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III.  Buyer Behavior

e It’simportant to include a section that deals directly with the behavior of the consumers
in a firm’s target market

® In many business-to-business start-ups, it’s important to discern specifically who the
“decision makers” are in the businesses you’ll be trying to sell to
®  The length of a customer’s buying process is often an important concern
o A high-involvement purchase is one for which the buyer is prepared to spend
a considerable amount of time and effort searching
) A low-involvement purchase is one that a buyer makes with minimum
thought because it does not have much impact on his or her life

IV.  Competitor Analysis

. A competitor analysis is a detailed analysis of a firm’s competition

. Tt helps a firm understand the positions of its major competitors and the
opportunities that are available

. You should never say that you don’t have any competitors
a. Identification of Direct, Indirect, and Future Competitors

o The first step in a competitor analysis is determining who the
competition is

o You should list a handful of competitors from each category
comprising your direct competitors, indirect competitors, and future
competitors:
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You should list a handful of competitors from each category
comprising your direct competitors, indirect competitors, and future
competitors:

. Direct competitors—businesses that offer a product that is
very similar to yours, targeting the same customers that you
are

. Indirect competitors—offer close substitutes to the product

you will be offering, targeting the same basic need that will be
met by your product

. Future competitors—companies that are not yet direct or
indirect competitors but could move into one of these roles at
any time

You should provide a short assessment of the scope and intensity of

your competition

The next section focuses on your competitive analysis grid, which

compares your firm to your major competitors

The competitive analysis grid will require you to engage in

competitive intelligence, which is the process of gathering

information about your competitors
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b. Competitive Analysis Grid
o A competitive analysis grid is a tool for organizing and presenting the
information you collect about your competitors
. Show the key success factors for firms in your target market
on the vertical axis of the grid, and then show your firm along
with your four or five major direct competitors on the
horizontal axis
. In each box, rate yourself relative to your competitors on each
of key success factors
o Completing the competitive analysis grid may reveal that you're at a
disadvantage over your competitors and help you make adjustments

V.  Estimate of Annual Sales and Market Share
. The final section of the market analysis focuses on computing an estimate of your
firm’s initial annual sales and market share
. There are four basic ways for a new firm to estimate its initial sales:
o Contact the premier trade associations in your industry and ask if they track sales
numbers for businesses that are similar to the business you plan to start
o Find a comparable firm, or a company that sells a comparable product
o Conduct Internet searches to try to find magazine and newspaper articles that
focus on firms in your industry
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o Use a multiplication method to try to arrive at a reasonable number
. Sometimes the multiplication method gets fairly complicated,
requiring that you consider several industries and conduct primary
research to get a good estimate
The ideal scenario for start-ups is to use all four methods of estimating initial sales,
and then compare estimates




image1.png
Chapter 6
Market Analysis

Introduction

Market analysis breaks the industry into segments and zeroes in on the specific

segment (or target market) that the firm will tackle

The market analysis section of a business plan is distinctly different from the

marketing section

The market analysis section focuses on describing a firm’s target market, customers,

and competitors, how it will compete in the marketplace, and potential sales and

market share

The market analysis is an extremely important section of a business plan for two

reasons:

) The market analysis helps define the nature of the business and the
remainder of the plan

o Tt affirms that a company has a well-thought-out target market, understands
its customers, and can generate sales in the face of competition

To raise investment capital, a firm must demonstrate that its target market has

sufficient potential to enable it to rapidly increase sales and return to its investors an

amount that is 5 to 20 times the original investment

Gaining this degree of insight and knowledge generally requires entrepreneurs to

conduct both primary and secondary research
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Market Segmentation and Target Market Selection

A firm must answer the basic question, “Who are our customers, and how will we
appeal to them?”

In some cases, a firm will have two markets, and you should describe the
characteristics of both markets

a. Market Segmentation

o Market segmentation is the process of dividing a market into distinct
subsets (or segments) that behave in the same way or have similar
needs

o Markets can be segmented in many ways, such as by geography (city,
state, country), demographic variables (age, gender, family size,
income), psychographic variables (personality, lifestyle, values),
behavioral variables (benefits sought, product usage rate, brand
loyalty), and product type (varies by product)

o There are requirements for successful market segmentation:

. Homogeneity of needs and wants within the segment




image3.png
. Heterogeneity of needs and wants among segments

. Differences within the segment are small compared to
differences across segments

. The segment is distinct enough that its members can be easily
identified

. It should be possible to determine the size of the segment

. The segment should be large enough to be profitable

IBISWorld and Mintel provide suggestions for segmenting the

industries that they follow

The entrepreneurial process often results in the identification of new

segments of an industry that weren’t previously considered

b. Selecting a Target Market

o

After a firm segments its market, it selects a segment within the
market to target

A big mistake is to define the target market too broadly or to try to
target more than one segment simultaneously

Focusing intently on a single market allows a firm to become an
expert in a specialized area rather than trying to spread itself too thin
A firm should assess the size of the market to make sure it is large and
healthy enough to meet the firm’s objectives
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Target Market Size and Trends

o

o o

Estimating the size of a target market can be tricky; in many cases,
you must literally invent a methodology for making an estimate

The key is to explain the path that led to your conclusions

If you are producing an enhanced version of something that is already
available, numbers will be fairly easy to get

Estimating the size of a target market for a market that doesn’t
currently exist, or a market that is specific to a particular location or
geographic area, is harder

Readers will normally judge projections based on (1) the
reasonableness of the assumptions made, (2) the degree to which the
numbers are anchored in facts, and (3) the extent to which it appears
that a good faith effort was made to be as accurate as possible

The best recourse, if you are stuck, is to talk with a reference librarian
to see if there are additional information resources; editors of
industry-specific trade journals and directors of trade associations are
also good sources of information

This section should also comment on industry trends that have the
potential to affect the target market positively or negatively




