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Abstract

The paper describes the economic impact of mudieiand and gives and account of the structure of
the music industry and its management. Music issighificant importance for the Icelandic
community. The discussion touches on the creatigastries and accounts for the special position of
music, as well as the strategic planning and samighnisation that characterise the sector. The
theoretical foundation is based on the methodsutii@l economics and the methodology of the
creative industries. The contribution of culture aswhole to the Icelandic GDP amounts to
approximately 4%, and of this music accounts fgerapimately a quarter. Music fits very well in
with the ideology of the creative industries. Postdive forces model is employed to describe the
competitive position of enterprises in the musicalustry in Iceland. The competitive position of
Iceland in the music sector is analysed by theofig®rter's Diamond.
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1. Economic scope of the music sector

Music is an aspect of artistic creation, and actisteation is an aspect of culture. In this papelture

is defined as human behavior which is transmittethfgeneration to generation, shaped primarily by
the experience of a steady succession of genesatiolture creates, describes, preserves and
disseminates the feelings and environment of husaamety. It manifests itself in language, ideas,
customs, art, sports and various other human phenanCulture is in many ways a public good in
the sense that it consists in products and serwbésh are available to everyone.

Increased cultural activity in an economy, inclgdiimcreased music, results in improved living
conditions and an improved quality of life derivifgm positive externalities, much like increased
education. There are also various other culturetbfa which are not easily measurable, such as the
improved well-being of individuals, which is padlarly apparent in the case of music. In addition,



the creation of value is a permanent feature otthtiral sector. Even though Mozart composed his
music centuries ago, for example, its economic ohs still substantial. To this day, his music is
performed at concerts, on discs and by other m@dnss, music is constantly repeated, although the
perception of its worth changes with time, anddfeation of value continues.

UNESCO has defined culture for the purpose of ir@onal economic statistics (Haydon, 2000),
dividing the concept into nine categories: cultunaritage, printed matter and literature, music,
performing arts, audio media, audiovisual media,ciado activities, sports/games and
environment/nature. Culture also includes all d@dtis which serve to promote culture and
disseminate it.

It is an interesting fact that small and mediunmedizenterprises form the mainstay of the flora of
cultural enterprises. Approximately 80% of enteggsi in the cultural sector in Iceland employ from
one to five people. The cultural sector is charaztd by an entrepreneurial environment. Only 15%
of enterprises in the cultural sector have a séffive to twenty employees. Table 1 shows the
contribution of culture to Gross Domestic Prod@&DP) in Iceland in comparison with other sectors
in 2003 (Einarsson, 2004).

Industries Percentage of GDP (%)
Trade, restaurants and hotels 11.7
Fishing and fish processing 9.6
Construction 9.3
Transport and communication 7.7
Cultural activities 4.0
Electricity 3.4
Agriculture 1.4
Aluminium and ferro-silicon proc. 1.3

Table 1: Comparative contribution to GDP of sevesattors in Iceland in 2003

Culture represents a prominent feature of the mzhtaeconomy and contributes significantly to the
creation of value, or 4% of GDP. Of this figuree tmusic sector accounts for a quarter, or 1% of
GDP. The health sector and social services, aloly @mmerce, are by far the most populous
industrial sectors in Iceland, with about 12% of tabor market each sector. About 6,000 people
work in the cultural sector in Iceland, which regwets about 4% of the labor market. In comparison,
about 1,000 people, or approximately 0.6% of thekiooce, work in the music sector.

The public sector is actively involved in the lgadéc cultural sector, and public allocations totorg
have increased from ISK 6 billion in 1990 to ISK [2illion in 2001, at comparable price levels, and
public allocations to culture as a proportion dlatgublic expenditures increased from 4% to 6%
between 1990 and 2001. At the same time, cultwialipexpenditures as a ratio of GDP have grown
from 1.4% in 1990 to 2.6% in 2001.

2. Creative Industries

The music industry is a creative industry, and tiveas a positive aspect of the economy. Research
into creative activities was first conducted prpadly within the social sciences and psychology,
which centered on the creative individuals themeslbr their creative work. Now, however, growing
attention is being focused on the environment efitive work and the creative industries. Creative
individuals can be studied on the basis of factmush as childhood background, life experience or
character. Account can also be taken of the outwawironment of creative individuals, which is of
great significance, since the outward environmsrhe principal factor that outside players, sugh a
administrators and politicians, are able to inflteen

Creation normally refers to innovation. This isréfere not a definition which relates only to &rtis
creation, but a much wider concept. Three principetors can be linked together in this contegt, i.
culture, personal background and society, and septed graphically, where creation is shown as a
process which is engendered at the borders of hhee tprincipal factors, as shown in Figure 1
(Csikszentimihalyi, 1997).



Culture
Domain
Transmits
information
P Produces novelty R .
i < ] > Individual
Field Stimulates
novelty
Societ Personal
ety background

Fig. 1. The systems view of creatii§sikszentimihalyis's Model)

Figure 1 shows that culture is divided into sevesagments, i.e. domains, and information is
transferred to and from individuals. In this conteackground is extremely important, e.g. musical
education. Society is also divided into variousdfie where the creative work of individuals, ileet
creation of novelty, flows back and forth.

Culture should be understood as a delimited ecandewior. However, culture is so variegated that it
is difficult to discuss it as a single concept. &i@n, and thereby the music industry, can be teghr

as an activity within a certain framework of cu#urf the innovation and the creation must be
recognized as such by society, it follows that adience is required, as is most frequently the case
music. Every society is composed of many smalleugs, and creation often stretches over a long
period of time, even many years. The assumptidimaisit is the individual who will take the prineip
initiative, and not the group. However, this canvimwed from different perspectives within music,
which are also relevant to other aspects of creasach as scientific work, where many individuals
come together to work on the same idea. The approhanalyzing on the basis of three principal
factors, as described in Figure 1, involves therattion of individuals, which shapes a framework
that encourages creation, which in turns has atipestconomic impact. Music fits well into this
analysis.

An important aspect of any discussion of creatang thereby the music industry, is the realization
that creation often takes place in clusters, wheraumber of individuals come together and a
transformation occurs. It is important in all creatactivity for individuals to have access to Hife
environment, e.g. with others working in similatigities in the close vicinity, as is commonly the
case when people are working on scientific reseancta university. A group is also needed,
individuals or organizations, to participate, ahd group needs to be strong enough for ideas to be
encouraged and supported and carried out; in sasbscdifferences in circumstances make a great
deal of difference. Creation requires an audienchave any significance. It is not enough for the
creation to take place only for the individual megtion, except as a part of his or her development

In the United States, where studies in this figkel most advanced, the studies are conducted on the
basis of sectors or professions. In the discussibrreative industries there are two different
viewpoints. On the one hand, there is the approfdboking at the creative industries that produce
goods and services which have a cultural and iartisiue or a recreational value. Here, it is the
goods and services produced that are at the caihgeavity. From this point of view, sectors such a



the film sector, music sector and publishing seb@ong to the creative industries (Caves, 2006). O
the other hand, one can look at the individualseiparate sectors and classify their work into tlue f
following categories: primary production, manufagtg, services and creative industries (Florida,
2002). The discussion of the creative industrieshia paper uses this method. The industries that
constitute creative industries are science, edutatarts, design, journalism, sports, computer
sciences, engineering, technology, architecturenaatiigement. Management is regarded as a part of
the creative industries, as well as high technglagyit is a field where new ideas are shaped. Amon
other things, a creative industry involves the @isimation of knowledge, where all kinds of contact
networks are formed, and it also concerns enten@m. Here, an assessment is made of how many of
these jobs fall within the definition of the creatiindustries as they are defined above. Figures av
longer period in Iceland are compared, with refeeeto the figures for the United States. Figure 2
shows the division of jobs in Iceland by primanpoguction, manufacturing, services and creative
industries in the years 1990 and 2002, and a cosgrawith the United States in 1999 (Florida,
2002).
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Fig. 2: The labour market in Iceland 1991 and 2@®2l in the USA 1999, classified by industries

Figure 2 shows that primary production in Icelaalll from approximately 13% in 1990 to just under
10% in 2002. Manufacturing went from a 33% shar82® in these 12 years and services from 34%
to 35%. The creative industries went from a 20%eslim 1990 to 23% in 2002. The corresponding
share for the United States in 1999 was 29%. By91@®imary production had become a small
segment of the labor market in the U.S. at slighegs than 3%. The creative industries in Iceland
account for slightly less than a quarter of thaltgabs, or approximately 40,000, and their share i
growing. This approach to the analysis of the laiarket gives a good reflection of the division of
labor in modern societies and illustrates the sutistl changes that have occurred in the economies
of individual countries in recent years.

Music has a significant impact on exports from doel, particularly by indirect means, e.g. through
the tourist industry. A number of tourists comeld¢eland as a result of the influence of famous
performers, such as Bjork and Sigur Rés. Curremsygnues from foreign tourists have increased
substantially in recent years, partly as a resultuttural activities, including musical activitieas
reflected, for instance, in the numerous musiavalst held in Iceland.



Studies that have been conducted of the Nordicarindustry show that the industry is in a stage of
rapid growth, both as regards employees and turn@ehind the Music2003). A growing part of
the creation of value in the music industry is suteof related industries, such as the productibn
music videos, software, distribution of digital maal, etc. Normally, there is a clear divisiontie
industry between independent recording companiddt@major players, who also possess their own
separate brand names. Also, the division betwegiridual aspects is unclear, e.g. between record
companies, publishers, management and promotidnofAhese factors are mixed together within
single enterprises.

The music markets in the Nordic countries are ingft small. This has the effect that their
opportunities for expansion depend on exports. Sointiee Nordic countries have been successful in
this respect. Sweden, for example, is the thirddsr exporter of music in the worl®€nmark’s
Creative Potentigl2001). It therefore appears to be a practicah@sic measure to set up some sort
of support system to encourage musical tours andests abroad.

3. The Models of Porter in Describing the Music Seor
The competitive position of enterprises in the musdustry can be shown using Porter’s five-force
model (Porter, 1980). Figure 3 illustrates thismeblogy.
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Fig. 3: Porter’s five competitive forces

The music industry is so diverse that a distincti@eds to be made between individual enterprises
and organizations for this approach to be usefali@iheless, there are many common features, such
as the buyers. Most of the activities within thesmuindustry focus on individuals as buyers, as
shown to the right in Figure 3. The position of semers is strong, as music is in competition with
various other entertainments. The same appliesctdited products and services, many of which are
connected with music, e.g. other branches of aftvamious types of entertainment; these are shown
at the bottom of the illustration.

Suppliers in the music industry, shown to the ilefEigure 3, are of various kinds, e.g. musicians t
publishers, music teachers to music schools andupess to the media. The competitive position of
suppliers is usually not particularly strong in timesic industry, as there are numerous competitors
working in the same field. The key factor lies e tmiddle of the model, which shows the extent of



the competition between enterprises within the stigu Competition between enterprises is usually
extensive in most fields of the music industry.
The top of the illustration shows the possible rstakeholders in the music market. Barriers to entry
are usually weak. This does not apply, howeveth&parts of the market that require substantial
capital investment, such as opera houses and ¢amakks. Analysis using this model to uncover
competitive advantages can result in the conclughan building upon a weak foundation in some
area can later, by decisive measures, prove togui&htials for competitive advantage.

This idea can be transposed to the competitivenksmtions (Porter, 1009). This model
examines the so-called Porter’'s diamond, whichei® lapplied to the Icelandic music industry and
shown in Figure 4.
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Fig. 4. The Diamond Model of Porter

The production factors, shown on the left in Figdirere labor, natural resources, capital, knowdedg
human resources, organization, technology andtutistns. For the music industry, qualified
employees and capital are of the greatest impaoetadiaskilled labor, for instance, is not common in
the music industry.

Demand, which is shown on the right in Figure £dmewhat special in the Icelandic music industry,
as the domestic market is small. From a small pofessional domestic market, however, advances
can be made into foreign markets, and there amraleexamples of this in Iceland. There are already
numerous Icelandic musicians who have made a nantedmselves outside Iceland.

Related industries and supporting industries, shatthe bottom of Figure 4, include music teaching
and the media. Music teaching in Iceland is quistrang sector in Iceland, but reinforcing it would
undoubtedly strengthen the music industry stiltifar. Various factors are missing in Iceland to
enable better results, e.g. sophisticated conedls &ind an opera stage or opera house. The laak of
large concert hall has weakened the industry. Aands strategy structure and rivalry, shown at the
top of the figure, it is apparent that the finahai@rket is weak in the music industry and it iicllt

to obtain financing for new ideas, e.g. through steek market. It is also of relevance here thbs jo

in the music industry are not very easily idenbfeaor respected in the labor market and are widely
regarded as low-income jobs, which is accurate torsiderable extent. Competition in the music
industries can help others and promote increasidegicy and greater creative energy within the
industry. The principal advantages in the envirommaf the music industries are well educated
employees, but the principal weakness is the stdmatlestic market, which nevertheless can be used



as a platform for cross-border expansion, sincét laappens, the people in the domestic market are
quite enlightened and demanding.

Government, shown at the top left of Figure 4, dara great deal to promote the competitiveness of
the country in the music sector, e.g. through iasee financial support, improved infrastructure or
institutions, including facilities, tax incentivder the creative industries, strengthening the stho
systems, recognizing the economic significancéefmusic industry and promoting interest.

The links with government are shown by a dotte@ lin the illustration, which means that the
government can impact individual factors of the elodirectly. It is important in this context to
employ the arm’s length principle, i.e. the attgutb art and culture that politicians should only
engage in providing the capital, not utilizing it.

4. Conclusions and discussion

Among the conclusions of this work is that musicaapart of culture and the creative industries
represents a significant part of the Icelandic eaon The contribution to Gross Domestic Product is
4%, which is more than all utilities and almostethtimes more than agriculture and aluminum and
ferrosilicon production, respectively. About 6,00€ople are employed in culture in Iceland, which is
a similar number to the employees in the fishesestor or the hotel and restaurant sector. The
creative industries are extremely extensive inaled] and cultural activities form a part of these
industries. Creative industries in Iceland accdantpproximately 23% of all jobs, up from 20% ten
years ago.

The publication of domestic music has increasedtamtially over the last two decades, including
publication on the Internet, and most of the mymiblished is popular music. Music publishing is
characterized by the number of entrants who puldisly a single disc. The other segment of the
market is divided among a very small number of gmises. However, the sales value of discs has
stagnated over the last decade. The film and vidarket is also of great significance for the music
industry.

The number of radio stations has increased sultgraver the last two decades, and air time has
increased by a factor of seventeen, with much ef Ibhoadcast material consisting in music.
Television air time has increased by a factor @iy over the past fifteen years, and there toaienu
represents a growing part of the broadcast material

The number of concerts has grown significantly écent years, particularly in rural areas, with
classical music as the dominant factor. The Icelaywehphony Orchestra is of great significance for
Icelandic music life, and the number of concertegiby the Orchestra has grown substantially over
the last four decades. Audiences at concerts oB¥mephony Orchestra grew by a third over the last
two decades. The work of the Icelandic Opera igreft importance for the Icelandic music scene,
and there is a strong tradition of operatic singing

The number of music schools has grown by a fadtaimost six over the last four decades and there
are now 80 music schools. The number of studeteading music schools has grown by a factor of
almost eleven over the last four decades and #reraow 12,000 music students. The organization of
music schools in Iceland, with its mixture of ptiwand public enterprises, is excellent in comparis
with many other countries. The key to this sucégdbe good division of responsibility between the
public and private sectors. Icelandic studies teh@mvn that young people who study music are less
likely to use tobacco and alcohol than their peetity significant benefits. Musical activity in the
churches and choirs in Iceland is extensive andiges employment to a large group of people.

In light of the growth of the music industry andchet creative industries and the support and
understanding of the status of music, for instaorcéhe part of the public sector, it appears likbigt
approximately 1% of the entire workforce in Icelamitl be employed in the music sector within five
years, and that its contribution to GDP will amotmapproximately 1.2%.
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