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and insurance adjusters had to

document auto accidents.
Over time, however, Polaroid
faced competition for other
types of goods and services.
Convenient one-hour photo
lab services popped up every-
where. Then digital cameras
made the competition even
rougher. A hundred firms now
offer all types of digital cam-
eras, and digital pictures can
be shared by e-mail or a
website—without costly film
or printing. Increased competi-
tion wasn’t the only problem.
Economic turmoil in Asia
eroded revenue from

Polaroid’s new target markets
in China and India.

Polaroid’s new-product
development manager helped
overcome these weaknesses
when he spotted a new oppor-
tunity. He saw teens having
fun at an instant photo booth
in a Japanese airport and had
an idea for an inexpensive new
pocket-sized camera that
would appeal to teens with its
instant, stamp-size photos.
Some Polaroid engineers
objected that the quality of the
photos would be poor and
would hurt Polaroid’s position
as a technology leader. But

marketers at Polaroid pressed
on because the product would
help attract a new generation
of teen customers. Many teens
viewed Polaroid cameras as
clunky holdovers from the
past. Besides, picture quality
wasn’t the benefit that deter-
mined their interest. They just
wanted fun and convenience
—more a toy for making quick
pictures rather than a serious
camera.

The benefits of Polaroid’s
pocket camera proved to be
right on target with the teen
segment. It very quickly
became a best seller and new-
product revenue was the
highest it had been in a
decade. Targeted promotion
helped to attract buyers, half
of whom were girls age 13 to
17. Ads for Polaroid’s I-Zone
Pocket camera and film were

placed in magazines like Sev
enteen, at clickclick.com and
other websites popular with
teens, and on TV shows like
Buffy the Vampire Slayer.
While ad media were slanted
toward teen girls, the ad
messages were broader so
that they would appeal to a
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combined male and female
teen market. To increase the
opportunities for I-Zone
Pocket camera fun, Polaroid
came out with a special
“sticky” film. The sticker-
pictures could be peeled off
and attached to lockers, note-
books, clothing, and just
about anything else. One
funny ad featured a young
man sticking instant pictures
of his girlfriend to his bare
chest. Reaching this younger
target market also called for
new distribution channels,
including online toy and music
stores and more emphasis on
mass merchandisers like Wal-
Mart. Trade ads targeted at

these retailers helped bring in
the orders and make the film
more widely available. Fre-
quent film purchases really
boosted profits.

Of course, Kodak didn’t
take this sitting down; soon it
was targeting teens with its
one-use Max cameras. Mar-
keters at Polaroid know that
its teen target market can be
fickle and that the I-Zone
could become yesterday’s fad.
So it is introducing other new
products for teens to
strengthen its fun positioning.
One is a combination camera
that takes both digital pictures
and pocket pictures, and
another is the Webster—a

What Are Attractive Opportunities?

miniature scanner to turn
[-Zone pictures into digital
images. Teens can post pic-
tures from either product at
Polaroid’s special new website
(Www.i-zone.com).

Polaroid’s new strategies
and teen target market have
certainly boosted profits. But
Polaroid’s traditional customer
segments—with a variety of
other instant picture needs—
still account for the bulk of its
business. So if Polaroid is
going to have a clear profit
picture long term, it will need
to find ways to offer these
segments superior customer
value as they shift toward digi-
tal images.*

Breakthrough
opportunities are best

Competitive advantage
is needed—at least

Marketing strategy planning tries to match opportunities to the firm’s resources
(what it can do) and its objectives (what top management wants to do). Success-
ful strategies get their start when a creative manager spots an attractive market
opportunity. Yet, an opportunity that is attractive for one firm may not be attrac-
tive for another. As the Polaroid case suggests, attractive opportunities for a
particular firm are those that the firm has some chance of doing something about—
given its resources and objectives.

Throughout this book, we will emphasize finding breakthrough opportunities—
opportunities that help innovators develop hard-to-copy marketing strategies that
will be very profitable for a long time. That’s important because there are always
imitators who want to “share” the innovator’s profits—if they can. It’s hard to con-
tinuously provide superior value to target customers if competitors can easily copy
your marketing mix.

Even if a manager can’'t find a breakthrough opportunity, the firm should try to
obtain a competitive advantage to increase its chances for profit or survival.
Competitive advantage means that a firm has a marketing mix that the target mar-
ket sees as better than a competitor’s mix. A competitive advantage may result from
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efforts in different areas of the firm—cost cutting in production, innovative R&D,
more effective purchasing of needed components, or financing for a new distribu-
tion facility. Similarly, a strong sales force, a well-known brand name, or good
dealers may give it a competitive advantage in pursuing an opportunity. Whatever
the source, an advantage only succeeds if it allows the firm to provide superior value
and satisfy customers better than some competitor.

Sometimes a firm can achieve breakthrough opportunities and competitive
advantage by simply fine-tuning its current marketing mix(es) or developing closer
relationships with its customers. Other times it may need new facilities, new peo-
ple in new parts of the world, and totally new ways of solving problems. But every
firm needs some competitive advantage—so the promotion people have something
unique to sell and success doesn’t just hinge on offering lower and lower prices.

You can see why a manager should seek attractive opportunities. But that doesn’t
mean that everyone does—or that everyone can turn an opportunity into a suc-
cessful strategy. As we discussed in Chapter 2 (Exhibit 2-13), too many firms settle
for the sort of death-wish marketing that doesn’t satisfy customers or make a
profit—to say nothing about achieving a breakthrough or providing superior
value. It’s all too easy for a well-intentioned manager to react in a piecemeal way
to what appears to be an opportunity. Then, by the time the problems are obvi-
ous, it’s too late.

Developing a successful marketing strategy doesn’t need to be a hit-or-miss propo-
sition. And it won't be if you learn the marketing strategy planning process
developed in this text. Exhibit 3-1 summarizes the decision areas for the marketing
strategy planning process we’ll be developing throughout the rest of the chapters.

Marketing Strategy Planning Process Highlights Opportunities

From Chapter 2, you know that a marketing strategy requires decisions about the
specific customers the firm will target and the marketing mix the firm will develop
to appeal to that target market. We can organize the many marketing mix decisions
(review Exhibit 2-9) in terms of the four Ps—Product, Place, Promotion, and Price.
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Customers
Needs and other
Segmenting

Dimensions

Company
Objectives
and
Resources

Target

Market

Differentiation
& Positioning

Price Promotion

Competitors
Current

and
Prospective

External Market Environment
Technological Political and Legal Cultural and Social Economic

Thus, the “final” strategy decisions are represented by the target market surrounded
by the four Ps. However, the idea isn't just to come up with some strategy. After all,
there are hundreds or even thousands of combinations of marketing mix decisions
and target markets (i.e., strategies) that a firm might try. Rather, the challenge is to
zero in on the best strategy.

As Exhibit 3-1 suggests, it is useful to think of the marketing strategy planning
process as a narrowing-down process. Later in this chapter and Chapter 4 we will
go into more detail about strategy decisions relevant to each of the terms in this
figure. Then, throughout the rest of the book, we will present a variety of concepts
and “how to” frameworks that will help you improve the way you make these strat-
egy decisions. As a preview of what's coming, let’s briefly overview the general logic
of the process depicted in Exhibit 3-1.

The process starts with a broad look at a market—paying special attention to
customer needs, the firm’s objectives and resources, and competitors. This helps to
identify new and unique opportunities that might be overlooked if the focus is
narrowed too quickly.

A key objective of marketing is to satisfy the needs of some group of customers that
the firm serves. Broadly speaking, then, in the early stages of a search for opportu-
nities we're looking for customers with needs that are not being satisfied as well as
they might be. Of course, potential customers are not all alike. They don't all have
the same needs—nor do they always want to meet needs in the same way. Part
of the reason is that there are different possible types of customers with many dif-
ferent characteristics. For example, individual consumers often have different needs
than organizations, and people with certain attitudes or interests have different pref-
erences for how they spend their time, what shows they watch, and the like. In spite
of the many possible differences, there often are subgroups (segments) of consumers
who are similar and could be satisfied with the same marketing mix. Thus, we try
to identify and understand these different subgroups—with market segmentation.
We will explain general approaches for segmenting markets later in this chapter.
Then, in Chapters 5 to 7, we delve into the many interesting aspects of customer
behavior. For now, however, you should know that really understanding customers
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is at the heart of using market segmentation to narrow down to a specific target
market. In other words, segmentation helps a manager decide to serve some seg-
ment(s)—subgroups of customers—and not others.

A marketing mix must meet the needs of target customers, but a firm isn’t likely to
get a competitive advantage if it just meets needs in the same way as some other
firm. So, in evaluating possible strategies the marketing manager should think about
whether there is a way to differentiate the marketing mix. Differentiation means that
the marketing mix is distinct from and better than what is available from a com-
petitor. As suggested above, differentiation often requires that the firm fine-tune all
of the elements of its marketing mix to the specific needs of a distinctive target
market. Sometimes the difference is based mainly on one important element of the
marketing mix—say, an improved product or faster delivery. Differentiation is more
obvious to target customers, though, when there is a consistent theme integrated
across the four Ps decision areas. That emphasizes the difference so target customers
will think of the firm as being in a unique position to meet their needs. For exam-
ple, in Norway, many auto buyers are particularly concerned about safety in the
snow. So, Audi offers a permanent four-wheel drive system, called quattro, that helps
the car to hold the road. Audi ads emphasize this differentiation. Rather than
show the car, however, the ads feature things that are very sticky (like bubblegum!)
and the only text is the headline “sticks like quattro” and the Audi brand name.
Of course, handling is not Audi’s only strength, but it is an important one in help-
ing to position Audi as better than competing brands with this target market. In
contrast, consider General Motors’ decision to discontinue the 100-year-old
Oldsmobile line. In spite of repeated efforts, marketers for Oldsmobile were no
longer able to develop a differentiated position in the crowded U.S. auto market.
And when target customers don’t see an advantage with a firm’s marketing mix,
they just move on.?

In this chapter, we'll introduce concepts relevant to this sort of positioning.
Then, in Chapters 9 to 18 we’ll cover the many ways in which the four Ps of the
marketing mix can be differentiated. For now, you can see that the thrust is to nar-
row down from all possible marketing mixes to one that is differentiated to meet
target customers’ needs particularly well. Of course, finding the best differentiation
requires that we understand competitors as well as customers.
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There are usually more different opportunities—and strategy possibilities—than a
firm can pursue. Each one has its own advantages and disadvantages. Trends in the
external market environment may make a potential opportunity more or less attrac-
tive. These complications can make it difficult to zero in on the best target market
and marketing mix. However, developing a set of specific qualitative and quantita-
tive screening criteria can help a manager define what business and markets the firm
wants to compete in. It can also help eliminate potential strategies that are not well
suited for the firm. We will cover screening criteria in more detail in Chapter 4.
For now, you should realize that the criteria you select in a specific situation grow
out of an analysis of the company’s objectives and resources.

A useful aid for identifying relevant screening criteria and for zeroing in on a fea-
sible strategy is S.W.O.T. analysis—which identifies and lists the firm’s strengths and
weaknesses and its opportunities and threats. The name S.W.O.T. is simply an abbre-
viation for the first letters of the words strengths, weaknesses, opportunities and
threats. A good S.W.O.T. analysis helps the manager focus on a strategy that takes
advantage of the firm’s opportunities and strengths while avoiding its weaknesses
and threats to its success. These can be compared with the pros and cons of differ-
ent strategies that are considered.

The marketing strategy developed by Amilya Antonetti illustrates the basic ideas
behind a S.W.O.T. analysis. Her son was allergic to the chemicals in standard deter-
gents—and her research showed that many other children had the same problem.
So she started SoapWorks and developed a line of hypoallergenic cleaning products
to pursue this opportunity. Unlike the big firms, she didn’t have relations with gro-
cery chains or money for national TV ads. To get around these weaknesses, she used
inexpensive radio ads in local markets and touted SoapWorks as a company created
for moms by a mom who cared about kids. She had a credible claim that the big
corporations couldn’t make. Her ads also helped her get shelf space because they
urged other mothers to ask for SoapWorks products and to tell friends about stores
that carried them. This wasn’t the fastest possible way to introduce a new product
line, but her cash-strapped strategy played to her unique strengths with her specific
target market.*

Exhibit 3-1 focuses on planning each strategy carefully. Of course, this same
approach works well when several strategies are to be planned. Then, having an
organized evaluation process is even more important. It forces everyone involved to
think through how the various strategies fit together as part of an overall market-
ing program.

The discussion above makes it clear that finding attractive target markets is a
crucial aspect of the marketing strategy planning process. But how do you identify a
target market and decide if it offers good opportunities? In the rest of this chapter,
we will begin to answer these questions. Opportunities that involve international
markets present some special challenges, so we’ll give them some special attention.”

Types of Opportunities to Pursue

Some alert marketers seem to be able to spot attractive opportunities everywhere
they look. This seems reasonable when you recognize that most people have unsat-
isfied needs. Unfortunately, many opportunities seem “obvious” only after someone
else identifies them. So, early in the marketing strategy planning process it’s useful
for marketers to have a framework for thinking about the broad kinds of opportu-
nities they may find. Exhibit 3-2 shows four broad possibilities: market penetration,
market development, product development, and diversification. We will look at
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these separately, but some firms pursue more than one type of opportunity at the
same time.

Market penetration means trying to increase sales of a firm’s present products in its
present markets—probably through a more aggressive marketing mix. The firm may
try to strengthen its relationship with customers to increase their rate of use or repeat
purchases, or try to attract competitors’ customers or current nonusers. Coleman got
a 50 percent increase in sales of its outdoor equipment, like camping lanterns and
stoves, by reaching its target market with special promotional displays at outdoor
events like concerts, fishing tournaments, and Nascar races. For example, about
250,000 auto racing fans camp on-site at Nascar races each year—so a display at the
campground is an effective way to reach customers when they have leisure time to
browse through product displays and demos.®

New promotion appeals alone may not be effective. A firm may need to add a
home page on the Internet to make it easier and faster for customers to place an
order. Or, it may need to add more stores in present areas for greater convenience.
Short-term price cuts or coupon offers may help.

Market development means trying to increase sales
by selling present products in new markets. This
may involve searching for new uses for a product.
E-Z-Go, a producer of golf carts, has done this. Its
carts are now a quiet way for workers to get around
malls, airports, and big factories. The large units are
popular as utility vehicles on farms, at outdoor
sports events, and at resorts. E-Z-Go even fits carts
with ice compartments and cash drawers so they
can be used for mobile food services.

Firms may also try advertising in different media
to reach new target customers. Or they may add
channels of distribution or new stores in new areas, including overseas. For exam-
ple, to reach new customers, McDonald’s has opened outlets in airports, zoos,
casinos, and military bases. And it’s rapidly expanded into international markets
with outlets in places like Russia, Brazil, and China.’

Product development means offering new or improved products for present markets.
By knowing the present market’s needs, a firm may see new ways to satisfy customers.
For example, kids are the big consumers of ketchup. So Heinz figured out how
ketchup could be more fun. Producing ketchup in gross green and funky purple col-
ors—in an EZ Squirt dispenser molded to fit little hands—increased sales so much
that the factory had to run 24/7. Ski resorts have developed trails for hiking and
biking to bring their winter ski customers back in the summer. Nike moved beyond
shoes and sportswear to offer its athletic target market a running watch, digital audio
player, and even a portable heart-rate monitor. And of course Intel boosts sales by
developing newer and faster chips.?
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Diversification means moving into totally different lines of business—perhaps
entirely unfamiliar products, markets, or even levels in the production-marketing
system. McDonald’s, for example, is opening two four-star hotels in Switzerland. The
plan is to serve families on the weekend, but the target market during the week is
business travelers. This means that McDonald’s will need to satisfy a very different
group of customers than the ones it already knows. A luxury hotel is also very dif-
ferent from a fast-food restaurant. Products and customers that are very different
from a firm’s current base may look attractive to the optimists—nbut these opportu-
nities are usually hard to evaluate. That's why diversification usually involves the
biggest risk.®

Internet Exercise Go to the website for McDonald’s hotel and review the
information given (www.goldenarch hotel.com). Based on what you see, do you
think that the hotels will appeal to the weekend target market of traveling fami-
lies? Do you think they will appeal to business travelers during the week?

Usually firms find attractive opportunities fairly close to markets they already know.
This may allow them to capitalize on changes in their present markets—or more
basic changes in the external environment. Moreover, many firms are finding that
the easiest way to increase profits is to do a better job of hanging onto the cus-
tomers that they’ve already won—by meeting their needs so well that they wouldn’t
consider switching to another firm.

For these reasons, most firms think first of greater market penetration. They want
to increase profits where they already have experience and strengths. On the other
hand, many firms are proving that market development—and the move into new
international markets—is another profitable way to take advantage of current
strengths.

International Opportunities Should Be Considered

The world is getting
smaller

Develop a competitive
advantage at home and
abroad

It’s easy for a marketing manager to fall into the trap of ignoring international mar-
kets, especially when the firm’s domestic market is prosperous. Yet, there are good
reasons to go to the trouble of looking elsewhere for opportunities.

International trade is increasing all around the world, and trade barriers are coming
down. In addition, advances in e-commerce, transportation, and communications
are making it easier and cheaper to reach international customers. With an Inter-
net website and a fax machine, even the smallest firm can provide international
customers with a great deal of information—and easy ways to order—at very lit-
tle expense. E-mail communications and interactive electronic ordering are fast and
efficient whether the customer is a mile away or in another country. Around the
world, potential customers have needs and money to spend. The real question is
whether a firm can effectively use its resources to meet these customers’ needs at
a profit.

If customers in other countries are interested in the products a firm offers—or could
offer—serving them may improve economies of scale. Lower costs (and prices) may
give a firm a competitive advantage both in its home markets and abroad. Black and
Decker, for example, uses electric motors in many of its tools and appliances. By
selling overseas as well as in the U.S., it gets economies of scale and the cost per
motor is very low.
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Marketing managers who are only interested in the “convenient” customers in
their own backyards may be rudely surprised to find that an aggressive, low-cost for-
eign producer is willing to pursue those customers—even if doing it is not
convenient. Many companies that thought they could avoid the struggles of inter-
national competition have learned this lesson the hard way. The owner of Purafil,
a small firm in Atlanta that makes air purification equipment, puts it this way: “If
I'm not [selling to an oil refinery] in Saudi Arabia, somebody else is going to solve
their problem, then come attack me on my home turf.”*°

Different countries are at different stages of economic and technological develop-
ment, and their consumers have different needs at different times.

A company facing tough competition, thin profit margins, and slow sales growth
at home may get a fresh start in another country where demand for its product is
just beginning to grow. A marketing manager may be able to transfer marketing
know-how—or some other competitive advantage—the firm has already developed.
Consider JLG, a Pennsylvania-based producer of equipment used to lift workers and
tools at construction sites. In the early 1990s competition was tough and JLG’s sales
were dropping so fast that profits all but evaporated. By cutting costs, the company
improved its domestic sales. But it got an even bigger boost from expanding over-
seas. By 2000 its international sales were greater than its total sales five years before.
Much of that was due to market growth in Europe, where sales increased by 47 per-
cent in a single year. Now that JLG has stronger distribution, international sales
should soon account for half of its business.**

Unfavorable trends in the marketing environment at home—or favorable trends in
other countries—may make international marketing particularly attractive. For
example, population growth in the United States has slowed and income is level-
ing off. In other places in the world, population and income are increasing rapidly.
Many U.S. firms can no longer rely on the constant market growth that once drove
increased domestic sales. Growth—and perhaps even survival—will come only by
aiming at more distant customers. It doesn’t make sense to casually assume that all
of the best opportunities exist “at home.”*?

Search for Opportunities Can Begin by Understanding Markets

Breakthrough
opportunities from
understanding target
markets

A marketing manager who really understands a target market may see breakthrough
opportunities. But a target market’s real needs—and the breakthrough opportuni-
ties that can come from serving those needs—are not always obvious.
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Vivitar’s digital camera for kids or even Sony’s innovative Mavica, which stores digital pictures on a 3-inch CD-R.

What is a company’s
market?

Don’t just focus on the
product

Exhibit 3-3
Narrowing Down to Target
Markets

Identifying a company’s market is an important but sticky issue. In general, a market
is a group of potential customers with similar needs who are willing to exchange
something of value with sellers offering various goods and/or services—that is, ways
of satisfying those needs.

Marketing-oriented managers develop marketing mixes for specific target markets.
Getting the firm to focus on specific target markets is vital. As shown in Exhibit 3-3,
deciding on a specific target market involves a narrowing-down process—to get beyond
production-oriented mass market thinking. But some managers don’t understand this
narrowing-down process.

Some production-oriented managers get into trouble because they ignore the tough part
of defining markets. To make the narrowing-down process easier, they just describe their
markets in terms of products they sell. For example, producers and retailers of greeting
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= cards might define their market as the “greeting-
-.ﬁl* card” market. But this production-oriented approach
| n | = . ignores customers—and customers make a market!
—prfa,_l;_.Lu.i,n,-'\ I.a:__, This also leads to missed opportunities. Hallmark isn’t
missing these opportunities. Instead, Hallmark aims at
the “personal-expression” market. Hallmark stores
offer all kinds of products that can be sent as “memory makers”—to express one per-
son’s feelings toward another. And as opportunities related to these needs change,
Hallmark changes too. For example, at the Hallmark website (www.hallmark.com) it is
easy to get shopping suggestions from an online “gift assistant,” to order flowers, or to
personalize an electronic greeting card to send over the Internet.*®

To understand the narrowing down process, it's useful to think of two basic types of mar-
kets. A generic market is a market with broadly similar needs—and sellers offering
various—often diverse—ways of satisfying those needs. In contrast, a product-market is
a market with very similar needs and sellers offering various close substitute ways of sat-
isfying those needs.**

A generic market description looks at markets broadly and from a customer’s
viewpoint. Entertainment-seekers, for example, have several very different ways
to satisfy their needs. An entertainment-seeker might buy a Sony satellite receiv-
ing system for a TV, sign up for a cruise on the Carnival Line, or reserve season
tickets for the symphony. Any one of these very different products may satisfy this
entertainment need. Sellers in this generic entertainment-seeker market have to
focus on the need(s) the customers want satisfied—not on how one seller’s prod-
uct (satellite dish, vacation, or live music) is better than that of another
producer.

It is sometimes hard to understand and define generic markets because quite dif-
ferent product types may compete with each other. For example, a person on a business
trip to Italy might want a convenient way to record memories of the trip. Minolta’s
APS camera, Sony’s digital camcorder, Kodak’s PalmPix digital accessory for a Palm,
and even postcards from local shops may all compete to serve our traveler’s needs.
If customers see all these products as substitutes—as competitors in the same generic
market—then marketers must deal with this complication.

Suppose, however, that our traveler decides to satisfy this need with an APS cam-
era. Then—in this product-market—Muinolta, Kodak, Nikon, and many other
brands may compete with each other for the customer’s dollars. In this product-
market concerned with APS format cameras and needs to conveniently record
memories, consumers compare similar products to satisfy their image needs.

Broader market definitions—including both generic market definitions and product-
market definitions—can help firms find opportunities. But deciding how broad to go
isn’t easy. Too narrow a definition limits a firm’s opportunities—but too broad a def-
inition makes the company’s efforts and resources seem insignificant. Consider, for
example, the mighty Coca-Cola Company. It has great success and a huge market
share in the U.S. cola-drinkers’ market. On the other hand, its share of all bever-
age drinking worldwide is very small.

Here we try to match opportunities to a firm’s resources and objectives. So the
relevant market for finding opportunities should be bigger than the firm’s present
product-market—but not so big that the firm couldn’t expand and be an impor-
tant competitor. A small manufacturer of screwdrivers in Mexico, for example,
shouldn’t define its market as broadly as “the worldwide tool users market” or as
narrowly as “our present screwdriver customers.” But it may have the production
and/or marketing potential to consider “the handyman’s hand-tool market in
North America.” Carefully naming your product-market can help you see possi-
ble opportunities.
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Naming Product-Markets and Generic Markets

Product type should
meet customer needs

Some managers think about markets just in terms of the product they already pro-
duce and sell. But this approach can lead to missed opportunities. For example,
think about all of the minivans and SUVs that you see and how many cars they’ve
replaced on the road. If Chrysler had been thinking only about the “car” market,
the minivan opportunity might have been missed altogether. And as we've already
highlighted with other examples in this chapter, instant film is being replaced with
digital pictures, satellite TV is replacing cable, MP3 players are replacing portable
CD players, and cell phones are replacing phone booths.

As this suggests, when evaluating opportunities, product-related terms do not—
by themselves—adequately describe a market. A complete product-market definition
includes a four-part description.

What: 1. Product type (type of good and type of service)
To meet what: 2. Customer (user) needs

For whom: 3. Customer types

Where: 4. Geographic area

We refer to these four-part descriptions as product-market “names” because most
managers label their markets when they think, write, or talk about them. Such a
four-part definition can be clumsy, however, so we often use a nickname. And the
nickname should refer to people—not products—because, as we emphasize, people
make markets!

Product type describes the goods and/or services that customers want. Sometimes the
product type is strictly a physical good or strictly a service. But marketing managers
who ignore the possibility that both are important can miss opportunities.
Customer (user) needs refer to the needs the product type satisfies for the cus-
tomer. At a very basic level, product types usually provide functional benefits
such as nourishing, protecting, warming, cooling, transporting, cleaning, holding,
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saving time, and so forth. Although we need to identify such “basic” needs first,
in advanced economies, we usually go on to emotional needs—such as needs for
fun, excitement, pleasing appearance, or status. Correctly defining the need(s)
relevant to a market is crucial and requires a good understanding of customers.
We discuss these topics more fully in Chapters 6 and 7. As a brief example, how-
ever, a buyer might want a small van to handle various cargo- and people-moving
needs. The marketer would need to consider related needs such as economy in
use, flexibility and convenience in changing the seat arrangement, and comfort
for the driver and passengers.

Customer type refers to the final consumer or user of a product type. Here we
want to choose a name that describes all present (possible) types of customers. To
define customer type, marketers should identify the final consumer or user of the
product type, rather than the buyer—if they are different. For instance, producers
should avoid treating middlemen as a customer type—unless middlemen actually
use the product in their own business.

The geographic area is where a firm competes—or plans to compete—for cus-
tomers. Naming the geographic area may seem trivial, but understanding geographic
boundaries of a market can suggest new opportunities. A firm aiming only at the
domestic market, for example, may want to expand into world markets.

A generic market description doesn’t include any product-type terms. It consists of only
three parts of the product-market definition—without the product type. This
emphasizes that any product type that satisfies the customer’s needs can compete in
a generic market. Exhibit 3-4 shows the relationship between generic market and
product-market definitions.

Later we'll study the many possible dimensions for segmenting markets. But for
now you should see that defining markets only in terms of current products is not
the best way to find new opportunities.

Defines Possible Target Markets

Market segmentation is a two-step process of: (1) naming broad product-markets and
(2) segmenting these broad product-markets in order to select target markets and
develop suitable marketing mixes.

This two-step process isn't well understood. First-time market segmentation
efforts often fail because beginners start with the whole mass market and try to find
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Chapter 3

one or two demographic characteristics to segment this market. Customer behavior
is usually too complex to be explained in terms of just one or two demographic
characteristics. For example, not all elderly men buy the same products or brands.
Other dimensio