Fighting Pirates in Bangkok
By Noah Schwartz

A competitive and legal business model for selling recorded music has emerged to
compete with the pirates. It is happening in one of Southeast Asia’s hubs for the illegal
sale of copy-protected material, Bangkok' 2.

It is a phenomenon that in many ways is similar to a practice that frequently occurred in
the United States in the early to mid nineties. At that time, record store return policies
were different than they are today. The common record store policy on returns was that
the consumer could bring back one artist’s CD and exchange it for another’s if the first
artist’s music was unsatisfactory after a listen or two. If the CD being returned was in
good condition, it could be exchanged for another of equal value. It could also be used as
a credit in buying a more expensive one. At this time, the average consumer did not
possess the technology to rip and burn music. However, as time progressed, more and
more consumers acquired the necessary technology to pirate music® *. Consumers could
now use the return policy system to collect a large amount of digital music files without
having to pay for every CD that was brought home and ripped. Eventually the record
stores caught on and changed their return policies. The common practice now is to not
allow5 %ompact disk returns, unless the CD has not been taken out of its plastic shrink-
wrap” .

Bangkok: there is nothing that is not copied there. All media, be it music, movies or
software, is pirated and distributed by market vendors and some malls across the city, for
an extremely low price. This is illegal under Thai law, but the law is rarely enforced.
Logic would seem to dictate that under these circumstances CD shops would be dead, but
they are not.

In fact, the western style HMV and Virgin type stores in the malls here are really large
and have a steady stream of customers. In Bangkok, one of the most popular stores like
this is CD Warehouse’, a franchise. When you buy a new CD at a one of these stores, you
pay about US $15.50. Then, once you have copied it onto your computer, which is the
assumption as to what will happen, you go back to the store and sell it back at US $11.50.
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The store checks to see that the case and CD are in good shape. They use a device to
ensure that the CD is not scratched or damaged. The CD is then sold again, at a slightly
lower price and generally with a “pre-owned” sticker.

In an environment where pirated media is the norm, how can this legal model work? The
answer relates to some larger ideas than that of the sale of recorded music: competition,
consumerism, quality, branding, and environment. The CDs on the street might be copies
of copies or produced on sub par CD media. More often than not, the quality is bad. This
legal system guarantees good quality reproduction. In some ways the CD shop has
effectively become a library, loaning out CDs at a fee. (The actual fee is variable based
on popularity of the disk, age and other factors.) In effect, the shop becomes like a
Blockbuster for music. Also the shop now serves as a retailer of used disks. Of course,
some of the consumers never bring the CD back and the shops count on a certain
percentage of people doing this, which adds to their margins. Also, there are people who
collect CDs and want an original as well.

This model works well in Bangkok and competes head to head with illegal marketers.
The edge is high quality and a more reasonable environment in which to look at
selections. You can sample CDs in the shops on reasonable equipment. There is air
conditioning and assurances that any media you purchase will work. The street vendor
locations are not conducive to relaxed viewing. Bangkok is an extremely hot city in terms
of temperature, (This causes many CDs to overheat and malfunction.) the street vendors
sell everything from CDs, to coal, to toys, to fruit and the markets are always hectic and
bustling.

The record companies do not like the CD Warehouse model. They do not get to sell in
volume and make their normal profits. However they like the illegal distribution even
less, and in a city like Bangkok where copy-protected material is widely pirated, they
allow it* °. There is nothing illegal about renting a CD, as long as it is not copied. The
record companies would have to prove that this is the intent, which they cannot do. The
shops claim that they rent out the CDs for proper use, in the exact same way a library
loans out a book, or a video store rents a movie.

So there you go. In one of the world's copying and pirating capitals, there is actually a
model for legal music distribution that works. Even though the record companies dislike
this type of sales approach, everyone is making a profit. After all, used record stores have
been using this approach for years. It is important to note that there is always
downloading to contend with, legal and illegal. That’s the way it is.

Amazon.com, one of the largest retailers of recorded music in the United States uses a
surprisingly similar system to the Thai CD Warehouse approach. Unlike all the other
Hypermarkets that sell music, such as Wal-Mart and Best Buy, Amazon allows CD
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returns even if the CD has been taken out of its package. 50% of the purchase price is
returned to the buyer'’. Amazon then resells the returned CDs. This is a lower return
margin than the Thai’s use at 70%, but nonetheless it has great appeal.

Scotti’s Record Shops, located in New Jersey, instituted a “Buy It, Burn It, Return”
policy in 2005. The consumer could return a recently bought CD as long as it was in good
condition for 70% of the purchase price. The owners hoped to increase and diversify their
clientele, and create a brand. In their own words: “We don’t want to “butt heads with
iPod owners... We have to embrace them.”'' The program ceased around March of 2006
because of declining profits. The CD returns were too high to maintain a reasonable
financial return. A similar but more proven business structure for this country was
instituted. Scotti’s Record Shops current model runs similar to Amazon.com.

Competition, consumerism, quality, branding, and environment, are all important factors
to consider when you are a vendor in the fast paced, ever-expanding free market of the
plant earth. Competition and being competitive is key. In order to survive the
oversaturated pirate media market of Bangkok, the legal vendors found a competitive
edge. Consumerism (also known as consumer sovereignty) is based on the concept that
only the consumer can dictate the structure of a society, economy, or economic
framework'?. The legal vendors found they could fight the pirates because they offer a
superior quality of product, brand, and environment. By facing the realities of the current
state of the recorded music business and providing a service that consumers found
valuable, the legal Thai music retailers found a way to survive.
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