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CHAPTER 6

Market Segmentation, Targeting, and Positioning

CHAPTER OBJECTIVES
Students should be able to:

1. 
Explain market segmentation, and identify several possible bases for segmenting consumer markets, business markets, and international markets.

2. 
List and distinguish among the requirements for effective segmentation: measurability, accessibility, substantiality, and actionability.

3. 
Outline the process of evaluating market segments, and suggests some methods for selecting market segments.

4. 
Illustrate the concept of positioning for competitive advantage by offering specific examples.

5. 
Discuss choosing and implementing a positioning strategy, and contrast positioning based on product, service, personnel, and image differentiation.

CHAPTER OUTLINE
I. 
Market: A market is the set of all actual and potential buyers of a product.  Markets are generally heterogeneous in nature. 

· Organizations that sell to consumers and industrial markets recognize that they cannot appeal to all buyers in those markets or at least not to all buyers in the same way.  

· Marketers passed through three stages (mass marketing( product-variety marketing(target marketing) to realize that buyers’ needs are varied widely. 

II. 
The three major steps in target marketing 

1. 
Market segmentation: dividing a market into distinct groups of buyers who might require seperate products and/or marketing mixes. The company identifies different ways to segment the market and develops profiles of the resulting market segments.  See: Ritz-Carlton – Customized Marketing in text. 

2. 
Market targeting: evaluating each segment’s attractiveness and selecting one or more of the market segments.  

3. 
Market Positioning: developing a competitive positioning for the product and an appropriate marketing mix.

III.  
The principles of market segmentation: market targeting and market positioning
(1) Marketing Segmentation – The process of dividing a market into distinct groups of buyers who might require separate products and/or marketing mixes, then developing profiles of the resulting segments.  
1. Geographic segmentation calls for dividing the market into different geographic units such as nations, states, regions, counties, cities, or neighborhoods. 
2. 
Demographic segmentation consists of dividing the market into groups based on demographic variables.  It is the most popular bases for segmenting customer groups.  
a. Age and life cycle stage: consumer needs and wants change with age. Some companies offer different products or marketing strategies to penetrate various age and life cycle segments. 
b. Gender: Currently, women accounted for 40 % of all business travelers. Hotel corporations are now taking women into consideration in designing their hotel rooms. Most effective when combined with lifestyle and demographic information.

c. Income: Income alone does not always predict which customers will buy a given product or service. It should combine with other variables. 
3. 
Psychographic segmentation divides buyers into different groups based on social class, lifestyle, and personality characteristics.

a. Social class: social class has a strong effect on preferences for leisure activities. 
b. Lifestyle: marketers are increasingly segmenting their markets by consumer lifestyles. 
c. Personality: marketers also use personality variables to segment markets. For example,, Frontier Airlines is building a personality around animals by putting colorful graphics on their planes. 
4. 
Behavior segmentation divides buyers into groups based on their knowledge, attitude, use, or response to a product. Six variables are commonly used: occasions, benefits sought, user status, usage rate, loyalty status, and buyer readiness stage. 

a. Special Occasions: Buyers can be grouped according to occasions when they get the idea, make the purchase, or use a product. 

· For example, air travel is triggered by occasions related to business, vacation, or family. Mother’s Day has been promoted as a time to take your mother or wife out to eat..

b.  Benefits sought: Buyers can also be grouped according to the product benefits they seek. 

c. User status: Many markets can be segmented into nonusers, former users, potential users, first-time users, and regular users of a product. Potential users and regular users often require different marketing appeals.

d. Usage rate: Markets can also be segmented into light-, medium-, and heavy-user groups. 

· Heavy users are often a small percentage of the market but account for a high percentage of total buying. For example, a study found heavy users of fast food restaurants account for only 20% of the customers but 60% of fast food transactions. Heavy users of airline travel accounts for only 4.1% of the customers but 70.4% of total airline trips. Heavy users of pleasure trip users of hotels and motels account for only 7.9% of the customers but 59.4% of room nights. .

e. Loyalty status:  Markets can also be segmented into four groups: hard-core loyalty, soft-core loyalty, switchers, and no loyalty. In the hospitality and travel industries, marketers attempt to build brand loyalty through relationship marketing. Loyal customers are generally more price insensitive. 

f. Buyer readiness stage: At any given time, people are in different stages of readiness to buy a product. Some are unaware of the product; some are aware; some are informed; some want the product; and some intend to buy. The relative number in each stage makes a big difference in designing a marketing program.
5. 
Requirements for Effective Segmentation

a. Measurability: the degree to which the segments' size and purchasing power can be measured. Certain segmentation variables are difficult to measure, such as the size of the segment of teenagers who drink primarily to rebel against their parents.

b. Accessibility: the degree to which segments can be accessed and served. 

c. Substantiality: the degree to which segments are large or profitable enough to serve as markets.  A segment should be the largest possible homogeneous group economically feasible to support a tailored marketing program.   

d. Actionability: the degree to which effective programs can be designed for attracting and serving segments.  

(2) Market Targeting – Marketing segmentation reveals the firm’s market-segment opportunities. The firm now has to evaluate the various segments and decide how many and which ones to target. We now look at how companies evaluate and select target markets. 
A. 
Evaluating Market Segments: When evaluating different market segments, a firm must look at three factors: segment size and growth, segment structural attractiveness, and company objectives and resources.

1. Segment size and growth: The company must first collect and analyze data on current segment sales, growth rates, and expected profitability for various segments. The “right size and grow” this a relative matter. The largest, fastest-growing segments are not always the most attractive ones for every company. Smaller companies may find they lack the skills and resources needed to serve the larger segments, or that these segments are too competitive.

2. Segment structural attractiveness: The company must examine several major structural factors that affect long-run segment attractiveness.  The following three factors make a segment less attractive: (1) the segment already contains many strong and aggressive competitors (2) the buyers in the segment possess strong bargaining power relative to sellers (3) the segment contains powerful suppliers. 

3. Company objectives and resources: The company must consider its own objectives and resources in relation to that segment. Some attractive segments could be dismissed quickly because they do not mesh with the company’s long-run objectives. For example, Disney has avoided getting involved in the gaming business segment.  
B. Selecting Market Segments: After evaluating different segments, the company must now decide which and how many segments to serve. This is the problem of target-market selection, a company can adopt one of three market-coverage strategies: undifferentiated marketing, differentiated marketing, and concentrated marketing.

1. 
Undifferentiated Marketing Strategy: An undifferentiated marketing strategy ignores market segmentation differences and goes after the entire market with one market offer. Undifferentiated marketing provides cost economies. Most modern marketers have strong doubts about this strategy in today’s competitive environment. . In recognition of this problem, many firms target smaller segments or niches where product differentiation is appreciated. 
2. 
Differentiated Marketing Strategy: The firm targets several market segments and designs separate offers for each. 

· For example, Accor Hotels, a French company, operates under 12 trade names and manages several brands and types of hotels. Included in its brands are international luxury hotels (Sofitel), three-star hotels (Novotel), two-star hotels (Ibis), limited-service hotels (Formula One and Motel 6), and extended-stay hotels aimed at the elderly (Hotelia).

3. Concentrated Marketing Strategy: The firm pursues a large share of one or more small markets. This strategy is especially appealing to companies with limited resources. For example, Four Seasons Hotels and Rosewood Hotels concentrate on the high-priced hotel room market.  
IV.  
Market Positioning.  A product’s position is the way the product is defined by consumers on important attributes – the place the product occupies in consumers’ minds relative to competing products.

A. 
Positioning Strategies. The key point for marketers to remember is that the firm must create value for the segments that are chosen. In other words, the differentiating features of a company, product, or service, must be of some importance to the consumer markets.

1. Specific product attributes.  Price and product features can be used to position a product.
2. Needs products fill or benefits products offer.  Marketers can position products by the needs that they fill or the benefits that they offer.  
3. Certain classes of users.  Marketers can also positioned for certain classes of users, such as a hotel advertising itself as a women’s hotel.  
4. 
Against an existing competitor.  A product can be positioned against an existing competitor.  In the “Burger Wars,” Burger King used its flame-broiled campaign against McDonald’s, claiming that people prefer flame-broiled over fried burgers. 

B. 
Strategic Positioning Process: 

The positioning task consists of three steps:

1.  
Identifying a set of possible competitive advantages upon which to build a position,

2.  
Selecting the right competitive advantages through product differentiation, and 

3.  
Effectively communicating and delivering the chosen position to a carefully selected target market.

· A company can differentiate itself from competitors by bundling competitive advantages. On the other hand unbundling of products has also worked as a positioning tactic. Moreover, not every company faces an abundance of opportunities for gaining a competitive advantage. Some companies can identify only minor advantages. 
C. 
Product Differentiation: A company can differentiate its product or offer products similar to competitors. Today, most products try to differentiate themselves from their competitors. A company can differentiate along the lines of physical attributes, service, personnel, location, or image.

1. 
Physical Attributes Differentiation: The physical environment offers something that competitors cannot match. For example, Sheraton Place in San Francisco is an example of renovated classic hotels. Planet Hollywood differentiates itself by the memorabilia from the motion picture industry. Hard Rock Café differentiates itself by the music memorabilia. 

2. Service Differentiation: By providing services that will benefit its target market, a company can achieve differentiation. For example, Sheraton provides an in-room check-in service. Red Lobster allows its customers to call from home and put their name on the waiting list, reducing the waiting time.
3. 
Personnel Differentiation: Companies can gain a strong competitive advantage through hiring and training better people than their competitors do. For example, Singapore Airlines enjoys an excellent reputation largely because of the grace of its flight attendants.  As far as Southwest Airlines, it’s difficult for competitors to create a spirit similar to the spirit of Southwest’s employees. 

4. 
Location: Hospitality and travel firms should look for benefits created by their location and use these benefits to differentiate themselves from their market. 

3. Image Differentiation: A company or brand image should convey a singular or distinctive message that communicates the product’s major benefits and positioning.
D. 
Selecting the Right Competitive Advantages: Suppose that a company is fortunate enough to discover several potential competitive advantages. It now must choose the ones on which it will build its positioning strategy. It must decide how many differences to promote and which ones.
1. How Many Differences to Promote: 

· Many marketers think that companies should aggressively promote only one benefit to the target market. The major ones are best quality, best service, lowest price, best value, and best location. For example, Motel 6 consistently promotes itself as the lowest-priced national chain, and Ritz-Carlton promotes itself as a value leader. 

· Other marketers think that companies should position themselves on more than one differentiating factor. For example, a restaurant may claim that it has the best steaks and service. A hotel may claim that it offers the best value and location. However, as companies increase the number of claims for their brands, they risk disbelief and a loss of clear positioning.

· The three major positioning errors:

· Under positioning or failing ever to position: Some companies discover that buyers have only a vague idea of the company or that they do not really know anything special about it. For example, many independent hotels trying to capture an international market are under-positioned.

· Over positioning or giving buyers a too narrow picture of the company.  

· Confused positioning: leaving buyers with a confused image of a company. For example, Burger King has struggled for years to establish a profitable and consistent position. Since 1986 it has fielded eight separate advertising campaigns. These advertising campaigns have left consumers confused.
2. Which Differences to Promote:  Not all brand differences are meaningful, worthwhile or make a good differentiator. Companies must carefully select the ways in which it will distinguish itself from competitors. A difference is worth establishing to the extent that it satisfies the following criteria: 

• 
Important. The difference delivers a highly valued benefit to target buyers.

• 
Distinctive. Competitors do not offer the difference, or the company can offer it in a more distinctive way. 

• 
Superior. The difference is superior to other ways that customers might obtain the same benefit.

• 
Communicable. The difference is communicable and visible to buyers.

• 
Preemptive. Competitors cannot easily copy the difference.

• 
Affordable. Buyers can afford to pay for the difference.

• 
Profitable. The company can introduce the difference profitably.

E. 
Communicating and Delivering the Chosen Position. Once having chosen positioning characteristics and a positioning statement, a company must consistently communicate their position to targeted customers. All of a company's marketing mix efforts must support its positioning strategy. For example, if a company decides to build service superiority, it must hire service-oriented employees, provide training programs, reward employees for providing good service, and develop sales and advertising messages to broadcast its service superiority.
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