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On 5 January 2019 shares in online 
music seller Gear4Music fell by 
53.9%. The reason was a profit 

warning, i.e. the company announced 
to stock-market investors that its recent 
profits were below market expectations. 
Amazingly, this was despite a 41% leap in 
sales over the 4 months to 31 December 
2018. Founder and chief executive Andrew 
Wass said profits would be slightly lower 
than last year. Clearly, if profits fall 
when sales revenue is buoyant, the only 
explanation is a collapse in profit margins.

Gear4Music was set up 15 years ago 
and sells thousands of products ranging 
from £25 bongo drum sets to £57,000 
pianos. It is the UK’s biggest online seller 
of instruments and musical equipment — 
and aspires to become Europe’s biggest. 
Wass sold a stake in the business to a 
venture-capital firm in 2012, and then the 
company was floated on the London stock 
market in 2015. Today Wass still has more 
than a 33% stake in Gear4Music plc.

Despite the share price collapse, 
Gear4Music seems optimistic. It points 
out that it has more than 50% of the UK 
market for online musical instruments, 
and that the online market is still only 
£178 million out of the UK market total of 
£749 million.

Gear4Music
Online triumph or disaster?
Ian Marcousé looks at the challenges facing 
the UK’s biggest musical equipment retailer

Table 1 Gear4Music financial data

First half 
2016/17

First half 
2017/18

First half 
2018/19

Average order value £125.64 £131.66 £127.48

Gross profit per order £33.42 £32.92 £28.94

Total marketing cost £1.64m £2.34m £3.28m

New customers acquired 91,587 131,993 203,784

Cost of acquisition £17.93 £17.69 £16.08

Website visitors 5.6m 7.1m 10.0m

Sales revenue £21.6m £31.2m £42.5m

Overseas revenue (mainly EU) £7.8m £13.3m £18.5m

Operating profit £0.9m £0.05m (£0.3m)
Source: company reports and accounts

Source: Gear4Music presentation November 2018

Figure 1 2018 sales for Europe’s main musical instrument 
retailers
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Practice exam questions 
40 marks, 50 minutes

1 If Gear4Music and Thomann grow at the  
same rate in 2019 as they did in 2018,  
calculate which will enjoy the higher  
growth, measured in £. (4 marks)

2 Using Table 1, explain why Gear4Music’s 
operating profit fell into a loss-making  
position in the first half of its 2018/19  
financial year. (4 marks)

3 Gear4Music has focused its overseas  
expansion on Europe, especially European  
Union (EU) countries. Assess whether  
this was the right strategy. (12 marks)

4 With Brexit looming, Gear4Music must  
decide whether or not to withdraw from  
its continental Europe operation and focus  
solely on the UK. Evaluate these two  
options and recommend which one is  
most suitable for Gear4Music. (20 marks)

Next page

2 Despite rapid growth (doubling revenues between 
2016/17 and 2018/19), falling gross profit margins 
have led to falling operating margins. In 2016/17 
the gross margin was 33.42/125.64 × 100 = 26.6%. 
By 2018/19 it had fallen to 22.7%. This fall of four 
percentage points may not sound a lot, but the 
original figure of 26.2% wasn’t high (gross margins 
at Ted Baker and Superdry are over 60%), leading to 
operating profits in 2016/17 being quite slim. Once 
four percentage points were lost, the business was 
pitched into a loss-making position.

3 In 2018/19 overseas sales were 44% of the total. Back 
in 2016/17 they were 36%. So the growth of sales 
overseas (mainly in the EU) has made a significant 
contribution to the company’s overall growth rate. 
A big question, though, concerns whether that 
growth rate was too fast, leading to the decline in 
profitability. Overtrading not only concerns cash flow, 
it is also important in human resources organisation 
and competence. Growing too rapidly can cause a 
business to struggle to keep control — and to keep 
all staff energised and focused on the goals of the 
company. So perhaps the focus on overseas expansion 
hampered profitable growth. Others, however, might 
applaud the business for developing its novel online 
sales strategy as quickly as possible. This might well 
be true of the venture-capital business that invested 
in 2012.

 It would also be fair to question why Gear4Music’s 
overseas expansion has been focused so much 
on the EU at a time of Brexit. Even though a quick 
bit of research shows EU import tariffs on musical 
instruments at just 3.7%, there may also be non-tariff 
hurdles such as hold-ups in the supply chain. This 
might make it hard to compete with a German giant 
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Answers
1 In 2019 a 43% increase in Gear4Music would mean 

an increase of 80 × 43/100 = £34.4 million. In 2019 a 
19% increase in Thomann would mean an increase of 
700 × 19/100 = £133 million. So Thomann’s growth 
would be £133m – £34.4m = £98.6m greater.
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such as Thomann. On the other hand, the number 
two supplier in Europe has only a £132m/£4,265m × 
100 = 3.1% market share. It’s rare to find a modern 
market so open.

It is difficult to know whether the European growth 
strategy was right or wrong. In effect it’s still too 
early to say. From reading the text and looking at 
Figure 1, we can work out that the UK market is just 
£749m/£4,265m × 100 = 17.6% of the European 
total. So expansion into Europe still makes perfect 
sense if growth is the current objective (and profits 
come eventually). 

4 It’s one thing to ask whether expansion into Europe 
was wise, quite another to be thinking about 
withdrawal. Being an online retailer may sound like 
you just have a warehouse in the UK somewhere, 
and ship out from there, but that is very unlikely. To 
be competitive in the German market you have to 
be able to deliver quickly, and that is likely to mean 
a distribution depot somewhere local. This, in turn, 
means local employees (plus, no doubt, locals to run 
a German-language website). So withdrawal is likely 
to mean the write-off of a lot of spending and capital, 
plus staff redundancies. 

And then what? Stick solely within the UK market? 
You might argue yes, because Gear4Music has 
just £80 million out of the £749 million UK market 
(10.7%), so perhaps it should focus on boosting this 
to gain a dominant market position. But why should 
UK businesspeople be parochial? A specialist online 
musical instrument seller could develop a very strong 

market position, and it would be great to see that 
achieved by a UK business (though Amazon would 
probably buy them up before that happened).

On the other hand, Brexiteers would presumably 
want to see withdrawal from Europe followed by 
new efforts to build market share in America, China 
and developing countries. Doubtless the prospects 
are considerable in China and India, but it doesn’t 
take long to see the problem. In Europe, the range 
of musical instruments would be very like the UK. 
So the company’s buying expertise probably works 
equally for the UK and the EU. But what would 
a UK instrument-buyer know about the range of 
instruments popular in China or India? It would be 
very difficult to make this work. It’s a classic Ansoff 
matrix issue of straying too far from the comfort zone 
of a market sector you know and understand. As for 
the USA — does anyone seriously think this would be 
an easy market to break into? As Tesco found nearly a 
decade ago, US markets are highly sophisticated and 
competitive — very tough to break into.

On balance, the best recommendation is to stay in 
Europe and keep building the business. Yes, there’s 
a strong case for better thinking about how to boost 
the profitability of the UK business, but there’s no 
reason to do that at the expense of European sales 
and profit potential. Edexcel examiners’ reports make 
many references to MOPS as a way of evaluating a 
business situation. In this case the key issue is the 
business objectives. The impression given by the 
stimulus material is that the business is pursuing 
growth objectives. Only if there’s a decision to change 
to a short-term profit focus would there be any sense 
in withdrawing to the UK market. 

Taken from ‘Topical Cases’ at www.a-zbusinesstraining.

com, Ian Marcousé’s site for CPD, topical cases and 
business worksheets.
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