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Segmentation and targeting



Preliminary questions • • • •



What market potential means? What is market demand? Why segmentation and targeting is important? What is a good target like?



Definition • Dividing the market into groups of organizations that have similar requirements and preferences for market offerings within each group and relatively different requirements and preferences between groups. – Adapted from Anderson, Narus and Narayandas



 Used criteria must reflect differences in needs, buying behavior, accessibility, potential etc.
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Segmentation process • In business markets separation of knowledge generation, segmentation and targeting is at least partly artificial. • In practice: – Gather information – Analyze, segment, target and describe – Knowing the target, divide it in groups and focus on Avoid wasting the resources in irrelevant part of the markets Sometimes you might have to take a step back



Macro and micro level characteristics • At macro level we concentrate on the characteristics of the organization as a whole. • At micro level we take a look inside of the organization and the decision makers there.



Macro level • General characteristics: scale, scope, structure • Usage based: application, situation, rate • Buying history and level of sophistication – New buy, modified re-buy, straight re-buy – Prospect, novice or sophisticate



• Strategic factors – – – –



Customer capabilities: needs, but lacks? Business priorities Monetary/strategic value for customer Contribution to profitability
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Micro level • Structure of procurement and buying decision making style – Speed – Number of people involved and status hierarchies – Optimizing or satisfying



• Used criteria: – – – –



Quality of the elements of the offering Lead time Reputation …



Micro level • Innovativeness: pioneering or following • Overall customer behavior  easy-hard to cooperate • Attitudes towards vendors • Personal characteristics of involved people – Age, education… – Risk taker or avoider – …



Examples of using different segmentation characteristics Complex technology product and customer sophistication First-time prospect



Novices



Sophisticates



Dominant theme Take care of me



Help me make it work



Talk technology to me



• Easy-to-read manuals • Technical support hot-lines • A high level of training • Sales reps who are knowledgeable



•Compatibility with existing systems • Products customized to customer needs •Track record of vendor •Maintenance speed in fixing problems •Post-sales support and technical support



• An honest sales rep • Sales rep who knows and understands the business



• Training • Trial • Easy-to-read manuals



Benefits sought • An honest sales rep who knows and understands my business and can communicate in an understandable way • A vendor who have been in business for some time • A trial period • A high level of training What’s less important • Sales rep’s knowledge of products and services
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Examples of using different segmentation characteristics Enrollment Expanders Greater focus on enrollment growth and market share attainment Quality Seekers More oriented toward clinical quality and less focused on being the lowcost health-care provider



LowLow-Cost Providers Higher priority on reducing their cost structure Patient Empowermenters Organizations focused more on enabling consumer choice of medical care, while simultaneously shifting costs to the patient



Eli Lilly & Company and business priorities of the customers



Examples of using different segmentation characteristics • Creating micro level profiles 1. Programmed Buyers – – –



Not particularly price or service sensitive Make purchases in a routinized fashion Product not central



2. Relationship Buyers – – – –



Knowledgeable customers Value partnership Do not push for price or service concessions Product is moderately important



Examples of using different segmentation characteristics • Creating Micro level profiles 3. Transaction Buyers – – – –



Large and very knowledgeable customers Actively consider the price versus service tradeoffs Often place price over service Product very important



4. Bargain Hunters – – –



Large-volume buyers Very sensitive to any changes in price and/or service Product is very important to their operations.
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Targeting • Assess the attractiveness - competitive situation and choose the target taking in account your own resources  cost and profitability in the long term • Analyse – Sales potential, forecast, growth – Compatibility with the existing capabilities, easy to get the needed? – Accessibility and actionability – Competition: market share, efforts, competences – Business environment characteristics – Measurability: buyer characteristics, impact of actions… – Potential synergies if you plan to focus on more than one segment



Checking the target



Do the customers of the segment reference each other?  WOM, cost, credibility Be a big fish in a small bond! “I know our marketing people are doing a good job, when they are able to articulate to whom we should not try to sell to.” -Chuck Lillis, former CEO of US WEST Media Company



Start segmenting your company’s markets •



Start the segmentation at macro level, but don’t get to the micro level yet. 1. Choose the characteristics for your segmentation and give reasons, why you think these are the most relevant. 2. Analyze the segments and choose the target. 3. Describe the target and give reasons why you think this is the best.
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