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INNOVATIONS IN MARKET SEGMENTATION: A REVIEW

AMANDEEP SINGH
PROFESSOR
CHITKARA BUSINESS SCHOOL
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RAJPURA (PUNJAB) INDIA

ASHU JAIN
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ABSTRACT
Even though market segmentation is one of the most established concepts in marketing, there are still some shortfalls in the body of research, which create a gap
between theory and practice and lead to failure in the implementation of segmentation. This research paper highlights the need of using a new theoretical foun-
dation of market segmentation which will help the FMICG companies to segment the market in competition oriented marketing to gain fruitful results

KEYWORDS

FMCG, convenience, promotion, price, purchase location, quality.

JEL CODE
M31

INTRODUCTION
hen it comes to marketing strategies, most people spontaneously think about the 4P (Product, Price, Place, Promotion) — maybe extended by three
Wmore Ps for marketing services (People, Processes, Physical Evidence). Market segmentation and the identification of target markets, however, are
an important element of each marketing strategy. They are the basis for determining any particular marketing mix. The importance of market seg-
mentation results from the fact that the buyers of a product or a service are no homogenous group. Actually, every buyer has individual needs, preferences,
resources and behaviors. Since it is virtually impossible to cater for every customer’s individual characteristics, marketers group customers to market segments by
variables they have in common. These common characteristics allow developing a standardized marketing mix for all customers in this segment.

REVIEW OF LITERATURE

As long as companies have been competing for sales, markets have been separated into smaller homogenous markets (Ginter 1956). According to the founder of
the market segmentation concept, Smith (1956), market segmentation is a brief and temporary phenomenon. Effective use of this tool may result in more official
recognition of market segments through seeing groups of customers as individual markets. Market segmentation refers to looking at a heterogeneous market as
smaller homogeneous markets, in order to be able to change product preferences to significant market segments’ needs (Smith 1956). These segments will be
subjected to similar marketing activities in order to create required behaviour (Séderlund 1998). Thus, the underlying principle for segmentation is that the market
is fragmented; hence, a homogenous market does not exist (Beane and Ennis 1987). Engel (1972) further contends the notion that consumers are different from
each other, and that these differences influence market demand. Serving all consumers is almost like mission impossible; people have different needs and wants
and therefore they cannot be targeted in the same manner (Vyncke 2002). To find those consumers a company can satisfy, it is of significant importance to
undertake market segmentation.

In marketing literature, segmentation is a central and prevailing concept, which offers directives regarding companies marketing strategies. Segmentation consti-
tutes the focal point in marketing strategy and has been extensively adopted by companies for as long as companies have tried to differentiate themselves from
competitors (Kamineni 2005). Hunt and Arnett (2004) continue and argue that one of the most established notions in modern marketing is market segmentation.
According to Engel (1972), companies adopting segmentation receive a wide range of advantages, especially concerning information that can be obtained. Wein-
stein (2006) state that companies must gain the consumers’ trust and win them over and to accomplish this, companies must understand consumers’ needs and
wants in the segments where they struggle. Accordingly, by using the obtained information from segmentation, companies can easier understand consumers’
wants and needs (Engel et al 1972). As one of the aims with advertising and promotion is to inform market segments of the product or service existing on the
market, this information can be applied in order to direct companies marketing activities more effectively (Smith 1956). Companies can then better adjust to
shifting market demands and plan more distinct offerings to consumers (Engel et al 1972).

To gain competitive advantages, companies should identify those segments with possibilities for the firm, target the particular group of customers and finally
create a certain marketing mix aimed to reach each segment (Hunt and Arnett 2004). Market segmentation often helps companies achieving better profitability
than expected Wind (1978), and one of the reasons why segmentation is such an accepted marketing tool is because it contributes to increased sales compared
to mass marketing approaches Cross (1999)

Since Smith (1956), first introduced the notion of segmentation, numerous ways for segmenting the market has been widely discussed in marketing literature
(Mathur 2006; Vyncke 2002). However, independent of which segmentation classification, they all presume that consumers can be divided into homogenous
clusters. Thus, companies employ segmentation as a tool to identify desirable markets, and tailor the marketing mix. (McGoldrick 2002)

For a company to successfully target its wanted group, the segmentation strategy has to be completely accurate (Solomon 1994), and if companies have well
defined and penetrated market segments, the firm will get a deeper position on the market (Smith 1956). However, segmenting a market successfully is a difficult
task. Consumers operate on several levels, and it is hard to understand how and what consumers act on (Kamineni 2005). Unfortunately, it is not directly obvious
what individual demand thus causing different companies to come to diverse conclusions. This is due to differences in their theoretical and analytical approach,
concerning what segment is right (Dickson and Ginter 1987)

Four different traditional market segmentation approaches are frequently being mentioned in marketing research. These segmentation variables are referred to
as geographic, demographic, psychographic, and behavioural variables and consumers can be segmented according to them. According to Kotler (2005), these
variables are the major variables in market segmentation. They are further in this research referred to as traditional market segmentation variables. Geographic
variables are such variables as country size, city size, and density. Segmenting on demographic variables involves dividing consumers with regard to their age, life
cycle, income, and occupation. The psychographic variables cover social class, lifestyle, and personality. The fourth segmentation variable, behavioural consists of
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benefits sought, usage rate, and purchase occasion. (Kotler et al 2005) each of these variables offer important insights to the understanding of the market. How-
ever, at the same time, there are constraints with using them. As such, critiques have been directed towards all of these traditional segmentation variables
Geographic segmentation is not appropriate to use, since it has weaknesses in its nature (Haley 1968). Furthermore, Haley (1968) claims that the geographic
variables are not good predictors of the consumer behaviour, as in today’s society there is not much diversity between rural and urban areas. Thus, it is not
effective to use this variable, as it cannot predict future buying behaviour within consumers. Moreover, geographic segmentation variables are based on ex post
factor analysis of consumers in different market segments, which rely on explanatory features (Haley 1968). The capability of geographical variables has also been
questioned due to their lack in offering an understanding of target markets (Schoenwald 2001).

Some of the problems with using demographic variables derive from marketers trying to segment whole markets. If there is not a clear segment, the demographic
variables will be of no utility since they then cannot describe the segment. (Beane and Ennis 1987) neither are they capable to predict future buying behaviour
(Haley 1968), which are essential for marketers as this is the aim with segmentation; to make the consumers into a customer, meaning to make consumers buy.
Marketing managers must know what it is that drive consumer’s behaviour. Based on this argument, demographic variables are not effective to apply, since they
are unable to capture the drivers of consumers’ behaviour. (Lancioni and Oliva 1995) demographic variables are not proficient enough to foresee behaviour (Tynan
and Drayton 1987; Schultz 2002). Schultz (2002) also argues that segments based on demography are “nice to know but not terrible helpful”. Furthermore, these
variables do not perform enough; marketers need and want to get more acquainted with their customers in order to effectively segment a market (Wells 1975)
Singh A (2014) also find out that traditional segmentation techniques doesn’t hold good for current market segmentation. In his study he tested that only age and
gender in demographic variables have impact on the market segmentation.

OBJECTIVE

The objective of the research is to highlight the new concepts that are coming up in the market segmentation.

RESEARCH METHODOLOGY

This research is exploratory in nature. Data is being collected from the various secondary resources including books, article, company reports and magazines etc.

NEW CONCEPTS

In the era of modern technology, the following new techniques are emerging:

1) Multidimensional Segmentation

In segmenting markets, most researchers use a single set of basis variables, be they demographics, psychographics, product category-related attitudes, product
usage-related behaviours, derived importance from conjoint exercises, latent structures or whatever. However, there is no reason to limit the basis for segmen-
tation to only one type of variable when many criteria actually determine buyers' response to offerings in the category. These criteria are multidimensional,
encompassing attitudes, needs, values, benefits, means, occasions, and prior experiences, depending on the product or service category and the buyer.

A segmentation scheme based on only one set of basis variables may limit the utility of the information to the firm because various users of segmentation schemes
have different needs. For example, product development managers may want the market segmented on perceived values and benefits sought; marketing com-
munications managers may want the market segmented into groups of buyers with similar needs, desires, or psychographic profiles; and sales managers may want
the market segmented on sales potential or profitability. A segmentation scheme based on multiple dimensions, using separate segmentation schemes for each
one, is often more useful and more flexible for planning marketing strategy and executing marketing tactics. Thus, one may consider different segmentations on
a sample of buyers using different bases, say, performance needs, means (the ability to pay), and desires concerning product-user identity.

FIGURE 1: THE MULTIDIMENSIONAL SEGMENTATION MODEL

Means

Needs/Benefits

Generalized model axes

In the past such segmentation schemes were deemed as too confusing and produced too many segments for marketing managers to address effectively. Yet, in
this era of flexible manufacturing, micro-niche targeting, and multi-channel direct marketing, many market planners now consider and use market segmentation
schemes that support much finer targeting efforts. Each surveyed customer, now a member of one segment in each of the three segmentation schemes, was
assigned to a single cell in the segmentation matrix. Thus respondents in each cell were very similar on all three dimensions and different from respondents in
other cells on at least one set of basis variables.

This approach provided a much cleaner and more understandable segmentation scheme then had we tried to dump all three sets of measures into a single
clustering effort. Alone, this segmentation approach provides considerable insight into the marketplace structure. However, each cell of the segmentation scheme,
along with means and distributions of all descriptor variables, can be putinto a database and manipulated to provide a more dynamic understanding of the market
structure and allow the user to reform the cells into new segmentation schemes. With a well designed segment manager program, the user can aggregate cells
into specific market segments based on the varying needs of different internal functional and departmental users, while using a common base of homogeneous
cells for all of the segmentation schemes in the company. Thus, any specific tactical segmentation scheme can be directly linked to the strategic segments or to
any other tactical segmentation scheme.

2) Artificial Neural Networks

Starting in the early 1990's, artificial neural networks (ANN) have been developed to address a host of analytical problems. Both the appeal and the bane of ANN's
is that they do not require any particular underlying model formulation and they do not require any particular data structure, as do, say, regression analysis or
factor analysis.

Generally, ANN's are given a set of input variables and a set of known outcomes, and the algorithm is asked to find the best relationship between the inputs and
the outputs. It does this by initially forming a trial relationship on a subset of the data, called the learning set or calibration set. The algorithm then backs up
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through one or more "hidden layers" of input junctures, or neurons, and adjusts the weight of each input to that neuron to maximize its contribution to accurately
predicting the outcome. This learning procedure is repeated over and over for each neuron until the process is halted by user specifications, or there is 100%
accuracy in the prediction of a separate test sample. Results are tested and validated with other samples.

There are some specialized neural networks that are designed to cluster cases of data. This fall in the class of unsupervised neural networks, meaning that the
outcomes are not pre-specified. Typically, these algorithms attempt to form clusters based on minimizing variance around a specified set of "seeds" or based on
optimizing a transform function. Currently, one of the best known of these clustering ANN's is the Kohonan Self-Organizing Map. All ANN's of this type require a
large number of cases because they need a large learning sample, a large test sample, and a large validation sample. Results have been mixed - some extremely
well, others not so good. The usefulness of the clustering solution seems very dependent on the initial selection of seeds or the shape of the transform function.
Many alternative runs may be necessary to find an acceptable solution.

One positive aspect of using ANN's to form clusters is that they tend to handle messy data well, that is missing variable data, variables with non-standard distribu-
tions, and variables using different scales.

Unlike cluster analysis, ANN's internally decide the relative impact, or weight, of an input variable on the results. Thus, it is difficult to externally weight any of the
variables so that they have a higher influence on the clustering outcome.

3) Latent Class Models (Mixture Models)

Unlike other segmentation approaches, latent class is based upon statistical modelling; often involving dependent variable relationships characterized by regres-
sion and logic specifications. It assumes that data are generated by a mixture of distributions, and the analysis involves simultaneously estimating segment level
models and determining segment identities. After the estimation process, individual respondents can be assigned into segments based upon their posterior prob-
ability of membership. For example, using only product selection choice data where respondents are never directly asked about brand, price, and features, a latent
class analysis can reveal segments that are brand loyal, price sensitive, feature sensitive, etc. through an examination of the resulting coefficient estimates. In
practice, the use of latent class analysis in conjoint and discrete choice applications has received much attention, and user-friendly software is now readily available.
Cohen and Ramaswamy (1998)? cited two studies concluding that latent class conjoint was superior to several different segmentation applications to conjoint data
in terms of fit, descriptive validity, and predictive validity.

However, other investigations comparing latent class results with procedures that first cluster based on individual level response data, and as a second step
develop models within the segments found little difference in the resultant size and membership of the two clustering solutions. However, the overall explained
variance in the dependent variable, thus its predictive power, was greater with the LCM approach.

While latent class analysis offers some advantages over more conventional procedures, it requires assumptions and specifications that are not needed in traditional
approaches. When dependence relationships are involved, the importance of that relationship in forming segments may not be sufficient for strategic and many
tactical market segmentation efforts. This is true of any segmentation procedure utilizing dependent relationships such as CHAID and CART. However, the methods
can be very useful for better understanding market structures.

4) Fuzzy and Overlapping Clustering

Most clustering algorithms are programmed so that all cases are assigned to one and only one cluster. That is, the algorithms require that the results be mutually
exclusive and exhaustive. The basic idea in fuzzy (or overlapping) clustering is to allow a single case to be assigned to more than one cluster, or alternatively to
assign a portion of a case to more than one cluster. Currently, there is no widely available software to handle this procedure, and there may be little need for it.
Most clustering routines assume cases are grouped into hyper-spheroids in multidimensional space. Cases are assigned to a cluster based on their multivariate
distance from the center of the spheroids or based on their probability of belonging to each spheroid. In the situation where a particular case is nearly equal
distant, or has nearly equal probability of belonging to more than one spheroid, the standard clustering program will assign the case to the closest one, even if it
takes five decimal points to do it. Many statisticians and research methodologists believe that there should be an alternative for the clustering algorithm to assign
the case to each of the clusters.

In theory, that sounds fine. Practice is a different story. The effect of such a procedure would be to increase the variance within each cluster, thus reducing the
variance explained by clustering. Cluster homogeneity would suffer, cluster overlap would increase, and the resulting clusters would be much harder to explain
because they would be less differentiated. It would seem better practice to throw these ambivalent cases out of the analysis. Throwing out cases that do not fit
well is very controversial. However, | believe our objective in market segmentation, and the underlying clustering of cases, is to identify unique and differentiated
markets, recognizing that some cases may be "fence sitters" between segments. Cases that depreciate the differentiation should be held out of the analysis. Thus,
there was a little need to further develop the concept of fuzzy or over-lapping clustering routines.

By way of an example, think about the situation where you may ask respondents to complete a conjoint trade off task about their drink selection preferences in
different situations, say, at a business social function and at a bar with a group of friends. The conjoint attributes and levels are identical, but respondents’ resulting
profile preference ratings may be different, based on the situation. If you independently derive importance for each attribute for each of those two occasions, you
will get two sets of derived importance for each respondent. There is no reason whatsoever that you cannot subject both sets of derived importance for these
respondents to a standard clustering routine. The same respondent may then show up in two different clusters, depending on the results from their situational
preferences.

5) Occasion-Based Segmentation

A particular challenge in market segmentation analysis is how to form segments when circumstances or occasions drive product preference and selection. For
example, it is well known that beer brand preference and brand selection is often driven by the situational circumstances of the purchaser at the time of consump-
tion. Restaurant selection is also well known to be dependent on occasion and circumstance. Mechanically, this is not very difficult. All as it takes is a different way
of looking at the data input file to standard clustering routines. A case becomes an occasion with individual respondent information appended to each occasion-
case.

Here is an example. Let's say we are measuring the relative influence on brand choice of a set of brands, product attributes, and price variations for carbonated
soft drinks (CSD's) for immediate consumption in a variety of store type settings grocery, convenience, mass merchandise, deli, and drug. Each respondent is asked
to execute a point allocation of importance of each of the attributes, plus price and brand name, on influencing their selection for each store setting that they
have experienced in the last 10 days. In addition, we ask demographic and consumption volume profile information to better describes the respondent. We need
to construct the data file as shown below, showing the first two respondents.

TABLE 1: OCCASION BASED SEGMENTATION
Occasion 1 measures | Respondent 1 profile data
Occasion 2 measures | Respondent 1 profile data (duplicated)
Occasion 3 measures | Respondent 1 profile data (duplicated)
Occasion 1 measures | Respondent 2 profile data
Occasion 3 measures | Respondent 2 profile data (duplicated)
Occasion 5 measures | Respondent 2 profile data (duplicated)
Here, each set of point allocation data for each store setting becomes a case. The respondents' profiling data is appended to each set of occasion ratings. At this
point we have two choices. We could execute a clustering of the point allocation data for each type of shopping trip, thus deriving segments based on importance
drivers within store type, separately.
Alternatively, we could submit all of the point allocation data to a clustering algorithm and find clusters or segments where the importance drivers are similar
within each cluster and different between clusters, regardless of the occasion. The resulting clusters may or may not differentiate between store types. Either
way, we have executed occasion based segmentation.
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