Market segmentation, targeting and positioning

Learning outcomes

On completion of this unit you should be able to:

· Demonstrate an understanding of the concepts of market segmentation, targeting and positioning.

· Illustrate how the bases for segmenting consumer markets can be used to identify possible market segments.

· Explain the process of market targeting.

· Explain the factors involved in product positioning.

Introduction 
Market segmentation: dividing a market into smaller groups with distinct needs, characteristics or behaviours who might require separate products or marketing mixes. 
The chapter emphasizes the key steps in designing a customer-driven market strategy: market segmentation, market targeting, and market positioning. Market segmentation provides a method to divide or segment the market into narrow segments (using a variety of different meaningful variables) that can be better reached with the resources of the marketer. Market targeting examines each of the designated segment’s attractiveness and chooses one or more that match the marketing desires and objectives of the organization. The concept of market positioning arranges for a product to occupy a clear, distinctive, and desirable place relative to competition.  The above three steps aid the marketer in effectively arranging the company’s marketing mix so that the likelihood of consumer response and competitive advantage is maximized by the organization.

Most companies are faced with large number of customers, each with different geographic, demographic and psychographic profiles. Trying to shape the organisation’s activities to meet the needs of every individual thus becomes an impossible task. Fortunately for organisations, many of their customers have needs and profiles that, while different, have certain common elements. 
Take an example of a customer buying a car. Some customers are young and therefore are looking for something sporty. Others again have families and are looking for cars with space and that are safe. Others have limited budgets and therefore will be on the lookout for affordable cars with only limited features. The corporate executive, on the other hand, may want a car that reflects his position and status. Then there is the outdoor person who would prefer a 4x4.
Car manufacturers will try and group these different customers into segments that have similar needs and profiles (families, young and sporty, executive, off-road, budget). This makes it easier to design and produce a motor car with features and within a price range that will meet the expectations of that particular segment. Not only does this grouping exercise help in determining the type and features of the car that is produced, but it is also easier to put together a marketing message that will have meaning for the customers that fall within that particular group or segment.

The same is true of retailers. It is fair to say that Woolworths is targeting a different type of customer to Pick’n Pay. Woolworths is probably aiming at the wealthier shopper, as well as the unmarried individual or newly married and working couples without children. Pick’n Pay, on the other hand, is targeting families and bulk buyers.
The role of market segmentation

Market segmentation is a business decision that is crucial for organisations to make as it can ultimately lead to either success if done properly, or failure if done wrong. It allows a business to divide its markets into blocks or groups of customers. Each will have similar needs and will respond to specific types of products or services and marketing communications.

Of course, members of a segment are not identical to each other, nor should they be treated as such. But they will be more similar to each other than to members of any other segment. Therefore, a market offering and marketing mix aimed at a specific segment will be more powerful than one aimed at the market in general. The astute marketing manager or retailer performs the marketing segmentation exercise to identify market segments and evaluates each in terms of its “serviceability”. 
Market targeting and product positioning
Target market: refers to a set of buyers sharing common needs or characteristics that the company decides to serve. Once a market has been segmented into similar groups with common needs and profiles, the organisation must decide which of these segments it intends focusing on. The market may be very large and it may be possible to divide the market into many different segments. The organisation’s product and services may fit well with some of these segments and not at all with others, or perhaps the products and services fit better with some segments than with others. It makes sense for the organisation to focus only on the most appropriate market segments, rather than attempting to meet the needs of all segments – this is referred to as market targeting. 
Once the most suitable market segments have been targeted, the next step is to ensure that the organisation decides on how best to compete within the segments selected. This is referred to as product positioning and requires the organisation to identify its unique competitive advantage within the segment in question. A product’s position is the way the product is defined by the consumers on important attributes – the place the product occupies in consumers’ minds relative to competing products. “Products are created in the factory but brands are created in the mind”.

The benefits and drawbacks of market segmentation

The old adage of “divide and conquer” holds true for marketing as well. Clearly, dividing a large market into smaller, more accessible segments makes good business sense – it makes the business manageable. Bear in mind that for very small businesses, such as a corner cafe’, market segmentation may have very little benefit as their physical location already represents a form of market segmentation.

Benefits

· It forces organisations to focus all their energy on satisfying the needs of one (or just a few) group(s) of customers, rather than many.
· It may highlight an untapped market segment – think of airlines where once uniform pricing now varies by city, route, time of day and by passenger; in other words, it allows a firm to specialise.

· It sets the parameters for the development of a separate market offering and marketing mix for each segment.

· It helps focus resources more profitably on acquiring and developing customers, and may enable a firm with limited resources to compete with larger organisations.

Drawbacks

· Market segmentation is expensive, as the cost of providing differentiated products and services, as well as marketing communications, is high and requires considerable effort in its own right; a standardised product and communication message is much cheaper.

· It limits the marketing efforts of the company to part of the market only (limited market coverage), resulting in the reduction of any economies of scale the organisation might have had (the company may miss out on other lucrative opportunities).

· There is also a danger that the company may create too many different market offerings in an attempt to meet the needs of the various market segments, with the added complexity of staff having to cope with different strategies for different customers; cannibalisation may also occur when one product takes away market share from another product being marketed by the same organisation.

The prerequisites for market segmentation

In diverse markets, it makes sense for marketing and retailing managers to research their customers in terms of the factors or criteria that make them buy different products. The research findings are likely to identify separate groupings or segments of customers showing different general characteristics, with different requirements and expectations for the products being offered to them, and with different buying behaviours.

Market segmentation is not an easy or clear – cut task, and should be regarded as the product of critical and innovative thinking rather than some given set of procedures. There is unfortunately no underlying universal theory process of effective market segmentation and what is an appropriate variable to use for segmenting one market may not be appropriate to other markets.
Take the example of a pram manufacturer. Segmenting the market according to geographic location would probably not make good business sense as young families have newborn children in Durban and Cape Town and would have similar needs in terms of prams. Income, however, may well be a telling factor, as those with more income may buy a new and more expensive pram, while those with limited income may buy a second-hand pram. Also families with more than one child may already have a pram. So the size of the family and income may be two very important variables that pram manufacturers could use for market segmentation.

For the manufacturer of surfboards, geography may well play a role. Surfboards are more likely to sell better near a beach rather than inland and it is not surprising to find most surfboard manufacturers located at the coast.

Nevertheless, the primary assumption for market segmentation is that consumers must have heterogeneous (different) needs for a product or service. If this is not the case, then there is obviously no need for market segmentation.

Furthermore, in the process of market segmentation there are other prerequisites that need to be met to ensure that the process has indeed been effective. These criteria for effective market segmentation state that any segments identified must:

· Be measurable in the sense that the marketer should have clear criteria for describing segments within the market.
· Be large and profitable enough to warrant marketing effort on the part of the company (i.e. substantial).

· Be accessible; the marketer should be able to reach the market segment with a product or service and marketing communication.

· Be actionable; the organisation should be able to do something about the segment (i.e. develop a specific market offering for the market segment)

· Be differentiable; each segment should be similar enough (homogeneous) within the segment, yet different enough between the various segments.

Summary 

In this study unit we discussed the role of market segmentation and we briefly introduced the concepts of market targeting and product positioning. We also looked at the benefits and drawbacks of market segmentation and considered the prerequisites for effective market segmentation.

Bases for segmenting consumer markets
There is no single way to segment a market. A marketer has to try different segmentation variables, alone and in combination, to find the best way to view the market structure. Selecting the most suitable variables that can be used to divide a market into smaller slices or segments is a critical decision for the organisation to make because if the wrong variables are used, the segments may be meaningless or unattainable.
An auto glass supplier is unlikely to be concerned with segmenting its target market of people who drive motor vehicles according to demographics such as age, family size, education or even occupation. If your motorcar windscreen is damaged or broken, it doesn’t matter how old you are, what education you have or what position you have. All you want is to repair or replace your windscreen. Other variables may be more relevant. Behaviouristic variables such as brand loyalty and type of vehicle may be the basis for possible market segments instead.

A clothing retailer specialising in oversized garments would already have an important segmentation basis to work with, viz. size (i.e. those persons falling into the XXL and higher category). Even within this segment there may be several other important sub segments. Age may be one such basis. Younger customers will want a different style of clothing to older customers. Income may be another segmentation basis as some customers will want upmarket clothing, while others want more basic clothing.
There are several categories or bases of variables that can be used to segment consumer markets:
· Geographic

· Demographic

· Psychographic

· Behaviouristic

When using these bases it is important to remember the following:

· That a relationship exists between some of the variables that comprise each of these bases, examples include between income, occupation and education within the demographic base.

· Needs seldom relate to one segment basis only. In the case of car manufacturers, income (affordable car) and lifestyle (sporty versus family orientated) are needs from two different bases, namely demographic and psychographic, that the auto manufacturer should cater for. 

· The market segmentation bases mentioned above are not complete. There are many other bases that could be used for segmentation given the industry in question. The auto glass industry might use make of motor vehicle owned by customers as a segmentation variable, while for the clothing retailer specialising in oversized garments, individual size would be a segmentation variable.

Geographic segmentation
The geographic segmentation approach assumes that customers within a particular geographic location, be it in a country, region, city or even suburb, may be targeted with the same product offering and marketing mix. One or more locations would then be targeted by the organisation. This is a particularly important variable in the retailing sector, as retail outlets serve a specific geographic location. For a manufacturer that supplies the whole country, location may not be important at all. 
This approach on its own doesn’t define a marketing strategy; it doesn’t define the product or service required, or the promotional stance to take. It can play a role in segmentation by providing further help in identifying how to reach consumers found in particular segments. The logic is that people who live in the same area share some of the same needs and wants and these differ from those who live in different areas.

Variables include:

· Region 
· Size of city or town

· Density

· Climate

Demographic segmentation

This approach assumes that customers differ according to certain personal variables; such as age, gender, marital status, race, religion, family size, occupation, income or education. Demographic information helps marketers identify a profile of the typical customer to be found in each segment, which will guide them in what marketing strategy to use to reach the segment in question.

The South African Advertising Research Foundation (SAARF) publishes a regular Living Standards Measure (LSM) report that serves as one of the most comprehensive surveys of a range of variables that can be used to describe the living standards of people living in South Africa. The report is a powerful marketing research tool and divides the population into 10 LSM groups, ranging from LSM1 (the poorest group) to LSM 10 (the most well-off group).
Variables include:

· Age                                                      occupation
· Gender                                                 religion
· Family size                                          race     
· Family life cycle                                 education
· Income

Psychographic segmentation

Psychographic variables refer to the inner or intrinsic qualities of individual consumers. Using this base, marketers are able to segment markets according to variables impacting on the psyche of consumers such as lifestyle, personality and social class. In the process of segmenting a market using this basis, the marketer would normally make use of information about customers’ attitudes, interests and opinions (AIO) and values and lifestyles (VALS). Using a statistical technique called factor analysis; information is gathered to identify subgroups of consumers. In South Africa, the AC Neilson MRA Sociomonitor Value Groups survey is standard for psychographic profiling in the country and results in the identification of various “value groups”. These are:

· Conformists: this value group is characterised by conformity to group value systems. Traditions, religion and the family and home are paramount. They are accepting and understanding of others’ emotions. They would rather be looked up to and accorded status for socially acceptable or civil behaviour, than for materialistic reasons.

· Transitionals: this value group is characterised by traditional values with some focus on personal achievement and thus the assumption of individualistic and modern values. There is a strong group orientation, but a stronger need for novelty and self achievement, and not always automatic acceptance of all authority, rules and/or group-oriented conventions.
· Progressives: the progressives are a modernised group whose primary needs is self development but also harmony in acquiring meaning from giving back to the group.

· Non-conformists: this group rejects any group-oriented, civil and/or traditional values in favour of individualism. 

· Today – ers: present a tough do-not-care exterior to the world. There is a strong rejection of anything resembling group- civility or conventions. 

Variables include:

· Lifestyle

· Personality

· Social class

Behaviouristic segmentation

Behavioural segmentation divides buyers into groups based on their knowledge, attitudes, uses or responses to products. Many marketers believe that behaviour variables are the best starting point for building market segments. Variables include:

· Purchase occasion: here the marketer looks at the occasion for which the product is being bought, whether it is for everyday use or for use on special occasions.
· Benefits sought: this variable attempts to understand the value that a consumer seeks when buying a particular product.

· User status: user status divides consumers into non-users, ex-users, potential users, occasional users or regular users.

· Usage rate: this variable looks at the frequency of use of a particular product such as heavy versus light users, or frequent versus infrequent. 

· Loyalty status: here the marketer attempts to identify how loyal the consumer is to the product.

· Buyer readiness stage: this variable measures whether consumers are ready for a product or whether they first need to be made aware of the product and its benefits.
· Attitude towards the product: here the effort is focused on identifying whether consumers are indifferent, negative, hostile, positive or enthusiastic towards a product
Developing segment profiles

Once the segmentation process has been undertaken by an organisation, it is essential that each segment be fully described in terms of the variables mentioned. These profiles become the framework that the organisation can use for developing a suitable product offering and marketing communications package that meets the needs of the customers that fall within the selected segments.

Summary

In this study unit, we discussed some of the segmentation bases and variables that an organisation can consider for segmenting markets. We looked at geographic demographic, psychographic and behaviouristic segmentation, as well as the need to develop segment profiles.
