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INTRODUCTION 

The purpose of this report is to assess the desirability of investing in Cremona andto arrive at some idea of a valuation of the company for investment purposes. 

To make this assessment, we formed a team to bring togethcr- different experts forthe project. First, DRT Czechoslovakia conducted a thorough review of Cremona's books
and accounts. A team of accountan.: spent several days at Cremona's plant with thecampany's accounting and operations people. This enabled DRT to do three things. First,DRT has restated Cremona's accounts according to irternational accounting standards
(Section 8). Second, DRT reviewed Cremona's sales and profit projections and made cashflow projections from them, from which a valuation could be derived (Section 8). Finally,DRT was able to form some judgments about the qua!ity of Cremona's management,
internal accounting and controls systems (Sections 3 and 4). 

Second, Braxton Associates, a leading marketing consulting firm, undertook amarketing survey of the U.S., the U.K. and Germany. The U.K. and Germany were
selected for examination because we understand that they are Cremona's two largest

export markets at present. The U.S. was selected because it represents the largest
potential market, and the one for which Cremona has the highest hopes. Their report
does not constitute a marketing plan for Cremona, but it does provide a 
foundation onwhich a marketing plan could be constructed. Their conclusions are presented in Section 6of this report. (The appendices include supplementary information about the U.S. andU.K. markets, including statistical summaries and recent articles from trade publications.) 

Finally, Mr. Bruce Ross made an evaluation of Cremona's production capabilities.He has two decades of experience in guitar manufacturing, and spent nearly a week
visiting Cremona's plant and reviewing its production facilities in detail. His conclusions 
are presented in Section 5 of this ieport. 

Section 1 of the report is a brief overview of Cremona, highlighting what webelieve are the key factors that an investor must weigh in considering an investment. Weunderstand that the CSAEF has itself bad extensive contact with Cremona, has visited theplant, and has talked with Cremona's management and other knowledgeable sources. For
that reason, our overview of the company (Section 2) is brief. 
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L SUMMARY AND CONCLUSIONS 

Cremona has several attractions as an investment: 

V It has relatively sophis*ticated plant and equipment with capable 
management in place. 

/ It makes a good product at a competitive price, one that has beensuccessful in Western markets and offers the potential for expanded export
sales. 

,/ 	 No major new capital expenditures are required beyond what those alreadyplanned, though some supplementary investment will be needed to helpupgrade capabilities such , packaging. 

Cremona's weak point is clearly marketing. A detailed marketing study was outsidethe scope of this report, but this is clearly needed for the U.S. market. Creating agreatly strengthened marketing effort is probably outside the capability ofCremona's current management team and structure. Cremona will therefore needto add some internal marketing capability, and probably to build a new set ofrelationships in the U.S. An investor should anticipate the need for significanttime, effort and expense to upgrade marketing capabilities. Moreover, it may benecessary to modify the product mix, which could require additional time andexpense. We cannot estimate the exact time or expense required, but we note thatthe cash flow projections do not seem to anticipate adequately these costs. 

One implication of this analysis is that a passive investment is not likely to besuccessful unless accompanied by some additional marketing resources. An investorshould be prepared to play an active role in stimulating and aiding the marketingeffort either directly or through introductions and other associations. One idealpartnership, for instance, would be for an investor to enter in a relationship with alarge distributor. The main point is that no investment in Cremona can be passive.Active involvement and help will be needed to make the investment a success. 
It was not possible to obtain from the company sufficient financial information toprepare cash flow projections with any degree of confidence. Several importantconsiderations do not appear in the company's projections. For example, thecompany's projections did not anticipate the increased marketing expenses that webeleve will be necessary to penetrate the U.S. market. Moreover, the increasedproduction shown in the projections did not seem to be accompanied bycorresponding increased costs of production. Perhaps anticipated cost-saving
explains this, but we feel this needs more probing. Also, the company only
presented us with two years of sales projections, whereas a minimum of five yearsis needed to produce, a discounted cash flow calculation. 

Nevertheless, if one accepted the company's projections for the next two years andextended those for an additional three years, the discounted cash flow value wouldrange from $3.763 million (at 18 percent) to $3.124 (at 25 percent). (These 
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valuations compare with a restated book vahie according to international 
accounting standards of $4.130 million-) While the projections probably over
estimate profits in the early years because they ignore marketing costs, they do not
anticipate any increased profitability as a result of successful penetration of theU.S. market. Hence, based on the view that Cremona could--with effort--break
into the U.S. market, a valuation of the company in the area of $3 million is not 
unreasonable. 

Cremona management would not give the team access to their proposed
privatization plan. It was therefore not possible for us to offer comments and
recommendations on the proposed privatization plan and investment structure. 
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2. DESCRIPTION OF THE COMPANY 

Cremona is the largest manufacturer of stringed instruments in Europe. It islocated in Luby u Chebu (formerly Schonbach) in western Bohemia, close to the German
border. It manufactures a range of bowed instruments and guitars. Its main production isdedicated to nylon-stringed classical guitars, of which it currently manufacturers five
different sizes. Among bowed instruments (or viol instruments), its produces mainly

violins, but it also makes violas, cellos and string basses.
 

Stringed instruments have been made at Luby u Chebu for centuries (Elias Placht,a master violin-maker, is documented as working in Luby u Chebu as long ago as 1690). In
1873 a school for violin-makers was established, and by World War II there were 260
small enterprises engaged in violin-making in the area. This cottage industry was
amalgamated into a series of cooperatives after the war and then finally in 1950 into a
state enterprise named Cremona (after the town in Italy where Stradivarius made his
instruments). The subsequent forty years saw the building of modern production facilities,

with the present new factory completed in 1968. Cremona has come to dominate Luby u
Chebu, employing a quarter of the town's population. 

Following the "velvet revolution" in November 1989 the government decided
privatize Cremona to
 
as a separate entity (it had previously been part of the state musicalenterprise). Cremona's management have prepared their own privatization project for the 

newly-established company. 

In recent years, Cremona has placed greatest emphasis on improving and
expanding its guitar production, for two principal reasons. First, the worldwide market for

guitars is much larger than for bowed instruments. Second, bowed instrument

manufacturing requires a higher degree of skilled labor than guitars, and Cremona wasexperiencing difficulty in attracting and retaining the skilled artisans needed to expandbowed instrument production. Consequently, Cremona has invested heavily in equipment
and training to expand and improve its production of guitars. 

Cremona has been- successful in these efforts. Its products are generally wellregarded, and the company has successfully penetrated Western markets, particularly inEurope. Until recently, high duties in the U.S. have prevented Cremona from entering .he
American market, but the extension of MFN and GSP treatment to Czech products
earlier in 1991 has removed all duties, and Cremona has ambitions to expand dramatically
its market share in the U.S. 
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3. EVALUATION OF MANAGEMENT 

We regard management as generally capable and dedicated. The top managers,Messrs. JirAsek, Lukeg and Gross, have worked at Cremona for many years and havebroad experience in the business. 

- JirAsek - Chief Executive Officer 

Vlastmil Jirsek has been CEO of Cremona since 1968. Having scred as CEOfor 23 years, he knows the business extremely well and is very familiar with Luby uChebu and its workforce. He appears to be a very capable, if somewhat defensive:and idiosyncratic, indiidual who manages his business in a relatively expertfashion. He gives the impression of being a shrewd and clever businessman who iscommit:ed to his company's effort to move effectively into the Western musical 
market, particularly the U.S. market. 

Lukeg - Chief Financial Officer 

Karel Lukeg has a long association with the company, having started as anapprentice in the violin-making school. He obtained his business qualifications atthe Prague School of Economics. From discussions held with him and fromreviewing the internal controls and accounting procedures, he appears to be acapable manager who is supported by knowledgeable and diligent accounting staff.In collaboration with JirAsek, Lukeg is responsible for the preparation of the
economic components of the privatization project. 

Gross - Chief Operating Officer 

Jan Gross began his career in much the same way as Lukeg, by attending theviolin-making school in Luby u Chebu. His technical skill and competence appearto be excellent and are matched by his hard work, drive and enthusiasm. He is alsoresponsible for technical achievements such as the design of some of the hightechnology machines now in use. While his technical skill and competence areclearly good, as a manager he can best be described as a follower rather than aleader and is quite reliant on Jir:sek's leadership. Gross pays careful attention tothe latest technological developments in his industry and monitors his competitorsclosely. He spent two years in U.S., where he provided re-tunirng services andproduct repairs. Gross should be considered one of the driving forces and talentsthat seeks to keep Cremona current in technology and product design. 

We note that some question has been raised about whether the managers' pastcommunist activities would create problems for them under the recent Czech !aw barringpeople with certain communist-related activities from management positions in state firms(if any of them were so tarnished, they would have to leave their management positions).We were not able to verify independently that such problems would arise. However, onceprivatized, Cremona could hire them back if it wished. 
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4. 	EVALUATION OF INTERNAL CONTROLS AND
 

ACCOUNTING PROCEDURES
 

CONTROL CONSCIOUSNESS AND ACCOUNTING PROCEDURES 

Controls at the senior management level involve the delegation of responsibilities
and monitoring activities using both financial and non-Financial data. A review of thecontrol environment reveals good control consciousness at both the management and staff
levels. Job descriptions and duties appear to be understood well, although they are not 
documented in writing. 

There are no accounting manuals or written instructions for the accounting system,but all accounting procedures are standardized in accordance with government regulations.
These procedures are known and adhered to by the accounting staff. In addition, the sizeof the accounting staff is small, which facilitates better understanding and communication.
(Also, in this type of manufacturing environment, accounting issues tend to be less 
complex.) 

Financial reports are prepared every month from accounting information.

Budgeting is used widely and actuals are compared to budgets every month. Variances 
are
followed up to establish their cause and to enable better planning in the future. Financial
data is compared to non-financial data to ensure consistency and enhance understanding. 

Controls exist at the lower level to ensure proper processing of transactions andsafeguarding of assets. Goods inwards dockets are prenumbered and matched with invoices 
on a daily basis. The new computer system, purchased at the beginning of 1991, is used toassist in this task. Some of the work appears to be duplicated, however, due to a lack of
experience by staff in manipulating the system to meet requirements or due to
 
inappropriate software.
 

Incoming invoices are assigned a number and then recorded on a summary. This
 
summary is then sent to the Head of Finance to organize for payment according to due

date. The legal period for payment is 14 days from receipt of invoice. The payment is

authorized by two signatories. An authority is then sent to the bank directing it to pay

amounts to the appropriate accounts.
 

One weakness in this system is that, because of the short time for payment, theauthority for payment is approved prior to the invoices being reviewed for validity and
 
accuracy. However, we were 
assured 	that unusually large invoices are reviewed as
 
received.
 

Sales invoices are prepared by the sales department and assigned an invoice
number. Invoices are checked for accuracy and processed by the accounting department. 

Payments from debtors are received through the banking system. No cash or
cheques are received directly. An advice is received from the bank showing which invoices 
have been paid. 
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SEGREGATION OF DUTIES AND COMPETENCE OF PERSONNEL 

Segregation of duties appears adequate and is maintained during staff absencethrough holiday, illness or vacancies. Efforts are being made to cross-train employees atthe lower level to cover periods of illness or vacancies. From information encountered inour review it appears that there is a low frequency of internal adjustments, which suggests
good competence of personnel. 

All staff are required to take an annual holiday in accordance with government
regulations, and this is observed. 

The appointment of staff is performed by the Personnel Officer and approved bythe Chief Financial Officer. Staff are selected in accordance with experience and legal

requirements. References 
are sought for new employees. 

The current employment policy is to allow some attrition through retirement or
resignation as a cost-cutting measure. 

PROTECTION OF ASSETS AND RECORDS 

Protection of assets and records occurs at different levels in the organization. Atthe overall level there is a security guard to prevent unauthorized access, loss and damage.A locked safe is used to store cash and other valuable documents. The company has a
policy of not holding cash amounts over 
10,000 Kcs; excess receipts over this amount arebanked daily. Accounting records are locked in cupboards at the end of each working day.Key accounting data and sensitive sales information are kept by the Chief FinancialOfficer and locked away. The company maintains insurance to cover against loss, theft, fireaoid natural disasters; it does not cover loss of income. 

The computer system is in a locked room, with log-on access restricted bypassword control. Only relevant staff are given access to the system. Backup data is storedin a locked safe in the same room as the computer terminal. (We have suggested thatbackup data should also be stored off-site in case of fire or other damage. No stepsregarding disaster recovery planning have been taken. While this is not a major problem atthe moment because the company is not yet computer-reliant, this need will become more
pressing as the computer is used for more tasks.) 

Cremona has had some problems with thefts of small pieces of wood and smalltools from the plant. We were told that this was not a major problem but have suggestedthat the security guard could check employees' bag:; on departure from the premises. 
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5. EVALUATION OF PRODUCTION CAPABILITIES 

The overall expertise and quality of product at Cremona is impressive. Thecompany is fairly sophisticated in its approach to the manufacture of its musical instrumentproducts--its level of technical expertise, for example, surpasses that of most domestic U.S.manufacturers. The quality of production management is also generally high. In particular,Jan Gross is talented and up to date in product design. Though we have concerns, onbalance we believe that their production capabilities are flexible and competitive enoughto survive privatization and increased competition. 

PRODUCTION FACILITIES AND PROCESSES 

Physical Site 

Cremona is in the process of upgrading its production facilities for both acousticguitar and viol family instrument production. It has a rather large facility (the largest inEurope) and significant production totals (90,000 guifars and 20.000 viol familyinstruments annually). Although the buildings are not new or particularly modern indesign, they are fairly standard for the acoustic guitar manufacturing industiy. Cremonahas plans to combine some of their buildings to help achieve a better product flow, thoughdispersed facilities do not pose any significant problems. 

Health and Safety 

Cremona needs to improve its health and safety standards and has begun to take
steps in this direction. These improvements include (1) completion of a fully automated
finishing line for instruments; (2) automated sanding machines for both wood and finish
sanding; (3) masks that draw outside air for workers that have to do hand sanding. Of
special importance is the new finishing line that will finish all of the instruments asCremona switches from polyurethane finish to a polyester resin finish. Our understandingis that the polyester finish is more dangerous than other types of finishes, so theautomated finishing line should improve safety as well as quality. 

Guitar Production 

Cremona currently produces approximately 360 inexpensive guitars per day.Production techniques and materials are consistent with other prominent internationalmanufacturers of guitars. Overall attention to desiga and detail are also consistent with
other manufacturers' standards. 

Cremona is planning to spend between 37 mili;cn and 40 million Kcs from 1990through 1993 to renovate its guitar production line. Management believes that profits fromits increased and efficient viol family production can be ured to pay for the guitar efforts.They expect to complete this renovation some time in 1994. 

All of Cremona's guitars are now made of laminated wood of a type that is usedaround the world for the production of inexpensive musical instruments. Cremona has 
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made the wise decision to use higher quality woods (mostly mahogany and spruce) forthese guitars as well as a better-looking colored finish. (Cremona previously made guitarsthat were less appealing both in terms of aesthetics and design.) Our opinion is thatCremona's current "look" is appealing and acceptable throughout the world for guitars in
Cremona's price range. 

The company is also in the process of creating a new line of student classicalguitars that are superior in design to their old product. These will range from 1/8 to fullsize and are designed to capture all phases of the beginning guitar market, from veryyoung children to older, less sophisticated adults. The new guitars have a much better lookand feel than the old guitars, and they should compete very effectively in the low-endmarket both in Europe and the U.S. Cremona hopes to sell between 10.000 and 15,000guitars in the U.S. market next year. A fair retail price for a full-size instrument would bebetween $125 and $2C0. 
Cremona also supports and markets a small group of master classical makers that 

produce a handful of master-grade classical guitars per year. 

Viol Family Production 

Cremona currently makes between 75 and 85 inexpensive viol family instrumentsper day. It also has a group of master craftsmen who make master-level instruments that 
are marketed and sold by Cremona. 

Cremona expects to spend most of 1992 improving its viol family production. Itplans either to purchase or to produce new tooling that will help make production moreefficient and help increase productivity. It is changing the design of most of the viol familymodels to a more traditional shape and will consequently need to make new forms,purchase new carving machines, and create new fixtures that they expect will make this
aspect of the production 
more profitable. Overall expenditures for this effort are expected

to be at least 3 million Kcs.
 

A major problem currently facing Cremona is that it has lost some of its master
craftsmen due to uncompetitive wages. We were told that these craftsmen 
are leaving for
Germany, where they are "paid more for picking potatoes" than they can make in
Czechoslovakia making instruments. Cremona is hopeful that as the economy in
Czechoslovakia improves, it will be able to offer more competitive wages.
 

Another problem is the declining availability of good wood, particularly if Cremona
plans to expand production. 

Cremona's Technology 

Cremona operates with a fairly sophisticated technology level when compared withthe rest of the world's production facilities. In particular, Cremona has adopted the stateof-the-art technology represented by the CNC (computer numerically controlled) millingmachines that process all of their instrument necks (both guitar and viol family). The twoCNC milling machines used by Cremona were made by the Zuckerman Corp. of Germany, 
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considered by many to be the best and most reliable manufacturer of such machines. We 
were impressed by the quality of product that these machines produce. 

Mr. Gross has focused particular attention on the Japanese and Korean instrumentproducers and has studied their production methods and technology. He has familiarizedhimseff with their processes and procedures, and we are confident that he will be able tomaintain and improve Cremona's technological competence. As noted above, he plans tohave significant new technology in place by 1994. 

RECOMMENDATIONS 

A first concern is that Cremona uses a four-piece top for its guitars instead of amore traditional two.piece top. The company chooses to use the four-piece top because itis marginally cheaper, but our opinion is that it will ultimately have to go to the two-piece
top to rmain competitive. 

A second concern is Cremona's perceived need to generate five different bodysizes to accommodate what they feel will be different age-level needs. Three differentmodels would more than adequate, and the firm could save a significant amount of moneyand time ;f they reduced the number of sizes produced. 

Wages are a third--and important--production concern. Management acknowledgethat they will have to raise wage levels after privatization, but we do not feel comfortablethat they adequately understand the implications or full costs of higher wages; they havemerely stated that they intend to offset this cost by "increased productivity." 
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6. EVALUATION OF THE COMPANY'S MARKETING PLANS 

Cremona has had little or no market presence in Western markets. Through theold COMECON system, Cremona was the dominant supplier in the entire East Blocregion. Since these markets have shrunk or disappeared over the past few years, Cremona
recognizes the need to find and maintain much larger Western markets. But the firm haslittle knowledge or understanding of Western markets, and particularly the key U.S.
 
market.
 

Traditionally, all of Cremona's production was marketed by two divisions of thepredecessor "music consortium" enterprise, one arm of which handled export sales and the
other domestic sales. The export sales division has been spun off as a company called
Praha Music, which is in the process of restructuring itself into a firm to be called PM
Music. This means that Cremona has no marketing experience or capability itself. 

Praha Music handles export sales for all Czech musical instruments, including
pianos and brass instruments as well as Cremona's lines. It also plans to cpen retail shopsin Czechoslovakia, competing with its former sister firm that handles domestic sales. For 
export sales, it acts as agent for a three-percent sales commission. It handles all invoicingand follows up payments, which are made directly to Cremona's accounts. Praha Music seems to be a capably managed firm. But we question whether all of Cremona's marketing
effort should be left in the hands of an outside firm, especially one that has numerous 
other product lines. 

There is no doubt that the U.S. offers by far the greatest opportunity for
Cremona's expansion in Western markets. There is little or no brand loyalty and noprejudice against Czech products in the U.S., so there are no serious intangible barriers toCremona's entrance into th,- market. Cremona could try to establish its own name-brand
products, produce. house brands for others, or both. More research is needed to determine

the relative costs and benefits of these alternative approaches.
 

Cremona is currently planning to sell between 60 percent and 70 percent of its
guitar production into Western markets in the next few years. The overall expansion plan

is based on five steps: 

1. enter with a new product (new guitar)
2. enter at last year's price levels (guitars and viol instruments)
3. gradually improve quality for both types of instruments 
4. raise prices based upon consumer demand and distributor performance
5. make certain to meet delivery commitments 

For advertising, Cremona currently splits advertising costs between itself and itsdistributors. Cremona produces brochures, calendars and articles and relies on distributors 
to do their own advertising for their name-brand products produced by Cremona.
Cremona will subsidize distributor's advertising efforts by between 2 percent and 3 
percent. 
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For the U.S. market, Cremona's products have traditionally been handled bysmall, Chicago-based afirm called Geneva International, though this firm has only handledviol instruments to date. Geneva has an exclusive arrangement with Cremona for the U.S.market through 1994. Plans beyond 1994 do not include exclusive arrangements: rather,Cremona hopes to work with several distributors to carry Cremona guitars under its or thedistributors' trade names. 

RECOMMENDATIONS 

Our first recommendation is that Cremona should aggressively target the U.S.market for guitars. The U.S. is the largest and, over the last ten years, fastest growingmarket in both volume and value terms for all guitars. Although demand growth is nowdecelerating, it will r, rnain fundamentally the most attractive global inarket for the
foreseeable future. The U.K., 
 on the other hand, is a small markect. Also, there has been alarge substitution penetration of electronic keyboard instruments for guitars in the U.K., aphenomenon not nearly so marked in the U.S. Likewise, the distribution structure in theU.S. is characterized by large regional and national chains that buy centrally in large
volume and distribute through their own 
networks, minimizing the need for a physicaldistribution network in the U.S. on the part of the importer. Servicing the U.K market,on the other hand, requires expensive physical distribution to a highly fragmented andnumerous set of independent wholesalers and retailers, entailing significant cost for low
volumes. Finally, U.S. distributors in interviews were generally much 
more open to theconcept of Czechoslovakian guitars than were the U.K. distributors. In addition, the U.K.distributor that dominates the market for nylon-string classical guitars has an exclusiveagreement with a Spanish manufacturer. T"D;s distributor has shown open hostility to theidea of a Czech supplier, believing Czech quality to be inferior. 

Cremona should undertake several changes to expand into the U.S. market,
however. Cremona will have to compete in the most competitive and crowded section of
the market, low-end guitars. Moreover, Cremona's selected product niche of nylonstringed classical guitars is the lowest-volume, lowest-growth segment of the guitar market.
And, distributors wish to buy significant volumes, particularly in the U.S. 

Cremona therefore needs to offer both nylon-string "folk" guitars and a steelstring product Folk guitars ?nd steel-stringed guitars have much larger markets than
classical guitars--a steel-stringed product would double the size of the potential market and
give the company access to the only acoustic guitar segment forecast to grow in all pricecategories over the next five years. Cremona currently has no steel-stringed guita, tosupplement its nylon-stringed line. Cremona has the technical capability and equipment todo this, but it will require effort, time and expense to design and set up production. 

The low-end guitar market, where Cremona': products are located, is dominated byAsian producer. who entered the market over the !ast two decades and drove the thendominant U.S. producers into liquidation. They produce a good product at a low pricewith high reliability. They have also mastered U.S. packaging requirements, including barcoding, pre-sorted deliveries, and computer links to distributors' central distribution sites. 
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Second, then, Cremona will have to make some investment to match thesefeatures, without which it may be difficult to attract the large distribution networks thatdominate U.S. wholesaling. Specifically, Cremona will have to offer distributors lower


prices than the competition.
 

Third, Cremona should offer the capability to produce "house brands" for thedistributors. "House branis" are a common feature of music retailing and wholesaling andoften offer high profitability to both manufacturer and seller. Establishing Cremona as arecognized U.S. or U.K. brand in the mind of the ultimate consumer against theestablished names inthe market is likely to be completely beyond the financial andorganizational capabilities of the company. The risklreward trade-off for such an initiativeis also highly unattractive. Establishing Cremona as a credible manufacturer of qualityguitars through the "house brand" route, however, may provide the company the long-termopportunity to develop 
a successful independent brand by negotiating a requirement that
distributors sell Cremona-br2nd guitars alongside the "house brand" offering. 

Fourth, Cremona should improve its distribution capabilities in the U.S. Itscurrent link with Geneva seems weak. We did not have the opportunity to interview orvisit Geneva's management, and so can offer no opinion of them. However, Geneva is a
small firm, with limited financial resources 
and virtually no experience in marketing
guitars. Hence, one major question is wherher it has the capability to implement
Cremona's ambitions for penetrating the U.S. market. Also, Cremona must be able tocompete on the basis of reliability service as well as price and quality. To do so, it needs

the right distributor partners.
 

Finally, Cremona should investigate creating color marketing brochures and inother ways enhance its marketing capabilities. This should be done both internally and incooperation with present or future distribution and marketing partners. 
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7. RESTATEMENT OF FINANCIAL ACCOUNTS IN 

ACCORDANCE WITH INTERNATIONAL
 
ACCOUNTING STANDARDS
 

Below we provide a projected profit and loss account and balance sheet for 1991and 1992, and a projected cash flow for 1991 and 1992. The projected profit and lossaccount was supplied by the client. The projected balance sheet and cash flow werederived by DRT from historical data as of December 31, 1990, and June 30, 991 
(provided in appendix). 

We do not consider it appropriate to project the cash flow to 1997 because of the
following limiting factors: 

the assumptions used for the projected profit and loss account were not 
clearly defined 

overal growth assumptions are unknown 

capital investment requirements are unknown 

working capital requirements are unknown 

anticipated small increases in costs (and sometimes decreases) do not seem 
to correspond to the disproportionally large increases in sales. 

Due to these factors, and because DRT was unable to perform an audit on Cremona, it isdifficult for the team to have a strong degree of confidence in the projections as supplied.(As mentioned above, all accounting procedures appear to be performed in accordancewith government requirements. We therefore underscore that the inadequacies lie in The
forecasts rather than the historical daza.) 



-JECTED POFIT .,LOS5 ACCOUNT 
P"J:E j::"T_, HECEM[ER . & :792. 

- , , -r - .. ,I

:2 lrt I2 

1Q 

C'A,9 
1,' 00 ~ 

1 "' ,7C*: 

T F HTEVS5 

.'-:,Taw . ' 45,62') 55 

: 

pp
1 

Ut il i7ti e 
Tran s p o r ta t i on 

E-zpreciation 

'7-'- 1;, 951)I 

5,450 
14,,5
4 ,400 
2,25u 
2 i O' 

7,700 

5? 

1 0 
4 0]0 

, ; 

T-TL DIrECT EXPENSES 2,695 i".... 

rS,S PtROF IT 66,195 72,7)9 

CVEFRHEHDEyPE2'E3 

:9" 
:i..'..?i los 

,:3h rr t'.e52100 

*,:et;::, IlnsJrance 
Cther expen3es 

l." 

6,050
,')50 

,700
2,900 

23,50i) 

6,2:-5
:7( 

2.,)O 

1,g1" 
15,7 

T27TALOYEHEAD E(PENSES 52,100 41,775 

FPEdPATMS it:rOME 14,095 36, 

N.ONOPERATII'3*ree 

ljotr InccTe 

INCOME/(EXPENSE) 
"'"'"' (8,250) 

12,200 

(7,750) 

5,570 

F]TAL (2N OPEFATING INCOMEI(EXPENSE) 3,90rI0I (2, 

"CCME EFETE TAX 18,045 4,s 

',CIULL 

'ET I.CO1E 
9,925 

2,120 
,!i 

15,63 

BEST AVAILABLE COPY
 



CREi.Y)'L4L'uy u Chebu, Bohemia 
I....... P'ROJECTED FALA.,CE SHEET: L - 2 L -E..J 

. 

. ... ? '- - "'.h ..... ... . ? ;::.. . :.- . , ........ o 

IS AT 31 E'-'iE'! 15~., j 

Actual % O00'S KS 

j 

CULRENIT ST 
cash o7 had 
Pank i';jfn Uet) 
-N-0 Social Benefits Fund) 
Forex Deposi tS 
Prepaid starips, coupons 
Furds intransit 
Trade debtors 
Domestic 
Foreign 

Other debtor-employee rent 
Sub-total 

3 
4,521 
856 

6,112 
24 
0 

5,554 
22,469 

(3) 
39,536 

0 
, .. 
856 
0 
24 
0 

8,421 
31,775 

(3) 
47,975 

1 -
56 
0 

,?
";.7 .t) 

(3) 
204,q6" 

. 

Raw materials 
Fuel 
Short term capital assets 
WIP 

Finished Goods 
TOTAL STOCK 

PREPAYMi'ENTS 

13,268 
234 

2,550 
301173 

1,913 
48,738 

2,043 
334 

3,006 
32,394 

8,015 
66,791 

5,S24 
370 

35,281 

7 ,722 

HPousing allowances 

Health benefits 

Other 

i18 

'229 
1,334 

l1b 

229
1,334 

119 

2291,334 

TOTAL PREPAYMIITS 1,681 1,681 1,681 

TOTAL CURPENT ASSETS 89,955 116 447 280,625 

* 

FIXED ASSETS 
Liand 20,000 
Property, plant & equipment 124,029 
Accumulated depreciation (50,007)S Equipm~ent nct in use 53151 

20,000 
124,029 

(57,707) 

20,000 
124,029 

(57,707) 

TOTAL FIXED ASSETS 94,553 86,853 86,853 

TOTAL ASETS 184,508 .' 203,300 367,478 

dc 

ii'3 

i( 



CRE I%IA Luby u !iEbu,Bohemia 

-ROjECTED B-ILAIICE SHEET 

AS AT 31 OECE:I E 1-91 & 1792 

Actual 

.112.50 

000's ,"s 

1991 ' 

OC0s I;.s 

CURRENT LIAB'ILITIES 
Trade Creditors 
W30es payable 
Wage tax payable 
Sales tax payable 
-ank debt 
Social benefits 
Penefits payable 
Payable to government 
Tax payable 
Other creditors 

18,668 

1,226 
0 

1,492 
7,500 

1,026 
8 

5,791 
0 

16,241 

1,193 
0 

1,492 
7,500 

1,026 
8 

5,791 
827 
1,36 

19,017 

1,206 
0 

1,492 
7,500 

1,026 
3 

5,791 
1,593 
,7 

TOTAL CURIIENT LIABILITIES 35,71 46,33 48,376 

LONG TERM LIABILITIES 
Ean: debt 
Debt, originally consortium 

8,433 
9,874. 

8,433 
9,874 

9,,-133 
9,874 

TOTAL LONG TERM LIABILITIES I,307 18,Z07 L "" 

TOTAL LIABILITIES 54,018 64,690 6,6K 

CAPITAL AND RESERVES 
Called'up share capital 
Reserves 
Retained Earnings 
Profit & Los; Account 

TOTAL CAPITAL & RESERVES 130,490 138,610 154,247 

CAPITAL, RESERVES ND 
LONG TERM LIABILITIES 184,508 203,300 220,932 

-------- - ------------------ ------------ - -- - ---------

NET CURRENT ASSETS 54,1244 70,064 91,603 

TOT. ASSETS LESS 
CURRENT LIABILITIES 148,79 156,917 172,556 



r0 Lub, u Chebu, Bohuua 

PFR--JECTED C4.71HFLDW 

1991 1972 

. PENING SANK EALANCE 10,636 6,83
 

HECEIPTS
 

Fece2ipts from debtors-damestic 
 65,433 51,492
P.eceipts fro-i
debtors-foreign 
 84,951 124,462
FX receipts 

8,423 
 7,623
Pent.l income-employee housing 
 90 
 24
 

TOTAL RECEIPTS 

158,878 
 16,660
 

SFAYMtIENTS 

Purchases.
Puaes 
 .29,359 24,378 
stax 

22,658 22,914 
Income 

tu 
: 11e 12,02011,500 

9,098 18,249
8,250 

7,750


Other expenses 81,'86 75 ,202 

TOTAL PAYMENTS 
162,651 170,613
 

CLOSING BANK BALANCE. 
 6,883 22,930
 

: It : , ii 

. 



------

Credit saiesL-ACCOUNTS RECEIYABLE TURNOVER ------------ - Doestic . - .
S
 

i--counts receivaole 555" 

Foreirn . . s. . 3 t-.-e .-... j 
22,46" 

i:counts receivable 
 54
.YERAOE COLLECTION PERIOD 
 . . . Domestic . 0 d-ys . 129 days
 
Sales for year 1365 
 67EP3fZ35 -43.21163
 

Foreign ------
 120 days --------- 8 days
 

'750M7/23 

mccovants payable;,rCOUNTS PAYABLE PERICD ,69 5610------- -as----- days .,2....... 080q --------- days
s
Purchases for year/ 365 
 327413'"65 
 I ,77.'193 

Inventory 45,738 6 22
DAYS I Y '-----------------
L1GG0 245 days ------/ zi5 724J? 1/30 417742,193 263 days 

lIn-trade payables 17,04.7
OTER CIIEDITORS 
 ................-
 81 days 
E;;penses other than purchases 77067/365
 

ASSUMPTIONS 

Coll.ction of domestic debtors is45 days 45
 

Collection of foreign debtors is113 days 
 113 

Pament of trade creditors is based on 130 days 130 

Payment of other creditors is based 80 days 00on 

Inventory isbased on 263 days 
 263 



- - - - -- ----- - - - -

IFESUL IS 
T e r0 1991 1592 Incr/(declrcr/(decr)
 

D:sestic 3,554 6,479t 1,2 - 2,96 ..... 
:719 2 ,
 

'oe
777 1,724 3,777' ~2 l33 
S e,.di~o~s 12,6 8 16,241 
 19,017 (2,427) 7,776


ether crc::itars' 
 0 12,.6 10,743 12,306 i,563)

invenitory 48,732 66,71 73,982 16,053 7,191
 
Wages payable 1,226 1,!73 1,206 (34) 14
 
Income t;%prov 0 327 1,593 
 827 766
 

JURI'ALS 
 1991 .992
 

MD CR 
 DR CR
 

DR/CR >oqrstic debtors 
--

2,867 
- -

"1,942) 
- -


DR Cash 65,43w 51,472

SCR 68,300 52,350
ales 


DR Forei~ debtors 5,547 4,2 8
 
DR Cash 
 84,951 124,1.52
 
CR Sales 
 90,500 122,750
 

DR/CR Foreign debtors 3,777 2,053)

CR Cash 8,423 7,623
 
CR Forex revenue 12,200 
 5,570
 

ER Cash 90 84
 
CR Employee rent revenue 
 90 84
 

DR Interest E?:pense 8,250 7,750
 
CR Cash 8,250 7,750
 

DR inccne tax expense 9,925 
 1,1 5
 
CR Cash 
 9,098 18349
 
CR Income tax provision 827 766
 

DR Depreciation expense 7,7C0 
 5,900
 
CR Accumulated depreciation 7,700 
 5,900
 

DR Inventory 18,053 
 7,191

DR Cost of sales 84,995 96,775
 
DR Other expenses 52,100 41,775
 
DR/CR Wages payable (34) 14
 
DR/CR Trade creditors (2,427)"*-.- 2,776

SDR/CR Other creditors 
 12,306 (1,563)
 
CR Cash 145,303 144,514
 

http:124,1.52


PRO FI T AN D {, 'i SS U !i T 

:i hN iTs To 30.6.31
 
AX PAN'Y NAhNE CREM ONA s, p. ,'7.ECDOSI,OVAR:"":'..,,
 

NOTE PFR Clif,!T ,'JK" IT AS ADJUSTED 

TURiNOVER1I S,,07 4 ,3 85,14 

OF SALIS
l:OST 13 62,904 2,.5 11,058
 

,'ROSS PRCM 27,113 44,556
 

S:.L[IhG, 5ISTRIDUT[N 

Al.INISTRATlrN ANDOTHER EXPENSES 13 17,36 17,896 
.PTHiR C FRATING 0 6NOXE 6,344i,3111 

1;PF.ATlNJ PROFIT 217,113 33,004 

INTEREST .AYAIE I4 2,186 3% 3,164 
*'FRES KNOXE 14 0 181) 31 

PRrOFIT HEFORE TAX 24,921 29,931 

i';CONE TA( 15 18,186 16,186 

FXTRAORDINAR7 INCONE 5,828 5,328 0 

NON.DUCTIB LE EXPENSES 632 632 

,,('NTRI UTIGN 70 FUNDS 11 0 0 0 

ETAINED PROFIT (LOSS) 13,937 13,113
 



BALANCE SHEET 

PERIOD 
COMPANY NAME 

30.6.91 
CREMONA s.p. 

000's 
CZECHOSLOVAK CROWNS 

............................................................................................... 

TANGIBLE ASSETS 

INVESTMENTS 
TOTAL FIXED ASSETS 

NOTE 

1 
2 

PER CLIENT 

21,061 
0 

81.061 

ADJUSTMENT 

-I/(CR) 
I,165 

0 

AS ADJUSTED 

92,226 
0 

Y2,226 

STOCKS 
TRADE DEBTORS 
OTHER DEBTORS 
CASH AT 2AN AND INHAND 

TOTAL CURRENT ASSETS 

3 
4 
5 
6 

60,322 
44,403 
(14,355) 

2,933 
,3,303 

3,271) 

15,485 

51,051 
44,403 
1,130 
2,933 

105,517 

BANK LOANS AND OVERDRAFTS 
TAXES PAYABLE 

TRADE CREDITORS 

OTHER CREDITORS 

ACCRUALS AND DEFERRED INCOME 

TOTAL CURRENT LIABILITIES 

(AMOUNTS FALLING DUE WITHIN ONE YEAR) 

7 

8 

28,507 
5,215 
6,141 
1,982 

459 
42,304 

3,857 

(20,532) 

24,650 
5,215 
6,141 

22,514 
459 

58,979 

NET CURRENT ASSETS 50,999 46,538 

TOTAL ASSETS LESS CURRENT LIABILITIES 132,060 138,764 

BANK LOANS AND OVERDRAFTS 

LEASE LIABILITIES 

7 0 (3,857) 
(9,265) 

3,857 
9,265 

LONG TERM LIABILITIES 
(AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR) 

0 13,122 

PROVISION FOR LIABILITIES AND CHARGES 9 95 (1,628) 1,723 

CALLED UP SHARE CAPITAL 

RESERVES 
RETAINEU EARNINGS 

PROFIT AND LOSS ACCOUNT 

CAPITAL AND RESERVES 

10 
11 

105,564 
8,897 
3,567 

13,937 
131,965 

(400) 
7,622 

105,564 
9,297 
(4,055) 

13,113 
123,919 

CAPITAL, RESERVES AND LONG TERM LIABILITIES 132,060 138,764 



;R0 F IT AND LOSS 


PERIOD 2 MONTHS TO 31. 12. ;?O 

COMPANY NAME 	 CREMONA s.p. 


NOTE 


TURNOVER 
 12 


COST OF SALES 
 13 


GROSS PROFIT 


SELLING, ISiR IUTION,
 
ADMINISTRATION AtD 	CTHER EXPENSES 
 13 

OTHER OPERATI'G kCOME 


OPERATING PRCF!i 


INTEREST PAYASLE 
 14 

INTEREST IUO E 
 14 


PROFIT BEFORE TAX 


INCOME TAX 
 15 

OTHER TAXES 


EXTRAORDINARY INCOME 


NON DEDUCTIBLE EXPENSES 


CONTRIBUTION TO FUNDS 
 11 


RETAINED PROFIT (LOSS) 


CC 


PER CLIENT 

28,747 


24,785 


4,162 


0 

456 


4,618 


357 

0 


4,261 


4,611 

47 


3,289 


3 


2,389 


0 


COO's
 
CZECHOSLOVAK C;PG.S 

ADJUSTMENT AS 	ADJUSTED 

DR/(CR)
 
(4,654) 33,601
 

(3,018) 	 21,767
 

11,834
 

5,772 5,772
 
(3,3114) 3,770
 

9,832
 

9 366
 
(9) 	 9
 

9,475
 

4,611
 
47
 

3,289 0
 

3
 

(2,889) 0
 

4,814
 

DESTAVAILABLE COPY
 

,)
 



BALANCE SE £;
 

PERIOD i:9l
902. 's 
COMPANY NAME 
 s.Z. CEONACZECHOSLOVAK CROWNS
 

NOTE 7R CLIENT ADJUSTMENT AS ADJUSTED ...............................................................................................
 

TANGIBLE ASSETS 
INVESTMENTS 

TOTAL FIXED ASSETS 

STOCKS 
TRADE DEBTORS 
OTHER DEBTORS 
CASH AT SANK AND INHAND 

TOTAL CURRENT ASSETS 

I 
2 

3 
4 
5 
6 

90,974 

80,994 

19,269 
28,023 
(9,530) 
11,516 

79,278 

DR/(CR) 
12,504 

0 

(2,724) 

I0,60B 

93,498 

0 
93,498 

46,545 
28,023 
!,076 

11,516 

87,162 

BANK LOANS AriDOVERDRAFTS 
TAXES PAYA6LE 
TRADE CREDITORS 
OTHER CREDiTORS 
ACCRUALS AND DEFERRED INCOME 

TOTAL CURRENT LIABILITIES 

(AMOUNTS FALLING DUE WITHIN ONE YEAR) 

7 

8 

11,171 
7,283 

16,709 

3,106 
67 

38,358 

0 

(16,008) 

11,173 
7,283 

16,709 

19,114 
87 

54,366 

NET CURRENT ASSETS 

TOTAL ASSETS LESS CURRENT LIABILITIES 

40,920 

121,914 

32,796 

126,294 

BANX LOANS AND OVERDRAFTS 
LEASE LiABILITIES 

LONG TERM LIABILITIES 
(AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR) 

7 0 

0 

0 
(12,354) 

0 
12,354 

12,354 

PROVISION FOR LIABILITIES AND CHARGES 9 1,334 1,334 

CALLED UP SHARE CAPITAL 
RESERVES 
RETAINED EARNINGS 
PROFIT AND LOSS ACCOUNT 

CAPITAL AND RESERVES 

10 
11 

0 
120,580 

0 
0 

120,580 

3,020 

9,768 

0 
117,560 

(9,768) 
4,814 

112,606 

CAPITAL, RESERVES AND LONG TERM LIABILITIES 121,914 126,294 



Guitar Market in U.S.
 



The Ever Resilient

GuitarMarket
 

The bad news is, after an eight year run-up, it 
finally appears as if guitar sales have peaked. The 
final data for 1990 has vet to be compiled, how-
ever, all indications are that sales will be slightly' 
off the 1989 peak of 1.380,000 units. The good 
news is that even with the slight unit decline, 
1990 will rank as the second best guitar sales year 
in the past decade. Furthermore, due to hefty
price increases on instruments from Japan and 
Korea, the industry's dollar volume will probab-
ly be over last year's dollar volume. 

The exact cause of the slight sales decline oi 
the past twelve months is difficult to pinpoi 
While the guitar remains at the forefront 
popular music, it appears as if some retail 
trimmed their inventory out of concern for t 
future direction of the economy. Adding to t 
problem. many U.S. guitar distributors we 
faced with acute product shortages. Due to 
dramatic increase of guitar sales throuito 
Asia, the major factories inJapan and Korea ha
been struggling with a large back-order situatic 

S., k
..,-


dr1 
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41 

While the industry has pe-
riodicallyv faced shortages 
of acoustic guitar.', 1990 
represented the first time in 
memorv when the supplies 
of low-end electrics from 
the Orient were tight. 

Despite the sales decline, 
dealers continue to rate the 
guitar near the top ofthe list 
in terms of profitability. 
(see chart) In a targeted 
telephone poll of 100 retailers in both urban an 
rural areas, guitars were ranked second only to 
rental band instruments in terms of gross margin. 
Percussion products, synthesizers, and pianos all 
traied the guitar. Reasons for the guitar's 
profitability seem to include, a lack of ob-
solesence, limited mail order competition, and 
the facc that individual instruments are often 

7 

i 	 unique. As one retailer put 
it, "If a customer falls in 
love with a guitar that you 
have on display, chances 
are he won't shop you to 
death on it. You can't say 
the same for electronic 
products." 

Barring some 
catastrophe, the future 
prospects for the guitar in
dustry continue to look 

bright. Despite the recent spate ofprice increases, 
the industry's product value level remains at an 
all-time high, the instrument's popularity does 
not show any signs of waning, and, it would 
appear that well heeled baby boomers are buying 
high-end product in increasing numbers. Adding 
to all of the above, retailers continue to make a 
good profit on all guitars sold. 
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GUITAR MARKET REPORT
 

G itars 1991
 
4n Oveniew OfThe Market

S 	 tung by the recession, guitar 
sales will post their second The U S r M arket 
consecutive unit decline in
 

W991.
%Vhile no one enjoys a down 	 _ a-ear. retailers and ranufacturers can 't ft. Ke * kWUpffVamAilw A swaai 
ake comfort that the 9% dec!.rne
.vasn't more severe. Consider the 1,015,199 
)iinht of the auto makers (U.S. sales Ilk""46,234 

lo n 22%.r ), home appliance manu
'acturers (U.S. sales down 19%), or 198 9, 
leparrment stores (sales down 17%).
While no manufacturers or retail

rs have escaped the recession 
ompletely unscathed, the impact 
as been far from evenly distributed. 
\ challenging environment tends to 

1987 :7 
:'. 573,731 

519,852 

.ccelerate market trends, and the 
urrent slowdown has been no ex-i 
eption. Over the past two years, in 
pite of e\tremelv attractive pricing,
le market has increasingly moved 
way from products with lesser
now n brand names. 
l,::reased competition has forced 
restigious manufacturers like 
ender, Gibson, and Charvel (to 

I 

1988 
1988 

1989 

5 

716,619 

g 

4,323 

"

1,278,55 

1,335,547 
-

ame just a few) to market low
riced instruments from the Orient. 
he presence of these desirable 
rand nrnes at lower price points 
as taken its toll on low-end distribu-
)r sales. Retailers reason, "Why 
uv a Brand X guitar from the local
,holesaler Mien I can get some-
iing with a name customers 
,cenize for only S25 more?" 

1 

1990 
c33,12 

=,8 
570,210 

5 

1,292,30 

1,175,020 

The recession has also had little or 1991 529,70 
o effect on the performance of U.S. 
ianuracturers, thanks to a burgeon
qg export market. Rock and roll What is most encouraging, however, is the continued:mains a U.S. creation, and the rest of the world thinks it popularity of the guitar. Playing styles and music tastes are)unds better with American-made guitars. As a result, in a constant state of flux, but the expressive capabilities of.S instrument production incieased aLain in i991. the plucked string seem to have a timeless appeal. PerhapsIronically, the market slow-down has had liale or no ef- guitar pioneer Les Paul summed it up best when he noted,:ct on the sale of high-end guitars (retailin, for over "Synthesizers and electronics are ereat. 	but I kiss the-WO. 	 Manufacturers and retailers almost uniformly re- behind of Gene Autrv's horse the day anvthing takes theart iteadv sales inthis segment of the market. place of the guitar." 
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Who Makes What
 
lou Can'tKeep Track Of The Players Without A Program 

Ever since Japanese manufacturers displaced Harrronv 
and Kay as the preeminent high volume guitar maker ini the 
late sixties. Asia has been home to over 70% of the world's 
guitar pioduct,-., lapanese guitar makers initially entered 
the U.S. market offering fabulously low prices. (U.S. 

for Japanese acousticwholesalers paid between $5 and $15 
2uitars in 1968.) Todav however, any retailer or player will 

attest to the fact that Asian mnufacturers offer excellent 
quality, as well as a good price, 

Aside from forcing Harmony and Kay into liquidation by 
1975, Oriental manufacturers also dramatically altered the 
monv. Kav, and all other U.S. guitar manufacturerscnature of the guitar business. Between 1940 and 1960, Har-

monyal Ka. ad .S.guiar mnufctuersoter a singlemarketed their instruments underproduced and 
most leading Oriental manufac-brandname. By contrast, 

turers have operated merely as contract production houses. 
leaving product development and the sales and marketing 
function to others. Companies like Fujigten Gakki. Terada. 
and Saehan are all major guitar producers, yet because they 
don't market under products under their own brand names. 
they are virtually unknown among US retailers and players. 

While retailers or musicians knew with certainty that a 

Harmony guitar came from the Harmony plant in Chicago. 
there is no such certainty today. A brand X guitar could 

conceivably come from any of 16 major production centers 
in Japan, Korea, or Taiwan. 

To shed some light on which guitars are made where, the 

following chart lists most of the major Oriental guitar
anmes that thetroduc.mfacusn her 

manufacturers,and the brand names that they produce.
 

Atlansia 
Atlansia 

Kawai 

Femandes 
Kawai 
Rockoon 

Cort 
Cort 

Hohner 

Kramer 

Japan 

Chu Sin Gakki ESP FujigerrGakki Headway Kasuga 
ESP Casio Riverhead BladeCharvel Tune
Focus Fender 

WashburnKramer Greco 

Morris Shimokura 
Hurricane Boss Axe 
Fender Chandler 
Morris Mosrite 
Bill Lawrence 
Aircraft 

Korea 
Saehan Samick 
Applause Aria 
B.C. Rich Epiphone 
Celebrity Hondo 
Fernandes Marathon 
Ovation Samick 
Vester Vantage 
Westone Washburn 

YamahaIbanez 

Heartfield
 
Squire
 
Westone
 

Terada Takamine Tokai Yamaha 

Aria Takamine Aria Yamaha 
Epipohone 
Terada 

Young Chang 
Fender 

Fenix 
Hurricane 
Morris 
Squier 

Greco
 
Tokai
 

F_ 
i Taiwan
 

Yamaha 
Yamaha 
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CREMONA 
interview Feedback 

United States 

Interviews 

" Samick Music Corporation - specialist guitar distributor 

" Guild Guitars - national guitar distributors 

" Guitar Center - national guitar retailer 

" Yamaha Corporation of America 

" Midwest Musical Instuments 

Overview 

• Market Size 

Nylon/Classical $2 million flat 

600,000 unitsNylon Folk 

Steel String 
500,000 units 

"Nylon 'not reliable', most people only sell steel string"
"Guitar sales have peaked" 

Imports losing out to low-price baded g'itars by well-known manufacturers 
- i.e. Fender, Gibson, Charvel 

"US domestic gearing up for first time since 1960" 

* Major Supplicrs 

- Taiwan
 
- Japan
 

KOFR(JSL'o1S1.q1/ 
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CREMONA 
Intev: 

United States 
(Cont'd) 

-"RICE RANGE - KEY SEGMENTS 

NYLON STRING 

$ 50-	 100 "Intro" 30% Declining$200 - 300 "Basic" 50% Growth in all$800- 1,200 "Professional" 15 - 20% 3 segments 

STEEL 	STRING 

$ 50- 100 "-" -" 30% 20-30%$200- 300 "'"--50% 
20%$800 - 1,200 -- "-- 15-20% 0-5% 

MAJOR SUPPLIERS NYLON AND STEEL 

* Kaman - US film 
- US, Japan, Korean manufacturing 

• Yamaha 
- Japan, Korean manufacturing 

* 	 Alvarez - US Company
 
- Japanes manufacturing
 

"These three absolutely dominate the market for acoustic guitars" 

"Alhambra from Spain is key manufacturer of classical guitars to the US" 

KCREFS1z.D51.9Ul 2 



CREMONA 

United States 
(Cont'd) 

DISTRTBUTO,
 

Players 

This is a list of musical instument distributors in the US who specifically mention guitars asa product description or in their names. 

Company Sales 
Telephone

NaeDollars -Citv Nuber 
Samick Music Corp 30,000,000
Wesheimer Corporation 

City of Industy 818-964-470016,000,000 Worthbrook 708-498-9850Kramer Music Products Inc 5,000,000 Neptune 908-922-8600A R Musical Enterprises 4,000,000 IndianapolisClass Axe, Inc 317-545-2484
3,000,000 WarrenTone-King Corp 908-271-3395
1,000,000 West Babylon 516-643-8333Bryan, Bob Enterprises Inc 700,000 Fort Worth 817-237-6039ESP Shibuya Enterprises 700,000 New York 212-819-1234C&R Guitar 650,000 TulsaGuitars Inc 918-747-1407
600,000 Chicago 312-644-4464L&L Sales Company Inc 400,000 Madison 615-868-6976
Lazar's Guitars Inc 260,000 Wonder Lake 815-728-0455
Roblar Enterprises, Inc 240,000 Bridgewater 908-707-9191Roscoe Guitars 240,000 GreensboroSchoales Guitars 919-274-8810
175,000 BurlingtonHartman WendeU 802-862-2116
89,000 TullahomaD'Angelico-D'merle Ltd 615-455-6702
36,863 Farmi, :ale 516-293-8733
Texas Guitar Products 7,500 Dallas 214-943-5020 



CREMONA 
Tnteriew Feedback 

United States 
(Cont'd) 

DITSTRTBTION (cont'd) 

0 Players 

The following list shows US musical instument distributors by sales size, for the top twenty. 

Company 

Yamaha Corp of America 
Kawai America Corp 
Samick Music Corp
Korg USA Inc (del) 
Coast Wholesale Music 
Midwest Musical Instr Co 
Hoshino USA Inc 
Leblanc, G Corporation 
Hermes Trading Co, Inc 
Westheimer Corporation 
1MS Musical Supplies, Inc 
McAllen-American Corp
Haas, L Co Inc 
Sahlein, J M Music Co Inc 
Fischer, Carl Inc of Boston 
Mbt Distributors Inc 
Boosey & Hawkes/Buffet 
Davirt & Hanser Music Co 
Alex Musical Instuments 
Young Chang America, Inc 

Sales 
Do.lars 

660,000,000 
82,000,000 
30,000,000 
24,700,000 
24,500,000 
22,000,000 
20,582,026 
19,000,000 
16,000,000 
16,000,000 
15,128,096 
15,000,000 
10,000,000 
10,000,000 
9,700,000 
8,500,000 
8,500,000 
7,083,630 
7,000,000 
6,800,000 

City 

Buena Part 
Compton 
City of Industry 
Westbury 
Compton 
Effingham 
Bensalem 
Kenosha 
Mcallen 
Northbrook 
Staten Island 
Mcallen 
Hialeah 
Hayward 
Boston 
Charleston 
Libertyville 
Cincinnati 
New York 
Artesia 

Telephone 
. Number 

714-522-9011 
213-631-1771 
818-964-470G 
516-333-9100 
213-537-1712 
217-342-9211 
215-638-8670 
414-658-1644 
512-682-4341 
708-498-9850 
718-966-1192 
512-682-9502 
305-822-2300 
415-293-0388 
617-426-0740 
803-763-9083 
708-816-2500 
513-431-5000 
212-765-7738 
213-926-3200 

XCE1VFS 1.DOC1.91M4 



CREMONA
Inteniew Feedback 

United States 
(Cont'd) 

DISTRIBUTION (cont'd) 

" Vast bulk go through these distributors, very little direct delivery to retailer 

- Guitar Center notable exception 

" Agents are common, sell for matufacturer direct to distributor (ca. 50% of total) 

- Key advantages 

- - helps retailers/distributors with seminars 
- - explains, sells new products 

* 	 Physical Distribution 

. Delivery by manufacturer from abroad to central East or West coast site 

- Distributor/retailer takes over physical distribution to own internal US 
network 

MS i RIBUTION PRACTICES 

Terms
 

- Bulk purchases only, no small lots
 

- For $200 retail price, requires $100 maximum delivered price to distributor 

-- called confusingly in the trade a "50% mark-up" 

- Actual %-mark up varies based on volume, but nylon/classical guitars arelow volume and distributors will require significant discount 

K0:TUSJI M 1-91/5 



CREMONA
Inter'Jiew Fedback 

United States 
(Cont'd) 

ATTIUDE TO CZECHOSLOVAKIAN PRODUCTS 

Very positive, but nagging worry about quality and commercial reliability 

"Location of manufacture isn't important" 

"We only look at the product and its quality" 

"Czechoslovakian products will be judged the same way as a Japanese, on thequality of the instrument, not the country" 
"Musicians and salespeople 1iai to the product, if it sounds good and the price 
is right for the price point, we'll list it" 

"How will I know that I'll get reliable quality and consistent delivery?" 

"I would be looking for them to prove they could make a nsite quality guitarand neve let me down, that's what Far Eastern based companies give usbasically. No worries and a very high margin product" 

KEY SELECTION CRITERIA 

* Price Competitiveness 
- but not most important 

" Quality
 
-
 entry level criteria, no differentiation 

" Delivery Lead Tunes
 
- Very important
 

" Exclusivity 
- If desirable guitar, very attractive 

MFUSLIK E 1/6 



ACOUSTIC GUITARS FOR LESS THAN $100
 
US Total Imports
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US ACOUSTIC GUITAR IMPORTS
Guitars that value not more than $100 
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ACOUSTIC GUITARS FOR MORE THAN $100
 
US Total Imports 
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US ACOUSTIC GUITAR IMPORTS
 
Guitars that value more than $100 

6 Largest Importers 1990
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the 	market. E-Bilt to lay at-today' volume levels' it is brion and clean 
',.: in .al switch conbi.nations. '" 

* Newi introduced hollow body Sretsh models iriclude: thetWhite. ain both sincle and double cuLlt.wav: te Coun.tr-v Classic . in inle al 'nd 
double cutaw.jav: the Tennessee Rose; and the 	Nashville. The instr-ments 
hearken back to the 	Country Gentlemen models poOularized by Chat Atkins.and 	associated with tne Nasville Sound. These 	mdels e<actare replicas of,the vintaoe instruments played by artists including Roy Clark and George

* Harrison. 

New 	solid body models include:.Firebird.and 	 The Duo Jet, the Silver Jet, thethe 	Roundup. The new instruments feature *dual humbuckino 
pick-ups with volumoseparate controls, the trademark "6" tailpiece.
adjustamatic bridoe. and chrome and gold plated hardware. 

New 	 Gretsch acoustics include both 	 re-creations of vintaoe instrumentsand 	 several brand new models. The, prize of the grouo is the Svnchromatic,
first introduced in 1940. Georqe Michael currently records on a vintaqe 

.Svinchromatic. 

The 	comolete line of Gretsch ouitars will 
be on display at the
 
uccomina NAMM show in Anaheim.
 

PHOTO : IN ACOUSTIC INSTRUMENTS, Gret-ch is reissuinq the famous 
SvichromAtic. which firstwas introduced in the 40's. Georce Michael hasrecently been uSing a vintaoe Svnchromatic. 

FHOTO : THE CLASSIC GRETSCH White Falcon of the 50's has 	 been 
meticulously duplicated in the new line of Gretsch oulitars marketed by FredGretsch'Enterorises. Classic White Falcons have sold for 	as much as
E20, 000. 
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A.R. MUSIic.... Market To The jFirst Time Buyer 

- The -cenaric is all too ccmmon. A young teen purchases a auitar.

brinas it home, and dlsplavs it to a crowd of awed 
 friends. In tiis one
simale transaction. the voun buyer has done more than an'y advertisement
 

,'could hooe to accomplish in captivatino the musical interest of his
* 	 friends. "First-time buyer= are the lifeblood of the music indu-stry."
' states Tony Blair, president, Kay Guitar, Company, one of the nation's 
leadina 
suoolier= of student fret,tad instrument and music ccessories.
'Thev set the staoe for futlre purchases end are also major contributors to 

nutryProit-." Desoit t-e r"..ia:r:le they clay in the industr,.
first-time tLyers are 	often oierlooked bv retailers, accordino to Blair. 

firm, sells, 

first- tIiie buyers nationwide. closely tracks their needs and 


"l 	r which nerl, 50.00 instrument per vear to 
C'urch.sino
 

, 
 habit s throUch warrantv cards. "The informaticn that we have atnered over 
the year=- indicates a number- of cl'.:r trends. NJ-'elv. fir-tia' , 

... .. .... . .-.- .............. 
 ...................... 
 ............
 

r,,;,..........1 ..............
 



in i"t t I' n , t ":"-re• sold Vip" " ......... lar " 
 h± h-e,1LAnd the sales of first-time guitar- Are also accompanied ,, more accessory 
o Or ...... 

business than an,, steo-uo or hich-end sales.," e-plains Blair. The findinqs.which Blair areadmits basic. -hould be the cornerstone of a dealer'sentry-level guitar prcora,. I "Our results are clear. The crofit -ottential ofbeginner instruments is phenomenal when you factor in the accessorv salesand the new business cener-ated by your new Customers show.ng their guitars.".to friends'." he says. For this reason, Kay Guitar encourages its dealers
cultivate all areas of the 

to 
student cuitar market. 

Escalating prioes of imported guitars have taken a to1l on,,the studentar-It. 'The price increases we have seen from supoliers in the Far East 
are a direct result of rising wages, duties, and fluctuating currencies..-. _ _They are beyond our control, and we must learn to live with them.' Slair

:..-e'plains. Well-planned merchandising programs can 
minimize the impact of
these rising prices. "In the peak of the fall and Christmas sellina season.dealers often advertise a complete package for sale, including instrument,.:case, accessories, and amplifiers. 
:av dealers have found 
that these
.-. ,-.packaged promotions carry ahigher price than iLst the instrumen and can
often scare Customers away. "Blair reconmends that tha dealer offer thegitar only, at a fair price--one that has a marain consistent with those
found on higher-end instruments. "Once you get the sale, customers will be:...,back in a matter of days to purchase the additional hardware and .......... -'..accessories the.. may need. Your new buyers are
store the best advertisement yourcould ever hope tar. These peoole are your must important customers . ... and should be treated as such." 

* . .... lair. who now owns Kay, began his czreer 25 years ago as a musicretailer in downtown Chicago. He left retail 
in 1973 and became a sales
representative for Kay products in Indiana, Kentucky. Ohio, Tennessee, andsouthern Illinois. In the late '70s. Elair's parent company. A.R. Musical*Enterorises, acouired all the trademarks and patents of Kay Guitar. Basedin Indianapolis. the ccinoany emplovs 15 
inside sales representatives and
warehouses product 2in a modern . ")Ox-squtare-foot buildino. 
'For nearly a century, Kay guitar has been servicing the needs of .... first-time gulitar buyers. With over 70 -acoustic quita,'s, electric Quitar-s, 

. .,.,"electricbasses. amplifiers. mandolins. and banjos, from $59.95 to:.jretail. Kay has the Product needed $299to service this important seament of the 
:market. Kay's line is also highlighted witn an extensive line of cables andrelated products under the Cable Corp. and Ferformance Plus name=. 
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* Do Customers In Japan and New Norit Want the Same Guitars? 

For deadea th: ruances of c,. tmer taste hme ch l lanemanufacturers in the fretted instrument market. What is a best seller inJaoan is often a prescrinticn for disaster in the United States. Testimonv
to this truIsm .is tnte risino demand In th,- L'rited States for Fer ndei.iJoan . isa]i ar-. mdrn, 'hi,n ,:, e ,. th. , -s inc br inc in i.id . 
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mSl-an ui-ned in the U.S. ma1et for Year until reore-enta tive from C'. 'ar" .Castel luccio and Asociates redesioned the line for the U.S. market. 

"Our first move with the line involved trimino model_ from a

selection of nearly lt.' gLitars." ztates Gary CaatelluciO , mar-ketina

director for Fernande = Guitars U.S.A. "In J-10an, huge selection= are
important. whereas in the U.S. the, create confusion 'for tiia dealer. Afterthe line was reduced to a manaceatle level. Eieveral .1Jnnovati,e desiqn
enhancements were added to the cuitars for a more contemoorarv lock." Theline of Fernandes ouitars that is manufactured in Japan carries some of the:•.most competiti',e prices in the business todav. 

"We sell high-quality electric Quitar- that are built in Jaoan, and wesell them to dealers for the price of K'orean Quitars. Our value i-
excellent, second only to our s-ervice," Ca=tellucio says. "To besuccessful. we have to offer- a Customer service program that is as good or
better than any other in the industry today. In short, our prooram 
guarantees customer and dealer satisfaction. If there's a problem.

Fernandes is prompt to respond. Warranty service is an area wner-e promD t
attention to claims can make the difference. As a policy, we stock everyreolacement cart and 
all warranty claims 
or comolaints are handled end


* shipped same dav. We go the extra oistance when it comes to Settlino a 
problem, and it has won us the loValties of customer= and dealer' -

Fernandes offer= thress series of Cuitars: Vintace. Fevolver, and
Easses. The Vintage series guitar= re built tc the same s-iecificaticns
using the same materials as the oriminal. and retail prices ranae from $469 
to $565 (all prices include hardshell cases).
 

"The Fevolver series withouitars lockin' tremolos are available in a 
wide ranoe of configurations and retail from $5;5 to $i.175. Fernandes also 
offers six bass guitars retailina from in$500 to $959. 

PHOTO : SALES OF FERNANDES GUITARS hae increased in the U.S.. thanks 
to redesianed models and a
 

PHOTO : strono commitment to dealers and cLstomer service. PFi:tured 
a'ov_.,(l-r) are: Yatuse 

, PHOTO Saijo, head desion enaineer: V'oujirou Mcri, exoort mr.*: Gary 
Castelluccio. U.S. mkta. 

PHOTO dir.: Naovuki Ynaci=hima. bro. develooment: Terry Dennis.
 
U.S. service mar. : Minoru 

FHOTO Nacase, qen. mor. . Fernandes.
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suroe of interest in the guitar. and dealers seem to ti? se lina their 
products throuah very sLIccesSuIlv, althouah comoetition a- the 
,manufec tUrer level has never been tcuther." he avs. 

The remarkable comeback of aCOUSti: gUitars has been tr-ticularl, 
surprising. Like most players in the market. St. Louis MUSic is strucalinc 
to secure sufficient supplies of its AlvIarez and hiah-end Al-.'zre: Yairi 
guitars. Fresley attributes the resurgence in accustics to two basic 
factors. "A lot of former flower children of the sixties now hve cocd jobs 

.:and can finally afford to buy the gultar they always wanted. This crOuD1has 
contributed to the industry-wide surgqe in the sale cf hiah-end acoustics. 

.!*On the other end of the market, kidi are seeing more acoustic cuitars on 
.i.MTV. Lately we've been sellinq a large number of acoustics without 
. .soundholes.These guitars are putrchased almost eclusively by rock and 

rollers who want to amolify the instrument using the pie:o bridge pickup." 

J . - , 

Accoraing to Presley, the most important factor in selling acoustic 
.guitars successfully is to maintain an adequate inventory. This is 

particularly critical in selling hiaher-priced models. He states. "A lot of 
'dealers will stock acoustics only at Christmas: to sell them all vear lono 
You need a larger inventory. To sell hLah-end inztruments, you have to 

.. offer customers a number of differ-ant instruments to chose from. They need 
comparisons to help them make up their minds, and a laroe stock enhances 
the retailer's credibility." 

Competition in the electric guitar market is P.articUlarlv intense. 
P..,Presley observes. "Aside from the fact that there are more peoole in the 
market, little has changed in tne last five years. The market remains 
endorser-driven, and without a base of high visibility endorsers it's very 
difficult for a manufacturer to break awav from the oack." 

Presley observes that the market seems to te shiftino away somewhat 
from tremolo-equipped guitars. "The tremolos are still imocrtant. but we're 
selling an increasing number of guitars with a fi-ed bridoe." He also 
notices a move to instruments with smaller bodies and a shorter 24-3/4" 
scale. 

" .i, Striving to provide added value. St. Lui- Music sHbo-adjusts every 

* 

guitar orior to shipment. On all Alvarez guitars, frets are polished, the 
neck is adjusted, and the action is carefully set. Weetone electricsreceive a similar treatment. Presl - ex::elainz'. "As they say. you cnlv have 
one chance to make a good first i, ,/ression. We do evervtning pos-iole t, 
make all our guitars play well. Dealers ,like it because it really helps the 
selling process." 

PHOTO : HIGH-END ACOUSTIC SALES at St. Louis Music 
"aging flower children who 

haee been helmsd by 

S . 
f PHOTO : now have enough mone. 

companv'= Oriental-made guitars 
to afford a good Quitar"." All of the-

PHOTO : are adjusted and inspected in St. Louis prior to shipment. 

""_ 

PHOTO : ELEVEN SKILLED 

"and plav-test every Alvarez 
CUITAR TECHNICIANS adjust necks. oolisn frets. 

PHOTO : and Westone guitar. 
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GLitaru Market Report Retailers And Manufacturers Assess Cu'rrentCondi tions And Future Prosoects For the Global Market 

After a dismal start in the early '8(=, Quitar sales have cors roarino*,,back to near record levels, as indicated in the charts on the folloatinapages. The continuing popularit', of the instrument, i both its electricand acoustic incarnations, Is both a marvel and a blessin, to the industry. 

Guitars have had the longest run at the too of the popularity chartsof any instrument. In other words. over the oast two decades. inore people_,...have purchased guitars' than any other instrument. Guitars oenerate not onlysales, but unmatched profits. According to any sample of m.i. retailers.-with the exception of accessories- fretted in-trlments aenerate the hiohzst 
gross margins.
 

- " , A strong marketmanufacturina. has also stimulated a reSuroence in U.S. auitarThe acoustic and electric guitars, as we know them today.are Ameri:an creations, and U.S. qui tar makers led the world until the
.'.early sixties. By 1980. U.S.-based Litar manufacturing had shrunk-dramatically. Recently, however, the trend•,,manufacturers has reversed and even Japaneseare looking to start U.S. factories. 

Reality ha= a way of consistently disorovino 
the best forecasts. But.
at the risk of future embarrassment, we predict continued prosperity forthe guitar market. Guitars continue to occupy the forefront of popularmusic, and demand remains strong. Consequently. retailers should be able-rely on vibrant sales for the foreseeable future. 
to 

The prospects for manufacturers are not as clearcut. The recent orowthin guitar sales has attracted a swelling numoer of guitir firms, which hasresulted in unprecedented competition. As manufacturers vie for shelf space
.!,in the retail showroom, prices have.and retailer been pushed to new lows. The consumerbenefit from the improved product value, however. manufactLurerprofits suffer. 

In the followino Guitar Market Reoort. we anal'/is the ouitar market, 

. providing a look at several leading retailers and notable manufacturers. 
COPYRIGHT The Music Trades Corp. 19S9
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C.F. Martin Expands Guitar Plant 

C.F. Martin & Co.. e;xperiencinq a mini-bocm" in ouitarthe busirc-zs 
broke grcundS at its cn March 16 f r anNazareth. e'pan---nPennsylvania. plant by 1,)%. Thec that will in,-ra'=oe.,D'-,,r - o ad so.cain 
will be used as werehouse space for the conoan's line of imoorted auitars 
and acces--,rica. The 1.t,' project is e';oead to be comolete bv June 1. 

,. . . . -7 . ." '-'. ,. . , .. . ', .' . .> 'i , ' 



qol. t--S to 1artin- -C=f-atior, tnen, re.ell tne ir,.trumenis. 1neyv areof fersd as a IowJr-oriced alternative to the company'- .nain'Etav. the 
handmade acoustic .i tar.

Ac-ustic Quitars vre rising in -opularit/, an-: Chri- Martin, Dresidentand the artre -Cr--randon of the founder. Chri--tian Frederick
Ma:'P.ti'o. attributes the .I. ri.et str enqth to more musical orOUP-D Using the-imru:fnent a and irore t le.ision theme snoa music fe-aturine the aCOus tic

*u± t ar. "Cur business i=- uc 25% compared to last year-." Martin stated."That's a welcome chance from the hard times our company e-perienced in thefive-year-period beqinnino in ie0. ,when the recession cut into sales." 

Employment at the !S6-year-old company is 290. accord ino to Plartin."'About 7.5:;0 uitar_ were made last vear, and this year's output is expectedto be e.500':. 
 "If the aczd times continue." Martin said, "the compan' will
have to add extr- wareho,.sina space next year. More inventory storage space

is needed to re-pond gui-kly to market swings."
 

PHOTO: GROUlDBREAf.ING FOR MARTIN Guitar's 6.20:U-,gLare-foot addition,to be completed in June. From left are: Bob Hoch. v.p. and sec./treas.;
Chris Martin. Chairman, C. Hugh Bloom. pres.: 
and Pete Entstrasser.
production mag. The a.adtion. which will increase Martin's total 
soace by
10% will be used 9s war'ehous-e space for the coinoany's imoorteo ouitars andaccessorie-s.
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Hondo, the company thAt
rO decades ago, is-no % in cjuitI--adsw . . . . ,a ,Yuz~ to theback o t e worldw r d mmarketunders, in the hands of one of one its original

Le 
Jerry Freed, president of Freed International. Freed, who started
company in with1969 IMC co-founder Tommy Moore, has acquired rights to

,ebrand name frony International Music Company (IMC) and commenced
stribution of a complete line of fretted instruments in January 1991.
 
For much of the last 20 years, Hondo has been a leadi
itar market, accumulating sales in excess seller in the
of 3,00, dunits,"TheHono
rketing program in 1991 is virtually indistinguishable with the one of69 ... unbeatable price axjj value with a huge selection of models,"ated Freed. "Our manufacturing effort will also be supported by a
stribution system second to none in the 
industry." 
The Hondo line will
dlude dozens of fretted instruments retailing from $59 to $350 that boast
day's most Popular designs and features- "Our intent is
vel of pricing to to bring a new
the student guitar market," Freed said. "Our line will
comprised Of a huge 
 election Of guitars and,3t competitive pricesin the market today., 

in short, will 
offer the
Market conditions today
:ket non-existent
:Sely

is
mimic

allbutthose of 1969 when Freed first launched Hondo. "The studentea and Japabut non-existe X 1 : ~ ± au c e od "hetoday," t d nFreed stated. "Spiraling costs inced most manufacturers and distributors to raise
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nheir guitar prices well beyond the reach of most first-time players."
Looking to change the pricing structure of today's guitar market, Freed has
iligned himself with several manufacturers in the Pacific. "Having spent
nuch of the past 20 years in the Orient, I'm well acquainted with the
apabilities of various guitar producers. In the group of 
factories Hondo
4ili work with, each has a track record for building guitars of unsurpassed

talue. In these factories, we 
will build the freshest and most appealing
lesigns reflecting what today i buyers want. I fully expect Hondo to be the
iumber one selling distributor guitar in the world by 1993."


Named after Hondo, Texas, a small, aggressive hill country town, Hondo
;as launched in 1969 following a joint-venture agreement between IMC and
3amick. Under the terms of the agreement, IMC would supply Japanese
)roduction technology and marketing expertise to the fledgling Korean
juitar and piano maker in exchange for exclusive distribution of
;amick-produced guitars. Freed's and Moore's company, IMC, invested more
:han $250,000 and brought 65 engineers and workers from Japan to staff the
 
joint venture.
 

Bringing a new level of quality from Korea, Hondo rapidly established
listribution throughout the world. By 1972, 
Hondo had 14 U.S. distributors
 
ts well as representatives in 27 countries. By 1979, 
Hondo had 376 models
)n its price list, and its line closely followed the latest styles of all
 amous brands. "In 1991 we will follow the guitar market with the same
,igilance that we did back than. Our customers 
can be assured that our
lerign staff will be on 
top of the market and aware of all the popular

;tyles," 
said Freed. In the mid-'80s, Hondo sales dropped following IMC's
tcquisition of Charvel/Jackson. Freed explained, "It's difficult to try to
)e everythinq to everyone in the guitar market. You can't Vo after the
)ro-player with direct to dealer sales and satisfy the beginner with sales
hrough distributors at the same time. With Hondo now being sold by Freed
nternational, IMC has made a commitment to pursue the professional end of

:he market."
 

Freed International, 
a worldwide marketing firm, manufactures and
listributes Audio-Dyne microphones and accessories, directs worldwide
iistribution for musical instrument cases 
from SKB Case Corporation, and
iandles international and distributor sales of Horizon cables and
 
tccessories.
 

For more information on Hondo, write or call Freed International, 3906
;andshell Drive, Fort Worth, Texas 76137; 
(817) 847-5400. Fax: (817)

147-6319.
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Guild Re-focuses On Acoustic Guitars
 

Under New Management, Guild Steps Up Acoustic Production In The U.S.
 
Fourteen months ago, prospects for the Guild Guitar Company Were
.leak. Straddled by burdensome debt, excessive overhead, and an unfocused
marketing effort, the company defaulted on bank obligations and was forced
into Chapter 11. While "Chapter 11" is technically a court-ordered
restructuring, most music companies rapidly slide from Chaster 11 into
liquidation. On January 25, 1989, 
Guild was saved from extinction when
Thuck Faas acquired the company for $2.1 million. Now, with a conservative
ousiness plan and strong financial backing, the acoustic guitar company has
,right prospects once again.
 

A veteran of the industry, Faas has performed on keyboards

?rofessionally and has held a broad range of management positions. After
Leaving Sight & Sound Publications in 1982, he established Exclusive
4usical Products to distribute Casio keyboards to music retailers. Two
 
jears ago he acquired Randall Instruments, the California amplifer
nanufacturer that had been founded by Fender veteran Don Randall. Casio
-eyboards, guitar amps, and acoustic guitars may seem to have no
celationship, but for Faas, there is a common thread in each of his
:entures. "In each case, I felt that there had been an opportunity that had
)een overlooked by others."
 

In the case of Guild, Faas contends that few recognized the true value
.f the company's skilled workforce. He elaborates, "Throughout the entire
Dankruptcy proceeding, everyone was scouring Guild's books to locate and
ialue assets. People were arguing over buildings, inventory, equipment, and
receivables, but no one paid attention to what I think is the company's
3ingle greatest asset...its workforce." Since concludinV the acquisition,
Faas has concentrated on nurturing the craftsmen who build Guild guitars
ind on focusing the company's marketing and production efforts on the
iigh-end acoustic market. "We didn't make any drastic changes. Rather, we
lecided to concentrate on what we do best. We revised our production
3cheduling methods to make the factory operate more 
effectively, and we
lecided to adopt a marketing program that would include a selective dealer
ietwork to facilitate better gross margins."
 

With the possible exception of violins, acoustic guitars represent the
nost labor-intensive product in the music industry. Despite tremendous
efforts by manufacturers throughout the world, no 
one has been able to
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3ignificantly reduce the labor component in al 
acoustic. To make

inexpensive acoustic guitars requires inexpensive labor, which explains why
large-scale acoustic guitar production has moved from the U.S. to Japan, to
Korea, to Taiwan, in search of the cheapest labor. Similarly, to make a
high-quality acoustic g9uitar requires an extremely skilled 1abor pool.
 

Faas's acquisition of Guild coincided with a fortuitous change in the
Acoustic guitar business. To the surprise of many, the acoustic guitar has
Aade a tremendous recovery over the past two years. Chalk it up to changing

musical tastes, a "back to basics" movement, or a strong economy -
whatever the reasons, retailers and manufacturers are reporting gains in
 
their acoustic guitar sales.
 

While sales of Guild guitars in the U.S. market will account for less

than 1% of the industry's total unit volume, the company has a strong

worldwide reputation for building instruments of premier quality. Unlike
 nany consumer goods, American-made acoustic guitars have maintained their
lesirability throughout the world. Economic necessity may force some
juitarists to settle for a less expensive instrument, but, deep dbwn,
Bveryone seems to want an American-made acoustic guitar. The root of this
appeal is argued by many, but according to Willie Fritscher, Guild's plant
nanager of 18 years, "The desirability of American-made acoustic guitars is
i direct function of our raw materials and worker attention to detail."
 

Fritscher maintains a strong allegiance to his company but is also
quick to point out that the products of his native competitors like Martin,
raylor, and Ovation "outclass" and "outperform" the foreign competition. He
axplains, "It's 
the small things that make the difference in the sound of
The instrument -- how we choose our raw materials, how we brace our
instruments, and how we physically construct 
a guitar. There are no

shortcuts that allow you to mass-produce high-quality acoustic guitars."
Guild's 50,000-square-foot factory in the ocean resort town of
 
gesterly, Rhode Island, employs 60 and is equipped with a few automated
nachines and a variety of specialized presses and jigs. The plant, which
 aas 
been in the same location since 1967, houses all shipping, wareho sing,

and manufacturing operations for the company. Administrative and sales

Eunctions have been consolidated into Guild's parent corporation, Faas
 
2orp., in New Berlin, Wisconsin.
 

The direct production of a guitar proceeds at a relatively bkisk pace,
taking several weeks. However, before production can begin raw materials
 
nust be properly prepared and seasoned, a process that can take up to three
 
ears for certain woods. "One of the keys to a high-quality acoustic guitar
s the wood from which it is constructed," explains Fritscher. "Sitka
 
spruce, mahogany, curly maple, and rosewood go through an 
extended drying

period in a series of kilns at our factory. All the woods must have a

ninimum of water content before they can enter the manufacturing process."
 

Because high-quality woods are so critical to guitar production, the
:ask of procuring raw materials is a major management challenge. "These are
iot woods that you can buy at your local hardware store. You need a broker

4ith contacts all 
over the world, a person who is capable of finding just
what you need," states Fritscher. Sitka spruce, which is used for the top
Df the guitar, must be of a perfect natural color and have 12-17 growth
rings per inch. Although Sitka has applications limited to airplahe

propellers, piano soundboards, acoustic guitars, and ladders, it is
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oecoming increasingly difficult to find. 
"Straicht-Vrained, natural-colored
Sitka is becoming rare. The sources have been diminished, so we have to
plan for the future and secure as 
large a supply as possible."
 

Sourcing difficulties are 
not limited to Sitka spruce. Fristcher adds,
The current political unrest in Sri Lanki could disrupt our primary source
for rosewood. And mahogany from Brazil is harder and harder to come by."
rhese considerations result in what many would consider an excessive raw
materials inventory. "Bankers want to know why we can't turn our raw
materials eight times a year like auto companies. The nuances of building a
guitar get lost on them," Faas explains.
 

Once raw materials have passed the scrutiny of Fritscher's watchful
eye, they are released to the neck and body department. Necks are shaped on
a bandsaw from solid blocks of mahogony, while the body is pieced together
from meticulously matched strips of rosewood. The top ys shaped out of thin
sheets of Sitka spurce. Production equipment consists primarily of small
hand saws, routers, and a variety of jigs. Automation in the Guild plant is
limited to hydraulic presses that bend guitar sides and 
an automatic top
sander. "Acoustic guitars don't lend themselves to mass production like
electric iuitars. 
A numeric router and an automatic lathe can cut hundreds
of electric bodies and necks every hour without a single mistake. With of
acoustic guitars, there's no substitute for the skilled craftsman," says

Fritscher.
 

From shaping necks to joining guitar sides to bracing spruce tops,
virtually every assembly process at Guild is done by hand. Qualit
production requires visual confirmation of each step in the manuf cturi
process. Every worker is, 
in effect, a quality control inspector,
responsible for ensuring that the preceding manufacturing processes were
properly executed. These inspection skills are acquired only after years of

axperience.
 

Guild has accumulated a highly skilled pool of workers ever since it
located its plant in Westerly 22 years ago. The company was founded in 1952
by Al Dronge, a one-time music store owner, wholesaler, and professional
guitarist. When the Epiphone guitar factory folded in New York, he
recruited five of the company's top luthiers, installed them in a modest
loft, and beqan making Guild guitars. Guild grew and prospered during the
guitar boom in the early sixties. The company's success attracted the
attention of numerous corporate suitors, and 
in 1966 Guild was purchased by
Avnet, a large conglomerate with interests in electronic and auto parts

distribution.
 

In 1985, Avnet sold Guild to a group of Chattanooga, Tennessee,
investors who were unable to operate the company successfully. Under the
management of the investors, Guild was forced into bankruptcy in November
1988, having failed to meet payments on $1,300,000 in bank debts. Faas
altimately won a bidding battle for Guild that included several major
companies. "it was the skills of Guild's workers that attracted me to the
company. Their ability to build 
Ulgh-quality products has never been
questioned in the marketplace," stated Faas.
 

This year, Guild's workforce will produce approximately 5,000 acoustic
guitars and electric bases. Production of all solid-body electric guitars
was temporarily suspended after Faas bought the company. He explains,
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"We're examining our options in the market. Before we plunge in, We want to
be able to offer a unique and distinctive product." He adds, "We have no
grand Vlans...no imported electric guitar lines, no quickbuck schemes. Our
intention is to 
do what we do best: build the highest quality acoustic
 
guitars."
 

PHOTO 
: GUILD OPERATES A 50,000-SQ.-FT. facilit in Westerly, Rhode
 
Island. The company employs 60
 

PHOTO : factory workers.
 

PHOTO 
: GUILD'S NEW MANAGEMENT (l-r): Chuck Faas, president; George

Staleos, vice-president;
 

PHOTO : Willie Fritscher, plant manager.
 

PHOTO 
: 1. Quality guitars require quality woods. Mahogony, rosewood,

and spruce are all carefully
 

PHOTO : seasoned in humidity-controlled rooms prior to the
 
manufacturing process.
 

PHOTO : 2. Hydrualic presses and heat are utilized to bend rosewood
 
strips into the sides of the
 

PHOTO 
: guitar body. The presses are one of the few mechanized devices
 
in the plant.
 

PHOTO 
: 3. A heat press is used to arch the back of a jazz guitar.

Guild's dreadnaught acoustics
 

PHOTO : have a flat back.
 

PHOTO 
: 4. Guitar tops are made from sitka spruce. After the tops have
 
been shaped and the sound
 

PHOTO : hole has been cut, they receive a precision planing. The
 
planing brings the tops down to a
 

PHOTO : precise thickness.
 

PHOTO : 5. Top bracing has a major effect on guitar tone quality. At
Guild, the spruce ribs are
 

PHOTO : affixed to the top by hand.
 

PHOTO : 6. The guitar top, back, and sides are joined together in a
 
specially designed jig. Bodies
 

PHOTO : are allowed to cure for several hours in the press.
PHOTO : 7. After coming out of the press, bodies are inspected and
then the binding is applied.
 

PHOTO : 8. Necks are shaped on a numerical router and then fine sanded
before being glued to the
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PHOTO : body.
 
PHOTO : 9. Bodies are carefully hand sanded before being mated with
the neck. Imperfections are
 

PHOTO : identified and filled.
 
PHOTO 
: 10. After the neck is glued to the body, fret boards are


Tasked, and the tone hole is
 

PHOTO 
: covered prior to finishing.
 
PHOTO : 11. 
Guitars are stained in the first step in the finishing


process. Stain is applied by
 

PHOTO : hand.
PHOTO : 12. 
Stained guitars are then sprayed with lacquer in a
climate-controlled environment.
 

PHOTO : 13. 
Guitars receive extensive buffing and polishing after the
spraying process.
 

PHOTO : 14. 
After the finishing process, the frets and fretboard are
polished.
 

PHOTO 
: 15. All guitars receive 
a thorough hand polishing and
inspection before the strings,
 

PHOTO 
: bridge, and hardware are installed.
 
PHOTO 
: 16. The final step in the manufacturing process is a
comprehensive quality inspection and
 
PHOTO 
: play test. Cosmetics, action, and overall tone qux0i y x9e
cx9eful+ evaluated before
 
PHOTO : instruments are shipped.
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salesman from Radio Television Equipment Corp., stopped by the
Fender factory. As an electronic parts 
 distributor 
, Radio Tel supplied
 

\. 
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Fender with tubes and various other components, and Randall wante' to see
 
...Fender's guitars and amps and persuaded Leo to appoint Radio TbI
national 
 distributor 
 as the
of Fender guitars and amps. The same year, Fender
introduced his first electric gui.tar. Equipped..,and Don Randall severed
relationships with Radio Tel and set up Fender Sales,
distribution 
 an independbnt
company to handle all products manufactured by Fendor
Electric Instruments. After tle split, F.C...
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DESCRIPTORS: 
... Guitar -

.Moore, has acquired r*ghts to the brand name from International
Music Company (IMC) and commenced distribution

fretted instruments in January 1991. 

of a complete lihe of
 
•..huge selection of models," 
stated Freed. "Our manufacturin 
effort
will also be supported by a 
distribution
industry." system second to none Yn the
The Hondo line will include dozens of fretted...existent today,"
Freed stated. "Spiraling costs in Korea and Japan have forced most
manufacturers and 
 distributors 
to raise their guitar prices well beyond
the reach of most first-time players." Looking...what today's buyers want.
 

I fully expect Hondo to be the number one selling 
distributor 
g4itar in
tho world by 1993.,,
 

Named after Hondo, Texas,
marketing expertise to the fledgling Korean guitar and piano maker in

exchange for exclusive 


a small, aggressive hill country...and
 
distribution 
of San ck-produced guitars. Freed's
and Moore's company, IMC, invested more than $25 0...staff the joit
venture.
 

istribution 
 throughout the world. By 1972, Hondo had 14 U.S.
 

Bringing a new level of quality from Korea, Hondo rapidly established
distributors 
as 
well as representatives in 27 countries. By 1979, Hondo
had 376 models on its...the pro-player with direct to dealer salep and

satisfy the beginner with sales through 
distributors 
at the sam6 time.
With Hondo now being sold by Freed International, IMC has made... pursue the
professinal Gnd of the market."
 

Freed International,

distributes 
 a worldwide marketing firm, manufacturep and
distribution 

Audio-Dyne microphones and accessories, directs worlwide
for musical instrument cases
handles international and 
from SKB Case Corporation, and
distributor 
sales of Horizon cables ahd
accessories.


For more information on Hondo, write or call Freed...
 
2/3 , K/3 
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09372952 DIALOG File 648: 
TRADE & INDUSTRY ASAP
*Use Format 9 for FULL TEXT*
Yamaha SGD 
division unveils new marketing campaign. (Synthesizer, Guitar,

and Drum Div.)


Music Trades v139 p80(2) Feb, 1991

SOURCE FILE: TI File 148
AVAILABILITY: 
FULL TEXT Online LINE COUNT: 
00054
Yamaha SGD division unveils new marketing campaign. (Synthesizer, 
Guitar


and Drum Div.)
 
Music Trades
 

...box."
 
A 23-minute video demonstrating the technical wizardry of the SY77
synthesizer has been 
distributed 
to dealers 
as a tool for training new
salespeople or as a demonstration tape for...
 

2/3,K/4

09192199 DIALOG File 648: 
TRADE & INDUSTRY ASAP
*Use Format 9 for FULL TEXT*
P.C. Rich makes 
 transition from distributor to manufacturer. (New Jersey
guitar factory)

Music Trades v138 p78(1) July, 1990
SOURCE FILE: 
TI File 148
 
AVAILABILITY: 
FULL TEXT Online 
LINE COUNT: 00066
B.C. Rich makes transition from 
distributor to manufacturer. (New Jersey


guitar factory)
 
Music Trades
 

DESCRIPTORS: 
... Guitar -

2/3,K/5

09007150 DIALOG File 648: 
TRADE & INDUSTRY ASAP
*Use Format 9 for FULL TEXT*
rhe ever resilient guitar market. 
(Cover Story)
Music Trades V138 p57(2) Oct, 1990

SOURCE FILE: TI File 148
 
ARTICLE TYPE: Cover Story
AVAILABILITY: 
FULL TEXT Online LINE COUNT: 
00037
rhe ever resilient guitar market. 
(Cover Story)

Music Trades
 
DESCRIPTORS: 
... Guitar -

...for the future direction of the economy. Adding to the problem, many
J.S. guitar distributors 
were 
faced with acute product shortages. Due to
a dramatic increase of guitar sales throughout...
 

2/3,K/6
08196505 DIALOG File 648: 
TRADE & INDUSTRY ASAP
*Use Format 9 for FULL TEXT*
rhe 
 music store that ate my brain! There are music stores that advertise &
promote 
... and then there's the House of Guitars.

Popyk, Bob
 
Music Trades v137 p84(4) Dec, 1989

SOURCE FILE: 
TI File 148
AVAILABILITY: 
FULL TEXT Online LINE COUNT: 
00167
... brain! There are music 
stores that advertise & promote 
... and then
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there's the House of Guitars
 
Music Trades
DESCRIPTORS: 
House of Guitars 
 Guitar -

...records, CDs, and tapes, but the truth is that the store iS alsorecord distributor that wholesales to smaller stores. Over 100,000 
a 

records arrive every week. 

The store has...
 

2/3, K/708013177 DIALOG File 648: 
TRADE & INDUSTRY ASAP
*Use Format 9 for FULL TEXT*quild re-focuses on 
acoustic guitars; under newacoustic management,production Guild steps upin the U.S. (Guitar 
Market Report) (company
profile)

Music Trades v137 p84(4) Oct, 1989
SOURCE FILE: TI File 148
ARTICLE TYPE: 
company profile
AVAILABILITY: 
FULL TEXT Online
Guild re-focuses LINE COUNT: 00165
on acoustic 


up acoustic 
guitars ; under new management, Guild steps
production in the U.S. 
( Guitar Market Report) (company
profile)


Music Trades
 
DESCRIPTORS: 
... Guitar -

...
management positions. After leaving Sight & Sound Publications in
1982, ha established Exclusive Musical Products to 
 distribute
keyboards to music retailers. Two years ao he acquired Randall 
Casio
Instruments, the California amplifer...Guild was 
purchased by Avnet,
large Conlomerate with interests in electronic and auto parts 

a
 
distribution.
In 1985, Avnet sold Guild to a group of Chattanooga, Tennessee,
investors who were unable...
 

2/3,K/S
08013173 
 DIALOG File 648: TRADE & INDUSTRY ASAP
*Use Format 9 for FULL TEXT*
Hartke's unique aluminum speaker cone. 
(Guitar Market Report)
Music Trades v137 p76(i) Oct, 1989

SOURCE FILE: TI 
File 143
AVAILABILITY: 
FULL TEXT Online 
LINE COUNT: 00037
f{artke's unique aluminum speaker cone. 
( Guitar Market Report)

Music Trades
 

DESCRIPTORS: 
... Guitar -

...an enclosure designed for the guitarist. Scott Goodman,
Vice-president of Samson, the U.S. 
 distributor
"The guitar market is 
for Hartke, explained,
more complex because there's not much of...
 

2/3,K/9

07933553 DIALOG File 648: 
TRADE & INDUSTRY ASAF
*Use Format 9 for FULL TEXT*
Retailer 
roundtable 
-
 who buys digital pianos and why;
digital piano buyer and detail 

retails profile the
successful selling strategies. (includes
profiles of six stores) (includes related articles)
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Music Trades v137 p66(5) Sept, 1989
 
SOURCE FILE: TI File 148

AVAILABILITY: FULL TEXT Online LINE COUNT: 00246
 
Music Trades
 
DESCRIPTORS: ... Brian Guitars 


..effectively, you need a good margin, but if 
 manufacturers don't
excercise discipline in their distribution , the margins will disappear,
and ultimately everyone will suffer." 

West Music Iowa City, IA
 

Appealing...
 

2/3, /10

07892175 DIALOG File 648: 
TRADE & INDUSTRY ASAP
 

*Use Format 9 for FULL TEXT*

Kawai 
reorganizes guitar distribution. (line of electric and bass guitars
will be distributed directly to dealers)

Music Trades V137 p26(2) August, 1989
 
SOURCE FILE: TI File 148
 
AVAILABILITY: 
FULL TEXT Online LINE COUNT: 00026Iawai reorganizes guitar distribution . (line of electric and bassiuitars will be distributed directly to dealers)
Music Trades 

COMPANY NAME(S): ... distribution 
DESCRIPTORS: ... distribution ; ...Electric 
 guitar --... distribution 

Kawai Reorganizes Guitar Distribution
 

...America Corp. has announced that its line of electric and bass
guitars will now be distributed directly to dealers by Kawai district
sales managers. Prior to the new 
distribution plan, Kawai guitars were
distributed by 
an independent sales organization based in Tennessee.

Widely known in the world of music...
 

2/3,K/11

07685735 DIALOG File 648: 
TRADE & INDUSTRY ASAP


*Use Format 9 for FULL TEXT*

Guitar Center's first 25 years: from afterthought to industry showplace,
the story behind one retailer's dramatic evolution. (company profile)

Music Trades v137 p102(9) June, 1989
 
SOURCE FILE: TI File 148
 
ARTICLE TYPE: company profile

AVAILABILITY: FULL TEXT Online 
LINE COUNT: 00244
Guitar 
 Center's first 25 years: from afterthought to industry showplace,

the story behind one retailer... 
Music Trades 

DESCRIPTORS: Guitar Center...Electric guitar --... Guitar -

...It" magazine to a list of 300,000. In addition, the %.ompany also
produces and distributes 
a Buyers Guide that lists new products and
 
specials.
 

PHOTO : RESPONDING TO THE GROWING DEMAND...
 
? t2/9/i1
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07685735 
 DIALOG File 648: TRADE & INDUSTRY ASAP
*Use Format 9 for FULL TEXT*
Guitar Center's first 
25 years: from afterthought to industry showplace,
the story behind one retailer's dramatic evolution. 
(company profile)
Music Trades V137 p102(9) 7une, 1989
SOURCE FILE: 
TI File 148
 
illustration; photograph

ARTICLE TYPE: company profile
AVAILABILITY: 
FULL TEXT Online LINE COUNT: 00244
SIC CODE: 5736
DESCRIPTORS: 
 Guitar Center--management; 
 Musical instruments industry-marketing; Electric guitar--marketing; Guitar--marketing
 

Guitar Center's First 25 Years
 
With 14 
stores throughout California, Chicago, and Minneapolis, Guitar
Center is one of the most potent retailers the music industry has ever
known. In an 
industry populated by small, single-store retailers, Guitar
Center's farflung chain is 
a model of internal systems and superior
organization. Each of the company's stores 
is characterized by dramatic
decor, effective displays, and extraordinarily diverse inventory.
Furthermore, the company's highly motivated staff of sales specialists-is
renowned for its ability to effectively move 
enormous quantities of
merchandise. Now celebrating its 25th year in business, Guitar Center
stands as 
something of an industry-wide inspiration, reflecting the
commercial opportunities to be had in retailing musical products.
 
The origins of Guitar Center date back to 1964 when Wayne Mitchell
stocked a small Hollywood storefront with an assortment of inexpensive
jobber guitars. At the time, Mitchell was the proprietor of the highly
successful nine-store Organ Center chain, and he was interested in
exploring new opportunities in the emerging music industry. 
For the first
few years of its existence, Guitar Center was hardly a major factor in the
Los Angeles retail scene; the store lacked major product lines like Fender
and Gibson, little promotion was done, and Mitchell devoted the majority of
his energy to his burgeoning organ business. Nevertheless, the store was
consistently profitable.
 

From Organs To Guitars
 

In the late sixties, as the growth in organ sales slowed and the
number of retailers increased sharply, Mitchell concluded that the best
days of the home organ business were over. Subsequently, he began scaling
back the Organ Center operation and devoted more time to expanding the
fledgling Guitar Center. By 1977, he had exited the organ business

completely.
 

In retailing organs, and automobiles before that, Mitchell had
achieved an enviable record, simply by offering a broad selection at
competitive prices and promoting heavily. Using the 
same basic principles
in the the music business, he spurred the growth of Guitar Center. By 1970
the store carried most of the industry's premier product lines and had
moved to a larger location on Sunset Boulevard. Two years later a second
store was opened in San Francisco.
 



FA<TO2N AS.SS -i: E7 -
 OEj1 1 F=,714 

October 13, 
1991 5:57pm Page 11
 

Aside from his innate abilities as a retailer, Mitchell had An uncannyknack for surrounding himself with talented individuals. In 1972 he hiredDave DiMartino to handle accessories and later to establish Guitar Center's
Artist Relations Division, which today services the "Who's Who" of the
music Industry. DiMartino, now vice-president, handles corporate
development and site location. In 1975 he hired Ray Scherr and in 1978,
Larry Thomas. With this strong management team in place, the pace of Guitar
Center's expansion was increased. Stores were added in San Diego, Santa
Ana, Covina, Sherman Oaks, Lawndale, San Jose, and Oakland, California. In
1979 the company ventured out of California for the first time, opening a
store in Chicago. Today, Guitar Center's Chicago operation has been
expanded to three stores. Most recently, the company opened a new store in
Minneapolis as well 
as a specialized high-end pro audio store in Hollywood
called "Integrated Audio Sales."
 
Joining Guitar Center represented a natural career transition for
Scherr and Thomas, both of whom had spent several years at Buegeleisen and
Jacobson, serving as wholesale jobbers vendors to Mitchell. In 1975, when
B&J closed down, Scherr approached Mitchell about going into the wholesale
business together. Mitchell wasn't interested in wholesale, but he
persuaded Scherr to join Guitar Center. Two years later Scherr encouragedLarry Thomas to 
join Guitar Center at its San Francisco store.
 
Marty Albertson came to Guitar Center in 1979, 
when Thomas hired him
as a salesman for the San Francisco store. Albertson had dabbled in
advertising and music and had wanted to get involved in the music irdustry.
 
Salespeople Are Made
 
Wayne Mitchell died in 1983. 
Today Scherr serves as president, Thomas,
Albertson, and DiMartino are vice-presidents, and the company is
additionaly staffed by a superb loyal management team. Despite the passing
of the Mitchell, little has been changed in the company's overall approach.
Scherr comments, "Wayne was a natural retailer, and we all learned a great
deal from him. His fundamental approach to promotion, personnel, and
general management proved very successful, and we have held to the same
course."
 

The single most important ingredient in Guitar Center's success
chain's 400 employees. Scherr is thecomments, "No matter how big you get, you
still have to sell musical products one at a time. And to do that
effectively, you need seasoned, professional salespeople." He adds, 
 "I heara lot of people say I can't find good people for my store.' 
We feel that
you Just can't wait for qualified people to come to you. You have to
develop ther yourself." 
To create effective salespeople, Guitar Center
maintains a rigorous training program. Three to four sales meetings are
 held every week at each of the 14 
stores, and attendance is mandatory for
all employees. The meetings cover a host of topics, ranging from the
fundamentals of selling to how to best handle customer needs.
 
As a result of this training effort, Guitar Center's sales team is
100% homegrown. Rather than recruit salespeople from competing stores, the
company prefers to cultivate its own personnel. Thomas explains, "If people
have integrity, common sense, and are 
willing to work hard, we can train
them to become good salespeople, and they become part of our team. If you
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Just hire people whose band broke up,

consoles, you'll 

or who love to play with mixing
never have an effective sales staff."
 
Guitar Center also maintains a strict "Promote from within" approach.
Each of the 14 
store managers and the regional managers begn their career
with the compnay selling on 
the retail
Promotions within the company are 

floor and worked their way up.
based on performance and not seniority,
and before advancing to a higher position, employees are required to train
their replacement. Thomas states, "Promoting from within has helped us
maintain company loyalty and dedication. We offer people a real long-term
career opportunity in music retail, which is a rare thing."
 
Specialization Is Vital
 
The Guitar Center stores 
are carefully designed to 
facilitate the
selling process. Ranging in size between 8,000 and 20,000 square feet, all
of the stores 
are divided into distinct departnents for guitars, drums,
keyboards, software, sound re-inforcement, and recording equipment. The
departmentalization 
came 
in the early seventies as the company evolved into
a full-line music retailer. All salespeople are also assigned to a specific
department. Thomas explains, "With the tremendous amount of product on the
market today, we've found that it's next 
to impossible for a salesman to be
knowledgeable on, say, both drums and keyboards. We train our salespeople
to be specialists in specific product areas."
 
The most striking aspect of each of the stores is the vast amount of
inventory that is 
on display and accessible to the customer. Scherr
comments, "A huge display is 
essential. We've found that if you want to
draw people into your store, a broad selection is
prices. The opportunity to be able to see 

as important as our low
and try every instrument in the
Gibson guitar line, for example, is exciting and fun for the customer. It's
the kind of experience that keeps people coming back."
 
Marty Albertson adds, "Keeping merchandise out in the open where
customers can handle it is an expensive proposition. Stuff gets stolen, and
guitars get scratched up occasionally, but it's 
a necessary cost of doing
business. If people can't easily try things out, you won't be able to sell
as effectively."
 

Guitar Center is known throughout the industry for its willingness to
buy in large quantities; however, few are 
aware of the exhaustive planning
that precedes each major purchase. Thomas explains, "If you want to buy in
large quantities, you'd better figure out how you're going to sell the
stuff before you issue a purchase order."
plays An aggressive promotional effort
a major role in generating sales at Guitar Center. While the company
makes occasional use of radio advertising, direct mail represents the bulk
of its advertising activities. Each month Guitar Center mails out a 24-
48

to
-page "Buyers Guide" listing new products, sale items, and various
promotions, to a mailing list in 
excess of 300,000. On a quarterly basis,
the company produces a slick full-color magazine called "Rock It. 
 While
the Guitar Center Buyer's Guide is primarily a listing of products with
little text, Rock It is 
an elegantly produced feature magazine containing
interviews, extensive product reviews, and general features on music and
musicians. Thomas explains, "The two publications work well together. The
Buyer's Guide helps generate immediate business, while Rock It builds our
image."
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The Rockwalk Event
 
Direct mail advertising is augmented by a creative public relations
effort. Guitar Center's management is forever thinking of creating events
that will call attention to the store. For example, management created the
concept of a "Rock Walk." 
Musical luminaries including Eddie Van Halen, Les
Paul, Remo Belli, Bill Ludwig Jr., 
and Jim Marshall placed their handprints
in concrete at the entrance of the store at 
a lavish grand opening
ceremony. The late C.F. Martin III, patriarch of the Martin Guitar Company,
was too ill to attend the ceremony, so Guitar Center sent Don Kelsey,
district mana er, a
to Nazareth, Pennsylvania, to get Martin's handpr nts in
concrete for 
 fnclusion in the Rock Walk. Subsequently, the event received
unprecedented local and national publicity. In addition to coverage in all
the Los Angeles newspapers, radio stations, and television stations, the
story was carried by all the major wire services. Today, with close to 40
inductees, the Rock Walk is 
a Hollywood institution.
 
In another instance, Guitar Center helped establish a Guinness World
Record by sponsoring the longest continuous guitar performance; the Chicago
store stayed open for 12 
days straight, without closing, for the event.
While the majority of Guitar Center's events have a specific commercial
purpose, company management makes an 
effort to make a positive contribution
o the musical community. When drummer Mark Craney needed a kidney
transplant, Guitar Center co-sponsored the fund-raising event. 
On a regular
basis, the store stages product and information clinics. Some clinics
include such institutional topics as 
fundamentals of copyright law and
nusic publishinq.


feel 
"We derive our income from the musical community, and we
an obligatyon to give something back to the community," explains
Scherr.
 

Profitably operating 14 
stores requires solid internal controls, and
3uitar Center is something of an industry model. One of Wayne Mitchell's
legacies at the company is an 
overriding cost consciousness. Scherr states,
"We know the difference between luxuries and necessities, and we do
everything we can to keep our overhead to 
a minimum." To accurately monitor
sales and inventories, Guitar Center has been developing an 
elaborate
noint-of-sale computer system that makes it possible to generate
store-by-store sales and inventory reports on a real-time basis.
 

What's Not Selling?
 

"Turnover rates vary significantly from product to product, so an
overall 
turnover figure is not that useful in analyzing your inventory,"
axplains Scherr. "We constantly compare present sellinq rates with past
sellinV rates. 
if a product used to leave the shelves in 60 days, but now
is taking 90 days, 
we take a hard look at 
it. We are as concerned with
what's not selling as we are with what is selling."
 
A policy of limiting product lines also facilitates inventory control
at Guitar Center. Scherr elaborates, "We don't try to carry everything. We
iave a limited number of lines that we support heavily. You simply can't be
ill 
things to all people. We believe strongly in loyalty to our suppliers;
it makes good business sense. Our philosophy is similar to an auto dealer's
Approach; he doesn't switch from Ford to Chrysler because one of them had a
3ad product line-up one year, and neither do we." 
He adds, "You don't
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always need the biggest or most successful product lines to do well
retailer., as a
 

Guitar Center's expansion throughout California, and more recently in

Chicago and Minneapolis, has been meticulously planned and executed.
Testimony to the effectiveness of this planning is the fact that the

company has never 
retreated from a market it has entered. In selecting
potent.al markets for establish-in 
 stores, Guitar Center pays little
attention to the general competitive climate and instead analyzes
demographics and cultural character. Explaining the rationale behind the
 
recent move 
into Minneapolis, Scherr comments, "We felt that Minneapolis
arts-oriented 

was a good site for a Guitar Center store because it is a very
area. 
There's a lot of creativity in the city and a good
demographic mix, which we 
felt made an opportunity for us."
 

Scrap The Crystal Ball
 
Well trained personnel and clearly defined policies have also played a
 

critical role in Guitar Center's successiul expansion. "Some dealers make
 
the mistake of opening a new store and then worrying about staffing it. We
 
never open a new store before we have the staff lined up. A store can be

only as good as 
the people running it," 
asserts Scherr. "You also have to
 
clearly lay down your policies and overall operating philosophy. People
need a clearly defined framework in which to be successful."
 

In assessing technology and its future impact 
on
Guitar Center's management takes something of a "wait and see" approach.
 
the music industry,
Instead of attempting to predict the future,
effectively satisfy customers' immediate needs. Albertson elaborates,
 

the company tries to
'Eighteen months ago, we dedicated 1,500 square feet in each store to a
 
computer and software department. We never could have imagined five years
 
ago that we'd be selling computers and software. And right now I wouldn't

vant to try and guess what we'll be selling

adds, "The business has 

five years from today." Scherr
never changed overnight. 
it moves gradually.
listen to your customers and pay attention to their needs on a daily basis,
 
If you
.ou'll
be able to adapt to the changes. It's impossible for us,
other retailer, 
 or any
to accurately predict where technology is going."


With a proven track record, and a strong management team in place,
 
3uitar Center has ambitious plans for future expansion. The company is

presently looking to add stores in certain markets it currently services

and to open additional stores
present in new markets as well. Guitar Center's
success would tempt many to rest 
on their laurels; however, the

company's top management remains committed to exansion. Scherr concludes,

"We all really love retail, and we think the music industry is agureat
 
business to be in. With a disciplined approach towids growth, Gu
Center's next 25 years are going to be even more dynamic." 

star
 

PHOTO : GUITAR CENTER'S MANAGEMENT all started their careers 
selling
invaluable. 
(L-r) Ray Scherr, pres.; Marty Albertson,
 
vice-pres.; 


3n the floor and worked their way up. This front line-experience has proved
 

Dave DiMartino, vice-pres.; Larry Thomas, vice-pres.
PHOTO 
: GUITAR CENTER'S HOLLYWOOD STORE is the chain's flagship

,peration. The other 14 
stores are all based on the Hollywood model and are
 

http:potent.al
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0cated on a well traveled thoroughfare with dramatic signage 
 All of the
stores also feature easy access adcneinrmtc
and convenient parking. i g.Alo h
"We want to make
shopping easy for our customers,/ opines president Ray Scherr.
 

PHOTO : A HUGE SELECTION is 
one of the critical elements of Guitar
Center's retailing strategy. The opportunity to 
see arid try products that
are usual*ly found only in catalogs provides an exciting shopping experiencf
for the enthusiastic musician. According to company management, a great
selection is 
a much stronger draw than merely a low price.

PHOTO : ALL GUITAR CENTER STORES are 
carefully aepartmentalized.
the sales force. Prominent neon signs add visual appeal to the various

as is
dispiays. Above, the pro-sound display at the Hollywood store.
 
PHOTO : GUITAR CENTEP'S ROCKWALK earned unprecedented national
publicity. Musical luminaries, including (l-r) Eddie Van Halen, Les Paul,
William F. Ludwig Jr., 
Jim Marshall, and Remo Belli placed handprints in
concrete at the entrance of the Hollywood store. The event was widely
televised and picked up by all the major news 
services.
 
PHOTO 
: THE MAJORITY OF GUITAR CENTER'S ad budget goes into regular
direct mail promotions. The company regularly mails the slick "Rock It"
magazine to a list of 300,000. In addition, the company also produces and
distributes a Buyers Guide that lists new products and specials.

PHOTO RESPONDING TO THE GROWING DEMAND for home recording equipment,
Guitar Center recently added a separate department to all of its stores.
Featured lines include TEAC, Yamaha, and Fostex.
 
PHOTO : GUITAR CENTER RECENTLY stepped up its efforts to tap into the


recording studio and sound market with the formation of Integrated Audio
Sales. The new division spectalizes exclusively in high-end pro-audio
equipment and is located in 
a new Hollywood facility.
 
PHOTO : ACCESSORIES ARE AGGRESSIVELY merchandised at all Guitar Center
locations. All accessory counters 
feature well organized displays and a
broad selection of products.
 
PHOTO 
: ALL PRODUCTS AT GUITAR CENTER are accessible to the customer.
"Products may occasionally get stolen or damaged, but you can't sell unless
the customer has the opportunity to try something out,' 
states Albertson.
 
PHOTO 
: GUITAR CENTER IS one of the nation's leading percussion
retailers. All stores feature a separate drum department. While the
department is well stocked, product lines are consciously limited to avoid
needless duplication and to improve inventory turnover.
 
PHOTo ; GUITAR CENTER RECENTLY dedicated 1,500 square feet in every
 store for a computer and software display. The company also sells Apple,
Commodore, and Atari computers.
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iDur-in,the early '7 , Gui tar Center refined Its merchandisinooractices by e;,pandinQ throughout all the major markets in California. In19711 the company took the bold step of vent urinc outside of California andopening a store in Chicaqo. After a rock, start and a store relocation.
Guitar Center'= Chicago operations beaan aeneratinq positiveearly,, 80s. results in theToday the company maintains three stoes in Chicago and is a
major market factor. 

Emboldened by success in .Chicaoo. Guitar Center ei:oandedin Minneapolis with storesand the areater Dallas area. Mana1ement is tiaht-liopedabout revealing future e',pansion plans,
.speculation that 

however, there is widespreadthe company is exploring the possibility of future storesin Seattle, Nashville, and Bostr,' What is Guita- Center's sacret forsuccessfully managina such a geographically disoersedThere are no chain of stores?secrets, accordinq to Sxherr. All itgood internal controls 
takes is good people,and information systems, and proven merchandising

'techniques. 

For store manaoement, Guitar Center relies strictly home-grown talent.Rather than recruit from other stores, the company prefers-within. Thomas notes, to promote from"If you just hire people whcse band broke LI, or who 
like to play with mixing consoles, you'll never oet anof our store manaoers effective team. Eachstarted on the sellina floor and workedAlong his way up.the way. they became knowledgeable team players."
 

To keep track of inventory and monitor dailv sales. Guitar Centerutilizes a slick coint-of-purchase comouter =merchandise stem. All incomingis barcoded, and when a salesperson rinoS LIpbar-code scanner, a sale usinO ainventory records are adjus ted, andoenerated. Usiria a sales record isthis Lp-to-the-mintlte information, manaaement carefully.monitors inventory and sales activities. Scherr notes. "If, Vou watch thesales data on a daily basis, you'll be able. to keep on too of sales 
trends."
 

Guitar Center stores are all located on well traveled thoroughfaresand range in size from 8.00. square feet to 20,'00 sauare feet. Over theyears, 
the company has refined its display techniques to the point where
all Guitar Center Stores have a uniform apoearance.merchandisino approach is a 
Central to themajor investment in inventory. Scherr notes,The opportunity 4to try lots of different products ,."s what makes theexperience interesting for the customer and keecs him coming back. " 

* Having develooed the skills necessary to manaae a far-flung chainstores. uit.r Center could of very possibly become the first coast-to-coat 
music retailer. "We're constantly exploring expansion oportunities."Scherr. note 
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Retunlno a"Ilepend 

Richard Nil(on isn't the on1ly ,ran. Count,: nmitI, eor staoinq a
comeback triese davs. 
 :
 

Brea-based Fender MuSical Instruments9that by the mid-19e0s had 	 Cor.. a once-prCud Quitar makerfaded 	 into a shadow of its former self is aca.ln" on 	 the UpSwino. f 

Manufacturing, which rad completely leftstronqlv. Fender employs 720 workers in 
U.S. shores, has returned

five 	U.S. facilities. including 150-at its Brea headauarters. That i- up from 100 in 19I5. !n all. 75, ofFender's products are now U.S.-made.
 
Sales. which bottomed out 
 at $20 million in 19S5, reached Ti00 million 

last year - $40.) million hiher, in non-inflation-adjusted dollars, than the
:.,;:glory days of the 1960s and '70s.
 

Just as impressively, Fender 
 is aaain oettinq high mark:s for qLalit, 
p'products and innovation.
 

The man at the center o. thistall. husky, Pennsylvania turnaround is Williamnative 	 Schult:. 64.' awho drew up plavino tile sanoohone and
selling band 	 instruments. 

An alumnus of Fender's oiant rival

then-owner Yamaha, he was recruited by
CBS 	 Inc. in 1981 to be Fender's chief executive officer.music aficionados believed ManyCES had run into the ground Fender's reputationfor excellance fostered by founder Leo Fender. who sold out in 1365. 

SchultZ tried to solve duality controloperations, then centralized 	 problems at Fender in Fullerton. but the company's fortunes onlygot worse. In the earl, 1960s, cheaper Asian-made guitar_= took 	 over tileAmerican market, and Fender Priced itself out of the cruc:.al entry-level
seoment of 
the business.
 

Then. in March 1985, a Schultz-led group bought Fender from CBS. The
company's 3 O00-souare-foot 
 plant in Fullerton was not includeddeal 	 but. considerina that all 
in the

of Fender's manufacturina had beenoverseas 	 shiftedby that time. Schultz really didn't needhad 	 a bia building. Fenderbecome a mere distributcr. Lsino its name to sell 
foreion-made
 
ins trumen ts.
 

Schult: attributed the comoany's 
dualitv proolems ,o cneaoer mater'ias.used 	 in foreign-made Fenders. especially thosequality had slipped so badl# in the 
from Korea and Taiwan. AndFullerton plant that he shut it downfor a week to implement ouality-control measures, before finally phasing
Out manufacturing there altoqether.
 

After buying the company, Schultz moved 
 it to its oresenta 7 5 .00o-souare-foot office 	 location inand warehouse in Brea. The resurrection ofFender had begun. He eliminatad the company's keyboard and drum Product
lines, refocusinq on Fender's core business of ouitar 
and' ami1fiers.
Fender later added Public address systems and stace 1io."tinorepertoire 	 to itswith 	the purchase of Sunn Musical InstrumentS in Lake 	Oweao.
Ore. 


/,
 

At this Point, though, Fender still had little more tnan 	 a lecendaryname 	 going ffor it. 

A fLnny thino happened on tne road to mediocrity. In i'began 	 . the dollarto weaken sharcl,v aoainst the Japanese yen and other* Isan
currencis. Asian guitars were 	no londerof thinos, and Fender 	 sucn oreat tarpains in Mho schemebecar firinc LIP U.S. manfa-turino olents. 

". .......
... ...... ........ . .. ...... . ...4 

£ 
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*Fender 

ade, in U./r SC 'I)J:Li• 

~"The y teia : o . L U.I 
*1~ .S~. iag."ShuIt--sid. "Butesoeciallv from th-e le-inEuroppe wa to Anerican-made in thn bsn~~0 Uitars. 

.alo"Theres t of oerceived.esoeciallvY fLitar- and v lUe in Aerican-,nade inst Lune, ts.amos. We slowly shifted back. and we're noQ.j buildinoin excess of1 70 a day," hic said .
 
now has more, than 920
nain guitar Manufacturing eimployees worldwide. In addit ionplant and custom to its5shop n Corona, Fender h.s astrina shop in Chula Vista: the Oregona new distribution center liqhting and sound 'systems factory.in Cary. Ill.,Ensenada, and a manufacturingMeeico. The comoany also facility inhas agreements 

. . . to out its name onAsian-made guitars. 

Schultz wouldn't disclose income figures for the privatelycomcany, ownedbut said Fender is now "highly profitable."
 

"In the '80:s. Fender sales 
weremanager slow," said Luisof Guitar Center in Santa Ana. "They Garzon. general
built. were expensiveNow, Fender's and poorlyprobably the most popular line I'veAierican-made. Fender has definitely come all 

got. Peoole want
 
the way back."
 

Fender still 
sells exoensive guitars 
- retailing
oart of its as high as -1.700 fortrademark Telecaster and Stratocaster lines line called Squier directed at entry-level 

but it also haa a 
which ,vers. The Souier line, muchis made in ofAsia. starts at $229 and is discounted to as low as $L79in stores.
 

Brad Tolinski. 
executive editor with Guitar World magazine in
York. said he's imoressed New
by the way Fender has reoaired its tarnished
image. He said, too, that Fender is not resting on 
the laurelsracent accomplishments of itsbut, instead, is introducing some of the best newDroducts in the industry.
 

Schultz 
said Fender reached a milestone last Year when
returned completely to the comoanythe hands of what he calls "music people." 
Schultz and 


company bought out 
the other Fender emolovees and distributors who own the
the 

investment banking 
30% interest of Mesirow Financial a Chicacofirm that helped engineer the buVout from CBS in
chultz callid 
 1965.it the "numbers people." 

Last year, too,
headguarters there were rumors that Fender might move itsto Arizona. Schultz said he consideredrelocate tie state as a olace toits Oregon manufactUring operations and house acenter new di-triutionand cabinet-making plant, but never the headquarters. 

"There's 
a trend 
to move companies there, because of cheapSchultz said. "But to pick otfers,"uo a Wnole companv and move itconsider ... We didn'tmoving the headquarters. We're in Orange CountyI'm concerned. to stay, as farThe company grew asuo here. Our rootareestablishedFender elected to open an here."additional distribution
renew center inits lease in Oregon anp continue Cary,
buying speaker cabinets fromA,:heim comoanv. an 

"Right now., we choose to suffer withhave." SchultZ said. this complex oroanization"We've thought that weabout a big consolidationst .uff,and ofin five years we may centralize. some 

"Ri ht now, we're concentrating on oettingeerebody through the reces-cna yas we'rein. modernizing our factories even more and workino inthe m rketOlWice." 

* PHOTO :CEO WilliFm Schultz!: "A lot of per-C e Ived Val Ue~nri ai, n-m,:de." in~ 
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A modem S'C:)(O-ePuare-foot facility in northern New jersey is the new.home of the B.C. Rich quitar factory. The Plant will auament the company's*, current lineup of importedinstruments. ouitars withThe modern facility. staffedtwo -eries of U.S.-builtby 13, houses all areas ofmanufacturina, with the eiception of neck fabrication. 
."Twelve months amo. we made the decision to beqin U.S. Production,."states Charles Strinmer. president of Class Axe, Inc./B.C. Marketino.-. "Skyrocketin prtoduction costs in Korea, Taiwan, andfluctuatino Japan. as wellcurrencies, asare makina those countries unreliable sourceB for- " With our rew facilit,. we are able tohiah-valUe. high-quality quitars 

produce
for our customers.' 

For Striner and his partner.factory a Randall Waltuch. settin-n LiU apoed formidable uitar•several peoole with challenae. "Fortunately, we were aolea stronp backoround to hirein ouitar production,someone as well aswith years of experience in finishina.lathes and finisino euipment 
We now have the properin place to producethat Dur CU'stod, - the h h-qualityS o c rs 768 M s c T a . q .tarsMusic Trades july , E _ - .. . n q190 have come a z y •u tStrinoer, to expect,""The Made in the U.S.A. adds

loo that is proudly emblazonedguitar is important but by no on each 
neweUi tars. 

means the moat attractive featureCur auitars offer U.S. of the-ehand-made quality at very competitive
prices.." 

Tna new B.C. Rich Standard Series features a mahocanydouble-lockinc tremclo. Gctoh tunina machines. and 
body, 27 frets, 

•i.095. a retail o"ce of
The hiche*-end Suoreme Series is 
hionl'oht,d
bindinc. c oUdinlas. an 
by neck and headstock
ebony fret-board. and 
will retail
neck-throuoh for $1.-39.version Aof the Suoreme willconfident of list at 1.599. "We are sogurntee the ualitv and valueqtaree to the dealer.- declares==of these ouitars that wet offerhe dee." .. .. a return_trinoer.


they see when If dealers don't like whatth/ c ourt auitar. the, can return it for a full Credit-noquestions asked." 

UThe new E.C. Rich ouitars will be availaole witharaohics. In-house artist Tom 
a stunnino array ofHenry. wno had oreviouslvfor Walt Disne-. Z done extensive workison ca-'l- to Cust e ouLitars forcompany bots any customer. Thee"icItesa si-wee k turnaround "tine, with retailwor-k teainntno for oraohicsat . per ou-tar. Striner t-oasts.,cc- fato- and We offer the mostcrea tive ord orccr,_ 1 n in the indus try.in-hose.a nd We do i.alTom's trock record of.;turnina outHe ur:ines de rs h 

clever work is incredible."are not involved with the ellinoto iriveatizite of arachic Quitarsthe market closely. Graphic aUitars are larielv imoulse>items and aenerate oDusbusiness. Thi- 'is an entertainnent bCtsness.Slis andtm ".ra..'stitard out. . CS a:- a natuLr-l and enhance tne oautYofa~itars."' 

The attention carnered 
c o o to 

, by -C. Rich's* cra',nc Cuitars pales ina nd co-smer ref i ti,:on of its new ad camoalan.-Labeled a= 5'lv- b,' anda- ome mensational 
"rint .d for 

bv ot, ers t.he ccm.anv'. newis l'irT.rTn cuitA.;- line na oawn fire from all Cuarters a'? the;::. . ;:, ;;,;,,::' . : : .. . , ... : ' . 
: .... , ! -.. ' . ". . . .=. .', '-. , ., *. . *V., . .,' - . -, : . . . ., -:., 



- .in ,r
t . .-... [. . 
-nQ
 

m feaTji eI 
 ; g "in~ bedT.-ntc o B.C. 
 oer, Clzas-
 A, ske m-cot. Guitar
For The i-acticina Musician sent aeto,a letter of aoology to all is readers. "Idon't challenge a Publisher's riqht to 
refuse advertisinq.
challenge an ad before LUt the, shouldthey rri'mt it, notbow under pres--ure afterhas apoeared the adand drawn criticism
;claims Stringer. from other" advertisers and readers.,The ad was also featured in a recent issueAge, in cf Adertisingwhich a distraught reader labeled it as ofone the most offensv 
.'ads of 199i...ive
 

Right or wrong, 
the ads have 
fRcused tremendous attentioncompany and heloed fuel sales on the 
. Defending the concept ofe:plains, "The the ad. Strinaermusic business is an entertainment business. Look at theacts on MTV and on stages across America ock and-roll i s =*
 

high-visibility show business. Our advertising
retailers and manufacturers, but it's hiahlv may shock
targeted some conservative
to the people who buy
our guitars. Customers must like the ad, considerino the fact that inlast three months we've sold the1.0c0 
 poster versions 
for $1 aoiece.
 

E:,oanded U.S. oroduction of quitars will
reaction-oriented advertisino. 
be followed by more


according to 
Strinaer and Waltuch. "Havina
the means to oroduct 
our own 
line of hiqh-gualitY U.S. ouitars oives us a
strong competitive advantage over imoorted guitar"Coupled with lines." Stringer says.advertising and promotion that w tll create remarkableawarenes3 for our ouitars'. we etpect the nineties will present us withgreat opportunity" 

COPYRIGHT The Music Trades Corporation 1990 
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Who Makes What
 

You Can't Keep Track Of The Flavers Without A Program
 
Ever since Japanese manufacturers displaced Harmony and 
Kav as the
preeminent high volume guitar maker in the late sixties. Asia has been
to ever 70% c. hometh-e world's_ ouitar Production. J-oaneseinitially entered the ouitar makersU.S. market offering fabulousl'ywholesalers paid between low Prices. (U.S,$5 and $15 for'Jaoanese acoustic guitars in
Today however, ary retailer 1968.)or player will atte-t to the factmanufacturers that Asianoffer excellent oualitv as well as a aood orice.Aside fr-m f.rcino. Harmonv and Kay into I idation bv 1975. Oriental
 

manufacturers also dramatically altered the natureBetween of the ouitar business.1940 and 1960. Harmony, Kay, and all other, U.S. ouitarmanulfaetutrer.anProduced and marketedbrandname. their instrulrent3By contr;it. most upder a singleleadno Orientalmanufactuers have operated 
nerslv aS ccntract orcdu i~.-zn 6sales and house_.: leaviomarketing function to rcuct devel-coment and theothers. Comoanies likeTrada. and Fujien Gakki.are al
a iL-n majorouitar prodL;r-. 'et because they don't
marketunder oroduCtS Under their cwn brandunknown amn"no ne-, they are1: retailers virtuallvand olaverni. 

While re itl r 
C- ' n . I' C _-7r,i Lnei " ' ' wt. n t .. P. " r r 

http:manulfaetutrer.an


i r t h e nn i - r t a i n t y t oia . 
brand X CU-itar Could conceivably com~e from any of 16centers in Japan. major productionKorea, or Taiwan. 

To shed some liqhL on which aultars are made where, the followlnomost of, the major Oriental cuitar manufacturer,.
chart lists 

and the brand 
names that they produce.

COPYRIGHT The Music Trades Corooration 1990 
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Why Too Guitar Makers Demand Schaller 

" 
 Desoite Hich Prices And Lenathv Delivery Times. 
Schaller Comoonents

Are Standard Eulioment On Most Premium Guitars 

Guitar desioner may aroue about the merits of different woods,Drofiles. neckand pickuo confiourations. but when itall comes to comoonents. theyseem to acree: German-made Schaller parts are de riQueur forhi.n-quality instruments. While there are no accurate st!'tistics keot, manyestimate that Schaller comoonents are standard equipment on well over 50%of all ouitars that retail for over $400. Top-sellina puitars like Fender.Gibson. Martin, Ovation, Faul Reed Smith. and Hamer (to nane just a few)all feature Schaller machine heads, tremolos, and other metalwidespread acceptance is oieces. Thisnot without its problems currently, the companyis struqlinq to expand its production to fill customer orders and reduce asubstantial back-order loa.
 

How does a low-profile Germany metal workino company achieve sucninternational oominance. especially aiven that business costs in Germany 
,are among the highest in-'.-'Schaller exolain the world? To hear Founder.andi. the answer President Helmutis simple. "Hion Duality, oood desions.dedication. Makina puitar parts and

is the majority of our business, so we have:.to do it well if we.are tO survive." he says. 

Investment Is Critical
 

Located in rural Feucht. outside
housed 3 of NLrembero, Schaller Electrorics isin a trim. 0,00-scuare-foot facility. The nonaescriot exterior ofthe buildina belies the wealtn of advanced metal-workino machineryComouter-controlled inside.cuttinq machines precisely mill tunino aears totolerances of less than 1/1000th of en inch. Automated bLuffino machinescolishers are used to all 

and remove imoerfections from metal parts. And astate-of-the art. 4environmentallyvsafe platino SVS, AIPPlies lustrouschromne and cold 
finishes that complement the ampea,
total, .. of any cuitar. In
the machinery at the Schaller plant 
reoreser 
 -in investment of T6.0

million.
 

Schaller's international prominence involves 
more than just
soohistiated machinery and eauimment: however, the ccinoanv has six tzoland die makers and machinists 
s ene 

on staff, and founder Helmut, Schaller and hiszre also ,.astr tcool and 
eabled the comoan 

die makers. T.is reren,.-,, J 5 0 A--.'. 5 has: dsion and oro'duce cuitar t t bf UnC t ionA I d.s on ano d-.. GutArits cener-allyi tse tneir rdi-s- roe 



for- r totd t3t I "-,'- oo ere -lizZ th, A..t of skill and _1esiqn exoerience required to pr-ocucehardware, wh.i't.c-r it's a tremolo. 
bridae, orrmachine head, that will
perform flawlessly for years." 

Duality Isn't Cheap 

T durability and neneral qualitvThe of the finished troduct represents
Schalfe1r's stock in trade because -the company is far from the world'slow-cost producer. Machine shoos in Taiwan and korea, which boast low-costlabor and are not burdenedwith costly environmental reOLlations. arecapable of producing Quitar components that sell for rouohly half the or-iceof comparable Schaller parts. Despite the larpe price gap. Schaller has notsuffered any competitive loss. "We don't try/ to compete for the low-endmarket," notes Helmut, "but when it comes to the more expensiveinstruments. our orice is not a problem. No manufacturer is aoine to riskinstalling inferior products just to save a few dollars. If the components
don't work 
properly, the player doesn't blame the component maker, he


"blames the guitar company. 

Schaller's evolution into the world's leadino quitar component maker
:was largely the result of chance auomented
of by hard work. Growina up outsideNuremburo. HelmLt Schaller apprenticed as toola and die maker. DurinpWorld War II, he lerned the basics of electronics, servino 
in the radio
* corps of the GermanIarmy. At the close of the war. he set up shop in Feuchtseiling and repairino radio sets, and 
later, televisions. While the 
radio
and,.television business provided him with a comfortable 
livino, ne did not

fin'dit a very satisfyinq occupation. 

"I was a master tool and die maker fixino radios, and I had thisnaooino feelino that I wasn't makinq proper use of my skills." recallsHelmut. A chance meetino with Fred Wilfer of the Framus Guitar. Company1950 initiated his involvement with the 
in 

music industry. When Schallerbrouoht his war-damaqed mandolin to Wilfer for service, the two struck up aconversation that concluded with Wilfer askinO Schaller to make ouitar 
amplifiers for him.
 

Touwh U.S. Competitors 

Thus. in the early '50s Schaller Electronics was launched in the backof the Schaller radio store. The company enJoved modest success. bvildtnolimited line of aouitar amos of Fremus. However,: when Fender. Marshall.Gibsons. and Amoeo beaan makino a major sales drive throuahout Europestartina in 1957. Schaller became concerned about 
the prospects for his
amplifier venture. "It became apoarenF, to me that I couldn't competeeffectively with the 
laroer American amplifier makers. They had 
more money,
better tradenames. and a biocer product line. So I beoan to look for
somethina else where I could find a niche," 
he states.
 

The "something else" was orcducino cuitar oickups. which led to
manufacturino guitar components. Drawino 
 on his tool and die etoerience.Helmut personally crafted the all machinery to build his first set ofmachine heads. The first customers for Schaller's hardware were Framus andother European ouitar makers. However. in 1?66 when Charlie Kaman soecifiedSchaller tunino machines for his newly introduced Ovation ouitar. thecomoanv received a major boost. "Our orowth in the ouitar market closely,parallels that'of Ovation." says Helmut. "As the Ovation puitar became moresuccessful, other ouitar makers beaan egoressina an interest in ourcomoonents. The Ovation deal ultimately led to acreements with Fender.Gibson. and Martin which reallv e~stablishe'j us."
 

From machine heads. 
 Schaller e.:panded its ouitar comoonen t Iine toinclude bridoes. tremolos, and a host of other ipecialized metal products.ranoino from knobs to decorative oick-uD covers to metal strina soacers.Because of this unioue :xnerti_=se. ouitar makers around the world now cometo Schamller when the/ r,,a to have hionI =oecia Jzed met.l , desioned- . , ' '•. I ... .' ' . ':.'*...L *.- " ' " , '. " 
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Large, well designed stores, a highly professional management
 
approach, and an ability to operate successfully in a variety of markets
 
has propelled Guitar Center to 
the top position as the nation's laroest
 

...
music retailer. The company's 14 stores in California, Chicaqo.

Minneapolis, and the greater Dallas area 
racked LIP an estimated $89 million 
in sales 
for 1590. Aside from beina the laroest m.i. dealer in the country.

Guitar Center is also the Voungest firm 
to crack tne top ten. The company

is a mere 27 years old. 
Guitar Center's dramatic arowth in such a
 
relatively short time frame can be trzced to manaoement's uncanny ability

to adopt proven retailing practices from other industries to the music
 
business.
 

Like most in the music industry, Guitar Center Fresident Ray Scherr 
and Vice-Presidents Larry Thomas. Dave DiMartino. and Marty Albertson beoan 
their careers selling on the retail floor. However. they have continually

auamented this experience by diligently studyino too retailers outside of
 
the music industry. For the 
past 25 years, Scherr and his manaqers have
 
looked to the giants of the retail 
industry for fresh ideas on inventory

control, merchandising. sales training techniques, and all other aspects of
 
store manaoement. Scherr aptly sums 
up the company's operatina approach:

"We view ourselves as professional retailers who happen 
to be in the music
 
industry."
 

The origins of Guitar Center date back 
to 1i94 when Wayne Mitchell

huna a Guitar Center sign over a small Hollywood storefront and stocked it
with 	an assortment of inexpensive jobber ouitars. At the time. Mitchell 
was 

j proprietor of the hiqhlv successful nine-store Oroan Center chain, and 
Guitar Center represented an eitmerimental effort to tap the commercial 
opoortunities o-f the rock-and-roll boca. For the first,.few years of its
existence. Guitar Center was hardlv a factor in the Los Angeles market, the 
-tore lackes major product lines, ai-id Mitchell devoted the majority o4 his
eneroies to his burgeoning organ business. Nevertheless, Guitar Center was 
profitable from its first day of operation.
 

,, Towards the end of the 60s. 
as the growth of tne oroan business slowed 
and the'.number of competitive retailers increased. Mitchell concluded that 
the best daes of Oroan Center were ove-n Subsequently, he began scaling back
his or an retailing operations and expandino the fledglina Guitar Center.

,Bv 15'77 Guitar Center had Prown 
to six, stores, and Organ Center no lonoer
 
•*e::isted.
 

_ D-ri,)Qa fnQl and varied career. Mitchell us-d hi= unCrrina

merchandistna instincts 
 to achieve success sellinalautomobiles. oroans. and 
m.i. 	 croducts. Aside a feel for retailina. he also Mad a knack fcr
 
surroundin z himself with exceptional people. Between 1972 and i579. he
 
hirsa S.herr, DiMartino, 
 Thomas, and Alb-rtzon tz forge a strcna manapement
oroani:atin. After litchell died in tIS:3. Schprr .;na other Guitar Center
emolcys_ PLt'chased the comoanv from nis estate.,:... 	 .:. ............................ . ...........
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Guitar Market in the U.K.
 



CREMONA
 
Interview Feedback
 

UK
 

Interviews 

" Arbiter Musical Instruments - distributions of Fender guitars 
- Distribute in UK, Belgium, Holland 
. Import from Taiwan, US, Spain 

* 	 Washburn - Distributors of electric and acoustic guitars
 
- Import fiom Far East and US
 

" J Baker Sales 	 distributor of classical guitars in UK 

* Young - Charles distributor of electric and acoustic guitars 

SYanaha 

* Juan Teijero Music Company Ltd 

Overviw 

* 	 Market size: Nylon/Classical £3m - flat to modest contraction 
Steel String £Sm - flat 

"Market peaked in 1989, in decline since then"
 

"Mostly due to cheap Spanish and Eastern European imports"
 

"Key market for classical guitars is educational institutions, highly price sensitive"
 

Major Suppliers
 

- Spain, "vast majority"
 
- Far East, mainly Taiwan
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CREMONA 
Interview Feedback
 

UK
 
(Cont'd)
 

Price Ran o 

" 	 Nylon/Classical 

£70 - £80 retail "£50 the cheapest" £50 wholesale 

- Bulk of nylon string guitars below £ 100 retail price 

- Spanish nylon string guitars popular in UK due to mystique associated with 
them 

- Yamaha nylon guitar retails at £129 

" 	 Steel String 

.	 Bulk sell below £100 

Korean manufacturers selling retail at £70 - £80 
have 40% market share in below £100 market 

MA.JOR DISTRIBUTORS 

" Juan Teijero Music Company Ltd. - "Spanish" classical guitars, dominates classical 
market, 

- 6 other distributors, see previous list, but not guitar specialists 

• 	 Distributors/Outlets all independent, no chains and n-bkie 

" Juan Teijero 

. sole distributors of Ramirez guitars in UK with UK wide coverage 

- imported previously from Taiwan, discontinued due to "inferior quality" 

J/MBCEII)OCI. 291/2 



CREMONA
 
Interview Feedback
 

UK
 
(Cont'd) 

DISTRIBUTION 2R ACTICE
 

" 
 Distributors act on exclusive basis for one manufacturer, manufacturers supply brands 
exclusively, n= whole ranges 

- agents very unusual, although Hofner of Germany has previously done so 

" Terms 

- Assume $200 price 

. Means S110 plus VAT 

- Current rule-of-thumb, 55% markup on the wholesale price 
- Thought by retailers to be too low, pressure for 60% 

ATTITUDE TO CZECHOSLOVAKIAN PRODUCTS 

* Generally perceived to be of poor quality, unable to compete with Spanish guitars 

"Too heavy"
 
"Construction is wrong"
 

" Juan Teijero once invited by "Czech manufacturer" to visit guitar operations, but declined 
because "we wouldn't be interested" 

KEY SELECTION CRITERIA 

*Price 

- Quality, "in $200 range will be crucial" 

- Construction "needs a solid top" 

JMB EI.DOC/1S.9 
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UK ACOUSTIC GUITAR IMPORTS
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MUSICAL INSTRUMENTS IN THE UK
 

INTRODUCTION
 
Electronic sound reproduction equipment 
has historically been blamed
for the demise of music-making in the 
home, but it seems likely that
the true culprit in this respect is 
the TV set. The 
myth of the whole
family gathering around the piano or 
guitar is largely a middle-class
nostalgia. 
 Musical instruments have 
never been available to the public
 
so freely.
 

Electric high-technology has also created 
a second revolution in music
making (the first being 
tne introduction of 
the simple electric guitar
and piano). Digital recording means 
that anyone can 
produce a reasonable
sound on a modern electronic keyboard 
or drum machine. A musical ear
is still necessary, but the hcurs of 
tedious rractice are less necessary;
making mu-sic perform3nce anc composinq more 
accessible. The proliferation

of electronic musical instruments has, 
at the same time, revived the
demand for origin3l acoustic, or mechanical, eauipment.
 

TOTAL MARKET SIZE
 
The UK market for musical instruments was estimated 
to be worth £210
million at retail prices in 1956. 
 The market has shown 
little real
growth since a strong rise 
in 1982-1983, which coincided with 
a
 
general rise in 
consumer soending.
 

The instrument market as 
a whole is not a fast 
moving one, despite

the influx of high-technology products. Instruments have 
long lives;
even the electronic instruments 
are overtaken by technological

advances fairly rapidly. They 
are high-precision products, generally
exoensive to manufacture, reedino constant quality control 
tests, and
expensive to 
purchase, esceci3lly any instrument which 
reauires work
 
by hand.
 

Bearing in mind this 
long life, it should be noted 
that the figures
below do not include data for the second-hand market, which presumably

adds at least £5,D million to the market value cf 
the trade. 'Used'
pianos even feature strongly in UK exports (£4 million worth in 1985)
and imports (£2 million). 
 Many wood and string instruments, of course,

improve rather than deteriorate with age.
 

In the long term, there has been a 
real depression on the instruments
market in the form of 
cuts in oublic budgets for schools and other

education and cultural 
institutions. 
 (To the industry as a whole,
the sale of 
one grand piano to the public sector 
is worth 50 consumer
purchases of cheap keyboards, guitars, or clarinets.) The piano tradeestimates that to-e cuts h:ive pushed back deman,! tD a Quarter o itz 
real value in 1976. 

Table 1
 
The Market for Mu2ia. Instruments l'q2-1986
 
retail value: £ million
 



1982 151
 
1983 185
 
1984 210
 
1985 200
 
Iq86 210
 

Source: Euromonitor based on apparent consumption and 
trade estimates
 

PRODUCTION AND TRADE
 
The domestic instrument comorises 204 establishments (1984 Census)

emoloying 2,800; 
this emrhasises the mill-scale, precision-based
 
nature of the industry. The number of companies in the industry has
 
remained fairly stable since 1980. Nlew companies, mainly involved in
 
producing accessories (strings, plectrums etc) are springing up, but
 
basic manufacture is on the decline. 
 The number of acoustic piano

makers is now down to four, from ten in 1976. 
 Manufacture of some
 
instruments, such as clarinets, is 
no longer economical.
 

Musical inst-uments are one of the best known 
cases of import dominance 
in UK inaustry. This is because the majority of instruments - keyboard
guitars - most commonly on dislcay are indeed imported, and the value o 
imports exceeds the value of UK croduc'ion. However, this is one of a
 
number of precision industries where unassuming British companies conti
 
to suooly high-quality goods fur those who can afford them; 
eKDorts are 
substantial and growing, accounting for 62 per cent of British output.

The USA, Jioan and West Germany are the main export destinations.
 

Imports account for 75 per cent of the market by value of sales (and

probably for nine out cf ten instruments sold). In this stable, but
 
undynamic, markat tn ipoorts' market share 
is now only creeping up

gradually, and exportz-in-production is 
also a steady ratio. Japan's
 
electronic companies dominate imports, but Taiwan and South Korea are
 
also imoortant suppliers. Spoecialists in West Germany (pianos, percuss

France, the USA and Italy are also supoliers to the UK market.
 

There is a fairly clear division in the instruments market between
 
expensive, hand-made instruments (usually West Eurccean or AmericanJ
 
and the much more comcetitively priced instruments from the Far East or
 
Eastern Europe. This aoolies not on!y to electronic keyboards, but tc
 
cianos and guitars; by and large, there is no insinuation that
 
instruments from the Far East are of 
a lower quality, as in other

industries, but simply that labour 
costs are lower. An upright ciano
 
imoorted from South Korea can retail for around half the price of a
 
domestically produced piano of comparable quality, simoly because of 
the wage differentials in the two countries. 

Table 2
 
Production and Trade in Musical Instruments 1982-1986
 
£ million, msp
 

1982 1983 1984 1985 1986"
 

Production 44 50 58 61 65
 
ExocrtZ 23 .30 31 36 40

production 
 50 60 53 59 62
 

Incctz 56 
 67 70 74 

% UK market 77 77 75
72 75
 

Source: Business Monitor PQ4920
 
Note: * orovisional
 

9 

75 



MARKET SECTORS
 
The ubiqu~itous electronic keyboard dominates the market 
for instrumen_'ts,

especially now that comouterised keyboards can reprcc.Jcethe sound of
" 
 virtually any instrument. However, the 'buzz'-in many sectors of the
 
mar et is about a -revival in traditional instruments, 'made by craftsmen,

wh,ich can reproduce accurately the classical or folk'.music as it would
 
have sounded originally. This trend is not restricted to classical -)

music, however; used electrical guitars from the 1950s 4
and 1960s can
 ,. 
 now command premium or even 
'antique' prices among enthusiasts of the 

'-;,ck 'n' roll and blues revival eras. 

Detailed breakdowns by instrument of 
the musical instruments market
 
are scanty, but it is widely acknowledged that electronic keyboards
 
now account for 60 per cent of the instrument market by value,-
 £120
 
million - because of their appeal to the consumer market and wide distribution pattern. Acoustic pianos are second in importance, worth>
 
an estimated £30 million a 
year, followed by brass and woodwind.
 

,..#j Table 3 
 /
 

Sales of Instruments by Type 1986
 
£ million, rsp 

£ million ?6" 

Electronic keyboards 
 120 57.0
 
Pianos .' 
 30 14.0
 
Woodwind 
 12 6.0
 
Brass 
 10 ;' 5.0 

<Guitars 
 -7' 3.5 ' 

String instruments 
 7 3.5

'Organs (acoustic) 
 5 2.0 N - " 

-- Drums/percussion 4 2.0 
- ,ther instruments/parts 15 
 7.0


Total 
 210 100.0
 

* .. Source: Euromonitor estimates 

MANUFACTURERS
 
Highi import penetration maans major companies in the UK operate as

importers and distributors (sometimes owning retail outlets as show-
 cases) as well as manufacturers. Leading the field is Boosey and

HawkVs, the main brass instrument maker and a.i,2iing distributor of*qual\ly instruments and sheet music. Most other companies are uspevialists, often with a strong market position in particular 
 C"instruments - Pearl Music claims leadershio in drums with about 70 ' 
per cent of the market, Hohner has over 90 per cent of mouth organ

'sal'e . Casio claims leadership in the cheaper end of the electrlonic
keyboards market. . *" 

In the'lectronic instruments range for professional use, the out
staniding company is Yamaha-Kemble, product of a Japanese-UK merger ,

" inthe early 1980s. other-well-known -suppliers include Herrburger-
". 

'rooks, Rola6d, Rose Morris, Rosetti (Thorn EMI);and Premier Drum. ,
Toshiba and 
Panascnic also moved into the electronic instrument. 
sector. . ' ' 

RETAIL DISTRIBUTION . !; " ' ., b the 
ujistributicn of musical' instryum'ents ,f 71aturaily dominated by the 

However, falli,ng prices., or electronic equipment of all,
kind h.-a', meant that amateur keyboards are ava'lal e rnigerera:outlets ectrical retailers like Dixon'svariety stores like Woolworth 

'l4 :' -," s,,:{ : '':7J. . t" 2 *- i f 
, .$ O , " - t . f . , . . A 
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department stores and even 
some grocery superstores. As in any

specialist market, mail-order is imcortant. Distribution is unusually
 
concentrated in London in the Charing Crom, Road area.
 

FUTURE OUTLOOK
 
Growth in professioa! music making for the future i concentrated at
 
both extremes of the soectrum. On the 
one hind is tre growing interest
 
in early music (baroaue, renaissance etc) cy . on authentic early
 
musical instruments, and on the otrer the continuirg trend towards
 
electronic and techrolcg7-aided sound. This is evidenced by strong
 
trends in:
 

The growing numbers of early music groups (their numbers have
 
quadruoled since 1372) and the enthusiasm from e3rly musical
 
instrument makers; and
 

The incretsing numbers of musicians whose 'live' backing and
 
instrumental accomoaniment on stage is Dre-rrogrammed on computer
 
tape.
 

The more traditional musical instrument market is, by its very nature,

slow moving. Prcducts are built to last and there is a strong second
hand market. Aioncsics this is the absence cf any strong marketing.
 
These factors 
all point towards a fairly static future. An important

consideration is the significant demiue in 
demand from the educational
 
sector owing to cuttacks, something which has 
increased the demand in
 
hiring instruments; it also remains 
to be seen hcw much this will
 
affect the number of musicians in the future.
 

Pnn = Page nn (eg PlO), E = Exit, W = Word Search, C = C/O, <CR> = next page
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Introduction
 

Mintel has not previously reoorted on 
the musical instruments market in MarkE
 
Intelligence.
 

About 40% of the population would like the 
 chance 
 to play a musica
instrument but less 
than 10% do.
 

* The rise of the portable electronic keyboard and the scope it offers th
player has been 
a big bonus for 
the music industry.
 

Ic The selling ot musical instruments by 
the high street electronic
multiples may mean 
that more people have an opportunity to huy one.
 

Definition
 

The market covered here deals mainly with 
the mass consumer side of
- electronic and electrical the marke

instruments  but gives some indication as
specialist area of the to th
market. 
 The specialist
instruments that sector includes thos
are not designed or made for 
 the mass market; thes
instruments 
are typically more 
 expensive and 
 are usually only played b


sericus musicians.
 

Worth an estimated GBP326 
million at retail value 
 in 
 198, the musicas
instruments 
 market remains a fairly dark sector with hardly any other marke
information available. 
 However, it is thought to 
 be an area that ha
tremendous Potential.
 

Market Factors
 

Music is an important oart of all 
of our lives, whether we 
can play it o
simply listen 
to it. Most pecole today have access to either a
personal stereo stereo
or radio and 
so are constantly in 
touch with the music world
Mintel's recent 
consumer research has 
indicated that mary 
 more people woul
like to 
play a musical instrument than 
those that actuall/ do._ Music can be
 



very relaxinQ medium and being aole to 
play it on a musical instrument can t
the hein* of 
one's creative impulses and personal satisfaction. Certai 
restrictive factors work against 
the widespread playing of music - sucn as tcost :: .he i3t-,ments -nd the tin'e it tales to le3rn one; music clayir

remainc the privilege of a ccmoar3ti,-el small Dercentige of 
 the poculatior
Not ceir a d'narnic consumer market, demanu 
is low and the influsnces tha
 
drive it are these.
 

* T-e emergence of ortable keyboarcs into th- instrument market hfs don 
much t3 irow tre industry. Most of these :keyboards are imported fro
 
south-east A-sia and enable the olayer to 
play the instrument far more easil
 
due to it's soonisti:ated prcgrammes.
 

4 r.estimated increase of 100,000 cnildren per year in the 1910s betwee
 
the aces of 5 an 14, may contribute to growth in instrument sales. Childre
 
are majoc- users of musical instruments.
 

* A1tnou<h product pricing is thought to be a major contributory factor t
 
the narr2w use of musical instruments, consumer research ,as shown that 39% 
o

all aduLtsZ.jould like to play piano and 15% would like to be able 
to pla

guitar. Aith continued development in 
this area, it is possible that piano

might come in the range of people's Dockets in the future.
 

4-n average rise of 4% 
per year in personal disoosable income during th
late 1990s encouraged people 
to buy musical instruments as an additiona
 
leisure item. A complementary decrease in interest 
rates during the sam
Period lea to easier credit 
 facilities for consumers. The much highe

interest rates which are 
 likely to obtain during 1989-91 together with
 
slimming down of POI increases must necessarily restrict growth somewhat.
 

A perceived increase in personal leisure time may 
 be an encouragemen

for people who have never 
learnt a musical instrument to do so.
 

* The greater incidence of television programmes dedicated to music ha
 
given consumers the choice of different types music
of and perhaos th,

inclination to learn 
an instrument.
 

Market Size and Trends
 

Although the musical instruments market 
has not been known in the past for it
dynamism. 
 the development and introduction of new high technology instrument

has crou:ht a new competitiveness back 
into the industry. These comparativel
 
new instrufnents practically all come 
 from Japan and are termed "portabl

electronic keyboards", which are designed partly 
to develoo musicians who wil

trade uc to other instruments eventually. 
 They account for about a third 
o
 
the UK instruments market alone, 
 by value, which emphasises the important
attache," to them. However, other sectors 
have also shown increased growth

which coints to a resurgence of interest 
in musical instruments. 
 The market
 
as 
 a wncle, has grown quite considerabl! since tne mid 19P0s to aoout GSP32
 
million in 1989.
 

Table I Retail sales of musical instruments, 1985-89
 
GBPm Index G80 m at Index
 

constant
 

1985 prices
 

1985 214 100 21- 100
 
198C 246 115 238 ill
 
1987 303 142 293 132
 
1988 311 145 272 127
 
1989(est) 326 152 268 125
 
193(es) 42 263
160 123
 



Source: Mintel analysis 

........
 

In real 
terms the market has grown by some 25% since 1985, despite a very hic
level of growth in 1986 and 1987. 
 The increase experienced in 1987 can mai'n
be attributed 
to the expansion of 
the portable electronic
There was a peak of advertising expenditure in 1987: too, 
keyboards market
 

which might give a
indication of why the market grew so considerably.
market has not per'formed In more recent years tso well 
 and this
imports. Imports are 
is partly due to fairly stati
the crucial factor, in
instruments market;, 

the continued growth of' th
in 1988 the,musical
countries, of
represented over 60% of south-east
all instrument imports. Asi
 
compete Indigenous production canno
with foreign imports,

1 mainly on cost, and as a 
result almost 60%
* o
British home production is exported.
 

As can be seen from Table 2, imports leapt by 32% in 1987
64% to reach an overal
rise since 1984. Imports during 1988 showed no change over 
the previou.
year.
 

Table 2 Imports of musical instruments to UK, 1984-88
 

GBPm msp Index
 

1984 
 70 100
 
1985 
 74 106
 
1986 
 87 124
 
1987 
 115 164
 
1988 
 115 164
 

Source: 
Business Monitor/Mintel
 

Portable electronic keyboards
 

Portable 
electronic 
 keyboards 
were worth GBP86 
 million
representing 30%. of the marke'-
Practically

companies believe there would be 

all these instruments come from Japan - tht
no economic advantage in
plants in Western Europe basing productio;
- and are manufactured by companies such as
Casio and Roland. The instruments appeal 
Yamaha
 

part, are ;targeted 
to all. ages and, for the greate
at the home market, 
 a i'ue consumer musical instrument
The, keyboars are also relatively cheap, 
som.) start at about GBP30,
built in programmes that allow the 

and hay,

player to choose the
 

rhythm, style
N..' and simulated instrument sound as well as being able to
what has just been played. In fact, the instrument can recor,
imitate a whole band
sc versatile 
is 
 it. Trends in popular 
music have pointed to a rise i
simulated instrument sound which portable electronic 
keyboards
This has allowed can provide
many aspiriig musicians toiemulate the music played in
charts by simply keying in the Y.nstrument sound they 
thJ
 

instruments wish to play. 
.Thes
are' also 
 availat1e 
in many more outlets
instruments and than most othe
this has managed. to produce
experienced. the demand presently bein,
In 1989 
it was estimated that these instruments accounted fo
30% of 
the market. 

pt
 

Pianos
 

Keyboards of 
all types make 
 up- the greatest proportion
Traditional piano of the market
sales 'fell from a 
high of
low of.only.1,000 in 
16,000 pianos sold in 1979 
to
 

since 

themid 1980s; however, sales have picked up and in
were at 13,000. The price value of 
198
 

'rices 
the piano market is difficult to quantif
range from under GBPI,000
that to over GBP30,O00
this sector was worth about GP2 

but it is estimate,
million in
. 1988 and an
million in estimated GSP2
1989.
,exported because A larae proportion of acojstic piano production in. the UK
of low damand in the UK and a 
long standinq tradition o
 

'. 
 b , , . ; .- .
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export. 
 It is important to add that there is a goodacoustic pianos also, second hand market
for which figures are not available, and this is 
f
 

pianos being able to maintain a due
high second hand market value because of 
the
durability.
 

Traditional pianos 
have declined 
 in popularity due to
technique necessary their cost, t
to play them and the appearance of cheaper electronic a
digital pianos onto the cmarket. 
 Digital pianos have grown quite rapidly
have averaged growth-between 20% and 30% a
 
a year since 1984 and are 
now wor
-in the region of GBP2'3i.lni!lion, about 8% of 
the total market.
that It is estimat'
their growth will slow in the early 1990s because of the market
saturated. Other becomi,
keyboard 
instruments include synthesizers and electron:
organs, 
 these sectors were 
worth about GBP26 
million
respectively in and GBP21 milli;
1988. 
 Growth in synthesizers is 
thought to
due to the popularity in be slowing dot
electronic 
keyboards 
while electronic
although expensive, are a stable market after a period of decline. 

organ-


Guitars
 

Perhaps the 
 only other sector that can
market is 
that of guitars. Once again, 
match the dynamism of the keyboar
the market is mainly made
imports, chiefly from Japan, South Korea and 

up .frc
 
the USA.
both acoustic and electric was 

The market for guitars
worth about GBP28 million in 1988,
total market. Electric guitars account for 6% 
9% of th
 

of the total instrument marke
and 68% of 
the guitar market.
 

The acoustic guitar sector was 
valued at.GBP9 million
about 3% of the instrument market. 
in 1988 and represente


Apart from imports from South
the USA, acoustic guitars come from Spain and Romania -
Korea ar 

of manufacturing guitars. 
both with a traditicBoth sectors of
substantially the guitar market have grown quit
in the 
 past couple of years and it is thought that the guiia
market will be worth about GBP30 million in 
 1989.
unforeseen This demand' had
by most guitar manufacturer's agents but perhaps the 

bee
 
re-awakening of reasons ar
interest in the 
instruments market 
as a whole.
 

Brass and woodwind
 

Brass and woodwind instruments, 
such as saxophones, trumpets,
flutes, clarinets an
are also an important area, worth_ about GBP20 million at 
retail sale
prices in 1988 and grew tolan estimated GBP21 million in 1989.
mainly from Japan and Imports
the USA. com
Other countries of- origin include Taiwan, Wes
Germany and Czechoslovakia. 

interest in jazz music and 

This,area has grown in Popvlaritydue 
to the
the inclusion of brass sections in many rock bands
 
The saxophone, especially, 

ne
 
has become a' very:.popular 
 ntrument although it
price generally restricts r 

it to 
serious players. 
 This insirument combine
style and image too: it 
is very much an "in" instrument'., 


Percussion instruments including: 

. 

.drums, 
 xylophones,
triangles and others was 
cymbals, castanets
 

majority of these 
worth GBP3.7 million in imports during 1988. _Tcame from''-Japan, 
.Taiwan and 
tIhe USA.
market In retail values th
was worth about GBPO.7,million in
in 1989. i988-and an estimated GBPlI millic:Exports amounted to under GBP3 million in 1988 - about O1%.'of totaexpor ts .
 J. 

There is 
 no clear indication of 
the size of 
the market for violins, v'iola.
cellos and double basses. However, ,'since these are
but with a''relatively low appeal, Ecept at 
highly priced instrument 

the learning stage and forminded players, it is felt that seriouther market value was under 
GBP10 million fc
1989 and maybe lower.
 

There has been 
*renewed 
 interest in
years,which is partly due 
playing a musical instrurr I-It in-,

to the,accessibili y 
e 

without doubt o new musical instruments
th, portable electronic keyboard hasnew found aooeal, 'Lt 
had much to do with t.ihas also spilled over into other instrument setors
the majority of 
oeoole wishino to learn Fc
 a musical' instrument the
always been downside
the cost both,of the instrument and 

h
 
the lessons 
 and the ti I 

i ' '1, 
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-'inv l vedd 
 eveloo e d
 
invo1ved. 
 The Japanese, 
however,
and intruments develooed that can almost
have proved that costs can
though, be brought dwill continue to remain out of 

teach the player. Many instrumen
the reach
because of their cost and 
of the ordinary pla,
this will 
invariably distinguish
player from those who play for fun. 

the dedica
 

It is well accepted 
that after leaving school, 
 many children give up learni
a musical instrument, 
 however, 
 as Table 3 shows, the
musical instrument increases over the age of 
actual number playin
 

16.
 

Table 3 People in UK playing and learning a musical 
instrument, 1986
 

Age Lessons Playing Total
 

6-10 
 23 15 38
 
10-15 15 16 
 31
16-20 
 4 19 23

21-30 
 2 17 19
 
31-40 
 1 11 12
 
41+ 
 - 8 8 

Source: 
 Yamaha-Kemble
 

According to 
this research only 8% 
of those over
instrument the age of 41
making play a musica
it the pressure of
that the young.
lessons tail off after reaching 16 years 
It is interesting to not
 

leaving age, old, the most common 
schoo
but that playing an instrument picks up until the early 20s an
 then fades away again. This phenomenon is most probably explained by time an
availability 
- after 20 years old 
most people would 
 have jobs and
commitments that would limit their opportunity to play 
othe
 

a musical 
instrument.
 

The Supply Structure
 

Home production and foreign trade
 
The musical instruments market is 
of particular interest due to the
about 80% of 
the market is supplied from abroad. 

fact tha
 
imported from Japan. Of this figure over 50%
Home production for sale in 

i:
 
in real terms, during the UK has not grown at all
 
Most of 


the l3st five years and imports have steadily increased
the musical instruments made in 
the UK,
now seems as if imoorts have hit a 
about 6016, are exported. I
plateau 
 - perhaps due to the relativ,
maturity of 
the market.
 

Table 4 Imports by country of 
origin, 1988
 

GBPm msD 9"
 

Japan 
 52.5
USA 51

7.6 ,6
South Korea . 

West Germany 
6.5 

, 4.9 .5 ,1 

Taiwan 
 - ,
3.3 3
 
Italy 
 2.8 3Others 
 24.4 
 24
 

Total 
 102.0 
 100
 
Source: 
 HM Customs and Excise/Mintel 
 "
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South Korea 
 and 
Taiwan have managed to penetrate almost every sector of
instrument market. 
 Their strength lies in t
 
technology, especially Japan, 

their ability to develop the late
and their relatively cheap labour
South Korea. - Taiwan a
Manufacturers 

Japan 

from the USA also use Taiwan, South Korea a
to build their instruments because of
production techniques they can supply. 
the cheap labour and innovati,


In addition the market has been aidi
by extreme fluctuations in exchange rates in favour of South Korea and Japan
 
Instruments are also manufactured in even cheaper countries such as
and the Philippines. Indones
European and American manufacturers cannot effective]
compete with these countries on prices but do 
so on quality
changing though, as - even this i
many professional 
 musicians 
have endorsed Japanes
products such as Yamaha 'and Roland.
 

,.Table 5 Exports by type of 
instrument, 1988
 

GBPm msp
 
Pianos 


6.7 23
Electric guitars and accordions 
 4.7 16
Electric keyboards 
 4.5 16
Wind instruments 

4.4 1
String instruments including guitars 
 3.3 11
Perci'ssion 

2.9 10
Others 

2.7 9
 

Total 

29.2 
 100
 

Source: 
 HM Customs and Excise/Mintel analysis
 

Exports only amount to under 30% of import value, 
with the main
being the continent. destinatior
 
pianos -

Almost a quarter of all exports, in value terms, arEmany of them originating from 
the Yamaha-Kemble factories.!,,
number of exports are re-exports, A largt

production areas only to be stamped with a 


in which they have been imported from cheat
company's name and 
sent'<.abroar
again.
 

Companies and brands
 

The best known manufacturer in
Ltd. The factory in the UK is Boosey and Hawkes Musical. Instrument:
 
flutes. 

the' UK produces Besson brass instruments and Buffel
Included in the 9esson brass range are 
trumpets, cornets,
horns, euphoniums trombones,
and tubas. - The group specialises in orchestral and banc
i'nsturments and possesses an 
international distribution network.
factories in Its other
Europe are Buffet Crampon, manufacturing clarinets) 
 bassoons.
oboes:J Winter manufacturing instrument cases; 

..
 

Roderick Paesold producing hand crafted violin,
and string viola, cello, double basses
instrument 
 bows: and <-the recently acquired J Keilerth compan,
producing saxaphones. ...
 

Boosey & Hawkes M I Ltd.,. 
is a major force in the
Splaying and is promotion 
 of instrument.
involved in many music festivals, contests,
as promoting clinics trade fairs as wel'
and 
workshops throughoutthe country.
exporter of 
musical insturments with 
It is a majo:
over 80%. o f its 
 UK production sole
 overseas 
through wholesalers, agents.and the Group's overseas subsidiaries.
\\'Another significant part of 
 the Group 'is
l/extremely active side.of 

Music Publishing which is'at
the business.
SFestivals Compny, 
A further Group activity is the Ban(well known for 
 its staging of
' Championships. the National Brass Ban(,•In198, pre tax profits for the Group 
rose by 82%., confirming
it's confidence in thu,future.
 

The company is a majo - force in the 
 romotio f ins'trument a 

.. .
-t ..pr,",. . . .. . g ,dik
an, 




involved 
 in many music festivals, contesta and
activity in which trade fairs. The best kno
the company 
 is involved
Championshios, is the National
Boosey and Hawkes Brass Ba
is also very active in the promotion
music at schools and colleges. 
 The company is 
a
instruments major exporter
and has established of music
 overseas 
subsidiaries in the Japanese
American markets. 
 Music Publishing is another side to 
a
 

very important. the business
In 1988, Pre-tax profits that
 
for the 
 group rose
confirming it's underlying strength. 

by 82
 

No other company 
 has made 
such an impact
instruments on the international
market as music
Yamaha 
 has done.
market for pianos, The group now dominates the
wind instruments, wor
percussion and electronic
It has managed instrument
to do this not 
only

developing by a policy of acquisition, but
new technology and, 
 consequently,
• stay ahead of new instruments to enable it
the competition. 
 In the UK, Yamaha is 
the dominant forc,
without question, and strengthened its position by the acquisition of Premie
the percussion manufacturer, 
in 1988 and by winning control 
. of Kemble, tl
Milton Keynes based piano manufacturer.

Kemble, 
which also makes pianos for Chappell and Broadwood, has been injecti
with 
a major investment programme from
production 
to Yamaha,
10,000 units per year in 1990. 

with plans 
 to boost piar
Kemble make a 
range of
for Yamaha, which is 12 pianc
to be increased 
to 40. Most of 
the Kemble production i
for export.
 

Yamaha 
is not a 
recent entrant into the music industry either:
been making pianos since 1898, the company ha
one of 

eventual 

the longest running companies, with a
aim to,,Uild the 
highest quality pianos on 
the market.
 
This fact is 
 further 
 confirmed 
by the emergence of 
the South Koreans an
Taiwanese, who are able to 
build even cheaper models, thereby eroding Yamaha'
share in the cheaper price models.
 

To some extent Yamaha has countered these developments by moving production o
some instruments (eg guitars) 
to low cost areas
Indonesia. Yamaha such as Taiwan, Korea
does not an,
wish to 
 hold on to
instruments at market share in cheapp,
the expense of quality, however,
of development but wishes to pursue a polil,
that will give 
 it the lead in 
the market for value-adde
products.
 

Yamaha has always been a 
keen advocate of 
music promotion and is 
 involved
many music festivals and competitions. i
The company also likes to
in education and has what it calls a participat
"stateschool

keyboards roadshow" which provide
for children. 

University of East Anglia. 

It is also the sponsor of Soundscape at
In 1988, 
 Yamaha suffered a fall of 
th
 

profits due 33% in pre-ta
to adverse trading conditions and 
the impact made 
on the market b
the South Koreans and Taiwanese.
 

Casio Computer Corporation, 
 the Japanese company,
the UK instrument market but only in 
has also made inroads int
the electronic
The company imports all 
and electrical sectorsi
products from
th,-ough Japan and distributes them mainl
the multiple retailers, like Dixons and Currys.,
pr'oduction in Europe by 1992 but has yet 

Casio plans to star
 
it 
 to finalise plans for what product
will build there: 
Europe accounts for 30% of all Casio's exports. 
 The mai
are adi rincipall

types of product that Casio makes are portable electronic keyboards,
.Gyboads 

uias atth hom mrkt- electri
'GSP499 e ti
.. 
 digital ......
 and are aimed principally
horns. 
 Its 
 products range in value from GSP29.g5
at the home market. t
 

The comany cotbdednteobv 
 edasgcdaeoen.

1988 to produce up to 
10,000 keyboards a year. 
 The move to
trading :ffficulties due to 

Italy followe
 
the strong Yen.
 

Comus International, 
the Italian company, better
grouo, manufactures childrens instruments 
known as the Bontempi/FarFis

and more professional - 10 million aretype organs, which Farfisa is well 
sold every year


known for.
 

http:GSP29.g5


Other major keyboard manufacturers include Technics,"
from West Germany. Hohner has not 
- rom Japan, and Hohne


Performed
instruments and 
too well with its electron
has decided 
 to concentrate 
more
instruments,. on its tradition,
such as mouth organs and accordions.
musical Kawai, the second large!
instrument manufacturer in 
the world, still has 
little presence in t)
UK.
 

Major guitar manufacturers 

* 

are mainly Japanese and American companie
Fender, maker of 
the legendary "Stratocaster". has the 
largest market share ,
 electric guitars worldwide. This 
 American 
 company
, competitive by producing guitars in 
has managed to st

low cost areas, 'like Korea and Mexico. ar
* 
 also in Japan.
 
Gibson, a major name 
in guitars, is apparently making 
a comeback; 
its Epiphor
brand is made in Korea. Charvel is
and Korean production another well known company, using America
centres. 
 Yamaha has
operations to Taiwan.' moved all its guitar makin
Ibanez and Washburn are two Far
that are very popular in the UK. Eastern makes of 
guita
Rickenbacker, 
another USA manufacturer,
also starting i
to make a comeback into 
the guitar market but is an acquire
taste and also extremely expensive.
 
The world percussions market is dominated by the Americans and
Pearl, a Japanese company, is Japanese too
reputed 
to have a majority share
Other prominent Japanese players in this market
 are Tama 
and Premier -
American companies include Ludwig and Gretsch 

owned by Yamaha
 
- a company that used to mak
guitars as well.
 

Brass instruments are quite a specialist area due 
to
command. the high prices they cai
There are many manufacturers in
quality instruments coming from the USA, 
this sector with most of the higi
West Germany and Japan.
again, a prominent force Yamaha is
in trumpets, 
 and brass and
saxophones Selmer, of 

woodwind generallt
France, 
 owned by Vincent Bark of
major name in the USA, is also .
saxophones. 
 Conn, King 
and Holton are
manufacturers all Americar
of quality brass 
 instruments. 
 Boosey and 
Hawkes is wel"
represented through their subsidiaries in all 
areas of
Paxmnn of the UK and Alexander of 
woodwind and brass.
Mainz are 
the top 
french horn manufacturers.
 

Other 
string instruments, 
 such as violins, 
cellos and double bases
specialist. ire ver
Boosey and Hawkes is 
a well known name with its Paesold rapge 
an
Suzuki of Japan also produces good quality'violins.

that are well Two West German companieE
kncwn manufacturers are Otto Klier and Benedikt Lang.
 

Advertising and Promotion
 
The advertising and promotion of musical instruments 
cannot
more dynamic be compared tc
consumer 
 goods 
and markets.
specialist nature of 

This is mainly due to the very
this market and the fact that 
 it is not
throwaway philosophy that is applied to most consumer 
part of tht
 

goods.
 
Musical 
 instrument 
sales 
are not particularly
methods either -although responsive to advertisinc
this might apply to the latest electronic 1gizmo"
come out of Japan. In fact, tc.
the market enjoys a
the mediums of lot of free advertising fror
radio, film and television where music of all styles blares out
almost continuously. 
 The actual playing of 
a 
record at homecan almost bear
inducement 
to run 
out and buy an instrument
the number - as every teenager knows
of live music shows every anc


day means that
manufacturers do not have the instrument
to rely on normal ways of advertising.
 

For instance, 
 a popular tune 
that incorporates
instrument, might, increase the sound of a particulasales of that instrument by itself
marketing Lsed - With no othe:'who could forget that when 
the Beatles broke onto
scene in the the music.
early 1960s, electri,: guitars were a 
"must" for many aspirin,
teenagers. 
Most ad'ertising carried out in 
normal methods tends 
 to be 
 in the musica'
press, 
 Such as New Musical Express (NME). Sounds,
 



elite music periodicals, 
with names asThe largest advertisers are i s be as Straight
Casio - the Japanese hi-tech companies such 
No Chaserwho have every incentive as Yamaha ar
to plough large
promotion since they are market leaders in 

amounts of money int
the music industry.
 

Table 6 Above the line advertising expenditure on musical instruments, 1985-e
 

GBP000 TV/radio Press % of sales
 

1985 
 811 
 3 97 0.37
 
1986 1,459 10 90

1987 2.175 18 

0.59
 
82 0.72
1988 2,017 20 
 80 0.65


1989 1,806 23 77 0.55
 

Source: MEAL/Mintel analysis
 

From a 
 high in 1987, advertising expenditure has slowly dropped to
level of GBPI.B million. its 198
It is also interesting to note that the
split of expenditure percentagon television/radio and the press has gradually narrowed 
In 1985, virtually all advertising was directed through the press,
Television and radio whereas
accounts for almost a 

no
 
quarter of advertising expenditure
Main users of Television and radio 
are 
Casio and Technics.
largest advertiser overall, Yamaha remains th
devoting all 
its advertising to
Musical Instruments the press.- Ax
is the fourth largest advertiser.
 

Advertising, however, is 
not the only medium for musical instrument promotion
actual promotions of festivals and band competitions also account
part of for a
marketing activity. majo
One of 
the best known events in the UK 
musica
calendar is the National Brass Band Championships,
which involves held by Boosey and Hawkes
up to 20,000 musicians and a
The success of this contest has led to 
finale at the Royal Albert Hall


the formation
Band Championships. of the European Bras'
Boosey, and 
Hawkes also holds a wind band competitio
among many other promotional Ltvehts worldwide.
 

Yamaha Corporation, 
the largest company in the UK musical 
instruments market
gets involved 
'in a wide variety of promotional events besides having th.
greatest advertising expenditure. 
 Band Explosion is 
a competition
bands and is a for .roc
worldwide event. 

organs and there is 

Electone is a competition for electroni
also a junior Electone 
contest. 
 Yamaha's 
 Clavinov
festival is for players of digital pianos.
 
Yamaha puts a 
 lot of money and effort 
into its promotional
surprising since the company has the widest selection of 

activities 
- no 
instrumentsmarket - and has on th
recently sponsored music scholarships for piano.
gets involved Yamaha als
in many of the 
trade fairs  such as the British Music Fair


and does a 
lot of work for
addition the company television runs about 100 
Royal Institute lectures (8BC2).
Yamaha music schools in the I
UK.
 

Technics, 
 the Japanese company, 
 also runs 
 about
(basically Lwelve music academies
music schools) 
- in association
Certain instrument with Technic's dealerships
 
mjree instruments. 

manufacturers provide bands and individualmusicians wit
This practice though 
is not widespread and is 
 limited 
 t.
major brand names. For instance, Fender,

calls. its 

the guitar manufacturer, has what
"Signature i
Series" 
 - these instruments are made tondividuals but are the design oalso available 
 to other custcmers.
individual The particula
the guitar is designed for, 
 always receives them free,
Claoton series designed by hence th
 
There Eric Clapton means he'will always get
are other signature guitars free guitars
- such as 
the "Jimi Hendrix".
can usually get Other peopl"'custom made guitars through the custom shop though these tento be one off models.
 

i . V .': . 



Despite, all promotional activities 
carried 
 out, which earn
instrument 	 the far
manufacturers 
a lot of goodwill,
advertising 	and marketing remains the 
the most effective 
form
sound emanating from 
 the instrumen
themselves.
 

Distribution
 

It is difficult to 
compare distribution in
other markets 	 the musical instruments market
due to 	 at
the former's specialist nature. 
 Although store groug
such as Dixons, Currys, Argos, Rumbelows, and Boots, mail order companies suc
as 
Freemans and warehouse companies like Comet all sell musical instruments
is generally at the home 
 market 	 1end and does
equipment at all. However, it is 	
not touch on professiona
now a very important sector since the growt
in portable electronic keyboards etc accounts for the greater part of
sales. Department stores, retai
like Harrods and Selfridges, 
also have extensiv
instrument sections.
 

It is estimated 
in the trade 
 that there
retailers, 	 are about 740 musical
selling instruments 	 instrumen
 
supporting 	 and accessories exclusively,
about 2,339 	outlets. in the U
 
in certain areas: 	

The retailers themselves tend to specialis
some shops will deal
like Guivier 	 in stringed orchestral instruments
of London -
Morris -.and others, still, 

others will deal with more modern equipment - Ros. 
Bill Lewington 

may deal in brass and woodwind instrumentsof Shaftesbury Avenue 	 lik.
 . It is raresell instruments of 	 to find a shop that wil
all types, catering
there are outlets, such as Chappell of 
to entirely different customers thoug


Similarly, City Music, 
Bond Street which sell all instruments.
a larger retailer has eight stores.
that there are no 	 One certainty i!
national chains of 
musical instrument retailers.' The
largest chains tend to be fairly localised and sell mainly
Calsboro is 	 modern 
equipment.


shops and 	
a chain of eight shops selling modern equipment; ABC Music has si>is based in Esher; Dawsons of Warrington have eight 'shops; SouncControl of Dunfermline have six shops;
retail Rose Morris is a wholesaler with
outlets in London. 	 twc
There are no chains of over 
ten shops and most of
them are localised operations.
 

The fact that 
there are so few instrument shops in the UK is explained by
knowledge that 	 the

* 	 they are selling into a
consumer market, 	 relatively
and the existence of 	

small and specialist

usually enough to 	

one shop in a fairly large town
satisfy local demand. 	 i
 
many 	 of course, in cities, such as London,
more exist. 
 The quoted figure probably does not cover all outlets that
sell second 
hand instruments 
 as well.
manufacturer, 	 All retailers, unlessL also 
 z
receive their instruments from wholesalers or directly from the
manufacturer 
- acting as a 	wholesaler.
Since many instruments arei
 

are imported, 
 retailers
some 	 and wholesalers
their 
 own names 	 stamr
on them creating a type of
label" instruments are usually much cheaper and vastly 
own label 

inferior 
market. 

to 
These "owr
 

manufacturer 
 articles 	 the name(
but they do 
 offer the 	 purchaser a chance to start
learning an 	instrument at a cheaper rate,
 
Unlike most 	consumer markets, there is a flourishing second hand
musical instruments. 	 market fot
Most of 
 these instruments would be sold through tht
established instrument retailers and good quality orchestral instruments
often appreciate in value. 	 will
There is 
no real
equipment, 	 since it is outdated,. quite 

market for the latest electroniQ

Quickly
however, it 	 by the latest technology;,
will always 	be saleable. 
 The very existence of
market does 	little to help increase sales in 

the second hanc
 
is something that 	 the new instrument market, but 
iU
the retailers and manufacturers
business. 	 accept as
In fact, 	 part of theiO
it can add prestige 
 to a company's standing if it
instruments 	fetch good prices on 
re-sale.
 
in October 1989, 
 theMusic Industries Association
Association launched Musician Style 89, 	

'and the Music 
Retailera marketing 	drive
trade to 	 to stem the loss oi
the high street electronics multiples like Dixons and Currys 
 and tr
promote. 
the fashion for playing musical 
instruments
i fouc.mp......... 	 The programan... us... 
 ............ 

,!;
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71he Consumer
 

To g;ain an idea of the pOP'jIlarity of diff r nt t.pes of m,,sc] tu
 

Mintel appointed the British Mlarket Research Bureau (BMp.E) to ConauctinMihanttI*3nally represenutti.e sample 
a survey

The work was Cf. '?-1 adultI were nfterviewe-d.carried o't during December 9 .=9. n .
 wr..
 .n

asked: Respondents were initially
 

"Which of 
these musical instruments can you 
or anyone else in 
 your hous

play?" ehold
 

Table 7 displays the results of 
the survey.
 

Table 7 Ability to play musical instrument by household, 1999 

Ease: 961 adults
 

Piano 
 23
 
Recorder 
 19
 
Guitar 
 17
 
Electronic crgan 
 16
 
Violin 
 7
 
Mouth organ 
 6
 
Drums 
 5
 
Flute 
 4 
Clarinet 
 3 
Trumpet/Cornet 
 3
 
Accordion 
 2
 
anjo-
 I
 
axophone 
 1
 
thers 
 4
 
on't know 8
 

ource: BMRB/Mintel
 

s Table 7 shows, the piano is still

ith almost a quarter of all 

the most popular household instrument
respondents either playing it or
n their household playing it. 
having someone


.This figure is
;ianoremains one 
not so surprising 'since the
of those instruments that most people learn 
 to play music
 n.
 

,he recorder, 
with 19%, 
 is also a favourite school learning instrument.
uitar, electric and acoustic, has The

been popular ever since the
nd advent of
roll music brought it to prominence. State of 

rock
 
nd keyboards the art electronic organs
are also gaining in! popularity thanks 
 to the innovative
echnological skills of 
the South East Asians.
 

adly, 
 it seems, traditional 
orchestral 
 instruments 
are
idespread scale. not played on a
This can be a combination of 
cost - these instruments cane extremely expensive despite new manufacturing processes urprisingly small number of people carry 
and education, 
 a
 on playing an instrument after 
 they
6ave school.
 

he fact that 
 new forms of entertainment
ecreation time which appeal 
have encroached on people's
to a vast proportion of 
the population also
o. be ta'sen into has
account. 
 The arrival of television has' been blamed many
imes for 
t.e decline of 
home music, 
 though obviously it 
is only one factor
Tong many.
 

r) 
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* Table E Demographic analysis of 
ability to play 
instruments by hcusehold, 19
 

Base: 961 adults
 

Piano Recorder Guitar Electronic
 

organ*
 

All 
 23 19 17 
 16
 

15-19 
 36 33 
 23 27
 
20-24 
 20 17 
 30 8

25-34 
 18 22 22 
 15
35-44 
 23 39 
 27 29
45-54 
 20 15 
 11 7
55-64 
 16 8 9 
 16
 
65+ 
 28 6 4 
 9
 

AS 
 46 27 22 
 20
 , Cl 
 28 22 21 
 15

C2 
 17 19 17 
 17

D 
 14 19 
 16 16
E 14 7 3 
 8
 

London/TVS 
 23 21 
 20 16
 
Anglia/Central 
 26 19 19 
 16
 
Harlech/TSW 
 36 18 
 16 12
Yorkshire/Tyne

Tees 
 is 19 
 15 21
Granada 
 24 22 13 
 11


Scotland 
 17 16 
 16 17
 

Working 
 21 23 21 
 17
:.Not working
. 25 21 
 is 17
 
Retired 
 23 3 
 4 9
 

Children 
 24 32 
 25 24

No children 
 22 12 12 
 11
 

Owner occupied 27 22 
 17 17

Rent council 
 14 14 
 13 14

Rent other 
 16 14 26 
 13
 

* includes portable keyboards
 

Source: BMRB/Mintel
 

In Table 8 there is a 
more detailed,breakdown involving the
musical instruments. four most popula
As mentionec previously,

type of household the piano is the most popula
instrument 
and over a third of 15-19 year'olds are 
in
household where it 
is played.
 

It can be assumed that, in 
this instance, it is mainly the 
respondents who ca
play it 
since they would, in 
most cases, 
 still be at school.
46% of socio-economic group ASs 
The fact tha
have a piano playing member of
gives the the househol.
imression 
that being able 
to play the piano is a privilege reserve
for wealthier families..  . . . -,  r
 

*--
 This can, perhaps, 
 be mainly explained by the fact

items,, out 

that pianos are expensiv
of the reach of most families. Also piano lessons can be quit.
costly. Geographical analysisshows 
that over a 
third of households 
 in th
 
havle×*Ss 
viewing areas 
 have a 

r.ea piao last why. 

piano playing member, although no obviou,Those peole who 
own their home moreare likely thvapino player. 

, ... 



The 
 recorder is a Popular instrument for children to 
learn on and as
those peop'e aged 15-19 and 35-44 are more 
a resu
 

likply to be in a
one is played. household whe
The 11'atter group would probably have children at the age whe
they start learning to play a musical 
instrument.
further when 32% of 
This can be validated sti
those families with children are recorder players again!
only 12% of adults without children.
 

The third most popular instrument is the guitar, 
which is especially favourt
by the younger groups. 
 The highest percentage of guitar players is in t;
20-24 age group at 30%, 
 closely followed by the 35-44 year olds at 27%.
guitar is T1
of those instruments that is

.one 

ideal for learning since it 1relatively inexpensive, particularly acoustic guitars,
around. Whereas and is easy to car
most school leavers will rarely play the piano or
again, guitars seem recorde
to hold their attraction. 
are twice as Those households with childrE
likely to 
have a guitar player as those that do not,
its "learner" potential. confirmir
Its universal appeal and relatively low price mear
that it 
is played in all types of accommodation but with a particularly larg
percentage in ordinary rented accommodation.
 
Since the Japanese developed their comparatively 
cheap keyboards,
1980s, in th
they have grown immensely popular, particularly among the young.
is confirmed by 27% of 15-19 year olds and 29% of 35-44 year olds, 

Thi
 
group it is thought, the latte
 
these people are more 

may refer more to the children in the household sinc
likely to have 
 children
stage. ABs are at the instrument learnin
more likely to have an electronic organ player than othe
socio-economic groups and households with children are also twice 
as likely t
have one than those that do not.
 

The violin, 
mouth organ and drums all achieve about the
popularity. same level o
However, the 
 differences. are
discovery that the violin is played in 181, of 
made apparent here with th
 

AB households and in 10%
those with children whereas the o

mouth organ
households and 12% of is played by 10% of
non-council tenants. retire


appeal The drums, on the
to 12% of other hand
15-19 year olds and 13% of non-council tenants.
interesting to note It is als
that 48% 
of all respondents did not know whether anyone i
their household could play a musical 
instrument 
- perhaps practising at hom
has gone out of fashion.
 

The second question asked of respondents was:
 
"Thinking 
of yourself personally, 
which of these instrunents do you reall

wish you could play?"
 

The results are displayed in Table 9.
 

Table 9 Desire to play musical instruments, 1989
 

Base: 
 961 adults
 

Piano 
 39
 
Guitar 
 15
 
Electronic organ 
 13
 
Saxophone 
 9
 
Drums 
 7 
Accordion 
 4 
Violin 
 4
 
Clarinet 
 3
 
Flute 
 3 
Mouth organ 
 2
 
Banjo 
 I
 
Double Bass 
 1
 
Oboe 
 I
 



Trumpet/Zorne t
 
Other 
Don't know
 

Source: BRB/,';ntel
 

When rescondents 
were asked what they wished t-ey could play, the piano car
out on t'C, a-Jan with 33 choosing it. Teof favour recorder had meanwhile fallen CLas a pooular family instrument to Le reolaced by the guitjr wit Icand the electronic organ with 13s. The fourth most popular instrumentsaxcohore, which only i;. cf 
.a- thouseholds could 
Ela,/ but ?'; w,anted to
play. There a,- be able t
certairn restrictive factors 
exolaining the small
saxoohc'ie, ramely Lie use of thcost - saxcohores cost abou t GBP50C fr'r the cneaoestand the noise factor. Drums also seem to be - noije an. space beinq 

More ocCular than actually playethe prohi tive factors involved as well as cost. Thaccordion is also high in the wishful thinking stakes.
 

Table 10 Demographic analysis of 
desire to play instruments, 1989
 

Base: 961 adults
 

Piano Guitar Electronic Saxoohone* 
Organ 

Al. 
 39 15 13 9
 

15-19 
 22 19 
 10 1
20-24 
 32 28 
 6 22
25-34 
 33 22 12 
 15 
35-44 
 45 20 13 9
45-54 43 13 
 15 4
55-64 
 45 6 
 20 2
65+ 
 43 2 
 10 1
 

AB 
 34 11 12 10
Cl 
 46 17 
 10 12
C2 
 41 15 
 16 10

D 
 28 17 
 12 7

E 40 10 13 2 

London/TVS 
 44 15 
 10 10
Anglia/Central 
 36 15 
 13 7
Harlech/rSw 37 14 
 15 13

Yorkshire/Tyne Tees 
 37 12 
 15 6
Granada 
 36 11 
 13 9
 
Scotland 
 27 I 16 6
 

Working 
 37 20 
 12 12

Not working 
 37 13 
 12 7
Retired 
 47 2 
 17 1
 

Children 
 35 19 
 13 10
 
No children 
 41 12 
 13 8
 

Owner occuoied 
 41 14 
 12 8
Rent council 
 32 13 15 .

Rent other 
 34 23 
 13 17
 

* Iow sub samole 

Source: BMR8/Mintel 



Almost 40O of all respondents wished tyf p".no
a strongerde.ire amongthe older age groups: 450
.is
olds and 55-64 year olds expressing this wish, 
Of both 35 -44'.ye
and the 
 over 65s. as did 43% of 45-54 year ol
 

Cl, 
This ambition is also prevalent in socio'"economic grou
C2 and E with 469,, 
41% and 40% respectively.
groups would , It is thought that the
be less likely 
to own a piano,
About 50% of thereby increasing the desir
retired People also wished they
impression that people could play - giving t
like the 
 idea of playing a piano more as they g
older.
 

The guitar has a quite different following,
instrument, although the desire to play it 
and is very much a young person'


is stronger after the teens: 28% o
20-24 year olds and 22% of 25-34 year olds wished they could play.
 
There is 
a marked decline in interest with age 
- perhaps connected with a lacof flexibility in the finger joints.

There 
is an 
apparently equal aspiration to play the electronic organ althoug

perhaps a little stronger in the older age groups
expressed this view. ouf 

-20% of 55-64
 
year old
The saxophone is one of 
those instruments that has gained in 
Popularity durin
recent 
years due to new musical trends. 
 As such it is in younger age groupthat a yearning to play it 
is more noticeable of 15-19 year olds. 22% of 20-24 year olds and IS'
Also these people are more 
likely to be working, 12%, an,
in rented accommodation, 17%.
 

Finally, the drums, which have always been popular among young people
15-24 year olds wish - 19% othey could play  seem to appeal
groups, 11% to lower socio-economi
of Ds, and, strangely enough, those people with children, also lV
- perhaps as a noise drowning catharsis.
 

The Future
 

The ambition 
 to 
 play a musical instrument has been shown to be cradled by
large percentage of the population, according to 
 Mintel's
research. recent consumei
More variation in leisure time activities and, until very recently,
more personal disposable income 
 have both 
 helped people to realise their
dreams and learn a musical instrument. However,
music takes a lot of to be seriously involved it,
time and effort, not 
to mention money, 
and these havL
been the overriding restrictions on a wider instrument playing public.
 
' The most important development 
in musical instruments, in
decades, has the last tw.
been the application 
of electronics
Japanese to exploit, which has enabled the
produce instruments that
brown their leadership in
goods hi-tecmarkets and thereby corner the world market.
instruments is relatively The cost of thesc
low, since they, can
factories be mass produced in thof Scuth Korea and Taiwan,


ordinary man in the street 
and this has made them available to th(
- who really only wants
anyway. to tinker about
This has meant the emergence of a 

on' on(

dynamic consumer market ir
electronic keyboards and a move away from the traditional
retailer. musical instrumen
The long term effects of
are still this on the traditional instrument markei
too early to gauge,


Po,play 
but it is felt that if children are encouragec
at an early age on something that is fun 
to play on,
then move on to a more traditional instrument 

that they will

later on in
therefore, be some kind of 

life. There will,
knock on benefit for
in the independent music retailer
the long term 
- however, 
 it is 
hoped that getting used to electronics ir
music will not deter children from ordinary non-electronic instruments.
 
Since the musical instruments market is so varied
soecialist , consumer side andside - any forecast of 

- a cthe mirket must take
side will affect the other. into account how onc
It is estimated that, 
at present,
fairly mature, although there is the market i
a lot of 
room for growth in keyboards and it
should continue 
to grow in value by about 5-10% a year 
in the short term at
current prices.
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Forecast
 

The pattern of musical i!'struments sales has been one of dynamic increa
 
followed by a fading of growth after 1987 in real terms. It 
seems likely th
 
the market is now 
likely to level out at the 1990-91 level, and this
 
reflected in Mintel's forecast.
 

The medium term prmjectinr is. calculated using the SPSS computer model 
whi
 
measures the correlation between the recent path of the market and a basket

indensndent variables. 
 Any weighting of the calculati.n towards the

elements which are fundamental to sevaral variables is offse: by the system.
 

The only factor sin'fificant enough to measure against 
 a future music
 
instruments market was 
personal disposable income. Despite the straitening

expenditure 
 during 199q-90, however, consumer- demand remains stro
 
particularly in the children's sector. forecast
The sales for music
 
instruments reflects 
 this balance of factors, giving a rather stat
 
projection in real terms. 
 The 1994 value is calculated to be GBP339 millio
 
a 1% decline on the 1990 figure.
 

Table 11 Forecast sales of musical instruments at constant 1990 prices,
 

1990-94
 

GBPm Index
 

1990 342 100
 
1991 338 99
 
1992 339 99
 
1993 338 99
 
1994 339 99
 

Source: SPSS/Mintel forecasting
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