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Abstract 

This article examines risk as the primary target of market research.  It argues that risk is a 

multi-component entity, with at least eight discrete dimensions/sources that can contribute to 

the overall risk that is related to a proposed course of action.  It demonstrates that of these 

eight dimensions, six can be ameliorated (reduced) with diminishing returns over time by 

effective market research, but that the contributions of the remaining two dimensions 

increase over time regardless of the amount of research undertaken.  The outcome of this is 

that, as research is undertaken, risk will initially fall rapidly, but will then level out, before 

rising again as the increasing effects of two research-independent dimensions outweigh the 

diminishing effects of research on the other six.  The conclusion is that it is possible/easy to 

conduct too much research within a given risk environment, and that an optimum/early end 

point for such activity exists within entrepreneurial and new product decision situations.   

 

The nature of risk 

While the literature on market and consumer research is extremely large, there is only a small 

theoretical literature on the core motivation and purpose of this research.  The means to the 

end is covered in depth in the literature, but the end itself is assumed to be understood by the 

audience of this research.   

The key purpose of market research is to reduce risk.  Risk always exists in managerial 

decision making, for the simple reason that if risk was not associated with such decisions, 

there would be no reason to train and pay professional managers to make them.  Marketing is 

just one discipline that requires managers to operate within this environment.  Risk can be 

reduced by good analysis based upon good quality inputs, but it can rarely, if ever, be 

eliminated entirely. 

The most common definition of risk is provided by the statement: 

[1]  (R) In doing A, P runs the risk of x 

 Where ‘A’ is the activity, ‘P’ is the person or group, and ‘x’, is the possible 

consequence of ‘A that is harmful in some way (Campbell, 2006; Rescher, 1983). 

In this case risk is expressed as the probability of a negative outcome occurring.  With regard 

to market research it can also be expressed as the potential for not achieving a positive 

outcome.  (Hamlin 2000 & 2007)  

[2]  (R) in doing A, P runs the risk of not achieving DO 



 Where all terms are as for [1], and ‘DO’ is the desired outcome  

Risk in marketing, entrepreneurial and new products research  

The mainstream research literature contains very few recent articles that examine risk and its 

behaviour as its primary objective (Bettman, 1973; Lehmann, Gupta & Steckel, 1998; Kaplan 

Szybillo & Jacoby, 1972; Raiffa, 1968).  The entrepreneurial literature contains some more 

direct analyses, including articles that seek to deconstruct risk into several discrete 

components.  Typically this deconstruction involves splitting risk into two segments, risk of 

demand shortfall (demand-side risk) and risk of delivery shortfall (delivery-side risk) (Wu & 

Knott, 2006).  To a certain degree this division reflects the rather wider focus of the 

entrepreneurial literature on issues not only of demand, but also of delivery; as the average 

entrepreneur carries direct responsibility in both areas.  Typically the literature on more 

mainstream marketing and innovation research focuses on demand, and leaves the issues of 

delivery to other corporate functions, generally by assuming that if a demand exists, then it 

can be met!    

However, both literatures operate under the assumption that demand-side risk is a monolithic 

entity.  This assumption supports a second assumption that research will reduce such risk 

progressively, albeit with diminishing returns.  The work by Griffin & Hauser (1993) is 

typical of research that is based upon, and supports, this assumption. (Figure 1). 

Figure 1:   Comparison of percentage needs not revealed plotted against number of 

focus groups/interviews administered (Griffin & Hauser 1993)  
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The behaviour of risk with multiple sources and components 

However, this theoretical position does not bear particularly close examination.  With any 

marketing initiative, there are always a variety of things that could ‘go wrong’.  These 

negative outcomes may occur in isolation or in combination, and are therefore independent 

entities.  If they are independent in their behaviour, then the risks that they represent are also 

independent, even though they may be combined together to form an overall evaluation of 

risk that may be incorporated as (R) in the statements [1] & [2] above.   For a new 

product/service offer, these independent risk bearing events can be grouped into eight 

discrete ‘risk sources’ (Figure 2).many of these sources of risk are obvious.  Others are not 

so.  Market access is frequently overlooked, as is the risk (Risk 6) of entering a market that is 

either so large or so fast growing that it will overwhelm the company.  

    

Figure 2: The eight sources of risk   

 

 

These sources of risk can be split into two groups.  One group of risks that are associated 

with the current characteristics of the market opportunity as its exists (or not) at the moment 



that research on the offer commences (Sources 1-6), and those that are associated with any 

ongoing market developments that may occur between research being initiated and the offer 

finally being brought to market (Sources 7 & 8)  

For a discrete offer that is being tested rather than developed by market research, the risk that 

is related to the current sources one to eight can be reduced by market research in the manner 

shown in Figure 1.  As with all research, as time and money is spent on research, the returns 

from these expenditures will diminish in terms of the risk reduction achieved with regard to 

these factors.  However, the risk represented by the ongoing sources seven and eight will 

increase at an at least linear rate, if not an accelerating rate, as time goes by.   

If the contribution to overall risk is plotted against time, the plot shown in Figure 3 appears.  

The risk represented by the current sources one to eight decreases with diminishing returns, 

while the risk represented by ongoing sources seven and eight increase at an accelerating rate.   

The combined curve for overall risk represented by the combination of these two curves 

declines, flattens out and then starts to increase as a function of overall time spent in research.   

The exact form of this curve will depend upon the product and market concerned.  In mature 

markets, the curve may take some considerable time to flatten and start to trend upwards.  In 

markets such as white goods, the lag may be years, allowing research on the six current 

sources of risk to be conducted in a leisurely manner.  In other much faster moving markets, 

market developments may cause the overall risk to rise within a matter of weeks, meaning 

that research on the six current sources of risk – if it worth conducting at all – may be much 

less complete.  

Figure 3:  Development of an overall risk profile over time  



 

Implications of multi-component risk for entrepreneurial and new product research 

practice 

Two major implications arise from this analysis.  Firstly, time, which is always a component 

of the overall ‘cost’ of research along with actual dollars spent, acquires a new independence 

and importance in the eyes of the entrepreneurial and new products researcher.  A trade-off 

exists between the amount of money that is spent on research and the time that is sacrificed 

during the process.  There may be many circumstances where spending additional money to 

expedite research on the current sources of risk is a logical and worthwhile investment in 

order that such research may be completed before the risk generated by the two ongoing 

sources of risk becomes a significant issue.   

The second implication is that there is an optimum level of investment in research for any 

given market/offer situation, after which, further investment of money and especially time in 

research is not only unproductive, but potentially counter-productive.   

This article is an outcome of my discomfort as a professional research provider when 

research undertaken for a client reaches this point.  It would be nice to say that a 

mathematical procedure can be used to plot this moment on a timeline, but as yet, no such 

dataset or formula exists.  However, after 20 years of experience in entrepreneurial and small 

business research, one gets to know when this time has come.   

Of all the clients that I deal with, the ones that I fear the most are those that will not then 

make a decision.  It is my efforts to articulate this disquiet to such decision makers that led 

the development of the arguments within this article.  Over the years, I have persuaded many 
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via these figures that the time has come to make a decision one way or the other.  For those 

that still will not heed the argument, I have learned (the hard way) that the only ethical course 

of action is to refuse to undertake further research on the proposal concerned. 
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