[image: ][image: ][image: ]
[image: ]
[image: ]
[image: ]
[image: ]









[image: ]
[image: ]
[image: ]

image7.png
View Page -

[ my.dynamic-learning.co.uk/ViewPage aspx?tid=5ef214d7-0b69-44f2-8079-b7c58cfdd309&fn=dps0164-0165.swiki=713af261-1804-47f5-: ¥

DB

: Did you know?
Market segmentation is
becoming much more
sophisticated because firms’
own databases can now provide
them with quite detailed

data on consumers. Loyalty
cards and credit or debit card
transactions also enable firms
to identify potential customers
more accurately. This has led
to an increase in direct mail
promotions to customers.

Look at promotional offers made
to members of your household -
which ones seem to be based on
agood understanding of buying
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® Usage/frequency of purchase. Some customers, known as ‘early
adopters, like to be the first to try new products; in contrast, ‘followers’
are more cautious. Awareness of these customer types allows a firm to
target the right people. Similarly, consumers can be classified according
to how often they purchase products. A frequent purchaser will have a
different view of a product from an occasional, casual user.

What type of segmentation?

The exact type of segmentation used depends on the business or the
product. For example, in the case of clothing, gender is important and so
is age, especially for children’s clothing. Not every type of segmentation
is used by every business. In general, organisations identify the market
segment or segments that are relevant to their products and services
Products, services and the organisation’s approach to marketing are

then geared to the targeted segments. Most market segmentation
combines different features, such as active men living in urban areas

or young women with families who are frequent purchasers of a
particular product.
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Lush Cosmetics was originally set up in 1978,
supplying cosmetics to The Body Shop. However, an
ill-fated venture into mail order led tots collapse.

Lush recommenced trading in 1994, producing soaps,
shampoos, cosmetics and related products. This time
it decided to open its own retail outlets. It has been

50 successful that, in addition to manufacturing all

of its own products, it has set up 106 stores in the UK
alone. Overseas, there are over 400 franchises in 51
different countries. In 2013 its worldwide profit for the
year, before tax, was £21.9 million.

Lush focuses on its range of products. Each bar of
soap, shampoo, etc., contains fresh (not synthetic)
ingredients, ranging from the predictable (aloe

vera, lemon and tea tree oil) to the peculiar (Belgian
chocolate and almond shells). In this way, Lush sees
itself as operating in a niche market of people who
want unusual and a varied selection of cosmetics,
rather than in a mass market. Its products have never
been tested on animals. For its overseas franchises,
the products are manufactured locally to guarantee
freshness.

Marketing is mostly by word of mouth and through
anin-house magazine, which has also been used to
re-establish a mail-order service. The nature of the
ingredients means that the location of a Lush shop

mprove marketing performance
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With typical product prices at about £3.10 for a
100 g bar of soap, Lush achieves high profit
margins. The ingredients of a bar of soap can cost
as little as 70p.

In 2013, a Which? magazine survey of nearly 12,000
consumers placed Lush as the number one cosmetics
business in the UK. Lush came in first place in 14
different factors including price, service, store
environment, product quality, product range and
after-sales service. Paul Wheatley, director of Lush
retail, was pleased with the result: ‘We focus on the
freshest products, innovation and excellent customer
service. Shoppers tell us they like to visit shops
where they can see and touch the products available.
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S  anin-house magazine, which has also been used to
S re-establishamailorder service. The nature of the
&  ingredients means that the location of a Lush shop
'S canusually be detected by smell from a considerable
S distance [depending on the wind directionl. This can
£ alsohelpto encourage consumers tovisit the shops
£ Over 200 products are made, with the range changing
S constantly according to demand. Unsuccessful

@ products are quickly eliminated and there is constant
& research aimed at producing new products. The.

Q product range is updated every three months. Its

g most recent new product development is in the field
'§ of cosmetics. This new range of products spent two

years in development and was created to match the
needs of its target market. Consumers and press
reports are used to provide marketing slogans, such
as ‘Lush is like the AA, prettyvital in a crisis’ and ‘It's
better to bathe in sweets than to eat them’. Interest

is also aroused through unusual product names

such as ‘Honey | Washed the Kids' and ‘Sex Bomb'.
Staff are encouraged to spot celebrities, and a list of
famous names, and their Lush purchases, is regularly
updated on the company website.
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freshest products, innovation and excellent customer
service. Shoppers tell us they like to visit shops
where they can see and touch the products available.
Lush sells distinctive products that are hard to

get elsewhere at lower prices and presents them
attractively in store in unique ways. Although Lush
sells its products online it focuses much more on
sales from shops.

Lush operates in a niche market and targets a variety
of market segments. It is based mainly in urban
shopping centres and targets females aged 18 to 45
years. Its consumers are generally well educated
and in social classes A, B and C1. Lush positions its
products to appeal to consumers who are concerned
about environmental and sustainability issues and
who want fresh products. Customers are mostly
regular users who place a high value on fresh
products. These customers want value for money but
are prepared to pay high prices if the individual and
unique products meet their functional and emotional
needs.

Sources: www.lush.co.uk and www.cosmeticsdesign-

europe.com
»>
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Questions Total: 65 marks

1 Whatis meant by the term ‘target market? (2marks) 6 Analyse the possible difficulties faced by Lush
as aresult of its decision to produce a range

2 State t les of beh L
ale fwo examp es 0 benavioure of 200 different products. (9 marks)

segmentation indicated in thearticle. (2 marks)
7 Analyse the benefits for Lush from operating

3 Analyse two reasons why Lush introduces e o

new products every three months. (© marks)

8 Lush uses market segmentation in its
planning. Evaluate the usefulness of market
segmentation in enabling Lush to make

4 Analyse two reasons why Lush might have
decided to open its own shops when it
re-launched the business in 1994 (9 marks)

large profits. (16 marks)
5 Analyse how Lush’s market positioning
allows it to achieve differentiation from

R its competitors. © marks)
cost.
000
smetics
1%
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i customers into groups or sub-groups market segments), each of which
responds differently to different products or marketing approaches.

Types of market segmentation

A number of different ways of segmenting a market can be identified. The
AQA A-level Business specification classifies market segments into four
categories:

Demographic segments: examples include classifying consumers
according to age, gender, marital status, family size and family life cycle.
2 Geographic segments: examples include classifying consumers
according to region, country, urban/rural and ACORN (A Classification
Of Residential Neighbourhoods)

Income segments*: examples include classifying consumers according A Older pec

to family income, occupation and social class. sorts of t
and famil
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A Figure 9.1 Steps in segmentation, targeting and positioning

4 Behavioural segments: these are often based on consumers’ attitudes to
a particular product. Examples include heavy/light user, degree of brand
loyalty, early/late adopter, like/dislike, nature of benefits sought from the
product. Behavioural segments may also be based on the character of the
consumer, such as lifestyle, interests and opinions.

* The types of segmentation in this category are often classified as examples
of demographic segmentation.

Demographic segmentation
The main forms of demographic segmentation are age and gender.

® Age. For many products and services, age is a crucial influence on
demand, so firms will segment on this basis. Holidays are a classic
example: Club 18-30 targets its holidays at a specific age range, while 163
Saga holidays are aimed at people aged over 50 years. Large firms try to
provide a range of products that will reach all ages. A magazine publisher

will produce different magazines for teenagers, 20- and 30-somethings,
the middle-aced and the elderlu
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* The types of segmentation in this category are often classified as examples
of demographic segmentation.

Demographic segmentation
The main forms of demographic segmentation are age and gender.

@ Age. For many products and services, age is a crucial influence on
demand, so firms will segment on this basis. Holidays are a classic
example: Club 18-30 targets its holidays at a specific age range, while 163
Saga holidays are aimed at people aged over 50 years. Large firms try to
provide a range of products that will reach all ages. A magazine publisher
will produce different magazines for teenagers, 20- and 30-somethings,
the middle-aged and the elderly.

A Older people will want different ® Gender (sex). Some products are targeted specifically at males or
sorts of holidays toyounger people females. The market for perfume is dominated by females, while
and families d P Y g
attendance at sporting events has been dominated by male customers.
However, in both these cases, firms have recognised the potential for
growth by targeting the other gender.
Goooe | &
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Geographic segmentation w

~ Although regional variations in taste are becoming less significant, there Did y
are still major differences in tastes and purchasing behaviour based on Market
geographical features. Rambling, surfing, theatre visits and night-clubbing becom
are all activities that are influenced by the place where someone lives. sophis
Geographic variations may be linked to regions (e.g. differences in tastes own da
between the north and south), to the differences in spending patterns in them w
" urban as opposed to rural areas, and to geographical features such as the data or

terrain and climate. cards ¢
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graphicat location e of the main geographic methods is ACORN. This approach segments

the market according to types of housing. Over 30 different categories of
housing are identified by this technique. Families in suburban detached
houses are expected to have very different tastes from those living in

terraced houses in rural areas. Postcodes can be used to identify these Look a

ce segments, helping firms to target their marketing, to men
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arket Income segmentation agood

e I Income is an important influence on consumer spending, Sophisticated habits:
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Income segmentation

Income is an important influence on consumer spending. Sophisticated
databases enable businesses to have a greater understanding of the level

of income of individuals and families, so that products and marketing
messages can be targeted at people whose incomes make them more likely
to buy a certain product or brand. Although it is not a totally reliable
relationship, occupations can provide a guide to incomes and tastes. In the
UK social class is a basis for market segmentation.

Social class

This method classifies families according to occupation:
VA Professional

/B Managerial and technical

MIN/C1 Skilled: non-manual

1M/C2 Skilled: manual

IV/D  Partly skilled

V/E Unskilled
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IV/D  Partly skilled

V/E Unskilled

In general, social class influences purchasing habits because class A
receives more income than class B and so on. However, there are some
activities that may appeal to particular social classes regardless of income:

for example, golfers are more likely than football supporters to be from the
middle classes, A, Band C1.

Behavioural segmentation
Two examples of behavioural segmentation are outlined below:

@ Lifestyle. This type of segmentation is becoming more popular as
businesses can use credit card and loyalty card records to identify the
pattern of individuals' expenditure. Family food purchases are classified
into categories according to the tendency to buy takeaways, organic food,
economy brands, health foods, etc. Leisure pursuits are also used to
segment customers for marketing purposes.
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