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Radio Goes Sky-High at XM Satellite Radio 

... M Satellite Radio is changing the world of radio with 2 satellites, 101 channels, and 2 

\,state-of-the-art performance studios in its Washington, DC, headquarters. The company started on the road to static-free radio in 1997, when it paid more than $80 million for a federal license to broad​cast digital radio. Until then, AM and FM radio sta​tions had been free to all listeners, mainly because of commercial sponsorship. However, XM believed that commuters-and anyone traveling by car for long periods-would be willing to pay for perfect 24-hour radio reception and dozens of channel choices any​where in the United States. After all, millions of view​ers were paying for cable television service, even though in many geographic areas they could watch broadcast television for free. 

Getting Ready for the launch Turning the concept of digital radio into reality cost XM more than $1 bil​lion. First, the company had to design and launch two satellites into orbit over the United States. It set up satellite dishes to beam radio signals to the satellites and erected antennas on 800 buildings in major cities to reach local listeners across the country. In addition, 



XM created a vast library of digital recordings and built two performance studios to broadcast and record live musical performances. 

Another big challenge was developing the radio equipment for customers' cars. XM planned to encode its satellite signals to prevent noncustomers from lis​tening to its channels. The radio had to be capable of receiving and decoding the satellite signals, yet com​pact enough to fit in a car. After building and testing prototypes, XM began manufacturing a radio about the size of a suitcase, to be connected to an antenna on the car's roof for proper reception. Initially customers had to retrofit their cars with XM radios. In time, the company arranged for General Motors, Honda, Audi, Nissan, and several other big automakers to offer factory-installed XM radios as options in their new cars. 

What to Broadcast, What to Charge? 

At the same time the company was getting its technol​ogy in order, XM was conducting marketing research to determine the target market's listening tastes. Based on this research, the company decided to devote most of its radio stations to specific types of music, such as country, rap, jazz, blues, rock and roll, classic rock, 
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Part Five Product Decisions 
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international pop, instrumental classical music, and movie soundtracks. For more variety, it planned news​only, sports-only, talk-only, comedy-only, and chil​dren's stations, among other special-interest stations. 

Pricing involved a delicate balancing act. On the one hand, XM wanted to build a sizable base of sub​scribers, so its pricing had to be within customers' reach. On the other hand, the company was planning for long-term profitability and wanted to recoup some of its high startup costs. In the end, XM set a monthly subscription fee of $9.95 and priced its first radios at $300 or less. Within a year, the company launched smaller, less expensive radios for the home and for lis​tening on the go. "We are an entertainment company, but we also recognized that if we were going to be suc​cessful, we had to rapidly drive down the cost of the equipment people needed to get our service," recalls an XM marketing analyst. 

Serious Competition from Sirius Satellite Radio XM's new-product introduction has been successful. More than 1 million customers signed up in the first two years, and the company is preparing for even greater expansion, with profitability expected in the near future. In contrast, its only competitor, New York-based Sirius Satellite Radio, began operating a year after XM and has a much smaller customer base of 260,000 customers. Like XM, Sirius paid millions for a digital radio broadcast license, launched sophis​ticated satellites, and created specialized programming for 100 stations. 

Sirius charges a monthly subscription fee of $12.95 with discounts for multiyear contracts, but its channels are entirely commercial free, whereas some XM channels broadcast commercials as well as music. Sirius also sees drivers as the highest-opportunity cus​tomer segment, so it has arranged for its radios to be preinstalled as options in cars manufactured by Daim​lerChrysler, Ford, BMW, and several other automak​ers not covered by XM's deals. 

Tuning into Satellite Radio's Future Satellite radio is gaining popularity at a much faster rate than cable tel​evision, VCRs, and CDs did after their introductions. As early majority adopters start tuning into satellite radio, the industry could be serving an estimated 25 million customers by 2010. A Sirius official sees even bigger numbers ahead once the late majority group and the laggards get interested in the product: "We believe there are 350 million potential subscribers in the United States alone." Responding to critics who doubt that pay-radio will become big business, Sirius's CEO observes, "People said no one would ever pay for satellite television, and now it has 21 million sub​scribers. The same thing is going to be true here." 



One of XM's recent innovations is a $50 radio that can be connected to a personal computer, complete with software for switching between channels. It also began broadcasting weather and traffic reports for the 21 largest U.S. cities to draw listeners who otherwise would have tuned into local AM or FM stations for this information. Today XM customers must have the company's radio equipment to receive XM channels, just as Sirius customers must have its equipment to receive Sirius channels. That will change in a few months, when new radios capable of receiving either company's channels become available. Still, XM's CEO expects to maintain his company's market dom​inance by putting the emphasis on program content. "The technology is only the facilitator," he says. "Music connects so personally to people. We're put​ting the passion back into radio." 

1. How is XM Satellite Radio differentiating its product from that of Sirius? 

2. What role has quality played in XM's product development and management? 

3. At what stage of the product life cycle is satellite radio? How is the rate of adoption affecting the product's progression through the life cycle? 

2. Evaluate the brand names of XM Satellite Radio and Sirius Satellite Radio. 

What are the strengths and 

weaknesses of each brand name? Which is the better brand name? Why? 
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