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Chapter 10: Developing a Target Market Strategy


CHAPTER 10

LINDELL’S STP NOTES

DEVELOPING A TARGET MARKET STRATEGY

(WE FIRST COVER CHAPTER 10 THEN CHAPTER 9)

                                          CHAPTER OBJECTIVES AND SUMMARY

1. 
To describe the process for planning a target market strategy   After collecting information on consumers and the environment, a firm can pick the target market(s) to which to appeal. A potential market has people with similar needs, enough resources, and a willingness and ability to buy.

Developing a target market strategy (Lindell’s STP) consists of three general phases, comprising seven specific steps: analyzing consumer demand—determining demand patterns (1), establishing bases of segmentation (2), and identifying potential market segments (3); targeting the market—choosing a target market approach (4) and selecting the target market(s) (5); and developing the marketing strategy—positioning the company’s offering relative to competitors (6) and outlining the appropriate marketing mix(es) (7). Of particular importance is product differentiation, whereby a product offering is perceived by the consumer to differ from its competition on any physical or nonphysical product characteristic, including price.


2. 
To examine alternative demand patterns and segmentation bases for both final and organizational consumers   Demand patterns indicate the uniformity or diversity of consumer needs and desires for particular categories of goods and services. With homogeneous demand, consumers have relatively uniform needs and desires. With clustered demand, consumer needs and desires can be classified into two or more identifiable clusters (segments), with each having distinct purchase requirements. With diffused demand, consumer needs and desires are so diverse that clear clusters cannot be identified.

The possible bases for segmenting the market can be placed into three categories: geographic demographics—basic identifiable traits of towns, cities, states, regions, and countries; personal demographics—basic identifiable traits of individual final consumers 
and organizational consumers and groups of final consumers and organizational consumers; and lifestyles—patterns in which people (final consumers and those representing organizational consumers) live and spend time and money. It is generally advisable to use a combination of demographic and lifestyle factors to form possible segmentation bases. Although the distinctions between final and organizational consumers should be kept in mind, the three broad segmentation bases could be used in both cases.

After establishing possible segmentation bases, a firm is ready to develop consumer profiles, which identify potential market segments by aggregating consumers with similar characteristics and needs.


3.
To explain and contrast undifferentiated marketing (mass marketing), concentrated marketing, and differentiated marketing (multiple segmentation)   Undifferentiated marketing aims at a large, broad consumer market via one basic marketing plan. In concentrated marketing, a firm aims at a narrow, specific consumer group via one, specialized marketing plan catering to the needs of that segment. Under differentiated marketing, a firm appeals to two or more distinct market segments, with a different marketing plan for each. When segmenting, a firm must understand the majority fallacy: the largest segment may not offer the best opportunity; it often has the most competitors.

In selecting its target market(s), a firm should consider its goals and strengths, competition, segment size and growth potential, distribution needs, required expenditures, profit potential, company image, and its ability to develop and sustain a differential advantage.

Successful segmentation requires differences among and similarities within segments, measurable consumer traits and needs, large enough segments, and efficiency in reaching segments. It should not be abused by appealing to overly small groups, using marketing inefficiently, placing too much emphasis on imitations of original company products or brands, confusing consumers, and so on.


4. 
To show the importance of positioning in developing a marketing strategy   In positioning its offering against competitors, a firm needs to present a combination of customer benefits that are not being provided by others and that are desirable by a target market. Customers must be persuaded that there are clear reasons for buying the firm’s products rather than those of its competitors.

The last step in the target marketing process is for a firm to develop a marketing mix for each customer group to which it wants to appeal.


5.
To discuss sales forecasting and its role in target marketing  (covered with chapter 9)  Short- and long-run sales should be forecast in developing a target market strategy. This helps a firm compute budgets, allocate resources, measure success, analyze productivity, monitor the environment and competition, and adjust marketing plans. A sales forecast describes the expected company sales of a specific good or service to a specific consumer group over a specific time period under a specific marketing program.

A firm can obtain sales-forecasting data from a variety of internal and external sources. Forecasting methods range from simple trend analysis to detailed statistical analyses. The best results are obtained when methods and forecasts are combined. A sales forecast should consider the newness of a firm’s offering, sales penetration, diminishing returns, and the changing nature of many factors.

CHAPTER OUTLINE

10-1    OVERVIEW
A. The total market for a good or service consists of all the people and/or organizations who desire it, have resources to make purchases, and are willing and able to buy.

B. Firms often use market segmentation—dividing the market into subsets of customers that behave similarly.

C.
The development of a target market strategy consists of three general phases: analyzing consumer demand, targeting the market, and developing the marketing strategy. See Figure 10-1.

1.
S  The firm determines demand patterns, establishes bases of segmentation, and identifies potential market segments.

2.
T The firm targets the market through undifferentiated marketing (mass marketing), concentrated marketing, or differentiated marketing (multiple segmentation).

3.
P  The firm then positions its offering relative to competitors and outlines the appropriate marketing mix(es). Meaningful product differentiation is essential.

10-2    ANALYZING CONSUMER DEMAND
10-2a    DETERMINING DEMAND PATTERNS
A.
Demand patterns indicate the uniformity or diversity of consumer needs and desires for particular categories of goods and services. A firm would face one of three demand patterns. See Figure 10-2.

1.
Homogeneous demand is when consumers have relatively uniform needs and desires for a good or service category.

2.
With clustered demand, consumer needs and desires for a good or service category can be classified into two or more clusters, each with different purchase criteria.

3.
With diffused demand, consumer needs and desires are so diverse that clear clusters cannot be identified. A firm’s marketing tasks are more difficult because product differentiation is more costly and harder to communicate.

10-2b    ESTABLISHING POSSIBLE BASES OF SEGMENTATION
A.
There are several bases for segmenting markets. See Table 10-1.

Geographic Demographics
A.
Geographic demographics are basic identifiable characteristics of towns, cities, states, regions, and countries.

Personal Demographics
A.
Personal demographics are basic identifiable characteristics of individual consumers and groups of consumers.

B.
Final Consumers

1.
Several personal demographics for final consumers may be used in planning a segmentation strategy, as shown in Table 10-1.

C.
Organizational Consumers

1.
Several personal demographics for organizational consumers may be used in planning a segmentation strategy, as shown in Table 10-1.

2.
Organizational consumers can be segmented by their industry designation.

Consumer Lifestyles
A.
Lifestyles are the ways in which people live and spend time and money. Table 10-1 shows a number of possible lifestyle segmentation bases.

B.
Final consumers may be segmented by social class and stage in the family cycle.

C.
A heavy-usage segment is a consumer group that accounts for a large proportion of an item’s sales relative to the segment’s size.

D.
Benefit segmentation groups consumers into markets on the basis of different benefits sought from a product. See Figure 10-6.

Blending Demographic and Lifestyle Factors
A.
Market segments should be described in demographic and lifestyle terms. A more valuable analysis takes place when a variety of factors is reviewed.

10-2c    IDENTIFYING POTENTIAL MARKET SEGMENTS
A.
A firm develops consumer profiles after establishing bases of segmentation.

10-3    TARGETING THE MARKET
10-3a    CHOOSING A TARGET MARKET APPROACH
A.
See Figure 10-9 and Table 10-2 for a contrast of the three alternative approaches for choosing a target market. 

Undifferentiated Marketing (Mass Marketing)
A.
An undifferentiated marketing approach aims at a large, broad consumer market through one basic marketing plan.

B.      A major objective of undifferentiated marketing is to maximize sales.


TV Guide magazine is an example of undifferentiated marketing in action.

Concentrated Marketing
A.
A concentrated marketing approach aims at a narrow, specific consumer group through one specialized marketing plan catering to the needs of that segment.

B.
Concentrated marketing is popular for small firms for these reasons:

1.
Mass production, mass distribution, and mass advertising are not necessary.

2.
It can succeed with limited resources and abilities by concentrating efforts.

C.
If concentrated marketing is used, it is essential for a firm to do a better job than competitors in several areas.

1.
The company needs to tailor its marketing program for its segment better than competitors.

2.
Competitors’ strengths should be avoided and weaknesses exploited.

D.
The majority fallacy, appealing to a large segment that is laden with competition, should be avoided. See Figure 10-10.

Differentiated Marketing (Multiple Segmentation)
A.
Differentiated marketing combines the best attributes of undifferentiated marketing and concentrated marketing. It appeals to two or more distinct market segments, with a different marketing plan for each.

B.
Company resources and abilities must be able to produce and market two or more different sizes, brands, or products. Costs vary, depending on modifications needed.

C.
Differentiated marketing should enable the firm to achieve several objectives:

1.
Sales maximization.

2.
Recognition as a specialist.

3.
Diversification.

D.
Differentiated marketing can be achieved without involvement in the majority fallacy.

E.
Two or more sizable and distinct consumer groups are necessary. The more clusters facing the firm, the greater the opportunity for differentiated marketing.

F.
Wholesalers and retailers usually find differentiated marketing to be desirable, because it enables them to reach different consumers, offers a degree of exclusivity, allows orders to be concentrated, and encourages private labels.

G.
Total profits should rise as the number of segments serviced increases.

H.
A firm must balance revenues obtained from selling to multiple segments against the costs.

I.
A company must be careful to maintain product distinctiveness in each consumer segment and to guard its image.

10-3b    SELECTING THE TARGET MARKET(S)
A.
A company needs to make two decisions:

1.
Which segment(s) offer the greatest opportunities?

a.
A company should consider its objectives and strengths, competition, segment size, segment growth potential, distribution requirements, required expenditures, profit potential, company image, and its ability to develop and sustain a differential advantage.

2.
How many segments should the firm pursue?

a.
The firm decides whether to pursue one or more segments (or the mass market). Most likely, a firm new to an industry would start with concentrated marketing.

Requirements For Successful Segmentation
A. For concentrated marketing or differentiated marketing plans to succeed, the selected market segments have to meet these five criteria:

1. Differences among consumers.

2. Similarities within segments.

3. Measurable consumer attributes and needs.

4. Large size (to generate sales and cover costs).

5. Reachable in an efficient manner.

Limitations of Segmentation
A.
Segmentation can be misused if:

1.
Segments are too small.

2.
Consumers are misinterpreted.

3.
There are cost inefficiencies.

4.
There are too many brands.

5.
Firms become short-run, rather than long-run, oriented.

6.
Media cannot be used.

7.
Segments are too disparate.

8.
Consumers are confused.

9.
The firm is locked into a declining segment.

10.
New product opportunities are sought out too slowly.

10-4    DEVELOPING THE MARKETING STRATEGY
10-4a    POSITIONING THE COMPANY’S OFFERING IN RELATION TO COMPETITION
A.
The attributes and images of competitors are identified.

B.
In positioning its offering against competitors, the firm would need to present a combination of customer benefits that are not being offered by others and that are desirable by a target market.

C.
It may not be a good idea for a firm to go head on against a large, well-positioned competitor.

10-4b    OUTLINING THE APPROPRIATE MARKETING MIX(ES)
A.
Marketing mix decisions relate to these factors:

1.
Product.

2.
Distribution.

3.
Promotion.

4. Price.

5. Politics

10-5    SALES FORECASTING-Lindell will cover this topic after establishing chapter nine.
A.
As a target market strategy is developed, sales forecasting should be introduced in order to outline expected company sales for a specific good or service to a specific consumer group over a specific period of time under a specific marketing program.

B.
Through forecasting, a firm can develop a marketing budget, allocate resources, measure success, analyze productivity, monitor the environment and competition, and modify marketing plans.

C.
Sales forecasting involves determining industry forecasts, outlining sales potential, setting a realistic sales forecast, and considering the effects of the environment and the firm’s performance. See Figure 10-13.

10-5a    DATA SOURCES
A.
Government, trade associations, and general and specialized media provide data that are useful in sales forecasting.

10-5b    METHODS OF SALES FORECASTING
A.
There are several methods of sales forecasting, some more complex than others. See Table 10-3.

1.
Under simple trend analysis, the firm forecasts sales on the basis of recent or current performance.

2.
Market share analysis is similar to simple trend analysis, except that the company bases its forecast on the assumption that its share of industry sales will remain constant.

3.
A jury of executive (expert) opinion is used when management or other well-informed persons meet and set forecasts based on their experience and interaction.

4.
Sales force surveys enable a company to obtain input in a structured way.

5.
Consumer surveys acquire information about purchase intentions, future expectations, rate of consumption, brand switching, time between purchases, and reasons for purchases.

6.
In the chain-ratio method, a firm starts with a general market factor and then computes a series of more specific information that leads to a sales forecast.

7.
With the market buildup method, a firm gathers data from small, separate market segments and aggregates them.

8.
Test marketing provides a form of market buildup analysis whereby total future sales are estimated from short-run, geographically limited sales of a new product.

9.
Detailed statistical analyses include simulation, complex trend analysis, and regression and correlation.

10-5c    ADDITIONAL CONSIDERATIONS
A.
The method and accuracy of sales forecasting depend a great deal on the newness of a firm’s offering. It is more difficult to forecast sales for a new product than an existing one.

B.
Sales penetration is the degree to which a company achieves its sales potential. A high level of sales penetration usually means there is little room for growth. 

1.
Sales penetration = Actual sales/Sales potential.

2.
A firm with high sales penetration must realize that diminishing returns may occur if it attempts to convert remaining nonconsumers, since costs may outweigh revenues. Other segments may offer better opportunities. See Table 10-4.

C.
External factors, such as economic conditions, industry conditions, company performance, competition, and consumer tastes can affect the accuracy of sales forecasts.
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