PLACEMENT

After analyzing the content, price and promotion of Western pop music products, detailed consideration of placement and distribution is the last component of this research.  There are dynamic changes occurring in the retailing of music in Japan.  Japanese systems of distribution are notoriously complex and burdensome, resulting in increased retail prices for Japanese consumers.  The market has traditionally been dominated by small “mom-and-pop” stores, but the situation is changing.  The increased presence of foreign megastores is creating new standards for the retail music industry in Japan.    

Mom-and-Pop System

In Japan, there are over 5,000 retail music stores, of which a vast majority are of the mom-and-pop store variety.  The largest retail music chain in Japan is Shinseido, which had 230 stores as of February 1995 and had sales of 78 billion yen ($780 million) in 1994.
  Shinseido stores are usually not very large, as only recently have they begun to expand into larger, megastore-like structures.  Along with most mom-and-pop stores, Shinseido offers a predominantly Japanese selection of music. Sales of Western pop music account for approximately 15% of their sales.


Mom-and-pop stores have not been a strong outlet for Western pop music for a number of reasons.  First, is the locality of these stores.  Most of the 5,000 retail music outlets serve local communities and are not very large.  This restricts the amount of shelf space that these record stores have to devote to stock.  Considering that Japanese pop is still the predominant format of music in the Japanese market, it is supplied in considerably larger quantities.  It is not very advantageous for many mom-and-pop stores to maintain a Western pop music section, because of the limited amount of space that they can devote to it.  This often results in a “token” selection of Western pop music, without much variety or depth in selection.  


Many of these stores also rent records, which hurts the sales of Western pop music.  Because Japanese law stipulates that Western pop music can only be rented after one year of being on the market, Japanese mom-and-pop stores have less incentive to invest in stocking a deep selection of Western pop music (I will elaborate upon the rental market later in this chapter).  Before this law was in place, mom-and-pop stores would stock large amounts of Western pop albums with the intent of either renting or selling them.  Now that their prospects are limited to just selling in the first year, there is less incentive for smaller music retailers.


The popularity of Western pop music decreases for music retailers in suburban markets that are distant from urban areas.  As demonstrated in the earlier part of this thesis, the demand for Western cultural products is greater in urban areas, due to increased population and exposure to Western culture.  Mom-and-pop stores can only survive in suburban areas by offering only the most recent popular stock.  The rental industry allows them to make money on their older stock, to help cover costs.


The inefficiency of mom-and-pop stores has helped to keep the retail price of music in Japan relatively high, while offering a limited selection of Western pop music.  This situation reveals itself in mom-and-pop retail segments of other industries in Japan, such as supermarkets.


“By United States standards, the entire process is shamefully inefficient and expensive.  The aisles of the shop are too small for full-sized shopping carts, and the store supplies only arm baskets for its customers.  Because the store is too small for the tens of thousands of people who live in the area, many similar grocers can be found within a few blocks of one another, each served by different wholesalers who frequently buy from different manufacturers.  This complicated and inefficient marketing structure makes it difficult for Kenichi to sell exotic, foreign goods, like cookies or soap from the United States, and Kenichi is certainly not getting rich.  However, through working long hours and holding down costs, he is able to hold his own.”
 

The inefficiency conveyed in the preceding passage can be seen in different ways in the retail music business in Japan.  Mom-and-pop stores can often be found at a close distance to one another.  Because of the complicated wholesale and distribution system that exists in Japan and the saihan kakaku system, retail prices can become unreasonably expensive.


Japanese mom-and-pop music retailers are indicative of the problems that plague many retail industries in Japan.  However, Japan is beginning to outgrow the regionality of smaller retail/rental stores, in favor of larger retail outlets.  Foreign megastores are filling this demand.

Foreign Megastores 

Tower Records was the first foreign music retailer to enter into the Japanese market, in 1979.  Tower remains as the most preeminent foreign retailer in the Japanese market, with 23 stores grossing a total of over 25 billion yen ($250  million) in fiscal year 1995.  HMV has 14 stores that grossed a total of over 15 billion yen ($150 million) and Virgin has 12 stores that grossed a total of nearly 10 billion yen ($100 million).
  The presence of these foreign retailers in the Japanese market has been felt and it has had a ripple effect on the entire music industry.


Most of these foreign retailers are located in the primary urban markets of Japan.  In order to satisfy demand, they have had to expand into what is now known as the megastore format.  This implies large stores with a great deal of shelf space, making possible a wider variety of music and depth of entire artist catalogues.  As mentioned in this chapter, it is not common practice for mom-and-pop stores to do either.  This shift in music retailing in Japan plays to the strengths of Western pop music in the Japanese market.


These foreign music retailers have significantly increased the supply of Western pop music product in Japan by specializing in importing music into Japan.  Places like Tower Records import their own merchandise, which enables them to avoid the increased production and distribution costs that are incurred by Japanese retailers.
  Over half of the music sold by HMV is imported from overseas.
  The increased shelf space available in megastore formats has made it possible to shelf a wide range of new Western pop releases, along with full artist catalogues.  


The amount of space available in many of these megastores has even made it possible to increase the variety and depth of selection for Japanese pop music.  As the popularity of these megastores grow, they are also increasing their selection of Japanese pop music, in an effort to become more of a general music retailer and not just for Western pop.  Although Japanese and Western pop music are still differentiated in these stores, they do compete head to head for the top sales in the store.
  Western pop music sells much better when the Japanese consumer is given equal access to both Western and Japanese pop music, in contrast to the disproportionate supply that exists in mom-and-pop stores.


Despite the presence of foreign retailers, the market is still dominated by Japanese retailers.  Foreign retailers make up less than 10% of the sales of the Japanese retail music market, in monetary figures.
  Sales have remained in favor of native artists, as non-Japanese music made up only 22.3% of unit sales and 26.6% of all revenues in the Japanese retail music market in 1994.
  Despite the continued dominance of native Japanese music, there is an upward trend in the sales of Western pop music since the emergence of foreign megastores.  


Beyond increased sales, foreign retailers are making Japanese retailers reconsider the traditional stance of having a large number of mom-and-pop stores.  Instead, many retailers are opting for fewer outlets and making them  larger in size.  If continued, this trend will eventually make Western pop music more accessible to Japanese consumers throughout the country.  Currently, foreign megastores are based in the largest urban markets and have not yet branched out throughout Japan.  Shinseido’s 230 stores still dwarf Tower’s 23 retail outlets in their ability to reach consumers outside of the primary urban markets.  Consolidation amongst mom-and-pop stores will increase the ability of Japanese retailers to offer Western pop music.  Unless foreign retailers make a commitment to penetrating the Japanese market with mid-size stores for suburban markets, the future success of Western pop music at retail may depend on how Japanese music retailers react to the burgeoning success of foreign megastores. 

Rental Market
One of the more unique factors in the sales of music in Japan is the legality of music rentals in Japan.  It is quite uncommon for record labels in the West to have to deal with such a legalized market, introducing an unfamiliar element into the marketing mix.  There are over 5,000 music rental stores in Japan, which is two-thirds the total number of music retailers.
  The ability of Japanese consumers to rent music in Japan has implications on the sales of music.


The first music rental stores were opened in 1980, but saw a dramatic rise in number in the early 1980s.  The following chart demonstrates this growth through the 1980s.

Number of Record Rental Stores in Japan 1980 - 1994

1980
     34

1981
1049

1982
1682

1983
1759

1984
1901

1985
2324

1986
3023

1987
3562

1988
4988

1989
6150

1990
6001

1991
5540

1992
4925

1993
4836

1994
4691 

The rental industry was at its’ strongest point in the late 1980s, when it hit a peak of 6,150 stores in 1989.  Due to the protests of Western record labels, rentals of imported music was regulated by the Japanese government in 1991.  Rentals of imported music is now banned for one year after the date of release, severely restricting the ability of rental stores to profit off of Western pop music.  The effects of this can be seen on the decrease in total royalties paid by Japanese rental stores.  



Royalties Paid by Music Rental Stores in Japan 1985 - 1993




Year

Revenue (in yen)




1985

416,917,932




1986

637,116,404




1987

832,356,874




1988

1,255,352,019




1989

2,349,914,243




1990

2,397,865,352




1991

2,229,298,404




1992

2,022,873,201




1993

2,204,501,221

A noticeable decrease in revenue can be seen from the peak level of nearly 2.4 billion yen in 1990, down to a level of 2.2 billion yen in 1993.  This has demonstrated that there has been an overall downsizing of the market.  


Despite the reduction in the number of music rental stores, the statistics also demonstrate the increased business per store.  In 1990, music rental stores paid 399,577 yen ($3,995) on average in royalties to JASRAC, while in 1993 the average was 469,943 yen ($4,699).  While Western record labels thought that they had succeeded in removing a barrier to entry for Western pop music, the rental stores who have survived have become stronger in the market.


The concerns expressed by record labels in regards to the rental market are both with and without merit.  Research conducted by Nomura Research Institute indicate that approximately 38% of individuals surveyed had visited a record rental store in the previous 3 months, of which 60% recorded all the product that they rented.  Some critics have held music rentals responsible for the low per-capita expenditure on music by Japanese consumers.
  Record companies became seriously concerned about the effect of music rentals on sales and successfully lobbied the Japanese government to restrict the rental of imported music.


Dubbing of music for personal use became legal in Japan in 1970.
  The emergence of the rental market has brought into question the legality of copying rented musical products, but it remains legal.  In addition, the rental stores currently do very little to stop it and they often encourage it.  It is common to find a wide variety of blank cassettes on sale at rental stores, in anticipation of the consumer desire to go home and copy the rented product.  


Rental stores currently have to pay out a royalty to JASRAC based on the quantity of rentals issued on a monthly basis.  They are paid out in accordance with the following chart
:




JASRAC Rates for Rental Store Royalties (in yen)





Insider Rate

Outsider Rate


1,000 units

28,840

45,320



1,000 - 1,500

41,200

64,375



1,500 - 2,000

58,710

90,640



2,000 - 2,500

75,190

116,390



2,500 - 3,000

91,670

142,140



3,000 - 3,500

109,180

167,890



3,500 - 4,000

125,660

193,640



4,000 - 4,500

142,140

219,390



4,500 - 5,000

158,620

245,140



5,000 - 5,500

176,130

270,890



every 500 over
16,480

25,750




5,500
  

In the calculation of rentals, full albums count as one unit, CD mini-albums as 0.5 units and CD singles as 0.3 units.  There are other indirect ways in which record companies profit through the rental of their music, besides through royalties.


Despite the legality and frequency of home dubbing in Japan, the Nomura Institute research also indicated that over 40% of all renters sometimes bought titles that they first rented.
  Supporters of the rental market argue that renting a CD allows Japanese consumers to “test” a product before purchasing it, thus increasing exposure and eventual sales for the product.  Especially considering the high retail price of native Japanese pop music, this can be a strong argument.  Even if a renter does not purchase the particular release that he or she has rented, they may become more apt to purchase other releases by the same artist.  This could potentially aid the exploration of an artist’s entire catalogue, which this research has already identified as a strength for Western pop music.


Japanese record labels have also begun to express their concern about the effects of rentals on out-of-the-box sales, resulting in regulations that allow record labels to request a ban on the rental of a new Japanese album for up to 3 weeks.
  This lessens the likelihood that an artist’s core fan base will rent and copy a new album release.  The concern of Japanese record labels has not extended so far as to push for the elimination of the rental industry, recognizing the place and importance of the rental market as a promotional tool.  


With the current legal restrictions placed on renting Western pop music, foreign artists are losing a lot of valuable exposure in the Japanese market.  It is no longer an attractive option for rental stores to invest in Western pop albums, only to have to wait a full year until they can rent them to Japanese consumers.  Demand will have decreased considerably for most releases after a full year of being on the market.  Even for stores that are willing to take this risk, it is not likely that these releases will receive any kind of preeminent display in the store.  They are likely to be shelved under yogaku, making it more inconvenient for Japanese consumers to seek out particular recordings.  Japanese artists are always on display because their new releases can be featured preeminently in the store, thus inciting interest in Japanese consumers to go and search through the artist’s entire catalogue of music.  This helps to constantly reinforce the image of Western pop music as being differentiated from Japanese pop music.  The absence of Western pop music in rental stores helps facilitate this.

Conclusion

This analysis of the placement and distribution of music in Japan has highlighted some of the historical obstacles that Western artists have found in the Japanese market.  In the case of retail, the emergence of foreign megastores is increasing the quantity and depth of supply of Western pop music and sales have increased in the markets where these stores are located.  The success of foreign retailers such as Tower Records, HMV and Virgin has influenced smaller Japanese retailers to reconsider the traditional mom-and-pop format, in favor of larger and more diversified retail outlets.  This will only be to the advantage of Western pop music if this trend continues.


The existence of the music rental market in Japan is a factor that many foreign record labels have ignored as a potential asset to sales, resulting in the complete exclusion of all new releases by Western artists from the market.  This has removed a strong promotional tool for the music of Western artists because of the inability of foreign record labels to adapt to the Japanese market.  Although home dubbing may be frowned upon in many Western nations, it is encouraged in Japan and is a reality in the industry.  Music rentals in Japan have been proven to increase visibility, enhance the image of an artist and increase both the sales of new and catalogue releases.  Western record labels should reconsider their legal position and lobby the Japanese government to reduce restrictions to a level equivalent to native Japanese recordings.


Considering the dominance of Western pop music on the airwaves of radio stations and in foreign megastores in the largest urban markets of Japan, the foundation for a solid increase in the market position of Western pop music is present.  This will only come about with a diffusion and penetration of the retail sector into the areas of Japan not currently covered by foreign megastores.  If the move by Shinseido to increase the size of some of their store locations is any indication, there will be a decrease in the number of small mom-and-pop stores, which are currently unable to carry a large selection of Western pop music.  The future of the Japanese music business is in the mid-size record store that will be able to amply supply and facilitate competition between both Japanese and Western pop music.  With the legalization of record rentals, a complete penetration of the Japanese market is possible.   
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