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1. Introduction to Market Segmentation and Targeting
Market segmentation and targeting are essential processes for a successful 
modern business. These practices focus on identifying a company’s potential 
customers, selecting the specific consumers the company intends to pursue, 
and subsequently creating value tailored for those chosen customers.
Definition of Key Concepts
•	 Market Segmentation: This is the act of dividing a broad customer market 

into groups, or subsets, that share similar characteristics, needs, priorities, 
or interests. The goal is to understand who buys a company’s products and 
services, and why they make these purchases.

•	 Target Market: This is the specific audience or segment that a company 
selects to focus its marketing efforts on, based on the high likelihood that 
this group will purchase the product or service. This selection depends on 
the segment’s attractiveness, profitability, and the company’s ability to 
serve it.

•	 Target Market Segmentation: This term refers to the strategic process of 
classifying a larger target market into smaller, more manageable groups 
with similar traits.



The Need for Targeting
Universal campaigns that broadcast generic messages are no longer 
efficient or effective in a hyper-competitive landscape. Customers now expect 
brands to understand and cater to their distinctive needs and preferences.
Segmentation provides the framework to deliver relevance at scale:
•	 It ensures the right message reaches the right people at the right time.
•	 It enables tailoring marketing approaches to meet diverse needs, mindsets, 

and behaviors.
•	 It helps brands move beyond talking to everyone and start talking to 

someone.

2. The Segmentation, Targeting, and Positioning (STP) 
Process
Market segmentation and targeting work together within the Segmentation, 
Targeting, and Positioning (STP) process. STP is considered the foundation of 
smarter marketing.
Step 1: Segmentation
Segmentation is the initial step, where customers with similar needs are 
grouped, and their characteristics are defined.
•	 Process: It involves studying the entire market to find common 

characteristics among consumers to understand which products or 
services might appeal to them.

•	 Classification: Customers can be grouped based on location, 
demographics, lifestyle, or by asking who, what, and why they buy.

•	 Example: An automotive company might segment customers into two 
categories: price-sensitive and price-insensitive. The price-sensitive group 
may be characterized as having less disposable income.

Step 2: Targeting
Targeting involves selecting the segments that the company will focus on. 
This selection process evaluates the segments’ attractiveness and 
determines the appropriate marketing strategy.
Criteria for Segment Selection: A firm’s choice depends largely on the 
product/service offered. Three factors influence selection:
•	 Characteristics: Assessing how fast a segment is growing and its 

profitability.
•	 Competencies and Resources: Ensuring the company has the means to 

serve the segment’s needs (e.g., a large segment may require significant 
resources).

•	 Competition: Considering current and future competition, as high 
competition can reduce margins, even in a profitable segment.

Marketing Strategy Types:
•	 Mass Marketing (Undifferentiated): Suitable for undifferentiated markets, 



where large companies (like Microsoft) use the same design and similar 
ads for all customers.

•	 One-to-One Marketing (Personalized): More appropriate for specialized 
markets, such as a luxury store (Tiffany Co.) sending personalized letters, or 
a service (Dairy Queen) allowing customers to design their own product.

Step 3: Positioning
Positioning is the final step, where the company creates a value proposition 
that will appeal specifically to the selected target segment.
•	 Value Creation: Value is created and then communicated to consumers 

through the design, distribution, and advertisement of the product.
•	 Example: The automotive company targeting price-sensitive customers 

could position their cars by marketing them as reliable and fuel-efficient.
•	 Product Strategy: This strategy aims to extract maximum value from 

customers, often by offering products at different price levels.
•	 Communication Strategy: Advertises using appropriate ads and 

the correct media to reach the chosen consumer group (e.g., using 
digital channels for younger audiences who spend time on Google and 
Facebook).

3. Comprehensive Types of Market Segmentation
The smartest strategies often layer different types of segmentation together. 
The four core categories provide different lenses for viewing the audience.
1. Demographic Segmentation
This is one of the simplest and most common approaches, grouping 
individuals based on readily available attributes.
Key Characteristics:
•	 Age and Gender.



•	 Income Level (Crucial for determining willingness to spend).
•	 Education Level and Occupation.
•	 Marital Status and Family Structure/Size.
•	 Ethnicity, Race, and Religion.

Application: Firms hope that demographic features correlate closely to 
consumer needs (e.g., marketing an SUV to a person in their mid-40s with a 
large family).
2. Geographic Segmentation
This group of people is based on location or geographical boundaries, as 
regional preferences significantly impact needs and engagement.
Key Characteristics:
•	 Country, State, City, or Region.
•	 Postal or ZIP code, Area code, and Time zone.
•	 Climate and Population density.
•	 Language and Culture.

Application Example: A company selling winter wear adjusts its marketing 
efforts significantly between a location like Miami and a location like Alaska.
3. Psychographic Segmentation
This approach delves into the psychological aspects of consumer behavior, 
focusing on beliefs and internal traits. It helps build an emotional connection 
with the consumer.
Key Characteristics:
•	 Lifestyle, Interests, Opinions, and Attitudes (AIO).
•	 Values and Personality Traits.
•	 Socioeconomic groups (e.g., upper-class or middle class).

Application Example: Positioning travel gear for “adventure seekers” who 
prioritize outdoor activities, allowing the brand to use messages highlighting 
their specific mindset.
4. Behavioral Segmentation
This focuses strictly on actions and interactions customers have with 
the brand or product. It is key for performance marketing and retention 
strategies.
Key Characteristics:
•	 Purchase behavior and history.
•	 Loyalty, usage rate, and purchase occasion.
•	 Data points known as Recency, Frequency, and Monetary value (RFM), 

which show when the last purchase occurred, how often the customer 
shops, and how much money they spend.

•	 Feature use and browsing history.
Application: Companies collect information on past purchases to predict 
future purchases, allowing them to target the right consumers. Rewarding 
frequent shoppers with loyalty perks is a direct application of behavioral 
segmentation.



5. Firmographic and Emerging Segmentation Types
Beyond the four main types, other specialized segmentation methods exist:
•	 Firmographic Segmentation (B2B): Similar to demographics but applied 

to companies, grouping them by industry, location, number of employees, 
or revenue.

•	 Technographic Segmentation: Looks at the tools people use, such as their 
tech stack, device preferences, or digital behaviors.

•	 Attitudinal Segmentation: Explores beliefs, motivations, and openness to 
innovation, providing deep insight into decision-making drivers.

•	 AI and Machine Learning: These tools are redefining segmentation by 
spotting hidden patterns, predicting future behaviors, and automating the 
segmentation process in real time.

4. Strategic Benefits of Effective Segmentation
When executed correctly, market segmentation is crucial for driving profits 
and engendering several business advantages. Bain & Company research 
indicates that 81% of executives find segmentation critical for profit growth.

1. Optimization of Marketing Efforts and 
Costs
Effective segmentation maximizes the 
return on marketing investment (ROI).
•	 Stronger Messages: Messages 

can be directed specifically to a 
group’s characteristics, wants, and 
needs, avoiding generic or vague 
communications.

•	 Targeted Advertising: By defining the 
audience’s traits, digital advertising 
(e.g., on Facebook or Google) can be 
highly focused on specific locations, 
ages, and buying habits.

•	 Lower Acquisition Costs (CAC): A 
laser-focused approach eliminates 
wasted ad spend and ensures 
resources are used efficiently to 
convert prospective customers.

•	 Increased Relevance: Campaigns 
resonate directly with customer needs, 
increasing the likelihood of conversion 
compared to a generic marketing 
blast.



2. Enhanced Customer 
Relationships and Loyalty
Segmentation fosters a sense 
of personalization, which 
strengthens the customer 
brand relationship.
Attracting the Right 
Customers: Targeted 
messaging attracts people 
who are most likely to buy and 
who may spend more or be 
more loyal.
Improved Loyalty: When 
customers feel uniquely well 
served and understood, they 
are more likely to stick with the 
brand over time.
Higher Customer Lifetime 
Value (CLV): Catering to 
specific needs encourages 
repeat purchases and builds 
long-term relationships, 
reducing the probability of 
customer churn.

3. Informed Business Development and 
Product Strategy
Segmentation provides invaluable 
insight that drives key operational and 
development decisions.
Better Product-Market Fit: Insights into 
needs and preferences help develop 
new products and services that align 
with customer requirements, ensuring 
resources are allocated efficiently.
Locating New Markets: Segmentation 
research can uncover audiences who 
have not yet received targeted marketing, 
revealing new avenues for brand 
expansion.
Providing Brand Guidance: Research helps 
the leadership team adjust the company’s 
brand (logo, website, values) to appeal 
effectively to the target audience.
Data-Driven Decisions: Segmentation 
empowers the use of customer data to 
make informed choices regarding product 
specifications, pricing models, promotional 
strategy, and distribution channels.

5. Building and Assessing a Robust Segmentation Strategy
Building a successful segmentation strategy is a systematic, iterative process 
that requires collecting the right data and consistently tracking performance.
Steps for Implementation

01 Define the Overall Market and Goal: Identify the entire potential customer base for the product 
or service, understanding the pain points addressed. Define the specific goals (e.g., stronger 
brand connection, higher retention, more conversions).

02 Determine Major Segments: Within the broader customer base, identify initial major customer 
segments based on basic characteristics and common traits.

03 Gather Customer Data: Perform deeper research using surveys, analytics tools, or third-party 
demographic data services (e.g., browser cookies, buying history) to gain insight into tastes, 
preferences, and behaviors.



04 Define Customer Segments and Personas: Leverage the gathered data to finalize customer 
segments (core and potential niche segments). Create detailed buyer personas for each 
segment, outlining what motivates them and their challenges.

05 Analyze Competitors: Understand how competitors segment their customer pool, their pricing 
models, and their outreach tactics to identify opportunities for unique positioning.

06 Develop Tailored Campaigns: Create personalized marketing campaigns, determining the 
best channels for maximum outreach and crafting messages that resonate with the specific 
segment.

07
Review, Track, and Refine: Deploying the strategy is not a one-time task. Continuously test 
the target segments and campaigns, tracking performance to refine the strategy in response 
to evolving customer behavior, seasonal changes, or unexpected external factors (e.g., the 
COVID-19 pandemic).

Ensuring Effective Segments (The MASA Test)
For market segments to be useful and actionable, they must pass four key 
tests:
•	 Measurable: The size of the segment, its purchasing power, and its key 

characteristics must be quantifiable and estimable. Without this data, 
effective, targeted campaigns cannot be created.

•	 Accessible: The company must be able to reach the segment at an 
affordable cost through appropriate media and channels identified by their 
characteristics and behaviors.

•	 Substantial: The segment must be large and profitable enough, with 
sufficient spending power, to justify the resources and effort spent trying to 
reach it.

•	 Actionable (Differentiated): Each segment must be distinct and unique 
from others, capable of responding differentially to marketing strategies in 
a way that yields value. If two segments respond identically, they should be 
grouped.

Common Segmentation Pitfalls
To maximize effectiveness, businesses should avoid common mistakes:
•	 Relying solely on demographics: Surface-level traits are a starting point, 

but do not reveal what truly drives behavior.
•	 Creating too many segments: Over-segmentation stretches the budget, 

complicates messaging, and makes execution difficult.
•	 Using outdated or biased data: Data must reflect current attitudes and 

behaviors; otherwise, targeting will fail.
•	 Skipping validation: Segments must be tested against real performance 

data and feedback, not just created theoretically.



•	 Forgetting brand alignment: Segments must align with the overall brand 
strategy to ensure consistent direction.

6. Real-World Applications and Examples
Market segmentation strategies are implemented across various business 
functions, from product development to campaign optimization.
1. Segmentation Strategy Examples
Companies use segmentation to dramatically tailor their appeal, even for 
similar products:
Automotive Industry Example: An auto manufacturer selling hatchbacks, 
sedans, and SUVs segments its audience based on age, income, and 
preference.
•	 Economical Buyers (Age 18-30, lower income): Prefer hatchbacks, seeking 

practicality and safety features.
•	 Luxurious Buyers (Age 30-60, higher income): Prefer SUVs and sedans, 

seeking exclusivity and high-end craftsmanship.
•	 Family-Centric Buyers (Age 30-45): Seek spaciousness and safety 

features, regardless of price point.
Retail/Luxury Example: Different soap brands appeal to different segments 
based on pricing and perceived value.
•	 High-End: Aveda Rosemary Mint Bath Bar ($19.50) targets upscale, eco-

conscious consumers.
•	 Luxury: Clé de Peau Beauté Synactif Soap ($110) targets wealthy, fashion-

conscious consumers willing to pay a premium.
•	 Mass Market: Dial soap ($9.79 for an eight-pack) is a basic, function-

focused product.
Fitness Industry Example: Fitness equipment brands segment audiences 
based on life stage and motivation, such as retired consumers versus young 
full-time workers.
•	 Messaging for Retired Buyers: Highlights reliability (60% value this) and 

simplicity (41% want help simplifying life).
•	 Messaging for Younger Workers: Taps into aspiration, performance 

features, and innovation (31% want brands that boost their image).
2. Use Cases in Departments
Market segmentation data is valuable across the organization:
•	 Product Development: By understanding customer needs and how they 

live their lives, businesses can avoid wasting time and money developing 
products that do not solve a stated problem for the target audience.

•	 Customer Needs Research: Segmentation helps pinpoint gaps in existing 
offerings and identifies areas for improvement in customer service by 
analyzing different experiences across various segments.

•	 Campaign Optimization: Marketing teams use segment information to 
personalize campaigns at scale, leading to variations in messaging and 



strong calls to action that drive specific segments toward sales channels.
•	 Market and Opportunity Assessments: When exploring entering a 

new market, segmentation helps align findings with target groups to 
understand how potential customers might respond to new products or 
services.

7. Conclusion
Target market segmentation is an important strategic tool that unlocks 
a deeper understanding of the customer base, moving brands beyond 
ineffective “spray and pray” marketing to deliver tailored, personal 
experiences. By classifying the market based on demographics, behavior, 
and psychographics, businesses can significantly enhance the relevance 
of their campaigns, leading to stronger engagement and lower customer 
acquisition costs. Ultimately, segmentation acts as the foundation for future-
proof business growth, enabling leadership teams to make data-driven 
decisions that improve product-market fit, increase customer loyalty, and 
maximize the overall return on investment. Companies utilizing segmentation 
are reported to grow twice as fast and retain customers for longer.
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