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Market segmentation—divid-
ing a market into distinct sub-
sets of customers—is an ap-
proach that commercial real
estate developers can use to en-
hance the probability of a suc-
cessful project. By developing
properties to supply an unmet
need, the developer achieves a
temporary monopoly. To iden-
tify unmet needs, the developer
must define the market area,
inventory existing space and
estimate the demand for par-
ticular kinds of space. Such an
analysis can help determine
the type and size of building
that should be built as well as
when it should be built.
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Empty commerical space is a
sign of the new times in major
Texas cities. Vacant windows line
up like sentinels, silent symbols of
declining commerce reminding de-
velopers that theirs is a risky busi-
ness. One way to reduce the risk is
to identify unmet needs in the mar-
ket. By developing properties that
supply an unmet need, the develop-
er may achieve a temporary mono-
poly within the market area.
Market segmentation, the key to
identifying unmet needs, divides
the market into subsets of custom-
er’s product requirements. For in-
stance, retail-space developers
should focus on consumers’ needs
to purchase particular types of
goods rather than on supplying a
variety of retail space in hopes of
attracting retail tenants. This
means the developer must have
certain retailers in mind—such as
hardware, drugs or clothing—when

the project is conceived.

Through careful market research,

the developer can identify the prod-
uct gap—those needs not ade-
quately met—and the window of
opportunity—the ideal develop-
ment timing. The product gap de-
termines the type and size of build-
ing—the product—that should be
built. The window of opportunity,
based on an analysis of supply and
demand data over time, reveals the
appropriate time to put the product
on the market.

The retail-space market illus-
trates the application of this mar-
keting concept in commercial real
estate development. A retail shop-
ping center serves the needs of con-
sumers who live within the market
area. The first step is to define the
market area. Additional retail space
within this market area is unlikely
to cause consumers to increase
their buying or to attract consum-
ers who reside elsewhere. There-
fore, the market analysis must
identify segments within the mar-
ket area that can support additional
retail space. If an analysis of the
supply and demand for retail space
indicates sufficient consumer de-
mand for particular goods that are
inadequately supplied by retailers
in the trade area, then development
opportunity exists for retail space
within those particular market seg-

ments.

Deﬁning

the market area -

The definition of the market area
for a retail shopping center requires
some understanding of consumer
behavior. Consumers prefer to shop
at the closest suitable location for
products such as groceries, drugs
and staple hardware items. These
are convenience goods; they are
purchased often and consumed
daily.

Consumers will travel greater
distances and compare the offerings
of several retailers when shopping







