
Case

The Digital
Challenge

"GRAMOPHONE IS THE FIRST COMPANY
IN INDIA TO COME OUT OF GOVERN-
MENT-SUPERVISED BANKRUPTCY AND
BECOME PROFITABLE,"declared Pradipta
Mohapatra, president and chief executive offi-
cer ofRPG Enterprises.

RPG, the parent company of Gramo-
phone, had played a key role in salvaging the
company during the 1990s, in large part by
tapping into Gramophone's rich catalogue
of Indian music that dates back to the early
1900s.

Although Gramophone had just come out
of the most difficult period in its 100-year his-
tory, Mohapatra felt that the company could
not afford to become complacent. Despite en-
couraging fmancial results in early 2000, he
and his management team at Gramophone
prepared themselves for the next sweeping
change in the music industry - the digital
revolution.

1901-1970: Early History

The Gramophone Company of India
(GCI), recogntsed in India by its label

HMV,was initially set up in 1901 as the over-
seas Indian branch of the UK-based Electric
& Musical Industries Limited (ElVII).

In 1902, Fred Gaisberg, an assistant to

Emil Berliner (the inventor of the phono-
graph record), travelled to Calcutta in order
to capture the music of India. At that time,
Calcutta was considered the second city of
the British Empire, after London. The first
Indian recording was made of the famous
Calcutta dancing star, Gauhar Jan, in Novem-
ber of that year. Gauhar Jan, which means
'Golden Lady' was a ravishing beauty with a
voice to match. And although she died penni-
less, she remained an icon in Indian music.

In 1907, Gramophone set up its first
record factory at Dum Dum in Calcutta, just
two years after record production began in
England. The factory initially produced shel-
lac records, though it later manufactured
vinyl records and cassettes.

By the 1930s, the songs of the Hindi films
had become the popular music of India.
Gramophone had achieved early ftnancial
success because it owned the music copy-
rights to almost all of the ftlms produced.
Throughout the 1950s and 1960s, Gramo-
phone experienced what many consider its
golden age. The company's HMVlabel also
enjoyed monopoly status in the Indian
music industry.

Gramophone would not experience any
real challenge to its dominant position until
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the late 1960s, when Polygram burst on to the
Indian music scene. Allegedly,Gramophone's
chief was so angered by Polygram's presence
that he threatened the company's distribu-
tors and retailers, telling them: "Ifyou stock
Polygram products, we will stop supplying
you and drive you out of business."

Polygram fought back. After a period of
intense negotiations, Gramophone agreed to
allow Polygram a 20 per cent share of the
market. Prosperity at Gramophone contin-
ued throughout the late 1960s.

1970-1985: The Decline of Gramophone
Company

A round 1970, Gramophone Company be-
gan to face formidable challenges. First,

Gramophone realised that few Indians could
afford gramophone players. Consequently,
the company decided to set up an entire
manufacturing facility to produce inexpen-
sive boxes that could play vinyl records. A
Gramophone executive would later
admit: "This became a huge millstone around

our necks."
Second, cheaper music cassettes, usually

containing pirated HMVmusic, began to ap-
pear in the Indian market. Gramophone ex-
ecutives were convinced that the cassette for-
mat was for children and that real music
lovers would stick to vinyl.

Third, the government of India began to
adopt socialist and protectionist economic
policies. By 1971, the government had forced
foreign companies to divest 60 per cent of
their operations. Gramophone's parent com-
pany, EM!, fought the initiative and managed
to hold on to 56 per cent of the company.

However, the Government of India went
one step further. It declared that small-scale
businesses would be afforded a certain level
of protection from bigger players. Moreover,
the government mandated that music cas-
sette manufacturing would be reserved exclu-
sively for small players.

Even though Gramophone had not strate-
gically pursued the music cassette market,
the shift in government policy towards small
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Costly tunes
During the early 1900s, 85 per cent of

feature films shown in India were Amer-
ican films. However, the introduction of
sound made an immediate difference. In
1931, India's first talkie, A/am Ara, was re-
leased and dubbed in Hindi and Urdu. The
Indian public quite naturally preferred to see
films made in their own language and the
more songs they had, the better. In those
days, films would have up to 40 songs.

Today, the Indian film industry is the
largest in the world in terms of numbers of
movies produced annually. Given their high
budgets, it is not difficult to attract the best
talent amongst music directors, songwriters
and singers. Music companies that buy the
music rights for a movie own the copyright
to the music for 60 years. By acquiring mu-
sic rights year after year, companies build a
music catalogue.

Currently, about 100 Hindi films are pro-
duced each year. Of these, 40 per cent have
no musical value. About 3-4 movies origi-
nate from the top producers and include an
all-star line up in terms of the film director,
movie stars and music director. The rest of
the movies fall in between, with reasonable
music, but no guarantee of success.

The cost to acquire the Hindi film music
copyrights for movies from the top produc-
ers began to spiral upwards in 1995. The
highest acquisition fee paid (i.e., upfront
signing fee paid by a music firm to the film
producer) for the music rights to a potential
hit for 1995, 1998 and 2000 is given below

Sample of Film Acquisition Costs

Year Title Cost
(in rupees)

10 million
45 million

75 million2000

Source: Gramophone Co. of India
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producers had, in effect, ensured that the
company was shut out of the market.

Further compounding the company's
woes was the fact that India did not have
strong copyright laws .. As a result, smaller
manufacturers took Gramophone's copy-
righted music and re-released it in cassette
format. Because cassettes were priced much
lower than vinyl records, the bottom soon fell
out of the vinyl record market. By 1979,
Gramophone had completely wiped out its
shareholders' equity in losses.

Moreover, the company employed 3,000
people, but could not reduce its labour force.
The elected Communist government in West
Bengal, where the Calcutta factory was lo-
cated, had passed legislation that prevented
companies from firing workers.

Gramophone was forced to continue pay-
ing its workers, even though they did nothing
all day. By the early 1980s, EMI had to wire
money from London to Calcutta each month
to pay the company's wages.

Reflecting back, a company executive re-
marked: "Gramophone simply crumbled.
The company was plagued by poor produc-
tivity, lack of investment and music piracy.
Everything was being pirated." The value of
Gramophone's music catalogue also began
to plummet. Between 1984 and 1985, EM!,
frustrated by the turn of events, began look-
ing for a buyer.

1985-1989: RPG Enterprises Acquires
Gramophone Company

In1985, Rama Prasad Goenka, the founder
and executive chairman of RPG Enter-

prises, became interested in Gramophone.
Goenka, known by his colleagues as RP,saw
value in the HMVbrand. He also felt that it
was his duty to preserve India's rich musical
heritage, since Gramophone had acquired

International CD sales of RPG
Pricing and Cost of CD Sales

$10.00------_.-
$3.50
$6.50
$1.50

$5.00
$1.20
$1.00

$2.80
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the music rights to roughly 85 per cent of all
Indian film music ever produced.

RP contacted his 10 fellow board mem-
bers and informed them that he wanted to
make a bid for Gramophone. The board
scoffed at the notion, though RP listened at-
tentively to their arguments. When it was put
to a vote, all ten board members, two of who
were RP's sons, voted against the purchase.

RP was reported to have stood up and
said: "I understand how everyone feels, but
for whatever It's worth, I've actually gone and
signed the deal last night. Now you have to
nurse the company back to health!"

RP had arranged to buy half of EMI's 56
per cent stake in Gramophone; EMI agreed
to remain a passive player. Although RPG
was anxious to revive Gramophone in 1985,
nobody at RPG knew anything about the mu-
sic business. The first 12 months were
disastrous. Gramophone's losses that year
were greater than the five previous years
combined.

By September 1987, Gramophone had
accumulated losses that were equal to six
times the company's equity base. Regulatory
officials stepped in and declared the com-
panybankrupt. In 1989, the company was
put under government supervision by the
Board of Industrial and Financial Recon-
struction (BIFR).

RP and his top management team were
forced to look at recovery strategies. How-
ever, a turnaround would be difficult since
companies in BIFR could not make any deci-
sions without the approval of the government
·ofIndia.

1989-1996: The Turnaround

Rp and his top executives began to realise
that the future of the company would in-

creasingly depend on two factors:
1. The music industry had become a low
margin, high volume business and the low-
volume, high-margtn-business mindset of the
firm had to change;
2. The company needed an infusion of new
talent;
3. Music companies would have to depend
less on their catalogue, and more on their
ability to acquire new music rights.

RP knew that Gramophone had acquired
a reputation as a 'sick' company, and that it
would be nearly impossible to hire the type of
top quality executives needed to turn around
the company. Moreover, new artistes and

Rama
Prasad
Goenka
In1979, RP's fa-
ther divided his

Rs3.8 billion busi-
ness between his
three sons. RP
used his inheri-
tance to finance
acquisitions of
tyre, retail, music,
pharmaceutical,
power generation
and telephone
companies. He bought these companies on
intuition, stating: "I have never looked at the
balance sheet of any company I bought. It
was pure gut feel and I never went wrong."
In 1990, at the age of 60, he retired from
RPGand became the chairman emeritus. At
the time, RPGwas the fourth largest busi-
ness house in India.

By 1999, RPhad become a member of
Rajya Sabha, the upper house of the Indian
Parliament. That same year, the RPGGroup
posted sales of Rs64 billion.

movie producers were unwilling to sign with
the HMVlabel because they believed the com-
pany did not have the resources to market
them effectively.

To re-establish the company's credibility,
RP decided that he had to take a more active
role in the company and become the new face
of the company. Under RP's leadership, sev-
eral key initiatives were implemented to pull
the company out of bankruptcy:
• Since Gramophone was in dire need of
capital, RP decided that RPG had to funnel
money into the company. He also mandated
that non-performing assets, such as prop-
erty, be sold to raise investment capital.
• Second, RP reduced Gramophone's staff
from 3,000 to 1,000 by offering them an at-
tractive early retirement plan.
• Third, RP declared: "The record making
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Cost Breakdown (Rs)

Cassette CD

__ --'--=-_mJ

1 The production of CDs was outsourced by Gramophone Company and included both
raw materials and production costs. 2 This was an estimate based on the average royalty
paid. Source: Gramophone Company of India

Music Industry Market Share Data

Marketshare(%)

19
11
4
41-------_··

18
41
100

Source: Gramophone

Profile of the Gramophone Catalogue in 1999
Typeof music No. of films/ No .of songs

albums

~.~Q 29,21~
3,643 13,493
2,298 8,455-_.._--_. __ __ - ••....•............ __ .••....... _ ...•..•.•• _ .
1,520 6,028.............................................. -
1,015 4,926

12,196 32,214
2,801 6,709
1,000 3,232

627 2,216--------
599 1,627
634 2,310

11,980 42,877
_· __ ••• __ •••••• __ ·_·_· __ ••• m· ••• __ ••• ~._ •• __ •__ •__ •••••• _ •• ", __

42,853 153,361

1,700 9,000-----'------_.-
700 3,500

--45;253---'--1"65-;861
Source: Gramophone Co. of India
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factory is dead. This company will now be-
come a cassette manufacturer,"
• Fourth, Gramophone made some small
steps towards signing up artistes for new mu-
sic. Invariably, RP found that he had to put
his own credibility on the line in order to in-
fluence artists to sign up with HM\1.

As a result of these changes, Gramo-
phone's performance began to improve. By
1990, the company generated enough cash
on its own, and no longer required capital in-
fusion from RPG.

The Arrival of Sanjiv Goenka

Starting in 1990, RP's son, Sanjiv, took
over the reins of the company. Sanjiv

undertook several steps to improve
profitability:
• First, he hired top-flight executives under
the RPG Enterprises banner, paid them RPG
salaries and assigned them to Gramophone.
• Second, Sanjiv began to focus on improv-
ing the quality of Gramophone's cassettes.
Retailers had often joked: "How do you tell
the difference between an HMVproduct and a
pirated product?" The pirated one is of better
quality!"
• Third, Sanjiv decided to slash prices of
HMV cassettes by 30 per cent. The older
managers rebelled, arguing: "HMVis a pre-
mium brand and pricing needs to be 30 per
cent above everybody else's price," Industry
analysts also questioned the move, stating:
"Youare already losing money, so how can
you afford to cut prices?" Sanjiv defended the
move, citing that lower prices would discour-
age piracy of the company's music.

These changes delivered dramatic in-
creases in volume, and Gramophone re-
turned to profitability in 1992. However, the
large accumulated losses from past years
meant that the company was still under gov-
ernment supervision.

1996-1999: Gramophone Sharpens its Sales
and Marketing

Around 1994, Sanjiv gradually trans-
ferred the day-to-day running of the

company to his senior executives - first to
Pradipta K. Mohapatra, who would later be-
come the president and chief executive officer
of RPG Enterprises, and then' to
K. Krishnan, who became the managing di-
rector of Gramophone in 1998. Mohapatra
and Krishnan implemented several initia-
tives that focused on the company's sales and
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marketing efforts:
1. A divisional structure for each genre of

music was set up. In the early 1990s, Gramo-
phone had become obsessed with Hindi film
music and the other genres were not getting
adequate attention. The sales force, which
had been organised by geographic territory,
was then assigned to a particular genre of
music, so that they could develop the neces-
sary expertise in that music area. Conse-
quently, centres of excellence began to spring
up throughout the company.

2. Catalogue sales, where fill rates were
only 60 per cent, were increased by improv-
ing supply chain management. Gramophone
also launched a series of high-margin, low
volume sub-branded products, such as
"Golden Collections", which were special col-
lections of previously recorded Indian music.

3. Smaller labels, such as Sargam and
Sangeetha, were acquired to enhance the mu-
sic catalogue. These labels had sprung up be-
tween 1980 and 2000, when Gramophone's
own music acquisition had faltered.

Gramophone Aggressively
International Sales

In1996, Gramophone formed a separate
division to promote international compact

disc sales to non-resident Indians. By early
2000, two subsidiaries, Saregama and RPG
Global Music, began operations to handle the
increasing volume of international sales.

Saregama, incorporated in the UK in
March 1999, was set up to promote Indian
music recordings to non-resident Indians in
the UK,the US, Continental Europe, Canada,
the Caribbean and South Africa. The com-
pany's name, Saregama, represented the first
four notes of the Hindi solfeggto. Sales at
Saregama in the UK were £0.5 million in
1999; sales for the rest of the world totalled
£2.3 million. Monthly growth was estimated
at 10 to 15 per cent.

RPG Global Music, incorporated in Mau-
ritius, handled music sales in those regions
not covered by Saregama. RPG primarily
sold music to Indians in the Middle East and
the Far East.

A number of new distributors were added
to strengthen distribution. Also, three inter-
national warehouses were set up to improve
servicing of retailers. The flrst was located in
San Jose, California, and serviced the North
American market. A second centre was lo-
cated in London to service customers living

Pursues

Sanjiv Focuses on
the Acguisition of
Hindi Film Music
Inthe 1990s, the acquisi-
tion of new Hindi film

music rights changed dra-
matically. Instead of asking
for a percentage of sales
(i.e., royalties), movie pro-
ducers began asking record
companies to bid for the
rights to distribute the
film's music.

Thus, music compa-
nies began to pay movie
producers an upfront sign-
ing fee, which would be
offset against future royalties. And con-
tracts were negotiated far before the music
or the film was produced.

As a result, music companies had to
develop the ability to project the commer-
cial value of the music at the time the movie
was planned. The consequence was that
the risk of filmmaking shifted from the
movie producer to the record firm.

BecauseGramophone was losing
money, executiveswere uncomfortable with
paying large sums to acquire the music
rights of new Hindi films. Sanjivencouraged
them by building up his knowledge of the
Hindi film industry. In the process, he be-
came skilled at bidding on films that were
likely to succeed.

Bybecoming personally involved in
the decision-making process, he was able to
provide the executiveswith the necessary
moral support to acquire the music rights
for new Hindi movies.

Gramophone eventually acquired the
music rights to a few movies that became
blockbuster hits, which helped lead the
company out of government-supervised
bankruptcy in 1996.
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Volume and Valuation of the Global Music Industry

The Indian Music Industry

In terms of albums sold, India ranked sec-
ond in the world behind the US in 1999.

However, prices were low. An average pre-
recorded cassette sold for Rs40, in order to
combat rampant piracy. It was estimated
that 35 per cent of the total volume of mu-
sic sold in India was pirated.

• Almost all music was sold in the form of
cassettes in India. However, the growth in
the CD market was 50 per cent in 1999,
compared to just 5 per cent for cassettes.

• In India, music was most commonly asso-
ciated with film music (in Hindi and other
languages). Film music accounted for close
to 70 per cent of the industry's sales. Ghaz-
als, which were poetic compositions about
the loss, memory, and remembrance of
love, were also popular.

• New films, in Hindi and other languages,
released in a particular year accounted for
close to half of the music industry's sales.

• Indian artistes produced most of the
music sold. Sales of music from international artistes, such as Michael Jackson, accounted for a
very small percentage of music sales in India.

Break-up of the Indian Music Industry

Category Marketshare (0f6)

13,193
6,521
2,856
1,056

290
127
103

FILMS----------
DEVOTIONAL
INDIPOP
INTERNATIONAL MUSIC
GHAZALS

--iNDIANCLASSICAI.·· -
TOTAL

in Europe. Finally, a third centre was set up
in Singapore to provide service to non-resi-
dent Indians living in the Far East and Asia
Pacific countries.

In contrast to the domestic market, which
heavily favoured music cassettes, the interna-
tional market preferred CDs. International
sales were highly profitable since the price
points were higher.

. Gramophone Enters Music Retailing

Gramophone invested in Music World, a
chain of retail stores, to better promote

its music to customers. Music World was In-
dia's first attempt at a chain of professionally
run music stores. A typical Music World out-
let averaged 3,900 sq. ft.

Before the arrival of Music World, music
in India was sold through independent mom
and pop stores that averaged less than 200
sq. ft. Often, these stores sold music as an .
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5
2
1

100

Source: Jardine Fleming

additional product line. The only other or-
ganised music chain in India was Planet M,
which ran three stores. And music compa-
nies sold to retailers through distributors.

By July 2000, Music World operated nine
stores in India and was expected to achieve
sales ofRs 200 million in fiscal year 2000. By
200 I, Gramophone anticipated that Music
World would add another six to seven stores
and post sales of Rs 500 million. Approxi-
mately 25 per cent of Music World's sales
were Gramophone products.

Gramophone in 2000·

By 1999, Gramophone's future looked
promising, as sales reached Rs 1.2 bil-

lion (see financial details on page 99).
While marketshares tended to vary on a
year-to-year basis depending on the suc-
cess or failure of movies, Gramophone
was the largest player with a 19 per cent
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marketshare.

Exploiting the Catalogue

Gramophone owned 50 per cent of all In-
dian music ever recorded, which in-

cluded the music rights of over 45,000 al-
bums and over 165,000 songs in 12
languages. The catalogue also included the
music rights for 15,000 films.

Managing the large catalogue was consid-
ered a complex task, and analysts often
pointed out that Gramophone had only com-
merciallyexploited 17 per cent of its deep cat-
alogue by February 2000. From 1995 to 2000,
7,586 albums from the total catalogue of
45,253 had sales in excess of 1,000 units.
However, Mohapatra argued: "It is not eco-
nomically viable for me to put out less than
5,000 copies of an old track."

Of the titles in print, 30 per cent were fast
moving; these titles accounted for 90 per cent
of the sales volume and 20 per cent of the in-
ventory. The remaining 70 per cent of the ti-
tles were slow moving; these titles repre-
sented 10 per cent of the sales volume and 80
per cent of the inventory.

It was considered standard practice in the
industry to allow retailers to return unsold
stock to the manufacturer for full
credit.Roughly 15 per cent of shipments were
returned to Gramophone; these titles were of-
ten from newly released films that fared
poorly at the box office.

Opening of the Radio Airwaves

In1999, the government ofIndia decided to
privatise FM radio broadcasting, and 108

FM radio licences were sanctioned. Since
music would constitute 60 to 70 per cent of
the content for those channels, music compa-
nies would benefit through ownership of the
music copyrights. Each time a song was
played, the music company would receive a
royalty payment.

Gramophone immediately planned to ex-
ploit this new opportunity. One proposal was
for the company to use its music catalogue to
develop standardised programmes that
could be sold to radio operators at a rate of
Rs 10,000 per hour.

Gramophone Prepares for the Digital
Revolution

BothMohapatra and Krishnan were eager
to tackle the digital challenge facing the

music industry in 2000, so they launched the
project. HamaraCD.com, which meant "my
CD" in Hindi.

As part of this effort, they decided to
digitise Gramophone's entire music library.
By early 2000, Gramophone had digtttsed
5,000 of its most popular songs, though
plans were underway to dtgttise 35,000 by
December 2000.

As Krishnan pointed out: "Gramo-
phone will invest seriously in its Internet
strategy and also in bringing the required
changes to management structures to
leverage the value of its catalogue to the
fullest extent." However, Mohapatra and
Krishnan wondered how Gramophone
should formulate its Internet strategy.
Four interesting proposals lay on their
desks in July 2000.

Gramophone's Financial Performance

1,232

___50L ~?_Q 2?~ ~}_L__ 85~ }~~~ __.J.,.9~~_
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517 592 802 995 879 1,065 1,087

26 84 25 47 69 145

, Starting in 1996. Gramophone set up a separate division for interrptional sales; hence. international sales no longer appeared on the income statement.
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Saregema.com

Saregama's website, which had initially
served as an information intensive site,

began to experiment with Internet sales in the
late 1990s. Its managers, sensing that expa-
triate demand for Indian music would be
strong, asked for permission to develop the
company's website into a full-blown e-com-
mercesite.

D. Bhatnagar, who was the president of
RPG Global Music, explored the costs of ful-
fillingorders through the US Postal Service in
the US. It appeared as though the US mail
provider would charge Saregama roughly
$3.20 to ship orders of five CDs or less.
Bhatnagar, therefore, argued that the poten-
tial to capture the extra margin was high.
FUrther, he believed that some of the savings
in distribution costs could be passed on to
the consumer to further stimulate
Internet sales.

However, Bhatnagar and Krishnan won-
dered how the existing international retailers
would react to Saregama's decision to launch
an aggressive Internet-based sales campaign.
How should Saregama price products that
are sold directly to the consumer? Should
customers be charged shipping costs?
Would the average order be large enough to
cover the additional fulfIlment costs?

HamaraCD.com

MOhapatraand Krishnan also considered
launching HamaraCD.com to make it

possible for customers to order CDs having
songs of their own choice. Prem Pradeep,
who was in charge of the digital music initia-
tive, felt that customised CDs represented an

1999 Sales Break-up for Gramophone

Fiscal Year 1999 % of sales Segment
market share

__ 2_5._7__ :_
38.5 ~--~2=7~.5~---:_

_~2.;;;-9-----1••••
__ ~2~.3 :111i111

0.9 ••••-----:~.1.7 _
0.5 __

100~
Source: Gramophone
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exciting business opportunity.
Initial market research indicated that con-

sumers placed a very high value (50 to 75 per-
cent greater than pre-recorded CDs) on cus-
tomised CDs. He argued that one could
charge a substantial premium for this
service.

Producing customised CDs would require
the purchase of a CD 'burning' workstation at
a cost of Rs 1 lakh per terminal. Such a ter-
minal was capable of producing 50 cus-
tomised CDs a day. However, the cost of pro-
ducing a customised CD was higher than the
cost of producing a pre-recorded CD:

It was estimated that for each CD, the raw
materials cost was Rs 55. Direct production
costs were estimated at Rs 35, while royalties
and excise taxes added another Rs 20. In ad-
dition, the company had to tack on a 5 per
cent sales tax, based on the price of the CD.
To ship products in India, the company could
use a courier service that would cost approx
imately Rs 30 for packages that weighed less
than 500 grams. The average CD weighed
150 grams.

Pradeep and Krishnan wondered if such a
product should be targeted to the domestic
market or sold to non-resident Indians. How
should it be priced? Where should the work-
stations be located? Was there a potential for
kiosks placed at music shops?

MusicWorld.com

The then CEO of the retail chain Music
World, K. Dasaratharaman, had his own

ideas about the Intersnet. Given that Music
World was interested in maxtmtsmg sales, re-
gardless of whether the music originated
from GCI or not, he believed that it was im-
perative for Music World to launch its own e-
commerce website. He argued that e-com-
merce would effectively complement the
stores, and allow them to establish a pres-
ence in those places where they did not have
physical stores.

Gramophone of India.com

Finally,there was a proposal from a team
at Gramophone for a corporate website

that would serve as a music portal. S.D. Gu-
rudutt, who was the CEO of Broadcast
Software at Gramophone, felt that the corpo-
rate website should present the history of In-
dian mustc.

He had an ambitious vision for this
website as a destination for Indian music
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fans. He envisioned a site that featured artiste
interviews, music samples, movie clips, sales
of music and memorabilia, and music
quizzes.

As a comprehensive music portal, he
wondered if the website should present not
only the Gramophone artistes, but all Indian
music artistes.

Gramophone's Dilemma

InJuly 2000, Mohapatra and Krishnan
were faced with two important decisions:

First. they had to decide on an Internet strat-
e~. The average cost of setting up a website
was RS 10 million.

So, both pondered if they should move
ahead with developing four different websites
or perhaps setting up fewer sites. They won-
dered, if there was more than one website,
how should they be linked?

Second, Mohapatra and Krishnan had to
address the distribution challenge. They had
several options, which included music cas-
settes, pre-recorded CDs and customised
CDs. However, once broadband technology
reached India, Gramophone Company
would perhaps have a fourth option - the
ability to sell music directly to consumers
wha could download music from the com-
pany's servers.

Mohapatra and Krishnan, both of whom
were keenly aware of Gramophone's turbu-
lent history and the consequences of its late
adoption of the cassette format. did not want
to repeat the mistakes of the past.

However, they also understood the dy-
namics of the Indian music market and the
limitations of e-commerce in India. Although
India had a population of one billion people,
only 2 million had credit cards. Moreover,
there were just 10 million phone lines in the
country and only 2.7 million people had ac-
cess to the Internet.

FUrther, CD sales only accounted for 1 per
cent of total Indian music sales. Mohapatra
and Krishnan also knew that it took one
month for a cheque to get cleared through In-
dia's antiquated banking system.

Would customers be willing to wait that
long for delivery?

The company would have to use the more
expensive courier services, since mail deliv-
ery in India was unreliable.

Once again, Gramophone was faced with
decisions that would have a major impact on
the company's future.

A still from A/am Ara, the first Indian talkie, produced
in 1931. HMV did the music recording of this movie,
whose seven songs became such a rage that the
movies that followed upped the number of songs, till
it reached a whopping 71 in /ndrasabha (1932)

Points for Discussion
1.What are the challenges of dis-
tributing music through the tradi-
tional distribution channels in In-
dia?
2. How should Gramophone
Company approach the various.
proposals for Internet and digital
distribution?
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