Market

Research
Chapter 6 Unit 2

Performance Objectives:

You will use the Internet to research local and national trends in your area of
business to predict the viability of your venture. You will use Census Bureau
tables to determine the NAICS code associated with your business. You will use
local and national online demographic data to determine the feasibility of your
business. You will write a simple survey that will help determine what your
customers want in the type of products or services that you offer. You will
survey twenty people from your target market who may be potential customers.
You will analyze the results of your survey in a Market Research Report to be
included in your business plan.

Evaluation Criteria:
Successful completion of this chapter requires you to:

Locate and summarize basic industry information.

Determine the NAICS code for your business(es).

Analyze national and local demographic data.

Write a survey.

Survey twenty people about your product(s).

Interpret the results of the survey in terms of market potential.
Summarize the results of your research in a Market Research Report.
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Task 1: Industry Analysis

The first step in conducting market research is looking at the statistics for
the industry in which your company belongs. Read and follow the steps
outlined below to find your industry statistics.

There are many business resources available on the Internet. Standard and
Poors*, Dunn and Bradstreet®, and The Thomas Registry® are some Web
sites you should look at for financial data on your industry. Unfortunately, most
of the research and hard data will cost you anywhere from $5 to over $100,
depending on what you are requesting.

There are some Web sites that offer some general information on the financial

health of many industries. You may even be able to find some financial data on
specific companies that could be competitors. Follow the steps below to begin

collecting general information on your industry.

1. Log on to Hoovers.com”.
2. Once at the Web site, click on the Industries tab.
3. Click on Industry Overviews.

4. Click on the most appropriate industry link. We clicked on the Music
Stores link under the Retail category.

5. There are several areas you can investigate here:
e Quarterly Industry Analysis

Trends and Opportunities

Financial Information

Industry Forecast

Industry Websites

6. For a general overview of the industry, click on Industry Overview. This
is information you can use to help construct the Industry Analysis
section of your Market Research Report. On the next page you can
see what we found at the Music Stores Industry Overview link.

7. If you click on the Industries tab at the top of the page, and then click
Industries A-Z you will get a list of industries. Choose the industry and
segment that is most appropriate to your business to get a list of top
companies in that industry. For some companies you will have access
to basic financial reports (Balance Sheets), etc. If you click on a
company’s financials link, it will take you to a page with additional links
to financial data. You will have access to some information for free.
Additional information is available at a cost.

IStandard and Poors: http://www.dnb.com/us/ 3The Thomas Registry: http://www.thomasnet.com/

2Dunn and Bradstreet: http://www.dnb.com/us/ “*Hoovers: http://www.hoovers.com/
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Music Stores
Industry Overview

The music store industry includes about 4,000 stores with combined annual revenue of about $3
billion. Major companies include Trans World Entertainment Corporation (operator of FYE and other
branded stores) and CD Warehouse. The industry is highly concentrated: the top 50 companies
have 80 percent of industry revenue.

Competitive Landscape

Consumer spending and entertainment trends drive demand. The profitability of individual
companies depends on effective merchandising and competitive pricing. Large companies have
advantages in purchasing, distribution, finance, and marketing. Small companies can compete
effectively by stocking specialty products, providing superior customer service, or serving a local
market. The industry is labor-intensive: average annual revenue per employee is $115,000.

Traditional competition for music stores includes consumer electronics stores, mass merchandisers,
warehouse clubs, Internet retailers, and mail order clubs. Internet sites facilitating or selling direct
downloads of music are changing the dynamics of the industry by replacing CD sales.

Products, Operations & Technology

Products sold by music stores include CDs, records, and tapes (60 percent of revenue) and DVDs,
videotapes, and laserdiscs (20 percent). The vast majority of music products are CDs. Other
products and services include books, toys, video games, and DVD rentals. Some stores sell used
CDs or DVDs. Companies may offer digital music downloads through websites or in-store kiosks.

Music stores include national and regional chains, franchises, and independent retailers.
Superstores are designed more as entertainment centers and can range from 15,000 to 25,000
square feet. A typical chain store may be located in a mall or be freestanding and about 6,000
square feet. CD Warehouse franchise stores are between 1,200 and 2,500 square feet. Companies
target high traffic areas, and may enjoy category exclusivity in some leased locations, preventing
other entertainment-oriented retailers from opening in the same shopping complex.

Interactive kiosks or listening stations allow customers to sample or download music or video.
Stores often arrange music by genre, then alphabetically by artist. Companies can design store
layouts to maximize cross-marketing opportunities. Special displays highlight new releases and
special promotions. In-store cafés encourage customers to linger.

Large companies typically buy directly from major music studios or publishers, while small
companies may rely on distributors. Large music studios (or labels) dominate the music
production industry. Music stores may depend on distributors for music from independent artists
(artists not affiliated with a major label) or specialty genres, such as religious or ethnic music. Most
major music suppliers allow music stores to exchange or return unsold merchandise, but typically
assess a penalty or fee for such transactions.

Because the music market is fragmented and differs by region, inventory size and selection can
vary. Major categories include rock; rap/hip-hop; R&B (rhythm and blues)/urban; country; and
pop. Music superstores may carry between 50,000 to 100,000 titles, and typically offer selections
across a wide range of categories. Independent music stores may specialize in a genre, like punk or
alternative music, and offer a deep selection within a limited number of categories.

By using computerized information systems, companies can analyze sales and historical data to
help customize inventory for individual stores, allocate products for new releases, and forecast
orders. Inventory management programs administer stock replenishment, balance merchandise
across stores, and identify slow-moving items for return to suppliers. Point-of-sale (POS) systems
typically use scanners, which record sales transactions. Sale analysis programs can aid in staff
scheduling and loss prevention
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Task 2: Market Research Using Census Data

Below is a case study of one entrepreneur and how he used the Internet
and demographic statistics to decide if his business idea had a good chance
of succeeding. Please read the case study carefully. You will be asked to
use the same procedures to determine the feasibility of your business idea.

Business Name: JR’s U$ed CDs

Proposed Business Type and Location: A small music store located in a
storefront on a main street in downtown Athens, Ohio.

Description of Product or Service: The store will buy and sell used music
CDs.

Features/Benefits: Proposing to buy CDs for $3 - $5 and resell them for
$5 - $10 each.

Proposed Target Market: Men and women between the ages of 15 and
64.

STEP 1: NAICS Code

JR knew that he needed to look at the U.S. Census Bureau data to
determine if there was a national and regional demand for his business. At
the U.S. Census Bureau, each type of business is given a code number.
JR had to find the code for record shops or music stores before he could
continue with his research. To find this code, JR logged on to the U.S.
Census Bureau’s NAICS & SIC Correspondence Tables® Web site. When
he did that, the following page appeared:

U.S. Census Bureau X X R

2002 NAICS Matched to 1987 SIC

'3 Retail Trade
Tndustry 2002
detal NAICS 2002 U5, NAICS Description
x #1 Motor Vehicle and Parts Dealers
. 4 M2 Furnitre and Home Furnishings Stores
b 4 “3 Flectronics and Applance Stores
b 4 4 Buslding Materiel and Gerden Equipment and Supples Dealers
; 45 Food and Beverage Stores
b 4 46 Health and Personal Care Stares
b A I Gasolne Stations
- 4 Cis

Sporting Goods, Hobby, Book, and Music Stores
General Merchaniss Sore

Miscellansons Store Retailers

Nonstore Retatlers

2
I

EFN
A
A k4] 3] &5

B
i

24
N

24
N

*NAICS & SIC Correspondence Tables: http://www.census.gov/epcd/naics02/N2SIC44. HTM#N451
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He concentrated on NAICS codes since the other table, SIC codes, are no
longer used, having been replaced with the NAICS codes. In Table 1, he clicked
on Sporting Goods, Hobby, Book, and Music Stores and this page appeared:

451 Sporting Goods, Hobby, Book, and Music Stores
2002 2002 NAICS U.S. Description f.l:__ 1987 1987 U.S. SIC Description
NAICS (with link to definition) bility SIC (with link to definition)
Sporting Goods, Hobby, Book, and Music Stores
Sporting Goeds. Hobby. and Musical Instrument Stores
45111 Sporting Goods Stores
451110 Sporting Goods Stores ALy
5091 Sporting and Recreational Goods and Supplies (Sporting and recreational goods
sold via retail method)
5099 Durable Goods. NEC (Ammunition and firearms sold via retail method)
5941 Sporting Goods Stores and Bicycle Shops
7699 Repair Shops and Related Services, NEC (New bicycle retail sales combined with
repair-repair services for bicycles as major source of receipts)
45112 Hobby, Tov, and Game Stores
451120 Hobby, Tov, and Game Stores ekl
5092 Tovs and Hobby Goods and Supplies (Toys and hobby goods and supplies sold
via retail method)
5099 Durable Goods, NEC (Coin-operated game machines sold via retail method)
5945 Hobby, Tov, and Game Stores
45113 Sewing, Needlework, and Piece Goods Stores
451130 Sewing, Needlework, and Piece Goods Stores [
5131 Piece Goods. Notions. and Other Drv Goods (Piece goods, notions, and other dry
goods sold via retail method)
5714 Drapery, Curtain, and Upholstery Stores (Upholstery materials)
5949 Sewing, Needlework. and Piece Goods Stores
45114 Musical Instrument and Supplies Stores
451140 Musical Instrument and Supplies Stores Ay 5736 Mausical Instruments Stores
4512 Book. Periodical, and Music Stores

He located Music Stores on the list and clicked on its class number, 451. This
took him to another page which looked like this:

U.S. Census Bureau o\ .

2002 NAICS Definitions
451 Sporting Goods, Hobby, Book, and Music Stores

451 Sporting Goods, Hobby, Book, and Music Stores

Industries in the Sporting Goods, Hobby, Book, and Music Stores subsector are engaged in retailing and providing expertise on use of sporting equipment or other specific leisure activities, such as
needlework and musical instruments. Book stores are also inchuded in this subsector.

4511 Sporting Goods, Hobby, and Musical Instrument Stores

This industry group comprises establishments primarnily engaged in retailing new sporting goods. games and toys, and musical instruments.

45111 Sporting Goods Stores

See industry description for 431110 below.

451110 Sporting Goods Stores

This industry comprises establishments primarily engaged in retailing new sporting goods, such as bicycles and bicycle parts; camping equipment; exercise and fitness equipment; athletic uniforms; specialty
sports footwear; and sporting goods, equipment, and accessories.
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He located Prerecorded Tape, Compact Disc and Record Stores in the
class 451 table, and then clicked on its corresponding code, 45122.

451220 Prerecorded Tape, Compact Disc, and Record Stores

This industry comprises establishments primarily engaged in retailing new prerecorded audio and video tapes, compact discs (CDs), digital video discs (DVDs), and phonograph records.
Cross-References. Establishments primarily engaged in--

Retailing new computer software--are classified in Industry 443120, Computer and Software Stores;

Retailing prerecorded tapes, compact discs, digital video discs (DVDs), and records by mail-order--are classified in Industry 454113, Mail-Order Houses;
Retailing used phonograph records and prerecorded audio and video tapes and discs--are classified in Industry 453310, Used Merchandise Stores; and
Retailing new audio sound equipment (except automotive)--are classified in U.S. Industry 443112, Radio, Television, and Other Electronics Stores.

Go to: No change 1997 to 2002 2002 NAICS to 1987 SIC 1997 Economic Census Bridge Between 1997 NAICS and SIC
2002 1997 1987 . .
CAICS NATCS SIC Corresponding Index Entries

@ 451220 5735 Music stores (e.g., cassette, compact disc, record, tape) -

45TZZ0 451220 5735 Record stores, new

451220 451220 5735 'Video tape stores

He determined from the table that any compact disc store he finds in the
Census Bureau data will have the NAICS code 451220.

STEP 2: National Data

The second thing JR did was to see if used CDs were in demand in general.
He went to the U.S. Census Bureau’s Monthly & Annual Retail Trade®
Web site and found the following table for Estimated Monthly Sales for
Retail and Food Services, by Kind of Business'.

i'l'able 1. Estimated Monthly Sales for Retail and Food Services, by Kind of Business

(Total sales estimates are shown in millions of dollars and are based on data from the Advance Monthly Retail Trade Survey, Monthly Retail
Trade Survey, and administrative records.}

Mot Adjusted Adjusted®
MAalCs . . 5 Month Total 2010 2005 2010 2009
Kind of Business UL < .
code % Chy. May Apr. Mar. May Apr. | May Apr. Mar. May Apr.
2010 | 2003 &) (P L] (a) P (r) (r) ]
448 Clothing & elothing accessories
shores .. &2, 186 17515 17.718] 17.E02| 16483] 18120 18.350 18471 17.407 17136
44511 Men's ¢iothing stores

T4 (=1 710 723 ] =) =) =

)

44812 Women's clothing stores ... 'yl 3314 3,183| 3,339 3,199 1 3,100 3,136 2988 z058
a4 Family clothing stores ... ] 67T B.E9d) 5472 BD9T]  (NA) A A [t [MA)
445z Shosstores . | i ] 2260 2,355 2,163| 2,157 (] 27m 2306 2148 2123
451 Sporting goods, hobby, book &

- musie stores. ... 32 251 42 6,592 £,297 8,741 g3e3|  epof| 721z | Taso | FaTz | Esmd 7.032
452 General merchandise stores e | 2304 239 50,903 45,286 43,981) 50,371 L6ES0| 0.3 | SO0z | s1OMz | 493 42,100
4521 Departmeant stores (2x. LD ... E0,838 0.6 14,002 14, 30€ 14,783 15,501 14,604] 15,383 15,660 15,952 15,829 15,778
4521 Depariment stores (incl. LDJ% . ] ] ] 14520 15,115] 15675 15.065) (] A A A (A
4529 Other general merch. stores.... . r ) Iy] 33980 a3a308] 3a870| 3zass| aszsz | asoeo | 33siz | 3a3oo

Conclusions:

He determined that, on a national level, people are spending over thirty-two
billion dollars per year in sporting goods, hobby, book, and music stores.
He concluded there is at least a national demand for music.

5Monthly & Annual Retail Trade: http://www.census.gov/retail/

’Estimate Monthly Sales for Retail and Food Services by Kind of Business:
http://www.census.gov/retail/marts/www/marts current.pdf
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STEP 3: Local Data

Income

To find out information about the personal income of the population in his
local county (Athens, Ohio), JRwenttotheU. S. Census Bur
American FactFinder® Web site. He entered in Athens County, Ohio and
found the following information:

FACT SHEET

city/ town, county, or Zi
United States | Ohie | Athens County fy by 2

. athens
Athens County, Ohio state
) Ohia [+]
% search by address »
Economic Characteristics - show more >> Estimate Percent LS. “ar%':rz:
In labor force (population 16 years and over) 29043 541 65.2% +-1,215 map
Mean travel time to work in minutes (workers 16
years and over) 200 ) 253 +-1.5 map
Median household income (in 2008 inflation- g
adjusted dollars) 32372 ) 52175 +-2,021 map
Median family income (in 2008 inflation-adjusted g
dollars) 47 672 ) 63,211 +-2,769 map
Per capita income (in 2008 inflation-adjusted "
dollars) -15,555 ) 27 466 +-676
Families below poverty level () 171 9 6% X)
Individuals below poverty level ) 302 13.2% (X) map

Conclusions:

From this information he was able to interpret that the people living in his
county had a per capita (per “head” = one person) average income of
$16,656. In a two-income household the total income would be around
$33,312.

Also, from the U.S. Census Poverty Threshold tables for 2008, JR learned
that the poverty threshold for a family of four is $21,834.

He concluded that most people in the county have some disposable
income that could be spent on non-essential items such as his low
cost CDs.

8U.S. Census Bureau American FactFinder: http:/factfinder.census.gov/home/saff/main.html? lang=en
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Population

The next thing JR had to find out was the population size of the county in which
his business was to be located. AttheU. S. Census Bureau’ s
FactFinder page, he found that the total population of Athens County was

63,216 according to the U.S. Census Bureau, 2006-2008 American Community
Survey.

FACT SHEET

city/ town, county, or Zi
United States | Ohio | Athens County 0y ty 2

. athens
Athens County, Ohio state
” Ohia [+]
% search by address »
ACS Demographic Estimates - show more = Estimate Percent U.5. Margllzl:lrg:
Total population - 63,216 o
Male 31,018 491 49 3% +-202
Female 32198 509 50.7% +-202
Median age (years) 257 ] 367 +-0.3 maj
Under 5 years 2858 45 6.9% +-119
18 years and over 52,622 g3z 75.5% +-58
65 years and over 6,268 9.9 12.6% +-86

JR stated that his target market was males and females between the ages of 15
and 34. To find the age/sex breakdown figures JR clicked on “show more”
demographic estimates (as shown by the black arrow above) and the following
data table appeared:

ACS Demographic and Housing Estimates Estimate | Margin of Error| Percent| Margin of Error
SEX AND AGE

Total population 63,216 ==l 53,216 (X)
Male 3,018 +-202 45.1% +-0.3
Female 32,198 +-202 50.9% +#-0.3
Under 5 years 2,858 +-11% 4.5% +-0.2
S5to 9 years 2673 +-358 4.2% +H-0.6
10 to 14 years 3,314 +-366 5.2% +H-0.6
1510 19 years 10,377 +-1,367 16.4% +H-2.2
20 to 24 years 11,585 +-1,357 18.3% +H-2.1
2510 34 years 7,599 +-257 12.0% +#-0.5
35 to 44 years 5,748 +-335 10.7% +-0.5
45 to 54 years 5,504 +-142 10.3% +#-0.2
55 to 59 years 3,275 +-226 5.2% +-0.4
50 to 64 years 2,005 +-226 3.2% +-0.4
55 to 74 years 3,330 +-59 5.3% +-0.1
75 to 84 years 2,136 +-178 3.4% +#-0.3
85 years and over 202 +-173 1.3% +-0.3
Median age (years) 257 +-0.3 X} (58]

Conclusion:

From the table he calculated that there were 29,571 people between the
ages of 15 and 34 in the county who could potentially be his customers.

Having lived in Athens County all his life, JR was aware there was a large
university with 17,000 undergraduate students. These young college students
caused a substantial seasonal swelling in the county’s population. They are all
within his target market so he added them to his potential customer base for a
total of 46,571.
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STEP 4: Local Customers Survey

JR now knew there was national demand for music CDs, people in his area
could afford them, and he had a potential customer base of nearly 47,000.
He needed to find out whether local people would, in fact, buy his used CDs.
He also needed to know if they had used CDs to sell. To find this out, he
created a survey, stood in a local mall, and asked about fifty people who
were willing to talk to him and answer the following questions about their CD
buying habits:

Would you buy a used CD? (if NO go to 4)

How much would you be willing to pay for a used CD?
Have you ever bought used CDs before? Where?

If you have never bought used CDs before, why not?
Do you ever sell your used CDs?

How much would you want to sell them for?

oukrwpnE

When he was finished, he had surveyed thirty men and twenty women. Ten
of the people surveyed, five men and five women, were older than his
proposed target market. To keep his records straight, he created a
spreadsheet in Microsoft® Excel and recorded the survey responses in it.
Here is a part of his data.

Survey for JR’' sAtl$eAssMal0 Used (C

gender of respondent 1] 1] F I U] F F Tt
Would you buy a used CD? A M A Y Y A A A
How much would you be willing to pay for a used CD> 5 0 5 10 3 7 &} i
Have you ever bought used CDs before? ki M A Y N ki ki il
Where? Lan MA  Downtown  Lan MA  |Downtown Col &
i you never have bought used CDs before, why not? Py no player A A BHpENSive Py Py BHPENSiVE
Do you ever sell your used CDs? Y M A ¥ M Y Y \l
How much would vou want to sell them for? 5 T 3 g A 5 3 A
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JR’s results were easy to interpret, but there were two pieces of data that
surprised JR.

Although thirty-five out of fifty said they would buy a used CD, only five
were women. On top of that all five men in the older portion of his
survey responded that they would buy used CDs while none of the
women in the older group would.

Results for JR's $5.00 Used CDs - Athens Mall

Would you buy a used CD? Yes=35 Mo=15

How much would you be willing to pay for a used CD? $5.00 =10 $6.00=14 7.00=4a Ower §5.00=17
Have you ever bought used CDs before? Yes=35 MNo=15

Where? Downtown Music =20 | Lancaster=10 | Columbus =5

If you never have hought used CDs hefore, why not? Ton expensive =10 Mo CO player=3 other =2

Do you ever sell your used CDs? Yes=35 Mo=15

How much would you want to sell them for? $3.00=15 54.00=15 $5.00=8 #6.00=10 over $5.00=2

Conclusions:

e The first surprising result from JR’s survey was that very few women, both

inside and outside his proposed target market, wanted to buy used CDs.

e JR’s second surprise was that all of the older men outside of his proposed

target market wanted to buy used CDs.

These two findings led JR to change his target market to include all
males between the ages of fifteen and sixty-four. He decided not to
actively market to women.

e FromtheU. S. Census Bur eau’' s ,ARtadfouad n

that there are about 48,000 people in Athens County between the ages of
fifteen and sixty-four. From that same data source, he also found that
males account for 49% of the Athens County population.

That means that there are about 23,000 county residents who could
potentially be his customers. Assuming that half the university
population is male, he added 8,500 for a total of 31,500.

e He also concluded that most people were willing to pay MORE than $5 for

a used CD.

e The reason most people gave for not buying used CDs was because they

were too expensive. His low prices should attract those people unwilling to
pay higher prices.

e Most people would accept a price for their used CDs that would still allow

JR to make a decent profit. JR concluded that he could buy used CDs for
$3-$5 and reasonably sell them for $5-$10.
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Task 3: Conducting Market Research

Use the same procedures as JR in the previous example to determine if
there is a national and local need for your product or service. Then check
out the competition and explain how you plan to beat them.

Step 1: Find Your NAICS Number

a) Log ontothe U.S. Census Bureau’s NAICS & SIC
Correspondence Tables Web site to find the NAICS number that
best corresponds to your business type.

Step 2: National Data

b) Log onto the U.S. Census Bureau’s Monthly & Annual Retail
Trade Web site and find the table for Estimated Monthly Sales for
Retail and Food Services, by Kind of Business to determine if
there is a national demand for your product or service. Give actual
statistics.

Step 3: Local Data

c) LogontotheU. S. Census Bureau’' s Weber
site to determine if the people in your county can afford your product
or service. Give per capita income.

d LogontotheU. S. Census Bureau's Weber
site to find the population statistics (demographics) for the area
where your business will be located.

Step 4: Survey Your Target Market

e) Write five or six short survey questions that will help you determine if
the people in your target market are willing and interested in buying
your product or service. Use this survey to find out what people want
in a product or service similar to yours. For tips on creating a market
survey click the following link How to Create a Market Survey’.

f) Survey at least twenty people in your target market.
g) Collect results in a spreadsheet and write your conclusions.

h) LogontotheU. S. Census Bureau' s Waeaber
site and determine the number of people in your target market.

°How to Create a Market Survey: http://www.ehow.com/how 8597 create-market-survey.html
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Task 4: Writing a Market Research Report

Use the JR’s U$ed CDs market research report (below) as an example to
help you compile all of your market research into one document, called a
Market Research Report.

JR”s U$ed CDs
Market Research Report

National and Local Demand

In a fast-paced, high-tech society, music is an important part of everyday life for
Americans. This is reflected by the fact that, on a national level, people are
spending over thirty-two billion dollars per year in sporting goods, hobby, books
and music stores.

Locally, in southeastern Ohio, where the business would be established, the
average income (per capita) is $16,656, which puts a family with two earners over
$33,000 per year. The U.S. Census has put the poverty threshold for a family of
four at $21,834. Most families living in this area can afford the discounted CDs that
we sell. However, they are not overly wealthy and are budget conscious. They
know a good deal when they see one. Low cost ($5-$10) CDs can fit into anyone’s
budget.

Target Market

The population in Athens County between the ages of 15 and 64 numbers about
48,000 people. Males account for about 49% of that population. This puts our
target population at approximately 23,000 people. There is a large university with
17,000 undergraduate students in Athens, which causes a substantial seasonal
swelling in the county’s population. Assuming that half the university population is
male, we can add 8,500 for a total of 31,500 potential customers.

Most buyers of used CDs are actually willing to pay more than five dollars for used
CDs (see survey results). The only reason given for not purchasing used CDs was
high prices. Our lower prices will draw people who have been reluctant to purchase
used CDs for that reason.
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