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Chapter 10

Identifying Market Segments and Selecting

Target Markets

Learning Objectives

After reading this chapter students should:
· Understand what it means to “segment” a market

· Know the basic steps in segmenting a market

· Understand the bases used to segment consumer and business markets

· Know how to evaluate and select segments for targeting of marketing programs

Chapter Outline

I. Introduction—Target marketing requires the following: identify and profile distinct groups of buyers with distinct needs/preferences, select one or more market segments, establish and communicate distinctive benefits of the market offering to each target segment.

II. Levels and patterns of market segmentation—buyers differ in many ways

A. Levels and patterns of market segmentation XE "Segmentation" 
1. Levels of market segmentation

a) Mass—one product/marketing mix available for all buyers

b) Micro marketing—the response to the decline in favor for mass marketing

2. Segment XE "Segment"  marketing—a large identifiable group within a market.Midpoint between mass and individual marketing

3. Niche Marketing—a narrowly defined smaller group whose needs not currently met effectively

4. Local Marketing—programs targeted to the needs and wants of local customer groups

5. Individual Customer Marketing—“one to one” marketing

a) Mass-customization and choiceboard.

b) Customerization—empowering customers with the means to design their own products. 

6. Self—a form of individual marketing in which the consumer takes more responsibility for determining which brands and products to buy. (i.e., shopping over the Internet)

B. Patterns of market segment XE "Segment" ation XE "Segmentation" —homogenous, diffused, clustered preferences

C. Market segment XE "Segment" ation XE "Segmentation"  procedure—survey, analysis, profile 

1. Focus on needs-based market segmentation and market portioning

D. Effective segmentation—segments must be: measurable, substantial, accessible, differentiable, actionable

III.  Segment XE "Segment" ing consumer and business markets

A. Bases for segmenting consumer markets

1. Geographic—nations, states, regions, counties, cities, neighborhoods

2. Demographic—age and life cycle, gender, income, generation, social class

3. Psychographic—lifestyle, personality, values

4. Behavioral—based on purchase occasions, benefits, user status, usage rate, loyalty status, buyer-readiness stage, and attitude

B. Multi-attribute segmentation (geoclustering): assumes people who live near each other and exhibit similar traits from all of the above segmentation bases

1. Geoclustering via PRIZM clusters (American dreams, rural industria, gray power, country squires)—focus on increasing diversity.

2. Targeting multiple segment XE "Segment" s—because consumers no longer can be neatly pigeonholed into one segment.

C. Bases for segment XE "Segment" ing business markets

1. Based on their stage in the purchase decision process, channel preferences

2. Types of buyers: programmed, relationship, transaction, bargain hunters.

3. Customer groups: price-oriented (transactional selling), solution oriented (consultative selling), strategic value (enterprise selling)

IV. Market targeting

A. Evaluating and selecting the market Segment XE "Segment" s (factors: Segment XE "Segment"  size and growth, segment XE "Segment"  structural attractiveness, company objectives and resources)

1. Single-segment concentration—firm concentrates on one market only for its one product

2. Selective specialization—firm selects a number of attractive and appropriate segments and develops products that appeal to each segment

3. Product specialization—firm focus is on a product it can sell to several segments

4. Market specialization—firm satisfies multi-faceted needs of one particular group

5. Full market coverage—firm serves all customer groups with products they might need

a) Undifferentiated marketing—entire market receives the same program

b) Differentiated marketing—different programs for different segments

B. Additional considerations 

1. Ethical choice of market targets—targeting sometimes generates controversy

2.  XE "Segment" Segment XE "Segment" -by-segment invasion plans—enter one at a time to avoid revealing total expansion plans

3. Intersegment cooperation—all segment managers work together to improve overall company performance

V. Summary

Overview

Sellers can take three approaches to a market. Mass marketing is the decision to mass-produce and mass distribute one product and attempt to attract all kinds of buyers. Product-variety marketing attempts to offer a variety of products to broaden the customer base. Target marketing is the decision to distinguish the different groups that make up a market a to develop corresponding products and marketing mixes for each target market. Sellers today moving away from mass marketing and product differentiation toward target marketing because the latter is more helpful in spotting market opportunities and developing winning products marketing mixes.

The key steps in target marketing are market segmentation, market targeting, and product positioning. Market segmentation is the act of dividing a market into distinct groups of buyers with different needs or responses. The marketer tries different variables to see which reveal the best segmentation opportunities. For each segment, a customer segment profile is developed. Segment XE "Segment" ation XE "Segmentation"  effectiveness depends upon arriving at segments that are measurable, substantial, accessible and actionable.

Next, the seller has to target the best market segment(s). The seller must evaluate the potential of each segment, which is a function of segment size and growth, segment attractiveness, and company objectives and resources. Then the seller must decide how segments to serve the seller can ignore segment differences (undifferentiated marketing), develop different market offers for several segments (differentiated marketing), or go after one or a more market segments (concentrated marketing). In choosing target segments, marketers need to consider the ethical choice of market targets, segment interrelationships and super segments, and potential segment invasion plans.

Lecture—Understanding Market Segments

This lecture is intended for use with Chapter 10, “Identifying Market Segments and Selecting Target Markets.” Students should now begin to understand that marketing and marketers cannot be all things to all people, and there is a need for increasing focus and segmentation. 

Teaching Objectives

· To appreciate the value of segmenting and targeting markets

· To comprehend the process through which marketers engage in segmentation

· To learn about companies/industries making use of segmentation

Discussion

Instructor note: consider one or more of the computer applications exercises as a basis for some of the discussion related to this subject 

Introduction—Understanding the Issue

Market segmentation is a process based on factual information rather than marketer intuition. The value of market segmentation is obvious. Customers are different and are likely to be attracted to different products throughout various stages in their lifetimes. For an illustration of this concept, consider the automobile industry. 

Note: To develop this issue, ask students to offer the names of various brands and models (placed on the board). Then, ask them to identify which brands and models are likely to appeal to specific characteristics—age, income, gender, etc.  From this illustration, it will become obvious that not all products appeal to everyone on a mass level.  

The segmentation process involves dividing a market into distinct groups of buyers who might require separate products or marketing mixes, recognizing that all buyers have unique needs and wants. Still, it is usually possible in consumer markets to identify relatively homogeneous portions or segments of the total market according to shared preferences, attitudes, or behaviors that distinguish them from the rest of the market. These segments may require different products and/or separate mixes, and in the contemporary one-to-one marketing approach segmentation is a critical step.

Targeting and Positioning

Market targeting is the follow-up to the segmentation process and is the process of evaluating each market segment’s attractiveness and selecting one or more segments to enter. Given effective market segmentation, the firm must choose which markets to serve and how to serve them. In targeting markets to serve, the firm must consider its resources and objectives in setting strategy. 

Market positioning is the process of formulating competitive positioning for a product and a detailed marketing mix. The firm must have a plan for how to present the product to the consumer, and the product’s position is defined by how consumers view it on important attributes. The Text discusses this concept in detail. 

The consumer market is often segmented according to variables such as: demographics, psychographics, geographic location, behavior, etc. Major segmentation variables for business markets obviously vary from the consumer market. The important variables here are as follows:

Demographics: Industry segmentation focuses on which industries buy the product. Company size can be used. Geographic location may be used to group businesses by proximity.

Operating Variables: Business markets can be segmented by technology (what customer technologies should we focus on?), user/nonuser status (heavy, medium, light), or customer capabilities (those needing many or few services).

Purchasing Approaches: Five approaches are possible. 

1. Segment. “Segmentation” can be by purchasing function organization (centralized or decentralized) 

2. Power structure (selecting companies controlled by a functional specialty) 

3. The nature of existing relationships (current desirable customers or new desirable customers)

4. General purchase policies (focus on companies that prefer some arrangements over others such as leasing, related support service contracts, sealed bids)

5. Purchasing criteria (focus on noncompensatory criteria such as price, service, or quality).

In addition, there can be situational factors that influence the business market segmentation effort. Situational segmentation may be based upon urgency (such as quick delivery needs), specific application (specific uses for the product) or size of order (few large or many small accounts)

Personal Characteristics: Personal comparisons can lead to segmentation by buyer-seller similarity (companies with similar personnel and values), attitudes toward risk (focus on risk-taking or risk-avoiding companies), or loyalty (focus on companies that show high loyalty to their suppliers.

There are several steps in the segmentation and target marketing process, but first it is necessary to establish that the market can be segmented. As mentioned in the text, some of the questions a company should answer with regard to determining candidates for segmentation are: 

· Can the market(s) be identified and measured? 

· Is the segment large enough to be profitable? Related issue: Is the segment stable and long-term?

· Is the segment reachable? 

· Is the segment responsive? 

· Is the segment expected not to change quickly? 

· Can the segment be protected (protectability)?  In other words, can competitors choose to target this segment easily and with a high level of success

· Interaction with other segments? Meaning: will the different messages received cause confusion about the product among different segments? 

· What is the risk with this segment or segmentation action? 

Examples of this process in action follow:

Finding “Healthy” Customers in the Medical Industry

As members of its industry begin to understand the mass-market approach is no longer viable, health care providers are moving from a product orientation to a marketing orientation. Market segmentation has become a tool that is widely used by a financially squeezed health care industry.  Aiming their marketing efforts at those segments of the market that are likely to prove most profitable helps to conserve their limited resources. Some of the characteristics health care providers use to choose the proper target markets include: underlying needs, demographics, and patterns of behavior. 

Because hospitals maintain detailed information on patients, the information necessary to determine the “typical” patient is available. Through medical and business records, health care marketers have access to usage rates for a predetermined number of years, services received, payment (or nonpayment) history and, at the simplest level, name and address information. The search for data also can extend to external sources, such as state agencies, trade associations, and syndicated sources. Once the marketer has gathered this data, he / she can begin the process of analyzing it to determine market share for the various lines of health care services.

Overlaying demographic with psychographic information allows hospitals to learn about the people who compose the market. By combining this information with its own product line mix, and disease incidence rates, segmentation opportunities become readily apparent. For example, one hospital recently recognized the potential for outpatient substance-abuse counseling services among upscale members of the business community. Although a competitor currently offered an in-patient program, the target group most likely to utilize the service found the in-patient option unappealing for many reasons, one of which was that many potential patients lived in close proximity to the hospital. 

Based on an understanding of its target market, the marketing-oriented hospital developed an outpatient program and spoke directly to the target audience via promotional efforts in publications and television. A direct mail effort also targeted the businesses where those upscale patients were likely to be found.  As a result, the hospital gained significant market share and won the favor of the community. This was no small feat in today’s competitive health care marketplace.

Senior Citizens Enjoy Surfing . . . the Internet

Many members of the older generation are out to dispel beliefs that they are resistant to new technology. Internet clubs, consisting of members who are in their later years, have been formed all over the United States. The seniors use the Internet to obtain many types of new information, order products, and meet and / or “chat” with other seniors throughout the country. A number of marriages have evolved out of these connections. 

Smart marketers realize that this segment of the market represents a substantial audience for products advertised via the Internet. Why? One reason is the information explosion. Consider the amount of information that is available on the Internet. In today’s society, few of us in the work force have the leisure time available to spend learning about the power of the Internet. We tend to bookmark the information we need on a regular basis but rarely venture out on extensive “surfing” expeditions. Retired persons do have this kind of time, so when they log on to the Internet, they are likely to stay a while. In addition, many of the people in their golden years have physical limitations that may restrict their mobility. The Internet is an ideal way to stay connected to the outside world and beat the loneliness that may ensue from an inability to venture beyond their home. 

Note: It is important to note here that when a marketer considers the needs of one segment over all other segments, controversy is likely to ensue. A good way to begin a discussion in this topic area is to ask students for some of the dangers and/or disadvantages that may result from segmenting and targeting markets.

Source: Adapted from a report presented on Good Morning America.
Marketing Spotlight—Marriott International

Marriott International grew to an international hospitality giant from humble roots as a single root beer stand started by John and Alice Marriott in Washington, D.C. during the 1920s. The Marriotts added hot food to their root beer stand, renamed their business the Hot Shoppe, which they incorporated in 1929. They began building a regional chain of restaurants. As the number of Hot Shoppes in the Southeast grew, Marriott expanded into in-flight catering by serving food on Eastern, American, and Capital Airlines beginning in 1937. In 1939, Hot Shoppes began its food service management business when it opened a cafeteria in the U.S. Treasury building. The company expanded into another hospitality sector in 1957, when Hot Shoppes opened its first hotel in Arlington, Virginia. Hot Shoppes, which was renamed Marriott Corporation in 1967, grew nationally and internationally by way of strategic acquisitions and entering new service categories, and by 1977 sales topped $1 billion.

 In the pursuit of continued growth, Marriott continued to diversify its business. The 1982 acquisition of Host International made it America’s top operator of airport food and beverage facilities. Over the course of the following three years, Marriott added 1,000 food service accounts by purchasing three food service companies, Gladieux, Service Systems, and Saga Corp. Determining that its high penetration in the traditional hotel market did not offer many opportunities for growth, the company initiated a segmented marketing strategy by introducing the moderately priced Courtyard by Marriott hotels in 1983. Moderately priced hotels comprised the largest segment of the U.S. lodging industry, a segment filled with established competitors such as Holiday Inn, Ramada, and Quality Inn. Research conducted by Marriott registered the greatest consumer dissatisfaction in the moderately priced hotels, and Courtyard hotels were designed to offer travelers greater convenience and amenities, such as balconies and patios, large desks and sofas, and pools and spas. 

Early success with Courtyard prompted Marriott to expand further. In 1994, Marriott entered the vacation timesharing business by acquiring American Resorts Group. The following year, the company purchased Howard Johnson Company, selling the hotels and retaining the restaurants and rest stops. In 1987, Marriott added three new market segments: Marriott Suites, full service suite accommodations; Residence Inn, extended-stay rooms for business travelers; and Fairfield Inn, an economy hotel brand. A company spokesman explained this rapid expansion: “There is a lot of segmentation that’s going on in the hotel business. Travelers are sophisticated and have many wants and needs. In addition to that, we saw there would be a finite . . . ability to grow the traditional business.” 

Marriott Corp. split into two in 1993, forming Host Marriott to own the hotel properties and Marriott International primarily to engage in the more lucrative practice of governing them. In 1995, Marriott International bought a minority stake in the Ritz-Carlton luxury hotel group (Marriott purchased the remaining share in 1998). In 1996, the company acquired the Forum Group, an assisted living and health care services franchise, and merged it with Marriott Senior Living services. Marriott added a new hotel brand in 1998 with the introduction of SpringHill Suites, which provide moderate priced suites that are 25 percent larger than standard hotel rooms. The following year, the company acquired corporate housing specialist ExecuStay Corp. and formed ExecuStay by Marriott. To capitalize on the online travel and accommodations boom, the company developed Marriott.com, which offers customized content to registered visitors such as a vacation planner, golf course information, express reservations, and business content. In 2000, the company announced plans to join with rival Hyatt Corporation to launch a joint B2B e-commerce venture that will provide procurement services for the hospitality industry. 

The last Hot Shoppe restaurant, located in a shopping mall in Washington D.C., closed on December 2, 1999. This closing was fitting, since the tiny restaurant in no way resembled the multinational hospitality leader it spawned. Today, Marriott International is the largest hotel and resort company in America and one of the leading hospitality companies in the world, maintaining more than 2,200 operating units in 59 countries that brought $20 billion in global revenues in 2000. 

Questions 

1. What target marketing and marketing segmentation concepts discussed in the text did Marriott apply to get to where it is today? 

2. Has it picked its market segments and target markets effectively? Discuss the bases of Marriott’s segment interrelationships.

3. Does the evolution of Marriott’s “businesses” indicate that the firm is well positioned for the coming decades of the twenty-first century? What opportunities and problems will Marriott encounter as it pursues their marketing strategy in planning toward the year 2010?
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