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SEGMENTINNG TARGET MARKETS

Market Segment – a group of people sharing one or more characteristics that causes them to share similar product needs 
Market Segmentation – the process of dividing a market into similar segments or groups 
· More precise definition of customers’ needs and wants 
· Accurate marketing objectives 
· Improved resource allocation 
· Better marketing results 

Criteria for Segmentation 
· Sustainability – segment must be large enough to make a profit 
· Identifiable measurability 
· Accessibility – members of targeted segments must be reachable with marketing mix 
· Responsiveness – people need to buy the product or service  

Segmentation Bases – characteristics of individuals, groups, or organizations used to divide a total market into segments (variables) 
· Geography – region of the country (market size, density, climate) 
· New ways to generate sales and competitive markets 
· Demographics – age, gender, income, ethnic background and family life cycle
· Psychographics – Personality, motives, lifestyles and geodemographic 
· Benefits sought – Grouping customers according to the benefits they seek from the product 
· Usage rate – amount of product bought or consumed 
· Enables marketers to focus efforts on heavy users 
· 80/20 Principle – a principle holding that 20% of all customers generate 80% of the demand 

Behavior Segmentation – Knowledge, attitude, and use or response to a product
· Special occasion segmentation, benefits sought, user status, usage rate, loyalty, readiness stage

Strategies for Selecting Target Markets 
· Undifferentiated – one big market with no segmentation that requires a single marketing mix  
· Advantages – potential savings on production and marketing costs 
· Disadvantages – product is not unique, company has a higher rate to compete 

· Concentrated – focusing on one segment of a market (niche) 
· More profitable than differentiation 
· Enables small firms to compete effectively with much larger firms 
· Advantages – concentration of resources, strong positioning 
· Disadvantages – segments is too small, large competitors may market to niche segment 
· Multi-Segment – chooses two or more market segments and develops a distinct marketing mix for each 
· Advantages – greater financial success, economies of scale
· Disadvantages – high costs, cannibalization (situation that occurs when sales of a new product cut into sales of a firm’s existing products). 

POSITIONING

Positioning – how the consumer’s views the brand and product or services  
· How marketers communicate their products based on customer needs, competitive, quality and price
· What is their position  what makes their products so unique 

Positioning Measurement 
· Perceptual mapping is a research tool used to measure a brand’s position 
· Attribute, price and quality, use or application, product user, product class, competitor 

Differentiation – strategy used to distinguish product and services from competitors 

Repositioning – changing consumers’ perceptions of a brand in relation to competing brands 
· Changing demographics 
· Declining sales
· Changes in social environment

PRODUCT
Core product – the basic item offered for sale

Augmented product – the add-ons of the core product (Example:  iPhone 6 to iPhone 6s)

Product Classifications
· Business product – raw materials purchased to make their products 
· Consumer product – the product bought to satisfy an individual’s personal wants 
· Convenience – a relatively inexpensive item that requires little shopping effort
· Shopping – product that requires comparison in stores (price, quality) 
· Specialty – a particular item that consumers search extensively for and are reluctant to accept substitutes (car)
· [bookmark: _GoBack]Unsought – product unknown to the potential buyer or a known product that the buyer does not actively seek (gas)

Product Item – one specific product

Product line – a group of products 
· Product line depth – the number of product items in a product line 
· Example – different types of flavored lattes 
· Attract buyers with different preferences
· Increases sales/profits by further market segmentation
· Capitalizes on economies of scale
· Evens out seasonal sale patterns 

Product Mix – the portfolio of products that an organization offers 
· Product mix width – the number of products the organization offers (offers wide range of product options) 
· Example – latte, iced coffee, Frappuccino 
· Diversifies risk
· Capitalized on established reputations 

PACKAGING
· An effective way of communicating value with potential customers 
· Attracts buyers with different preferences
· Increases sales/profits by further market segmentation
· Helps with seasonal sales
· Allow joint marketing which can reduce promotional costs 
· In hospitality and tourism, tourism operators develop a package of attractions and amenities 
· Is the key areas which gets missed in mainstream marketing but is key to HTM 

PLACE (DISTRIBUTION CHANNEL) 

Distribution Process 
· Physical handling and distribution of goods
· The passage of ownership (title) 
· The buying and selling negotiation between produces and middle men (intermediary) 

Types of Distribution 
· Direct Channel – delivery of product or service to consumer without any outside assistance or independent intermediaries 
· Indirect Channel – distributes through intermediaries 
· Disintermediation – the elimination of a layer of intermediaries from a marketing channel 
· only works when a new channel form succeeds in bringing greater value to consumers 

Travel Specialists – intermediaries that specialize in performing one or more functions of an organization’s distribution system 
· Vertical Marketing System – service provider  tour operator/travel agency  consumer 




PROMOTION
Push strategy – uses the sales force and trade promotion to push the product/service through channels

Pull strategy – spends a large amount on advertising and consumer promotion to build up demand 

Promotional Strategy 
· Advertising (Traditional or Electronic) 
· Public Relations 
· Sales promotion (Coupons, Discounts) 
· Personal selling (Face to Face interaction – to build relationship)

Advertising Appeal (Styles) 
· Slice of Life – people using the product in a normal setting 
· Lifestyle – shows how well the product will fit in with the consumer’s lifestyle 
· Fantasy – creates fantasy or dream when the product is used (Disney)
· Mood or Image – builds a mood or image around the product (Love, Peace, Beauty)
· Musical – Conveys the message of the advertisement through song (Pizza Nova) 
· Personality – creates a character that represents the product (Mickey Mouse) 
· Technical Experience – professionals can prove certain facts because they have experience (Toothpaste or automobile expertise) 
· Scientific – uses research or scientific evidence to give a brand superiority over competitors 
· Testimonial – features a celebrity, company official, or typical consumer making a testimonial or endorsing a product 

Goals and Tasks of Promotion
· Informative 
· Increase awareness and build company image
· Explain how product works and suggest new uses 
· Reminder 
· Remind customers that product may be needed and where to buy the product
· Maintain customer awareness 
· Persuasive 
· Encourage brand switching
· Change customers’ perception of product attributes
· Influence buying decision


PARTNERSHIPS

Alliances – a partnership formed when organizations combine resources through a contractual agreement (people)

Partnerships – companies who share similar values that mutually benefit and enhance the reputation of both parties (organizations cannot be competing with each other) 
· Hotel and theatre can work together to offer a package or discount 
· Starbucks and Conservation International  environmental protection group 

Franchise – a business that has the right to sell and distribute their goods and services  

Types of Partnerships 
· Technology Partners – have product that makes company more efficient 
· Resellers and Agencies – works on commission to sell the company’s product
· Providers of complementary products and services – want to bundle 

PEOPLE
Managing Employees
· Important
· Training and motivating employees to provide good customer services is internal marketing 
· A point of encounter is any point at which the employee encounters the customer 

Managing Perceived Risk 
· Reduce customer anxiety due to inability to experience the product beforehand
· Familiarization trips encourage clients to experience the enterprise in a low-risk situation

Managing Capacity and Demand
· Due to perishability, managers must maximize service capacity and quality during times of high and low demand
· Customer complaints increase when service firms operate above 80% capacity
· When organizations can’t handle all the people 

Customer Delivered Value – the difference between total customer value and total customer cost of a marketing offer
· Total customer value (product, services, personnel, image values) minus total customer cost (time, energy) equals customer delivered value (profit)

Cost of Lost Customers
· Companies must define and measure retention rate
· Must identify causes of customer defection and determine which can be reduced or eliminated 
· Reducing customer defections by only 5% can result in improved profits over 25%

PRICE

Price – money exchanged for a good or service (produces revenue)
· Customers are interested in obtaining a reasonable price 
· Charging too much chases away potential customers, charging too little cuts revenue

Revenue (before expenses)  Unit price x # of units sold 
Profit (what you keep)  Revenue – Expenses 
Pricing Decisions 
· Internal factors 
· Marketing objectives (survival, current profit maximization, market share, brand equity growth, product quality) 
· Marketing Mix strategy 
· Costs (Fixed vs. Variable) 
· Organizational considerations  
· External factors – nature of the market and demand, competition, environmental factors (economy, resellers, government) 

Pricing Objectives 
· Profit-Oriented Pricing
· Profit maximization – setting prices to whatever you can make the most profit 
· Satisfactory Profits 
· Target ROI – net profit after tax/total assets  
· Sales-Oriented Pricing
· Market share – product sales as a percentage of a market (reported in dollars or units) 
· Sales maximization – short term objective to generate cash  used to sell off excess inventory (Black Friday, Boxing Day) 
· Status Quo Pricing – maintain existing price to meet the competition 

Elasticity of Demand – consumers’ responsiveness or sensitivity to changes in price 
· Elastic – consumers buy more or less of a product when the price changes 
· Inelastic – an increase or decrease in price will not significantly affect demand 
· Unitary elasticity – increase in sales, decrease in prices = revenue is unchanged 
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General Pricing Approaches 
· Cost-Based Pricing
· Break-Even Analysis and Target Profit Pricing 
· Value-Based Pricing
· Competition-Based Pricing 

Pricing Strategies 
1. New product
· Marketing skimming – setting a high price for a new product to skim maximum revenues from the target market 
· Results in fewer more profitable sales
· Popular night club charges a high coverage charge  memberships only 
· Prestige pricing – setting a price for a specific standard 
· Giving the best quality of services (Four Season) 
· Marketing penetration – setting a low price for a new product in order to attract a large number of guests (large market share) 

2. Existing product
· Product bundle pricing 
· The maximum price a customer will pay for a product 
· Reduces price competition by making it hard to figure prices when sold individually (packages) 
· Price adjustment strategies
· Discount and allowance pricing 
· Price   – similar goods sold at different prices at different markets
· Non-use of yield management 
· Last minute pricing 
· Yield management systems – a technique for adjusting prices (Airline seats) 
· Discounting early purchases
· Limiting early sales at discounted prices
· Overbooking capacity 

3. Psychological 
· Retail prices are often expressed as odd prices ($9.99) 
· Company increases sales without significantly reducing prices 

4. Promotional 
· Temporary pricing of products below list price and sometimes below cost
· Price sensitivity measurement 
· Too expensive  won’t consider buying, too cheap = cheap quality

5. Others
· Price spread effect 
· Price points – suggested retail price of a product
Unique Value Effect – The unique value effect raises consumers’ willingness to pay higher price
· Buying coffee from Starbucks instead of Tim Horton’s – more options and unique flavors

Substitute Awareness Effect – an effect that depends on the customer’s price sensitivity or their awareness of the existing alternatives. If they are aware of the alternatives, it usually lowers a customer’s willingness to pay high prices 
· There are not many cruises in Antarctica, there are little choices  less price sensitive 

Business Expenditure Effect – when someone else pays the bill, the customer is less price sensitive
· If someone is paying for you, you are more likely to get an upgrade 
· $30 burger is expensive, but if someone else is paying for you – you are less sensitive to the price 

End Benefit Effect – customers are more prices sensitive when the price of the product accounts for a large share of the total cost of the end benefit 
· Depends how much money you have  If someone is rich they are less price sensitive versus if someone is poor they are more sensitive to the price  
· Video of how a hotel offers a 5 star bed for 1 star pricing  prices depends on what you don’t use. The whole room has everything that satisfies the customer (for example – you don’t use the sofa – so you pay less to not have it in the room) 

Total Expenditure Effect – the more someone spends on a product, the more sensitive he or she is to the products price 
· Timeshare – going to be more sensitive about the price unless you negotiate 
· Students will be expenditure effect because students are broke to pay for a hotel – going to look for every single detail and compare prices 

Shared Cost Effect – purchasers are less price-sensitive when they are sharing the cost of the purchase with someone else  
Sunk Investment Effect – purchasers who have an investment in products they are currently using, are less price sensitive 
· Committed to Air Canada because you are getting Air Miles Rewards 

Price Quality Effect – consumers tend to equate price with quality, particularly when they lack any prior experience with the products 
· They think that if you buy something that is expensive, the quality is higher

Competition – company is aware of what its competitor’s price is 
· Try to penetrate the market 
· Finding out how much people are paying for a trip, and could raise to lower those prices when compared to other offers 

Other Environmental Elements – external factors affect pricing such as economic (recession)
· Gas prices for plane tickets 
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