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INTRODUCTION

“When I was in college, guys usually pretended they were in a band…. Now they pretend they are in a start-up. ”

The entrepreneurial dream

Over the last 15 or so years, ‘entrepreneurship’ has become synonymous with ‘cool’. Paraphrasing the above quotation, you could say that garage rock has been replaced by garage start-ups.

Enterprise has also become a more accessible option for a larger group of people than previously, thanks to the advent of new technological opportunities. In the 1990s, as the reach of the internet and world wide web spread beyond the academic and governmental space into the civilian and commercial arenas, new business models could be conceived to transfer normally face-to-face commercial interactions into the virtual world. Services could be automated and productised, customers could be reached and products downloaded globally, niche markets could be created and served in an economical and unprecedentedly profitable manner. A venture could be started at little cost by a few people tapping code on some computers. A relatively inexpensive website interface could replace a capital-intensive chain of bricks and mortar shops or branches, and a customer base could be built up quickly and ‘virally’.

Hence was born a new generation of technology entrepreneurs, whose celebrity status was achieved in record time and stretched beyond the ‘in’ community of Silicon Valley to the readership of the broadsheet dailies, not to mention television and films. From a business perspective, things became a little silly at the end of the 1990s, when many investors were willing to fund any revenue-less proposition that involved a website, but after the bubble burst a sobered-up new economy began to materialise in the new millennium.

Perhaps not sober enough, though. Entrepreneurship has turned into something of an industry in its own right, spawning a slew of how-to and how-I-did-it books, fanzine-like websites about the start-up scene, and blogs by entrepreneurs and venture capital investors. European universities have played catch-up with those in the US by setting up entrepreneurship centres, business plan competitions, start-up incubators and student entrepreneurship clubs. Politicians and policymakers sing the praises of technological innovators and entrepreneurs as the seeders of future economic growth, and sometimes create public agencies to promote enterprise culture. ‘Entrepreneurial attitude’ has also come to be considered a positive attribute in high-level job seekers.

Throughout this quasi-industry runs the inebriatingly romantic and inspirational image of the lone entrepreneur; something of a renegade and iconoclast, a charismatic autodidact with an unconventional dress sense (or perhaps none at all), who knows what people will want to purchase before they know it themselves. The archetypal entrepreneur’s start-up company generally begins its life in a shed, garage or student house (probably in California), an impressively contrasting image to that of the minnow firm’s subsequent expansion into a multi-billion-dollar company.

Why do we propose to join this industry by producing yet another book on entrepreneurship? First, because we have been coaching entrepreneurs since the mid-nineties and were deeply involved in a number of start-ups ourselves. Over time, we saw that the same sorts of problems were raised, almost repetitively, by the different entrepreneurs who came to us for help. Often, just one or two workshops gave them enough of a grounding to get started and overcome initial barriers to growing their ventures. We turned the vast amount of material accumulated through this experience into a core entrepreneurship programme at Imperial College Business School which, we think, has become rather good. This book is an extension of that programme and reflects our hands-on approach to coaching students through entrepreneurial projects and starting entrepreneurs on their journeys.


Second, because the above-mentioned typecast character and many books on entrepreneurship hail from the US, we think a need exists for a book which offers a European perspective, using European case studies and taking into account some of the challenges faced by European entrepreneurs, including the higher degree of scepticism and risk aversion generally found on this side of the Atlantic. The European entrepreneur does not necessarily fit the mythical American stereotype (and many US entrepreneurs probably don’t either). Many of the examples in this book thus provide useful guidance for UK and European entrepreneurs and students interested in entrepreneurship.

Third, because not every entrepreneurial light-bulb moment is destined to become the next Google. A tremendous amount of uncertainty surrounds every venture idea at its conception, and we hope that the structured approach presented here can help the reader to manage that uncertainty, by testing his early assumptions about a business idea and adjusting them, if need be, to end up with a more probable business proposition. We don’t want to take the excitement or vision out of entrepreneurship, but we do want to insert a bit of realism.

We also hope to convey some insights from academic research that may be applied in practical ways to the shaping of a business concept and the creation of a company – not as hard and fast rules but as initial aids to face the uncertainty inherent in a new venture with an open and dispassionate mind.



The lowest-common-denominator advice frequently given to novice or aspiring entrepreneurs tends to be construed by its recipients as:

• Get an idea and set out to write a business plan.

• Search for information in support of your idea to plug into the business plan (shoehorn it in, if necessary).

• Pitch the business plan confidently to investors and raise money.



However, we stress that, before you can convince an investor or even a customer, you need to convince yourself, with an argument that’s a little more than personal conviction or the citation of some high-level market figures from a generic industry report. That’s why we propose a book about putting together a business case for a new venture, not a book on how to write a business plan.

A business plan is simply a document describing the business you intend to start – essentially, what it will sell, how it will operate and how it will make money. An entrepreneurial business case is the rationale embedded in the business plan, explaining why the business is capable of thriving – the substance of your business plan. This book aims to provide the tools to build a credible rationale.

Entrepreneurial reality

Only 45 per cent of businesses started in the UK in 2002 survived the five years to 2007, and the average sales turnover for small and medium-sized enterprises (less than 250 employees, accounting for 99.9 per cent of UK businesses) in 2007 was £298,000. To reiterate, not all new businesses become Google. Note that these figures cover a period of relative economic prosperity, not a recession. Furthermore, these are general numbers referring to any type of new firm, including small businesses in mature, stable sectors, such as a local restaurant or corner shop.

What we instead call entrepreneurial ‘venturing’ – starting innovative businesses with high-growth ambition and subject to considerable uncertainty and risk – cannot rely on such stable sectors and business models, and it is this area of new business creation that we address in this book. Innovative ventures typically deal with a product, market or idea that’s so novel that little past data or experience exists from which to generate easy predictions about its success. Such start-up ventures also lack the financial resources, established reputations and staying power of large companies. The venture entrepreneur doesn’t yet have a direct line of communication to potential customers; in fact, at the beginning of her entrepreneurial journey she may not even know who the right customers will be, nor how the business should be structured. With no exact statistics for business survival in this unstable environment, a failure rate of some three out of four start-ups is the oft-quoted rule of thumb.

This book is consequently aimed primarily at innovation-and high growth-oriented businesses, usually in the form of technology ventures or businesses with new product and service models. Entrepreneurs in these novel situations may need considerable financial capital to start, thus requiring a plan for high growth to justify the investment, and are likely to have less room for trial and error once capital has been invested. Consequently, they have to proceed in small incremental steps, investing time and money in stages, making use of any information they can obtain, applying some cool judgement and willingly adjusting their plans as they become wiser.

We often apply the analogy of dating and finding a spouse to the process of developing a start-up. When you first meet a potential partner, your information about that person is incomplete. Consequently, you’re unlikely to propose a commitment to marriage the next day. Nor can you really undertake meticulous research – you’d have to contact your prospect’s friends and former love interests and they’re unlikely to be accommodating. So, perhaps you start with a short date for coffee and, if that goes well, follow it with a dinner date and so on. At each meeting you learn a bit more about the person, perhaps eventually meet some of their friends, and at each stage your increased insight helps you decide whether to go further. If you discover a ‘deal-breaker’ flaw, you eventually wind down the relationship; if your perceptions and experiences continue to be predominantly positive, or more positive than negative, you take the further steps leading to a possible long-term commitment.

The decision to start a venture develops in a similar manner, with gradually increasing degrees of personal and material investment.

Who is this book for?

This book will appeal to the following readers:



Aspiring entrepreneurs. You may be considering taking a break from a career in industry or finance to start a venture of your own. Perhaps you’ve been turning an idea over in your head for some time, but aren’t entirely sure how to make it happen. You may have some technical and business skills and knowledge, but not the entire range needed to incubate a new venture. You want to develop these skills to some extent yourself and, even more importantly, understand enough to identify the right skilled people to complement you in the enterprise.

More specifically, if you’ve been working in an established business or running your own company in a stable environment, chances are that your acquired management skills haven’t equipped you to understand, navigate and mitigate the uncertainty that’s typical of a new venture, where the environment in which your business operates – or your knowledge of it – frequently shifts and demands that you reshape your idea.



Students, academics and inventors. If you’re a student on a business, engineering or science course, you may have been tasked with developing an entrepreneurial project as part of your coursework. Or you may be thinking of starting a business outside of your studies or after you graduate. Or you’re putting a business plan together for a competition.

This isn’t a textbook to prepare you for an exam or to write an essay on entrepreneurship; rather, it’s a practical manual to help you research and prepare a credible business case. The content is the same as that offered to our MBA students on the Innovation, Entrepreneurship and Design course at Imperial College Business School, and – in amended form – to students in the engineering, medicine and science faculties.

If you’re an academic considering commercialising an invention or piece of research, this book will also help you understand important aspects of commercialising new knowledge or technology.



Industry. You may be a manager who aims to stimulate entrepreneurial thinking and innovation in your company, or an employee who’d like to launch an ‘intrapreneurship’ idea. How can the engineers and technicians who design and build products communicate and work with the marketing people who understand customers and the finance people who run cost–benefit analyses? And how can they co-operatively address the stumbling blocks and avoid the blind spots of habit that arise when you depart from established business activity to pursue new opportunities?

This book addresses these different modes of thinking, and includes exercises we have used with success both in university courses and workshops aimed at students of business and other disciplines – such as engineering, science and design – and in executive education sessions on corporate venturing. It can be used on its own or as a handbook for such sessions, as well as for ‘accelerator’ courses, aimed at developing career skills, such as those run by universities and company academies.



Investors. Finally, you may be entering the world of new venture investment, either as an angel investor preparing to risk your own money or as an employee of a venture capital fund. This book can just as easily be used as a due diligence tool to help you assess a potential investment.


If you’re an experienced investor, you can recommend this book to new or aspiring entrepreneurs so they can understand how to satisfy your investment criteria.

How to use this book

The book is divided into four sections, available as four separate ebooks, which we present as stages in an entrepreneurial journey. This construct is somewhat artificial, as the evolution of a new business concept is neither so linear nor so predictable in reality. To aid the reader’s understanding, however, the information must be presented in a linear and reasonably logical fashion.

PART 1: Idea creation and evaluation

Our aim in this section is to look at how business ideas are matched with credible opportunities, whether you’re starting from a perceived market or from a technology or competence that you’d like to commercialise. We emphasise the importance of considering a range of possibilities and evaluating each new idea with respect to existing alternatives already on the market, and perhaps modifying or improving it accordingly.

PART 2: From idea to business proposition

This section looks at the broadening of an initial idea for a product, service or application into a rounded business strategy, by employing preferred witness research (see Chapter 4) to identify and roughly quantify a target market. We show you how to consider the opportunities or limitations of your prospective business environment (Chapter 5), how to protect your ideas and inventions from imitation by competitors (Chapter 6), and how to draw on this information to shape a commercial strategy (Chapter 7).

PART 3: Proof of concept

This section covers ways to demonstrate and test your business proposition, both technically and commercially, through prototyping and some rough-and-ready market testing.

PART 4: Marshalling resources

This section describes the resources – primarily human and financial – you need to bring a business to fruition, and discusses how to work out a strategy and roadmap for obtaining the most suitable resources at the right time.



Depending on the current status of your business idea, you may find yourself reading each chapter sequentially from start to finish, or jumping forwards and backwards from one topic to another as you need them – rather like consulting a recipe book. Each chapter is thus structured as a self-contained mini-manual, but also refers to related content in other chapters.

Several chapters contain a structured how-to exercise to help you assess and shape a certain aspect of your business case. While these exercises may at first seem rather formulaic, practising them offers a way to retrain your thinking about issues that every venture must consider. Each new venture has a particular set of objectives and problems, so some activities or exercises will be more relevant to your concept than others. Each chapter also contains case examples to illustrate the real-world relevance of each topic.

The Epilogue aims to tie the pieces together and outlines what we hope you can achieve from using this book. No book is a panacea for all problems and no methodology is fool-proof, but our aim is to get you fairly far along the initial process of ‘dating’ your business idea.



We wish you well on your entrepreneurial journey.




SECTION II

FROM IDEA TO BUSINESS PROPOSITION



4. SEGMENTING YOUR MARKET AND USING PREFERRED WITNESSES

Once you have come up with an idea and tested its merits against alternatives, as discussed in Chapters 1 to 3, this second part of the book helps you to look at how your initial business idea is likely to fare in your industry environment, your ability to protect your ideas from imitation and the possible market demand for your offering. The present chapter focuses specifically on market demand, but also describes how to carry out preferred witness research – a tool that you can also use to research your industry environment, as outlined in Chapter 5.

What?

We’ve heard this type of argument many times: ‘The potential global market for this product amounts to 100 million customers, for a total value of £2 billion. All we have to do is capture 2 per cent of this market, and we can realise sales of £100 million. So, even with this conservative estimate, the market for our product is attractive.’

The exact numbers may change from case to case, but the premise is the same: blind, shoot-from-the-hip market estimation; the untested belief that a random, unspecified 2 per cent of the market (‘surely not an unreasonable target,’ thinks the entrepreneur) will buy the venture’s product or service. Many novice entrepreneurs present their opportunity in this way, perhaps citing a collection of high-level market reports to show that they’ve done some homework. But any seasoned investor who may be listening is likely to switch off at this point.

Let’s assume that this 2 per cent figure chances to be accurate, even if it’s been plucked from the air. Which 2 per cent of the market are we talking about? What characterises this 2 per cent of potential customers from the other 98 per cent and prompts them, specifically, to buy your product? And why might the other 98 per cent not buy your product?

If you don’t know who your customers are and can’t identify their defining characteristics, you won’t know how to reach them, whether you’re creating a product that’s adequately tailored to their needs or through what channel you can sell it to them. And, more importantly at this stage, you cannot begin to quantify the realistic size of your market to make a credible business case.

The question, in the typical parlance of venture investors and experienced entrepreneurs, is: what is your addressable market? Or, more simply, how have you segmented the broader potential market, and which market segment do you expect your business to serve? An addressable segment usually possesses a combination of characteristics that fit a given product; these may vary in complexity, from simple differentiators, such as age or geographic location, to more complex ones, such as a particular lifestyle, taste or unsolved problem.

If you want to do your homework, market reports and newspaper articles can only provide a starting point for qualifying and quantifying your market. They won’t provide sufficient information about your addressable market because they usually offer only bird’s eye views of broad markets. In the case of an innovative new venture, with which you’re aiming to address an unmet and sometimes unrecognised market need, you’re unlikely to find a market report from Mintel, Datamonitor or the like that analyses the unusual or novel customer group that you’re hoping to serve.

On the other hand, if you’re building a business case to start a new venture, you won’t have access to the fully-fledged research team or budget that large companies use to conduct extensive research on customer samples. How, then, can you obtain some credible information about your addressable market segments?

Enter the ‘preferred witness’. Put simply, she’s a person who has enough experience and knowledge of a market or industry to be able to give you an insider’s view of what concerns, motivates or deters a potential customer or partner. Conducting a series of preferred witness interviews should help you determine what your most promising customer group will be, estimate the size of this group to some extent, and predict their needs and how they’ll react to your offering. Once you gather this qualitative information, you can review the quantitative data in the conventional market research reports, and make some informed and intelligent guesses about your specific market area.

Preferred witnesses aren’t just useful for customer and market research – you can and should find preferred witnesses who can inform the other areas mentioned in this book by offering insights on the industry, competitive landscape and technology issues. The more your business case is based on ground-level information rather than high-level assumptions, the more credible it will be.

Why?

Part of what defines the attractiveness of a business is the potential size and eagerness of its target market. Yet, put simply, the market-size argument made in the opening paragraph of this chapter is too random, and consequently too risky for most business start-ups and their investors.

Novice entrepreneurs also frequently assume that they can approach and sell to several market segments at the same time. In practice, however, this proves very difficult, if not impossible. Trying to be all things to all people usually satisfies no one, and it reduces the differentiation factor that marks out a new company and gives it an identity and relationship with customers that is distinct from those of its competitors. A new product or business often is potentially appealing to several different target markets, but start-ups with limited resources can better employ their effort and money to solidly address and acquire one market segment at a time, building up reputation and business momentum at each step, rather than spreading their resources too widely and thinly from the start. Therefore, your business case needs to include an understanding of different approachable market segments, and the reasons why some are more attractive to start with than others.


GenAppeal: seeking the target market’s unique code

Luc Krols wanted to turn genetics into true love … and money. Drawing on his PhD in genetics and his MBA, Krols came up with an idea to capitalise on scientific research revealing that sexual attraction between men and women is greatly influenced by the genetic make-up of their immune systems, which is signalled through pheromones and subtly detected through sense of smell.

Krols’ business proposition, GenAppeal, was based on a famed 1995 scientific study that asked a group of women subjects to sniff several t-shirts, each of which had been worn for three days by a different man, then rank the different t-shirts’ odours for attractiveness. As it turned out, each woman consistently preferred the smell of a man whose immune system was genetically different from her own. This and subsequent studies confirmed that, in humans as well as other animals, a correlation exists between sexual attraction through sense of smell and different immune systems. This diversity has an evolutionary benefit: the offspring of mates with differing immune systems will have a genetic resistance to a wider variety of diseases, and thus a better chance of survival.

What interested Krols, however, was that studies appeared to reveal that this genetically determined attraction also leads to more satisfying physical relationships, lower levels of infidelity and higher fertility, leading to potentially better long-term relationships. Krols thought this finding could be of use in the dating industry, helping people seeking love to find compatible partners.

The core business idea behind GenAppeal was therefore to offer genetic testing and analysis of these immune-system genes for people on the dating market and then feed the results into a database capable of matching genetically compatible members. This matching would offer a new – and possibly more compelling – way for daters to pinpoint potential partners to whom they’d feel strongly attracted, before actually meeting them. Krols thought the test could complement conventional tools found on dating websites, such as chatting, personality profiles, and the like.

However, when Krols wrote the business plan for GenAppeal with a view to seeking investment, he made very broad assumptions about his addressable market, which meant that the suitability of his business model was questionable.

Qualitatively, Krols characterised the expected users of his service as: singles with busy professional schedules; divorced people looking for a new start; people familiar with the internet and comfortable with online dating; and people who use marriage agencies. He assumed users could be aged anywhere from 25 to 50. This gave him a wide range of putative customers to cater to.

From quantitative research conducted on the internet and taken from statistics agency data, Krols learned that singles account for 14 per cent of the population in his native Belgium and in the Netherlands, while the average among northern, mid- and southern European countries was 12 per cent, amounting to 45.7 million people across these regions.

Data from the Netherlands statistics agency indicated that 65 per cent of Dutch singles are actively looking for a partner. By extrapolating this figure to the rest of Europe, Krols estimated that GenAppeal would have a potential customer base of 29.3 million individuals.

However, his research didn’t confirm whether these statistics fit the qualitative profile that he imagined for his customers. For instance, it wasn’t clear to which age groups the 65 per cent of people actively searching for partners belonged. Krols believed in any case that his service would interest singles in all age groups.

Krols’ chosen business model would see GenAppeal set up its own dating website, which would include all the other features already found in incumbent dating sites, and sell the genetic tests primarily through this channel. Customers would perform the genetic test at home, taking a swab from their inner cheek; they’d then send the swab to GenAppeal for analysis. In addition to determining compatibility, the swab would also be used to confirm a person’s gender and provide a ‘genetic fingerprint’ to prevent people from registering on the site multiple times using different identities, presumably giving GenAppeal some additional differentiation from other sites, where such practices can pass unnoticed.

As a secondary market, Krols proposed that the testing service could also be sold through marriage agencies. These businesses would make the test available to their clients in the form of a voucher, and the clients would have to access the GenAppeal site to utilise the results. The marriage agency would take a commission, but the GenAppeal service would be positioned as a third-party product.

Krols anticipated charging end users a one-time payment of €125. His informal research suggested that older singles would be willing to pay far more than this amount, but as he wanted to serve a large age group he chose a price comparable to other types of DNA analysis, such as paternity testing, even though the latter is aimed at a completely different type of customer.

At this point, when Krols came to make his financial projections, his research reports couldn’t provide him with a clear picture of where customer demand was most concentrated. So he outlined three financial scenarios, in which the company might acquire 0.5, 1 or 2 per cent of the broad singles market, with 1 per cent being the ‘realistic’ scenario and the other two figures being ‘pessimistic’ and ‘optimistic’, respectively. How he chose these figures isn’t clear. He also calculated a target market of a random 1 per cent of all singles in each country, without considering the percentage of singles who might be actively looking for partners (which he’d extrapolated from Dutch figures as being 65 per cent). Although he’d presented some basic demographic information about singles (age groups, divorce rates, active daters) in a section of his business plan, he didn’t build these distinctions into his sales forecasts, probably because he only had patchy information. Because 1 per cent doesn’t intuitively appear a large share of the market, this projection must have seemed plausible to him, as long as it was enough to turn a profit on paper.

While it’s understandable that, in the absence of available information, an entrepreneur might resort to a seemingly conservative percentage, this isn’t the only nor is it the most desired option when defining a market.

Krols was asked to present the GenAppeal business plan as a teaching case to a group of students at Vlerick Leuven Gent Management School in Belgium, and a preferred witness was also invited to present her knowledge of the singles market. The witness was Rika Ponnet, co-founder and owner of Belgian marriage agency Duet, sexologist and author of My Life as a Matchmaker, with 13 years of matchmaking experience behind her. Ponnet was able to offer a close-up view of the singles market (in Belgium), some insight into how it was segmented, the motivations of customers, and how different dating businesses catered to different customers.

First, she noted that statistics don’t always confirm current popular and media perceptions of single people – typically young high-earners, living a partying city lifestyle. While it was true that a major proportion of singles lived in urban areas, they were considerably older than popularly thought: 40 per cent of all singles belonged to the Baby Boomer generation (born 1945–1963) and 30 per cent to Generation X (born 1964–1980). Only 20 per cent were in the younger Generation Y. These results were partly explained by the difference in size between these generations.

A 2004 study also showed that Belgian singles had less disposable income than was popularly assumed. Some were single or divorced parents, some were young people in entry-level jobs; all were living within the constraints of a single income. Often they had to make important choices about how to spend their money. These singles were also found to spend less time on the internet than couples or families, to eat fewer takeaways, to take fewer holidays and to have less sex than couples.

Economic and lifestyle factors are important when considering the different motivations of people in the dating market. While a large proportion of singles (65 per cent according to Krols’ research) may appear to be looking for a partner by being on the dating scene, Ponnet categorised these daters as either ‘seekers’ or ‘players’. Seekers have a strong desire to be in a long-term relationship and are willing to put considerable effort into finding a life partner, while players usually have less focused motives: sometimes they simply want to meet new people and expand their social circle, or they may wish to have brief relationships or flings. Some players, according to Ponnet, even use internet dating sites as proxy therapy, chatting online about their personal lives – such as a recent break-up or divorce – without actually meeting anyone in person. And finally, some people switch between playing and seeking at different times in their lives.

Not surprisingly, players are more likely to use inexpensive, easy and flexible methods to meet people, such as dating sites, whereas seekers are more likely to spend a larger amount of money using a personalised, results-driven service, such as a matchmaking agency, or a matchmaking website that employs psychometric tests. Seekers, especially women, also appreciate the vetting and identity checks offered by a matchmaker. The difference in cost is considerable: one-year membership of a matchmaking agency could cost from €500 to €1,500; membership of an ordinary dating site could cost from a few euros a month to perhaps €250 a year.

According to Ponnet, 10 per cent of people who joined one of Belgium’s largest dating websites typically found a partner by the end of one year (compared with 50 per cent of her agency’s clients). From that data she estimated that only about 10 per cent of internet daters are likely to be serious seekers. She also noted that most seekers are in their thirties and forties.

Having presented her view of the singles market, Ponnet recommended that Krols only target the seekers segment for his genetic test, because players were unlikely to pay an extra fee or make an effort to find Mr or Miss Right.

This segment choice had implications not only for the size of GenAppeal’s market, but also for the way in which Krols should sell his core offering. Ponnet pointed out that seekers had a whole range of requirements when searching for a partner, not limited to sexual attraction alone. Therefore, she recommended that the GenAppeal test be offered as part of a package of personalised vetting and matching services, not as a stand-alone.

Finally, Ponnet noted that many singles were still biased against using scientific matchmaking techniques and services, including the psychometric tests already offered by agencies. Since the public still adheres to romantic notions that love should happen spontaneously, she said, care should be taken to present the GenAppeal test in a positive way, as an empowering tool, not as a remedy for people who‘ve failed to find a partner by other means. Consequently, she recommended a public relations campaign rather than internet marketing.



How?

Secondary, or top-down, research is information gleaned from market reports, statistics agencies, the media and similar sources. Preferred witness testimony is a form of bottom-up or primary research.

In order to carry out an entrepreneurial market assessment on a low entrepreneurial budget, you can combine top-down and preferred witness research to gain an approximate picture.

Performing top-down or ‘desk’ research

There are plenty of market and industry reports created by market research or financial information companies, often available from online databases that aggregate reports from several providers. In addition, databases such as Amadeus in Europe provide company information. However, these professional sources may be expensive to access.

You may be able to access these reports inexpensively through a library, possibly a public library with a commercial section, such as the British Library’s Business and IP Centre in London, a university library, or perhaps your current employer’s library if you work for a large organisation.

Government bodies, such as a national statistics agency, a government department for a specific sector, or a specialised agency, can offer demographic or more specific sector information. The UK’s Office of National Statistics, for instance, makes many reports available online.

Industry trade associations may be another source of specialised information. Some associations create reports that are publicly available, while others may be able to provide specific information in response to a direct request.

The national and financial press are another source of searchable information, as are trade journals. Newspaper and magazine articles can be searched online through a search engine, such as Google, or through the websites of individual publications. Access to some information might require payment. There are also useful online databases of press articles, such as Factiva, that do require a subscription but might also be accessible through a library.

The websites of companies in your target sector will contain a good deal of information including product descriptions, company news and history, financial information, datasheets and annual reports. Further information about an individual company’s history and finances may be found through the relevant country’s national register of companies, such as Companies House in the UK, or through international databases such as Amadeus.

Doing desk research also requires some judgement about the reliability of information. Not all sources are equally reliable; reputable publications and organisations are generally likely to be more reliable than lesser-known ones, but in any case, it is advisable to cross-check information from two or three sources where possible, and note any anomalies. Whenever you use information from desk research in a business case, business plan or pitch for investment, you should clearly reference the source.

In his business plan, Krols offered the following information gathered from his top-down research:

• On average, European singles amounted to 12 per cent of the population.

• In the Netherlands, 65 per cent of singles were reportedly trying to meet someone.

• In the Netherlands, 40 per cent of 25-year-old men were single, decreasing to 15 per cent by age 50; while 25 per cent of 25-year-old women were single, decreasing to 10 per cent at 50.

• Dutch people were also marrying later in life, implying a future increase in the singles population, particularly in the over-30 age category.

• In Belgium, there were as many divorces as marriages, implying that the quantity of singles at least remained constant.

• Google Trends showed a steep increase in queries for online dating from 2006 onwards, particularly English-and Dutch-speaking searches, implying increasing demand.



This data shows how difficult it is to assess the target market for a new product using widely available top-down research and statistics because very little qualitative information about potential customers’ motivations exists.

[image: images]

Figure 1 Luc Krolls’ initial 'realistic' market share assessment for GenAppeal

Krols decided to assume a 1 per cent take-up, making his market assessment essentially that shown in Figure 1. However, Ponnet’s testimony showed that these assumptions overlooked qualitative differences between types of singles. Top-down research can nonetheless provide some of the high-level numbers against which you can compare your bottom-up research, as we’ll see in the following sections.

Performing bottom-up research

Now that we’ve shown, with GenAppeal, the kind of information that can be gleaned from bottom-up research using preferred witnesses, let’s look at how you can obtain this information.

SELECTING AND BUILDING A SAMPLE OF PREFERRED WITNESSES

Direct and indirect witnesses. When doing witness research, you may talk to direct witnesses, who represent firms or customer groups to which you already hope to sell or with which you hope to work, or indirect witnesses, who have regular contact with and knowledge of your target customers, such as vendors (retail or wholesale), consultants, technical experts, people from government bodies or trade federations, and the like.



Different buying influences. In their book The New Strategic Selling Robert B. Miller and Stephen E. Heiman qualify most business to business (B2B) sales situations as ‘complex sales’, meaning that several people in a target client company, each with different interests and degrees of influence, will be involved in the decision to purchase a product. They argue that, to obtain a satisfactory sale and build a mutually satisfying and lasting client relationship, all four of the buying influences described below should be consulted, catered to and persuaded. Buying influences are also useful to bear in mind during preferred witness research, when building the value proposition of your business case. (They may also be useful to create future sales leads.)



The economic buyer. This person controls the company or departmental purse, directly signs off important purchases and decides on procurement policies in general. For large or expensive purchases, he may be the company’s general manager, finance director or similar; for smaller purchases, someone with divisional authority may have discretion within the confines of a departmental budget. The economic buyer’s purchasing criteria will focus on the business impact of a purchase, such as return on investment in a new product, cost-saving, revenue enhancement and switching costs, as well as the relative size and importance or critical nature of any such impacts compared with other spending decisions. This person may be the most difficult to obtain an interview from, but his viewpoint cannot be ignored.



The technical buyer. This person’s job includes screening out suppliers on the basis of technical specifications. A company technology manager may be the first person we imagine as a technical buyer, but in truth, technical specifications could include any aspect of a purchasing relationship, from a product’s technical features to any legal, contractual or regulatory requirements, logistics, credit terms and so on. Thus, depending on the nature of your offering, technical buyers could include purchasing agents, production managers, technology managers, legal counsels, accountants, facilities managers and so on. A technical buyer will want to know the measurable, quantifiable benefits that would be derived from adopting your product. He may also, however, veto a purchase simply because the innovation ‘wasn’t invented here’ and the product could thus overshadow his own competences. If a technical buyer opposes a new purchase on the basis of technicalities, an economic buyer will frequently take his advice.



The user buyer. This person will have to use your product herself or supervise its use by other employees. Her role will be to judge the day-to-day impact of your product on operations, or more specifically on the job she and her colleagues perform. Does she perceive your product as a tool that will enhance or hinder her personal success in getting the job done? Although user buyers may seem lower in the company hierarchy than other buying influences, they cannot be ignored: the way in which they use your product – successfully or not – will affect how the rest of the company perceives your product’s benefits or faults. They have considerable power to sabotage your offering if you don’t consult them and consider their needs and interests.



The coach. This person is on your side and wants your product to succeed, often because he sees your success as tied to his own. A coach may already inhabit one of the other buying influence roles, or he may be someone in your network who’s external to the situation but possesses knowledge of and credibility with one of the other buyers, such as an indirect witness. He can offer advice on how to approach other players, and may also offer to introduce you to them and, in the best circumstances, put in a favourable word.

FINDING AND APPROACHING WITNESSES

You need to rely as much as possible on personal and professional networks to gain access to preferred witnesses. People will be quicker to respond and offer their time if you’re referred by someone they know rather than make a cold call, but if the latter is your only option, it’s still worth a try. Through proactive networking, you should be able to find some suitable initial witnesses. If an interview goes well, your witness may also be willing to refer you on to other suitable candidates.

At this stage of your business case, when you’re merely trying to understand your potential market, the key to securing an interview is to make clear that you are not trying to sell anything to your witness, only trying to form an accurate picture of their perspective, needs and preferences, and to fill gaps in your current knowledge. When you set interviews in this context, you usually find that people enjoy being asked for a candid ‘expert’ opinion, appreciate your aim of developing a good product offering, and may also provide you with much useful background information.

When approaching preferred witnesses, determine which type of buying influence you’re talking to and, ideally, try to speak to a selection of people covering each buying influence in an industry or company to understand the perspective of each.

In small companies, such as Rika Ponnet’s matchmaking agency, the economic and technical buyers could well be the same person, which could make adoption of your proposal simpler. The user buyer could also be Ponnet herself, one of her clients or even another matchmaking consultant who has face-to-face contact with the agency’s clients and would need to explain and sell a new product or service. In large companies, on the other hand, there could be several economic, technical and user buyers who would have a say in the matter.

Although the Strategic Selling format is based on B2B situations, you may find that you would apply similar thinking about different buyers’ criteria in consumer purchases; for example, when different members of a household have different viewpoints on purchasing decisions. A child may want to own a certain toy or game because it is fun or enhances his status with friends at school, while parents may be concerned about the toy’s educational value, safety, price/quality relationship, or other factors that you may discover through your research.

You can also use indirect witnesses, such as vendors, to begin to understand different consumer types: for instance, Ponnet is a direct witness when considering how to sell GenAppeal to matchmaking agencies, but an expert indirect witness with respect to consumers in the singles market.

STRUCTURING AND CONDUCTING WITNESS INTERVIEWS

What you should aim to find out. Use the answers to the questions below to form a picture of your target market segment:



1. Most importantly, is there any desire, need or urgency for your offering in this market segment? Why or why not? Strategic Selling posits several prospective customer scenarios, which we paraphrase for market segmentation purposes here:

• Is there a problem which needs urgent attention? This could be a very promising market segment if you can offer a solution.

• Do witnesses indicate that they’re not in urgent trouble, but are ambitious for business growth or competitive advantage? This is a promising segment if your offering can help realise those ambitions, but one where prospective customers may also be shopping around for other solutions, so you may have to contend with competitors.

• Do witnesses see a future possibility for growth or a potential problem arising, but do not yet see it as urgent? This may indicate a segment to approach, but one that will not develop quickly or soon. Perhaps it could be a second or third market segment to enter later.

• If witnesses in a segment experience no problem or need for your product, even if you see one, or they have already found another solution, this segment is probably not worth pursuing. At best, it might become a late adopter of your product if its value becomes proven elsewhere.





2. Once you have gauged the level of interest, how would you need to design or package your product, pricing and revenue model to attract this particular market segment?





3. If a witness is critical or dismissive, ask him to explain why he would reject your product or business. Could you design your offering to eliminate these objections (or would other, more lucrative market segments be easier and less costly to acquire)?

Note that there may be some forms of resistance that cannot be overcome. For instance, some large companies will not sign a small start-up company as a supplier, because there is too much risk that the start-up could fold, leaving its clients uncovered. If you are selling a mission-critical product and this answer comes up frequently, it may suggest that you should approach small and medium enterprises (SMEs) instead to see if they are more receptive, or you may have to team up with a larger delivery partner and share revenue.





4. If a witness is receptive to your idea, also ask him to explain the specific benefits he sees in it. How could you design your offering to maximise these strengths, reduce or eliminate any negative factors, and make it easy for this segment to adopt the product?





5. What are competing solutions to your own offering? What is preferable, satisfying or dissatisfying to the witness about these alternatives? This is a chance to test your own assumptions about what gives your product competitive advantage over current offerings.





6. How does a member of a market segment make a decision to buy? Who is involved in the decision process? How long does a decision take?





7. In a B2B situation, can you come up with a proposition that would satisfy all the likely individual buying influences and also benefit the company as a whole?





8. How much does the witness already spend on this area or problem today? Would they prefer to spend less, or spend more for a better result? If the response to your proposed product is positive, what might be an approximate volume of purchases? Would a trial be required?





9. What are the witness’s typical criteria and standards for making a similar purchase? Consider, for example, price, quality, features (which ones), compatibility, an established and known supplier.





10. Can the witness give you any information on competitors or other players; or insider quantitative information about the market segment? Witnesses can often provide trade sector reports and figures that are not widely available on general information databases.



The question format. Use a basic questionnaire format for consistency, but remember that the interview is centred on the witness’s point of view, not yours, so the conversation is likely to veer in different directions with different witnesses. Some questions may even be irrelevant to certain witnesses, so be prepared to improvise and come up with new questions based on the answers the witness gives you and the stories she tells you. Give the witness the option to reframe the subject and describe her real concerns or knowledge to you. You need to probe and ask ‘why’ in response to answers, in order to acquire and understand the reasons behind witness viewpoints.

Don’t ask leading questions that may condition the witness’s answer or sound presumptuous. At most, test previous assumptions or information sourced from other witnesses by opening a question with ‘Is it true that…?’ or ‘I have been told that …’. Give the witness the option to correct you (and find out why they are doing so).



Making best use of interview outcomes. Be open to any information that is offered to you (including the unexpected) and ask yourself what it may mean for your product and business model. Rather than assembling a checklist of yes/no answers, your aim should be to interpret what you’re told and use it for further inquiry. Below are some theoretical scenarios to illustrate possible interpretations of witness answers.



Great market scenario: We’ve been asked to produce more work with less staff. Your software solution would help me realise my productivity targets and also satisfy the company’s profitability targets.



If one witness answers this way, you may have found a customer. If several do, you may have found a good segment to launch in.



Poor scenario, but which may suggest a different version or packaging of your offering: Your software solution might benefit the company, but it could create a risk of redundancies on my team. (Subtext: this would damage me personally by lowering my status as a manager in the company.)



In our own work, we found a similar situation when performing research on a concept for a software tool aimed at improving a particular aspect of web design and development. Marketing managers and owner/managers of web design agencies showed some interest in the tool’s possibilities as a quality control and marketing aid. However, employee web designer/developers – as well as team managers of in-house web departments – were more sceptical. Designers claimed that they already kept abreast of the issues that the tool was meant to address, and that similar if less sophisticated tools were already available for free. They also said that using the tool could take up too much extra work time for little added benefit. Team managers said that their staff were already well-trained in these design issues and were addressing them effectively. The apparent subtext was that they did not like the idea of a software tool replacing or dumbing down the judgement and creative ability of a skilled worker.

This feedback suggested that the entrepreneur either needed to prove that there was an unaddressed quality problem – at risk of alienating some target users – or that the product offering should be re-designed or packaged to enhance rather than replace skills. This could perhaps be done by broadening its scope to offer added features. Alternatively, it might be targeted at a segment of amateur or inexperienced designers, or repackaged as a training tool for design students. Witness research on these alternative segments would be needed to examine these possibilities.



No-go scenario: I just bought something like this or I already have a preferable way of addressing this problem.



If this answer surprises you, you may not have done your competitor research thoroughly enough, but this witness is offering you a useful chance to ask and find out more about competing solutions.

Be aware that the witness research may suggest different market segmentations that you hadn’t thought of before, because you learn new facts about the market. Therefore, you need to be flexible in your segmentation.



How far to go? One of the first questions people ask is: how many interviews will I need, and how long should I keep going? As every business faces different challenges, there is no standard quantity. The ideal cut-off point is:

• When a new conversation no longer yields important new information (provided that you have already interviewed a spread of different witness types).

• When you can explain the reasons behind discrepancies or contradictory information received from different witnesses in a market segment.

Combining top-down and bottom-up research

IDENTIFYING PRODUCT AND MARKET SEGMENTS FOR YOUR BUSINESS

There are many ways to segment a potential market; each business will adopt a different approach. Figure 2 provides a list of common criteria.

[image: images]

Figure 2 Possible market segmentation criteria

There are also different ways to segment and package your core product offering. Possibilities may include, for example:

• Large/small size or quantity

• Core product only, or product sold with supporting services

• Different versions for different uses

• Integrated or modular system

• Components

• Stand-alone offering or co-packaged/bundled with other products or services

• Core technology or specific applications

• Service as pay-per-use or subscription

• Service sold directly or offered through third parties



As a visualisation tool, before starting your bottom-up research, map the relationship between the various ways in which you could package your core offering and different perceived customer groups on a product/market (P/M) matrix, as shown in Figure 3. List your offerings in the left-hand column and your apparent market segments along the top.

[image: images]

Figure 3 Product/market matrix

As you undertake your preferred witness research and combine it with top-down information, you’ll begin to both qualify and quantify the suitability and attractiveness of different product/market combinations, as shown in Figure 4.

[image: images]

Figure 4 Evaluating product/market combinations; the circled option shows the most attractive market


KEEP IT FLEXIBLE AND REFINE YOUR SEGMENTATIONS

As you carry out your preferred witness research, your assumptions about your product and market segments are very likely to change and become more varied.

GenAppeal’s initial business plan, based on top-down research, suggested the segmentations shown in Figure 5. However, after hearing Rika Ponnet’s commentary, the market landscape looked more like that shown in Figure 6.

[image: images]

Figure 5 GenAppeal’s initial segmentation

[image: images]

Figure 6 A revised segmentation for GenAppeal

PUTTING IT ALL TOGETHER

Let’s pretend that Krols were to pursue further market segment research (in real life, he became less convinced about the scientific claims behind his idea).

When combining top-down and bottom-up research, Krols might decide to assume that 10 per cent of all singles are seekers. If he could find a more specific figure for singles who are doing some form of dating compared with those who remain celibate (65 per cent according to statistics from the Netherlands, but we cannot be certain it’s the same elsewhere), Krols could make an even more targeted assessment of the number of seekers within this dating group (10 per cent of 65 per cent = 6.5 per cent of all singles).

Additional top-down and bottom-up research might include some assessment of internet usage by singles in a certain age group (e.g. 50 per cent in Figure 7). Note that Ponnet pointed out from her research that singles spent less time on the internet than families, indicating that a website may not be the most effective sales channel.

Furthermore, to flesh out the business case, additional witness research would be needed to either back up Ponnet’s comments or uncover alternative scenarios. For GenAppeal, further interviews would include conversations with:

• Other matchmaking agencies

• Dating websites

• Some seeker singles – preferably covering both agency customers and website users

• Any other players discovered during the research



If Krols intended to market his product internationally, he would also do well to interview witnesses from target countries to obtain information on cultural differences. The aim, in all cases, would be to obtain, extrapolate or confirm customer segmentations, as well as approximate numbers or percentages based on estimates from expert witnesses or from interviewing a fairly large sample of singles who are customers of matchmaking services.

As a work in progress, Krols’ combined top-down and bottom-up market assessment might start to resemble Figure 7 for a product aimed at an internal market segment (for brevity, we only show breakdowns for Mid Europe here). If Krols were to pursue the suggestion of selling the test through marriage agencies, and seek further opinions on pricing and likely take-up, he might work out an estimate like that shown in Figure 8. Suppose that Krols decided to charge different prices for the service. For instance, with a low price for the test but an additional charge for database searches and matches, or a subscription fee, he could adjust the estimates and market value according to information he might acquire on how long it typically takes to find a partner or how frequently clients return (repeat business).

[image: images]

Figure 7 New estimates elaborated from combined top-down and bottom-up research

[image: images]

Figure 8 Estimates on pricing and likely take-up

The method above is not an exact science and certainly isn’t fool-proof. Educated guesses and assumptions will still need to be made. There will be limits to how far an entrepreneur can pursue such research and how much detail he can obtain. Yet it is still more insightful than generalised top-down research, allowing Krols to explain some pertinent reasoning behind his assumptions, understand where some risk might be involved, and improve the assumptions as he acquires more information. The witness research also offers insights regarding other aspects of Krols’ business case, such as his value chain (marriage agencies now replace dating sites as likely competitors or primary distribution channels, for example), his business model and how he might tailor his offering to seekers of a certain age who are more likely to buy.

Preferred witnesses for all types of research

Preferred witnesses are always useful to inform any aspect of your business case, including your industry environment.

Figures 9 and 10 provide an example of a student project seeking marketable applications for an engineering technology patented by Imperial College – a flexible aerofoil with a smart core, capable of changing shape in response to wind conditions or other requirements. The students considered whether to sell the technology outright, license it to other companies for various uses or start a company that would manufacture products using the patent. They were also unsure where a business using this patent might sit in the industry value chain. Consequently, they qualified preferred witnesses and potential customers or partners according to the interviewee’s position in the value chain (explained in Chapter 5). Figures 9 and 10 thus illustrate a summary of their research into two potential industries.

[image: images]

Figure 9 Preferred witness research for smart aerofoil technology – energy industry

[image: images]

Figure 10 Preferred witness research for smart aerofoil technology – building industry

In summary…

An arm’s length assessment of your market won’t convince investors because they can see the risk of your product not attracting the intended customers. Use preferred witness research to qualify your customers, segment your market and make approximate estimates of market size.

If you don’t know or have a relationship with your market, your business may have to partner with or sell through another business that does. You may also need to acquire a team member with relevant experience of that market.





End of sample
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