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Abstract 
 
 

This individual report constitutes one of two parts of an equity 
research on Spotify Technology S.A, the global leader in music 
streaming services. It provides an in-depth analysis of Spotify, 
focusing on the evaluation of its financial health, competitive 
positioning and growth prospects. Through methodologies like the 
Discounted Cash Flow, the Adjusted Present Value valuation, the 
Flow to Equity and the relative valuation, the report derives a 
projected share price for 2025, culminating in an informed 
investment recommendation. 
The reliability and robustness of the valuation is further explored 
by conducting a sensitivity analysis and a Monte Carlo simulation. 
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This report is part of the Tuning into Growth: An Equity Analysis of Spotify’s Evolving 
Business Model report (annexed), developed by Joana Bagulho Silva and Salvador Moura 

Peres Machado and should be read has an integral part of it. 
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Introduction 
The Tuning into Growth: An Equity Analysis of Spotify’s Evolving Business Model 
joint report evaluates Spotify Technology S.A. and provides a detailed investment 

recommendation. Through the Discounted Cash Flow we arrived at a share price 

of 478.21€, which given the share price as of the 13th of December of 2024 of 

459.51€, corresponds to a hold recommendation. 

The report is structured into three main sections: a company overview, an industry 

overview and a valuation analysis. The company overview presents an in-depth 

analysis of Spotify’s history, financial performance, business model and primary 
risks faced. The industry overview outlines the dynamic of the music streaming 

market as well as the competitive landscape in which Spotify operates. Finally, the 

valuation section begins with an analysis of the projections made, including a 

detailed revenue model and operational forecasts. Following these projections, the 

section elaborates on the key parameters for the valuation methodologies: the 

discount rate and the terminal growth rate. Several valuation models are employed, 

namely the Discount Cash Flow, Adjusted Present Value, Flow to Equity and 
relative valuation. To address the uncertainty inherent to these valuation models, 

the section ends with a sensitivity and scenario analysis, as well as a Monte Carlo 

Simulation. 

This individual report covers the company description, past financial performance, 

the main risks faced by the company and an overview of the music streaming 

industry. Also covered in this report are an analysis of our strategic and revenues 

forecasts, the computation of the terminal growth rate, insights from the relative 

valuation and a rigorous assessment of the sensitivity analysis employed. The 

remaining topics are covered in my peer Salvador Machado’s individual report. 
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Company overview 

Company Description 
 
 
 
 
 
 
 
 
 
 

Spotify emerges in 2008 as a 
solution for music piracy 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Diversification and global 
expansion 

 

Spotify Technology S.A. is a digital streaming platform that has transformed the 

way audio is consumed all over the world. The company was founded in late 2006 

as a private limited liability entity in Luxembourg by Daniel Ek and Martin Lorentzon 

and has since established itself as the dominant player in the music streaming 

industry. 

Spotify emerged at a time when music piracy was rampant, and legal options for 

music streaming were scarce. Recognizing this gap, Ek and Lorentzon secured 

agreements with major record labels and provided users with legal access to a 

wide range of music. In 2008, Spotify launched in Europe with a freemium 
model, offering free, ad-supported access to millions of tracks, alongside a 
premium tier for ad-free listening, with offline features and enhanced 

functionalities, at a monthly fee. This model proved to be highly effective in driving 

user growth, and in 2011, Spotify expanded into the U.S. market, rapidly obtaining 

a substantial user base in the largest music market globally. 

In 2018, Spotify made a significant move by going public through a direct listing on 

the New York Stock Exchange, with an initial valuation of 26.5$ billion (149.01$ 

per share). 

Today, Spotify operates in 184 countries and offers access to over 100 million 
tracks, 5 million podcasts, and more than 250,000 audiobooks. The company’s 
strategic entry into audiobook market in 2022, coupled with its continued focus on 

podcasts, have opened new monetization opportunities, broadening its revenue 

streams beyond traditional music streaming. 

Recently Spotify has incurred in aggressive cost-cutting measures to improve 

profitability, addressing one of its core financial challenges: the high cost of 

licensing music from major record labels. By diversifying its content and cutting 

operational costs, Spotify has been able to achieve a more sustainable business 

model. 

Financial Performance 
 
 

A potential turning point in 
profitability… 

Spotify's financial performance has experienced notable fluctuations as the 

company seeks to balance growth, expansion, and profitability. Despite strong 

revenue growth, the company reported consistently negative net income in the 
past, primarily due to high royalty costs, that account for approximately 70% of 
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Graph 1: Historic Net Income 

 

 
 
 
 
 
 
 

A shift towards podcasting in 
2018 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Spotify’s foray into audiobooks 

every dollar generated from music streaming1. In Q3 2019, Spotify reported 

positive net income for the first time and has achieved this milestone sporadically 

in subsequent years. However, in 2024 the company has reported positive net 
income for three consecutive quarters, marking a significant shift towards what 

could be sustained profitability. This improvement can be largely attributed to the 

two price increases implemented in 2024. Coupled with aggressive cost- 
cutting measures, which included three rounds of layoffs and a scale back in 
podcast investment, these efforts have helped Spotify achieve a more stable 

financial position. 

Even though Spotify introduced podcast features to its platform in 2015, it only 

shifted its focus toward the podcasting market in 2018, when it invested $500 
million into the growth of this business. Spotify’s investment allowed the company 

to acquire exclusive content, such as The Joe Rogan Experience, and to purchase 

specialised podcast companies, including studios like the Ringer, Parcast and 

Gimlet Media, and distribution platforms, like Anchor and Megaphone. Through 

this, Spotify was able to control a substantial portion of the podcast supply chain, 
enhancing monetisation opportunities for creators, providing exclusive and 

personalised content for users, and enabling advertisers to have higher conversion 

rates. Although all of this allowed Spotify to surpass the 100 million podcast 

listeners mark and become the most used audio podcast platform in many key 
markets, it did not generate enough revenues from advertising to offset the 

investments made. In response to this, the company announced in 2023 a cut back 

in podcast investment, including the cancelation of some original shows, the layoff 
of employees from the podcast division and dissolution of Gimlet and Parcast into 

Spotify Studios. 

Currently Spotify is turning away from exclusive contents and moving towards 

video format in podcasts, to foster deeper connections between creators and 
users, enhancing engagement. The platform now holds more than 300,000 video 
podcasts shows and, according to the company, nearly 1 in 4 podcast monthly 

active users globally engage with this format. According to Spotify’s CEO, Daniel 

Ek, the podcasting business is near break-even and should earn a profit in 20242. 

In addition to music and podcasts, Spotify has expanded its footprint into 

audiobooks. In 2022 Spotify entered the audiobook market, following its 

acquisition of the audiobook production platform Findlay in 2021. With all five major 

publishers partnering with Spotify’s audiobook service, the platform was able to 

achieve 11% of all audiobook units sold in the US by the end of 2023, 
 

 

1  McIntyre,  H.  (2023,  March  9th).  5  important  numbers  from  spotify’s  annual  music  royalties  report.  Forbes. 
https://www.forbes.com/sites/hughmcintyre/2023/03/09/5-important-numbers-from-spotifys-annual-music-royalties-report/ 

2  Guaglione,  S. (2024, March  1st).  Podcast companies  see  signs of  an  improved  ad  market in 2024.  Digiday. 
https://digiday.com/media/podcast-companies-see-signs-of-an-improved-ad-market-in-2024/ 

https://www.forbes.com/sites/hughmcintyre/2023/03/09/5-important-numbers-from-spotifys-annual-music-royalties-report/
https://digiday.com/media/podcast-companies-see-signs-of-an-improved-ad-market-in-2024/
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positioning it ahead of Apple but behind Amazon’s Audible. For now, the company 

offers access to more than 250,000 audiobook titles, allowing its users to listen up 

to 15 hours per month in select key regions and an Audiobooks Access plan, priced 

at $9.99 per month. According to Spotify, the audiobook feature has significantly 

increased user engagement, with listeners spending an average of 2.6 additional 

hours on the platform during the first two weeks of starting an audiobook3. 
 
 

Graph 2: Historic Revenue Breakdown 
 

In 2023, Spotify’s total revenues reached €13.25 billion, reflecting a 12.96% 
increase relative to the prior year. The premium segment represented 87.31% of 

this revenue, while the ad-supported segment accounted for the remaining 

12.69%. Spotify’s premium subscriber base has continued to grow consistently 

through the years, with the number of premium subscribers increasing 15.12%, 

reaching 236 million by the end of 2023. Ad supported monthly active users 
(MAUs) also saw substantial growth, rising 28% year-over-year to reach 379 
million in 2023. 

As Spotify looks toward the future, the company faces the challenge of sustaining 

profitability while navigating high royalty costs and increasing competition. The cost 

of royalties and fees remains high, and Spotify's premium subscriptions are now 
priced higher, leaving limited room for further price hikes. Although the company 

has demonstrated its ability to cut costs and expand its revenue base, its long-term 

financial health will depend on how it balances premium pricing, content 

acquisition, global expansion and the entrance in new markets. 

Risks 

§ Competition 

Despite being the global leader in audio streaming, the competition Spotify faces 

should not be underestimated, especially since some of its major competitors, 

such as Apple Music, YouTube Music and Amazon Music, are part of much bigger 

companies with significantly different financial dynamics. These companies 

can support losses or big investments for much longer than Spotify because they 

are able to subsidise their music streaming services with revenues from other 

business segments. In addition to this, companies like Apple, Google and Amazon 
pre-load their music streaming platforms into their devices/services, often bundling 

these services at heavily discounted prices for customers who already use their 

core offerings, giving them a considerable competitive advantage. Spotify’s 

primary competitive advantage lies in the highly personalised experience that it 

offers, with tailor made playlists and recommendations algorithms. However, the 

company’s ability to maintain its leadership position depends heavily on preserving 
 

 

3 Rosenborg, R. (2024, April 25th). Spotify’s publisher dilemma: Audiobook bundling makes music publishers mad — is all-in-one audio 
sustainable? MIDiA Research. https://www.midiaresearch.com/blog/spotifys-publisher-dilemma-audiobook-bundling-makes-music- 
publishers-mad-is-all-in-one-audio-sustainable 

https://www.midiaresearch.com/blog/spotifys-publisher-dilemma-audiobook-bundling-makes-music-publishers-mad-is-all-in-one-audio-sustainable
https://www.midiaresearch.com/blog/spotifys-publisher-dilemma-audiobook-bundling-makes-music-publishers-mad-is-all-in-one-audio-sustainable
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this differentiation and fostering continuous innovation, which requires consistent 

investment in research and development. 

§ Regulation 

Given its presence in 184 countries, regulatory challenges represent a significant 

hurdle for Spotify and may intensify in the future. Spotify's primary regulatory 

challenge is related with music licensing and royalty payments, as the company 

has faced numerous lawsuits from publishers and artists seeking higher streaming 

payouts. To address these concerns, Spotify collaborates with agencies like the 

Copyright Royalty Board (CRB), which regularly reviews and adjusts royalty rates, 
but disputes persist. 

Moreover, as a data-driven platform, Spotify collects vast amounts of user data to 

personalize recommendations and improve the user experience, which requires 

compliance with stringent data privacy regulations across multiple regions. In the 

European Union, Spotify is subject to the General Data Protection Regulation 

(GDPR), one of the world’s most comprehensive privacy frameworks. In 2023 the 

company was fined $5.4 million for alleged non-compliance with the GDPR, 

following claims that it failed to adequately disclose the reasons for processing 

personal data when requested by users. In the United States, Spotify faces a 
fragmented set of state-level privacy laws, that can sometimes be challenging to 

navigate. 

Looking into the future, Spotify's increasing use of artificial intelligence (AI) may 

also enhance regulatory scrutiny. Emerging frameworks, such as the EU's AI Act, 

aim to ensure that AI systems are transparent, non-discriminatory, and safe for 

users. For Spotify, this could lead to a stricter oversight of its recommendation 

algorithms, particularly regarding data usage and compliance with privacy laws. 

Furthermore, the rise of AI-generated music and content introduces new 

challenges around copyright and the ownership of AI-created works. 

§ Royalty costs & entrance in new markets 

One of Spotify’s main hurdles is related with royalty costs, which remain at high 

levels, not allowing for Spotify to improve margins. The fact that the music 
industry is dominated by three major record labels, namely Universal Music 
Group, Sony Music and Warner Music, significantly limits Spotify’s ability to 

negotiate reductions in royalty rates. Furthermore, given this high market 

concentration, there is a risk that record labels attempt to capture any potential 

increase in Spotify’s profits. 

While the expansion into podcasts and audiobooks has reduced Spotify’s 

dependency on music labels it has also introduced new risks, particularly those 

associated with venturing into emerging and evolving markets. Both the podcast 
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and the audiobook market exhibit strong growth potential but much about these 

markets remain uncertain and margins may take longer than anticipated to 

materialise. 

§ Investment risk 

Since 2017 Spotify has maintained an investment in Tencent Music Entertainment 

(TME)4, the leading online music service company in China, as part of a 

partnership between both companies. In addition to a music streaming platform 

(QQ Music) TME also has a karaoke app (WeSing) and a live concert platform 

(Kuwo Music). Spotify currently holds an 8% stake in TME, valued at 1,530€ million 
and constituting the majority of the company’s long-term investments. This 

strategic investment provides Spotify with exposure to the rapidly growing Chinese 

market, in which it does not operate. 

 
Graph 3: TME’s historic revenue and gross profit 

 

At present TME has 576 million monthly active users, a revenue of 3.65€ billions 

and a gross profit of approximately €1.29 billions. While the company has 

demonstrated consistent growth and maintained a positive net income in the past, 

it has recently experienced a revenue decline. This setback stems primarily from 

the social entertainment sector, that has been impacted by the measures from the 

Chinese government to restrain online gambling5. Nevertheless, the online music 
services have partially offset the decline in the social entertainment sector through 

price increases. 

Despite the strategic benefits of this investment, it is also important to consider the 

risks involved. One of the main risks is related with Spotify’s exposure to TME’s 

operational performance and share price volatility, with a 10% fluctuation in the 

share price equating to an impact of approximately 153€ millions in Spotify’s 

financials. Other risks include potential changes in the Chinese foreign investment 

laws, increased regulation and scrutiny of foreign investments in Chinese 

companies. In addition to this, there is also the risk of changes in laws within China 
affecting the performance of TME, as evidenced by recent regulatory crackdowns 

on live-streaming services. 

Industry overview 

Music Streaming Industry 

Although Spotify operates across music, podcast, and audiobook streaming, its 

primary revenue driver is music streaming and hence, understanding the evolution 
 
 

 

4 Tencent.com. (2017, December 8th). 
https://static.www.tencent.com/storage/uploads/2019/11/09/254e32cc9ac777205085dbe6414fab48.pdf 
5 (2023, August 25th). https://www.businesstimes.com.sg/international/global/china-online-platforms-scrap-lucky-draw-features-amid- 
gambling-crackdown 

https://static.www.tencent.com/storage/uploads/2019/11/09/254e32cc9ac777205085dbe6414fab48.pdf
https://www.businesstimes.com.sg/international/global/china-online-platforms-scrap-lucky-draw-features-amid-gambling-crackdown
https://www.businesstimes.com.sg/international/global/china-online-platforms-scrap-lucky-draw-features-amid-gambling-crackdown
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of the music streaming industry is crucial. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Graph 4: Music Streaming Revenue per region from 
Statista (in billions USD) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Graph 5: Historic Churn Rates (from Spotify’s 2022 
Investor Day Presentation) 

In 2023, the global music streaming industry generated revenues of $21.9 
billion6, with a total of 713.4 million music subscribers7. The market is notably 

concentrated, with major players like Spotify, Apple Music, and Amazon Music 

leading the industry and focusing on delivering personalized, on-demand content 

tailored to local preferences. The industry's growth in recent years has been driven 

by the shift toward digital consumption, heightened by the adoption of high- 
speed internet and smartphone penetration. The market is expected to grow at 

an annual growth rate of 4.70% globally from 2024 to 2027, reaching a market 

value of $33.97 billions and 1.1 billion users by 20278. 

Geographically, the United States holds the largest share of the market in terms 

of revenue, valued at $11.07 billions. Other relevant markets include Europe and, 

most recently, Asia. 

The industry is expected to continue evolving as streaming platforms diversify their 

offerings with exclusive content, personalized services, and expand into podcasts 

and other verticals. The future of the music streaming industry is closely tied to 
rising disposable incomes, increased mobile device usage, technological 

advancements, especially within artificial intelligence, and shifting consumer 

preferences toward digital formats over physical ones. 

Valuation 

Key Value Drivers 

To accurately project Spotify’s performance, it is crucial to identify the primary 
drivers of its revenue, as most financial metrics are closely tied to revenue 

generation. As noted previously, Spotify derives revenue primarily from two 

streams: premium subscriptions and ad-supported monthly active users. Key 

factors influencing these streams include the acquisition of new ad-supported 

users, the conversion rate, the churn rate, the average revenue per user (ARPU) 

and the ad-supported revenue per user. 

The conversion rate, which represents the percentage of ad-supported users 

upgrading to premium, was determined through the year-over-year change in 

premium subscribers, adjusted for the number of premium subscribers lost. These 

losses were estimated based on the churn rates reported by Spotify, that 
 

 

6  Mulligan,  M.  (2024,  March  18th).  Global  recorded  music  revenues  grew  by  9.8%  in  2023.  MIDiA  Research. 
https://www.midiaresearch.com/blog/global-recorded-music-revenues-grew-by-98-in-2023 
7  Mulligan,  M.  (2024,  March  18th).  Music  subscriber  market  shares  2023:  New  momentum.  MIDiA  Research. 
https://www.midiaresearch.com/blog/music-subscriber-market-shares-2023-new-momentum 
8 2027 forecasts from Music Streaming - worldwide. (2024, December). Statista. https://www.statista.com/outlook/dmo/digital-media/digital- 
music/music-streaming/worldwide 

https://www.midiaresearch.com/blog/global-recorded-music-revenues-grew-by-98-in-2023
https://www.midiaresearch.com/blog/music-subscriber-market-shares-2023-new-momentum
https://www.statista.com/outlook/dmo/digital-media/digital-music/music-streaming/worldwide
https://www.statista.com/outlook/dmo/digital-media/digital-music/music-streaming/worldwide
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Graph 6: Historic Conversion Rates by region 

 

 
 

 
Graph 7: Historic rate of new ad supported users by 
region 

 
 
 
 
 

 
Graph 8: Historical ARPU (monthly) and Ad Support 
Revenue Per User (yearly) 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Graph 9: % of MAUs in Emerging Regions as of 
2022 (from Spotify’s 2022 Investors Day) 

 

 
Graph 10: % of MAUs in Established Regions as of 
2022 (from Spotify’s 2022 Investors Day) 

 

distinguishes between developing market churn (Rest of the World and Latin 

America) and developed market churn (Europe and North America) as illustrated 

in graph 5. Notably, Europe, North America and Latin America play the bigger role 

here, with conversions rates rounding 11% in the past year, while the Rest of the 

World’s conversion rate averages 4%. 

The new ad-supported users’ rates were calculated through the difference 

between ad-supported monthly active users between each year, adjusting for the 
number of ad-supported users that converted to premium. Worth noting that the % 

of new ad-supported users was particularly high in 2019 when accounting for all 

regions (116.54%), primarily due to the new ad-supported users in the Rest of the 

World, but has since declined, reaching 43.93% in 2023. As expected, the % of 

new ad supported users is higher and more volatile in the Rest of the World and 

Latin America, whereas it has somewhat stabilized within the 20%-30% range in 

Europe and North America – graph 7. 

The ARPU is a monthly measure determined as the premium revenue divided by 

the number of premium subscribers and subsequently divided by 12. It is currently 

equal to 4.71€ and has been increasing slightly each period, mainly due to price 
increases and improved product mix. 

Finally, the ad-supported revenue per user is a yearly measure equal to the ad- 

supported recognized revenue divided by the ad-supported monthly active users. 

This measure has showcased some volatility in the past years and stood at 3.66€ 
in 2023, reflecting a decrease of 14.33% relative to the prior year. 

Recognizing Spotify’s varied growth phases across regions—with mature 

operations in the United States and Europe and ongoing expansion in Latin 

America, Africa, and Asia—our analysis examines these revenue drivers by region. 

Forecasts 

§ Overview and Strategic Developments 

Before delving into Spotify’s revenue breakdown, it is essential to frame the 

company's expected trajectory. In the near term, it is anticipated that Spotify will 

consolidate its presence in emerging regions, namely Latin America, Asia and 
Africa. These regions constitute the majority of the global addressable market, with 

growth largely driven by smartphone adoption. As of 2022, Spotify captured only 

8% of the total addressable market on the emerging markets - graph 9, a stark 

contrast with the 32% penetration achieved on established markets like Europe, 

North America, Australia and New Zealand - graph 10. This gap highlights a 

significant growth opportunity and the company’s strategic priorities strongly 

indicate a focus on realizing this potential. 
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Longer-term, by 2030, Spotify is expected to have fully expanded its podcast 
and audiobook offerings, capitalizing on a projected combined market of 23$ 

billions9. Beyond this, the company aims to explore new verticals, such as live 

events, news, sports, and educational content, as outlined by Alex Norstrom, 

Spotify’s Chief Freemium Business Officer10. 

Live events represent a particularly promising opportunity, with an estimated 

worth of 40$ millions by 2030. One ongoing practice in the platform, that can be 
further expanded, is partnering with festivals and concerts ticketing companies, 

enabling users to purchase tickets through the Spotify app and acquiring a 

commission for every ticket sold. Leveraging on its wide user base and highly 

acclaimed recommendation algorithm, the platform can boost visibility, and 

consequently ticket sales, by tailoring suggestions of live events to more than 640 

million users. Still within the live events segment, Spotify plans to introduce new 

experiences, such as exclusive live audio rooms hosted by the artists with their top 
Spotify fans11. Moreover, Spotify’s data advantage also positions it to provide 

valuable insights to artists, venues and partners, further solidifying its role in live 

events and opening up new revenue streams. 

The sports industry also presents a compelling growth avenue for Spotify. 

Through its podcast offering, the company is building a library of on-demand sports 

content, avoiding the complexity and expenses involved in broadcasting rights. 

Following its approach on other domains, Spotify can collaborate with athletes and 

commentators to produce exclusive sport talk shows, interviews and behind the 

scenes content. To further expand its footprint in sports, Spotify can integrate live 

audio commentary for major sport events or post-match analysis, reaching fans 

who want real time updates on the go. Beyond these more conventional formats, 
Spotify’s four-year partnership with FC Barcelona illustrates the company’s 

innovative approach in the expansion through different fields. This partnership, 

which includes the shirt branding and the stadium title’s rights (Spotify Camp Nou), 

enhances the platform’s global visibility while leveraging on the Barcelona brand. 

A big part of this collaboration is to bring the worlds of music and football together, 

creating a new platform to help artists interact with the club’s global community of 

fans by, for example, using Camp Nou for artist performances or making use of the 

in-stadium promotional surfaces to present and amplify the work of artists to a 
global audience. 

In the news domain, Spotify has the potential to position itself as a centralized 
 
 

9 Podcast market size in 2030 from Rosenborg, R. (2024, April 11th). What podcast slowdown? 1.2 billion people will be listening by 2030. 
MIDiA Research. https://www.midiaresearch.com/blog/what-podcast-slowdown-12-billion-people-will-be-listening-by-2030 
and audiobook market size in 2030 from Audiobooks - worldwide. (2024, December). Statista. 
https://www.statista.com/outlook/amo/media/books/audiobooks/worldwide 
10 Outlined in Spotify’s Investor Day 2022: https://investorday2022.byspotify.com 
11 Stated by Charlie Hellman, Global Head of Product, during Spotify’s Investor Day 2022 

https://www.midiaresearch.com/blog/what-podcast-slowdown-12-billion-people-will-be-listening-by-2030
https://www.statista.com/outlook/amo/media/books/audiobooks/worldwide
https://investorday2022.byspotify.com/
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platform for curated, real time audio news. By partnering with media outlets, Spotify 

can offer audio version of daily briefings, breaking news and more in-depth 

features. Alternatively, the platform could develop original news contents. Making 

use of its recommendation algorithm, Spotify can provide users with personalized 

news feeds tailored to their interests and listening habits, creating a seamless 

experience for users seeking on-demand, up-to-date information. 
 
 

Graph 11: Age Demographics in the US as of 2023 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Graph 12: Forecast for Ad Supported Users in 
Established Regions 

 

The education sector offers another set of significant opportunities for Spotify, 
particularly given its appeal to younger demographics, which constitute the majority 

of Spotify’s users - graph 11. Some of these opportunities involve hosting audio- 

based courses in partnership with educational institutions or e-learning platforms, 

as well as providing language learning tools. Additionally, Spotify can integrate its 

audiobooks feature to include textbooks and make partnerships with universities. 

By creating an educational ecosystem, Spotify can tap into a market segment that 

aligns well with its user base. 

Capitalizing on these diversified revenue streams not only contributes to a more 

resilient business model, with less dependency on music labels, but also attracts 

a broader customer base. Together with its global expansion, we expect Spotify to 
reach somewhat of a turning point by 2030, with significantly improved margins 
and a strengthened competitive advantage in the global market. 

§ Revenues 

Monthly Active Users 
 
For the projections of Monthly Active Users (MAUs) in North America and Europe, 

we forecast identical trajectories due to similarities in customer preferences and 

Spotify’s established market position in both regions. In 2025 we foresee a % of 
new ad-supported users of 23.20% for Europe and 18.05% for North America. 
For the following years we expect that a gradual decline will prevail in both regions 

in the short term, driven by slower growth rates in the expected number of 

streaming users both in Europe and the U.S.12 and Spotify’s already well- 

established presence in these regions, that makes it increasingly challenging to 
attract new users unfamiliar with Spotify. We expect this moderate declining trend 

to persist until 2030, at which point new offerings are expected to reinvigorate user 

acquisition to 20% in both regions. 

 
 
 
 
 

 
 

12 Number of streaming users from 2017 to 2027 for Europe from Number of users in the music streaming segment of the digital media 
market United States 2017-2027. (2024, February 21st). https://www.statista.com/forecasts/1435420/number-of-users-music-streaming- 
digital-music-market-united-states and for the United States from Number of music streaming users Europe 2017-2027. (2024, May 
29th). Statista. https://www.statista.com/statistics/1412623/music-streaming-users-europe/ 

https://www.statista.com/forecasts/1435420/number-of-users-music-streaming-digital-music-market-united-states
https://www.statista.com/forecasts/1435420/number-of-users-music-streaming-digital-music-market-united-states
https://www.statista.com/statistics/1412623/music-streaming-users-europe/
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Graph 13: Forecast for Ad Supported Users in 
Emerging Regions 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Graph 14: Forecast for Premium Subscribers in 
Established Regions 

 

In the Rest of the World, we observe considerable volatility in past years in ad- 

supported user growth, reflecting the difference in growth cycles relative to Europe 

and North America. Taking into account where Spotify stands today in the region 

in terms of market share and given the expected increase in smartphone 

connections, it is anticipated that the rate of new ad supported users will surpass 

the one of Europe and North America. However, it is also crucial to account for 

Spotify’s lower brand recognition and the region’s competitive landscape. Different 
competitive dynamics—with LINE Music in Japan, Melon in Korea, and Gaana in 

India—as well as differing customer profiles, may hamper Spotify’s growth in Asia, 

leading us to a conservative growth outlook. We project a 30.05% rate of new ad- 
supported users for the Rest of the World for 2025. Maintaining our conservative 

stance, we expect competition and slower smartphone adoption growth in certain 

areas to temper the overall rate of new ad-supported user acquisition in the near 

term. 

In Latin America there is a strong regional music industry and a proximity to North 

America that supports Spotify’s brand visibility, contrary to what happens in the 

Rest of the World. Given this, the rate of new ad supported users in 2025 is 
projected at 26.95%, reflecting a conservative approach compared to previous 

years while also acknowledging the region’s growth potential. As Spotify captures 

more market share, the rate of new user acquisition is expected to decelerate 

gradually, reflecting a natural progression in market maturity. Similarly to other 

regions, the consolidation and new offerings of 2030 are expected to increase rates 

to 22% in Latin America. 

The ad-supported revenue per user is estimated to grow with inflation (2% per 

year) and not in real terms, since this measure is not impacted by the expansion 

into new verticals. 

Premium Subscribers 
 
For premium subscribers in Europe and North America we expect the churn rate 
to remain steady at 2.4% in the near term. Despite the price increases of 2024, 

the churn has reportedly remained low in the past months, reflecting the strength 

of Spotify’s value proposition. The platform’s integration of audiobooks, podcasts 

and music at a cost lower than the one of consuming these services separately, 

coupled with the personalized experience Spotify delivers, highly contributes to its 

ability to retain subscribers. By 2030, the churn rate is projected to stabilize at 
around 2%, driven by increased user engagement, further brand consolidation and 

diversified offerings, not only in audiobooks and podcasts, but also in the realms 

of live events, education and sports. For conversion rates, our estimates were 

based on historical averages up to 2029, with rates of 16.73% for Europe and 

14.83% for North America. By 2030 the conversion rate in both regions is 
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expected to reach 16%, with a gradual increase for the years after, as a result of 

the new offerings. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Graph 15: Forecasts for Premium Subscribers in 
Emerging Regions 

 

 
 
 
 
 
 
 
 
 
 

 
Graph 16: Forecast for ARPU 

In the Rest of the World, we expect price increases to impact conversion and 

churn rates more noticeably, given Spotify's lower brand recognition and the 

region’s generally lower purchasing power. In addition to this, Spotify’s ability to 

convert users to premium in this region is hindered by the different competitive 

landscape and different customer preferences. While Spotify’s refined 
recommendation algorithms are a strong asset in western markets, they do not 

directly translate to regions like Asia and Africa, where local platforms hold an 

advantage, with music catalogues tailored to the cultural and linguistic preferences 

of their audiences, as well as lower price points. Spotify takes this into account and 

offers in this region premium “mini” subscriptions, of days or weeks, that give 

temporary access and targeted premium features in, like download of music for 

offline listening, that can help sustain conversion rates. Considering these 
elements, we forecast moderate growth in the conversion rates for the Rest of the 
World, with a conversion rate of 3% as of 2025 and a slight increase of 5% in the 

following years. 

For Latin America’s projections, purchasing power differences relative to Europe 

and North America were considered, which together with past value analysis, led 

us to a conversion rate estimation of 9% for 2025. For the following years we 

factored in the music streaming market expansion but also the intense competition 

that Spotify faces in the region, particularly from YouTube. Taking these factors 

into account, we projected a growth of 2% in the conversion rate for the subsequent 

years. 

For the ARPU, we project a 3% annual increase through 2029 (1% real growth 

rate), driven by anticipated (small) price increases and the introduction of new 

subscription tiers13. From 2030 onwards, we expect that the introduction of new 
verticals will come with higher price hikes and new subscription plans, that will lead 

Spotify to a 5% growth in ARPU, reaching a value of 7.12€ by 2035. 

Combining these projections, we estimate that Spotify will exceed 400 million 
premium subscribers by 2029, aligning with analyst consensus - appendix 3. 

Additionally, Spotify’s share of global music subscriptions, which has been 

approximately 35% in recent years, is expected to be sustained, with a slight 

growth, reflecting the company's continued brand consolidation and global market 
presence. 

Totals 
 

 
 

13 Leight, E. (2024, April 3rd). Spotify plans more price increases in 2024: Report. Billboard. 
https://www.billboard.com/business/streaming/spotify-price-increases-1235648181/ 

https://www.billboard.com/business/streaming/spotify-price-increases-1235648181/
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All together these projections lead to a revenue of €16.502 billion for 2025, with 

€14.506 billion coming from premium segment and €1.995 billion from the ad 

supported segment. 

To ensure the realism of our forecasts, we analysed Spotify’s share as a proportion 

of internet users across the different regions. The total number of internet users 
can be seen as a proxy for the total addressable market in each region, and so, 

as an upper limit for our estimates. Also important to consider is the trajectory that 
Spotify’s market share follows, as it would be unreasonable to project extreme 

growth in Spotify’s share without corresponding growth in the region’s internet user 

base. Overall, the data reflects that the gradual increase in Spotify’s market share 

aligns with the overall growth in internet users, ensuring that estimates remain 

reasonable - appendix 3. 

In Europe, Spotify’s share of internet users is expected to grow from 11.99% in 

2018 to 33.55% in 2029, while in North America the platform’s market share is 

expected to rise from 15.82% in 2018 to 31.45% in 2029. These numbers reflect 

the strong brand recognition of Spotify and its mature presence in these regions. 

Latin America and the Rest of the World highlight Spotify’s most relevant growth 

opportunities for the short term. In Latin America, market share is expected to 

surge from 31.68% in 2022 to 56.37% in 2029, supported by high levels of user 

engagement and a growing internet user base. In the Rest of the World Spotify’s 

share is expected to increase from 0.99% in 2018 to 9.28% in 2029. This 

expansion is underpinned by a sharp rise in internet adoption, particularly in Africa 

and Asia. 

Terminal Growth Rate 

The perpetual growth rate is a critical input in any valuation, as it represents the 

anticipated long-term growth of a company’s free cash flows beyond the explicit 

forecast period, capturing the lasting value of the business. Given its impact on 

terminal value, and therefore on the overall valuation, it is essential for the 
perpetual growth rate to be realistic and sustainable. 

 
Traditional reinvestment 
metrics do not apply to 
Spotify 

Typically, long term growth is rooted in a company’s ability to reinvest its earnings 

and to generate returns on those reinvestments. This approach captures the 

steady state dynamics of a mature company, reflecting its intrinsic growth potential 

and excluding external factors, like market share expansion or industry expansion. 

Under this framework the terminal growth rate is derived as the product of the 

reinvestment rate and the return on new invested capital (RONIC), providing a 
measure of how effectively a company can create value over time based on its 

operations. However, this does not apply to Spotify because the company has 

relatively few physical assets. Unlike more traditional companies that reinvest 
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heavily in tangible assets like machinery or infrastructure, Spotify’s reinvestments 

often go toward research and development, content acquisition and marketing. 

The returns on these intangible investments are often uncertain and harder to 

quantify, making the RONIC x reinvestment rate formula meaningless. In addition 

to this, Spotify’s growth is more dependent on factors like user acquisition and 

ecosystem expansion, which further decouples its growth from traditional capital- 

based metrics. Given this, a more appropriate approach to estimate the company’s 
long-term growth is to consider broader economic factors. 

 
Table 1: Expected nominal growth rate of the global 
music streaming market 

 

To establish an appropriate perpetual growth rate, we made use of two key 

benchmarks: expected inflation as a lower bound, and the nominal growth rate 
of the global economy as an upper bound. Inflation, at 2.04%14, provides a 

conservative estimate of baseline economic growth. On the upper end, we use the 

long-term nominal growth rate of the relevant economy, which in this case is 

the projected growth of the global audio streaming market, estimated at 4.66%15 
from 2023 to 2029 - table 1. Important to highlight that this upper bound is likely 

overestimated since it was estimated for a time frame of 7 years (2023-2029) due 
to limited data for a wider horizon. Taking this into account we considered 4.00% 
a more realistic upper bound. 

As a market leader with strong brand recognition and user engagement across 

diverse regions, Spotify's growth potential could justify a rate near the upper 

bound. However, factors such as market saturation in North America and Europe, 

along with competitive pressures, warrant a cautious approach to avoid an overly 

optimistic estimate. Balancing these considerations, a perpetual growth rate of 

2.8% to 3.2% aligns with both sector growth potential and realistic long-term 

expectations. For our base case, we have selected a midpoint of 3% as Spotify’s 
perpetual growth rate. This rate strikes a balance between Spotify’s growth 

potential and the macroeconomic constraints and will be further subject to a 

sensitivity analysis to address its inherent uncertainty. 

Relative Valuation 

The relative valuation provides insights into whether Spotify’s stock appears 

undervalued or overvalued, relative to its peer group, making it a complementary 

tool to this valuation. Ideally, peer companies should share identical sizes, capital 

structures and similar risk and growth profiles. However, Spotify’s case presents 

certain limitations regarding its peer group that must be acknowledged. As 
 
 

 

14 Expected inflation rate for 2029 in European Union from Inflation rate in EU and Euro area 2029. (2024, November 15th). Statista. 
https://www.statista.com/statistics/267908/inflation-rate-in-eu-and-euro-area/ 
15 The long term nominal growth of the relevant economy was calculated as [(1+GDP nominal CAGR)*((sector’s weightt /sector’s 
weight0)^(1/t))-1], with the GDP nominal CAGR equating to [(1 + real long term growth rate)*(1 + expected inflation)-1]. 
The global revenues for the music streaming industry, global GDP and expected inflation were derived from Statista and the real long term 
growth rate from OECD (https://www.oecd.org/en/data/indicators/real-gdp-long-term-forecast.html). 

https://www.statista.com/statistics/267908/inflation-rate-in-eu-and-euro-area/
http://www.oecd.org/en/data/indicators/real-gdp-long-term-forecast.html)
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mentioned previously, Spotify’s primary competitors, like Apple Music and 

YouTube Music, do not disclose financial information because they are parts of 

much larger companies that span numerous markets outside of audio streaming. 

Other relevant competitors, like SoundCloud, are privately held, so they lack public 

financial data for evaluation. Given this, for our peer group we focused on publicly 
traded audio-focused companies, like Sirius XM Holdings and Tencent Music 

Entertainment, as well as broader entertainment companies, such as Netflix and 
Disney, that share comparable streaming-driven business models. While the 

selected peer group has some limitations that must be considered, it still offers a 

reasonable benchmark for comparison. 

For relative valuations historical multiples are often used but these do not align 

with the fundamental principles of valuation, that the company’s value is 

determined by the present value of its future cashflows. Historical multiples can 

thus provide an incomplete industry picture and lead to misleading 

recommendations. To circumvent this we used forward multiples, that are based 

on projected earnings and more aligned with a future outlook, enhancing 
comparability across firms. 

 
 
 
 
 
 

Table 2: Forward EV/Revenues Multiples of 
Comparable Companies 

 

In terms of the multiples chosen, we opted for the EV/Revenue multiple instead 

of EV/EBITDA because Spotify is in an earlier phase of achieving consistent 

profitability, and revenue, as the top line, is less prone to distortions or accounting 

variations. Furthermore, EV/Revenue avoids some of the structural issues inherent 

in other commonly used multiples, such as P/E, which can vary significantly with 

differences in capital structure. 

Based on our forward EV/Revenue multiple of 4.83x, we estimate Spotify's 

share price at 402.07€, leading to a sell recommendation. 
 

Sensitivity Analysis 

Due to the inherent uncertainty associated with some of the inputs in this valuation 

model, we conducted a sensitivity analysis focusing on the most critical 
variables, the WACC and the terminal growth rate. This analysis was performed 

to evaluate how variations in these parameters can impact the share price, and 

consequently our investment recommendation. 

To address the uncertainty surrounding the WACC, we focused on the unlevered 
beta, a measure subject to significant variability influenced by the selected peer 

group and the weight assigned to each peer. To quantify this uncertainty, we 

evaluated different weighting scenarios, allowing us to simulate different 

assumptions about the significance of each peer’s risk profile relative to Spotify – 

table 6. The lower bound of 0.67 was defined as the simple average of all the 
peers’ betas, assuming equal weighting. The upper bound of 0.87 was derived 
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Table 3: Adjusted weights for unlevered betas & 
WACC range 

 

 
Table 4: Sensitivity Analysis for the DCF 

 

from a scenario where the weights emphasize peers with more comparable 

business models and higher risk profiles, such as Netflix, Sirius XM Holdings, 

Tencent Music Entertainment and Universal Music Group, attributing a smaller 

weight to the later due to its role as a label. Using these bounds, we derived a 

WACC range of 5.64% to 6.64%. For the terminal growth rate, we adopted a 

range based on its previously mentioned lower cap of 2.04% and upper cap of 
4.00%. 

The downside risks are evident when the WACC surpasses 6.29% and the 

terminal growth rate falls below 3%, with potential losses ranging from 13% to 25% 

and shifting our recommendation to a sell position. However, the analysis also 

reveals that the upside potential is notably higher, with a recommendation to buy 

prevailing in nearly all scenarios where the terminal growth rate exceeds 3% and, 

in most cases, where the WACC remains below 6.29%, with potential returns 

ranging from 13% to 111%. 



22  

Appendix 
Appendix 1: Revenue Forecasting Model for Premium Revenue 

 

 

 
Appendix 2: Revenue Forecasting Model for Ad Supported Revenue 
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Appendix 3: Revenue Overview 
 

 
 
 

Appendix 4: Income Statement Assumptions 
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Appendix 5: Income Statement 
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Appendix 6: Balance Sheet Assumptions 
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Appendix 7: Balance Sheet 

 

 

 
Appendix 8: DCF Valuation 

 

 
 

Appendix 9: APV Valuation 
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Appendix 10: FTE Valuation 

 

 
 

 
Appendix 11: Scenario Analysis 

 


