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Chapter 7

Target Market

It's easier to get a piece of an existing market
than it is to create a new one.

Know Your Customers

Essential to business success is a thorough understanding of your cus-
tomers. After all, if you dont know who your customers are, how will you
be able to assess whether you are meeting their needs? Since success
depends on your being able to meet customers’ needs and desires, you
must know who your customers are, what they want, how they behave,
and what they can afford.

Is Your Company Market Driven?

Moreover, if you are using your business plan to secure financing, defin-
ing the nature and size of your market is critical. Many investors look for
companies aimed at substantial-sized markets and that are market driven.
In other words, they seek to fund companies whose orientation is shaped
by the demands and trends of the marketplace rather than the inherent
characteristics of a particular product or service.

Being attuned to your market may lead you to make changes in your
advertising, packaging, location, sales structure, even the features and
character of the product or service itself. In the long run, a market analy-
sis will save you money. When deciding which marketing vehicles to use
(advertising, trade shows, etc.), you can then choose approaches based on
whether they reach your specific target market.

A market analysis differs from a marketing plan. An analysis enables you
to identify and understand your customers; a marketing plan tells how

“You have to be market

driven. Who will buy it?
What do they feel about
it? Do they think it's a lux-
ury or commodity? Do
they need a big bottle or
a small bottle? Particu-
larly with a brand new
product, you have to
understand your market.”

Larry Leigon
Founder, Ariel Vineyards
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88 The Successful Business Plan: Secrets and Strategies

“Be willing to look at dif-
ferent market segments
instead of just the obvi-
ous or largest market to
secure some degree of
market penetration. Take,
for instance, the credit-
card electronic key for
hotels. Even though
these keys represented
substantial savings,
established hotels at first
were reluctant to make
the change-over from
traditional locks. Instead,
new hotels were the first
to put in this type of lock,
and existing hotels fol-
lowed later, once the
benefits were well-
known.”

Eugene Kleiner
Venture Capitalist

you are going to reach your customers. Laying out a marketing plan is
covered in Chapter 10.

If you do not sell your product or service directly to the end-user but
rather to retail outlets, distributors, or manufacturers, you have two mar-
kets, and you should define the characteristics of both of them — the ulti-
mate consumer and the intermediary who is your actual customer. These
target markets may have very different habits and concerns, and you need
to understand both of them, as they each affect your sales. For instance,
you may sell software you develop to a computer manufacturer who then
includes it with the computers they sell to consumers. The computer man-
ufacturer’s biggest concern may be cost; the consumer’s may be ease-of-use.

To gather information for this chapter, use the methods discussed in
Chapter 2.

Defining Your Target Market

You may be tempted to describe your market in the broadest possible
terms, choosing to include all those who might potentially use your prod-
uct or service. Doing so gives you the comforting sense that you have a
huge market to exploit. Unfortunately, this gives you little genuine infor-
mation on which to base your business decisions. You could end up
defining the market for furniture as everyone who lives indoors, hardly
helpful if you're trying to come up with a marketing plan for your furni-
ture store.

Instead you need to identify the particular market segments you wish to
reach. These segments describe distinct, meaningful components of the
overall market and give you a set of specific characteristics by which to
identify your target market.

Let’s say you are considering opening a discount dry cleaning establish-
ment. You plan your service to be less expensive and faster, but, as a
result, it may also be of slightly less quality than the dry cleaner now serv-
ing the area.

Thus, you might define your target market in these terms: “Employed
women in white-collar jobs, price and time sensitive, commute by car,
ages 25 to 50, household incomes of $20,000-$50,000 per year, children
living at home, reside in the Laurelwood neighborhood.” You then need
to determine whether the neighborhood has enough consumers who fit
this profile to support your business.

To be a useful planning tool, the definition of your target market must
meet these criteria:

= Definable. It should have specific characteristics identifying what the
potential customers have in common.

« Meaningful. The characteristics must meaningfully relate to the decision
to purchase.

« Sizable. It must be large enough to profitably sustain your business.
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Chapter 7: Target Market 89

* Reachable. Both the definition and size must lead to affordable and
effective ways to market to your potential customers.

Once you have defined your market, you should then assess its size and
trends, evaluate your competitors for that particular market, and probe
the market for strategic opportunities.

Demographic Description

Begin describing your market by the most basic, objective aspects of the
customer base. These details are the specific and observable traits that
define your target market.

Demographic information is particularly useful when devising your mar-
keting plan. Many marketing vehicles, such as publications, mailing lists,
radio, and TV, accumulate this kind of data about the market they reach.
Thus, you are better able to judge whether such vehicles are appropriate
for your company.

Remember, you want to define those characteristics of your target market
that meaningfully relate to the interest, need, and ability of the customer
to purchase your product or service.

In the previous definition of the target market for the Laurelwood dry
cleaner, for instance, the definition “white-collar jobs” directly relates to
the need for regular dry cleaning; “women” relates to the fact that most
dry cleaning nationally is purchased by women; “commute by car” is
important because the location is not near public transportation; and
“$20,000-$50,000" relates to the customer’ s ability to pay for dry clean-
ing while being less likely to afford the more expensive cleaners.

On the Demographic Description worksheet on the next page, describe
the demographic details of your target market, whether you are marketing
to consumers or businesses.

Geographic Description

Next, define the primary geographic area(s) you intend to serve. This def-
inition should be as concrete as possible, indicating whether your business
serves a particular neighborhood, city, state, region, nation, or portion of
the international market.

Also, look at the density of the area — whether urban, suburban, or rural,
and, if customers will be coming to your place of business, indicate whether
the location is in a mall, strip center, business district, or industrial area, or
will be a stand-alone facility. Some businesses define their geographic mar-
ket by climate, serving only cold-weather or hot-weather locations.

If you are making your product or service available on the Internet, you
may be tempted to view the entire world as your geographic target mar-
ket. However, even on the Internet, there are limitations to which geo-
graphic areas are your primary target markets. These limits may be due to
issues of fulfillment (e.g., shipping goods) or language, and there are cer-
tainly limits of realistic market demand from different areas.

“Customers can be cate-

gorized in several ways,
by income level or by
lifestyle issues. The
income levels can fall
into one or more of the
following categories: lux-
ury, upscale, upper mod-
erate, moderate, and
budget. Lifestyle issues
are more subjective. The
target customer is less
dependent on income
level and more on her
attitude about how she
spends her disposable
income.”

Nancy Glaser
Business Strategies
Consultant

“It’s very difficult to create

a new market, even if
there’s a need.
Developing a new mar-
ket takes years, even if
you're 100% right about
the need and the prod-
uct. The best market to
look for is a market that
already exists, that is
already being served, but
being served in a
marginal fashion.”

Eugene Kleiner
Venture Capitalist
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90 The Successful Business Plan: Secrets & Strategies

Demographic Description

Consumer Business

Age Range: Industries:

Income Range: Sector:

Sex: Years in Business:
Occupation: Company Revenues:
Marital Status: Number of Employees:
Family Size: Number of Branches:
Ethnic Group: Square Footage:
Level of Education: Company Ownership:
Home Ownership: Other:

Other:

Copyright © 2003 Rhonda Abrams. For evaluation only. Reproduction of any kind is strictly prohibited.



Chapter 7: Target Market 91

On the worksheet below, describe the geographic details of your target
customers, whether consumers or businesses.

Geographic Description

Area Served (city, region, nation, etc.): “The decision to locate in
Napa was a marketing
decision. We could have
made our product any-
Density (urban, rural, suburban, etc.): where, but Napa is asso-
ciated with premium
wines. We wanted Napa
on the label.”

Nature of Location (mall, strip center, business district, etc.): Larry Leigon,
Founder, Ariel Vineyards

Climate Conditions:

Lifestyle/Business-Style Description

In the Target Market section of your plan, convey a sense of the concerns
and interests of your customers. How do they spend their time? What
issues are they facing in their lives or businesses? With whom do they
associate? How do they relate to their employees and community?

Your natural instincts and experience with customers gives you some
sense of what your customers are interested in. It’s logical, for instance, to
assume that receptive targets for your expensive specialty food product are
fairly likely to subscribe to Gourmet or other food magazines and might
belong to local food and wine organizations. Or, if the market for your
business service is law firms, you would naturally assume they belong to
the local Bar Association.

A little research can help you identi
lifect~da or business style. Obserye

The remainder of this chapter will help you identify your target
market’s psychographics, purchasing patterns, buying sensitivi-
ties, and market size and trends. At the end of the chapter, the
Sample Plan shows you exactly how to put these findings into a
clear, compelling write-up in your business plan.
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