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The iPod: challenges and opportunities for recorded music 

industry value chain 
 

 

 

1. Introduction 
 

In the late 90s, some years before the iPod was launched, various portable digital 

music players were available to the public. However, none of them was really able to 

compete with Apple's product. Many factors played a role in the success of the iPod 

and, as a result of this success, something changed in the recorded music industry. 

The analysis of the technology adoption lifecycle of the iPod shows that new 

services, complementary products and standards helped the iPod on its way to a 

mainstream adoption. In few years Apple was also able to reshape successfully some 

of the traditional e-business relationships to support the iPod success. 

The new position that Apple was able to create for itself in the recorded music 

industry value chain generated new challenges and opportunities, for Apple and for 

the others actors of the music industry.  
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2. Technology Adoption 

 
From a technology adoption point of view the success of Apple's iPod can be 

analysed using the technology adoption lifecycle model developed by Everett Rogers 

in 1962, please see Figure 1. This model can be used to understand the process of 

technology adoption, and provides a way to understand technology innovations. 

 

 

Fig 1 - The technology adoption lifecycle model, adapted to Apple's iPod case 
(Bonzanini A., 2013).  

Source: adapted from Rogers (2003), Moore (1999) and Chen (2003). 

 
The success of the iPod clearly placed it on the right hand side of the "chasm", in the 

mainstream adoption area of the model. The idea behind the creation of the iPod 

itself was to develop a great portable digital music player to enable Apple's users to 

play music from iTunes. Two teams worked on the project: one focused on iPod's 

software and iTunes upgrade, the other one focused on the external design. This 
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second team focused on realising something as perfect as possible, studying every 

little detail, the overall design and the functionality. 

Part of the iPod success is also due to its "coolness", a characteristic that can be 

easily understood looking at its first commercial: black people silhouettes dancing 

with the bright white iPod and ear buds cords in contrast. The advert showed the 

iPod to be portable, simple and cool: "1,000 songs in your pocket" (Apple, 2001). 

The iPod brought something totally different to the music industry and one of the 

reasons of its success is strictly related to the iTunes Store's services. The online 

iTunes Store made its first appearance in 2003 after Steve Jobs signed a contract 

with the four largest music labels. All the best music was then available legally in the 

same place, at that time only to Apple's users. A song was sold for $0.99 and an 

album for $9.99. 

The services provided via the iTunes Store were something completely new. On 

iTunes users could buy a single song or an album for a flat fee, and share them 

within their family's devices, (up to five computers). Customers could burn up to 

seven copies to the purchased albums and they could keep the downloaded songs 

forever, similarly to a traditional CD. 

Apple did not plan to be involved in the music business or to change it. However, 

iTunes Store has became the world's largest music retailer (Costello, 2009), and 

Apple plays now a key role in the music industry. 

 

Another factor that surely helped Apple's iPod crossing the "chasm" has been the 

three-layer code/decode standard for digitising and compressing music developed in 

the early 90s. The Motion Picture Experts Group 1 Layer3 standard, known as MP3 

standard, quickly became the most popular standard. It became a de facto standard 

at the time and later it has been ratified by the International Organisation for 

Standardisation, ISO, as ISO 11172. 

The quick success of MP3 was due to its capacity to allow computers to play music 

like a stereo. Moreover it allows music tracks to be exchanged as files, creating the 

opportunity to exchange music over an internet connection, without a physical 

support. 
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3. Value Chain 

 

The value chain analysis developed in 1985 by Michael Porter is a useful model that 

analyses the activities that, within a business, create value for the costumers. The 

model focuses on how a business meets the customers' requirements but also how it 

creates additional value. 

The recorded music industry value chain and Apple's position in it can be simplified 

as in the right hand side flowchart in Figure 2. 

 

 
 

Fig 2 – Recorded music industry value chain. A traditional value chain on the left, a 

new value chain with Apple position on the right. (Bonzanini A., 2013) 

Source: adapted from "T320 E-business technologies: foundation and practice" (2013) 

 

Apple's products have been a factor of re-intermediation into the music industry value 

chain. Apple took the opportunity to introduce itself as a new intermediary between 

consumers and record companies, instead of traditional retailers. Apple recognised a 

re-intermediation opportunity in this market and became a leader in the music 

industry. 
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The widespread adoption of the iPod created some challenges, for example for the 

traditional retailers. In fact Apple changed completely the way consumers approach 

and consume music products. It created a new opportunity for the users: a 

convenient and direct way to buy music, even a single track instead of the whole 

album, and a price standardisation. In summary Apple created a reliable retail system 

that is focused on the users and not on the music companies. This lead to a constant 

drop in sales for traditional retailers: “While digital downloads continue to explode, 

overall album sales have dropped by at least half!" (Moody, 2011) 

Another challenge arose from the iPod success. When record companies signed the 

contract with Apple they agreed to a pricing model and a selling method that granted 

Apple a great power in the music market, which is not even the primary business of 

the company. 

Apple in fact declared that its margin on sales over iTunes Store are close to zero 

(Robert L. Frost, 2007). However, iTunes Store and its services are one of the 

reasons behind iPod's success: iTunes Store is basically a way to sell iPods. 

Apple in the last few years was able to dictate the pricing and selling strategies of the 

record companies who are still the content producer in the music industry value 

chain. Record companies gave Apple a re-intermediation opportunity, instead of 

being themselves the new intermediary with control over prices and marketing 

strategies. 

At the same time the success of the iPod created an opportunity that was not there 

before: it created a system that encourage users to pay for digital music and it helped 

to contain the illegal leaking of music products on the internet. Apple's success 

showed that consumers are willing to buy music on the internet for a reasonable price 

on a reliable digital retail website. 

 

A recent article on The Economist shows that, for the first time in years, the sales of 

music products have increased, thanks to the online sales, please see Figure 3 and 

Figure 4. 
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Fig 3 - Worldwide recorded music sales. The Economist (2013). 

 

 

 
 

Fig 4 - Worldwide recorded music sales, 2011 and 2012 data. The Economist (2013). 
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4. Relationships 

 

To understand the success of the iPod and some of its consequences on the 

recorded music industry it is useful to analyse how Apple shaped its business 

relationships. 

A three stakeholders e-business relationships model can be simplified as in Figure 5. 

It represents the relationships and the direction of the transactions between the 

stakeholders. For the purpose of this essay the relationships involving the 

stakeholder Government will not be analysed. 

 

 
Fig 5 - Business relationships (Bonzanini A., 2013) 
Source: adapted from "T320 E-business technologies: foundation and practice" (2013) 

 

Relationships and transactions can occur in every direction and within the same 

stakeholder. 

Figure 5 shows in red the e-business relationships that Apple shaped in order to 

promote the iPod and iTunes Store success. 

Through the years Apple created a Business-to-Consumer relationship, B2C, based 
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on important characteristics of Apple's products, characteristics that are worldwide 

recognised. Apple products are: user-friendly, stylish and highly reliable. Apple 

created a strong B2C relationship based on trust and highly influenced by Steve 

Jobs's personality and vision. The iPod made no exception to this rule. 

 

Apple also shaped the Business-to-Business relationship, B2B, the way transactions 

occur between the same type of stakeholder: in this case a very important share of 

the recorded music industry business. This process started when Steve Jobs was 

able to sign a contract with the four largest music companies: Universal, Sony BMG, 

Warner and EMI. Apple obtained the rights to licence the music from these 

companies over the internet, with the obligation to protect music products with a 

Digital Rights Management system, DRM, in the attempt to control the leaking of 

illegal copies. 

The B2B relationship between Apple and the record companies was something new 

and fundamentally different from the B2B relationship that the music companies had 

until then with other traditional retailers. 

These companies had the illusion that Apple was guiding them into the new online 

sales world without damaging their position (Frost, 2007). But this process came with 

a price to pay, the music companies granted Apple the rights to sell their products in a  

different way, at a different, lower, price. 

These newly shaped relationships are another of the reasons of Apple's success in 

the recorded music industry value chain. The strong B2C relationship between Apple 

and the consumers is at the base of the initial success of the iPod and iTunes, in a 

market were other digital music players were already available. 

The B2B relationship with the record companies created for Apple the initial 

conditions to become in few years the largest recorded music retailer in the world, 

without being a music business. 
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5. Conclusions 
 

The widespread adoption of the iPod created new opportunities and challenges for 

the music industry. Apple's product had crossed the "chasm" of the technology 

adoption lifecycle. This is due to many factors. 

The iPod proved to be: extremely portable, user friendly, stylish, and reliable. The 

services and complementary products offered with the iPod were at the time 

completely new. The contract signed between Apple and the four largest music 

companies gave the iTunes Store the rights to sell their music online, a crucial step 

toward the iPod mainstream adoption. This is also one of the reasons that enabled 

Apple to become the world largest music retail. 

Apple's success created the opportunity for users to buy legally digital music online. 

At the same time Apple created some challenges for other businesses, like traditional 

music retailers. Finally Apple shaped its B2C relationship based on the reliability of 

the company's products, and it shaped a new B2B relationship with other actors of 

the music industry. 

 

 
(Tot words: 1799) 
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