
Target market determination: renewing
the focus on customer outcomes
The Design and Distribution Obligations (DDO) regime
is now well and truly here with the Treasury Laws
Amendment (Design and Distribution Obligations and
Product Intervention Powers) Bill 2019 passing in both
houses on 3 April 2019 and receiving the Royal Assent
on 5 April 2019. ASIC’s customer protection toolkit is now
strengthened through the product intervention powers,
which are effective immediately. The Design and Distribution
Obligations are applicable in two years, as of 5 April 2021.

Undoubtedly there are going to be some hurdles along
the way as the financial services industry tries to align
their product governance lifecycle to the DDO regime,
and grapple with what an ‘appropriate’ target market
determination is and what it should consider. Additionally, the 
data and analytical components of monitoring distribution to
the target market pose various challenges.

We must bear in mind the obligations are about having
customers at the centre of product design and distribution
to enhance the achievement of fair and suitable customer
outcomes. This will mean targeting financial products at the
right people and attracting the right potential customers.

For those that fail to meet these requirements, there will be
hefty consequences, both civil and criminal penalties.

Targeting under the DDO regime
The principal requirement of the regime centres on a target
market determination at the time of creation, distribution
and review of a financial product. Hence, the target market
requirement has various impacts on the product governance
lifecycle, for both the issuer and distributor of the product.
The initial determination of a product’s target market forms
part of the product design phase, and must be completed
before distribution. The issuer must provide the target market
determination to distributors in advance of them entering
into selling or providing a service on the product.

When making a target market determination, the product
issuer must take into account all relevant factors to
determine whether a product will generally meet the
objectives of customers within the target market. The
precise relevant factors that need to be considered when
making a target market determination are not outlined in
the obligations. The legislation states that the target market
determination must confirm that the product would likely
be consistent with the likely objectives, financial situation
and needs of the customer. ASIC has indicated that it is
close to being ready to consult on draft guidance to support
the industry.
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Further, the obligations require the target
market determination to set out:
• The class of customers that will comprise

the product’s target market.

• Any conditions or restrictions that relate to
the distribution of the product.

• Circumstances that reasonably suggest the
determination is no longer appropriate
(a review trigger).

• Include reasonable review and reporting periods.

• The type of information that would enable the
issuer to promptly identify review triggers or
events that may suggest determination is no
longer appropriate.

Guidance from the European Securities and Markets
Authority (ESMA) on the Markets in Financial Instruments
Directive (MiFID II) regime provides some direction for
making a target market determination. ESMA guidelines
enhance the existing product governance framework
by prescribing categories in making a target market
assessment. These include:

• Customer type as per the MiFIDII client categorisation

• Knowledge and experience that the target market
should have

• Ability to bear losses

• Risk tolerance and risk/reward profile

• Objectives and needs

• Identifying the product’s negative target market i.e.
identification of customers that would be incompatible
with the product.

When making a target market determination, the full
customer segment should be taken for the given product.
However, a target market determination needs to be at a
sufficiently granular level to correctly identify customers.
Overall the target market determination for a product
should take into account the nature of the product and
customer circumstances.

Customers 
positively fit  

the target 
market

Applicable product fees

Customer’s capacity to  
meet financial obligations

Objectives the product 
would be seeking to meet

Customer’s objectives  
and needs

Complexity of product

Customer’s understanding 
of product features

Risk profile of the 
product over its lifetime

Customer’s capacity to 
bear losses

Factors issuers could take into account when making a target market determination
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Nature of the product:
•• Complexity of product – more complex products 

require more factors for issuers to consider when 
making a target market determination, while  
less detail would be needed for simpler and 
common products.

•• Applicable product fees – the cost of the product  
at the time of sale and over its lifetime.

•• Risk profile over the product’s lifetime – risk and 
reward profile of the product and ability to access 
productfeatures over its lifetime.

•• Investment objectives the product would be 
seeking to meet – purpose of the product and 
whether this product would continue to meet 
objectives if the operating environment changes.

Customer circumstances:
•• Understanding of the product features – 

customer demographics, customer type, and the 
level of knowledge, education and experience the 
customers should have about the product type and 
the product features.

•• Capacity to meet financial obligations – the 
extent to which customers would be able to afford 
the product, their income and assets, and the value 
of the product. 

•• Capacity to bear loss – customers’ attitude to loss 
and consideration of their risk appetite. 

•• Investment needs and objectives – the product 
should be compatible with the expectations of 
the target market for the life of the product or a 
set period of the product’s lifecycle, and consider 
factors such as accessibility and ability to exit.

In defining and establishing a target market determination, 
an issuer would generally consider the above factors while 
keeping the customer at the centre. These elements can be 
tested by using both qualitative and quantitative elements 
such asethnographic research, market insights and 
industry trends.Making target market determinations for 
existing productswill not only allow the use of retrospective 
customer data to define a target market in line with the  
DDO regime, it will help validate newly designed approaches 
of developing a target market determination. It is imperative 
to regularly refine the target market determination or review 
it in the event of a reviewtrigger. This will allows customers 
to remain at the core.

How can we support you with making a target 
market determination?
Deloitte can support you in assessing the impacts of 
the DDO regime and implementing the relevant DDO 
requirements, including defining the target market.

Target market determination approach:
	 Based on your product governance lifecycle, DDO 

requirements and the product portfolio, we can develop a 
tailored target market determination methodology leveraging 
the existing Deloitte target market assessment methodology.

	 We can support you in defining your target market in line with 
requirements and better practices, use of product  
and customer data, and distribution strategy.

	 We can test and challenge your target market determination 
and help incorporate it into the product governance lifecycle.
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