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Executive Summary

1 Background

The African Blackwood treenfpingoin Swahili) is one of the rarest and most valuable timbers in the world.
Dark, lustrous heartwood makes it the medium of choice for waoeers and strong international demand
comes from producers of musical instruments including clarinets, oboes and bagpipes. Extensive demand
and poor forest management has already led to its commercial extinction in much of East Africa.

Concern for biodiersity aside, the impetus to develop the correct institutional infrastructure for forest
management, sustainable harvesting of African blackwood and effective product marketing is the potential to
generate sustainable livelihoods and raise living stasdardpoor forest based communities in Tanzania.
Guaranteeing prices for communities and ensuring environmental best practices in management in trade can
be ensured by supplementing community forest management with certification by the Forest Stewardship
Council (FSC), so that products can be labelled as made from blackwood which has been felled sustainably
from communitymanaged forests, and for which a fair price has been paid.

Founded in 1995, the Mpingo Conservation Project (MEgistered Tanzanian®D No.1739, has been

carrying out practical work to develop PFM in the seedist of Tanzania since 200MCP is working in
partnership with the Environment Africa Trust (EAT, UK Charity N625443 in order to develop new
opportunities in fair tradefo Af ri can bl ackwood. EAT and MCP6s sh
the work in Tanzania, securing long term livelihoods for the forest communities based upon sustainable
management of their forest resources.

In July 2007, EAT was awarded a Proj&tvelopment Grant from funders Comic Relief. The project
devel opment grant was utilised for EAT & MCP©OGs
processes required for certification of community managed forests in Tanzania and resultant sustainabl
trade between communities and arsgrs in the UK. This rept is an output from that work, buildingpon
ongoing work by MCP, EAT andther partners irboth the UK and Tanzania in the development of a
sustainable trade in African blackwood form commynianaged sources, bBgsessing the retail market.

2 Key Findings

The total UK market for woodwind instruments in 2005 was around £11M, having peaked at £29M in 2002.
Mirroring the wider retail market, the woodwind market declined through 2006 and wakedefmobe weak

in 2007, with further decline expected in 2008. At a current estimated market size of £10M, the UK
woodwind market comprises a little over 2% of the total UK music industries market in 2007, falling from a
peak in share of 6% in 2002. Wooddithus needs a new product to breathe life into the sector. However,
the wider retail market is expected to rise again after 2010 in good time for the projected arrival of the first
FSGC-certified instruments which, in turn, could boost the musical ingnimarket.

A survey of selected retailers gave an indication of the factors which would both encourage and discourage
retailers from trading in certifiedblackwood instruments. The primary reasons which would encourage
retailers to trade in certified ittaments were first fair trade, and secondly environmental or conservation
concerns. Testing a new supply route and seeking better quality timber were also deemed important.
However, the perceived extra cost of certification and the related concernsaddiignal administration

were cited as potential reasons why retailers might not wish to trade in certified instrudesrisil,

retailers expressed a strong interest in the future product but remarked that the real ihfisenitk the
manufacturerand the musicians themselves.

Because of the high level of work required in making an instrument, purchiasitngberrepresents only a
small fraction of tle total cost of an instrument (approximately 6% of the retail yalodas suclthere is
consideable opportunityto increase the cost of the raw material with minimal impact on the final price, at
least within a niche market.

Page 4 of 28
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3 Recommendations

Maintaining the highest degree of quality of product will be essential if a niche product is to be marketed.
The market for fairly traded, FSC certified African blackwood instruments {E8B) will only be at the

high end of the woodwind market. Atackwoodis considered the highest quality wood, and wood in turn is
considered to be of higher quality thidne phstic alternativekeeping that attention to quality and premium

will not be a hard sell, thus FSCAB will take a natural place at the higihd providing timber conditions

and instrument manufacturer are to the highest levels of quality.

In assessing thmarket it is essential we understand if by boosting the cost of the timber whether it is just the
cost that goes up or whether it is also the margins. If it is only the cost, that will be absorbed relatively easily
into a premium. However, if the margias the stage of the supply chain increase, the premium could be
considerably more expensive, to the extent that it may not be markéablending on what prices can be
brought forward across the supply chain from the forest stgsting (see the sistaeport on the supply
chain), the musical instrument retail market will react accordingly. If the margins for a premium are based on
volume of timber, the more expensive the product, the lower the proportion of the premium. An ideal
premium of 10% is suggeed, which would indicate a higind product only. This could go up to as much as
25% on the standard retail price, however is unlikely to be competitive if it does.

In the current ecoconscious consumer market, asking buyers of musical instrumenty @ gignificant

price premium is a realistic proposition (as has been noted in the sister consumer values report).. Retailers of
all types are willing to be involved in this process providing their margins are covered in any price increase
and that any gezerwork related to the Chain of Custody process for certification is not laborious.

A price premium on the expensive, top end of the oboe and clarinet market has the greatest potential for
generating benefits for producer communities. Channelling thetetimsupplies of FSCAB to
manufacturers of top end instruments has the potential to generate greater benefits for producer communities
than if supplies gto manufacturers of less expensive instruments. Given the restricted supply-GABE5C

the priority must be to feed available timber into the production of premium quality, expensively priced
instruments at the top end of the market.

Buyers of musical instruments simply have to pay a small price premium and in doing so can make a real
difference to tk lives of some of the poorest people on earth. Effectively communicating the benefits for
producer communities to consumers will be essential in achieving consumer willingness to pay the price
premium. Retailers will be able to play a key role in thidqwibrd of mouth recommendations and stories of

the product and eye catching point of sale material in shops.

The decline of the woodwind market and musical instruments sales in general is a considerable limitation.
However, the launch of FSCAB has the pportunity to reawaken the market at the high end, which has, in
any case, resisted some of the limiting factors that hasdfdtted the market overall, particularly over
supply at the lower end.
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Context

Natural resources are the most valuable asdatsost developing countries; the recent global commodities
boom has significantly boosted the economies of countries throughc@®asaian Africa. However often

the benefits of exploitation are captured principally by economic and political elitedjttietirickle down

to the communities living in, on and around the natural resources being exploited, and who typically remain
mired in poverty.

One potential solution to this problem is commuitigsed management of natural resources, which has been
tried and developed across the global South over the last twenty years. Repeatedly, the biggest challenge has
been to ensure real and direct benefits to the rural communities who are being passed the burden of
management responsibility. This is no differentTianzania, where a programme of Participatory Forest
Management (PFM) has achieved noteworthy successes in giving rural communities rights over their local
forests, but thus far few communities have realised significant financial benefits. Poverty isredades

rural Tanzania, and PFM must contribute to community social and economic development in order to be
relevant.

The most valuable species found in the forests of seagkern Tanzania &frican Blackwood Dalbergia
melanoxylol, also known asnpingo in Swahili andgrenadillain Spanish. lis a highlyvaluable timber in
international trade which is used in the manufacture of high quality musical instrurtrertse UK,
blackwood is used in the manufactureotdrinets, oboesflutes, recorders, whiles, smallpipes and
bagpipes.In Africa, it is used extensively for the production of carving$e first step to ensuring a
sustainable supply of blackwood in future is to entrust the management of blackwood stocks to communities
in Tanzania who will beefit from a sustainable trade in this timber. One cubic metre of billets can fetch up
to $18,000 on the export market, making it one of the most valuable timbers in the world. The Mpingo
Conservation Project (MCP) was formed to leverage that incredildlee viar the benefit of local
communities. However illegal logging is widespread, with some 96% of timber emanating from the region
not properly licensed.

Communities wishing to manage their own forests must thus compete in a market flooded by unhgalistica
cheap timber. The project therefore seeks to supplement PFM with certification by the Forest Stewardship
Council, so that products can be labelled as made from blackwood which has been felled sustainably from
communitymanaged forests, and for whiclfiaér price has been paid. Musicians, thereby able to distinguish
ethicallysourced instruments, will be able to support the industry in improving its practices through buying
power. At the same time communities will benefit from the substantial revenatethdly can earn from

selling logging rights, the profits of which can be invested in logadigritised development actions for the
benefit of all community members.
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Aims and Obijectives

Comic Relief funds were divided between work in the UK (managedA®) Bnd Tanzania (managed by
MCP) and have supportedd number of key activitieOne of these was to researtte supply chain of
African blackwood with particular emphasis on the retail market for musical instrumgnits report is an
output of that resarch.

This report builds uponngoing work byMCP in TanzaniaEAT andFFl in the UK, and other partners in
boththe UKand Tanzania, bgssessing the retail market. As blackwood is particularly renowned as the best
timber for the manufacture of woodwindstruments, especially clarinets, oboes and bagpipes, the retailer
market assessed is that of the musical instrument sector.

This report is intended to provide background information that will support MCP, EAT and partners in their
objective of seeing aairly traded, certified supply of African blackwood which can be made into musical
instruments.

In order to best promote sales fafirly traded, certified musical instrumentsMCP and EAT need to
understand the supply chain, particularly the retailer aspeaeesponse to this requirement, Kilimanyika

were contracted toassesghe main companies and links between them, assess market size andtshares,
understand key market trends, prices and margins and provide recommendations as to how best to proceed if
certified instruments were made available to the retail market. As part of this refsgarepartnerships are
suggestedvhere appropriate.

Specificaspects ofhis workwere to, where possibleyauate existing data on timber suppliers and supply
chain (this is managed in a separate sister report on the supply (theirison, 200Y, assess factors of
supply aad demand and drivers of growthjaduate the market for music instrument retailing, understand
market size through volume of sales aedhluate ay key trends and iseu Additional aspects were to
evaluate the niche market of Fair Trade, certifaed other green/ethical brandsakiate the key players in
the musical instrument market, understand markateshand main and niche playensterview selected
retailers for insights and economics of bottrmal and ethical/niche marketsyaduate opportunities for
certified blackwoodmusical instruments;saess and compare prices and competitiveness of nagaiaist
ethical/certified brands. Other aspe were toassess margins for musical instruments doth normal and
ethical (in supply chain report)assess marketing channélshow manufacturers and retailers reach their
target markeand simmarise opportunities and feasibility.
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Market Background
1 Blackwoodd s Ni che

In the globalmusical instrumenindustry, blackwood is used principally in the manufacture of woodwind
instruments According to Jenkinset al (2002) the fisingle most important export market for African
blackwood timber is that to supplyanufacturers of musical instruments, principally woodwiratsd
particularly clarinetsbut also oboes, bagpipes, wooden flutes and, in lesser amounts, other instruments or
their parts 0

The manufactur@f musical instruments is a precise enterprise andugh, according to Cumir{2008),
manufactures are demanding customengning only the darkest wood, and billetdich must be free from
faults which wouldcause the wood to splitonsequently only a tiny proportion of blackwood billets may be
used ® make musical instruments.

Because of the high level of workquiredin making an instrumenpurchasinghetimberrepresents only a
small fraction of tle total cost of an instrumenagproximately6% of the retail valieandas suclthere is
considerale opportunityto increase the cost of the raw material with minimal impact on the final price, at
least within a niche market.

It is apparent that thisiche market has sufficient scope and leeway to see a reassessment of the supply chain
and margins whout causing damage to existing market dynamics. Indeed, new approaches may well breathe
life into a relatively sluggisimarket.

2 The Supply Chain

The supply chain in begins with community managedsksrén Tanzania, moves throughprocess of
harvestindogs which ag turned intdillets, shipped and made into musical instruments.

Figure 1: From Forest to Retail: Stages of Supply Chain

Village Sawmill &
Forest Export

Source: EAT/Kilimanyika SOUND & FAIR
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Defining the Retail Market

1 TheGeneral UK Retail Market

According to UK Government statistics, the overall UK Retail market showed no significant growth during
2005(MIA, 2006). The combination of a weak housing market, slowing levels of economic achisigyle
consumer confidengceoncerns about debt amax burden increasdsave had a combined impacSince

2005, tougher trading conditions and greater competition in the retail market have continued through 2006
and 2007, culminating in the consumer belt tightening that folloWwedtedit crunch of Q4 2007 and that
looks setd continue intd?2008.Indeed, the overall retail market is not expected to recover until after 2010,
with 2009 expected to be the low point for the sector overall.

2 The UK Market for Woodwind Instruments

Relaive to many other retail markets, where chaofsretailersare increasingly common anghly
fragmented markethere isvery little consolidation, very little brandingnd very fewchainsin the musical
instrument retail sector. There are broadly spegkhree types of retailer:

1 Manufacturers who also retail their products (specialist)
1 Specialist woodwind retailers, often with a close connection to manufacturers
9 Non specialist retailers, such as are found in high streets in regional towns

The Music Imustries Association (MIAyaluedtheir retail marketat approximately£430M in 2006, having
peaked at £450M in 200MIA, 2006). Theindustryhas continued to decline sindhe industry sold 11%
more products in 2006 than 2005, however revenue droppdéolfibid.). When overall price inflation is
taken into account this impliesreal price deflation ofl6% in one yearFrom 1988to 2006 cumulative
inflation totals 90.4% (ibid.). In effect, retailers are having to turnover nearly double in order tothave
same revenue stream as 1989.

Thus, forthe music industriesetail sector, unit sales values have steadily been decreasing, with MIA
reporting that there is little possibility for products to be sold any chelsfusic industryretailers are thus
relying on increasing margins generateny growth in their businesses.

Whilst unit sales prices have dropped, sales volumes have increased. This is a dynamic that according to
MIA, reflects the pattern of increasing impofitom China. An influx of cheaplproduced instruments is the

result of a growing trend by MI manufacturers, distributors and retailers to source their products jraChina
trendthatis reflected in thevider UK retail sectoioverthe last two to three years.

With the influx ofcheapeproducts in increasingly larger volumes, the emphasis in the Ml retail sector is on
being the cheaped®rice ®mpetition betweenetailers has increased in an attempt to gain market share over
high volume, low costand hence low margiproducts.In contrast niche playerdave tended to emphasise
quality. The continued decline of the US Dollar agaiRstund Sterling has also made it harder for Ml
retailers to competi@ international marketsespeciallyin the USA

2.1 Market Values by Product i General

The ekctric guitar is the core of the musical instrument industry, providing, according to MIA, £70M of
sales and representing over 15% of the total market. The renewed interest Heeqred bands is a key
reason for continued growth in the electric guifand associated accessories) market, supported by the
relatively low cost of the instrument (the average retail price in the UK is £150 and continuing to fall).
Acoustic guitars are also very popular, relatively easy to learn and typically retail dtheyOhad a market

size of nearly £40M in 2005, again a significant chunk of the overall musical instruments market and are one
of the few products in this industry enjoying sustained growth in sales. (MIA, 2006)
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The market for keyboards has, on the otterdhdroppdconsiderably from £90M in 1989 to £30M in 2005.

The acoustic piano market peaked at a little over £30M in 2001 and has been declining ever since to under
£20M in 2005. Likewise, the market size of digital pianos has dropped in the same peridEB6EM to a

little over £20M. Percussion, both electronic and acoustienjigyinga surge, having grown 50% in size

since 2000and with a market size in 2005 of £30M (MIA, 2006).

According to MIA, 2005 saw the start of a decline in salestriiginstruments, largely because of a lack of

funds for the purchase of instruments in schools and a shortage of music teachers. MIA state that funds have
been allocated for the purchase of instruments, a lack of confirmed,@derthe high incidence of defed

orders which sggests the lack of funds remadm issue for schools. The general downturn in high street
sales has contributed to reduced sales overall. The market for stivepinstruments peaked at a little

above £9M in 2004nd fell to near £8M in 2005. String sales have alstarted to decline from a peak of
£12Min 2003 to nearer £11M in 2005, kthis has been blamed omaarket is increasingly open to highly
competitive internet trading. Nonetheless, as a high turnover product, stringesadeés relatively buoyant

(MIA, 2006).

Again, according to MIAprasswind and woodwind are both products where sales have been in a consistent
state of declinesince 1997 for brasswinand since 2003 in the case of woodwind. The brasswind market
peaked irthe region of £14M and had descended to £9M in 2005 (MIA, 2006)thétteclineexpected to
continue

2.2 Market Values by Product 1 Woodwind

The market size othe woodwind marketin 2005 in the region of £11Mwasnearly as low as in B3,
having peakedtaaround £2% in 2002 (MIA, 2006). Adjusted to 1988 values the woodwind market is
smallerstill. The market continued to declitferough 2006and was reported to be in a weak state in 2007,
with continued declineanticipded in 2008.With a currentestimaed market size of £10M, th&K
woodwind market i®stimated to make up a little over 2% of the tttkl music industries market in 2007,
falling from a peak in share 626 in 2002

Figure 2: UK Woodwind Market Size, 1998 i 2005, Projected to 2008
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Source: MIA 2006, (rounded), Forecasts by Kilimanyika. Units £Million SOUND & FAIR

MIA (2006) makesthe following statement on the reason for the decline in the woodwnankiet

The influx of poor quality istruments into the marké exacebating this already declining
market. Many purchasers, including local authorities, are suffering from buying on price
alone in a sector where quality control is paramount to playability and long&iigre are
some indiators that theFar East manufactirers are learning the lessons...some of the
Chinese products... are good already
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For the non specialist retailer, the flood of cheaper products makes it harder to sell quality products unless
there is a huge jump in quigli For the specialist retailer, there is an opportunity to focus on premium high
guality products and draw away from the high volume, cheaper gabdsh carry lower margins

3 Retail Market Dynamics

3.1 Range of Instruments i Non Specialist

For the norspecidist retailer, woodwind instruments are just one class of a broad range of musical
instruments and accessories stocked. A typical musical instrument retailer stocks a mix of string instruments,
bowed instruments, acoustic and electric guitars, brasswimhdwind, pianos, organs, keyboards,
percussion, early music notably recorders, variousvaog, hardware and specialssiund equipment and a

range of accessories, reeds and strings.

For these retailers, which make up the majority of the musical insttuetail market, guitars are the most
common musical instruments sold, both acoustic and electric. For many such music shops, guitars provide
the volume of sales that make the difference between profitable enterprises or otherwise and as such can be
seen a the bedrock instrument for the music instrument retail sector. Brasswind, woodwind, bowed and
stringed instruments and percussion are also of importance to sales. However, accessories, reeds and strings
which are high volume items are most significanalbfn terms of typical sales percentages.

Figure 3: Indicative Value Range of Musical Instruments Stocked (Non Specialist Retailer)
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Figure 4: Music Instruments Sold, Non Specialist Retailer (Approximate

Total Sales Percentage)

0.0% 5.0% 10.0% 15.0% 20.0% 25.0%

Accessories, reeds & strings m
String Instruments & Acoustic Guitars

Acoustic Pianos
Bowed Instruments

Brasswind :

Computer Hardware

Computer Software

Digital Pianos

Electric Guitars
Organs & Keyboards
Percussion

Recorders

Speakers & Amplifiers

Synthesizers & Mixing Hardware

Woodwind/wind instruments
Other ('Printed Music')
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3.2 Range of Instruments i Specialist

Specialist retailers tend to focas one type of instrument suchwasodwind alone, oa combination ofust
woodwind and brasswind. Others focus on a range associated with a certain period, esartyhnassic,

whilst others focu®n a veryspecifictype of instrument such as highlandypges and smallpipereflecting

the fact that bagpipes are a significantly different market sector from classical music, and the strong cultural
association of the instruments

For those manufacturetailers whadirectly sell the instrument they prodeicthe market is a highly bespoke
one, built more closely around cliemanufacturerelationshipsand themanufactureretailer will sell only
specificinstrumentsoften to particular specifications, materials guodlity levels.

For the non specialisetailer, the volume of sales shifts according to the stddkarly, or a woodwind
specialist retailer, the woodwind instruments make up the greater proportion of sales with a degjese of
support from accessories

3.3 Profitability of Instruments

Retaile sn@arginson musical instruments have droppsiadilyover the past few yearsspeciallysince
2006 with the considerable import atheaply produced instruments from Chiffduis is also due tahe
relative costs of production for woodwindstrumentsand a lower rate of turnovein this relatively
specialist market.

According to surveyed retailerspodwind instrument$ alongside brasswind and synthesisers and mixing
hardwarei areconsidered the least profitable. Typical margins for woodwind instrtgvege considerably
lower than for othemstruments Accessories, reeds and strings are profitable because they are usually high
value (relative to sizehigh turnoveritemson which it is easier to increaseargins whilst bowed string
instruments areansideredas aboutaveragen terms of profitability Acoustic gitars ae highly profitable

and their strings also (relatively speaking)Retailerssay that, in comparison with the guitar mark#te
market for woodwindloes not allowprice markups.
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Figure 5: Profitability of Musical Instruments (1 = very profitable, 2 = average, 3 = limited

margins)
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Source: EAT/Kilimanyika. N = 4 SOUND & FAIR

For specialist retailers, woodwind margins are alsortegao be low. For some, the answer to increased
margins lies in the production of high qualitgremium instruments which can be sold with greater
proportional gains.

3.4 Consumer Types

Retailers were asked to indicate whatds of customers wetguying paticular musical instruments. Their
answers are summarised hdPevate individuals represent a full range of musicifrosn amateur, to semi
professional, to professionahnother @mmontype of buyerare educational bodies who often purchase in
large quatities for teaching purposes. Musical associations such as militarg ladsa buy insubstantial
guantities.

Instrument Customer Types
Oboe Private individuals
Cor Anglais Private individuals; semi-professionals; educational institutions
Clarinet Students; amateurs; professionals; schools and higher educational Institutions; private individuals
Guitar Private individuals; schools; teaching body representatives/buyers
Smallpipes Private individuals, music associations;
g?gh;ﬁ)n:s Private individuals; music associations; military bands
Source: EAT/Kilimanyika. SOUND & FAIR
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3.5 Sources of Revenue

Location is highly important for a music instrument iletafor much the same reasaasit is for retailing as
a whole.Getting customers to walinto thestore and purchase is by far the msigmnificant means of
generatingsales.Store penetration ikey to sales succeskllowed by having the right mix gboint of sale
material, stock and knowledgeable staff to ensure a sale.

Catalogue sales aadsosignificant and supported by grtiwin online sales to the extethiatinternet buying
is now grater in terms of sales volumes than by catalogulgolesale $ an important market, especially to
specialist organisations such as music associatmebgestras chamberensembleand civil and military
bands. Sale® educational institutions are highly important, especifalyspecialist retailers.

Figure 6: Principle Source of Sales Revenue

m Walk-in Store retail

W Buy to Order (catalogue)

= Buy to Order
(online/internet)

Wholesale to bulk buyers

Other ('Educational
Purposes')

Source: EAT/Kilimanyika. n = 4 SOUND & FAIR
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3.6 Amount Spent on Instruments

According to sepled musicians carried out far sister EAT report on consumeidarrison, 2008h)an
averageclarinet costs £2,370, an oboeamr anglais£6000, a bassoafi7,500, highland bagpipe2,500,
smallpipes £3,125 chante£125 and a recorde£90, seeFigure?. This compares witi500for a guitar.

Average Amount Spent on Buying an Instrument (£
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£6,000 —— —pu—

£5,000 ——1 — —
£4,000 - — —

£3,000 —— —1 —
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Source: EAT/Kilimanyika. n = 10 SOUND & FAIR

There is a significant distinction between the market for high quality bagpipes and oboes / clarinets in term
of sale prices, for example:

1 Bagpipes: £468£2,549 (Quality Bagpipes, 2007)
1 Clarinets: £1,460 £13,776 (Howarths, 2007)
1 Oboes: £2,555£5,725 (Howarths, 2007)

Those in the sample above are tending to purchase at the higher end of the Tierkmirbase of a

premium oboe or clarinet represents a major investment and instruments are usually repaired rather than
replaced but the wear and tear on woodwind means they are replaced more regularly than say string
instruments. Buying a musical instrumentisi n retailing parlance, a O6wan
Typically the need for a functional instrument is outweighed by the aspirational aspect of buying an
instrument, a purchase that makes the musician feel that not only are they invegtiatityn and they are
improving themselves and benefiting their audiences biyngaxtra for a better product.
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4 Key Players

As has been noted above, there are, broadly speaking, three types of musical instrument retailers:
1 Manufacturers who also retail ih@roducts (specialist)
1 Specialist woodwind retailers, often with a close connection to manufacturers
1 Nonspecialist retailers, such as are found in high streets in regional towns

For the former two, specialigy in instrument sales such as clarinets aggipes often enables these players
to work in a highend market, avoiding therefore some of the fluctuations in the mass production and cheaper
instrument markets.

With the exception of thee specialists who make their winstruments or buy from indivil
manufacturersin contrast, lege international manufacturesupply markets worldwide. The principal
manufacturers include:

1 Yamahai A Japanese company with significant UK presence
1 LeBlanci a US owned manufacturer with French origins
91 Buffet Crampon i a French manufacturer

1 Selmeri a French manufacturer

These manufacturers supply distribution agents who supply retailers, particularly non specialist retailers.

4.1 Non Specialist Retailers

Boosey & Hawkes is well renowned as one of the leading musicaliimshtchains although it is not the
only such chainOf greatersignificancein market sizein what is still an unconsolidated industare the
independentmusical instrumentshops with one or two shopsenly. MIA, through their website
www.mia.org.ukand annual publications produce@nprehensivdist of musical instrument retaileftheir
members) as does the websitattp://www.musicalinstrumentsales.co.ulfor the non specialist retailer,
bagpipes are unusual stocks ammbdwindsales makenly about 2%of total sales.

4.2 Specialist Retailers

Specialist retailers are those wiagail only in certain musical instruments or types of musical instruments,
for example in woodwind, in highland bagpipes or in early mu&ikamples of such specialists are
Howarths, Woodwind anéReed, Dolmetsch and Quality Bagpipes.

4.3 Retailer - Manufacturers

Manufacturers will either sell to distributors or retailers or, becausesiofdpecialism, will commonly retail

directly (Cumine, 2006) They makeinstruments tarderaccording tanusician® s pec i Fhisisant i on s
expensive process because of the specialist work involvedl@amdeconomies of scale. As such,
manufactureretdlers form a very small but often higndsectionof the market.
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Key Issues
1 Key Trends

Two contrastinghemesmerge One is the move towards opulengesaterguality andfair trade on one side

of the affluent or professional consumer, keeping demandifdr end products if not constant, at least
ongoing. Two, the influx of cheap end consumer goods from China, making woodwind prices fall
considerably on the lower side of the marHdte overall result: a decline in the woodwind market except at
thepremum end.

Thereisalsoa s ense, e x pSigamesead6),ithat thMinusiod isstrument market has lost some
of its innovatiorwhencompared with other retail sectors such as consumer electronics.

Consequently the industry is well placed for thevaf of an innovative new product such as fairly traded
andcertified musical instruments, however niche this may be. The upidelie to highend will be the best
placed area because of overall decline intbedwindmarketat the low end

1.1 Decline of Woodwind Market: Growth of Cheap Imports

Price deflation and shrinking margins have led tsubstantialdecline in the woodwind industry. As one
non-specialist retailer noted:

Group gear and guitar related is where we major in the marketplace. It is ralichithin the
industry that woodwind and brass is becoming more endangered though specialist shops thrive
better on it than we have ever dof&non, 2007)

As with society in general, the public demands cheaper and cheaper products. Chinese prodictts &e s
flooding the market and are considerably more in demand than traditional quality instruments. This has
watered down the lovend and considerable weakened the-erid, making the market highly competitive
andsqueezingnargins. The result has beamlecline in middle quality instrumengnd an increase in plastic
instruments.

1.2 Premium products Remain Stable

Premium products tend to remain staideause of less fluctuation in new produats the market is bearing
up well. This puts specialist adlers focused on the higbnd in a relatively good position even as the
woodwind market declines elsewheHowever, the market at the high end is not risk free naspecialist
retailernoted:

As we are a specialist brass & woodwind dealer, we haveagehto resist some of the
cheaper instruments that are flooding the market. However it is worrying for the future as these
manufacturers will undoubtedly improve their products. We have not found that any of our
premium brands have been affected, but somthe previously cheaper brands have been
almost eradicated from the market due to these Chinese im@@ant:, 2007)

1.3 Seasonal Market

The market is a seasonal one. In genenaiyranis very busy due to beginners learning atheok and
universities Winter monthsare typicallypositivefor musical instrument sale€hristmas is very busy as are
the January saleBrom Easter to Augustre the quieter months, typical for UK retail in general.

1.4 The Digital Age

The computer is of increasing importance fbe young in the leisure actids of music making and
sampling. Aside from the traditional ensembles, the digital age is bringing a range of options to musicians,
with which the norspecialist retailer in particular has to kemgreast Digital music fikes a proportion of
musicians away from playing traditional instruments. However, it also teachegeawidening range of

young people the pleasures of music, opening imaginations for some into the classical music world.
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2 Fair Trade

The ethical/fair trde market igiexploding (Duncan Whitepers comn), and thed@reermlabeling becoming
increasingly important to market players and consumers. Consumer awareness of ethical and fair trade is
growing all the time. There have been a number of key mileskones h as t he choice of |
(M&S) to sellonly Fairtrade coffee in late 2005. Indeed, Fairtrade coffee is now a relatively mature market,
with 20-25% of roast and ground sales in the UK being Fairtrade.

The growth in demand for Fairtradeopgucts is forcingsuppliersto reassess thegtrategies across a whole
range ofmarkets. The Fairtrade Foundatibasseena huge growth in sales across their product range of
approximately 50% year on year (Duncan Whykers comn).

Moving away fromthe increasingly established Fairtrade markets of food and beverages, the Fairtrade
Foundation hast arted to produce Fairtrade cotton with
growing interest lies in bringing Falirade principles to the timber maitk although this is some waway

as yet. According to the Fairtrade Foundation, at present there are no FLO standards in development in this
area, whilst on the issue of handcrafted products the Fairtrade Foundation currently refer people to the
Internatonal Federation of Alternative TraddFAT) network which is where most of the fair trade
organisations involved in artisanal crafts try to work together and peer review good practice (Barbara
Crowther,pers comn).

With food, if the volumes and the ecanias are right, a fair trade product can be targeted within a range of
market segments, such as at the low end (with other products selling at 30p for example), or in the middle
range (selling at £1 with others of the same bracket), or at a premium ity Quedkets for £2 for example.

This is possible with many (but not all) Fairtrade products because of the economies of scale involved. With
a highly specialised timbanade musical instrument this is a different cheeause of the economies of
scale The growth in the market for Fairtrade products has been spectaculazaldthin 2007 exhibiting

46% increase over 200énd the annual value of the Fairtrade proslisdidhas seen an increase of over
1,000% since 1999.

However, the growth of ethical drfair trade markets does not simply reflect a growth in altruism. Many
companiessee it as an opportunity and rebrand themselves without necessarily going through the hoops in
terms of supporting their suppliers in developing countriesnothe case ofjreen labelsimproving the

natural environmentsiwhich the products are grown.

There are essentially two types of 6fair tradeo
prove thetraceablityof an ethical product down to the roots of $upply, and those that can get away with a
fiwhitewasld. Different rules and different labels dictate the degree to which a prodadbe verified as
fairly/ethically traded. The fact that is possible to have both private ethical/eco labels and indéypende
verified labels within one market is confusing for the consumer. Without detailed research it is difficult to
see whether the label is simply a marketing gimmick or a verification of an ethical and/or ecologically
sustainable product.

The Fairtrade gybol has developed considerable brand recognition over the past eight years. In a 2005 Mori
poll, 50% of the UK adult population were able to identify their maridwere able to correctly associate
the Fairtrade symbol wirt hd etahle fpohrr ashe rfidg uweorra ndt ef easr r

Although less widely recognised as a consumer brdn@ C6 s certification pri
acknowledgedin the industryas a international quality standard in the management and supply of
documented and sustainably pwoedd timber. Environmental sustainability pledges along with the
associated additional costs of management and chain of custody administratifiereegpected to be able

to generate a price premium as certified products move towards the condomeve, in many cases, the

price premium for FS&ertified timber is small, and the greater benefit is in market access, with more and
more market segments being closed off to-oertified produce, though other certification schemes may be
accepted (Kevin Josg@ers. comn).

Like Fairtrade butthus far toa lesser degre€SC is steadily growing into a major worldwide brand. Over
US$5 billion worth of raw, serrfinished and finished wood and paper products originating in-é¢estfied

forests and bearing theéSE logo were sold in 2004/&nd more than 10% of commercial forests worldwide
are certified as wellnanaged according to FSC principlésowever, most of these are plantations in
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developed countriesatherthan natural forest in tropical countries whicew e t he i ni ti al g
founders. like other ethical products, the brand is expanding rapidly with a 67% increase in FSC products
sold in the 3 years to 2004 (FSC 2005).

3 Timber Origins

According to the music retailers consuliadwriting this report the origin of the timber used is not always
known.Such knowledgéepends primarilyipon two factors.

Firstly, it dependson the relationship the retailer has with the supply chain:specialist retailers, often
dealing with awholesalefdistributer a@e less likely to understand the origin of the timimetheir instruments
compared with retailers who either manufacture themselves or have a close relationship with the
manufacturer. In short, the greater tlegree ofpecialism, the more likely the adler will know the source

of timber.

Secondly, there is a variation between instruments supply chains and the different types of timbers used in
each instrument. Some retailers have a better grasp of the timbers and their origins for some ingtaaments
others.

Figure 8: Do you know the origin of the timber in instruments you sell?

Sometimes
40%

20%

Source: EAT/Kilimanyika. N=5 SOUND & FAIR

When asked which kinds of wood used, those retailers who know the dritji@ timber were also likely to
know the types of wood used in making instruments. Their answers as summarised here.

Types of Wood used in Instruments i Retailer Perspective

Oboe African blackwood
Cor Anglais African blackwood
Clarinet African blackwood
Recorder Maple, Fruitwoods
Clarinet African blackwood
Guitar Indian Rosewood, Canadian Maple, Cedar & Spruce. Sapele/Mahogany
Source: EAT/Kilimanyika. SOUND & FAIR
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Retail Market for Blackwood Instruments

4 Interest in Certificatian

Half of the retailers consultestated theyhad heard about timber certificatiothe other halhadnot. Two
thirds of respodentswere interestedn sourcing certified African blackwood instruments, indicating a
strong interest in what MCé&nd itspartnersaretrying to achieve.

Figure 9:

Is your business interested in sourcing CAB instruments?

No
33%

Source: EAT/Kilimanyika.

SOUND & FAIR

A selection of two non specialist, two specialist retailers @and manufacturer retailers gave an indication
of the factors whichin their opinionwould bothencourageand discourage retailers from trading in certified

African blackwood mstrumentsThese are set out Figure10 andFigure11 below.

The primary reasoos ncour aging retai
indicating a growing interest in fair trade issues, and second environmental conservation coaséngsa
new supply route and seeking better quality timber were also deemed impddamtver, the perceived
extra cost of certification and the related concerns about additional administration may dissuade retailers

from trading in certified instruments.
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igure 10: Factors encouraging retailers to trade in CAB instruments

Source: EAT/Kilimanyika/Tim Cumine. N = 12 SOUND & FAIR

Figure 11: Factors discouraging retailers to trade in CAB instruments

Source: EAT/Kilimanyika/Tim Cumine. N = 12 SOUND & FAIR

5 Importance of Quality

African blackwood hadew peersas atimber for making musical instrument8ecause of the demands
placed on them, very few woods ar@nsidered suitable for the manufacture of woodwind instrumants

the quality of the timber is of utmost importance:
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