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Preface

The function of VINNOVA (The Swedish Agency for Innovation Systems) is
to reinforce the Swedish innovation system and thereby contribute to a
sustainable growth and development in Sweden. In the ICT sector VINNOVA
is involved in identifying obstacles and opportunities in relation to innova-
tiveness in the economy.

The current report is the result of a study of electronic commerce in the steel
industry and the music industry in Sweden, commissioned by the Swedish
Ministry of Industry, Employment and Communications and carried out by
VINNOVA and NUTEK. The study is a part of a more extensive project,
initiated and run by the OECD, with the overall aim of creating a more
profound knowledge of the effects of e-commerce in different industrial
sectors. Countries participating in the project are Canada, France, Italy,
Korea, Mexico, the Netherlands, Norway, Spain and the United Kingdom.

The purpose is to find incentives and obstacles to the implementation of e-
commerce. The project incorporates a certain degree of methodological
development, where the methodology used is based on a value-chain ap-
proach initially developed by the OECD and refined together with the
participating national organisations. The project has mapped the value chain
of a specific product or group of products in each industrial sector that is, or
is expected to be, affected by e-commerce. Case studies and interviews with
experts have been carried out within each sector.

Teresia Widigs Ahlin, project manager, and Kristina Larsen, VINNOVA, have
written the report. Stefan Holm and Helena Blomén, Swedish National Board
of Industrial and Technical Development (NUTEK), and Ann Börestam, the
Swedish Ministry of Industry, have also participated in the project.

Stockholm 2001-09-15

Göran Marklund,
Division of Innovation Systems,
Swedish Agency for Innovation Systems
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Summary

Electronic Trading in the Music and the Steel Industry:
What are the Common Features?

The steel industry and the music industry may appear in many ways to be
diametrical opposites. But despite the great dissimilarities they display a number
of common assumptions and effects with regard to electronic trading.

The people who have been interviewed in this study are optimistic and
express a belief in the future importance of electronic trading. At present
electronic trading is used in support of a number of different types of business
relationship in the steel and music industries. Both sectors can show good
examples of companies with sophisticated electronic trading arrangements
and ambitious plans. The trend is being led by a number of players with
various incentives and goals. However the interest in and readiness for
electronic trading which exists in companies, organizations and individuals
has been overestimated and electronic trading has not yet gathered pace on
a broad front.

Electronic trading in the music and steel industries

One common feature of efforts to initiate electronic trading in both industries
is that innovative small companies with roots in the IT sector have been
among the early players. Operations have been built up around new business
schemes based on the Internet. The companies have based their existence on
electronic trading and have in most cases been financed with risk capital.
Examples include companies which operate electronic marketplaces aimed
at other companies or at consumers. These entrepreneurs have had varying
experience of the sector within which they have set up their company.
Whether these initiatives have been successful or not, they have probably had
a significant effect on the growth of electronic trading in both industries. They
have demonstrated the potential of new technology and acted as catalysts in
the development of electronic trading.

Many of the well-established companies in both sectors are also making
serious efforts to develop electronic trading. These have the advantage of
being able to finance their expansion in this field with revenue from their core
business without adding external capital. Development becomes more care-
fully considered, the companies can avoid the vulnerability that dependence
on risk capital entails, and more resilient initiatives are the result.
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The strategies of the large and well established companies determine to a
considerable extent the future of the smaller enterprises which have based
their activities on electronic trading. If the established companies choose to
buy services from them or to come in as owners, the future looks bright. If on
the other hand the established companies prefer to compete with the entre-
preneurs by developing and possibly selling the same services and ideas, the
future will be a great deal more problematic for the new companies.

Prospects for electronic trading

Personal relations and networks of contacts play an important part in
business between companies in both the steel and the music industries, and
successful electronic trading requires knowledge of and roots in the sector
where the company is active. Knowledge of how to invest in and operate
electronic trading systems capable of being integrated with those of business
partners is also necessary.

The technology is seen by the companies interviewed as mature and reliable
enough to allow electronic trading. None of the companies taking part in the
study has felt inadequate security to be a seriously limiting factor. Open
systems and standards on which the Internet is based are regarded is
indispensable to the spread of electronic trading and simplify communica-
tion between different systems, for example by means of XML.1 Investments
in new technology are becoming considerably more modest than they were
when, for example, EDI2 was used. Electronic trading systems nevertheless
demand functioning support functions. To be able to offer technical support
internally and also to customers and suppliers becomes imperative if elec-
tronic trading is to function. The extent of the need for support may be
difficult to predict and may lead to heavy costs, which is a risk factor.

New websites and companies require ever greater marketing efforts in order
to make themselves heard in the cacophony of the media, and this may be a
costly item, particularly for smaller companies. This means that the prospects
of engaging in electronic trading are more favourable for known and estab-
lished players.

In the case studies, representatives of both industries considered that there
was confusion with regard to the rules that exist concerning the contracting
of agreements over the Internet. Clearer rules were considered an urgent

1 Extensible Markup Language, a specification of how information, which is transmit-
ted between different applications, should be described, transmitted and interpreted.

2 Electronic Data Interchange: a communication protocol specially developed for elec-
tronic transmission of business documents.
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prerequisite for continued development of electronic trading. As electronic
trading becomes in certain respects more anonymous than traditional trading,
it becomes necessary for the selling company to establish confidence in
customers and to be able to justify this, for example by high delivery reliability.

The timing of the move into electronic trading is critical. In order to gain
rewards from electronic trading it is necessary for the companies that one
does business with to be prepared to work in new ways and to make the
investments required.

Effects of electronic trading

Electronic trading has been used in both industries to develop and improve
the efficiency of internal and external processes, for example in order to adjust
to relevant stock levels and to shorten channels from order to delivery. One
such improvement in efficiency is that orders can now be input into the
supplier’s order system by customers themselves, which has the positive
side-effect that the frequency of ordering errors decreases.

Anticipated effects of the investments in electronic trading which have been
studied include more rational processes and qualitative improvements in the
form of extended service to customers or a broader range of services. In order
to achieve these effects investment in new methods, training and adaptation
of work procedures is required. In addition new running costs arise as a result
of electronic trading. One significant change is in the need for support
functions. Different forms of support are needed both for the company’s own
staff and for customers of all sizes, suppliers and other partners.

The balance of power and the interaction between the different players in the
value chain may be altered by electronic trading. Competition arises, for
example, when the producing company takes over the role of retailers and
wholesalers. This becomes possible in the music industry, in particular, with
digital products, but it also occurs in the steel industry. When duties or
functions are taken over by other parties, there is also a shift in skills and skills
requirements. Contact networks, established relations, experience and access
to capacity are critical to the performance of many tasks and cannot easily be
transferred or created.

As prices and terms become more transparent, customers become better
placed to select the best alternative, resulting in greater competition between
suppliers. At the same time it becomes simpler for suppliers correspondingly
to obtain information about the conditions of competitors and there is a risk
of an undesirable coordination of pricing occurring.



9

Electronic trading has contributed to the gestation of new business ideas. One
example of this is the web-based marketplaces in the music and steel indus-
tries, which form a part of the study. In the steel industry there are electronic
marketplaces where companies can buy and sell steel, and in the music
industry there are electronic marketplaces for the sale of music to consumers.
Another example of the development of new business ideas is that in both
industries there are companies, which develop and sell sector-specific systems
and services for electronic trading. Information, statistics and expert consul-
tation relating to the industry can also be obtained via the web. A further
example is the possibility of generating knowledge of customer behaviour
and preferences from the fact that customers’ activities within the system, such
as navigating on a web site, can be recorded, processed and analysed. This
information is important to companies and all the companies in the study avail
themselves of the opportunity. Information on customers’ preferences and
behaviour is commercial in itself and can be sold to other companies.

Concluding observations

The great differences between them make the music and the steel industries
difficult to compare, not least because in the music industry electronic trading
consists largely of consumer trading while in the steel industry it takes place
between companies. However there are common features, as have been
explained in this report. The industries can also be seen as examples of two
different sectors with different approaches to electronic trading. The steel
industry is now making successful use of electronic trading after a certain
warm-up period and there has been talk of a “new economy within the old
one”. The main driving force is the need for greater efficiency. The big
companies in the music industry, i.e. the record companies, have not got so far,
despite having long possessed a fully digitalized product. The companies in
the two sectors have different electronic trading strategies, with some choos-
ing to follow others and to use established techniques, whereas others strive
to be first with systems that they have developed themselves.

The open systems and standards offered by Internet technology create totally
new conditions for electronic trading. One interpretation of the results of this
study is that access to or the cost of technology and infrastructure are not the
main problem. The problems appear rather to lie in inducing old customers
and suppliers to change their habits and in getting new ones to find the
company. Building up a brand image on the Internet involves heavy market-
ing costs. Maintaining and updating a website brings new costs and needs for
staffed customer service and technical support.
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Electronic trading with the Internet as a platform has often been seen as a way
for small companies to obtain a larger, more international customer base and
new business partners. Taken all in all it is by no means obvious that small
companies have the resources to benefit from all the opportunities that
electronic trading offers, whereas the large and established companies hold
all the aces: strong brand image, financing and established relations. The
large and established companies can continue to make the rules for smaller
customers and suppliers.
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1 Background

Electronic commerce has attracted a lot of interest in recent years and the
expectations of what e-commerce could mean to industry and to society as a
whole have been high. Today, the driving force behind current interest and
debate in e-commerce is the Internet. Virtually all previous applications of
ICT to commercial processes have been in ‘closed’ network environments, i.e.
access and use have been restricted to discrete groups of traders, usually
within sectors. The Internet offers the potential to trade electronically in an
open network environment that in principle is accessible and adaptable to the
needs of any trader or type of transaction.

Different kinds of business relationships are to a growing extent supported by
IT, and e-commerce is becoming a more indispensable tool in many compa-
nies. Standardised communication, with the Internet as a platform, gives the
opportunity to support a wide range of business relationships, with tight
bonds between the supplier and the customer, or occasional, more superficial
business contacts. The use of e-commerce allows increased efficiency in the
assembling, processing and analysis of business information, with a more
efficient use of resources as a consequence and a better possibility of meeting
the needs of the customers.

1.1 Focus of the project

The OECD definition of e-commerce is broad, and embraces the application
of information and communication technology to any of the activities in-
volved in carrying out business transactions.

A transaction is defined for present purposes as any exchange between
participants in a market that is directly or indirectly related to the acquisition
of goods and services, irrespective of whether these goods or services are
finally acquired. Some transactions involve product and service delivery and
the direct exchange of money, but many others are exploratory and involve
the acquisition of market information - advertising, personal inquiries, and so
forth. By this definition, consulting a catalogue would qualify as a transaction
or conducting an Internet search for a web site. The main operational factor
in a transaction is the intent to provide or acquire goods and services. Access
to information can be just as vital to the transaction structure as access to the
goods and/or services being traded.
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The overall aim of the project is to create a more profound understanding of
the impact of electronic commerce on business locally and globally. The
objectives are to find incentives and obstacles to the exploitation of e-
commerce, to map changes in the transaction structure and to overview
changes in strategies from open strategies to lock-in strategies or vice versa.
The approach is oriented towards critical research questions concerning the
effects of electronic commerce on the ways various market participants
exercise and/or respond to control of the organisation and operation of value
chains, and the implications for business, the public interest and policy. An
essential issue is how the relations between different actors within the studied
sector are affected. The value chain of a specific product, or group of products,
within each of the sectors in question, has been mapped and examined
regarding the impact of electronic commerce, at present and in the future. The
sectors chosen represent both a physical product and a digital product.
Experts within the sectors have been interviewed and a literary overview has
been carried out, together with five case studies in the music industry, and
three case studies in the steel sector. The interviews have been conducted with
the aid of a questionnaire developed by the OECD.

Why music?

The Swedish music industry has attracted a lot of attention lately, due to the
fact that many Swedish artists, composers and other professionals in the
sector have achieved great international success. The music industry export-
ed for approximately SEK 4.3 billion in 19993 and Sweden is one of the few
countries with a positive trade balance in music. Sweden is an important
nation for music exports, even if they constitute a modest share of total
Swedish exports.

The Internet creates essential preconditions for renewing and developing
ways of legally distributing and charging for music. Music is already a digital
product (except for live appearances) suitable for electronic distribution and
may be bundled with different services. The distribution of music may be a
forerunner application such as, for example, a mobile Internet service.
Because of this, in combination with the lively interest in the music industry
and the Swedish consumers’ IT maturity, the potential for electronic com-
merce in the music sector is thought to be high. At the same time, the Internet

3 Forss, K., Uppdaterad statistik över musiksektorn, 2000
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may constitute the greatest challenge that the music industry has ever faced,
as it offers new possibilities of distributing music illegally, which are very
difficult to combat.

Why steel?

The steel industry has been a traditional basic industry for centuries in
Sweden and is still very important to the Swedish economy, with exports of
close on SEK 35 billion4. The industry is consolidated and consists mainly of
large international groups. Well-known companies with different specialities
represent Sweden internationally, and there is not much of a competition
between Swedish companies as they are active in different niches.

Different demands are made by e-commerce with physical products, and e-
commerce with digital products. The production processes in the steel
industry have been rationalised during recent decades, and it is now the turn
of the administrative processes, where e-commerce is an important tool for
making, for example, the sales and procurement processes more efficient.
Efficient logistics are important to the steel industry and through integration
of the internal processes with customers’ and suppliers’ systems, a better flow
may be achieved.

1.2 This report

The report is structured to match the themes investigated in the EBIP-project
and is divided in several parts. Each part can be read separately and the readers
that chose to read the whole report will experience that there is some overlap
between the chapters. The first part of the report (chapter two and three)
presents the results from the Swedish music industry. A short background is
presented and issues related to e-commerce in the music industry are discussed.
In the second part of the report (chapter four and five) the results of the study
of e-commerce in the steel industry are presented. The third and final part
consists of a general discussion on e-commerce in the two sectors.

4 www.jernkontoret.se
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2 Introduction to
the Swedish music industry

Music is considered an important industry in Sweden, although in economic
terms it is rather modest, compared to traditional basic industries such as
electronics, steel or paper and pulp. Swedish music has been appreciated
world-wide for decades and Sweden has not only famous artists, musicians
and composers, but also producers, music video producers, music studios,
studio technicians, reproduction companies etc. See Appendix for examples
of well-known Swedish, composers, artists and others in the music industry.

2.1 Music – an export industry

The Swedish record market grew significantly from the late 1980s to the start
of the new millennium, during which period the total number of units (LP,
single/maxi, MC, CD and CD-single) sold rose from around 23 million to 30
million copies. During the first quarter of 2001, however, sales fell by one-
fifth, compared with the same period last year. This is typical of the global
decrease in record sales.

Swedish music exports generated approximately SEK 4.3 billion in 1999,
which is 0.4 % of the total export of goods and services from Sweden. Music
exports increased by 24 % compared to 1998. The major part of the music
exports, SEK 3.15 billion, take the form of goods (CDs, machines for produc-
tion of CDs, the pressing of CDs for foreign companies and similar goods).
Royalties of various kinds amount to SEK 0.77 billion and export of services
(e.g. licence agreements with foreign labels, incomes to publishers, studio
services and tours abroad) to SEK 0.4 billion. The export of services is
estimated, as there are no definite figures available, whereas the other sources
of income are based on data from the Central Bureau of Statistics. The annual
growth rates between 1990 and 1997 were around 15 % and the average
growth in 1998–1999 was 13.5 %. This indicates that there have been signifi-
cant variations between years. (Forss 2000)
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The royalty income per capita was higher in Sweden than in any other
country and Sweden is one of three countries5 with a positive trade balance
in music. The sector has in principle managed without subsidies. Forss (1999)
has identified four factors that might help explain the success of Swedish
music exports: “(1) the broad music education, (2) the emergence of industrial
clusters in the music business, (3) the dense social and institutional infrastruc-
ture and (4) an internationally oriented, musically competent audience”.
Electronic commerce may affect the three latter factors, and if implemented
in a successful way, might contribute to an increased export of music.

One example of activities which aim to stimulate the export of Swedish music
is ExMS, Export Music Sweden. ExMS was formed in 1993 by the major bodies
within the music industry in Sweden, i.e. IFPI and SOM (record companies),
SAMI (musicians and artists), SMF (musicians’ union) and STIM (composers
and publishers). The major activities of ExMS are initiating, assisting and
facilitating the promotion and marketing of Swedish popular music interna-
tionally.

Traditional industry is interested in being associated with the music industry.
For example, in developing the advertising concept “Make yourself heard”
Ericsson has collaborated with the music industry. Electrolux has also used
Swedish music in campaigns. Another example is how the well-known music
festival in Hultsfred has become a meeting place for commerce, where any
kind of business which wishes to reach an audience of more than 25 000
people and 1 200 journalists with its products may be represented.

2.2 Copyright and piracy

There are many and complicated relationships between the actors in the
music industry. As copyright issues are of vital importance to the industry,
they define the relationships between a numbers of actors. The new technol-
ogy is the origin of a number of ways of violating the originator’s right, which
is a huge problem to the whole value chain of music.

Copyright issues

Copyright law confers on authors a number of exclusive rights. Those rights
give the author a monopoly position. Since, in principle, protection under
copyright law is only conferred on works which are unique and original and
can therefore be said on those grounds alone to constitute their own market,

5 The others are the United Kingdom and the USA.
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it may be said that the effect of the law is to ensure that the author has a
monopoly of the market for the use of his work. An artist’s work cannot be
recorded, be broadcast in radio/TV or in other ways be made available to the
public without the author’s consent. The paragraph regulating this also
protects against illegal copying of recordings.

The artists and producers are entitled to compensation when recordings are
used on radio/TV or at other public events (e.g. restaurants, hotels, discos
etc.) and if such recordings are transmitted by wireless or through cable
systems. The right to compensation applies for 50 years from the year of the
recording.

Having exclusive rights, authors may decide who is able to exploit and use
the work and lay down the terms for such use. If authors are not satisfied with
the terms offered, they are entitled by virtue of their exclusive rights to decline
offers for use. Under copyright law, they may also enforce sanctions against
users who encroach on their exclusive rights.

Should an author not wish his work to be used, no one can require the work
to be made available to the public. In other words, there is no rule to the effect
that any third party may use a work in return for reasonable compensation.
Even if reasonable compensation is offered, the author still has the right to
prevent the work being used. The ultimate aim of copyright is not to entitle
the copyright owner to payment for use of the work, but to enable the author
to prevent his work being used by others at all.

From society’s point of view, it is mainly the fact that exclusive rights
enshrined in law encourage creativity and therefore stimulate competition
that provides the justification for granting a legal monopoly. It may sound
somewhat paradoxical but it is because of the ultimate aim of copyright – the
author’s right to prevent others from exploiting the work – that those exclu-
sive rights perform the desired function of stimulating market competition.

The serious actors’ interest in distribution of music over the Internet is high,
and a number of companies have already signed contracts with the collecting
societies. However, knowledge of copyright legislation, the Consumer Pur-
chase Act, and other legal issues varies between the often new companies
within this area. The contracts have often to be written uniquely for the
applications, as the new ways of using the Internet differ among the appli-
cants. It is not clear where the mechanical rights will set in, for example when
the music is downloaded for a defined period of time. A great amount of work
is being done on developing the tariffs in the collecting organisations,
according to the new propositions, but also on informing the enterprises
about the laws that are applicable. Several parties may be involved, e.g. when
the music can be listened to over the Internet, but also be bought, as a file or
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as a CD. The Nordic countries and the USA are in the lead in using the Internet
to distribute music, and a new field of copyright management is evolving;
digital rights management.

Piracy

Reproduction of CDs: The term piracy is generally used to describe the
deliberate infringement of copyright on a commercial scale. In relation to the
music industry it refers to unauthorised copying and, in this context, falls into
three categories:

• Simple piracy - is the unauthorised duplication of an original recording for
commercial gain without the consent of the rights owner. The packaging
of pirate copies is different from the original. Pirate copies are often
compilations, such as the ”greatest hits” of a specific artist, or a collection
of a specific genre, such as dance tracks.

• Counterfeits – are copied and packaged to resemble the original as closely
as possible. The original producer’s trademarks and logos are reproduced
in order to mislead the consumer into believing that they are buying an
original product.

• Bootlegs – these are the unauthorised recordings of live or broadcast
performances. They are duplicated and sold – often at a premium price –
without the permission of the artist, composer or a record company.

New forms of piracy have emerged with the advent of the Internet and cheap
digital reproduction technology. There is a large amount of unlicensed music
available on the Internet and downloading and copying is getting more and
more common. At the same time a legal and businesslike distribution of
music on the Internet is forming.

According to the IFPI, the record companies’ organisation, the capacity in
global optical disc manufacturing is far outpacing the growth of legitimate
demand, and this is one of the indicators of the boom in CD piracy. IFPI
estimates that the present demand for legal production is less than half the
current capacity, whereas capacity has grown by 340 % in the past five years
to 23 billion units per annum.



18

The illegal copying and distribution of MP3-files6: This is a major problem, even
though some argue that the file-sharing technologies used by, for example,
Napster7 are pushing the problem towards legal solutions, from which the
whole sector will gain. There are companies that today carry on illegal
activities but state that they are planning to make their operations legal, with
the ambition of co-operating with the music producers. Today there is great
uncertainty regarding what will happen if the legal guidelines concerning
music on the Internet remain unclear, internationally and nationally.

The music industry is struggling with the problems that MP3 involves and
IFPI has engaged a company in London that monitors the Internet through
several search robots. When a site is discovered a warning is sent out with an
urgent request to delete the illegal MP3 files. If this is not dealt with, the
Internet supplier shuts down the site. After this, the person in charge of the
site is reported to the police. To date more than 1 100 sites have been closed
down in Sweden and several people have been reported to the police.

2.3 Music industry in Sweden

In this chapter an overview of the most important actors in the music industry
in Sweden will be presented.

There is a strong polarisation between small and large companies, whether
they are music publishers or record companies. There are many small
companies and a few large ones, and they play different parts. The small
companies are often considered to be more creative and innovative than the
large ones and they represent a wider variety of repertoires. The music
industry is strongly concentrated in the metropolitan areas, primarily Stock-
holm. Of around a hundred publishing companies in Sweden, only eight
small companies are located outside Stockholm. The five largest publishers
are all located in Stockholm, as are the five largest record companies.

The music industry, when defined broadly, employs around 12 000 people in
Sweden, see table 1. It should be pointed out that some of the figures are
estimates.

6 MPEG, which stands for Moving Picture Experts Group, is the name of family of
standards used for coding audio-visual information (e.g. movies, video, music) in
a digital compressed format. (See www. mpeg.org)

7 Napster is an integrated browser and communications system provided by Napster
Inc. through which MP3 files can be located. The files are not stored on Napster’s
servers, which makes the users themselves responsible for complying with all
applicable laws.
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Table 1 The music industry in Sweden

Actors/activities Industry and code Number of
(SNI) employees

Music composer
Lyric writer
Music producer Artistic and literary creation 8 300
Musicians and interpretation, 92310
Artists, performers

Music publishing Publishing of sound recordings, 22140 1 100

Reproduction of
sound recording Reproduction of sound recording, 2231 57

Video production Reproduction of video recording and
computer media, 22320, 22330 100

Producers of Fair and amusement park activities and
music events other entertainment activities, 92330, 92340 700

Distribution Wholesale distribution of gramophone records,
of records tapes, CDs and video tapes, 51433 200

Music halls Operation of arts facilities, 92320 800

Retail of records Retail sale of records and video tapes and retail
sale of books and other media goods via mail
order houses 52453, 52614 700

Total 11 957

Source: “Blandade upplevelser”, report from KK-stiftelsen, 1999.

Music publishing: There are around a hundred music publishers in Sweden, of
varying size. The major five (Universal Publishing, Warner Chappel, EMI
Music Publishing, BMG Music Publishing, Sony Music Publishing) dominate
the market. Each year a number of new, small publishers are established.
When the small publishers have expanded to a certain degree, the bigger
companies in the market will often buy them up. This is a trend which became
apparent in the 1970s and which has accelerated during the last decade, and
the large publishers show a growing interest in and a supportive attitude
towards small new publishers, their development and innovation power.
Joint ventures are not uncommon. Consequently the great majority of the
publishing companies are subsidiaries of the big five.

The publishing company has an independent relationship to the correspond-
ing record company in the same group. When a piece is to be commercialised,
it is natural to approach the record company with the same parent company,
but if this prospective partner is not interested, the publisher turns to other
possible interested parties.

The Swedish market is different from the market in Great Britain and in the
USA, where there is a higher degree of specialisation. For example, managers
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play an important part in the commercialisation of music, a profession that so
far is rather rare in Sweden. The publishing companies have more in-house
competence, with A&R departments that actively search for creators and
artists, and they often present a complete product to the record companies.
The new technology has made it possible for the music publishers to have
their own studios, suitable for a number of repertoires.

The publishers have different kinds of relationships with the creators. When
a Swedish creator turns to a Swedish publisher, this publisher will become the
original publisher. The Swedish publishing company may also be a sub-
publisher to an original publisher in another country, which means that it is
commissioned to work for the repertoire of the sub-publisher. The rights and
royalties are settled between the countries. For example, an American origi-
nal publisher has sub-publishers in all other territories, and is thereby
represented physically all over the world.

Record production: The record industry is dominated by five major companies,
Sony Music Entertainment Sweden AB, BMG Sweden AB, EMI Svenska AB,
Warner Music Sweden AB and Universal Music. Together they have 80 per
cent of the turnover, while the smaller independent record companies’
turnover is 20 per cent of the total market. The international companies’ share
of the royalty income is less, however, and corresponds to 20 per cent of the
total (Forss, 1999). Among the large and middle-sized companies, there are
few that are completely Swedish-owned. The major part are owned by
foreign, often multinational, companies to a greater or lesser extent, while on
the other hand the small companies are mainly Swedish. The large companies
release one-fifth of the total number of record titles, while the rest are released
by the small companies, which at first may seem contradictory, but shows the
vitality of the independent companies.

When music is exported to other countries, outside Scandinavia, it is mainly
as a recorded master tape and a licence to reproduce which has been bought
by another record company. The music is then reproduced for the local
market. The tasks of a record company are to find, promote and record
Swedish artists in Sweden and abroad, and to promote and release records of
foreign artists in Sweden.

There are different ways of distributing the CDs. The record companies have
a common warehouse in Borås, in the southwest of Sweden, from where their
records are distributed. When a record store is searching for a CD or a cassette
they can use the Grammotex database, a system owned by the record
companies’ organisation. Grammotex is used for search of information and
conveying retail statistics. The database consists of approximately 85 000
different titles. The titles are ordered directly from the record company.
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Reproduction: Four companies, CD-plant, DCM, Logos and Ljudkopia, repre-
sent the reproduction industry, which is a lot for such a small country as
Sweden. The reproduction companies are characterised by sophisticated use
of new technology. DCM, for example, is diversifying its activities to include
the development of e-commerce systems, where the company offers the
customer a complete e-commerce solution, containing modules for payment,
billing and distribution of digital media through websites run by partners.
The company Toolex-Alfa is one of ten companies in the whole world that
manufacture reproduction equipment. M2 engineering is also a leading
company in reproduction equipment, but with a narrower product stock.

Other actors: There are a lot of professionals who earn their income from the
music industry, but do not fit into any of the categories in figure 2.1, for
example, hairdressers, stylists, dressmakers, photographers, and people that
work on promotion.
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3 E-commerce in the music industry

3.1 Introduction

This chapter discusses the impact of e-commerce on different parts of the
value chain of music production today and in the future. It ends with a
concluding discussion of e-commerce in the music industry generally. The
chapter is based on literature and articles, interviews with experts and the
case studies carried out within the project.

The combination of music, other sources of entertainment (such as films and
computer games) and advertising, on the one hand, and new technology, on
the other, enables completely new products and services to be created. Today
there is already a wide range of music services offered on the Internet. One
common service allows the customer to compile his or her own CD from a
number of samples accessible on a website, and get the CD delivered via
traditional mail. The music may be downloaded for a certain period of time
and then self-destructs. The user may design his or her own “hit list” at a
number of web sites, and create a personal jukebox. The music is combined
with, for example, information on artists and composers, and chats are
arranged with the idols. There are radio stations that in parallel with tradi-
tional radio broadcasting are streaming radio over the Internet, while some
new radio stations use the streaming technology only. Furthermore, there are
enterprises with the business concept of offering customised streaming of
radio to different commercial web sites. An extended broadband network
and portable solutions will enlarge the platform for new services and new
enterprises.

Different payment solutions are used by different companies, e.g. credit
cards, micro payments systems, subscriptions or suborders. Activities that
are financed by advertising are also possible. There are three important
aspects of e-commerce which are often confused when discussing e-com-
merce in the music industry. It is important to distinguish them, as they
involve different parts of the value chain and different actors.

• Methods of charging the consumer: credit card, micro payment, invoice and
C.O.D.

• Payment models: pay per download, subscription, and pay by watching
advertising

• Ways to distribute: download, streaming, e-mail delivery, mail delivery etc
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3.2 E-commerce and the music industry

E-commerce in the music industry creates new business opportunities and
attracts new actors. Established companies, too, adapt their activities to new
conditions, by working in new ways or by incorporating tasks earlier carried
out by other actors. A number of different lines of development may be
observed, which offer new opportunities but also constitute threats to certain
actors. Both the industry as whole and individual actors are affected.

Composing

The situation for producing and distributing music has never been more
favourable. The price of studio equipment has fallen, and more people have
access to technology for recording, processing and reproduction of music.
Collaboration over the Internet in creating music may be a marginal phenom-
enon, but is a possibility. The music could be marketed and sold on websites,
either on existing web dealers’ sites or sites run by the composer, possibly in
collaboration with the artist.

Today these tendencies show when it comes to less known composers and
artists. There are examples of composers working this way today, often as a
complement to traditional relationships with other actors in the value chain.
More narrow music genres could find their audience globally and perhaps
enable hitherto relatively unknown composers to make a living.

The development described here means that the composer, and possibly the
artist, will manage both recording and marketing and thereby cut out the
music publishing company and the record company. One probable supplier
is a company running a B2C e-commerce website.

In such a case the composer has to have access to several competences that are
possessed by other actors. The composer needs knowledge of the music sector
in general, commercialisation processes and marketing, and legal aspects such
as agreements and intellectual property rights. One solution is to build a
network of contacts that have the competence and capacity needed. It is also
essential for efficient surveillance of the composers’ rights to be possible.

An obvious problem for the composer is the difficulty of protecting against
illegal use of his or her music. New situations occur as manipulation, copying
and distribution of music become easier. These tendencies have already
shown themselves and there is a concern about the application of the
legislation. Application of watermarks that tell whether the piece has been
manipulated is one tool.
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This is a line of development that probably will not threaten the established
music industry. However, even if there are difficulties and potential problems
for a composer or an artist in managing the whole value chain, the possibil-
ities offered by e-commerce mean an opportunity, not at least to less known
artists and composers.

Publishing

The publisher seems to be little affected by electronic commerce. The way of
working has been influenced by new technology, but until today not much by
e-commerce. Today composers have access to their own more or less ad-
vanced production equipment. This is also true of less established composers.
The implication of this is that the publisher’s role in contracting a music
studio for demo recording before approaching a record company is often less
essential. In some cases the composer and/or the publisher may have been
responsible for the finished production, which has just to be completed with
the contribution of the artist. An implication of this is that music publishing
companies have to a certain degree taken over what used to be the exclusive
role of the record companies, namely that of producing the music in a studio,
ready for production.

The digital format of the music files has prepared the way for a more efficient
communication with customers. The publishers construct Internet portals
where customers may access the music, but seem today to be more oriented
towards rationalisation than diversification of the activities.

As it has become easier to combine music with different messages, e.g.
advertising in a multimedia environment, it has become more difficult to
ensure that the music is used in accordance with the intentions of the
composer and the publisher. As it is also easier to gain access to music files,
the publisher can probably expect an extension of his work to involve
monitoring of the composer’s rights.

One possibility is that it might be more usual for the activities of the publisher
and the record company to be carried out in the same company. The publish-
ing of music is sometimes regarded as an ancient activity that is adapted to
historical conditions, when music was distributed in sheet form. This study
does not suggest that a vertical integration of publishing companies and
record companies is close at hand, and there is no obvious connection
between e-commerce and such a development.

Music production

The record companies are the dominating actors of the market and have
traditionally produced the music. As the publishing companies to a greater
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extent present a complete product, the activities of the record companies are
more concentrated on marketing.

The increased sale of blank CDs and the discouraging sales figures for music
CDs in the first quarter of 2001 indicate that extensive Internet-based piracy
has changed the rules of the game. A large number of the consumers have
(possibly forever) lost their willingness to pay for music. Some experts
believe that the industry is facing its ultimate challenge. Media interest in
how the record companies are dealing with the problem of piracy and how the
different actors of the music industry are preparing for the future is intense.
The record companies are eager to show an active and proactive attitude, well
aware of the possibilities and risks of the Internet. A number of e-commerce
initiatives have been taken and to the international record companies, the
high Internet penetration in Sweden makes the Swedish market particularly
interesting when it comes to testing new business models and new services.
Interesting questions include when the customers want to listen to music,
how much they are ready to pay and how they prefer to pay.

As music today can be digitally distributed, it has become easier for the record
companies to create the infrastructure necessary for retailing. The primary
incentive for the record company to become a retailer is the possibility of
taking control of the whole distribution chain. The record companies may sell
and distribute music files either through own websites or through agree-
ments with other companies running B2C websites. The current balance in
the value chain is hereby threatened. This might be sensitive in relation to, for
example, the retailers, who might be bypassed.

A less probable development is that the record companies will become
superfluous. The record companies are a source of experience, contacts,
marketing competence, economic resources etc, which makes it difficult for
composers, artists and other plausible actors to manage without them.

Marketing and promotion

Marketing and promotion are central activities to the music industry. One
example of a collaborative activity run by some major record companies is
FanGlobe.com, where a number of fan clubs of different artists are found. On
these websites, it is just as important to gather information on the customers’
age, interest, preferences etc, as it is to market the music by offering informa-
tion on and contacts with artists and composers, or to sell souvenirs. The
information on the consumers is extremely valuable to the companies when
developing business concepts and marketing strategies.

It is not only the record companies that use the opportunities offered by the
Internet. To the music publishing companies, the web offers better opportu-
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nities for reaching further and for customising marketing activities towards,
for example, advertising agencies, film producers and record companies.
There are artists that administer their own websites and there are commercial
websites addressed to consumers with different music tastes, where promo-
tion and advertising is an important element. However, marketing on the
Internet demands substantial resources and knowledge. It is becoming more
expensive all the time to build a brand name on the Internet, and it is not
evident that the cost will be covered by increased sales.

Another phenomenon in the field of marketing is that of companies that
design and mediate different web-based promotion services to record com-
panies. A company which acts as an intermediary between record companies
and consumer websites is included in this study. The design of web promo-
tion has proved to be economically successful and is an important support
function when selling music over the Internet.

In conclusion, marketing seems to be an activity of growing importance to all
kinds of companies, which also means opportunities to companies with new
business ideas. The cost may be considerable, as a new channel for marketing
has been added – the Internet – while it is not possible to abandon traditional
marketing channels.

Reproduction, distribution and retailing

The three concepts of reproduction, distribution and retailing merge when the
delivery of music files over the Internet is discussed. The CD will survive in the
foreseeable future, however, and several ways of buying music will co-exist.

Reproduction

The meaning of reproduction is broadened to embrace converting music to
new digital formats and distributing music electronically. Important con-
cepts that suggest new tasks for the reproduction industry are watermarking
(in order to protect the original recording), protection for copying and
possibly encryption.

Other physical sound carriers than the CD may become more usual and the
development of compression technology may involve new file formats.
Services that allow the customer to customise and compile his or her own CD
also make demands on the production process other than the mass produc-
tion of records. Even if the traditional CD still predominates, the develop-
ment may be an incentive to reproduction companies to develop new
business ideas as complementary activities or even to prepare for a migration
to completely new activities. What is seen today could be the starting point
for a structural change of the whole reproduction industry.
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Intermediaries that provide services for preparation of music files for elec-
tronic distribution and that can provide the necessary technology are new
actors in the arena. The company DCM is an example of an established
company, earlier focussed on the reproduction of digital media (CDs, video-
tapes, DVDs etc), that has partly diversified its activity. DCM is today
successfully offering a range of e-commerce services to companies with
digital products. One example of its customers is the company Musicpool,
which is jointly owned by ten independent record companies and uses
DCM’s e-commerce system for selling records through different websites.
The music of Musicpool is digitally stored at DCM’s database and sold via
Internet portals, while DCM administers the purchase and delivery, either by
sending a physical CD via mail or by transferring a digital music file over the
Internet. Another example of an intermediary that develops and provides
systems and services to support e-commerce is Dx3. They have based their
business concept on developing e-commerce solutions for the music industry
and are to a great extent financed by venture capital.

The new intermediaries wish to cultivate contacts with different websites
aimed at consumers and by offering technological services and complete
concepts for selling music via e-commerce, they want to contribute to an
increased efficiency and to enable small record companies to share develop-
ment costs. So far, the smaller record companies seem to be the most
interested in this possibility.

Changes are to be expected in the reproduction industry which will change
the conditions in which the existing reproduction companies operate, but
which will also create an arena for new actors that develop technology-based
services offered to other parts of the value chain of music.

Distribution

E-commerce in the music industry has an impact on distribution in several
ways, and the electronic delivery of music files to the consumers will bring
great changes. Many minor changes may already be observed. CDs (possibly
compiled by the customer) may be bought directly from online record stores,
instead of from traditional shops. This creates a new situation for the
distributing companies. When the music is electronically distributed, tradi-
tional distribution and stock management will disappear completely, which
might be the most drastic change. The physical stock will be replaced by a
digital store, where several sets will be distributed among different actors that
own and sell the music.
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Today, the Internet is a complementary distribution channel that will grow in
importance. Changed logistical patterns will occur, both because of the
digital distribution and due to the emergence of new types of retailers.

Retailing

It takes time to change consumer behaviour and in the music industry, the
common belief is that the traditional record shop will remain for the foresee-
able future8. The shopkeeper and his or her staff have professional knowledge
and offer a personal service that may be a competitive argument. Among the
retailers in the large cities, a specialisation may be observed, in both genre and
sound carrier (LP, CD, MP3).

There are radical changes to be expected, however, and a new retailer is the
company that runs websites for consumers, offering the option of buying
either music files or standardised or customised CDs. When a record compa-
ny owns the website, the retailer may be regarded as bypassed. The larger
record companies will undoubtedly sell music through own websites, and
experimental activities are launched or about to be launched. Strategic
cooperation with formerly illegal organisations, such as Napster, is one way
of gaining access to technology and experience. If the experimental work is
successful, one may expect the revenues of traditional record dealers to be
affected negatively. The record companies have declared that the price will
not be lower on the Internet than in the record shops, however, which for the
moment may be reassuring to the physical record shop dealers.

Today the market for electronically distributed music is considered to be
immature due to consumers’ unwillingness to buy music over the Internet.
On the other hand, the fact that a growing number of consumers are
abandoning the traditional CD in favour of illegally distributed music of a
lower quality says the opposite. However, many of these consumers are
probably not willing to pay for music they can download for nothing through
the Internet. This is a serious problem to all actors in the value chain, and also
to the retailers, even though public attention has been mainly focussed on the
record companies. To the consumer, one aspect in favour of Napster is that the
choice of different music genres and music pieces is very wide. It is difficult
for a legal website to compete with a similar range of music. To independent
web dealers it is essential to obtain a critical mass of music titles in order to

8 A sign of changed customer behaviour is that the customers of Ginza (a mail order
company for CDs that receives 80 percent of its orders over the Internet) has noted
that instead of placing a joint order to save the postage, the customers to a larger ex-
tent tend to order records individually and spontaneously.
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be interesting to the consumers and to keep them at that very website. Signing
agreements with a number of record companies is necessary. This is one
intention of Musicpool, which has been formed by about ten record compa-
nies and which has the right to distribute the owners’ music. The intermedi-
ary Dx3 also has agreements with a number of small record companies. Both
Musicpool and Dx3 offer their assortment on different commercial websites.

From the consumers’ point of view, particularly in the case of consumers
outside larger cities, the music choice will be greatly increased by using the
Internet and all websites selling music. In the short term this will be a
complement to the traditional record retailers. In the long term it might
become the standard way of selling music. To the consumer, this may also
mean lower prices as a result of increased competition, but this is far from
obvious. Price transparency may also be a basis for co-ordination between the
record companies.

Collecting societies

The development of electronic commerce in the music industry forces new
ways of working on the collecting societies and other organisations of
collective interests. Music files are easy to copy and to distribute without the
permission of the owner of the rights, and they are also easy to manipulate for
those with adequate competence. The ways to distribute and to charge for the
music have become more flexible, and make new demands on the agreements
between the actors in the value chain, those that use the music in different
contexts and the collecting societies.

3.3 Conclusions

There is ongoing turbulence in the Swedish music industry and its actors vary
in their inclination to share their experiences or plans with regard to e-
commerce publicly. In this study some companies have been chosen for
further examination, but it has to be pointed out that there are many other
interesting companies in the Swedish music industry.

The impression is that optimism is the prevailing mood in the music industry.
Both vertical and horizontal competition exists and will be accentuated. The
industry is characterised by alliances and acquisitions, which may change the
conditions very quickly. A former competitor may overnight become an ally,
which creates watchfulness in the companies.

Two different scenarios illustrating possible developments of e-commerce in
the music industry are suggested. These scenarios – the composer takes over the
stage, and the record company as a retailer – together cover two discussed
developments in the music industry and are presented in appendix A.
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The strategies for achieving a strong position in the market vary, but common
to all actors is the wish to be prepared when the customers are ready for a more
extensive e-commerce, and particularly electronic distribution. The major
part of the companies and organisations in the music industry are preparing
more or less openly. Critical factors are access to efficient payment services at
a reasonable cost, willingness to pay for the music (i.e. changed attitudes on
the part of the growing number of people who today use distribution services
that do not respect copyright rules) and an overview and better follow-up of
relevant legislation. For individual companies to sell music over the Internet
successfully, there are some additional requirements. They must know the
industry well, must have, or be able to establish, a brand name, must have
access to knowledge of technical and infrastructure issues, and must be able
to sustainable finance their e-commerce activities.

Personal contacts and knowledge of the business are very important. This
means that it is not a simple matter for companies with their roots in the IT-
sector to establish themselves in the music industry. At the same time, it is a
tempting field of business, with a digital product that might constitute the
“killer application” for, for example, mobile Internet and has attracted a
number of innovative entrepreneurs. These companies have based their
activities on Internet technology and in most cases been financed with
venture capital. Even if the future for most of them is unclear, they have meant
a lot to the industry, since they have demonstrated the possibilities of the
Internet and e-commerce, and have pulled the larger, more sluggish compa-
nies along with them.

The global competition is limited, due among other things to the structure of
the music industry. Activities on foreign markets are carried out mainly
through local representation or in collaboration with partners in other coun-
tries. To sell directly to consumers in other countries is not allowed as in the case
of the major record companies, where the world is divided into sales territories.
However, there is a fear that music will be sold across borders, with no control
of the record companies, and threaten the territorial division of the markets.

Another reason why the music companies act on a national market is that it is
not felt to be profitable or worth the trouble to expand the activities interna-
tionally. The cultural differences are believed to create problems when offering
customer service and communication, high costs for freight and customs, and
an extra workload for reporting to each country’s collecting society.

Foreign websites are used for promotion campaigns aimed at consumers,
however, and B2B relations between, for example, different record companies
and between music publishers and advertising agencies.
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In conclusion, the large record companies and publishing companies in the
Swedish music industry are experimenting in and have in some cases started
commercial activities based on Internet and e-commerce. The strategy is
mainly defensive, forced on them by the extensive music piracy and the small
innovative IT-based firms that during the last few years have developed new
Internet-based business concepts. E-commerce means that the different ac-
tors in the music industry may both develop more efficient processes and
diversify their activities. There is a possibility of competition with other
actors in the value chain, and this tendency may already be visible.
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4 Introduction
to the Swedish steel industry

Sweden is located rather a long way from the larger markets for iron and steel
products. Yet Sweden has long been known as a country with a steel industry
producing high-quality steel products. For several hundred years the sector
has employed a great number of people in Sweden and mining together with
steel and iron production have formed an important base for Swedish
economic development. Well-known Swedish (or partly Swedish) compa-
nies that operate globally are for example LKAB, AvestaPolarit, SSAB and
Sandvik. The steel sector has undergone considerable structural changes
during the latter part of the 20th century. From a diversified and widespread
industry with quite a large number of rather small companies to a sector with
a few large, fully integrated companies, which are highly specialized.

4.1 The Swedish steel production

In spite of the turbulence of the world steel industry during the last two
decades, there has been a considerable growth in Swedish steel production.
Swedish firms compete on customisation of products, high quality and close
customer collaboration in product development. However, the efficient use
of information technology at all steps of the value chain is a prerequisite for
a successful existence, and electronic commerce is seen as an important
means of developing activities and enhancing competitiveness.

According to Jernkontoret9 productivity has increased by almost 100 %
during the last decade. Deliveries of commercial steel products – i.e. sheet,
band, wire, bar, sections and tubes – totalled 4.8 million tonnes in 1999. The
corresponding figure in 2000 was 5 million. This represents the highest
annual production ever. Around 80 per cent of Swedish production is sold on
the export market. About 20 000 persons were employed by companies in the
steel sector, see table.

9 The Swedish Steel Producers’ Association, www.jernkontoret.se
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In 1999, the steel sector exported for a value of SEK 28.5 bn. This gave a trade
surplus of SEK 12 bn.10 The surplus is explained partly because Sweden
exports more tonnes than is imported and partly because we to a great extent
export ”advanced” steel and import cheap and less refined steel.

Sweden is considered one of the world’s leading countries in developing
advanced steel qualities and products. Together just over 2 per cent of the steel
companies’ turnover is invested in research. The major part of the research,
80-90 per cent, is performed by the different steel companies and the rest is
done by Jernkontoret and by research institutes and universities. The strength
of Swedish research in the steel field is considered to be the concentration of
resources in special niches and the ability to take full advantage of the
opportunities for research collaboration in the Nordic countries and within
the EU. The steel industry in Sweden and worldwide is to a high degree
computerized and investments and related costs are substantially higher
than in any other industrial sector. The steel sector spends almost 2.5 % of its
turnover on information technology.

Steel is a broad term and covers numerous different kinds of materials and
product groups, from the basic grades for heavy construction uses to the most
specialised custom steels. Stainless steel is one of the hardest and strongest
steels available, capable of withstanding high levels of heat and stress

Figure 1 Exports and imports by the Swedish steel industry between
1980 and 1999.

Source: www.avestapolarit.se

0

5 000

10 000

15 000

20 000

25 000

30 000

35 000

ImportExport

999897969594939291908988878685848382811980

M SEK

10 In 1999 the value of Swedish steel exports was SEK 30 000 m (engineering products
not included ) Source: Jernkontoret.
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without structural failure. Stainless steel is highly resistant to corrosive or
caustic conditions. Stainless steels are to a large extent produced from scrap
metal. Stainless steel itself is also recyclable: when scrapped, it can be re-
melted and used as input for new products. Stainless steel is a group of
materials that is used in most sectors and for consumer products as well as for
industrial purposes. The main end-uses of stainless steel are in process
industries such as pulp and paper, chemicals and offshore oil, and in catering
and household applications, transportation, building and architecture.

Consumption trends for stainless steel are positive. Western world demand
has risen by an average of about 5.5 per cent per annum over the last 20 years,
and world apparent consumption of cold rolled stainless steel has risen by an
average of more than 7.5 per cent per annum since 199411. World consumption
of cold rolled products is forecast to rise by 7–9 per cent this year, and growth
is forecast to average about 5 per cent per annum in the foreseeable future
according to CRU (Commodity Research Unit)12. Swedish production of
stainless steel has according to Jernkontoret increased by 14 per cent during
2000. This corresponds to a production of 808 thousand tonnes. These strong
rates of growth are much higher than those of carbon steel and other metals.
The Swedish company AvestaPolarit is the second largest producer of stain-
less steel worldwide. Other important Swedish producers of stainless steel
are Sandvik and Fagersta Stainless. In the spring of 2001 there were five major
stainless steel producers in Europe.

4.2 The structure of the Swedish steel industry

During the 20th century major structural changes and rationalisation have
taken place within the steel industry both worldwide and in Sweden. The
steel sector continues to constitute an important part of traditional Swedish
basic industry, however, both in terms of turnover and in number of employ-
ees. In the late 1970’s and the early 1980’s, in particular, the steel sector
suffered a severe crisis. The foundations of many industrial communities
disappeared, when iron and steel processing plants had to close down, due
to lack of profitability, the fusion of units or the relocation of plants. Certain
regions of Sweden, for example, Bergslagen and Norrbotten, have been
particularly vulnerable because of their great dependency on iron-related
companies. Substantial subsidies were directed to the steel sector, which was
restructured. In the late 1980´s the reconstruction of the Swedish steel

11 www.avestapolarit.se
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industry had resulted in a structure where there is only one producer per
product group in Sweden. Swedish steel companies focus on specific fields
and produce advanced steel qualities and products. As a result of this the
companies are hardly competing with each other. Many companies are
considered to be world leaders within their subsector.

The structural changes in the Swedish steel industry and the use of new
technology have rationalised work in the sector. From having been a labour-
intensive industry it now has highly automated processes throughout the
sector. Figure 2 shows the development of the sector during the last century.
The workforce has increased by 5 000 persons, but the number of workplaces
has decreased sharply. At the same time, productivity per employee has
increased. Changes in the use of new technology and new methods of
production are major explanations.

As a steel company starts offering its products on the Internet for online
ordering, a restructuring of the organisation follows. The customer will be
able to find product information, follow the order, print certificates and other
documents etc, tasks that the sales organisation used to perform. The sales
organisation may in some cases be downsized and its tasks will be different.
The sales personnel can concentrate on the special products, customer
relations, problem-solving and strategies.

Figure 2 Number of firms, employees and production in billion tonnes
in the steel industry, 1900 and 1999.

Source: www.jernkontoret.se
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The structural changes in the sector are expected to continue. In order to
optimise the production processes and cut costs, several international fusions
has been carried out and this development is expected to continue. Small
producers which are not highly specialized may find it difficult to survive.

The actors in the Swedish steel sector

Between the producer and the consumer, there are intermediary links where
transactions take place that upgrade the finished product. These are transac-
tions relating to transport, storage, marketing and sales. The main actors on
the market are as follows: Ore mines, melting shops (iron and steelworks),
steel companies, industrial customers, traders, retailers and consumers.

There is a tendency for steel companies to produce more and more refined
products. Among other things products are cut, pierced and surface-treated,
to the financial benefit of both supplier and customer. The metallurgical
processes today take advantage of advanced computerized control and
surveillance systems.

Figure 3 Number of employees in the Swedish steel industry between
1973 and 1999

Source: www.jernkontoret.se
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There are several routes to market for steel products and several actors are
involved. The most important are the steel companies’ sales departments, the
wholesalers and the e-marketplaces. The end customer can, depending on the
situation, order from any of these. The number of e-marketplaces has dimin-
ished in Sweden in the spring of 2001. Their turnover has so far been modest
and financial support is needed. To a certain extent a competitive situation
has applied between the wholesalers and the e-marketplaces, but this has not
proved significant so far. Changes in the sales and purchase processes within
the steel companies’ sales departments are expected as new opportunities for
using information technology are exploited. Changes in relations and balance
between these actors are expected.
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5 E-commerce in the steel industry

5.1 Introduction

This chapter discusses e-commerce in the steel industry, today and in the
future. The discussion is based on information and impressions from case
studies, interviews with experts, an overview of relevant literature and
articles in the daily press.

5.2 E-commerce and the steel industry

E-commerce is not one single activity in itself, but may rather be described as
an enabling technology, which embraces a number of models, systems,
procedures and relation-creating activities. All of these are relevant to the
steel industry and e-commerce is currently used in several ways, from the
selling of scrap or steel products on the spot market to the building of close
customer relationships with integrated systems. EDI has been used in sup-
port of business relationships for some time, but it is an expensive and not
very flexible tool and after a widespread initial scepticism, EDI solutions are
apparently being gradually abandoned in favour of migration to the Internet.
The Internet and open standards such as XML enable different systems to
communicate in a relatively uncomplicated way, and are essential to the
spread of e-commerce. The interface between different kinds of systems,
located in different physical and logical units, may be standardised and many
established as well as completely new companies are developing e-commerce
concepts based on Internet solutions.

E-commerce has great potential for the steel industry and will offer new
opportunities to individual employees and companies as well as to the sector
as a whole. The steel industry has gone through extensive rationalisation and
process development, primarily within the production processes, and the
beginning of what might be a corresponding development in the administra-
tive functions may now be seen. E-commerce opens up new ways of working,
which also involve staff up to now relatively unaffected by new technology.
Although computers were introduced throughout the companies several years
ago, they have not radically changed structures or the working methods of, for
example, sales and procurement personnel. A side effect of the development of
administrative processes is that the process development that has already
taken place in production may be better utilised. The integration between
companies, which accompanies e-commerce, creates new types of relations;
old structures are challenged and the transition might not be without pain.
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New phenomena that have emerged in the steel market include the electronic
marketplaces that are run by independent companies and used for buying
and selling steel and other related products.

Procurement

Procurement processes deal with the purchase of all kinds of products needed
in the processes of the company, from electric power and expendable supplies
to raw material. Different companies use different strategies for procurement,
but generally the routines are about to undergo radical changes.

Today, some of the steel companies’ suppliers invite their customers to place
their orders via a web interface. In these cases, the supplier’s and the
customer’s systems are not integrated, and the purchaser has also to register
the order in the company’s internal system. This means significant extra
work, compared with traditional ways of placing an order, by fax or by
telephone. In reality, work tasks have been transferred to the customer,
without being accompanied by added value. The converse applies when the
buyers run electronic marketplaces, where the suppliers are able to offer their
goods in direct competition with each other. This may be a way to cut out the
intermediaries, which is also the result when the customer buys directly from
the supplier via, for example, the web, without using wholesalers.

Relations with a few chosen suppliers could also be intensified and devel-
oped by the integration of systems. In general, the supplier makes forecasts
of the customers’ need for goods and services in order to be prepared when
the orders arrive. An e-commerce system could simplify this procedure and
enhance the quality of the forecasts substantially.

Scrap is the main raw material in the production of steel and the large steel
companies jointly own a procurement company, JBF13 that procures scrap on
behalf of its owners. At the present stage, this trade is not supported by e-
commerce, but there are plans to implement such a system.

Both the customer and the supplier, depending on the situation and precon-
ditions, are contributing to the transition towards e-transactions in procure-
ment, and the possibilities outlined above will probably co-exist in different
versions. The implementation of e-commerce in different versions demands
investment and technological competence to different degrees. There will be
costs for education and training of the personnel, as the development will
imply changes for the procurement staff, with a shift from personal contacts
to IT-supported activities. A higher degree of automation in the administra-
tive processes may also lead to a need for fewer employees.

13 Järnbruksförnödenheter AB
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Production and logistics

There is a strong wish in many steel companies to integrate the production
systems more closely with other activities of the company and systems
supporting e-commerce are being used to facilitate this development. There is
nothing new in integrating production systems and systems for, for example,
planning and follow up. What is new is the extent to which this is possible, due
to the standardisation of interfaces and protocols for communication. To the
steel companies this means a continued progress towards more efficient
processes for planning and production and the possibility of optimising
activities with a continuous flow of material and finished products.

When the customers register their orders in the systems of the producers
(manually or automatically via the customers’ production systems), this will
shorten the route from order to delivery. It will also be easier to forecast the
customers’ requirement for products, and there will be less need to maintain
a stock. It will be simpler to supervise the order when using a web interface,
and the customer can follow the products ordered through the whole produc-
tion process and then further in the logistics system. This also simplifies co-
ordination of activities within the Group.

There are companies specialising in the steel sector whose business idea is to
help companies to develop a higher degree of integration, internally and with
partners, customers and suppliers. For example, ABB Automation Systems
AB and Steelscreen AB offer technology in services for this purpose.

Sales, marketing and customer relations

The steel companies use e-commerce to support different customer strate-
gies. Business solutions based on e-commerce are customised to support
lock-in strategies as well as occasional business contacts.

E-commerce is used as a means of building customer relationships and of
tying larger customers more tightly to the company, by among other things
the offering of exclusive information and IT-based advisory services to add
value to the products. As mentioned before, the use of EDI as a tool for
supporting close relationships is being abandoned in favour of more flexible
Internet-based systems.

The Internet supports a number of ways of exposing and marketing the steel
companies and their products. Through websites the information may be kept
up-to-date and can be accessed from all over the world. Key customers may be
connected to an extranet and may receive exclusive information and services.
The scope for gathering and processing information will in general increase
with intensified interactivity, and many opportunities for augmenting knowl-
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edge of the customer’s behaviour and preferences will occur. These may be
used to develop customer relationships and for many other strategic purposes.

The management of the compulsory certificates that declare the quality, alloy
and origin of the steel is peculiar to the steel industry and has until today been
a great administrative burden. Electronic routines are being implemented
and will imply several advantages with certificates quickly transferable
electronically to the customer at a low cost.

Another conceivable consequence of the use of e-commerce is the possibility
of dealing with more and smaller customers. Today the steel companies direct
the small customers to wholesalers or retailers, as they are considered to be
too expensive to support. With the use of web interfaces, automated support
functions and e-commerce solutions, it may become cost-effective to sell to
small customers directly.

It is important to be aware that these new ways of doing business will alter
the focus of the skills and functions needed in the sales departments of the
steel companies. It will probably be necessary to expand the technical
support, as well as other kinds of support. Some tasks within the sales
department may disappear or become less time-consuming and other tasks
will grow in importance.

The integration between the steel company’s e-commerce systems and those
of the key customer means a closer relationship and a number of advantages.
The planning processes will be carried out more efficiently when information
on the customer’s and the supplier’s production processes is shared. It creates
an opportunity for the customer to make the procurement organisation
leaner, and the supplier may make the sales organisation leaner. Collabora-
tion in development activities is also a conceivable possibility, with risks and
benefits being shared. The integrated customers may be better placed to
negotiate prices and other conditions, and their orders will be prioritised. A
problem of the lock-in strategy, however, is that the buyer and the seller may
share sensitive information on each other, which makes the parties involved
vulnerable. Business partners may become more interdependent and rela-
tional and financial investment may make it difficult to terminate coopera-
tion when it is not as fruitful as expected.

Intermediary services

Many players believe that a growing share of steel sales will be made over
electronic marketplaces in the future, and the question is who will run them.
Close to eighty marketplaces have been started globally, but only a handful
have survived and the existence even of these is threatened. There are a
number of important conditions that independent marketplaces have to fulfil
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in order to survive and to become successful. They have to achieve a critical
mass of buyers and sellers that use their services. The buyers and sellers have
to be able to adapt their processes to fit the new conditions. The latter is
believed to constitute the greatest challenge. The companies have to cross a
mental and practical threshold before applying new ways of doing business.
The companies that run the marketplaces have different strategies for creating
added value and for inducing the customers to use their solution. For example,
qualified information and analyses are offered, different kinds of services such
as finance, insurance and transport services may also be possible.

The customer wants marketplaces that are, for example, easy to use, secure,
and reliable. They also have to guarantee secrecy to protect the integrity of
their customers. The marketplace has to be able to act as a guarantor for the
parties doing business with each other, as the buyer and seller may not know
each other. Good knowledge of the steel industry is therefore essential and a
strong industrial anchorage is vital.

One development is that established companies buy shares in the market-
places, giving them both capital and an industrial base. They might be steel
companies or even wholesalers. An already established player, such as a
wholesaler or a large steel company, might find it easier to convince business
partners to adapt to a new system for doing business, and might possess the
prerequisites for running a marketplace. The established players might
finance their activities with incomes generated within the company, rather
than being dependent on venture capital. The traditional wholesalers satisfy
most of the criteria specified earlier, as they posses knowledge of the sector,
and have a necessary network of contacts and an established stock of
customers. They have knowledge of sales and distribution and are brokers of
different kinds of services. Many wholesalers offer e-commerce solutions
today and the step of expanding these to embrace the activities of the
marketplaces may not be far away. Another line of development is that the
wholesalers to a greater extent use the marketplaces to sell and buy steel.

The need for a technical infrastructure for e-commerce has created new
business areas. Technical platforms that support lock-in strategies towards
the customers are today developed by, for example, ABB and Steelscreen. To
Steelscreen this is a way of earning money until the market is mature enough
to use e-marketplaces on a large scale, but also of accelerating the process
towards greater familiarity with, and a more favourable attitude to, e-
commerce in the steel industry.
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5.3 Conclusions

The steel sector has been, and in many respects still is, an industry bound by
tradition. Until quite recently the potential of the Internet was not acknowledged
by the industry. However, the steel companies’ general IT competence is high
and the industry has advanced systems for supervision and control of different
production processes. Today, the view of the Internet as an enabling technology
seems to spread throughout the sector and there are a number of examples of
well-functioning applications of e-commerce and proactive steel companies.
Whereas the steel industry as a whole has in the past had a very sceptical
approach to e-commerce, the concept is now vivid and widely accepted.

The development of e-commerce within the steel sector may be regarded as
a continuation of the rationalisation processes that have taken place during
recent decades. The steel sector therefore has long experience and knowledge
of developing working processes and now it is the turn of the administrative
processes, sales and procurement. But there is still a gap between progressive
players and those who feel that the traditional way of doing business is the
best way. A major challenge to the steel companies when introducing e-
commerce is that of carrying out the necessary changes in the sales and
procurement organisations. Processes with deep roots in the culture of a work
place will not easily be changed. The companies that invest in e-commerce
must also have business partners who are willing to make the same effort, and
a critical mass is needed in order for e-commerce to pay off. When companies
initiate a process of integration, new types of relations occur and old struc-
tures are challenged, which may be difficult, from both a practical and a
psychological point of view.

The most proactive firms seem to suffer from the fact that a large number of
the companies in the steel industry have a wait-and-see policy concerning e-
commerce. Once the process of implementing e-commerce on a broad scale
has started, it may proceed quickly. To the e-marketplaces this is a critical
time, as they have to achieve a volume of customers soon in order to survive.

Today there is a hesitant attitude to the marketplaces. The companies that run
the marketplaces have to fight against a reputation based on bad experiences
concerning delivery and other problems. A plausible development is that the
consolidation of the steel sector will continue and that it will be the large
players who will support or build an active and sound e-marketplace,
together with or on the basis of the work of the many smaller players that are
active or have been active within the area.
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To the small buyers, especially, who have a weak bargaining position, the
price transparency that e-commerce is believed to bring about is an advan-
tage, as it becomes easier to compare conditions and prices from different
sellers. On the other hand the price transparency might lead to a coordination
of prices between suppliers, which would lead to a less favourable situation
for the small customers.

The small companies may gain benefits through e-commerce, but generally
the large companies seem to be the winners, as they will to a large extent
dictate the conditions, and may put pressure on both suppliers and custom-
ers. This may be the case when different systems are to be integrated, and at
least one party has to adapt its systems and its working routines to fit those
of the others. It is highly probable that the small companies, being dependent
on the larger ones, will have to adapt their solutions to suit the larger
customers or suppliers, in order to be able to benefit from the advantages of
e-commerce.
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6 Critical issues in relation to introduction
and use of e-commerce in the steel
industry and in the music industry

Several factors are, depending on the industrial sector and other general
conditions, expected to be of importance in determining the degree and speed
of implementation of e-commerce. In this chapter the respondents’ percep-
tions of some factors that were suggested as critical to e-commerce in the
EBIP-project are discussed, together with other related issues.

6.1 Factors relating to technology and telecommunication structure

Investments in implementation and maintenance of e-commerce technology
have been easy to justify in all the cases in the study. In some cases they have
caused internal discussion, however, as resources have had to be redirected
from other activities. Respondents say that in general the technology has not
caused any severe problems and the integration of different systems has been
achieved with little friction. Neither has the telecommunication structure
imposed any major obstacles and, with one exception, none of the companies
interviewed has experienced capacity problems. Network reliability (inter-
nally and externally) is perceived as good, and even though some reported
that they did not feel completely comfortable with the security and secrecy of
the networks, this has not prevented the e-commerce activities of the compa-
nies from taking place. One of the respondents mentioned computer viruses
as a problem.

From the companies’ point of view, the cost of using the telecommunication
infrastructure in Sweden is felt to be reasonable. When the customers are
individual consumers (as often in the music industry) the telecom costs may
be more of an obstacle to e-commerce. The fact that broadband access is still
not very common among consumers is mentioned as a delaying factor in the
development of e-commerce. Another problem that is particularly obvious to
the music industry is that the commission costs charged by the telecom
operators when offering micro payment solutions are considered far too high.
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The players in the music industry have not shown any sign of taking any
common action to put pressure on the telecom operators. Instead they are
investigating other solutions. In the steel sector substantial investments have
been made in systems for e-commerce, but even if these investments have
caused internal discussions they have been perceived as a natural continua-
tion of the investments made in the rationalisation of production processes.

6.2 Regulatory factors

Legal regulation is central to the music industry, as the intellectual property
rights and copyright issues are fundamental to the sector. Most situations are
regulated today, but the respondents consider the legislation and/or its en-
forcement insufficient. The digitalisation and electronic distribution of music
opens the way to several possible problems with regard to illegal or semi-illegal
activities. These include illegal copying of music files, adaptation of music
without the creator’s permission, use of music without the permission of the
creator, e.g. in non-ethical contexts, or combined with other media in advertis-
ing, movies etc. This is not per se dependent on the music being available as
music files, but according to the respondents this is a facilitating factor and has
to be dealt with when music files are distributed over the Internet.

6.3 Relational factors

Another matter specific to the music industry is that international e-com-
merce challenges the established structure of the sector. For example, an
American original publisher has sub-publishers in all other territories, and is
thereby represented physically all over the world. It sells the rights to musical
pieces to its sub-publishers. A problem will occur when the original publisher
or a sub-publisher wants to publish the piece on the Internet. Sub-publishers
all over the world may lose a substantial part of their income. The activities
of the collecting societies will also have to be restructured when music is sold
over the Internet on a large scale. The collecting societies are today working
on the design of agreements to suit the various ways of selling and distribut-
ing music that already occur. New demands will be made with regard to
international collaboration between the collecting societies. Standardised
agreements are sought by both the music industry and the steel industry. An
issue common to all organisations that use e-commerce is the need for well-
defined procedures with clear rules regarding the significance of different
actions and transactions. For example, it has to be clear to all parties how an
order has to be confirmed in order to be legally valid.

The managements of the companies interviewed have acted progressively
and the implementation of the e-commerce systems has in most cases
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proceeded as planned, although they have not yet been used as extensively
as expected. To be able to benefit fully from the implementation of e-
commerce, changes in the sales and procurement functions will be necessary
and new demands will be made of the sales personnel and the procurement
personnel. The way of doing business is still often strongly dependent on
personal contacts, and personal relationships between employees at different
companies are vital. Introducing e-commerce will not eliminate this, but there
will be an increased need for more support. Many agreements are settled at
dinner tables or in other social circumstances and the resistance to new
business models is not negligible. Both the companies’ own staff and the
customers and suppliers may feel threatened. It is a great challenge to educate
and induce sales and procurement personnel to change their way of working.

E-commerce promotes both lock-in strategies and open strategies. Some of
the respondents expressed the view that “e-commerce is not so much about
buying and selling, as about creating better relations with customers and
suppliers.” The ability to keep relations with customers and suppliers active
and alive is therefore a factor of strategic importance. To meet this need, the
e-commerce system has to be continuously up-dated and maintained, and be
accompanied by manual sales and technical support, which demands sub-
stantial resources.

When a company has started to engage in e-commerce, an increased interest
and, sometimes, respect have followed as a consequence. The brand image
may be an asset in e-commerce, but e-commerce may also be an asset when
building the brand image. However, a well-known brand image seems to
facilitate most business concepts based on e-commerce. Marketing costs have
generally increased significantly, with the advent of initial development costs
and operative expenses for a new electronic marketing channel, while the
traditional channels still have to be used to the same extent.

As the investment climate has changed during the last year, with e-commerce
and dot.com companies losing a lot of their appeal, the ability to attract
venture capital has been affected, which to some companies has proved a
critical factor. The recruitment of qualified personnel demands some effort,
but this has not been a real problem to the companies interviewed in either
sector. When the market for new media exploded, people with experience of
the music industry became attractive to the IT companies, which could offer
higher salaries than the music companies. After the dot.com crisis, many of
these employees returned to the music industry. In the steel industry there are
concerns about recruiting qualified technical personnel, but this is not men-
tioned as a critical factor in relation to e-commerce activities.
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To take full advantage of the e-commerce systems and services in B2B
relationships, it is important for the integration of systems to involve several
parts of the value chain. The Internet as a platform with a number of open
standards facilitates the integration of systems between companies to a great
extent. However, integration of systems, whether internally or externally, is
not without problems. It demands both technical adaptations and altered
routines in various areas, and there is a risk that the small companies will have
to change their way of working to suit the larger companies, in order to be able
to benefit from e-commerce. The investment involved may be considerable to
a small company.

6.4 Government policy

The results of the case studies are the findings of only a limited study, and
generalisations should be made with caution, particularly with regard to the
respondents’ opinion on policy and other matters as reported below.

• The general opinion was that the business climate in Sweden is good and
that the industrial policy is appropriate. Better collaboration on e-commer-
ce in industry was wanted, as was a more active attitude on the part of the
established industrial organisations.

• The music industry has attracted a lot of attention lately, both as a
successful export industry and as a victim of music piracy. All the compa-
nies interviewed in the music sector have mentioned the statements and
activities (or lack of activity) of different members of the Government as
very important factors. (One example of a complicated situation was when
a member of the Government was interpreted as encouraging music
piracy. Positive attention from the Government and help with marketing
activities in the export of music has been highly appreciated.)

• An acceleration of the broadband expansion was mentioned as important
in creating an infrastructure for e-commerce.

• As a number of negative phenomena have been associated with the
Internet during the last year, the desirable opportunities offered by the
Internet deserve to be highlighted. To map the development and use of e-
commerce in connection with a campaign or demonstration program
accompanied by the presentation of good examples would be one way to
stimulate development in a positive direction.

• One concrete suggestion that was expressed was that an official body,
preferably within the EU, should actively promote and participate in the
development of one common data standard for the exchange of data
pertaining to stock information, orders and deliveries.
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• To companies that sell physical goods over the Internet, factors such as
freight costs are of importance when competing with local stores. There is
a wish to stimulate competition in the distribution sector.

• To the music industry, the copyright laws and the monitoring of illegal or
semi-illegal copying and distribution of protected music are essential to
the whole business.

6.5 Concluding observations

The great differences between them make the music and the steel industries
difficult to compare, not least because in the music industry electronic com-
merce consists largely of consumer commerce while in the steel industry it
takes place between companies. However there are common features, as has
been explained in this report. The industries can also be seen as examples of two
different sectors with different approaches to electronic commerce. The steel
industry is now making successful use of electronic commerce after a certain
warm-up period and the expression “a new economy within the old one” has
been used. The main driving force is the need for greater efficiency. The big
companies in the music industry, i.e. the record companies, have yet not got so
far, despite having long possessed a fully digitalized product. The companies
in the two sectors have different electronic commerce strategies, with some
choosing to follow others and to use established techniques, whereas others
strive to be first with systems that they have developed themselves.

The open systems and standards offered by Internet technology create new
conditions for electronic commerce. One interpretation of the results of this
study is that access to or the cost of technology and infrastructure are not the
main problem. The problems appear rather to lie in inducing old customers
and suppliers to change their habits and in getting new ones to find the
company. Building up a brand image on the Internet involves heavy market-
ing costs. Maintaining and updating a website brings new costs and needs for
staffed customer service and technical support.

Electronic commerce with the Internet as a platform has often been seen as a
way for small companies to obtain a larger, more international customer base
and new business partners. Taken all in all it is by no means obvious that small
companies have the resources to benefit from all the opportunities that
electronic commerce offers, whereas the large and established companies
hold all the aces: strong brand image, financing and established relations.
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APPENDIX A • THE MUSIC INDUSTRY

1 The value chain of the music industry

1.1 Composing

The value chain (see figure A1) starts with the creation of a musical piece. One
or more composers may collaborate, possibly together with an artist who will
perform the piece. The professional associations of the creators and the artists
are SKAP and SAMI respectively.

SKAP, The Swedish Society of Popular Music Composers, is an association of
composers, writers and adapters/arrangers who work in the field of popular music.
SKAP, together with the Society of Swedish Composers (FST) and the Swedish
Music Publishers Association (SMFF), forms part of the Swedish Performing
Right Society Council (STIM). SKAP looks after its members’ artistic interests
and matters concerning copyright. SKAP also distributes subsidies, scholarships
and prizes. Membership can be granted to authors who have been affiliated to
STIM for at least three years or to persons whom the Council considers particu-
larly eligible for membership of the Society. SKAP has 620 members. Source:
www.skap.se

SAMI (The Swedish Artists’ and Musicians’ Interest Organization) administers
the rights of performing artists. SAMI co-operates with the trade unions of
Swedish musicians and artists (SMF, SYMF, and STF) which, in accordance with
the Statutes of SAMI, are represented on the Board of SAMI. SAMI collects and
distributes compensation for the public use of recorded performances. SAMI is
also responsible for the administration of rights and remuneration for other
secondary uses of recorded performances of performing artists. SAMI carries out
its activities in close co-operation with its fellow organizations in other countries,
and with the International Federation of Musicians (FIM) and the International
Federation of Actors (FIA). SAMI shall, according to its statutes, promote the
interests of artists and musicians. This includes continuous work for the develop-
ment and improvement of the statutory rights of performers. SAMI has about
16,000 Swedish members, and 600 foreign members. Source: www.sami.se
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1.2 Publishing

The main objective of the music publishing companies is to find and contract
composers of music that appears likely to be appreciated and to generate
income via live performances, broadcasting on radio or television, sale of CDs
or as sheet music. When the publishing company (possibly via its A&R
department) discovers a piece of music that suits its repertoire and that is
judged to have market potential, a contract is made between the composer
and the publisher. The publisher is commissioned by the composer to spread
the music to users and audiences. The publishers have various strategies for
carrying out their mission, but play three main roles:

• The creative role. Sometimes the creator has organised and recorded the
piece of music, and the publisher deals with a virtually complete product.
On other occasions the creator may need help to develop the piece, and the
publisher may contract performers, music studios etc. The publisher may
support the creator in finding the right channels. For example, if an organ
concert or a choral work is to be commercialised, this will probably involve
completely different sales channels and users from those applicable in the
case of pop music. Examples of users are opera houses, film producers,
advertising agencies and specialist record companies.

• The administrative role, which includes the registration and documentation
of new works, checking payments and other contacts with the property
rights societies.

• The financial role may consist in financing the use of studios or publishing
sheet music, making advance payment or entering into other financial
commitments.

The Swedish Music Publishers Association, SMFF, is the music publishers’ trade
association. SMFF´s mission is to work for increased knowledge of, and respect for,
copyright, and thereby for increased respect for the holders of the rights and their
creative work. SMFF has 70 members. Source: www.smff.se

1.3 Rights management

When the piece of music has been performed in public at least once, the author
or the publisher (when a publisher has been contracted) can apply for
membership of STIM and NCB. The author signs over the property rights to
STIM (to safeguard the property when the piece is broadcast or performed
live) and mechanical rights to NCB (to safeguard the property when the piece
is recorded and CDs or other recorded media are sold.) These two organisa-
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tions collect the royalties on behalf of the creator and/or the publisher and
pass on the contracted share to them.

STIM, the Swedish Performing Rights Society, is the Swedish link to an
international system established to safeguard the financial rights of composers
and lyricists under copyright law. In 1999 activities generated SEK 823.2 million,
to be shared among the property right holders in Sweden and abroad, which is an
increase of 8 %. The income from musical performance in Sweden rose by 4 % to
a total sum of SEK 314 million. Members of STIM can apply for scholarships.
STIM has around 39,000 members.

NCB, the Nordic Copyright Bureau, administers recording rights on behalf of the
Nordic performing rights societies. NCB’s headquarters are in Copenhagen.
Source: www.stim.se

1.4 Music production

When a publisher and the A&R (artists and repertoire) department of a record
company find out that they have a common interest in a piece of music, the
record company buys the right to use the (recorded) piece. A contract between
the publisher and the record company is then established. The contract
specifies, among other things, the share of the wholesale price that will go to
the publisher, who normally shares it with the creator. (When the creator and
the artist are not the same person, the artist normally has a contract directly
with the record company.)

1.5 Reproduction

The record company contracts one or more national and/or foreign reproduc-
tions, depending on the volume (number of copies) or whether the record is
going to be released in several countries.

1.6 Sales and marketing/promotion

A number of promotional activities are arranged when a record is to be
released. These may vary considerably between artists and types of album,
but a typical way of promoting a new album is described below (Pihlgren et
al, 00).

1. The artist meets sales promoters, often informally, and performs material.

2. A first single is released with a press release for prioritised radio stations
(P3 in Sweden). Commercial radio stations seldom or never play newly
released material.
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3. The single is released in record stores as a promotional measure. (Non-
profit)

4. A video of the single appears on the biggest and hippest TV-channels. For
this the artist pays half the amount himself/herself (SEK 5 000–500 000).

5. Internet launch in different forms.

6. The album is sent to specially selected media with a press release.
(Profitable)

7. If necessary, a second single is released.

8. The artist appears frequently in the media: media training, TV, radio.

9. Record stores receive material for display.

10. Album release with a release party.

11. Singing and performing in record stores.

12. Possible TV commercial.

13. Tour première with the media.

14. Third single is released.

15. Meetings with local media when on tour.

A music video is produced; a web site might be created, live performance, TV
shows, interviews with artists, advertising etc. The promotion may cost
millions of Swedish kronor, and involves a high risk.

The wholesalers and retailers order the records directly from the record
companies, which then deliver them from a central warehouse.

The record companies’ organisations are IFPI and SOM.
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IFPI (International Federation of the Phonographic Industry) was formed almost
70 years ago, and now has about 1,500 members in 80 countries, and a head office
in London. The organisation represents the producers of phonograms, the record
companies. IFPI Sweden was established at the end of the 1960s, and its members,
who include all the major companies, represent 95% of the total market for
recorded music in Sweden. IFPI Sweden has around 50 members. IFPI’s principal
task is to work for better legal protection for the record companies, and to safeguard
the rights granted by the Copyright Act. IFPI Sweden also collects royalties when
phonograms are used, for example, in radio and TV broadcasts, and then
distributes the royalties among the record companies. In addition, IFPI carries on
extensive anti-piracy operations, both nationally and internationally. Source:
www.ifpi.se

Swedish Independent Music Producers, SOM, is a special interest organisation
for independent Swedish record companies, i.e. companies that are not tied to the
major organisations. The prime objective of SOM is to consider the special needs
that small record companies might have. SOM co-ordinates activities that
promote the members’ interests, such as marketing abroad and participation in
international music fairs. SOM also wishes to act as an instigator in referring
matters of Swedish cultural policy as well as copyright issues for consideration
and in this context emphasising the unique position and function of small record
companies. SOM is a non-profit organisation. It was founded in 1975. SOM has
25 members and another 27 associated members. Source: www.som.a.se

1.7 Distribution, retailing

The record will be distributed through the record company’s own sales
organisation and sold through traditional physical record shops or web-
based or traditional mail order companies.

1.8 Comments

In reality, several of the boxes in the value chain described may be within the
same company. The parent company of a group may engage in activities such
as publishing, recording, reproducing, distribution, legal issues etc, through
a number of subsidiaries.

Players and activities connected with music but not forming part of the value
chain: For our purposes, a case study where the CD is to be followed through
its value chain, musical education (municipal music schools, upper second-
ary school specialising in music, the universities and folk high schools) and
the production and sale of musical instruments are judged to be to peripheral
to the value chain.
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2 Impact of electronic commerce
on the music industry value chain

Two different outlines, trying to catch and illustrate two of the possible
courses of development of e-commerce in the music industry, are discussed
here: the composer takes over the stage and the record company as a retailer. Together
they cover two discussed scenarios for the development of the music indus-
try. They are illustrated by changes in the value chain of a CD. Other lines of
development, based on a different combination of the effects on the value
chain, could also be envisaged. It has to be pointed out that the value chains
described below all exist to some extent, although their impact has been
modest on the industry as a whole. In the text below, only the changes in
relation to the traditional value chain are described. To obtain a more
complete picture see the figures A2 and A3. On the right side of the value
chains the inputs to the different actors are listed. There is also a key to the
different kinds of activities performed: content and concept development, acces-
sibility enhancement, information activities and addition of complementary services.

2.1 The composer takes over the stage

One possible development is that the composer takes over most of the
activities in the traditional value chain of a CD, particularly the activities
today performed by the publishing company and the record company, but
also those performed by the retailer. The music could be marketed and sold
on web sites, either on existing web dealer sites or on sites run by the
composer, possibly in collaboration with the artist. This development is
conceivable due to cheaper equipment for digitalisation, processing and
digital distribution of music. Today these tendencies are most common when
it comes to less known composers and artists. There are examples of compos-
ers working this way today, often as a complement to traditional relationships
with other actors in the value chain. This development is often perceived as
the most favourable from the consumer’s point of view, as it is seen as creating
a greater freedom for the composer, reducing the cost of the process and
bringing the consumers and the composer into a closer relationship. Music
appealing to a small audience could find that audience globally and make a
living possible for a hitherto relatively unknown composer or artist.
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Preconditions of this development

There are several conditions that must be fulfilled if this is to be a realistic
development on a large scale. Secure, appropriate, flexible payment solutions
for the distribution of music must be available at reasonable prices. In other
words the telecommunication cost must be reasonable (from the point of view
of both the consumer and the composer-intermediary-retailer) and the com-
mission for payment carried out over the Internet has to be moderate. The
attitude of a large consumer group towards piracy must change and the
possibility of enforcing the legislation and/or preventing piracy must be
improved. Cutting out the publisher and the record company might increase
the consumer’s willingness to pay for the digitally distributed music, as they
would know that a larger share of the profit goes directly to the composer and
the artist. The consumer’s readiness to pay for the music might also become
stronger if the price level falls, which could be expected. Another issue to be
solved is the system for surveillance of the composer’s rights, where a
restructuring of the activities of the collecting societies might be necessary.

Furthermore the composer needs access to knowledge of the music sector in
general, commercialisation processes and marketing, legal aspects such as
agreements and music production. Several of these skills are in most cases
new to the composer and can rarely be covered by one person.

To meet this development the composer has to posses several areas of
competence that are traditionally to be found in other parts of the value chain.
An alternative for the composer is to have a network of contacts that have the
competence and capacity needed.

There is also a need for venture capital. Even if less capital will be needed
compared to the traditional value chain, as the physical production and
distribution of a CD will be excluded, the financial risks still have to be taken.
One way for the composer might be to find different kinds of sponsors. For
unknown artists the need for capital may be a large obstacle, as marketing and
promotion is as essential as it is expensive.

Effects on the CD value chain

The major effect on the value chain will be the bypassing of the publisher and
the record company. The composer will probably have to find new ways to
attract capital. There will also be a market for consultants and intermediaries
with access to the knowledge, expertise or networks that the composers
demand, that were earlier accumulated by the publishing and the record
companies. As the music becomes electronically distributed, traditional
distribution and stock management will eventually disappear, which might
be the most drastic change for the industry. There are a number of different
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ways to distribute music digitally and to charge for it, as described elsewhere
in the report. The role of the collection societies will also change. The
information and incomes that are generated by the rights of performance may
in certain cases be transferred directly to the artist and composer instead of
to the publisher. The mechanical licence will remain, but will be transformed
into a digital variant. The incomes generated by this licence will be trans-
ferred directly to the composer when the composer is responsible for the
retailing activities.

The consumer will probably be able to buy music at lower prices, but might
have difficulty in finding the music, as the composer has less capacity and
infrastructure for marketing activities.

2.2 The record company as a retailer

This is a development where the record company also acts as a retailer. As
music today can be digitally distributed it has become easier to create the
infrastructure necessary for retailing. This development has become more
likely since peer-to-peer technology has been used on a large scale and the
consumer has learned to consume music over the Internet. The record compa-
ny will sell music either on its own website or via contracted web dealers.

Conditions for the development

The record companies have to find partners or intermediaries that offer
affordable and flexible payment solutions for the distribution of music. The
attitude to piracy must change and the possibility of enforcing the legislation
and/or preventing piracy must be improved.

The primary incentive for the record company to become a retailer is the
possibility of taking control of the whole distribution chain and thereby also
increasing the revenues. This could be done without the help of intermediar-
ies, maybe with the exception of the payment solutions needed. It is consid-
ered to be likely, however, that the record company will also use some kind
of web intermediary when it comes to the distribution part. Specialised
knowledge of and investments in web technology and infrastructure are
required, as well as an organisation to manage maintenance and customer
support.

A joint venture with different record companies is one way to split costs. To
international record companies a natural solution might be to create a
solution common to the whole Group. To independent record web dealers it
is essential to obtain a critical mass of music titles that are interesting to the
consumers and to get the trademark well-known, by signing agreements with
enough record companies.
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Effects on the value chain

In the short term this will be a complement to the traditional record retailers. In
the long term it might become the normal way of selling music. As the music is
electronically distributed traditional distribution and stock management will
disappear. Intermediaries that provide services for preparation of the music
files for electronic distribution and that can provide the necessary infrastructure
will be part of the new value chain. In the traditional record shop, music from
several different record companies is marketed and sold. If the record compa-
nies choose to sell music via their own web sites, the competition between
record companies will be on different terms. Marketing on the Internet de-
mands a lot of resources, and it might be difficult for smaller companies to
compete with larger companies with greater marketing resources.
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APPENDIX B • THE STEEL INDUSTRY

1 The value chain of stainless steel

The steel industry consists mainly of large groups/companies with several
subsidiaries that together cover the major part of the value chain of stainless
steel. Several production units are involved in the different steps of the
production and refinement processes. These are often parts of the same
group, but not necessarily. Raw material and semi-manufactured products
are added to the process on a number of occasions and semi-manufactured
products can be sold throughout the whole process. The number of these
transaction points depends on the product and is not put in focus, as the kinds
of transactions between the different procurement departments and sales
departments are basically the same within the different companies. The steel
company is therefore treated as a black box containing several companies
with production, sales and procurement departments. The description of the
value chain below is fairly simplified.

Procurement

The raw material used in the production of steel is either iron or scrap metal.
If iron is used, the process starts with the production of crude ore in mines. In
Sweden, LKAB owns two mines, one in Kiruna and the other in Malmberget.
The crude ore is then upgraded to iron ore in plants at surface level (in Kiruna,
Malmberget or Svappavaara) and processed into pellets.

The bulk of the raw material consists of scrap. The procurement of scrap may
be managed by JBF1, which is a joint procurement organisation, with steel
companies as owners. JBF makes use of Stena Gotthard, which is a company
that buys scrap from a large number of very small suppliers. Scrap can also
be bought in certain electronic market places. The third level of procurement,
where both scrap and other raw materials are bought, is the procurement
department of the steel company.

Sales activities

There are several alternative routes to market for steel products and as
mentioned earlier the products can be sold at different levels of refinement.

1 Järnbruksförnödenheter AB
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As the illustration of the value chain shows (see figures B1 and B2), the
products are sold via the steel group’s own sales company. Large customers
turn to the sales company with questions about products, prices, time of
delivery etc. The sales company can sometimes answer the questions directly or
may pass them on to the production units within the steel company. One of the
sales company’s functions is to ”translate” the questions from the customers to
the production units. In some cases the customer contacts the production units
directly. This is true of large customers with special requirements. Both small
and large customers turn to the wholesaler, which is most common when it is
important to have a quick delivery of fairly standardised products.

Traditionally, the customer has to turn to several sales companies or whole-
salers for quotations before placing an order. This is a fairly time-consuming
and costly way to sell. Information technology is increasingly being used in
the process. An example is AvestaPolarit, which launched an online material
auction and stock service called Billing Stainless in August 2000. Potential
and existing customers can find information, search a stock database and
participate in online auction of stock lots. Some of the sales on the spot market
are processed through electronic market places.

About of the ready-to-deliver steel is refined by the industrial customers, the
rest goes to the building industry. Some manufacturing also takes place at the
steel companies, but the major part of the steelworks production consists of
products that are to be further processed and refined. This usually means hot
and cold rolling. Further refinement is also carried out by major wholesalers
such as Tibnor and Bröderna Edstrand.
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2 Impact of electronic commerce
on the steel industry value chain

Two new value chains in the production of stainless steel are suggested below,
each of which illustrates a possible development where e-commerce has
provided the preconditions for modification of the established value chain.
These value chains – the steel company as the dominant e-commerce player and the
dominance of the electronic market place – together cover two distinguishable
trends in buying and selling in the steel industry. The value chains described
below already exist to some extent, as illustrated in the basic value chain (see
figures B1 and B2), but the impact on the industry as a whole has so far been
modest. The different developments are described separately in order to
simplify the understanding of their effects. To obtain a more complete picture
see the figures B3 and B4. These different developments will exist in parallel,
as they have evolved to meet different needs. Both developments outlined
below challenge existing structures and demand substantial effort from the
organisations involved in order to develop new business models. There is a
need for changes in the sales organisation, partly new skills, improved
support activities, and new investments.

2.1 The steel company as the dominating e-commerce player

This value chain represents a situation where the steel company is the
dominating e-commerce player and exploits all the possibilities that e-
commerce offers.

One way to take advantage of e-commerce is to integrate with key customers’
and/or suppliers’ systems. The connected partners may obtain better infor-
mation, customised services and faster deliveries. The development of e-
commerce systems, particularly adapted to the needs of a steel company, has
been identified as a business niche for several players. This may be regarded
as a development of the electronic commerce concept based on EDI protocols,
which is basically suitable and profitable for large customers. The web-based
communication and interfaces used today are more flexible and demand
fewer investments than the EDI solutions.

A web-based interface can also be used to reach customers on the spot market
and small customers. However, there will probably be a need for complemen-
tary solutions such as electronic market places or web-based auctions ar-
ranged by the steel companies themselves.
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One of the major driving forces is the desire to develop closer relations with
key customers. Another incentive that has been identified is the shortening of
the time to market, by speeding up processes by rationalisation and eventu-
ally cutting out some intermediaries. A third reason for investing in electronic
commerce systems in-house is the improved error rate, as orders can be
placed directly by the purchasers.

Preconditions for realizing the scenario

If the development described above is to become significant, several prereq-
uisites have to be fulfilled. In order to be able to benefit fully from e-commerce
systems, it is probably necessary for integration to embrace the whole value
chain. Substantial investments have already been made in the development
and implementation of procurement and sales systems in different compa-
nies, and personnel have been trained to use the systems. The existing
systems may or may not support e-commerce and may to varying degrees be
integrated with other systems. The adaptation to new conditions will have to
be financed and this might be a threshold.

The sales and procurement personnel will get new systems for management
of orders and information. Some orders may be electronically processed
without the involvement of the staff and some of the information that the
customers need will be displayed on the website. At the same time, increased
demands for technical support and help-desk functions will occur. There
might also be an increased need for 24-hour support, in order to help
customers all over the world. The relation between the companies and their
larger customers is thought likely to become more cooperative, which also
puts new demands on the sales organisation. In conclusion, a number of new
demands may be made on the sales organisation and these have to be satisfied
in order to make use of the benefits of e-commerce.

The situation of the procurement organisation may change even more radi-
cally. The number of fringe benefits may decrease, when more business
relations are maintained electronically and automatically and to a certain
extent become more standardised. On the other hand relation-building with
the key customer will be of increased importance.

Effects on the value chain within the steel industry

There is a potential for rationalisation when integrating the systems. In a
completely integrated value chain, it is enough to register the order in one
system (which might be done automatically when the system recognises that
there will be a need for, for example, more raw material). Not only is there a
time-saving effect, the number of error sources is also expected to decrease.
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Key customers may take account of the selling companies’ planning and
production flow, and gain benefits through better knowledge of their supplier
and achieve a better negotiating position. Integration means that a vulnerable
situation may occur. Trust and confidence are extremely important when it
comes to the sharing of sensitive and possibly secret information. An intensi-
fied collaborative relation will lead to mutual learning, but also to an increased
mutual dependency with investments in personal relations and technical
development. It is also risky from a technical point of view to integrate several
systems, as a failure somewhere in one system may affect the others.

The steel companies can offer both large and small customers access to
product information and general information on steel. The electronic storage
and transmission of steel certificates is an important administrative rational-
isation. Another change is that the needs of smaller customers may now be
met if certain basic service is offered through the website.

For the sales and procurement organisation, it will become easier to accumu-
late knowledge of the customers, as the possibility of mapping customer
behaviour will be enhanced by a highly automated system, e.g. via a web
interface.

Creating an interface common to the whole group of companies permits better
coordination. Orders are placed over the common web interface and are
directed to where there is free capacity. Previously the customer had to contact
the local sales representation. The physical representation of sales personnel
is still needed, but the need for sales staff in the traditional sense will decrease
and the need for different categories of support staff will increase.

Major investments will initially be needed. In addition, costs for support,
management, maintenance, upgrades and training will occur. The expenses
will originate from new sources and the effects of the rationalisation may
show in other parts of the organisation, which may make the costs difficult to
justify and argue for.

2.2 The dominance of the electronic market place

This scenario illustrates a situation where the electronic market place is the
most important means of procurement and sale. The market place could be
run either by an independent company or by a wholesaler. Major steel
companies might own shares in the market places. The market places existing
today are run by independent companies and financed by venture capital.
This is not a durable long-term solution, which has been shown by the
number of market places that have disappeared from the market. The market
places would probably need both more customers and financial support by
industrial ownership to be able to survive and increase in importance.
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The reasons for making use of market places are: to reach customers on the
spot market, economy of scale (especially smaller customers), the possibility
of sharing some development costs and investments with other steel compa-
nies and the chance of outsourcing some of the sales activities. The steel
companies’ motives for investing in the market places would be the possibil-
ity of having an influence on the construction of the market place and the
possibility of arranging auctions without having to compete with the whole-
salers. The existence of the independent market places would be one incen-
tive to the wholesalers to invest in or start up an electronic market place (n:n
relation). Not all products can be sold through the market place and a strategy
has to be developed to decide which products are suitable.

Preconditions for realizing the scenario

If the electronic market place is to be a phenomenon of importance, the
amount of goods sold and bought there must be substantial. The trade today
is not sufficient. It is also very important for the delivery requirements to be
met and for the market place to have access to functioning distribution
channels. A related issue is the need to create a general confidence in the
market place. As trade becomes more anonymous this may affect confidence.
It is also essential for good support to be offered. Secrecy and security are
other important issues. Customers’ willingness and maturity to use the
electronic market place is crucial. Culture is among the most difficult things
to change, and such a change of culture and roles will be necessary.

It may also be necessary to recruit new personnel, as other skills are required.
If the wholesaler is running the market place there is a need for further IT
competence. It will also be necessary to invest time and effort in teaching the
smaller customers to use the market places, which is more than just market-
ing. New demands will be made of the sales department. Not only technical
knowledge but also knowledge of the trade and a well-developed network
within the business are essential to the independent market place.

Effects on the value chain

If the electronic market place becomes the dominating way of doing business,
the value chain of stainless steel products becomes shorter and the size of both
purchase and sales departments will diminish. If the electronic market places
are run by independent companies and used by wholesalers an additional step
will be introduced in the value chain. Both vertical and horizontal competition
will occur: horizontal competition between the traditional wholesalers and
electronic market places and vertical competition between the electronic
market place and the steel companies selling directly to their customers.
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If the result of this development is that new sales and purchasing staff have
to be recruited, there is a risk of losing business relations that may have taken
30 years to build and are to a great extent a result of personal dealings. This
is reinforced by diminished frequency of personal contacts. Furthermore,
small customers may lose their personal contact with wholesalers and
suppliers and have to invest in technology and in new systems. The major
effect will probably be the diminished size of sales and purchasing depart-
ments within steel companies and their industrial customers.
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