
 

How can Spotify increase its ARPU? 
 
ARPU or Average Revenue Per User depends on 2 factors mentioned below: - 

1. Total Revenue (Revenue from Ad supported users + Premium subscription users) 
2. Total no. of users (No. of Ad supported users + No. of premium subscription users) 

 
Formula: ARPU = Total Revenue/Total no. of Users 
 

Therefore, it is noted that the revenue generated by the application has 2 sources. 
 The ad supported users.  
 The premium subscription users.  

 

Let’s check out the statistical data of the 2 contributors of revenue and then we shall try to strategize a plan 
accordingly to optimise the revenue for the same. 
 

 
 
The above graph is a representation of Revenue in million euros from 2012 to 2020. For the year 2020, 
premium subscribers contributed to €7.1B to the revenue whereas ad supported users contributed to €7.4M 
of the total revenue. 
 
Thus, it can be safe to say that Premium subscribers drive 90% of the total revenue generated by spotify.  
 
Now, let us understand the quantitative segregation between Premium subscribers & Ad Supported Users. 
This shall help us in strategizing the growth of ARPU. 
 



 
 

It can be noted from the above line graphs that approximately 44% of the total MAU are premium 
subscribers who contribute to 90% of the total revenue. 
 
Thus, it can be concluded from this analysis that Revenue can be increased by increasing the number of 
premium users on the spotify application which in-turn will help in the growth of the ARPU. 
 
 

3 Factors Affecting Revenue:- 
 Pricing Model 
 Growth (Geo Expansion) 
 Product 

 
 

Pricing 
 Podcasts: It is observed that there are 90M US citizens who listen to podcasts & 20M of them use 

Spotify as of Q4 2020. Spotify ranks second in terms of market share and the market is led by Apple 
Music. It is also assumed that Spotify shall overtake Apple Music by Q4 2021.  



 
 

The problem here is that Podcasts on Spotify are not available with premium benefits, neither there exists a 
tariff plan for the same nor are premium subscription users enjoying the perks of ad-free subscription. 
 
Thus, it can be suggested that a premium subscription plan is introduced for Podcasts, this tariff plan shall 
cost less than the Music subscription plans. Also, users subscribed to the premium subscription plan for 
music shall automatically access podcast premium plans for free. 
 
This shall help in increasing revenue with the existing user base, thus significantly increasing the ARPU. Also, 
this shall not divert the loyal user base of Spotify music to podcasts as price segmentation is done correctly. 
 
 

 Tariff alteration in existing plans: It is observed that most people are opting for Family plans which 
allow upto 6 users per account (competitors providing at max users/acc). This affects the ARPU 
directly. It can be suggested that Spotify should look into the long term effect of this on ARPU. A 
revised tariff plan should increase Spotify’s ARPU significantly. 

 
 

 Introduction of new plans: New premium hourly plans can be introduced for ad supported users. 
This shall allow users to subscribe for premium services at lower rates for a few hours. This plan can 
be &  subscribed by people going on a short road trip, house party etc.   

 Free Premium for first 3 months: This shall develop a habit and get users hooked to the product 
through various hook cycles. This can be an effective way to drive ad supported customers to 
premium customers. This can be implemented for both Music as well as Podcasts. 



 
 

Growth (Geo Expansion): As of Feb 2021 Spotify exists in 93 countries or territories. It is planning to expand 
to another 85 countries across Asia & Africa. Expansion shall help in growth and there will be initial drop in 
ARPU but in the long term it shall be beneficial.  
 

 
 
It can be noted that Spotify added 98M MAUs in 2 years from 2017 to 2019 with a growth of 31% YOY 
premium subscribers. Thus, it can be concluded that targeting developing countries where majority users' 
ages are below 45 shall be incremental in growth of Spotify’s revenue & ARPU. 

 
Product: A few product changes can be made on the application which shall increase the pricing power of 
the premium plan & shall appeal to the ad supported user as more value for money. This shall allow Spotify 
to increase its tariff gradually and maintain the steady user growth of 30% YoY shall help to increase the 
ARPU significantly. 



 
 

 Personalization of the library: Spotify needs to work on the personalization of the library. 
Features like “Curated for you” playlists could be made more efficient according to the 
user’s listening trends. Though it already exists, a lot of more segmentation can be done 
on the same. A segment for trending music & artists can be introduced. 

 
 

 Spotify Original Content: Just like Netflix, Spotify can introduce its original content. This shall 
bring exclusivity to the app contents, which shall drive the artists followers to the 
application. And most importantly it would be able to do away with the huge amount of 
incentive which is paid to the record labels. This shall become the game changing move 
which will boost revenues & significantly increase the ARPU. 

 


