce and how they organise
the work process in their companies. That is, how decision makers might take the

artistic creativity into account in organising a for profit business.
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4 SELECTION OF THE EMPIRICAL FIELD

The recorded music industry has been undergoing some changes. In the last few
years the vinyl record has long been replaced by the CD which is currently losing
out to downloading®*. Yet the music is still in a recorded form and it is the
organisation of the finding, recording, distribution and marketing of the recorded
music, which is the focus of the research and the reference to recorded music
industry thus referring to the recorded form of the music when it is sold, not the

platform.

The process from finding to selling music is usually organised by firms referred to
as music labels or record companies. The difference between the two, being that a
record company can have more than one label. In the present work the field of
study is defined as the recorded music industry framing the research around the

labels and how they organise finding, recording and selling music.

The selection of the record company as the organisations studied is based on the
central roles record companies have in between the artist and the market, where
it is the role of the record company to sell music (artistic logic) in order to make
profit (commercial logic) for both the artist and the company. The record
company is thus believed to be where the artist or commerecial logics are most

likely to be in conflict.

Until now any reference to ‘the music industry’ or the ‘recorded music industry’
has been very general, referring to one united industry. At the same time it is not
very accurate to talk about one international industry as it differs in many aspects
from country to country. One could possibly argue that in what is generally
referred to as the western world there is one music industry, while much of the
rest of the world does not share many of the established rules of ‘the’ music

industry. Intellectual property rights (IPR) are for example largely ignored in

4 Although the Vinyl is making somewhat of a comeback with the growing digital sales (BPI 2007)
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China where pirate copies dominate the retail market (The News, 2007). Yet even
if we limit ‘the music industry’ to the western world there are still slight

differences between countries e.g. in the way that royalties are collected.

The UK music industry was chosen as a case for the research part of this thesis.
This decision was grounded in the knowledge that it is the third largest in the
world and has established more internationally successful artists than most of the
other national industries, apart from the US. Based on this the UK industry should
at least contain most (if not all) elements of the international (or western) music
industry. Still, even if limited to the UK, the term ‘the music industry’ is very
broad and includes more structural aspects than we immediately think of when
listening to music. Writing, performing, and producing music all include creation
of intellectual property which needs to be managed, thus, making the industry
very complicated legally. The calculations of these rights are further not the same
in the various countries the music is sold to, nor for all platforms, making the

export of music from one geographic location to another very complex.

In a guide book on the music industry the Association of Independent Music
(AIM) provides an overview of the industry taking into account all aspects from
the artistic talent to the audience (AIM & Wilder Sapte, 2001). For the present
purpose, the focus will be on recordings and sales of recorded music as indicated

by the frame on figure 3.

The field of study in the thesis could thus be defined as the commercial
production of recorded music. The reference to ‘commercial’ means for profit
production of music, thus excluding publicly supported production, promoted for
its cultural importance. By ‘recorded’ the definition is limited to the part of the
industry which records music and sells, thus excluding the live performances
which are still an important part of making the music industry a viable career

track for many artistsS.

5 Throughout the thesis the term ‘the artist’ in singular will be used to represent any ‘act’, be it a band or a
singer or a songwriter.
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THE MUSIC INDUSTRY - HOW IT WORKS
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FIGURE 3 - THE MUSIC INDUSTRY - HOW IT WORKS (AIM & WILDER SAPTE, 2001)
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Information about market shareé by record company in the UK is available
unbroken from 19837 and are here used as an indicator of the relative size of the
record companies. Using this as an indication as to the relations of market
dominance thus a company with 8% market share is assumed to be more
influential in the market than a company with around 1% (even if 1% is still a
fairly large independent company). The market share statistics of the field of
recorded music industry are taken from the BPI yearbooks assuming that their

market share information is a reliable description of the industry.

4.1 THE UK MUSIC INDUSTRY IN FIGURES

A report from Creative and cultural skills (2007) shows that the creative and
cultural industries are of importance in the UK with the creative industries
making up 3,7% of the UK total Gross Value Added (GVA) in 20048. In the
GVA/employee ratio the music industry® had the second (to advertising) highest
rating, £40,780 compared to the cultural and creative sector average of £34,940.
Of all the cultural and creative sectors the music industry is the only one where
employment has been going down. This corresponds to the falling total sales of
music in the world, claimed to be a result of increased illegal file sharing and

digital sales not making up for the drop in physical sales (IFPI, 2007).

The music industry still employs 95,010 people and is the third largest of the
cultural and creative industries or 17.5% of the cultural creative industries in
general (arts being the biggest with 34.4% and design second with 33.3%). Out of

these 47% are self employed, which is much higher than the national average of

6 The market share by album sales where used as some of the smaller labels do not participate in the
singles game.

7 The data from before 1983 were collected in a slightly different way, and will thus not be used in the
current work. The same or similar data are not available for any of the other major music markets.

8 All the following figures refer to 2004 and are taken from the report Footprint complied by Creative and
Cultural Skills.

9 Here the music industry is referred to in a broader sense, including all aspects of figure 3.
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12%. Those who work in the industry are predominantly white (95.5%) male
(69%) and over a quarter under 30 years of age, making it a very young work

force.

As indicated by the high percentage of self employment, the music industry is
dominated by small firms. With 77.8% of the businesses in the industry
employing fewer than five people (although this is slightly lower than the creative
cultural sector average of 84.7%) 13.2% have 5-9 employees, 5.2% employ 10-19,

leaving only 3.8% with more than 20 employees.

The same is reflected in turnover figures, although the average turnover of firms
in the music industry seems to be slightly higher than in the cultural and creative
sector in general. Two-thirds (66.6%) of the firms have turnover of less than

£250,000.

From these figures it is clear that this is an industry of small firms with only a
handful of very large firms. The figures presented above cover all of the music
industry in the UK. For the present purpose the focus is however on the record
companies. Defining the field of study as the recording part of the music industry,
more specifically referred to as the recorded music industry, excludes other
aspects of the industry. Looking at the market share figures for the recorded
music industry it is clear that there is a distinction between small record
companies (under 4% market share) and the larger international conglomerates
and within the last few years there has not been any movement from the smaller

group to the larger one.

If we, however, look further back we see that this picture has in the past not been
as clear as it is today. Yet even in the period from 1983 there are only two ‘indie’
labels which break the 4% market share barrier, Telstar and Virgin. Most labels in
the market remain with a market share under 3%; the majority of these have

under 1% market share, as can be seen in figure 4.
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FIGURE 4 - TOP 40 RECORD COMPANIES’ MARKET SHARE (SOURCE BPI YEARBOOKS)

If we look at the market share of the record companies by album sales in the UK it
is clear that no firms having market share between four and 10% is a relatively

new phenomenon, reaching back only to around the turn of the century. Although
even before that time the middle ground was not highly populated, in comparison

with the smaller organisations.

The next figure 5 takes a closer look at those who break the 4% market share
mark (Telstar and Virgin) and close in on and even surpass the market share of
the majors. As indicated by figure 4 there are in all six majors listed and
indications of name changes prior to the period studied. This shows how the
landscape has changed through mergers in the period up to the Sony-BMG
merger. The most visible merger in the period is between Universal and

Polygram, where Universal, with only 4.5% of the UK market, took over Polygram

10 The period 1983-2003 is chosen as it gives the most accurate representation of the market. A change in
the mode of compiling market share data makes it hard to compare the numbers form before 1983 with
later years, and numbers from 2004-2006 although available are confusing due to a ‘half merger of the
figures for Sony BMG. The data for these years do, however, support the division between the big and
small with the gap widening if anything.

54



with its 21.3% in 1989, thus showing that mergers are by no means impossible in
the industry. This establishes a growth path for independents, if growing market

share was on their agenda.

Market share firms that break 4%
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| —e— Polygram Group
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EMI
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—— Virgin

market share
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FIGURE 5 - FIRMS THAT BREAK 4% MARKET SHARE 1983-2003 (SOURCE BPI YEARBOOKS)

Taking a closer look at those who by some mean reached up from the lower
market share levels there are three incidents of this. Looking at Universal
acquiring Polygram Group, this is not a case of a local firm growing to become the
dominant firm as it might at first seem, but a case of an international firm, that
although small in the local market was big internationally, taking over another

multinational label in crisis (Bakker, 2003).

Telstar started out its life as a compilation label but later moved into signing
artists, a move that proved fatal as they went bankrupt in 2004. The label was
very closely connected to BMG (The Sunday Times, 1999) and based on
ownership it might have qualified as an indie according to the definition of AIM

(with less than 5% of the world market share and at least 50% own equity), yet
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with the close collaboration with BMG it would be questionable if the record

company would have felt a reason to belong to an indie association.

Virgin was founded by Richard Branson out of his established music retail chain
and grew to an impressive 7.5% of the UK market. At the same time the Virgin
Group was growing and what started as a small UK music mail order became an
international business with other interests than production of music and finally,
selling the UK record label off to fund other activities within the group (Branson,

2004).

From the two cases, Telstar and Virgin, it is clear that it is economically possible
to cross the 4% market share barrier, but even if this is possible there is not much

movement from one side to the other.
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FIGURE 6 - GAP IN MARKET SHARE BETWEEN THE BIGGEST INDIE AND SMALLEST MAJOR (SOURCE BPI
YEARBOOKS)

Figure 6 shows the gap in market share between the largest indie!! and the

smallest majors. With a simple t-test, the gap between the smallest major and the

11 Here indie only refers to the smallness, less than 5% market share as there is no way to know about
ownership based on the market share data.
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biggest indie, excluding Virgin and Telstar, can be proven to be positive at 1%
significance level. Indicating that the indies stay small and the majors continue to

have high market share.

This happens at the same time as the market share of the independents has been
shrinking as figure 7shows, although it can be argued that the market share has
been stable in the last four or five years. In this time the indies have had about
20% of the market and the gap between the largest indie and the smallest major

has been around nine percentage points.
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FIGURE 7 - TOTAL MARKET SHARE OF THE INDEPENDENTS (SOURCE BPI YEARBOOKS)

In light of these figures the question still remains as to why the divide between
the two groups seems to be becoming bigger in spite of changes which
economically should make it easier to cross over the 4% market share barrier, as
digital distribution is cheaper than physical distribution eliminating the

economics of scale the majors have had.
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4.1.1 DIGITAL DISTRIBUTION

The music industry has been anticipating the move from physical CDs to a
dominance of online distribution of music for years. This started happening
through illegal file sharing towards the end of the last century. The music
industry was, however, late in adopting the new platform and it was not until
2006 that online sales of digital music files really took off in the UK. The digital
sales share was biggest in singles. In 2006, 64% of all singles sales where digital
(Talbot, 2007), and at some level the digital sales could be said to have saved the
single format which, although traditionally strong in the UK, was on its way out.
The digital sales trend, however, reversed the decline of the single. Online
consumers tend to buy a single song rather than the whole album. This is
reflected in the digital sales of albums, which are only 1.6% of total album sales
(Talbot, 2007). The difference in the online and physical sales of music further
means that, even if digital sales are beginning to catch up, it is still not enough to
make up for the declining record sales (IFPI, 2007). This is true even if the UK
stays ahead of the curve of the digital sales, starting to make up for what is being

lost in physical sales (BPI, 2007).

The move to digital sales has led to some structural changes; in particular of how
best sales charts are put together2. This was done because an online single is
available much longer than the physical single, leading to older songs finding
their way onto the singles charts and even making it onto the chart although a
physical single has not been released (Williams, 2007). Yet, in spite of claims that
majors cannot sustain their spending with the smaller online margin and that the
time of the indies has arrived, there does not seem to be any sign of a larger
structural change in the industry. To quote the concluding words of the editor of

Music Week on the recorded music market in 2006:

... it was a year in which the majors - most particular
Universal and Sony BMG - dominated like never before. Given

12 Traditionally a single was not eligible for the single chart after the physical copy was pulled out of sales
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the size and domination of these two “super” Majors the rest
of the industry will really have its work cut out in 2007 trying
to play catch-up. (Cardew, 2007)

In the UK market the division between the two sides is, if anything, stronger than
it was in the previous years (see chapter 2.2). This is very clear if we look at the

last quarter of 2006 when the market share by record company, the five biggest,

was:
e Universal 37%
e Sony BMG 24.8%
e EMI 16.2%
e Warner 9%
e Ministry of Sound 1.7%13

On the official downloading charts (for both singles and albums) the indies were
almost nonexistent, which Martin Talbot, former editor of Music Week, concludes
“appears to confirm the concerns that independents face an even tougher task

making an impact in the digital arena” (Talbot, 2007)

In light of the technological changes in the period under discussion, and the
further changes these have generated, it is remarkable that there have not been
drastic changes in the way the recorded music industry is organised. This does
indicate that the division, based on the two logics is quite stable and not even a

technical jolt to the field seems to change the division.

4.2 PROCESS OF RECORDED MUSIC

Building on the central focus of the record company in the definition of the field
of the research, the listing of the important actors in this process and the forms of

their relationships within the field will be discussed from the point of view of the

13 Source Music Week
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label, starting with the relation to the artist and moving onwards towards the end

point of selling the music to the customer.

4.2.1 ARTIST AND LABELS

The relationship between the artist and label is possibly the most discussed
relationship within the music industry. Labels, especially the bigger ones, are
alleged to sacrifice the relationship on the altar of money, making ‘rotten’ deals
and generally ‘abusing’ their artists. This view may be partly valid if we trust
accounts such as Hit men and powerbrokers (Dannen, 2002). “Back in those days”,
admits Doherty [CEO of Sony BMG] “the record company was the enemy”
(Williams, 2006). Yet, it should be obvious that in the long run mutual respect
between the artist and label is in the best (financial) interest of the labels. As
described by Doherty in an interview in Music Week. “Executives wouldn’t have a
job if it weren’t for the artists and, unfortunately, there are too many executives

who forget that” (Williams, 2006).

The main responsibility of communication between the artist and label is in the
hands of the artists and repertoire (A&R) manager. The A&R people are
responsible for finding and maintaining the relationship with the artists signed to
the label. This relationship can be said to start on many different levels. The artist
might have been discovered through a demo tape sent to the label, although this
allegedly rarely happens, given the vast numbers of demo tapes the labels tend to
receive. A more common way is that a band is brought to the attention of the A&R
manager by an A&R scout, a music lawyer, or some other industry insider. When
a band has been brought to the attention of an A&R manager the next step is to
assess it and, if the conclusion is favourable, to start negotiations with the artist.
How advanced in the production of their music the artists are when approached
by a label differs, ranging from the label gathering talented individuals together

to form a band, or to embark on a solo career performing music written by a third
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party, to the most familiar version of this story, where the artist has the music,
which he/she then is looking to have produced and recorded at a recording
company according to a deal he/she has secured. With the technical advances in
recording, reducing the cost of recording, artists increasingly have an almost
ready made record at the start of negotiations with a label. In some cases the
artist even has gained some following through “gigging” or online, e.g. on

myspace.com.

By performing a greater part of the production process themselves, the artists
gain increased control over the artistic process. Thus they are able to plan the
record and recording according to their own liking, without the influence that the
labels would, in some cases, like to have over the ‘marketability’ of the end

product.

But artists do not have to wait around for a label to come along, they can them
self’s start a label around their own production. This is the origin of many of the
independent labels which also eventually sign other artists. These labels mostly
start out as very small, only producing one or two artists out of the bedroom of a
band member or a friend of the band, and are sometimes called “cottage labels”,

referring to the concept of ‘home’ production.

4.2.2 PRODUCTION AND MANUFACTURING

Production and manufacturing refers to the tasks following the recording of an
album. The recordings are mastered and the physical products, such as CD’s
and/or DVD’s, produced and the metadata (e.g. song information) for the digital
music made available to distributors. The visual promotion for the album is
designed and printed for the physical production. Here the majors have enjoyed
economies of scale were in light of the incredible volume of their production they
have been able to make very favourable production deals minimising the physical

production costs. These economies of scale should, however, become of less
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importance with the move to the online world, where costly physical production

is less of an issue.

Where the art work (design of the visual part of the album) is done varies.
Increasingly the artists have a clear idea as to how the look should be and
sometimes produce the bulk of the look themselves or are in direct contact with
the artist that does so. They then give the raw material to a designer, either
working fulltime or as a freelancer for the record company. But the label’s role
can also be greater in this process. Dealing with the art work of the record, the
line between manufacturing and marketing gets a little blurred and the process
does indeed require collaboration between the manufacturing and packaging

departments and the marketing department.

In addition to packaging music videos are an important part of selling music and
the decision as to which songs on the album should be supported with a video
and what the video should look like further brings in the A&R department in to

the production process.

4.2.3 LABELS AND DISTRIBUTORS

Once the record is produced and manufactured the label needs to find a way to
distribute it to the market. Traditionally, music has been sold through specialised
music retailers who have a wide selection of music and staff knowledgeable about
music, as well as through shops that are more generic and only stock a small

portion of the music produced, most often the top sellers.

With the emergence of online distribution of music this part of the distribution
chain is currently under reorganisation, although the full effects are not yet
visible. This shift to digital distribution is not a primary focus of the thesis
although a change on this scale to the industry could hardly be left out

completely.
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Some of the same marketing principles still apply in both the on- and offline
world. The label still has to make the decisions whether to handle the distribution
itself or to hire an independent distributor. There the distinction between the
majors and the indies becomes clear. The majors have internalised the
distribution while the indies, being much smaller, seldom have the economies of
scale to handle distribution and thus outsource it to independent distributors or

one of the majors.

The role of the distributor is to get the physical product to the retailers and to
negotiate a place for the title in the store - a highly important task with the
limited shelf-space in the offline world. In the online world the economies of scale
seem to be of less importance as the physical activity of the distribution (driving
CDs around to retailers nationwide) does not exist. In this case the distributors
have found a new function in the handling of the metadata necessary for the
online retailers, a task the indies, according to AIM’s chairman, “have been
notoriously bad at”. Further, the task of negotiating shelf-space is still important
in the online world as even if shelf-space by definition only seems to be limited to
the size of the server at the backend, on the customer end it is limited to the
screen size and any form of promotion on the start screen consequently becomes
incredibly important. It is not enough to simply make the music available; the
consumers need to know about it. This is why most of the labels also put an effort
into marketing, plugging and promoting the music through all means, both in
stores (on and offline) as well as into media and clubs. In fact, when the music is
only made available without any promotion, this is referred to as ‘shelving,’ a fate
almost worse than termination of the contract as the artist cannot take his/her
music elsewhere while on a shelve in at least one shop under a contract with a

record company.
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4.2.4 MARKETING AND SALES

Music is advertised in much the same way as other products; by TV, posters and
magazine ads and in-store promotion material. These are often directly arranged
by the label, but also sometimes in collaboration with the retailers. There are
those that argue that traditional advertising does not work to sell music (unless
as for information about a new release of an already established artist) as
advertising is mostly a visual experience and music is audible. It is, thus, crucial
that the music is played on radio, on music TV as well as in clubs. The task of

getting music into these venues is referred to as “promotion or plugging”.

Like with distribution the question is whether to do the work internally or to
outsource it. Here, the distinction between the majors and indies does not seem
to be as clear cut as with distribution but is rather based on the kind of music in
question and/or the wishes of the artist. The pluggers are divided not only by
genres of music, but further by where they plug. Individuals and firms that plug
and promote specialise in national or regional, TV or radio and there are even
those that only do clubs and student facilities; getting the music into play where
the target group is.

The importance of the essentially ‘free’ airtime has in the past led to various
systems that, in short, allow the bigger firms (the majors) to ‘buy’ into what
should by definition be free. The earliest of these was referred to as ‘payola’ a

well established system deemed illegal in the US.

4.2.5 MUSIC PUBLISHERS

Music publishing is an important aspect of the music industry, its role being in the
management of royalty and copyright of the songwriter (rather than the
performer). With the uncertainty around the new platform of downloading,

copyright management will most likely be of increased importance in the future.
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The role of the publisher is in many ways parallel to that of the label, without the
structural tensions that colour the relationship between those dependent upon
each other in the production line of music!* and will thus not be given much

attention in the thesis.

4.2.6 INTERNATIONAL SALES

Most of the record companies are local; only the four majors being truly
multinational with offices in most markets. The global aspects of the music
industry and the possible gain from reaching a bigger market with music already
recorded does mean that most indies seek to distribute their music
internationally. Some of the indies in the UK ha