Customer-Driven
arketing Strategy

 Creating Value
for Target Customers

Chiczgo, and Chartotte, North Caralina, $100 a week 1o buy coffee at
rmEStarbucks instead. At the same time, the no-frills coffee chain paid Starbucks
customers o make the apposite switch. When it later debriefed the fwo groups, Dunkin’
says it found thern so poiarized that company researchers dubbed them “iribes"—
sach of whom loathed the very things that made the other tribe loyal te their coffee
shap. Dunkin' fans viewed Starbucks as pretenticus and trendy, whereas Starbucks loy-
alists saw Dunkin' as plain and unoriginal. * don't get &, one Bunkin’ regular told
researchers after visiting Starbucks. "If 1 want to sit on 2 couch, | stay at home.”

Willlam Rosenberg opened the first Dunkin® Danuts in Quincy, Massachusetts, in
1550, Residents flucked to his store each morning for the coffee and fresh dough-
nuts. Rosenberg started franchising the Dunkin’ Donuts name, and the chain grew
rapidly throughout the Midwesi and Southeast. By the early 1990s, however,
Dunkin’ was losing breakfast sales to meorning sandwiches at McDonald's and
Burger King. Starbucks and other high-end cares began sprouting up, bringing maore
competition, Sales slid as the company ciung to its sirategy of selling sugary dough-
nuts by the dozen.

In the mid-1990s, however, Dunkin' shifted its focus from doughnuts to coffee in
the hope that promoting a more frequently consumed item would drive store traffic.
The coffee push warked—caffes now makes up 62 percent of sales. And Cunkin’s
sales are growing at 3 double-digit clip, with profits up 35 percent over the past two
years. Based on this recent suecess, Dunkin® now has ambitious plans ta expand
into a national coffee powerhouse, on & par with Starbucks, the nation's largest cof-
fea chain, Over the next three vears, Dunkin' plans o rernake iis nearly 5,000 U.5.
stores and to grow to triple that number in less than 15 years.

But Dunkin' is not Starbucks. In fact, it doesn't want to be. o succeed, it must
have its own clear vision of just which customers it wants ta serve {what segments
and targefing} and how (what posifioning or valug proposition). Dunkin' and
Starbucks target very different customers, who want vary different things from their
favorite coffee shop, Starbucks is strongly positioned as a sort of high-brow “third
place”—outside the home and office—featuring couches, srclectic music, wirelass
Internet access, and art-splashed walls. Dunkin® has a decidedly more low-brow,
“avaryman® kind of pasitraning.

With its makegver, Dunkin' plans to mave upscale—a bit but not too far—to
rebrand itself as a guick but appealing aiternative to soecialty coffee shops and fast-
food chains. A prototype Dunkin’ store in Euclid, Ohio, cutside Cleveland, features

ast year, Dunkin’ Donuts paid dozens of faithful customers in Phoenix,
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rounced granite-style coffee bars, where workers make esprasso drinks face-to-face
with custcmers. Open-air pastry cases brim with yogurt narfaits and fresh fruit, and
a carefully orchestrated pap-music saundtrack is piped throughout,

Yab Dunkin' built itself on serving simalg fare o working-ciass custemers., Inching
upscale without alierating that base wili prova tricky. There wilt be no couches in the
new siores. Anc Cunkin® renamed 5 new hol sandwich & "stuffed mel” after cus-
tomers complained that calling it a "panini™ was toc fancy. “Wa're watking that {fine]
line," says Reginz Lewis. the chain's vice president of consumer insignza. “The thing
about the Dunkin' fribe is, they see through Lhe hype”

Dunkin's research showed that although layal Dunkin® customers want nicer
stores, they were bewslderceé and turned off by the atmosphere at Starbucks. They
groused that crowds of lapiop users made it dift'cult (o find a seat, Thay didn't like
Starbucks' “tall," “grande,” and “wenti” lingo for small, mediim, and lerge coffeos.
And they couldn't undarstand why anyone would pay as much as $4 for a cup of
coffee. "It was alimost as though they were & group of Martians talking about a group
of Farthlings,” says an executive from Dunkin's ac agercy. One custemer told
researchers that lingering in a Starbucks %l like “celebrating Chrislinas with people
you dan't know." Tne Slarbueks custormers that Dunkin' paid to switch were equaliy
uneasy in Qurkin® shaps, “The Staroucks people couldn't bear that they weren't
special anyrmare,” savs the ad axecutive,
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SuUch oppasing opinions aren't surprising, given the differences in the two stores” cusiomers. About
45 percent of Dunkin’ Bonuls customers have an annual hausehold income between $45,000 and
$1G0,000 a year, with 30 percent earning less than that and 25 percent earning more. Dunkin's cus-
tamers include blue- and white-coilar workers across all aga, race, and income demographics. By
contrast, Starbucks targets a higher-income, morg professional graun.

But Dunkin' researchers concluded that it wasnt income that set the two tribes apart, as much as
an ideal: Dunisin' tribe members want to be part of @ crowd, whereas members of the Starbucks tribe
want to stand out as in;!ividuals. "The Starbucks tribe, they seek out things to make them feel more
important,” says Dunkin’ VP Lewis. Members of the Dunkin' Donuts tribe “don'l need to he any more
important thar they arg.”

" Based an such findings, Dunkin' executives have made dozens of store-redesign decisions, big and
srmall, ranging from where to put the espresso machines to how much of its signature pink and orange
colar scheme to relain ta where to display its fresh baked goads. Out went the sguare laminate tables,
to be replaced by round imitation-granite tabletops and sleek chairs. Dunkin® covered stare walls in
espresso brown and dialed down the pink and orange tones. Executives considerad but held off on
installing wircless Internet access because customers *just don't feel it's Dunkin' Donuts.” Executives
continLe to discuss dropping the word “donuts” from its signs to convey that its menu is now broader,

Te prab a bigger share of customers, Dunkin' is expanding its rmenu beyond breakfast with hearty
snacks that can substitute for meals, such as smoothies and dough-wrapped pork bites. The new
Euclid store is daing three times the sales of other stares in its ares, partly because more cusiomers
are coming after 11 am. for new gourrnet cookies and Dunkin® Dawgs, hot dogs wrapped indough,
Focus groups liked hot flatbreads and smoothies, but balked at tiny pinwheels of dough stuffed with
various fillings. Custorners said "they felt like something at a fancy cocktail hour,” says Lewis, and they
weran't substantial enough.

Stacey Stevens, a 34-year-old Euclid resident who recently visited tha new Dunkin® profotype store,
said she noticed it felt difterent than other Dunkin' fccations. ®1 dom't remermber there being lots of
music," she said, while picking up a dozen doughnuts. "l ke it in here," She said it felt *more upbeat”
than Starbucks. One Euclid store manager even persuaded Richard Wandersleben to upgrade frorm a
regular coffee 0 & $2.39 latte during a recent visit. The 73- year-old retived tock-and-die maker, who
drinks about three cups of coffee a day.e says the Dunkin® Donuts 1stte suited him fing, “It's a little
creamier” than reguiar caffee. he szid.

Dunkin' knews that Tl take some time to refresh its image. And whatever else hagpens, it plans to stay
true 1o the needs and preferences aof the Dunkin® tribe. Dunkin's “not going aftar the Starbucks coffes
srob,” says ane analyst, it's “going after the average Joe.” Dunkin's positioning and value proposition are
pretty well summed up in its new ad campaign, which features the slogan “America Runis on Dunkin'.”
The ads show everyone from office and construction workers 1o harried famities relying cn the chain to get
them through their day. Says one ad, “It's where everyday people get things done every day."?

Market segmentation

" Dividing a mazket into smafler
grouos with distinct needs,
characteristics, or behaviors
wha rmight require separate:
products or marketing mixes.

Companies today recognize that they cannct appeal to all buyers in the marketplace, or at least
not to all buvers iv the same way. Buyers are tuo numerous, too widely scallered, and too varied
in their neads and buying practices. Maraover, the companies themaclves vary widely in their
abilities to serve different segineals of the market. Instead, like Dunkin’ Donuls, a company must
identify the parts of the market that it can serve best and most profitably. T must design
customer-driven marketing strategies that build the right relationships with the right customers.

Thus, most companies have moved away from mass marketing and toward ferget
markefing—identifying market segments, selecting one or more of them, and developing
produets and marketing programs tailored to each. Instead of scattering their niarketing efforts
{the “shotgun™ approach}, firms are focusing on the buyers who have greater intezest in the
valuas they create best {the “rifle” approach). :

Figure 7.1 shows the {our major sleps in designing a customer-driven marketing strategy.
In the first two stpes, the company selscts the customers that it will serve. Market segmenta-
tien involves dividing & markst into smaller groups of buyers with distinct nesds, character-
istics, or behaviors who might require separate products or markoting mixes. The company
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FIGURE 7.1 Steps in market segmentation, targeting, and positioning
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Market targeting -
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Differentiation

Actually differentiating the
finm's market ofiering to.
creaie superior customer
value.

Pasitioning

Arranging for a product-to
occupy a clear, distinctive,
and desirable place relative to
competing products in ie
ritinds of target consurners.

Geographic segmentation
Dividing a market into
different geographicat units
such a5 hations, states,
regions, counties, cities, or
resighborhonds.

identifies differsnt ways to segment the market and develops profiles ol the resulling market
segrments, Market targeting (or targeting) consists of avalvating each market segment's attrac-
tiveness and select one or more market segments to enter.

To the final two steps, the company decides on a value proposition--on how it will create
value for target customers. Differentiation involves actually differentiating the firm’s market
offering to crezle superior customer value. Positioning consists of arranging for a market offer-
ing to occupy a clear, distinctive, and desirable place relative to competing products in the
minds of target consumers. We discuss each of these steps in turn,

 Mlarket Segmentation

Markets consist of buyers, and buyers differ in one or more ways. They may differ in their
wants, resources, locations, buying attitudes, and buying practives. Through markel segmen-
tation, compaoies divide large, heterogeneous markets inte smaller sepments that can be
reachad moes efficiently and effactively with products and services that match their unique
ueeds. In this sectian, we discuss [our important segmentation topics: segmenting consumer
markets, segmonting business markets, segmenting international markets, and requirements
for effective segmentation.

Segmenting Consumer Markeis

There is no single way to sepment a market. A markeler has tu ey different seginentation vari-
ables, alone and in combination, to find the best way to view the market structure. Table 7.1
outlines the major variables that might be used in segmenting consumer markeis, llere we
look at the major geographic, demographic, psychographic, and behavioral variables.
TisogTaphic SBeginentation

Geographic segmentation calls for dividing the market into different geographieal units such
as nations, regions, states, counties, cities, or even neighborhoods. A company may decide to
operate in one or a few geographical areas, or to operate in all areas but pay attention to geo-
graphical differcnces in needs and wants.

Many companies today are localizing their products, advertising, promotion, and sales
sfforts to fit the needs of individual regions, cities, and oven neighborhoods. For example, vne
consumer praducts compauy shipped additional cases of its low-calorie snack foods to stores
in neighborhoods near Weight Watchers clinics. Kratt developed Post's Fiesta Fruity Pebbles
ceraal for areas with high Hispanic populations. Coca-Cola developed four ready-to-drink
canned colfees for the Japarese market, sach targeted to a specific geographic region. Procter
& Ganble introduced Cwrry Pringles in England and Funky Soy Sauce Pringles in Asia®

Other companies are seeking to culiivate as-yet untapped geographic territory. For exam-
ple, many large companies are fleging the Fercely competitive major cilies and suburbs to set
up shep in small-town America. Consider Applebee’s, the nation’s largest casnal-dining chain:

Anplebee’s is now making sure that even far-flung suburbs and small towns can have
a neighborhood bar and grill. It's extending into what it calls STAR {small-town
Applebee's restaurant) markets with fewer that 50,000 people. breaking down the
miscanception that small-market Americans aren't interested in anything that can’t
be boughl at Wal-Mart (or ils resteurant equivalent), How’s the strategy working? Just
chack out the dozen or more parties lined up oo a typical Friday night outside the
Applebee’s in Hays, Kanaas, a small town of 21,000 people lacated in an arca known



186 Fart 3 Designing a Customes-Driven Marketing Strategy and Integrated Marketing Mix

TABLE 7.1 Major Segmentation Varizbles for Goasumer Markets

Geagrapfiic

World region or country
Country region

City or metro size

Morth America, Western Europa, Middle East, Pacific Rim, China, India, Canada, Mexico

Pacific, Mountain, West North Central, West South Central, East North Central, East South Central,
South Atlantic, Middle Atiantic, Mew England

Under 5,000; 5,000-20,000; 20,000-50,000; 50,000-100,000; 100,000-256,000,
250,600-500,000; 500,000-1,000,000; 1,000,000-4,000,000; over £,000,000

Family life cycle
Incame
Qceupatian

Education
Religion
Race
(3eneration
Mationatity

Social class
Lifestyle
Parsonality

Behaviaral

¢ Occasions

. Benefits
User status
User rates
Loyaity status
Readiness stage

Attitude toward product

Psychographic

Under 6, 6=11, 12-19, 20-34, 35-49, 50-64, 65+

Density Urban, suburban, rural
Climate MWorthern, southern
Demographic

fat=:]

i Gender thale, female

. Famity size 1-2, 3-4, 5+

Young, single; young, married, no children; young, rmarried with chifdren; older, married with children;
clder, marriad, no children; under 18; older, single; other

Under $10,000; $10,000-$20,000; $20,000-$30,000; $30,000-$50,000; $50,000-$100.000;
$100,000 and aver

Professional and technical; managers, officials, and proprietors; clerical; sales; craftspeople; ‘
supervisors; operatives; farmers; retired; students; homamakers; unemployed . §
Grade school or [ess; some high school; high school graduate; some college; college graduate
Cathaolic, Protestant, lewish, Muslim, Hindu, other

Asian, Hispanic, Black, White

Bahy hoamer, Generation X, Genaratian Y

Nerth American, South American, British, French, German, Halian, Japanese

Lower lowers, upper lowers, working class, middle class, upper middles, lower uppers, dpper uppers

Achievers, strivers, survivors
Compulsive, gregarious, adthaoritarian, ambitious

Reguiar accasion; special eccasion
Quality, service, economy, convenience, speed

MNonuser, ex-user, potentiaf user, first-time user, regular user
Light user, medium user, heavy Usar

MNane, medium, strang, absoluie

Unaware, aware, informed, interested, desirous, intending to buy
Enthusiastic, positive, indifferent, negative, hostile

as “the middle of nowherc” betwaen Danver and Kansas City. Although sales in such
smaller communities average 10 percent less than at a suburban Applebee's, that's
uffzet by cheaper real estate and less-complicated zoning laws. And there is no real
casual-dining competition in Hays. No Chili's, No Houlihan's. Not even a Bennigan’s,
“If you want to take surmmeone cut on a date,” says one young diner, "you're nol going
to take them to the Golden Corral,” an all-you-capn-eat family restaurant next door.
That's a telling statement, given that the young man is a management trainee at the
Golden Corral. So far, Applehee’s has opened some 156 small-town restaurants.
Considering that there are about 2,200 counties in the United States with popula-
tions under 50,000, il hay & 1ot more room to grow.?

In rontrast, other retailers are developing new store concepts that will give them access to
higher-density urban areas. For example, Home Depot has been introducing urbad neighbor- |




Demagraphic segmentatior

Dividing a markel into groups
based an variables such as
age, gender, family size, -
-family life cycle, income,
occupation, education, -
* religion, race, generation, and
nalionality.

Age and life~cycle
segmentation

Dividing a markat into
dilferent age and lifg-cycle
Broups,

Gender segmentation
Dividing a market into
cifferent groups based un
gender.

B Gender segmentation: Nike has recently stepped up its effurts to capture the
women's sports apparel market by overhaubing its women’s apparel lines, revamping
the Nikewomen.com Web site, and opening Nikewomen stores in several major cities.
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hood stores that look a lot like its traditional stores but at about two-thirds the size, It is plac-
ing these slares in high-density markets, such as Manhaltan, where full-size stores are imprac-
tical. Similarly, Wal-Mart has been opening smali, supermarket-siyle Neighhorhand Mackel
grocery stoves to complement its supercenters.?

Tiemographic Ssgmentation

Demographic segmentation divides the market into groups based on variables such as age,
gender, family size, family life cycle, income, occupation, educalion, religion, race, genera-
tion, and nationality. Demographic factors are the most popular bases for segmenting cus-
tomer groups. One reason is that consumer needs, wants, and usage rates often vary closely
with demogruphic viariables, Another is thal demographic variables are casier to measure than
most othet types of variables. Even when market segments are first defined using other bases,
such as benefits sought or behavior, their demographic characteristics must be known in
order to assess the size of the target market and to reach it efficiently.

: L . Consumcr needs and wants change with age. Some companies
use d.ge dnd llfe»cycle segmentatwn offering different products or using different marketing
approaches for different age and life-cycle groups. For oxample, for kids, Procter & deble
sells Crast Spinbrushes featuring favorite children’s characters. For adults, it setls more
serious models, promising “a dentist-clean feeling twice a day." And Nintendo, long known
for its youth-oriented video games, has launched a subbrand, Touch Generations, which tar-
gets aging baby boomers. Touch Generations oifers video pames such as Brain Traiming:
How Old Is Your Brainf, designed to “exercise the noggin® and keep the mind young. The
aim is to “lure in older nongamers by offering skill-building—or at least less violent, less
fantasy-based—titles that might appeal to {older consumers] more than, say, Crand Theft
Auto or World of Warcraft.""

Marketers must be careful to guurd against stereotypes when using age and life-cycle seg-
meniation. For example, although some 70-year-olds require wheclchairs, others play tennis,
Similarly, whereas some 40-year-old couples are sending their children off to collegs, others
are jusl heginning new families. Thus, age iz often a poor predictor of a person’s life cycle,:
health, work or family status, needs, and buying power. Companies marketing ta mature con-
sumers usually employ positive images and appeals. For example, ads for Olay ProVital—
designed to improve the elasticity and appearance of the “maturing sldn” of women over 50—
feature atiraclive older spokeswomen and uplifting messages. :

' Gender segmentation has long been nsed in clothing, cosmetics, toiletries, and maga-
zines. For example, Procter & Gamble was among the first with Secret, a brand specially for-
mulated for a woman's chemistry, packaged and advertised to reinforce the female image. More
recently, many mostly women's cosmetics makers have begun marketing men’s lines. For
example, L'Oveal offers Men's Expert skin care products and a VIVE For Men grooming line.
Ads proclaim, “New UQreal Paris brings its
grooming technology and experfise to men .. .
because you're worth it tao.”

Nike has recently stepped up its efforts to
vapture the women’s sports apparel market. It
wasn’t until 2000 that Nike made women's
shoes using molds made from women’s feul,
rather than simply using a small man’s foot
mold, Since then, howewver, Nike has chunged
ils approach to women. It has overhauled its
women's apparel line—called Nikewomen—io
create better fitting, more colorful, more fash-
iomable waorkowl clothes for women. lts
revamped Nikewomen.com Web site now fea-
tures the apparel, along with workout trend
highlights. And Mike has been opening
Nikewomen stores in several majar cities.®

A growing number of Web sites and media
networks also target womerl, such as iVillage,
Oxygen, Lifetime, and WE. For example, WE TV
is “the network dedicated to helping wonen
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Income segmentation
Dividing 2 market intn
dikerent income groups.

Psychographic
segmentation
Dividing a market, into
dilferent groups based co .
sncial class, lifestyle, or.

- persanality characteristics.

B The American Express “My
life. My card.” campaign
pravides glimpses inta the
lifestyles of famaus people
with whem consumers might
identify, here Ellen DeGeneres.

connect to one ancther and the world arcund them.” Its WE Empowers Women initiative
helps women “find your voice and feel good doing it” by supporting causes that are important
to women.”

- Income segmentation has long been used by the marketers of products and serviceg
such as autvmobiles, clothing, cosmetics, financial services, and travel. Many companies target
affluent consumers with luxury goods and convenience services. Stores such as Neiman Marcus
pitch evarything from expeusive jewelry and fine fashions to glazed Australian apricots priced
at $20 a pound. And credit-card companies offer superpremium credit cards dripping with
perks, such as VISA's Signature Card, MasterCard’s World card, and American Express’s super-
elite Centurion card. The mnch-ceveted black Centurian card is issued by invitation only, to
customers who spend more than $250,000 a year on other AmEx cards. Then, the select few
who do receive the card pay a $2,500 annual fee just for the privilege of carrying it.

However, not all companies that vse income segmentation target the affluent. Fur exam-
ple, many retailers—such as the DoHar General, Family Doltar, and Dollar Tree store chains—
successfully target low- and middle-income groups. The core market for such stores is Fani-
lies with incomes under $30,000. When Family Dollar real-estate experts scout locations for
new stores, they look for lower-middle-class neighborhoods where peaple wear less expen-
sive shoes and drive old cars that drip a lot of oil.

With their low-income atratagies, the dollar stures are now the fastest growing retailers in the
nation, They have been so successfil that giant dscounters are taking notice. For example, Target
has installed a dollar aisle—the “1 Spot”—in its stores. And supermarkels such as Kroger to A&P
are launching 10 for $10” promotons. And some experts predict that, ta mest the dollar store
threat, Wal-Mart will eventually buy one of these chains or start one of its gwn.B

Peychographic Begmentation

Psychographic segmentation divides buyers into different groups based on social class,
lifestyle, or personality characteristics. People in the same demographic group can have very
different psychographic makeups. '

In Chapter 5, we discussed how the products people buy reflect their fifesiyles. As a
tesult, marketers often segment their markets by consumer lifestyles and base their marketing
strategies on lifestyle appeals. For example, American Express promises “a card that fits your
life,” T's “My life. My card.” campaign provides glimpses into the lifestyles of famous people
with whom consumers might want to ldentify, from pro surfer Laird Hamilton and television
personality Ellen DeGenerss to screen stars Robert DeMiro and Kate Winslet.

Pottery Bain, with its different store formats, sells more than just home furnishings. It sells
all that its customess aspixe Lo be. Pottery Barn Kids offers idyllic scenes of the perfoct childhaod,

Mrace _EUR TRalogmmet, L
thllles) anbiiee, To_ w8 FR STIR . AR
i 1G0T Bt oy Syt T o8

AR ) s (a5
haberygr _ FHTIRMGE. o

sy sl IV




Behavioral segmentaticn
Cividing 2 market into groups
based on consumer
knowledge, attitude, uss, of
respoase to a product.

Dccasion segmentation

Cividing a market into groups,

. according to occasions whef
" buyers get the idea to buy,

actually make ihsir purchase,

ar use the purchased item.

Benefit segmentation

Dividing a market into groups -

according 1o the different

benedits that consumers seek.

from the proguct,

; igeady y L
or Summer! .
e

"Erilar wua a0 easing thia yeal S e

FEERSechids ndburmiey oD RAN I

FEls And enygy e symmee Whecemb| o C
: memmmmﬂm

e

Chapter 7 Customer-Driven Marketing Strategy: Creating Value for Target Custemers 189

whereas PB Teens affers trendy fashion-forward self-expression. The flagship Poltery Barn stores
serve an upscale yet casual, farnily- and [end-focused lifestyle—affluenl but sensibly so:¥

Shortly afler Hadley MacLean gol married, she and her husband, Doug, agreed that
their old bed had to go. It was a mattress and bax spring on a cheap metal frame, a
relic of Doug’s Harvard days. But Hadley never aniicipated how tough il would be to
find a new bed. “We couldn’t find anything we liked, even though we were willing ta
spend the money,” says Hadley, a 31-vear-old marketing dirsctar. [t turned out to be
rmuch more than just finding a piece of furniture at the righl price. It was a matter of
emotion: They neaded a bed that meshed with their lifestyle—with who they are and
where they are going. The conple finally ended up at the Pottery Bam on Boston's
upscale Newbury Strest, whers Doug fell in love with a mahogany sieigh bed that
Hadley had spotted in the store’s catalog. The couple was so pleased with how preat
it looked in their Dutch Colanial home that they hurried back to the store for a set of
end tables. And then they bought a quikt. And a mirror for the living room. And some
stools for the dining room. “We got kind of addicted,” Hadley confesses.

Marksters also have used personalify variables to segment markets. For example, market-
ing for Honda motor seoaters appears to target hip and trendy 22-year-olds. But it is actuaily
almed at a much broader personalily growp. One old ad, for example, showed a delighted
child bouncing up and down an his bed while the announcer says, “You've been Tying to get
there all your life.” The ad reminded viewers of the euphoric feslings they got when they
broke away from authority and did things their parents told them not to do. Thus, Honda is
appealing to the rebellicus, indepsndent kid in all of vs, In fact, 22 percent of scoanter riders
are retirees. Competitor Vaspa sells more than a quarler of its scoolers to the over-50 set. “The
older buyers are huying them for kicks,” says one senior. “They never had the opportunity to
do this as kids.”1?

Behavicral Begnisniation

" Behavioral segmentation divides buyers into groups hased on their knowledge, aftitedes,

uges, or responsses to a product. Many markelers believe that behavior variables are the best
starting point for huilding market segmeants.

Buyers can be grouped according to occasions when they get the idea to buy,
actually make their purchase, ur use the purchased item. Occasion segmentation can help
firms build up product usage. Far example, eggs are most often consumed at breakfast. But the
American Egg Board, with its “incredible, edible egg” theme, promotes eating eggs at all times
of the day. Tts Weh site offers basic egg Facts and lots of recipes for egp appetizers, snacks, main
dishes, and desserts.

- Some holidays, such as Mother’s Day and
Father’s Day, were originally promoted partly to
increase the sale of candy, lowérs, cards, and
other gifts. And many marketers prepare special
offers and ads for holiday occasions. For exam-

ple, Altoids offers a special “Love Tin,” the
5”"‘3“;’ i : “curicusly strong valentine.” Peeps creates dil-
T e i ferent shaped sugar and fluffy marshmallow
; treats for Easter, Valenline's Pay, Halloween, and
Christmas when it captures most of its sales but
advertises that Pesps are “Always in Season” to
increase the demand for non-holiday occasions,
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fccasion seqmentabion: Peeps creates different shaped marshmallow treats for
special hotidays when it captures mast of its sales but advertises that Peeps are
“Blways in Season” to increase the demand for non-holiday ocrasions.,

: SR A poworful form of segmen-
lr.tii(]l'l is lo g:uup buyers according to the differ-
_ent benefits that they seek from the product.
‘Benefit segmentation requires finding the major
henefits peaple Iook for in the product class, the
kinds of people who look for each henefit, and
the major brands that deliver each benefit.
Champion athletic wear segments its mar-
kets according to benefits that different con-
sumers seck from their activewsar. For example,
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“Fit and Polish” consumers seek a balance hetween function and style—they exercise for
results but want to look good doing it. “Serious Sports Gompetitors™ exsercise heavily and live
in and lave their activewear—they seek performance and function. By contrast, “Value-
Seeking Moms” have low sports interest and low activewsear involvement—they buy for the
family and seek durability and value, Thus, sach segment seeks a different mix of benefits.
Champion must target tha benefit segment or segments that it can serve best and maost prof-
itably using appeals that match each segment's benefit preferences.

Markets can be segmented into nonusers, ex-users, potential users, first-time
users, and regular users of a product. flor example, blood banks cannot rely only on regular
donors. They must alse recruit new first-time donors and remind ex-denors—each will
require different marketing appeals.

Included in Uhe potential user group are consumers facing life-stage changes—such as
newlyweds and new parents—who can be turned into heavy users. For example, P&G
acquires the names of parents-to-he and showers them with product samples and ads for its
Pampers and other baby producis in order to capture a share of their future purchases. It
invites them to visit Pampers.com and join MyPampers.com, giving them access to expert
parenting advice, Parent Pages e-mail newsletters, and coupons and speciat offers.

: - Markets can also be segmented into light, medium, and heavy product nsers.
Heavy users are often a small percentage of the market but zccount for a high percentage of
total consumption, For example, fast-feeder Burger King targers what it calls “Super Fans,”
young (age 18 lo 34), Whupper-wolfing males who make up 18 percent of the chain's cus-
tumers but account for almost half of all customer viaits. They eat at Burger Kiug an average of
16 times & month.!!

Burger Xing targeis these Super Fans openly with ads that exalt monster hurgers contain-
ing meat, cheese, and more meat and cheese that can turn “innies into outies.” It's “Manthem™
ad parodies the Helen Reddy song “1 Am Woman.” In the ad, young Super Fans who are “too
hungry to selile for chick food™ rebel by burning their briefs, pushing a minivan off s bridpe,
chowing down on decadent Texas Douhle Whappers, and proclaiming “Eat like a man, man!”
Although such ads puzzled many a casual [ast-food palron, they really pushed the hungry
buttons of Burger King's heavy users.

Despite claims by some consumers that the fast-food chains ave damaging their health,
these heavy users are exiremely loyal. “They insist they don't need saving,” says ane analyst,
“protesting that they are far from the clueless fatties anti-fast-food activists rpake them out to
be.” Even the heaviest users “would have to be stupid not to know that you can't eat only
burgers and fries and not exercise,” he says,'?

FLh -+ . Anarkst can also be segmented by consumer loyalty. Conaumers can be loyal
ta brands {Tide), stores {Nordstrom), and companies [Toyota). Buyers can be divided into groups
according to their degree of loyalty. Some con-
sumers are completely loyal—they buy eme
brand ail the time, For example, Apple has a
small but almost cultlike following of loyal
nsers:13

It's the “"Cult of the Mae,” and #t's popu-
lated by “macolytes.” Urbandictionary,
com defines & macolyte as “One who is
fanatically devoted to Apple products,
sspecially the Macintosh computer. Also
known as a Mac Zealot.” [(Sample usage:
“rle’s a macolyte; don't even *think* of
mentioning Microsoft within sarshot.”)
How about Anna Zisa, a graphic designer
from Milan who doesn't really like tattoos
but stenciled an Apple tat on her behind.
“It just felt like the most me thing to

- R 22 ' = have,” says Zisa. “I like computers. The
B Consumer loyalty: "Macolytes”—fanaticatly loyal Apple users—helped keep apple looks pood and sexy. All the com-
Apple @float during the lean years, and they are now at the forefront of Appie 5 ments I have heard have bean positive,
burgeoming 1Pod ard iTunes empire, aven fram Linux and Windows users.”
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And then there's Taylor Barcroft, who hag spent the past 11 years traveling the country in
an RV on a mission to be the Mac cult’s ultimate *multimedia historical videographer.”
He poes to every Macwuorld Expo, huge trade shows centered on Lhe Mac, as well as alt
kiuds of ther tach shows—and videotapes anything and everything Apple. He's accie-
mulated more than 3,600 hours of footage. And he's never been paid a dimce to da any of
this, living off an inheritance. Barcroft owns 17 Macs. Such fanatically loyal users helped
keep Apple afloat during the lean vears, and they are now at the forefront of Apple’s bur-
geoning iPvd-iTunes empire. :

Others comsumers are somewhat loyal—they are loyal to two or three brands of a given
product or favor one brand whila sometimes huying athers. Still other buyers show o loyalty
to any brand. They either want something different each time they buy or they buy whatever's
on sale.

A company can learn a lot by analyzing loyalty patterns in its market. It should start by
studying ils own loyal customers. For example, by studying “macolytes,” Apple can better
pinpoint its target market and develop marketing appeals. By studying its less loyal buyers,
the compuny can detect which brands are most competitive with its owzn. By looking at cus-
tomors who are shifting away from its brand, the company can lears about its marketing
weaknasses.

HUsing Wuliiple Ssgmentation Bases

Marketers rarcly limit their scgmentation analysis to only one or a few varigbles. Rather, they
are increasingly using multiple sepmentation bases in an effort 1o identify smaller, better-
defined target groups. Thus, a bank may nol vnly
identify a group of wealthy retired adults but alsa,
within that group, distinguish several segimenls
based on their current income, assets, savings and
risk prefersnces, housing, and lifestyles.

One good example of multivariable segmenta-
tion is “geademographic” segmentafion. Several
buginess information services—such as Claritas,
Experian, Acxiom, and MapInfo—have arisen to help
marketing planners link U.8. Census and consumer
transaction data with consumer lifestyle patterns te
better segment their markets down te zip codes,
neighborhoods, and even houssholds,

One of the leading lifestyle segmentation sys-
tems is the PRIZM NE (New Evolution) system by
Claritas. The PRIZM NE system classifies every
American household based on a host of demographic
factors—such as age, educational level, incume,
occupation, family composition, ethnicity, and
housing—and behavioral and lifestyls factors—such
as purchases, free-time activities, and media prefer-
ences. Using PRIZM NE, marketers can use where
vou live to paint a surprisingly precise picture of
who you are and what you might huy:

You're u 23-year-old first-generation college
graduato, working as 4 marketing assistant
in a small publishing company. Starting on
the bottom rung of the job ladder, you make
just enough money to chip in your half of
the rent for a no-frills, walk-up apartment
you share downtown with an ald college
friend. You drive a one-year-old Kia Specira
and spend your Friday nights socializing at

B Using Claritas” PRIZM NE system, marketers can paint a surprisingly the local nightelubs. Instead of cooking.
precise picture of who you are and what you might buy. PRIZM NE segments you'd much rather order pizza from Papa
carry such exotic names as “Kids & Cul-de-5arcs,” “Gray Power.” “Blue Blood John's and eat a few slices as you watch a

Estates,” “Shotguns & Pickups,” and "Bright Lites il City.” rerun of The Mind of Mencia on Comedy
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Central. Youn spend most Sunday afternoons doing laundry at the local laundromat,
while drinking your usual large cup of coffee from the café down the block and
reading a recent issue of Spin. Yow're living out your own, individual version of the
good life. You'te unique—-not some demographic cliché, Right? Wrong. You're a
prime example of PRIZM NE's “City Startups” segment. If you consume, you can't
hide from Claritas, 1

PRIZM NE classifies U.5. households into 66 unique segments, organized inte 14 differ-
ent social groups. PRIZM NE segments carry suchiexotic names as “Kids & Cul-de-Sacs,”
“Giray Power,” "Blue Blood Estates,” “Mayberry-ville,” “Shotguns & Pickups,” “0ld Glories,”
“Multi-Cubti Mosaic,” “Big City Blues,” and “Bright Lites I'il City.” "Thouse image-triggered
nicknames save a lot of time and geeky technical research terms explaining what you mean,”
says one marketer. “It’s the names that bring the clusters tu life,” says another.’

Regardless of what you call the categories, such systems can help marketers to segment peo.
ple and lacations into marketable groups of like-minded consumets. Each segment exhihits
unique characteristics and buying behavior. For examnple, “Blue Blood Estates” neighborhoods,
part of the Elite Suburbs soctal group, are suburban areas populated by elite, superrich families,
People in this segment are more likely to take a golf vacation, watch major leagne soccer, eat at
fast-food restawrants picked by kids, and read Forfune, In contrast, the “Shotguns & Pickups” seg-
ment, part of the Middle America social group, is populated by rural blue-collar workers and
tamiliss. People in this segrment are rmore likely to gu hunting, buy hard rock musie, drive s GMC
Sierra 2500, watch the Daytona 500 on TV, and read Field & Stream.

Such segmentation provides a poewerful tool for marketers of all kinds. It can help

companies o identify and better understand key customer segments, target them mara effi-

their specific needs.

Segmenting Business Markets

Consumer and business marketers use many of the
same variables to segment their markets. Business

graphically (industry, company size), or by benefits
sought, user status, usage rate, and loyalty status.
Yet, business marketers also use some additional

N ) ttics, purchasing approaches, situational factors, and:
This helps-yoiy - personal characteristics.-By going after segmenls
buy what your instead of the whole market, companies can deliver
int just the right value proposition to each segment
served and capture more value in return.

Almost every company serves at least some
business markets. For exaople, we've discussed
American Express as the “My life. My card.” com-
pany that offers credit cards to end consumers. But
American Express also targets businesses in three
segments—merchauts, corporations, and small busi-
nessas. 1t has developed distinct marketing pro-
grams for sach segment.

In the merchants segmenl, American Express
focuses on convineing new merchants to accept the
card and on managing relationships with those that
already do. For larger corporate customers, the com-
pany offers a corporate card program, which includes
externsive employce expense and travel management
services. It also offers this segment a wide range of
asget management, retirement planning, and finun-

combine and ::ir:h v
witat your siali b

B Segmenting business markets: For small business customers, American rial education services.

Express has created the OPEN: Small Business Metwork, "the one place that's Finally, for small business customers, American

all about small business.”

Expreas has created the OPEN: Small Business

variables, such as customer operatfing characteris- :

ciently, and tailor matket offerings and messages to -

buyers can be segmented geographically, dema-



Intermarket segmentatiar:
Forming segments of

consumers who have similar

neads and buying behavier
even though they are located
* in different countries.
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Network, “the one place that's all abowt small business.” Small business cardholders can
access the network for everything from account and expense management sofrware Lo expert
small business management advice and connecting with other small business ewners to share
ideas and get recomurnendations.i®

Many companies set up separate systams for dealing with larger or multiple-location cus-
tomers, Fur example, Steelcase, a major producer of office furniture, first segments customers
into 10 industries, including banking, insurance, and electronics. Next, company salespeople
work with Independent Steelcase dealers to handle smaller, local, or regional Steelcase cus-
tomars in ecach segment. But many national, multipls-location customers, such as
ExxouMobil or IBM, have special needs that may reach beyvond the scope of individual deal-
ers. 5o Sleelcase uses national accounts managers fa help its dealer networks haadle its
national accounts.

Within a given target industry and customer size, the commpany can segment by purchase
approaches and criterfa. As In nopsumer sepmentation, many marketers believe that' buying
behavior and benefits provide the hest basis for segmenting business markaels.

Sermenting International Markets

Few companies have either the resources or the will to operate in all, or even maost, of ths
countries that dot the globe, Although some large companies, such as Coca-Cola or Soay, sell |
producis in more than 200 countrins, most inlernational firms focos on a smaller set
Opcrating in many countries presents new challenges. Different countries, even those that are
close together, can vaty greatly in thelr sconomic, cultural, and political makeugp. Thus, just
as they da within their domestic markets, international firms naead to group their world mar-
kets into segments with distinet buying needs and behaviors.

Companics can segment international markets using one or a combination of several vari-
ables. They can seginent by -geogruphic Jocation, grouping countries by regions such as
Western Euvape, the Pacific Rim, the Middle East, or Africa. Geographic segmentation
assumes that nations close to one another will have many commeon traits and behaviors.
Although this s often the case, there are many exceptions. For example, although the United
States and Canada have much in common, both differ culturally and sconomically fram
neighboring Mexico. Even wilhin a region, consumers can differ widely. For example, some
U.5. marketers lump all Central and Scuth American countries together, However. the
Deminican Republic is no more like Brazil than Htaly is like Sweden. Many Central and South
Americans don’t oven speak Spanish, including 140 million Portugusse-speaking Brazilians
and the millions in other countries who speak a variety of Indian dialects.

World markets can also be segmented on the basis of economic fucturs. For example,
countries might be graupad by.population income levels or by their gverall level of economic

i~ development. A country’s economic structurs,

shapes its population's product and service .
needs and, therefore, the marketing apportuni-
* ties it offers. Countries tan he segmented by
© political and legal factors such as the type and
stability of povernment, receptivity to foreign
firms, monetary regulations, and the amount of
bureaucracy. Such factors can play a crucial
role in & company’s chojce of which countries
to onter and how. Culfural factors can also be
used, grouping markets according to commaon
languages, religions, values and attitudes, cus-
torms, and behavioral patterns.
Segmarnling internalional markets based on
geographic, ecanomic, political, cultural, and
% other factors assumes that segments should
consist of clusters of countries. Howsever, many
companies use a different approach called
intermarkel segmentation, They form segmenls

Bl Intermarket segmentation: Teans show surprising similarity no matter where of consumers whe have similar needs and buy-
they live—these teens could be from almost anywhere, Thus, many companies ing behavior even though they are localed in
target teens with worldwide marketing campaigns. different countries. For exa.mple, Mercedes-
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Benz targets the world’s well-to-do, regardless of their country. And Swedish furniture giant
IKEA targets the aspiring giobal middle class—it sells good-quality furniture that ardinary
people worldwide can afford.

MTV targets the world's teenagers. The world's 1.2 billion teens have a lot in common;
They study, shop, and sleep. They are exposed to many of the same major issues: love,
crime, homelessness, ecology, and working parents. In many ways, they have more in com-
mon with each other than with their parents, "Last year I was in 17 different countries,”
says one expert, “and it’s pretty difficult to find anything that is different, other than lan-
guage, amnang a teenager in Japan, a teenager in the UK, and a teenager in China.” Says
another, “Global teens in Buenos Aires, Beijing, and Bangalore swing to the beat of MTV
while sipping Coke.” MTV bridges the pap between cultures, appealing to what teens
around the world have in commuon. Sony, Adidas, Nike, and many other firms also actively
target global teens. For example, Adidas’s “Impossible [s Nothing” theme appeals to teens
the world over.*”

Requirementis for Bffective Segmentation

Clearly, there are many ways to segment a market, but not all segmentations are effective. Far
example, buyers of table salt could be divided inte blond and brunette customers. But hair_
colar ebviously does net affect the purchase of salt. Furthermors, if 2l salt buyers bought the
same amount of salt each month, believed that all sall is the same, and wanted to pay the
same price, the company would not benefit frora segmenting this market,

Te be usefal, market segments must be

B, Measurabie: The size, purchasing power, and profiles of the segments can be moasured.
Certain segmentation variables are difficult to measure. For example, there are 32.5 mil-
lion left-handed people in the United States—almost equaling the entire population of
Canada. Yet few products are targeted toward this left-handsd segment. The major prob-
lem may be that the segment is hard lo identify and measure. There are no data on the
demographics of lefties, and the U.8. Census Burcan does not keep track of left-handed-
ness in its swrveys. Private data companies keep reams of statistics on other demographic
segments but not on left-handers,

s Ve GRip & Accessible: The market segmenls can be
T guite 1o car x - .

| ok handert A - effectively reached and served! Suppose a
i ratelogue =

fragrance company finds that heavy users of
its brand are single men and women who
stay out late and socialize a lol. Unless this
group lves or shops al certain places and is
expased ta certain media, its members will
be difficult tu reach.

Substantial: The market segments are large or.
profitable enouph to serve, A segment should
be the largest possible homogenous group
waorth pursuing with a tailured marksting
program. It would not pay, for example, for
an autormnobile manufacturer to develop cars
sspecially for people whose keight is preater
than sevan feet,

B Differentiable: The segments are conceptually

- distinguishable and respond differently to

different marketing mix elemerits and pro-

- grams, If married and wunmarried women

respond similarly to a sale on perfume, they
do nol constitute separate ssgments.

8 Actionable: Lifective programs cen be

‘designed fur attracting and serving the seg-
« ments. Far example, although one smalt air-
B The “Leftie” segment can be hard to identify and measure. As a result, few line identified seven market segments, its
companies tailor their offers to left-handers. However, some nichers such as staff was too smali to develop separate mar-
Anything Left-Handed in the Unitad Kingdom targets this seqment, keting programs for each segment.
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; Market Targeting

Market segmentation reveals the firm's market segment opportunities. The firm now must

~ ovaluate the varions segments and decide how many and which segments it can serve best.

We now look at how companies evaluate and select tarpget segments.

HEvaluating Market Segments

In evaluating different market segrents, a firm must look at three factors: segment sizg and
growth, segment structural attractiveness, and company objectives and resources. The com-
pany musl first collect and analyze data on current segment sales, growth rates, and oxpected
profitability for various segments. It will be interested in segments that have the right size and
growth characteristics. But “right size and growth” is a relative matter. The largest, fastest-
growing segments are not always the most attractive anes for every company. Smaller compa-
nies may lack the skills and resources needed to serve the larger segments. Or Lhey may find
these sogmnents too competitive. Such companies may targat sogments that are smaller and
less attractive, in an ahsolute sense, but that are potentially more profilable for hem,

The company also needs to examine major structural factors that affect long-run segment
attractiveness.1® For example, a sagment is less attractive if it already contains many strong
and aggressive competitors. The exisience of many actual or potential substifute products.
may limit prices and the profits that can he earned in a segment. The relative power of buyers
also affects segment attractiveness. Buyers with strong hargaining power relative to sellers
will try tu force prices down, demand more services, and set competilors apainst cne
anather—all at the expense of seller profitability. Finally, a segment may be less attractive if it
containg pawerful suppliers who can control prices or reduce the quality or quantity of
ordered goods and services.

Even if a segrment has the right size and growth and is structurally attractive, the com-
pany must consider its own objectives and resources. Some altvactive segments can be dis-
missed gquickly because they do not mesh with the company’s lomg-run objectives. Or the
company may lack the skills and resources ngeded (v succeed in an altractive segment, The
company shiould enter only segments in which it can offer superior valun and gain advantages
over competitors,

Selesting Targel Market Segments

After evalnating different segments, the company must now decide which and how many sep-
ments it will target. A target market consists of a set of buyers who share common needs or
characteristics that the company decides 1o serve,

Barause buyers have unique needs and wants, a sefier could potentlally view each buyer
as a separate target market. Ideally, then, a seller ipight design a separate marketing program
for sach buyer. However, although some companies do atterpt to serve buyers individually,
most face larger numbers of sipaller buyers and do not find individual iargeting worthwhile.
Instead, they look fov broader segments of buyers. More generally, market targeting can be car-
ried out at several different levels. Figure 7.2 shaws that companies can target very broadily
(undifferentizted marketing), very narrawly (micromarketing), or somewhere in between (dif

Undifferentiated Marketing
Using an undifferentiated mark&lmg (or mass-marketing] strategy, a firm might decide

“to ignore market segment differences and target tha whole market with one offer. This mass-

marketing strategy focuses on what is comzmon in (the needs of consumers rather tha.n on what

Targeting Targeting
broadly narrowly
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Differentiated (segmented)
marketing

A market-coverage stralegy in
which 3 firrm decides to target
several market segments and
designs separate offers far
each.

is different. The company designs a product and a marketing program that will appeal to the
largest nwnber of buyers.

As noted earlier in the chapter, inosi modern marketers have strong doubts about this
strategy. Difficulties arise in developing a product or brand that will satisty all consumers.
Moreaver, mass marketers often have trouble competing with more-focused Brms that do a
better job of satisfying the neads of specific segments and niches.

Differsptiated Marketing
Using a differentiated marketing (or segmented marketing) strategy, a firm decides to target

. several market segments and designs separate offers for each. Gerneral Motors (riss to produce

a car for every “purse, purpose, and personality.” Gap Inc, has created four different retail
store formats—Cap, Banana Republic, Old Navy, and it's most recent addition, Forth &
Towne—to serve the varied needs of different fashion sepments. And Estée Lauder offers hun-
dreds of different products aimed at carefully defined segments:

Estée Lauder is an expert in creating differentiated brands that serve the tastes of dif-
ferent market ssgments. Five of the top-ten best-selling prestige perfumes in the
United States belong to Estée Lauder. So do eight of the top-ten prestige moakeup
brands. There's the original Estée Lauder brand, with its gold and blue packaging,
which appeals to clder, 501 baby boomers. Then there’s Clinique, the company's
most pupular brand, perfect for the middle-aged mom with no time to wasle and for
younger wamen attracted to its classic free gift offers. For young, fashion-forward
consumers, there’s M.A.C., which provides makeup for clients like Pamelas Anderson
and Marilyn Manson. For the young and trendy, there’s the Stila line, containiog lois
of shimmer and uniquely packaged in clever containers. And, for the New Age type,
there's upscale Aveda, with its salon, makeup, and lifestyle products, based on the
art and science of earthy origins and pure flower and plant essences, celebrating the
connection between Mother Nalure and human nature.®

By offering product and marketing variations te segments, companies hope for higher sales
and a stronger position within each morkat segment. Develeping a stronger position within sev-
eral segmenls creates more total sales than undifferentiated marketing across all segments. Estée
Lauder's comhined brands give it a much greater market share than any single brand could. The
Estde Lauder and Clinique brands alone reap a combined 40 percant share of the prestige cos-
metics market. Similarly, Procter & Gamble markels six different brands of Janndey detergent,
which compete with sach other on supermacket shelves. Yet together, these multiple brands
capture four times the market share of nearest rival Unilever (see Real Marketing 7.1).

But differentiated marketing alsa increases the casts of doing business. A firm usually
finds it more expensive to develop and produce, say, 10 units of 10 different products than
100 units of une product. Developing separate marketing plans for the separate segmeunlts
requires extra marketing research, forecasting, sales analysis, promotion planning, and channcl

Differentiated marketing: Estée Lauder offers hundreds of different praducts aimed at carefully defined

it

segments, from its original Estée Lauder brand appealing to age 50+ baby boomers to Aveda, with earthy
origing that appeat to younger new age types.
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management. And trying to reach different markel segments with different advertising
increnses promotion costs. Thus, the company must weigh increased sales against increased
cnsts when deciding on a differentiated marketing stralegy.

Congentraied Markeiing

A third markel-coverage strategy, cuncentrated marketing (or niche marketing), is especially
appealing when company resources ave limited Instead of going after & small share of a large
market, the firm goes after a large share of one or a few smaller segments or niches. For exam-
ple, Osblkosh Truck is the world’s largest producer of airport rescus frucks and front-loading
concrote mixers. Totra sells 80 percent of the world’s tropical fish food, and Steiner Optical
captures 80 percent of the world's mililary binoculars market.

Through concentrated marketing, the firm achieves a strong market position because of
its greater knowledge of consumer needs in the-niches it serves aud the special repulation it

- acquires. 1t can ‘market more effeclively by fine-tuning its products, prices, and pregrams to

the needs of carefully defined segments. It can also market more efficiently, targeting its prod:
ucts or services, channels, and communications programs toward only consumers that it can
serve best and most prefitably.

Whereas segments are fairly large and normally atiract several competitots, niches are
smaller and may attract only one ar a few competitors. Nicking olfers smaller companiss an
opportunity to compete by focusing their limited resources on serving niches that may be
unimportant to or overlooked by larger competitors. Consider Apple Computer. Although it
once enjoyed a better than 13 percent market share, Apple is now a PC market nicher, captur-
ing less than 2 percent of the personal computer markel worldwide. Rather than competing
head-on with other PC makers as they slash prices and focus on volume, Apple invests in
regcarch and development, making it the industry trendsetter. For example, when the com-
pany infroduced the [Pod and iTines, it captured maore than 70 perceni of the music down-
load market. Such innovation has created a loyal base of consumers who are willing to pay
more for Apple's cutting edge products.?d

Many companies start as nichers to get a foothold against larger, raore resqurceful r‘ompetl-
tars, then grow into broader competitors. For example, Southwest Airlines began by serving
intrastate, no-frills commuters in Texas bel is now one of the nation’s largest airlines. [n con-
trast, as markets changs, some megamarketers develop niche markets to create sales growth. For
example, in recent years, Pepsi has introduced several niche products, such as Sierra Mist,
Pepsi Twist, Mountain Dew Code Red, and Mountain Dew LiveWirs. Initially, these hrands
combined accounted for barely 5 percent of Pepsi's overall soft-drink sales. However, Sierra
Mist quickly blossomed and now is the number two lemon-lime soft drink behind Sprite, and
Code Red and LiveWire have revitalized the Mountain Dew brand. Says Pepsi-Cola North
America’s chief marketing officer, “Thie era of the mass brand has been over for a long time.”2!

Today, the low cost of setting up shop on the Internet makes it sven more profitable to
serva seemingly minuscule niches. Small businesses, in particular, are realizing riches from
serviog small niches on the Web, Here is a “Webpreneur” who achieved astonishing results:

Sixty-three-year-old British artist Jacquie Lawson taught herself to use a computer
only a few years ago. Last year, her online business had sales of over $4 million.
What does she sell? Online cards. Lawson occupies a coveted niche in the slectronic
waorld: a profitable, subscription-hased Web site [www.jacquielawson.com) where
she sells her highly stylized e-cards without a bit of advertising, While the giants—
Hallmark and American Grestings—offer hundreds of e-cards for every occasion,
Lawson only offers asbout 50 in total, the majority of which she intricately designed
herself. Revenue comes sclely ftom members—e1 percent from the United Siates—
wha pay $8 a year. Last year, membership climbed from 300,000 to 500,000 and
the membership rencwal rate is close 19 70 percent. Last December, Lawson's Web
site attracted 22.7 million wisitors, more than douhble that of closest rival
AmericanGreetings.com. Lawson’s success with a busivess model that has stumped
many media plants speaks to both the Internet’s egalitarian natire and her owm stub-
born belief thal deing it Lher way is the right way.??

Concentrated marketing can be highly profitable. At the same time, it involves higher- ©
than-normal risks, Companies that rely on one or a fow segments for a1l of their husiness will
sulfer greatly il the segment lurns sour. Or larger competitors may decide to enter the same
segment with greater resonrces. For these reasons, many companies prefer to diversify in sev-
eral market segments,
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Procier & Gamble is one of the

: world's premier consumer-goods
companies. Some 99 percent of all U.S.
households use at least one of P&G"s more
than 300 brands, and the typical household
regularly buys and uses from cne 10 two
dozen PAG brands.

P&G selis six brands of laundry detergent
in the United 5Stases (Tide, Cheer, Gair, Era,
Dreft, and Ivory Snowd. K also sells six
brands of hath soap (lvory, Safeguard,
Camay, Olay, Zest, and Cld Spica); seven
brands of shampoo (Pantene, Head &
Shoutders,  Aussie, Herbal Essences,
Infusiurm 23, Pert Plus, and Physigue); four
brands of dishwashing detergent {Dawn,
{vory, Joy, and Cascade); three brands each
of fssues and paper lowels (Charmin, Bounty,
and Puffs), skin care products (Olay, Gifistte
Complete Skincare, and Moxzemal, and
decdorant {Secret, Sure, and Qid Spica); and
two brands each of fabric softener {Downy
and Bounce), cosmatics (CoverGirl and Max
Factor), and dizposatie diaperss [Pempers
ard Luvs).

Moragvar, P&G has many additional
brands in each category for different interna-
tional markets. For examnple, it sells 16 differ-

Differentiated marketing: Procter & Gamble markets six different laundry detergents, including :
Tide—each with multiple forms and formulations—that compete with eack other an store shelves. '
‘fet together, these multiple brands capture four times the market share of nearest rval Unitever.

ent iaundry product brands in Latin America and 19 in Europe, the
Middle East, and Africa. {See P&G's Wek site al www.pg.com for a
full ghmpse of the company's impressive dfineup of familiar brands.)
These P&G brands campete with one another on the same super-
market shelves. But why would P&G introduce sgveral brands in ane
category instead of concenirating its resources on a singie feading
brand? Tae answer lies in the fact that different peaple want different
mixes of benefits fram the products they buy. Take laundry deter-

gents as an example. People use laundry detergents to gat their
clothes clean. But they atso wank other things from their detergents—-
such as economy, strength or mildaess, bleaching power, fabric soft-
ening, fresh srell, and lots of suds or only a few. We all want sorme of
every one of these benefits frorm our detergent, out we may have dii-
ferent priorifies for each benefit. To some people, cleaning and
bleaching powsr are most importank, 1o others, fabric softening mat-
ters most; still athers want a mild, fresh scented datergent. Thus,

Micromarketing
The practice af tailoring
products and marketing
programs to the needs and
- wants of specific ingividuals
N _garid-i'dca! customer grolps—
Includes local marfeting ard

Lecal marketing

Taiaring brands ang
promations to the needs and
wants of local customer
groups—cities,
neighborhaads, and aven
specitic stores.

T e e £ TR
HloranmeThe

Differentiated and concentrated marketers tailor their offers and marketing programs to meat
the needs of various markst segments and niches. At the same time, however, they do not cos-
tomize their offers to each individual customer. Micremarketing is the practice of talloring
products and marketing programs to suit the tastes of specific individuals and locatinns.
Rather than sewing a customer in every individual, wicromarksters see the individual in every

. customer. Micromarketing includes loen! marketing and individual markeiing.

Local marketing involves tailoring brands and promotions to the needs
and wants of local customer groups—cities, neighborhoods, and even specific stares. Citibank
pravides different mixes of banking services in each of its hranches, depending on neighbor-
hood demographics. Krager designates its supermarkets as “upscale,” “mainstream.” or
“value” based on cusiomer purchase behavior and adjusts its merchandise to match store cus-
tomer profiles. And Wal-Mart customizes its merchandise store by store Lo meet the needs of
lucal shoppers.

Wal-Mart's real-estate teams deeply research the local customer base when
scouting for locations. Designers then create a new store's format accordingly—
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each segment of laundry detergent buyers seeks a special combina- = Tide Liguid combines all the great stain-fighting qualities you've

tion of benefils. come o expect in Tide powder with the prefreating ease of 3
Procter & Garnsile bas iden:ified at least six important laundry liguid detergeni. Awailable in ariginal and Mountain Soring, Clean

detzrgant segrments, along with numerous subsegments, end has Breeze, Tropical Clean, and Free scents.

developed a different brand desigred to meet the special needs of & Tide with Bleach helps to “clean even the dirtiest laundry without

each. The six brands are positioned for different segments as follows: the damaging effects of chlorine bleach.” Keeps “vour family's

whites whito and cclors bright.” Available in Clean Breeze or
Mountain Spring scents.

fide Liquid with Bleach Affernative is the "smari altarnative o
chlerine bigach.” It uses active enzymies in pretreating and
washing to braak down and ramove the toughest stains while
whitening whites.

Tide with 8 Touch of Downy provides “outstanding Tide clean
with @ touch of Downy softnass and freshness.” Availabis in April
Fresh, Clean Breeze, ard Soft Qcean Mist scents,

Ticte Coldwater is specially formulated fo hefp reduce your energy
Lills by dedivering oufstanding cleaning, even on tha toughest stains,
in cold water, Available in both figuid and powder formuias and in
oy ngw cocl suents —Fresh Scent and Glacker,

Tida HE s spacialiy formulated to urdock te cleaning potential of
high-efficiency washers and pravides exgellent cleaning with the
right level of sudsing. Svaiable in Original, Free, and Clean
Breeze scerts.

Tidle provides “fabyic cleaning and care at its best.” It's the all-
purpase family dotergent that “gets 1o the bottorn of dirt and
stains to help keep your whites white and yeur colors bright.”
Cheeris the “color expert.” ¥ helps pratect against fading, color
transfer, and fabvic wear, with or withowt bleach. Cheer Free is
“dermaialogist tested | | . contzins no irrtating perfume or dye.”
Gain, originaliy PEGs “enzyme” detergent, was repesitionad as
the detargent that gives you “great cleaning power and the smeil
that says clean.” It "clezns and freshens ike sunshine.”

£ra "provides powerful stain removal and preireating for physi-
celly active iamilies.” It contains advanced enzymes 10 fight a
famiy's tough slains and help get the whaole wash clean. Era Max
has three types of active enzymes to help fight many stains that
active farnilies encounier,

feary Snow is "Ringty-ning and forty-four one-hundredths per-
cent pure.” |t provides “mild cleansing benefits far & gentle,
pure, and simple clean.”

Dreft is specially formulated “io kelp clezn tough baby and By segmeniing the market and having several detergeni brands,
toddler stains.” It "rinses out thoroughly, leaving clothes scft next  P&G has an attractive offering for consumers in all impartant preference
tn @ baty's deficate skin.” . groups. As a result, PEG is reaily cleaning up in the $4.9 hillion U3

faundry detergen: market. Tide, by itself, captures a whopping 40 per-
cen: of the detergent market. All PAG brands combined take an impres-
sive 80 percent market share—morz than four times thal of nearest sival
Unitever and much mare than any singie brand could ooiain by itself.”

Within 2ach segment, &G has identified even narrower niches.
For example, you can buy reguiar Tide (in powder or liguid form) or
any of saveral formitations:

fide Poveder helps keep everyday faundry clean and naw. It
comes in regular and special scents: Nide Mouniain Spring (“the
scent of crisp mountain air and fresh wilditowers™); Tide Clean
Dreeze ithe fresh scent of iaundry fine-dried in a clean breeze);
Tide Tropical Clean (a fresh tropical scent); and Tide Free {“has
no scent at all—leaves out the dyes or perfumes”).

Sources: See Leefinn Prescott, "Case Study: Tide Bonsts Traffic
G-Fald," iMedia Conriection, Movember 30, 2005, accessed at

wyww IMediacannecticn.com; Doris de Guzman, "Househsld Products
Struggle,” Chemical Market Reporter, March 20-26, 2006, pp. 4647,
and infarmation accessed at www.pg.com and www.tide.cam,
December 2006,

stores near office parks, for example, conlain prominent istands featuring eeady-
made meals for busy workers. Through its Retail Link program, Wal-Mart works
with suppliers to tailor store merchandise with similar precision. Retail Link
provides both local Wal-Mart managers and suppliers with a two-year history of
every item’s daily sales in every Wal-Mart store. Using Retail Link, Wal-Mart and
its suppliers can determine which merchandise should be stocked when and
where. For example, Wal-Mart stocks about 60 types of canned chili hut rarries
only three nationwide. The resi are allocated according to local Lastes. Similarly,
Wal-Mart uses more than 200 finely tuned planograms (shelf plans) to maich
s0Up assortments to each store's demand patterns. The giant retailer even local-
izes product packaging to match local preferences. For example, Wal-Mart found
that although ant and roach killer sells well in the southern United States, con-
sumers in the northern states are turned off by the word “roach.” After labeling
the pesticide as “ant killer” in northern states, the company has seen sales
increase dramatically.?3

Local marketing has some drawbacks. Jt can drive up manufacturing and marketing
custs by reducing economies of scale, It can also creale logisiics problems as companies fry
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Individual marketing

. Tailorimg producis and

marketing progrems to the
neads and preferences af
irdividual customers—also
labeted *markets-of-one
markeling,” "customized
marketing,” and “one-to-one
marketing.”

to meet the varied requirements of different regional and local markets. Further, & brand’s
overall image might be diluted if the product and message vary too much in diffevent
localities.

Still, as companies face increasingly fragmented markets, and a2 new supporting tech-
nolopies develop, the advantages of local marketing often outweigh the drawbacks. Local mar-
keting helps a company to market more effectively in the face of pronounced regional and
tocal differences in demographics and lifestyles. It also meets the needs of the company's
first-line customers—retailers—who prefer more fine-tuned product assoriments for their
neighborhouwds.

: In the extreme, micromarketing becomes individual marketing—
taiim mg pmduris and marketing programs to the needs and preferences of individual cus-
tomters. Individoal marketing has also been labeled one-fo-one marketing, mass customiza-
tion, and mackets-of-one marketing. .

The widespread use of mass marketing has obscured the fact that for centuries con-
sumers were served as individuals: The tailor custom-made the suil, the cobbler designed
shoes for the individual, the cahinetmaker made furniturs to arder. Today, however, new
technologies are permitting many compaunles to return to customized marketing. More pow-
erful computers, detailed databases, robotic produclion and flexible manufacturing, and
interactive communication media such as s-mail and the Internet—all have combinad to
foster “mass customization.” Mass customization is the process through which firms inter-
act one-to-one with masses of customers to dasign products and services tailor-made to
individual needs. 2!

Dell creates custom-configured computers. Hockey-stick maker Branches Hockey lets
customers choose from more than two dozen options—including stick lenglh, blade palterns,
and blade curve—and turns out a customized stick in five days, Visitors to Nike's NikeID Web
sile cap personalize their sueakers by choosing from hundreds of colors and putting an
erpbroidered word or phrase on the tongue. And at Target's “larget to a T” Web site, cus-
tomers can personalize selected clothing items to “create a clothing look that's all you.” The
Target to a T Web site proclaims: “You'll experience the perfect fit—for your personality, your
lifestyle, your wardrobe, your body—without setting foot in a dressing room.”

Companies selling al kinds of products—from compaters, candy, clothing, and golf clubs
to fire trucks—are customizing their offerings to the needs of individual buyers. Consider this
example:

The LEGO Company recently launched LEGO lactory, a Web site (LEGOFactory.
com) where LEGO fans can “design their own ultimate LEGO model, show it off, and
bring it to life.” Using free, downlaadable Digital Designer software, customers can
croate any strucluce they can imagine, Then, if they decide to actually build their cre-
ation, the software, which keeps track of which pieces are required, sends the
order lo the LEGO warehouse. There,
employess put all the pieces into a
hox, along with instructions, and ship
it off. Customers can even design their
own bexes, The software also lats
proud users share their creations with

Gag starced

Dosigning your oam LEGO medel is

T eqsy! This shart presentotion shaws
how ba downland the saftwre,
vimsign gour model, uplaad your
design gnd ardes your model enine.

others in the LEGO community, one
of the traditional building blocks
of the company's customer loyaity.
The LEGO Factory Gallery fsatures
winning designs and lets users
hrowse and order the inspived designs
of others.?®

Consumer poods marketers aren’t the only
ones poing one-to-one. Business-to-business
marketers are also finding new ways to cus-
tomize iheir offerings. For example, John Deere
manufactures seeding squipment that can be

B Individual marketing: At the LEGO Factory Web site, fans can design their own configured in more than two million versions to

ultimate LEGO madel, show it off, and Dring it to life.

individual customer specifications. The seeders
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are produced ooe at a time, in any sequence, o, a single production line. Mass customization
provides a way Lo stand out against cormpetitors, Consider Oshkosh Truck:

Oshkosh Truck specializes in making heavy-duty fire, airport-rescue, cement, garbage,
snow-removal, amnbulance, and military vehicles. According to one account,
“Whether you need to plow your way through Sahara sands or Buffalo snow, Oshkosh
has vour vehicle, by gosh.” Oshkosh has grown rapidly and profitably over the past
decade. YWhat's its secrel? Mass custumizalion—the ability to perscnalize its products
and services to the needs of individual customers. For example, when firefighters
arder a truck from Oshkosh, it's an event. They travel to the planl to watch the vehi-
cle, which may cost as much as 800,000, take shape. The [irefighters can chaose from
19,000 options. A stripped-down fire truck costs $136,000, but 75 percent of
(shkosh's customers order lots of extras, like hideaway stairs, ladders, special doors,
compartments, and firefighting foam systems for those difficult-to-extinguish fires,
Sorms bring along paint chips so they can customize the color of their [leel. Others are
content just to admira the vehicles, down to the water tanks and hideaway laddars.
“Some chiels even bring their wives; we sncourapge it," says the president of
Oshkosh's firefighting unit, Pierce Manufacturing, “Buying a fire truck is a very per-
sonal thing.” Indeed, Pierce cuslomers ate in town so often that the Holiday Ian
renamed its lounge the Hook and Ladder. Through such customization and, personal-
ization, Oshkosh has pained a big edge over its languishing larger rivals.2®

Unlike mass production, which eliminates the need for human interaction, one-to-one
marketing has made relationships with customers more important than ever. Just as mass
production was the marketing principle of the tweatieth century, mass customization is
beromning a marketing principie for the lwenty-lirst cenlury. The world appears to be coming
full circle—trom the good ald days when customers were treated as individuals, to mass
marketing when nobody knew your name, and back again.

The move toward individual marketing mirrors Lhe trend in consumer self-marketing.
Increasingly, individual customers are taking more responsibility for determining which prod-
uets and brands to buy. Consider twao business buyers with twoe different purchasing styles. The
first sees several salespeople, each trying to persuade him to buy his or her product. The second
sees no salespacple but rather logs unto the Internet. She searches for information on available
products; interacis elecironically with various suppliers, users, and product analysts; and then
makes up her own mind about the best offer. The second purchasing agent has taken more
responsihility for the buying process, and the marketer has had lass influence over her buying
decision.

As the trend toward more interactive dislegue and less advertising monologue cunlinues,
se}f-marketing will grow in importance, As more buyers look up consumer reparts, join
Internet product-discussion [orums, and placo orders via phone or online, marketers will
need to influence the buying process in new ways. They will noed to involve customers more
in all phases of the product development and buying processes, increasing opportunities for
buyers to practice self-marketing.

Choosing ¢ Targeting Strategy
Companies need to consider many factors when choosing a market targeting strategy, Whichk
stratogy is best depends on company resources. When the fizm’s resources are limited, con-
centrated marketing makes the most sense. The best strategy also depends on the degree of
-product variability. Undifferentiated marketing is mare suited for wniform products such as
grapefruit or steel. Products that can vary in design, such as cameras and automobiles, are
more suiled to differentiation or concentration. The product’s life-cycle stage also must be
considered. When a firm introduces @ new product, it may be practical to lyunch only one
wersion, and undifferentiated marketing or concenirated marketing rnay make the most sense.
In the mature stage of the product life cyele, however, ditferentiated marketing begins to make
MOFE SENSE. _
Anather factor is market variobility. If mosi buyers have the same tastes, buy the same
amounts, and react the,same way to marketing efforts, undiffersntiated marketing is appropri-
ate. Finally, competitors' marketing sirategies are important. When competitors use differen-
tiated or concentrated marketing, undifferentiated marketiog can be suicidal. Conversely.
when competitors use undifferentiated marketing, & firm can gain an advantage by using dif-
forentiated or concentrated marketing,
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Socially Responsible Target Marketing

" Smart targeting helps companies to be more efficient and effective by focusing on the sep-
ments that they can satisfy best and most profitably; Targeting also benefits consumers—
gompanies reach specific groups of consumers with offers carefully tailored to satisfy their
needs. However, target marketing sometimes penerates conlroversy and concern. The biggest
issues usnally involve the targeting of vulnerable or disadvantaged consumers with contro-
versial or potentially harmful products.

For example, over the years, the cereal industry has been heavily criticized for its mar-
keting efforts directed toward children. Children make up almost half of the $8.9 billion T1.5.
cereal market. Critics worry that preminm affers and high-powered advertising appeals pre-
senled through the mouths of lovable animated characters will overwhelm children’s
defenses. The marketers of toys and other children's products have been similarly battered,
uften with good justification.”

Other problems arise when the marketing of adult products spills over intothe kid
segment—inientionally or unintentionally. For example, the Federal Trade Gommission
{FTC) and citizen action groups have accused tobacco and beer companies of targeling under-
age smokers and drinkers. For instance, a recent Adbowl poll found that, in the most recent
Super Bowl, Bud Light and Budweiser ads ranked first through fourth in popularily ameong
viewers under ape 17.28 Some critics have even cailed for a complete ban on advertising to
children. To encourage responsible advertising, the Children’s Advertising Review Unit, the
advertising industry's self-regulatory agency, has published extensive chJ_[d_ren s advertising
guidelines that recognize the special nesds of child audisnces.

Cigaretts, beer, and fast-food marketers -have also generated much contraversy in
Tecent years by their attempts to target inner-city minority consumers. For example,
Mclonald’s and other chains kave drawn eriticism for pitching their high-fat, salt-laden
fare to low-income, urban residents who are much more likely than are suburbanites to be
heavy consumers. Similarly, R.J. Reynolds took heavy flak in the early 1990s when it
announced plans to market Uptown, a menthol cigarette targeted toward low-income
blacks. Tt quickly dropped the brand in the face of a lond public sutery and heavy pressure
from black leaders.

The meteoric growth of the Internet and other Caref‘uﬂy targeiad direct media has raised
fresh concerns about potential targeting abuses. The Internet allows increysing refinerment of
audiences and., in turn, more precise targeting. This might help makers of questionable prod-
ucts or deceptive advertisers to more readily victimize the most vulnerahle andiences.
Unscrupulous marksters can now send tailor-made deceptive messages directly to the com-
puters of miliions of unsuspecting consurmers. For example, the FBI's Internet Crime
Complaint Center Web site zlene received more than 231,000 complaints last year, an
intrease of more than 85 percent over the past two years.2?

Not all aftempts 1o target children, minorities, or other special segments draw such criti-
cism, I fact, ieost provide benefils to targeted consumers, For example, Colpate makes a largs
selection of toothibrushes and toothpaste flavors and packages for children—{rom Ceolgale
Barbie, Blues Clues, and SpongePob SguarePants Sparkling Bubble Fruit toothpastes ta
Colgate LECO BIGNICLE and Bratz character toothbrushes. Such products help make tooth

brushing more fun and get children to brush
PR longer and more often.
‘the multlethmc ousmeﬁc:.ﬁné R Amarica.fx Gul apPIOp riatejly targats mm ority
La ligne de maqmuagg mubiethnique - - : consumers with African Awerican, Mexican, and
© MNoké up vour mindl American Indian versions of its highly acclaimesd
I G_D_‘GLH@ dUSuGCO‘? : dolls and books. And Nacara Cosmetiques mar-
: 0 1 kets a multiethnic cosmetics Hne for “ethnic
wornen who have a thirst for the exotic.” The line
is spacially formulated ta complement the darker
skin tones of African American wornen and dack-
skinned women of Latin American, Indian. and
Caribbean grigins.
Thus, in larget marketing, the issue is not
really wha is targsted but rather how and for-
-what. Controversies arise when rnarketers
; ; . < atternpt to profit at the expense of targeted
B Most target marketing benefits both the marketer and the consumer. Nacara “segments—when they unfairly target vulnera-
Cosmetiques markets cosmetics for “ethnic wamen who have a thirst for the exotic.” ble segments or target them with questionable
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and performance.

ositioned as a very high-performance SUV with a price tag

trrent H1' Alpha toward u small segment of well-off rupged
L Web site, “the H1 was built around oue ceniral philoso-
2! off-road vehicle ever made available to the civilian mar-
2u apart, but truly sets you frae.”
onted toward performacce., the Hummer H2 is positioned as
Sonably priced luxury SUV. The Hz is targeted toward a
Professionals. “In a world where SUvs have begun to
IO‘TE handles and mushy seats, the H2 proves that there
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FIGURE 7.3
*Positioning map: Large
hoary SUVs
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The differentiation and positioning task consists of three steps: identifying a set of possi-
ble enstorner value differonces that provide competitive advantages upon which to build a
position, choosing the right competitive advantages, and selecting an overall positioning
strategy. The company moust then effectively communicate and deliver the chogen pesilion to
the market.

Identifying I‘ saibie Value Differences
Fnd

and Uompstitive Advanisges

To build proﬁtable relationships with target customers, marketers must understand customer
needs better than competitors do and deliver more customer valne. To the extent that a company
an differentiate and position jtself as providing superior value, it gains competitive advantage.

But sclid positions cannot be buiit on empiy promises. If a company positions its product
as offering the best quality and service, it must actually differentiate the product so that it
delivers the pramised quality and secvice, Comparnies most da much more than simply shout
out their positians in ad slogans and taglines. They must first Jive the slogan. Far example,
when Staples’ research revealed that it should differentiate itself on the busis of “an sasier .
shopping experience,” the office supply retailer held back its “Staples: That was easy” mar-
keting campalgn for more than a year. First, it remade its stores to actually deliver the
promised positioning (sec Real Marketing 7.2).

To find poicts of differentiation, marketers must think through the customer’s entire
experience with the company’s product or service. An alert company can find ways to differ-
enliate itself at every customer contact point. In what specific ways can a company differenti-
ate itself or its market offer? It can differentiate along the lines of product, seivices, channels,
people, or image.

Product differentiation takes place along a continuum. At one extreme we find physical
products that allow little variation: chicken, steel, aspirin. Yet even here some meaningful dif-
fersntiation is possible. For example, Perdue claims that its branded chickens are _hetter—-—
fresher aud more tender—and gels a 10 percent price premium based on this differentiation.
At the other extreme are products that can be highly differentiated, such as antomobiles,
clothing, and farniture. Such products can he differentiated on {eatures, performance, or style
and design. Thus, Volvo provides new and hetter safety features; Whirlpool designs its dish-
washer to run maore quietly; Bose positions its speakers on their striking design and sound
characteristics. Similarly, companies can differentiate their products on such attributes as
consistency, durability, reliability, or repairability. -




Chapter 7 Customer-Driven Marketing Strategy: Creating Value for Targel Customers

205

These days, Staples reslly & riding the easy hutton. But

2 oniy five yedrs ago, things weren't s0 easy for the office-
supply superstore—ar for its custamers. The ratic of customer com-
plaints tu compliments was running an abysmai eight o one at
Staples sicres. The company’s siogan—"Yeah, we've got that"---had
pecome laughable. Cusicmers griped that items were often out of
sinck and said the sales staff was unhelpful to boot.

After weaks of focus groups 2nd interviews, Shira Gocdman,
Staples’ exgcutive ¥P far marketing, had a revelation, “Custamers
wanted an easier shopping experiance,” she says. Thal simple roeve-
|ation Bas resulied in are of the most successiul marketing cam-
paigns in recent history, built asound he now-familiar “Staples: That
was casy” tagline. But Staples’ positioning turnarcund took a lot more
than simply bombarding customers with a new slogan. Before it
could promise customers a simplified shopping experience, Staples
had ta actually deliver onz, First, it had to fee the siogan.

Waen it launched in 1986, Stapies ail but invented the office-
supoly supersicre. Targeting small and medium-size businesses, it

aimed ta seil averything for the office under one raof, Bui by tee mid- -

19905, the marsetplace was crowded with relzilers such as Office
Dapot, not to rmention Target, Wal-Mart, and a siew of other anline
and offlineg sellers. Partly a3 g result of that competition, Staples’
same-siare sales foll for the first time in 2001

Customer research conducted by Goodman and her team
revzaled that although shoppers expecied Staples and its compet-
tars to have everything in stock, they placed little importance on

' orice, Instead, customers overwhelmingly requested a simpfe,
straighforward shopping experience. “They wanted knowledgeable
an nelpful 2ssockaies and nassle-free shopping,” Goodman says.
The "Staples: That was easy” tagline was the simple—yet inspired—
outgrowth of that realizaticn,

The slogan, however, was kepl under wraps untit the company
could give its sforcs a major makeoves. Staples removed from its inven-
tory some 800 suparfluaus items, such as Brithay Spears backpacks,
that had littke use in the corporate world. Gffice chairs, which had been
displayed in the rafters, were mover to the foor so custerners could try
hem out. Staples alsa added larger signs ard retrained sales associ-
ales to walk shappars o the corrert aisle. Because customers ravealed
that the availability of ink was one of their biggast concerns, the com-
pany infroduced an in-stocck guarantze on printer carlridges. Even
communications were sirrplified—s four-paragrapn letter sent to
nrospective customers was cut to lwo sentences,

Only when all of the cusiomar-experience piecss were in place did
dtaples begin communicating its aew positioning fo custcmers. |t
took about 2 vear Lo get the stores op to snuff, Goodman says, but
‘orce we felt that ihe experience was significanily easier, we
changed the agline,”

For starters, the company hired a new ad agency, McCann-
Ericksar Warldwide, which had zlso created MasterCard's nine-year-
oic "Priceiess” carpaign. A greup of MeGann copywriters and art
directors held a marathon araimstorming session to fing ways 1o illus-
frate the concept of "=asy.” As the creative session dragged or, the
group's creative director mentiored how nice itwould be if she could
just push a button to come up with a great ad, so they could go to
lunch. The Easy Buifon was born. "if ook an amorphous concept
and made it tangibie,” Goodman says.

Now there’s
easy buiton for
your business.

I's called Staples.

Wkt 3t L nbea IF daiy tashe amng 1l aftea nod g litllo eazier? Whok b
0 SAGD SEgied, i wdl BE 08 £05y 3% — will - pressing 3 Eullon, Wisil u ot
Ehpll:s ocnfensy (6 fird tchwiat e Eesy Bultone® 2an do fee voa Yooy

et b tha‘r was easy
The ”Staples That was easy” imarkebing campaign has played a major
rele in reposttioning Staples. But marketing promises count for little #
not backed by the reality of the custamer expedence.

The Easy Button soon birlhed a siring of humorous and popular
telovision commercials, which sremiered in January 2005 and alsc
aired during the Super Bowl a macth laier. In cne spot, calied "The
Wall," an ermperdr Uses the bitton to erect & giant barrier as maraud-
ers apprcach; angther shows an office warker causing printer car-
tridges ta rais down from above. Online, Staples created a down lozd-
able Zasy Button ioolbar, which took shappers directly from thair
desktops to Siapies.com, and billaoards reminded commulars that
an Easy Button would be helpful in snarled traffic.

As a resuit of the advertising onslaught, cusiomers began asking
about buying real Easy Buttons, so Staples again took the cue. I
began selling $5 three-inch red plastic buttons that when pusted say
“Thal was easy.” Staples promised to deazle §1 millicn in button
profiss o charity sach year, and oy mid-2006, it had sold its millionth
huiton. By selling the Easy Buiton as a sort of madern-day stress bell,
Stapies nas furnec its customars intg advertisers. Homegrown
movies starring ihe button have appeared on video-sharing site

(continues)
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YouTube, and = blogger at Sexy Red-Headed Muns hacked the but-
fon to creale a garage door opener; the post was picked up by
Digg.com and other sites. “The Easy Buttan is bigger than its cate-
gory," says a McCann execuiive creative director,

In all, the repasitioring campaign has met with striking success. The
five-year rebranding odyssey has helped make $16.1 hilkicn Staples the
runaway leader in office retail, 0 addition to the viral success of the but-
tons, Staples says customer recall of its advertising has doubled to
aboui 70 percent, cormpared with the industry average of 43, Last year,
Staples’ profits were up 18 perceni—in a year when competitor Cffice
Uepof’s earnings slid 18 percent and OfficeMax posted a loss of $73.8
rnillion. According to Goodmean, Staples now receives twice as many
compliments as complaints at its stares.

Mo douht abaout i, the "Staples: That was easy” marketing cam-
paign has played a major role in reposilioning Staples. Beyond
pulling customers o the company's stores and Web site, the Easy
Button seems to have insinuated itself into popular culture, But mar-
keting promises count for litthe if not hacksd by the reality of the cus-
tomer experience. Markating VP Goodman atfiibutes Staples’ recent
success more 1o the easy-does-it push within stores than to the “Thag
was easy”’ catchphrase and campaign. “What has happaned at the
giore has done maore {o drive the Staples brand than ail the marketing
in the world,” she says.

Source: Adapied from portions of Michael Myser, "Marketing Made
Easy,” Business 2.0, June 2036, pp. 43-44.

Beyond differentiating its physical product, a fizmm can also differentiate the services
that accompany the product. Some companies gain services differentiation through speedy, -
convenient, or careful detivery. For example, Commerce Eank has pesiticned itself as “the
meost convenient bank in America”—it romains open seven days a week, inclnding
evenings, and you can get a debit card while you wait. Installation service can also difforen-
tiate one company from ancther, as can repair services. Many an auiomobile buyer will
gladiv pay a little more and travel a litile farther to buy & car from & dealer that provides top-
notch repair services.

Some companies gain service differentiation by providing customer training service.or
consulting services—data, infotmation systems, and advising services that buyers need.
McKessun Corporalion, a major ¢rug wholesaler, consulls with its 12,000 independsnt
pharmacists 1o help them set up accounting, inventory, and computerized ordering sys-
tems. By helping its custoipers compete belter, McKesson gains greater customer loyalty
#nd sales.

Firms that practice channe! differentiction gain competitive advantage through the way
they design their channels coverage, expertise, and performance. Amazon.com, Dell, and
GEICO sot themsalves apart with their smoath-functicning direct channels. Catarpillar's suc-
cess in the construclivo-equipmesal industey is based on superior channels. Its dealsrs world-
wide are reniowned for their first-rate service.

Companies can gain a sirong competitive advantage through people differentiotion—
hiring and training better pecople than their competitors do. Disney people are known to be
friendly and upbeat. And Singapore Airlines enjoys an excellent reputation, largely because
of the grace of its flight atlendants. Peouple differenliation requires that a company select its
customer-contact people carefully and train them well. Far sxample, Disney trains its theme
park people thoroughly to ensure Lhat they are competent, courteous, and frisndly—from the
hotel check-in agents, to the monorail drivers, to the rids attendants, to the people who sweep
Iain Strest USA. Each employes is carefully trained to understand customers and to “make
people happy.”

Even when competing offers look the same, buyers may perceive a difference based on
company or brand image differentiation. A company or brand image should convey the prod-
uct’s distinctive benefils and positioning. Developing 4 strong and distinctive image calls for
creativity and hard work. A company cannot develop an image in the public’s mind overnight
using only a few advertisements. If Ritz-Carlton means quality, this image must be Supported
by everything the company says and does.

Symbals—such as the McDonald's golden arches, the Prudential rock, the Nike swuush.
or Google's colorful logo—can provide strong company or brand recognition and image differ-
entiation. The company might build a brand arcund a famous person, as Nike did with its Air
Jardan basketball shoss and Tiger Wonds golfing products. Some compantes even become
assaciated with colers, such as TBM (blue}, UPS (brown), or Coco-Cola (red). The chosen sym-
bols, characters, and ather iinage elements must be communicated through advertising that
conveys the company’s or brand's personality. -
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People differentiation: Singapore Airlines enjoys an excellent reputation, largely because of the grace of its ﬂ1ght attendanfs

Choosing the Bight Dowpsiitive Advaniages
Suppose a company is fortunate enough to discover several potential differentiations that pro-

vide competitive advantages. It now must choose the ones on which it will build its position-
ing strategy. It must decide how many differences to promote and which cnes.

: Lo Many marketers think that companies shonld apgres-
51vei3 promcate on.lv one benefit to Lhe ta.rget market. Ad man Rosser Reeves, for exampls, sald a
company should deve]op a unigue selling propositiva (USP} for each brand and stick to it Each
brand should pick an attribute and tout itself as “number one” en that atizibute. Buyers tend ta
remember number one better, especially in this overcommunicated society. Thus, Crest toothpaste
consistently promotes its anticavity protection and Wal-Mart promotes its always Inw prices.

Uther marketers think that companies should position themselves on more than one dif-
ferontiator. This may bhe nocessary if two or more firms are claiming to be best on the same
attribute. Today, in a time when the mass market is fragmenting into many small segments,
companies are trying to broaden their positioning strategies to appeal to more segments. For
example, Unilever inlroduced the first three-in-onc har soap—Lever 2000—offering cleansing,
dendorizing, and maisturizing benefits. Clearly, many buyers want all three benefits. The chal-
lenge was to convince them thal one brand can deliver all three. fudging fram Lever 2000's out-
standing succass, Unilever easily met the challenge. Flowever, as companies increase the nom-
ber of claims for their brands, they risk disbslief and a loss of clear positioning,

: ' Mot all brand differences are meaningful or worthwhile:
not every dlf‘ference ma_kes a goad differentiator. Each difference has the potential to create
compary costs as well as customer benefits. A dilference is worth establishing to Lhe exlent
that it satisfies the fallowing criteria:

8 Impartant: The difference delivers a highly valued benefit to target buyers.

A Distinctive:; Competitors do not offer the differance, or the company can offer it in a more
distinctive way.

B Superior: The difference is superior to other ways that customers might abtain the same
benefit.

Communicable: The diffsrence is communicable and visible 1o buyers.
Preemptive: Competitors cannot easily copy the difference.

B B =

Affordable; Buyers can affard to pay for the difference.

Profitable: The company can intraduce the difference profitably.

Many companies have infroduced differentiations that failed one or more of these tesls.
When the Westin Slambord Hotel in Singapore once advertised that it is the world's tallest
hotel, it was a distinetion that was nat important to most tourists—in fact, it turned many off
Polareid’s Polarvision, which produced instantly developed home movies, hombed tco.
Although Polarvision was distinetive and sven preemptive, it was inferior to another way of
captaring motion, namely, camcorders. Thus, chansing competitive advantages upon which
to position a product or service can be difficult, yet such choices may be crucial o sucgess.
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. Vahue propasition

- The full posidoning of a
Brand—the full mix of
benefits upon which it is
positioned.

Belecting an Overall Positioning Sirategy

The full positioning af a brand is called the brand's value proposition—the Foll mix of bene-
fits upon which the brand is differentiated and positioned. [t is the answer to the customer’s
question "Why should I buy your brand?” Volve's value proposition hinges on safety but also
includes reliability, roominess, and siyling, all for a price that iz higher than average but
seams fair for this mix of benefits,

Figure 7.4 shows possible value propositions upon which a company might position its
products. In the tigure, the five green cells represent winning value propositions—differentiation
aud posjtioning that gives the gompany competitive advantage. The red cells, however, represent
losing value propositions. The center yellow cell represents at hest a marginal proposition:In the
tollowing sections, we discuss the five winning value propositions upon which cormpanies can
positidn their preducts: more for mors, more for the same, the same for less, less for much less,
and more for less.

ERE “More-for-more” pasitioning involves pmwdmg the most upscale product
ar service and charging a higher price to cover the higher costs. Ritz-Carlton Hotels, Mont
Blane writing instruments, Mercedes autoemabiles, Viking appliances—each ¢laims superior
guality, craftsmanship, durability, performance, or style and charges a price (0 malch, Nol
only is the market offering high in quality, it also gives prestige to the buyer. Tt symhaoiizes
status and a leftier lifestyle. Often, the price difference exceeds the actual increment in
quality.

Sellers offering “only the best” can be found in every product and service category, from
holels, restaurants, food, and fashion to cars und household appliances. Consumers are some-
times surprised, oven delighted, when a new competitor enters a category with an unusualiy
high-priced brapd. Starbucks coffee entered as a very expensive brand in a largely commodity
categary, Dyson came in as a premium vacuom clesner with a price to match, touting *No
clogged bags, no clogged tilters, and no loss of suction means only one thing. it’s 2 Dyson.”

In general, companies should be on the luckout for opportunities te introduce a “more-
for-more” brand in any underdeveloped product or service category. Yet “more-for-mure”
brands can be vulnerable, They oflen invite imitators who claim the same guality but at a
lower price. Luxury goods that sell well during good tires may be at risk during economic
downturns when huyers becoine nore cautious in their spending.

Companies can aitack a competitor's more-for-more positioning by
mtmducmg a brand offering compa:ab]e quality but at a lower price. For example, Toyata
introduced its Lexus line with a “more-foi-the-same” value proposition versus Mercedes and
BMW. Its first ad headline read: “Perhaps the first time in history that rading a $72,000 car for
a $36,000 car could be considered trading up.” It cormmunicated the high quality of its new
Lexus through rave reviews in car magazines and through & widely distributed videotape
showing side-hy-side comparisons of Lexus and Mercedes autnmobiles. It published surveys
showing that Lexus dealers were providing customers with better sales and service experi-
ences than were Mercedes deaterships. Many Mercedes owners switched to Lexus, and the
Lexais Tepurchase rate nas been 50 percent, twice the industry average,

FIGURE 7.4 - Price
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B tess-for-much-less positionfng: Southwest has positioned itself firmly as the
no-frills, low-price airline. But no frills doesn’t mean drudgery—Southwasts
cheerful emplayess go out of fheir way to amuse, surorise, ar samehaw entertain

passengers.
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Offering “the same for less” can be a powerful value proposition—
everyone likes a good deal. For example, Dell offers equivalent quality computers at a
lower “price for performance.” Discounts stores such as Wal-Mart and “rategory killers”
suck as Best Buy, Circuit City, and Sportmart also use this positioning. They don't claim to
offar diflerent or bettar products. Instead, they offer many of the same brands as depart-
ment stores and specialty stores but at deep discounts based on superior purchasing power
and lower-cosl operations. Other companies develop imitative but lower-priced brands in
an effort to lure customers away from the market leader. For example, AMD makes less-
expensive versions of Intel's market-leading microprocessor chips.

A market almosi always exisis for products that offer less and therefore
cost Inss. Few people need, want, or can afford “the very bast” in everything they buy. In
many cases, consumers will gladly settle for less than optimal perforimance or give up some of
the bells and whistles in exchange for a lower price. For example, many travelers seeking
lodgings prefer not to pay for what they consider unnecessary extras, such as a pool, attached
restaurant, or mints on the pillow. Huiel chains such as Ramada Limited suspend some of
these amenities and charge less accordingly.

“Less-for-much-less” positioning involves meeting consumers' lower performance ar
quality requirements at a much lowear price. For example, Family Dallar and Dollar General
stares offer more affordable goods at very low prices. Bam's Club and Costoo warehonse stores
offer less merchandise selection and consistency and much lower levels of service; as a resuly,
they charge rock-bottom prices. Southwest Airlines, the nation’s most consistently profitable
air carrier, also practices less-for-much-less positioning.

From the start, Southwest has positioned itself firmly as the no-frills, low-price aiz-
lins. Southwest’s passengers have learned to fly without the amenities. For example,
the airline provides no meals—just peanuts. It offers no first-class section, only
three-across seating in all of its planes. And there's no such thing as a roserved seat
on & Southwest fight. Why, then, do so many passengers love Southwest? Perhaps
mosl importantly, Southwest excels at
the basics of getting passengers whera
they want to go on time, and with their
luggage. Beyond the basics, however,
Southwest offers shockingly low
prices. In fact, prices are so low that
when Southwest ealers a marke!, 0t
actually increases total air traffic by
attractiog cusiomers who might other-
wise travel by car or bus.

No frills and low prices, however,
don’'t mean drudgery. Southwsst's
cheerful employees go out of their way
to amuse, surprise, or somehow anter-
tain passengers. l'or example, veteran
Southwest fliers know to listen vp to
announcements over the intercom. On
one recent flight, a flight attendant
offered the following safety advice: “In
the unlikely event of a sudden loss of
cabin pressure, oxygen measks wiil
descend from the ceiling. Stop scream-
ing, grab the mask, and pall it over
your face. If you have small children traveling with you, sscure your mask before
assisting with theirs. If you are traveling with twe small children, decide now
which one you love mare.” One analysl sums up Southwest’s bess-for-much-less
positioning this way: “It is not luxurious, but it's cheap and it's fun.”

Of course, the winning value proposition would be to offer “more for less.”
Many companies claim to do this. And, in the short run, socme companies can actually
achiove such lotty positions. For example, when it first opennd for business, Home Depot had
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Positioning statement
A statement that summarizes
company or brand
positoning—it takes this
form: Yo ftarget segment and
need) our (brand) is

- feoricept) that {point of
difference).

arguably the best product selection, the best service, and the lowest prices compared to local
hardware stotes and other home improvement chains.

Yot in the long run, companies will find it very difficult to sustain such best-of-both posi-
tirning. Offering more usually costs more, making it difficult to deliver on the “for-less”
promise. Companies that try to deliver both may lose out to mere focused competitors. For
example, facing determined compstition from Lowe's stares, Home Depot must now decide
whether it wants to compete primarily on superiur service or on lower prices.

All said, sach brand must adopt a positioning strategy designed to serve the needs and
wants of its (arget markets. “Mare for more” will draw one target market, “less for much less”
will draw another, and so on. Thus, in any market, there is nsually room for many different
companies, each successfully occupying differsut positions. The important thing is that each
company must develop its own winning positioning strategy, one that makes it special to its
tarpet consuUMers.

Developing a Positioning Sialement

Company and brand pesitioniog should be summed up in a positivning statement. The state-
ment should follow the form: To ftarget segment and need) our {brand} is fconcept) that {point
of difference).’ For example: "To busy, mobile professionals who need to afwuys be in the
loop, BlackBerry is a wireless connectivity solution that allows you to stay connecied to data,
peeple, und resources while on the go, easily and reliebly—more so thon competing technolo-
gies.” Sometimes a positioning statement is more detailed:

To young, active soft-drink consumers who have little time for sleep, Mountain Daw
is the soft drink that gives you maore energy than any other brand because it has the
highest level of caffeine. With Mountain Dew, you can stay alert and keep going even
when you haven't besn able to get 2 good night's sleep.

Note that the positioning first states the product’s membership in a category (Mountain

Dew is a soft drink) and then shows its point of difference from: other members of the category

{(has more caffeine). Placing 4 brand. in a specific category suggests similarities that it might
share with other products in the category, But the case for the brand’s superiority is mads on
its poinis of difference.

Sometimes marketers put a brand in a surprisingly different category before indicating
the points of diffsrence. DiGiorno is a frozen pizza whose crust rises when the pizza is heated.
But instead of putting it in the frozen pizza category, the marketers positioned it in the deliv-
ered pizza category. Their ad shows party guesls asking which pizza delivery service the hast
usad. But, says the host, “It's not delivery, it's DiGlorna!™ This helped highlight DiGiorno’s
fresh qualily and superior taste over the normal frozen pizza,

Communicaiing and Delivering the Chosen Position

Once it has chosen a pesition, the company must take strong steps to deliver and communi-
cate the desired pusilion to target consumers. All the company’s marketing mix efforts must
support the positioning strategy.

Positioning the company calls for concrete action, not just talk. If the company decides

to build a position on better quality and serviee, it must [irst deliver that position. -

Designing the marketing mix—produst, price, place, and promotion—involves working
out the tactical dstails of the positioning strategy. Thus, a firm that seizes on a more-for-
more position koows thal it must produce high-quality products, charge a high price, dis-
tribute through high-quality dealers, and advertise in high-quality media. It must hire and
train more service people. find retailers who have a good reputation for service, and
Jdevelop sales and advertising messages that broadeast its superior service. This is the only
way to build a consistent and believable more-for-more position.

Companies often find it easier to come up with a good pesitioning strategy than to imple-
ment it. Establishing & position or changing one usually takes a long time. In contrast, posi-
tions thal have taken years to build can quickly be lost. Once a company has built the desiced
position, it must take care to maintain the position through consistent performance and com-
munication. It must closely monitor and adapt the position over time to match changas in
consumer needs and competitors' strategles. Howsver, the company should avoid abrupt
chanpes that might confuse consuners. Instead, a product's position should evolve gradually
as it adapts to the ever-changing marketing environment,
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= Heviewing the Concepis

In this chapter, you've learned about the major elements of a customer-
driven markeling straiegy: segmention, tsrgeting, differentiation, and
positioning. Marketess know that they cannot appeal to all Buyers in their
markels, ar al keast net ko 2il buyers in the same way. Buyers are tao
numerous, oo widely scatterad, and teo varied in their needs end buying
practices, Therefore, most companies foday practice farget marketing—
identifving market sepments, selecling ane or more of them, and dews|-
oping products and marketng mixes kilored to each.

1.

DGefine the major steas in designing & customer-driven marketing stratepy:
masket segmentation, targeting, differentiatian, and positioning.
Customer-driven markating strategy begins with selacting which cus-
tomers ko serve 2nd deciding on a value prapasifion fhat best ssrves
tha targeted customers. bt cansists af four steps. Mariet scgmentation
is the act of dividing a market inta distincl groups of buyers with dif-
ferent needs, charactaristics, or behaviors wha might require separate
products or markeling mixes. Once the groups have been identified,
market targsting evatuates each market segment's atiractiveness and
selects one ar more segments 0 serve. Markst fargeting consists of
desipning steategies to build the rightt refatiorships with the fght cus-
fomears. Differentistion invalves actually differentiating the market
offering 0 create superior customar value. Positioning consists of
sositioning the market offering in the minds of target customers.

. List and discuss fhe major bases for segmenting consumer and business

earKets.
Thers is ra single way to segment a market. Therefore, the marketer
trias different variahies to see which give the best segmeniation
oppostunibes. For consurmer markebing, the majar segrentation vari-
akbles are gecgraghic, demograpbic, psychographic, and behavioral,
I gaographic segmentation, the market i§ divided into different gao-
graphicai units such as nations, regions, slates, counties, cilies, or
neighboshoods. In demagraphic seamantation, the market is divided
intd grougs based on dempgra phic varizbles, ncluding age, pender,
family size, family ife cyqle, income, eocupation, education, religion,
race, generation, and nationatily. In psychographiic segmerdation, the
market is dwided into different groups based on sociail class, Efastyle,
or personakty charectenstics, I hehavioral segmentation, the market
Is diviced into groups basec on consumers knowledge, attitudes,
dSES, OF responses to @ product.

Baysiness marketers use mary of the sarna variables to sepment
their markets. But business markats also can be segmoented by busi-
ness caasumer demographics (industry, compaay sizel, eperaling

E Reviewing the ey Terins

characlenstics, purchasing approdches, situational faciors, and per-
sonal characteristics. The effectiveness of segmeniation analysis
deperds on finding segments that are measurable, accessibie, sub-
slantial, differentiabie, and achionailz.

. Explain how companies identify attractive markat segments and cheose

& narket targeting strategy.

To targzt tha best market segments, the company first evaluates each
segrnenl’s size and growth characieristics, structural atractveness,
and compaiibility with company objectives and resources. It then
chooses one of four market targeting stralegies—ranging fram very
broad ta wery narrow tzrgeting, The seller can ignore segmert diffes-
ences and targe! brozdly using ungifierentisled (or mass) marketing.
This invalves mass prorucing, mass distributing, and mass pramoting
about the same producs in about the same way to all cansumers, O
the sefler can adopt gifferentiafed merkeling—developing different
market oifers for saveral segments. Concentraled markeling (er niche
markating) involves facusing on anly cne or a few market segments.
Finally, micromarkeiing is the practice of taitoring products and mar-
keting =ragrams o suit the tastes of specific individuals aad locations.
Micromarketing includes focal marketing and individuai markefing.
Which largsting sirategy is best depends on sompany reseurces,
preduct variahility, praduct life-cycle stage, market variahility, and
compelitive marketing strategies,

. Discuss how companies differentiate ané position their products for

maximum competitive advantage in the markeiplace, ]

Onee a com pary has decided which segments to entar, it mest decide
on ils giferentiation and positioning strategy. The differentiztion and
positioning task consists of three steps: identifying & sef of possibfe
differentiations that create compefitive advaniage, chaosing advan-
fages uzon which to build a position, choosing the fignt campetitive
advantages, and selecting an overall positioning stratepy. The brandg's,
Ul gositizhing is called its valve propositior—the full mix of beaefts
upon whick the trand is positioned. In ganeral. companies can
choose frem one of live winning value propositicns upor which to
pasiticn their products: maore for moge, maore for te same, the szme
for less, less for much less, of more for less. Company and grand
eositioning are summarized in positioning statements that state the
target sepment and nesd, positioning concepd, and specific poinis of
differance. Tne compary must then effectively communicate and
delrvar the chosen position to e market.

Age and life-cycle

segmentation 187
Behaviaral scgmentation 189
Benerit segmentation 189
Compelitive advartage 204
Cancentrated (niche}

marketing 1%7
Demographic segmentation 187

Differentiatad {segmented)
marketing 196
Dilferenfiation  18%
Gender segmentation 187
Geographic segmentation 185
Income sagrentation 158
Individual marketing 200
intermarket smgmentation 193

Lacal marketing 198
IWarket segmentation 184
Market targeting 185
Wicromarkating 1498
Oeuasion segmentation 189
Positioning 185
Positioning statemert 210

Product pesition 203
Psychegraphic
sgpmentaticn 188
Target markei 195
Undiffarentiated {rmass)
marketing 155
Value proposition 208
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== Discussing the Concepis

1. Explain which sagmentation variables would be most impertant {o
marketers of the following products: vitaming, cradit cards, coffae.

2. How can a company segmens international markets for its products?
How might Apple segment the internatianal market for its iPac?

3. What is micromarkeiing? Wnen shauld a company practice
micramarketing?

4. The chapter discusses five requirernents for effective segmeniation.
Suppose you are a praduct manager in a regionai fast-food restau-
rant cosmpany. You ae listening to 2 presentation on a new sand-

w8 Applying the Concepts

1. As discussed in the chapier, PRIZM is ong of the leading lifestyle
segmentation systems. Go to “httpeiawaietrad comipoensusiusa/
prizmist.ntml” and review the 67 PRIZM ciusters. Whick cluster(s)
woilid each of the following retailers rmost likely target?

a. Tiffany's
B Macy's
c. Wal-Mart

2. You are @ prodoct menager of & finarcial services product thet is
being sold directly to consumars over the Inkernet. The most impor-
tant measure to e company is customer acquisibon cost—the cost
associated with convinging 3 consumer fo buy the service. You have
haen conducting tesis with both & concentrated and unditferenti-
ated segmertation strategy, and tha results are presanted here.
Which strategy is the besi? Why?

Focus on Technology

harketers of lechnological oroducts such as cell phunes have become
very forused on segmentat:cn. They segrment or benefits sought, allowing
consurlers to pick from mary populer phane features including
Bluetosth recknolzgy, camers, games, video screens, speakerphone, and
voice dialing. Consarners make choices based on style and price, with
rmgsi prices ranging fror $20 to $800. To move siyle io the next level and
to targst the high-end consumer, Mokia offers Vertu, the luxury brand,
which comes n platinum and gald. Vertu prices begin at around $5.000,
with. dizmand-studdec phanes selling at mare than $33,000. Visit Vertu

= Focus on Hthics

Pharmaceutical companias work very hard o pet the word out to patents
with specific illnesses when they have a new drug to treat that iliness.
People with a wide range of diseases have benefited from the advancas in
pharmaceuticai research. Bul seme are concerned by the way some
companizs market specific medications. Dociors worry about "disease-
maagering,” corporate-sponsorad exaggeration of malacies that drives
consumees ta request end receive Lnnecessary medications, Dizgnoses
of rare diseases are scaring, and even mild cases of maladies zre being
treated with drugs. Diseases cite? include restless legs syndrome, social
anziety disorder, irritable Sowal syndrome, ang bipclar disorder, The drug
makers say they are only trying to educite patients and that labels con-
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wich wrap idea {chicken breast and basily and it is your turn to ask
questions, Write five guestions that you would ask the person pre-
senting this product idea. Each question should be girected at one
af the five sepmenialion requirements.

9. In the context of rmarketing, what daes e ferm “praduct position-
ing” mean? Why is it so impartant?

6. Using the value propositions presented in Figure 7.4, describe the
value propasition of Toys “R7 L. |s the Toys "R" Us vafue propasi-
tion clear? Is it appropriate? '

Concentrated segmemtation cutcome
B Furchased 10,000 very targeied sxpesures on Web sites such
Yahoo Financial anc keywerds such as retirement, [RA, ang ROTH,
B Paid $30 per thousard exposures
B Cbtained 400 clicks to the site, 43 1r-als, and 20 repeat customers
Hndifferentiated segmentation ouicome
o Purchased 1,000,000 run-of-site expasures or: Web sites
8 Paid $1.60 per $ousand exposures
Cizlained 2,000 clicks to the site, 100 trizls, and 40 repeak
CUsInmars

3. Form a small group and craate an idea for a new reality television
show. What cumpetitive advaniage does this show have over existing
shows? How many and which differences would you premote?
Develop a pasitioning siatement for ihis television show.

an ihe Web at htipfevaveriu . com and cempare this site to Nokia's gen-
aral site at "www.nokia.com”,

1. Explain how the design of each Web site relates to positioning of the
praducts featured.

2. What do you think of the Vertu luxury brand?

3. Mokia uses a different brand name for i4s uxury brangs. Is this a
gond decision? How else might this product be marketed differently
than cther Makia brands? Consider distetbution and promotion.

tain important information on the preduct. In add#an, the pharmaceisti-
cal companies stress that the finat decision for any medication is made by
the caoctar.

1. How do pharmaceuotical marketers segment the market?
2. How do they position their madications?
3. Are these marketing strategies socially responsible?

See "Hey, You Don't Look So Good,” BusinessWeek, bay H, 2006,
po. 30-32.
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Practer& | _G_am:b'l'e_'_ -

Frocier & Gamble has one of the world's largest 2rd strongest brand port-
falios, inctudirg such familiar brands Pampars, Tide, Ariel, Always,
Pantene, Bounty, Folgers, Pringles, Charmin, Downy, lams, Crest, Secrat,
and Olay. In fact, in the United States, P&G ofers saven shampoo
brands, six detergent brands, and six soap brands © In eack of these cat-
agories, P&Gs products compete apainst sach alher, in addilion ko pooed-
ucts offered by omer companies, for share of the customers wailet

How can & company with mare thar 360 brands sod in more than
140 couniries maximize crofiss without cannibaiizing s own salzs? |t all
starts with 2 soid understanding of corsumers and how a brand fits into
consumers’ fives, PEG Zefieves that a brand musl stand for something
singular in a consumer’s life. As 2 result, each brand is carefully pasi-
tioned to target a very specific segmert of the market, The resuit? PG
had nearly $57 billion in saies las: year,

After wiewing the video featuring Procter & Gamble, answer the follaw-
ing questicns about segmentatian, targating, and positineing.
1. Visit the Precter & Garnblg ‘Web site, choose a specific produst cat-
" &gory, and review the brands in that caregory. How does P&G use
positioning to differentate *he brands n the oreduct catepory you
seiacted?

2. What bases of segmentztion does F&G use to diferentale the prod-
ucis in the category you selected?

3. How does P&G use its variety of brands to build relationships wilh
the right customzrs?

Things are about to change at Saturn. The Gaeneral Motors
brand had only three iterativns of the same compact car for
the entire decade of the 19804, But Saturn will seon intro-
duce an all-new linenp of vehicles that inchides a mid-
sized sport scdan, an eight-passenger crossover vehicle, a
two-seat roadster, a new compact, and a hyhrid SUV.
Having anticipated the brand’s renaissance for years, Saturn
executives, employees, and customers are beside them-
selves with glee.

But wilh &1l this chaoge, indushy observers are wonder-
ing whether Saturn will be abls to maintain the very charac-
teristics that have dislinguished the brand since its incep-
tion. Given that Saturn established itscIf based on a very
narrow line of compact vehicles, many believa that the
move from targsting one segment of customers to targeting
multiple segments will be challenging. Will a newly posi-
tioned Saturn still meet the needs of one of the most loyal
cadres of customers in the automative world?

A NEW KIND OF CAR COMPANY

In 1980, GM recognized ils inferiority to the Japanese hig
threo (Horda, Toyota, and Datsun) with respect to compact
vehicles. The Japanese had a lower cost structure, yet built
better cars. In an effort to offer 8 more competitive economy
car, GM actually turned to the enemy. It enterad into a joint
venture with Toyota to build small cars. Soon, a Toyota
plant in Nourthern California was turning out Corollas on
one assembly line while making very similar Chevy Novas
on a socond. Meanwhile, in a long-term effort Lo make better
small cars, GM gave the green light to Group 99, a secretive
task force that resulted in formation of the Saturn
Corporation in 1985,

From the beginning, Saturn set out to break through the
(M bureavcracy and hecome “A different kind of car. A dif-
farent kind of company.” As the single-most defining charc-
acteristic of the new company, Satumn proclaimed that its
sole forus would be people: customers, employees, and
communities. Saturn put significant resources into cus-
torner research and product development. The first Saturd
cars were made “from scratch,” without any allegiance to
the GM parts bin or suppliers. The goal was to produce not
only a high-quality vehicle, but one known for salety and
innovative features that would *wow” the custamer.

Saturn’s focus on employees began with an unprece-
dented contract with United Auto Workers (UAW). The con-
tract was so simple, it fit in a shirt pocket. It established pro-
gressive work rules, with special emphasis given to
benefits, work teams, and the concept of exnpowerment. At
the retail end, Saturn selected deelers based on carefully
crafted criteria. It paid service personnel and sales associ-
ates a salary rather than commission, This would help cre-
ate an environment that would reverse the common cus-
tomer perception of the dealer as a nemesis.

Finally, in addition to customer ard employee relations,
Saturn focused on gocial responsibility. Human resources
policies gave equal oppartunities to wamen, ethnic minori-
ties, and people with disahilities. Saturn designed environ-
mentally responsible manufacturing processes, even going
beyond legal requirements. The company also gave heavy
philanthropic support to various causes. All of these actions
earned Satun a number of awards recognizing its environ-
mentally and socially responsible actions.

(case continues}



When the first Saturn vehicles rolled off the assembly
line on July 30, 1990, the company offered a sedan, a coupe,
and a wagon in twe tim levels sach, all based on a single
compact vehicle platform. In spite of this minimal
approach, sales quickly exceeded expectations. By 1992,
Saturn had sold 500,000 vehicles, That same year, the com-
pany achieved the highest new-car sales per retail cutlet,
something that had not been done by a domestic car com-
pany for 15 years.

Indeed, customers were drawn to all the things that
Saturn had hoped lhey would be. They loved the innova-
tions, such as dent resistant body paaels, the high-tech
paint job designed to resist oxidization and chipping longer
than any in the industry, and safety features such as traction
control, antilock brakes, and unparalleled body reinforce-
ments. They were overwhelmed by the fresh sales approach
that included no-haggle pricing, a 30-day return policy, and
no hassle from the sales associates. The noncommissioned
associates spent as much time wilk each customer as they
wished, even going on extended test drives. Absent were
typical high-pressure tactics su comrmonly used by antomo-
tive salespeople.

By 1994, Saturn had developed an vnusually loyal cus-
tomer base. The depth of customer relationships became
apparent when 38,000 Saturn loyalists made the trek to
company headquarters in Tennesses to celebrate the first
five years at the company’s Spring Hill Homecoming. It was
“just like Woodstock without all the patchouli oil," beamed
one proud SL2 owner. The komecoming set the mold for
many company-sponsored customer gatherings to follow.

Asg Satum's customer base grew, it became apparent that
the Saturn brand was aitracting customers who would not
have otherwise purchased a GM vehicle. Intevestingly, the
Saturn buyer did not appear to be all that different from a
Chevrolet buyer. With respect to household income, age,
gander, and education, typical Saturn buyers appeared to
represent the same Chevy-like cross section of middle-class
America. But Wisconsin megadealer John Bergstrom said his
network of 22 GM dealerships draws different types of cus-
tomers to the two brands, With trucks accounting for 65 per-
cent of his Chevrolet sales, he described the Chevy owner as
“a true-bloe, bow-tie America consumer.” However, “the
Saturn guest is a little different guest. They might buy an
Asian car or a Karean car or a Saturn. They are very much
into safety and value, and how they'te treated is critically
important. I don’t think we'd get those kinds of peopls in
our Ghevy stores if we didn’t have the Saturn brand.”

During Saturn’s first years of operations, the accolades
rolled in. The list included “Best Car” picks from mumerous
magazines and organizations, alung with awards for quality,
engincering, safety, and easss of maintemance. But the
crowning achievement oceuered in 18495, as the 1,000,000th
Saturn tock to the road. That year, Saturn ranked number
ane put of all automotive nameplates on the J.D. Power and
Associates Sales Satisfaction Index Study, achieving the
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highest score ever given by the arganization. it would be the
only company ever to achieve the highest mearks in all three
categories ranked hy the satisfaction index (salesperson per-
formance, delivery activities, and initial product qualily].
Saturn earned that honor for an astounding four consecu-
tive years, and it was the only nonluxury brand to be at or
near the top of .11 Power’s scores for the better part'of a
decade.

THE HONEYMOON ENDS

Despite the igitially strong sales levels, overall Saturn rev-
enues tapered off quickly (sales peaked in 1994 at 286,000,
settling in at an average of about 250,000 units per year). This
may have been due partly to the fact that Saturn released no
new models in the 1990s. Finally, in the 2000 mods! year,
Saturn introduced its long-awaited mid-sized L-series with
an optional V6 engine. But unlike the S-series, the L-serius
was raviewed as a generally bland and forgettable car.

Iir 2002, Saturn broadened the lineup with the Ve, a
compaet SUV model. In January of 2003, it replaced the
S-series with the Ion, a totally new compact that offared
more options than before. But although thess new vehicles
addressed the issue of a lack of made] options, they brought
with them a new concern, Saturn’s history of high guality
and its long-cherished J.D. Power ratings began to slide. In
the early part of the new millennium, not only was Saturn’s
1.D. Power initial-quality rating not near the top, it fell to
below the industry averags. '

Even with the new models, Saturn's sales did not
tmprove, In fact, they declined. This was partly due to an
industry-wide duwnturn in sales wrought by a recession.
5till, L-series production ended in 2004, anly five years
efter it began. In 2005, Saturn sales fell to a low of 213,000
unita, only about 1 percent of the overall market. It seemed
that sales of the L-series and Vue were coming almost
entirely from loyal Saturn customers who were trading up
to something different, something bigger, and, unfortu-
nately, something wolt as good,

Looking back, Saturn unquestionably defied the odds. To
launch an all-new automotive company in such a fiercely
competitive and barrier-entrenched industry iz one thing.
To achieve the level of sales, the customer base, and the list
of awards that Saturn achieved in such a short period of
time is truly remarkable. But as GM and Saturn executives
faced the reality of declining quality, plummeting sales, and
annual losses of up to §1 billion, they knew they had to da
something dramatic. In 2008, Saturn general manager Jill
Lajdziak said, "Saturn’s initial image as a smazt innovation
small-car company was bhwred by bumps in quality and
slow model turnover. We didg’t grow the portfolio fast
enough, and this year we're growing in a huge way.”

A NEW KIND OF SATURN

. With all that Saturn has done wrong, the fact that dealers

still moved 213.000 vehicles in 2005 against competitars
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with better reputations and better cars testifies to the things
it has done right. With its rock-solid dealer network, high
purchase process satisfaction ratings, and loyal customer
base, Sslurn bas valuable assets to build vpon.

And GM plans to do just that as it addresses product
quality and model selection preblems. GM is currently
inwesting heavily in a Saturn turnaround. Showsring $3 bil-
Han on Saturn, it hopes to perform a makeover between
2006 and 2008 that is similar to the one achieved wilh
Cadillac earlier this decade. GM, the world’s biggest car-
maker, lost $10.8 billion in 2005. It's clearly putting some
faith in one of its smallest brands to help turn the tide. GM
wants to raise Saturn’s sales to 400,000 units by the end of
2007. If all goes as planned, sales could reach 500,000 not
long after that. With higher prices and margins, this would
represenl an even preater prowth in revenues and profits.

Koy to the Saturn makeover will be an infusion of
European styling from GM’'s German division, Opel, In
fact, some of the new vars already hilting showraoms are
largely rebadged Opels. In the future, new-product devel-
opment will be carried out in a joint-venture fashiom
betwesn the two divisions. For a company that in the past
has been known as making the “car for people who hate
cars,” this is a 180-depgree turnaround. Sulurn clearly
hopes to change its humdrum imapge to boost profits with
higher-priced vehicles.

Tf the first of four new Saturn modsls is any indication,
Saturn is moving in the right direction. The Sky two-seat
roadster kit shawrnom floors in early 2006 with long wait-
ing lists. Based on the Opel GT, the Sky is a head-turning
performance vehicle, dubbed by one observer as the “cub-
Veotte.” For dealer John Bergstrom, this new model pre-
sented an unexpected but welcome dilernma. “Sky is just a
flat-out home run,” said Bergstrom, referring to the waiting
lists that he has started at all six of his dealerships, "T've
never had that before,” he says, noting that those on the
waiting lists are people who have never even considered a
Saturn before.

In the fall of 2006, Saturn Jaunched 2007 models of the
mid-sized Aura spart sedan (based on the Opel Vectra} and
the eighi-passenger Ouilook crassover vehicle (based on
GM's Lambda platform being sold by Chevrolst, Bujck, and
GMC), For 2008, aftar a year without a compact car, Saturn
will replace the Ton with a mildly changed Opel Astra,
already a Eurcpean hit tn its fifth generation. The new
lineup will also include the Green Line, which will add
hybrid technology to multiple models, starting with the
2007 Vue. The Gresn Line promises to make Mull-hybrid
technology available at a price much lower than any other
hybrid offering.

“The biggest advantage to rebranding Opel vehicles as
Saturn is it doesn't mean additional costs to GM." said
Guido Vildozo,  senior market analyst and industry fore-
caster at Global Insight Inc. “And since Opel is a kind of
sporty Euwropean brand, Saturn will adapt this image toc, or
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at least that is what they hope to happen.” Somne industry
analysts suggest that because Saturn is such a new com-
pany, it can reposition itself more easily than other brands.

GM makes it clear that with Saturn, it's not trying to
make another Chevrolet. Ghevrolel will remain the only
GM brand positioned as “all things to all people.” Along
with the other GM brands, Saluru will play a niche role and
target a specific segment of the market. In fact, CM says
that it's just leyving to belp Saturn do more of what it has
heen daing all along—reach the type of import-buying cus-
tomer it can‘t reach with any of its other brands. Indeed,
top executives at G acknowledge that many Saturn own-
ers alrsady believe their car is an Asian brand, not a dames-
tic one. “Saturn has always been the une brand in the GM
lineugp suitable for altracting impori-intenders,” says a GM
exenutive.

However, same gquestions remain as o what segment
Saturn will actually target. After seeing the new Sature
lineup at the New York aute show, Tom Libby of Power
Information Network says he's confused about what the
brand is trying to do. He's worried that Saturn will stop
focusing an the retail experience and shift to emphasizing
styling. “What's the message they're trying Lo get out?” he
asks. “I'mi just puzzled by the whole thing.” Is Saturn losing
focus, or is it simply adding style to its current immaga of pro-
viding a good value and an honest dealer experiance? Many
analysts believe that because Saturn's current image is only
loosely based on the actual car, the company has plenty of
room to add style to the formula.

Buestiers for Discussion

1. Using the full spectrum of sagmentation variables,
describe how GM has seginented the automobile
market.

2. What segmentfs} is Saturn now targeting? How is GM
now positianing Saturn? How do these strategies differ
from those employed with the original Saturn S-seriss?

3. Describe the role that social responsibility plays in
Salurn’s targelting strategy. )

4. Do you think that GM will accomplish its goals wiih
the “new Saturn™? Why or why not?

5, What segmentation, targeting, and positioning recom-
mendations would you make ta GM for future Saturn
modals?

Scurces: Leslie }. Allan, “Saturn’s Rebicth Vexes Chevy Dealers,”
Auntomotive News, February 20, 2006, p. 1; Sharon Sitke Caity,
“Saturn Puts [ts Models Where Its Mouth Is," U'SA Teday,

April 21, 2006, accessed ot www. nsatoday.com; Barbara Powell,
“GM's Saturn Seeks to Shake Up Humdrum Image,” Ottawa
Citizen, April 12, 2008, p. F7; David Welch, ¥ Saturn's Second
Liftoff?” BusinassWeak Online, Aprif 13, 2006, avresssd &t
www.businessweek com; and “Chr Stary,” accessed al
wiww.saturn.com, May 2006,
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