Segmenting and Targeting Markets

Market segmentation may be defined as:

‘the subdividing of a market into distinct and increasingly homogeneous subgroups of customers, where any sub-group can conceivably be selected as a target to be met with a distinct marketing mix.’




Cannon, 1980

The important elements in this definition of market segmentation are as follows:

1. Grouping people (into segments) with common needs and preferences, who may react to market stimuli in much the same way.

2. Each segment can become a target market with a unique marketing mix. (A total market may occasionally be homogeneous but this is rare.)

Benefits of segmentation

· Consumers get an offering that is tailored to their specific needs and a wide range of products to choose from.

· Organisations gain customer loyalty and an improved knowledge of the market.
· Careful segmentation can make it easier for firms to identify different market opportunities.

In general, segmentation helps companies pursue four types of product and market opportunities:

1. Market penetration, which increases the percentage of sales in present markets (market share) by taking sales from the competition. For example, McDonald’s and Burger King compete through advertising for each other’s market share.

2. Product development offers new or improved products to existing markets by expanding the range of products on offer. For example, the washing powder market has undergone much change over recent years with the introduction of concentrated powders, liquids and products specifically aimed at coloured clothes.

3. Market development develops existing products in new markets by finding new applications and/or customer groups. For example, Evian mineral water now offers its product in a mist spray.

4. Diversification, which involves moving into new markets by offering new products. For example, Bic diversified from its ballpoint pen market by moving into disposable razors and perfumes.

Bases for segmenting consumer markets

1. Demographics
The population is broken down into groups defined by characteristics such as:

· Age, e.g. the baby market (rattles), the teenager market (bicycles), the senior citizen market (retirement cottages). 

· Gender, e.g. clothes, cosmetics, alcohol, cars

· Family structure and stage in family life cycle 

· Race and religion

· Socio-economic group and occupation - used to infer income, consumption patterns

2. Geographic location
· Retailers will need to know about the needs of the different groups of customers in their catchment area.

· A feature of international marketing: e.g. within the EU there are many differences between countries – culture, language, etc.

3. Psychographic (lifestyle) segmentation (Plummer, 1974) 
	Activities
	Interests
	Opinions
	Demographics

	Work

Hobbies

Social events

Vacation

Entertainment

Club membership

Community

Shopping

Sports


	Family

Home

Job

Community

Recreation

Fashion

Food

Media

Achievements


	Themselves

Social issues

Politics
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Education

Products

Future

Culture
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Dwelling

Geography
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Stage in lifecycle




4. Behaviour segmentation
· End use. Potatoes are labelled for end use (boiling, chipping, etc).

· Usage rate.  Heavy/medium/light users of the product.  In most markets, the 80/20 rule applies, that is, 80% of the brand is bought by 20% of the customers.

· Benefits sought.  Strongly favoured in the fmcg market. 

	Segment name
	Principal benefit sought 
	Demographic strengths
	Special behavioural characteristics
	Brands disproportionately favoured
	Personality characteristics
	Lifestyle characteristics

	The sensory segment


	Flavour, product appearance


	Children
	Users of spearmint flavoured toothpaste


	Colgate, Stripe
	High self-involvement
	Hedonistic

	The sociables


	Brightness of teeth, fresh breath


	Teens, young people
	Smokers


	Macleans. Ultra Brite, Thera-med


	High sociability
	Active

	The worriers


	Decay prevention


	Large families


	Heavy users


	Crest
	High hypochondriasis
	Conservative

	The independent segment


	Price


	Men


	Heavy users
	Brands on sale
	High autonomy


	Value-oriented


Benefit segmentation of the toothpaste market
Activity
Suggest how the following markets might be segmented. For each segment you identify, give an example of the product or service bought by that segment.

1. Adult education

2. Magazines and periodicals

3. Sporting facilities

__________________________________________________________________________________________
Segmenting markets according to a variety of variables:

· Single-variable segmentation. We can use the variables in isolation, for example, to break up the market only on the basis of where people live. Or,
· Multi-variable segmentation. We can use the variables in combination, for example, to break up the market on the basis of where people live and their usage of a product and their annual income.

Requirements for effective segmentation:

1. Measurability:  This refers to the extent to which the characteristic used as the basis of segmentation can be quantified. Bookshops may be able to obtain information on sales relatively easily, but it is more difficult for them to identify personality traits of buyers.
2. Accessibility.  An organisation has to find the means to distribute products – a small producer may choose to limit distribution to the local catchment area. Certain customers may be difficult to make contact with – if the promotional message cannot be communicated, then the chances of capturing those customers is slim.
3. Substantiality. Mounting marketing campaigns is expensive, and so a minimum size for a segment is required for profitability.
4. Sustainability.  The segment needs to be sustained for a minimum period to recoup costs and make it worth the effort.
Variables to segment organisational markets

1. Geographic location

Many business sectors are concentrated in particular locations, for example, steel in Sheffield, computer companies along the M4 corridor, etc.

2. Customer size

The size of a company either by turnover or by number of employees can give a broad indication of their needs for certain products, e.g. management training services. 

3. Standard Industrial Classification (SIC)

This classification indicates the nature of the business.
4. Use of product

· The same good can be used in a variety of ways. For example, a cash-and-carry wholesaler sells to three broad segments: independent grocers, caterers and pubs.  Each segment will purchase different types of goods, in different quantities and for different purposes.

· Each segment behaves differently in terms of price sensitivity, ease of substitution, quality and performance requirements, etc. For example: a PC manufacturer marketing to a) businesses and b) educational institutions.

Targeting 
Limited resources and large markets make it ineffective and inappropriate for companies to sell to the entire market (all market segments).  Companies must select their target markets using one of the following options:

1. Undifferentiated marketing. Produce a single product and get as many customers as possible to buy it. Segmentation is ignored. Very rare. Traditional examples that no longer hold are salt, petrol, Coca-Cola.

2. Concentrated marketing. Produce the ideal product for a single segment of the market (e.g. Rolls Royce cars, Mothercare mother and baby shops).

3. Differentiated marketing. Produce several versions of a product, each aimed at a different market segment (e.g. the manufacture of several different types of washing powder, Ford cars).
Positioning strategy

‘A product’s positioning is the place a product occupies in the given market, as perceived by the relevant group of customers: that group of customers is known as the target segment of the market.’







Y. Wind, 1980

The objective is to create and maintain a distinctive place in the market for a company and its products.

What factors affect customers’ views of the position of a product in the market place?

1. Price, e.g. Chanel clothes

2. Quality, e.g. M & S

3. Delivery, e.g. McDonalds

4. After-sales service, e.g. Direct Line Insurance

5. Reliability, e.g. Volkswagen cars

Perceptual map

Perceptual maps can indicate how customers perceive competitive brands performing on key product user benefits (and help spot ‘gaps’ in the market).

High price



Low quality







              High quality

Low price
________________________________________________________________________

Activity

Draw up a perceptual map outlining the positioning of the major lager manufacturers

________________________________________________________________________

Keys to successful positioning

· Clarity. Complicated messages are unlikely to be remembered. Simple messages such as BMW ‘The ultimate driving machine’, ‘A Mars a day helps you work rest and play’ and ‘Good food costs less at Sainsbury’s’ are clear and memorable.
· Consistency. Confusion will arise if this year we position on ‘quality of service’ then next year change it to ‘superior product performance’.
· Credibility. The attempt to position Lada as an exciting, sporty car by showing it charging through dirt tracks in Africa in advertisements failed because of the different perception between image and reality.
· Competitiveness. The success of the Apple Mac computer in the educational segment was based on a differential advantage of easy-to-use software programs, which IBM was unable to match.

Steps in determining a positioning plan

1. Define the segments in a particular market.

2. Decide which segments to target.

3. Understand what customers expect and believe to be the most important considerations when deciding on the purchase.

4. Develop a product(s) that caters specifically for those needs and expectations.

5. Evaluate the positioning (image) of competing products.

6. Select a credible image that sets the product apart from competing products.

7. Inform target consumers about the product.

Ansoff’s Growth Matrix
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Segmentation, targeting and positioning (summary)

	SEGMENTATION

· Consider variables for segmenting markets

· Look at profile of emerging segments

· Validate segments emerging

	TARGETING
· Decide on targeting strategy

· Decide which and how many segments should be targeted

	POSITIONING
· Understand consumer perceptions

· Position products in the mind of the consumer

· Design appropriate marketing mix


· Targeting strategies

· Concentration strategy
· directing marketing effort to one segment;

· creates economies of scale by targeting one segment;

· may be difficult to move into other segments. For example, Ferrari or Rolls Royce would not be able to move into the budget car market. 

· Multi-segment strategy
· directing marketing effort to several segments and developing marketing mixes appropriate to those segments;

· may require developing different products;

· may follow on from a successful concentration strategy in one segment.

How do companies decide how many and what segments to target?
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