
April 2012 | Ivey Business Review   25

Printing 
Pressed
How publishers can squeeze margins from an 
online bookstore.

By Mathew MacFayden and Jared Schachter

In the six years since Sony released the world’s first e-reader, 
e-books have revolutionized the consumer book industry. 

Between 2010-2011, e-book revenue grew to over $1 billion, a 
staggering 280% increase, while sales of adult paperback and 
hardcovers fell 18%. The recent liquidation of the United States’ 
second-largest book retailer, Borders Group Inc., highlights this 
shift to digital format and underscores 
even the most dominant bookstores’ 
struggle for survival.

Such drastic change and growth in the 
industry presents both opportunities 
and threats for the publishing 
industry, whose role is becoming 
obsolete. Large content aggregators 
like Amazon are in a unique position 
to not just squeeze publisher’s 
margins, but potentially eliminate 
them altogether. Conversely, e-books 
present a sizeable opportunity for 
publishers to reach a much larger 
population – over 18% of adults 
now own either a tablet or e-reader 
compared to the 15% of Americans who regularly read books. 
Publishers can encourage more readership and take advantage of 
this new and convenient medium, the only question is how.

Lessons from the Music Industry

The music industry faced a similar transformation only a decade 
ago following the introduction of digital audio. Today, digital 
music sales account for more than half of all music sold in the U.S. 
market. Record labels found themselves at a crossroads, unable or 
unwilling to analyze and react to rapidly changing circumstances. 
Afraid to lose market share, they chose litigation to halt online 
file sharing rather than develop tools to service digital demand. 
Consequently, they had little bargaining power when iTunes 
negotiated the online pricing system for music. Though piracy may 
pose much less of a threat to books, publishers stand to walk in the 
shadow of record labels  if they fail to embrace this new paradigm.

The Problem 

Major publishing houses are still profitable, but Amazon’s 
activity in this area gives rise to concern. Publishing companies 
typically perform four main functions: scouting and talent 

development (identifying authors 
and cultivating their work), financing 
book production, distribution, and 
marketing. E-books undermine the 
middle two roles because authors can 
publish their work independently, 
through a handful of avenues with 
little risk. The shift to digital form 
eliminates the need for much of the 
publisher’s traditional role: financing 
a printing operation, physically 
printing the book, and delivering to 
retailers.

Self-publishing success stories like 
Kerry Wilkinson, whose novel 
“Locked In” was the top seller on 

Amazon UK for the last three quarters of 2011, are bringing 
attention to this increasingly popular opportunity. Authors keep far 
more royalties of each book sold when they publish independently. 
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Thus, Publishers need to 
demonstrate that higher 
sales volumes achievable 
through their process can 
offset lower royalties. This 
argument becomes weaker 
as e-books become more 
popular. Although there are 
few successful self-publishing 
stories, going alone is a 
very compelling prospect 
when experiences like Kerry 
Wilkinson’s are recalled.

Amazon offers publishing 
services somewhere between 
independence and the 
traditional route, though 
the company has yet to 
sign a blockbuster author. 
Authors under Amazon 
may face difficulty getting 
their product into brick-and-
mortar retailers, who are not 

particularly interested in supporting parties contributing to their 
demise. Amazon has significant financial resources, however, and 
a growing roster of established authors. Amazon’s higher royalties 
are luring established authors, including best-selling thriller-writer 

Barry Eisler, who recently turned down a $500,000 contract with 
St. Martin’s Press for Amazon, citing higher royalties. Although 
Amazon Publishing is distinct from self-publishing, it poses the 
same threat to traditional publishers because it is positioned to take 
advantage of the industry shift to e-books.

E-books negate a publisher’s most well-known role, distribution, 
and substantially reduce the financing requirements for printing. 
To escape obsolescence, publishers must examine which of their 
current offerings actually add value in an increasingly digital 
world.  Publishers need to embrace a digital medium and take  
action to build a presence in the digital environment.

Moving Forward: Where Publishers Add Value

Due to the upfront investment in time and the cost of publishing 
a printed book, publishers previously acted as a gatekeeper 
for aspiring authors. Consequently, publishers developed 
competencies in identifying creative talent and cultivated their 
work to its fullest potential. This competency is still valuable for 
readers, potentially now more than ever. Mediocrity is inherent 
in the self-publishing model because there is no content filter. 
Identifying  quality content may become increasingly difficult 
depending on how the self-publishing phenomenon plays out. 
Moreover, the time required to read a book poses an obstacle to 
effective peer reviewing. A publisher’s role of filtering content and 
giving a stamp of approval still adds value by legitimizing a book 
for readers.

Promoting and marketing a book, such as having it reviewed by 
critics in popular media, managing book tours, and selling potential 
film rights are also value-added activities. Without the reputation 
and network of a major publisher, it is difficult to access these 
opportunities. By taking care of the marketing aspect, publishers 
allow writers to focus on what they do best: writing. St. Martin’s 
Press recently signed Amanda Hocking, who was selling roughly 
100,000 copies of her self-published works through Amazon every 
month. She had grown tired of the burden of marketing and editing 
roles that publishers fill efficiently.

Action Plan

Publishers must accept the inevitable shift to e-books while 
communicating the value they still provide. While a publisher’s 
brand is still valuable in literary and news circles, it has little 
pull with the common reader.  However, with the oncoming 
flood of self-published works, publishers have an opportunity 
to create a relevant brand amongst everyday readers. To build 
a consumer brand, publishers need to create a strong brand-
quality association similar to that of Pixar, whose brand plays a 
critical role in the consumer’s decision to watch a movie. This is 
no easy transformation, because consumers identify with brands 
that represent specific experiences. For instance, Pixar fans know 
to expect a smart, well-made computer generated film. Currently, 
publishing houses produce books in a wide variety of genres that 
appeal to different tastes. Their diverse offerings prevent readers 
from identifying a publisher with a particular brand perception. If 

Comparing Publishing Models

Pricing Structures
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Promoting and 
marketing a book, 
such as having it 
reviewed by critics 
in popular media, 
managing book 
tours, and selling 
potential film rights 
are also value-added 
activities. Without 
the reputation 
and network of a 
major publisher, it 
is difficult to access 
these opportunities.
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The Publishing Value Chain
Examining the Roles of Key Players

publishers create sub-brands focused on particular niches, which 
develop a reputation for offering consistent and entertaining 
content, they can very possibly build consumer brands.

Moving online also provides traditional publishers with many 
opportunities. Just as publishing online is a low-cost venture for 
individuals, it is also low cost for publishers. This route can serve 
as an incubator for titles that seem too risky to launch in a physical 
sense but may very well prove 
successful when given the chance. 
Additionally, niche markets that are 
currently underserved because of 
diseconomies of scale in printing can 
be targeted with lower-cost online 
publishing.

Self-publishing poses a threat to 
traditional publishers, but it could 
also be managed as a recruitment 
opportunity. Successful self-
published authors are often unable 
to manage their work as it becomes 
a mass-market offering. The core 
competencies of a publisher become a 
real value proposition to these authors who simply cannot manage 
their book’s success. As Nathan Maharaj, merchandising director 
of Toronto-based Kobo Incorporated describes, “the future of 

publishing may not be a battle of small versus large; it may become 
small publishers feeding market-proven content to large ones.”

The business community at-large views publishers as dinosaurs 
with outdated value propositions. Although this view has elements 
of legitimacy, the outlook for publishers is not necessarily as grim 
as it appears. Publishers are in a somewhat more fortunate position 
than record labels because they can learn from the music industry’s 

failures. Resources must be diverted 
from printing and distribution to make 
room for an offering that makes sense 
considering current industry realities. 
Identifying and developing talent, as 
well as marketing content, is not only 
an area that has room for entry, but an 
area that may see huge voids as self-
publishing and ubiquitous mediocrity 
grow in prominence. Self-publishing 
can serve the interests of publishers, 
rather than hinder them, by serving 
as a farm for talent. By funnelling 
consistent content and developing 
recognizable sub-brands, a publisher 
can one day build a consumer brand 

that will resonate with a profitable consumer segment. The 
publishing industry stands on a precipice, but fortunately for this 
space, it may not be too late.

Though Amazon currently occupies a space adjacent to publishers in the value chain, it is moving into roles traditionally claimed by 
the publishers and is threatening the usefulness of the value-added services they provide.

Self-publishing can serve the 
interests of publishers, rather 
than hinder them, by serving as 
a farm for talent. By funnelling 
consistent content and owning 
a genre, a publisher can one day 
build a consumer brand that will 
resonate with a profitable consumer 
segment. 
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