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TRANSIT COOPERATIVE RESEARCH PROGRAM

The nation’s growth and the need to meet “mobility,
environmental, and energy objectives place demands on public
transit systems. Current systems, some of which are old and in need
of upgrading, must expand service area, increase service frequency,
and improve efficiency to serve these demands. Research is
necessary to solve operating problems, to adapt appropriate new
technologies from other industries, and to introduce innovations into
the transit industry. The Transit Cooperative Research Program
(TCRP) serves as one of the principal means by which the transit
industry can develop innovative near-term solutions to meet
demands placed on it.

The need for TCRP was originally identified in TRB Special
Report 213—Research for Public Transit: New Directions,
published in 1987 and based on a study sponsored by the Urban
Mass Transportation Administration—now the Federal Transit
Administration (FTA). A report by the American Public Transit
Association (APTA), Transportation 2000, also recognized the need
for local, problem-solving research. TCRP, modeled after the
longstanding and successful National Cooperative Highway
Research Program, undertakes research and other technical activities
in response to the needs of transit service providers. The scope of
TCRP includes a variety of transit research fields including plan-
ning, service configuration, equipment, facilities, operations, human
resources, maintenance, policy, and administrative practices.

TCRP was established under FTA sponsorship in July 1992.
Proposed by the U.S. Department of Transportation, TCRP was
authorized as part of the Intermodal Surface Transportation
Efficiency Act of 1991 (ISTEA). On May 13,1992, a memorandum
agreement outlining TCRP operating procedures was executed by
the three cooperating organizations: FTA; the National Academy of
Sciences, acting through the Transportation Research Board (TRB);
and the Transit Development Corporation, Inc. (TDC), a nonprofit
educational and research organization established by APTA. TDC is
responsible for forming the independent governing board,
designated as the TCRP Oversight and Project Selection (TOPS)
Committee.

Research problem statements for TCRP are solicited periodically
but may be submitted to TRB by anyone at any time It is the
responsibility of the TOPS Committee to formulate the research
program by identifying the highest priority projects. As part of the
evaluation, the TOPS Committee defines funding levels and
expected products.

Once selected, each project is assigned to an expert panel,
appointed by the Transportation Research Board. The panels prepare
project statements (requests for proposals), select contractors, and
provide technical guidance and counsel throughout the life of the
project. The process for developing research problem statements and
selecting research agencies has been used by TRB in managing
cooperative research programs since 1962. As in other TRB activ-
ities, TCRP project panels serve voluntarily without compensation.

Because research cannot have the desired impact if products fail
to reach the intended audience, special emphasis is placed on
disseminating TCRP results to the intended end users of the
research: transit agencies, service providers, and suppliers. TRB
provides a series of research reports, syntheses of transit practice,
and other supporting material developed by TCRP research. APTA
will arrange for workshops, training aids, field visits, and other
activities to ensure that results are implemented by urban and rural
transit industry practitioners.

The TCRP provides a forum where transit agencies can
cooperatively address common operational problems. The TCRP
results support and complement other ongoing transit research and
training programs.
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FOREWORD

By Staff
Transportation Research
Board

This handbook will be of interest to transit managers, marketing professionals, plan-
ners, and others interested in the potential implementation of market segmentation strate-
gies to increase transit ridership. Market segmentation is the identification of groups of peo-
ple—or market segments—that have similarities in characteristics or needs who are likely
to exhibit similar purchase behavior and/or responses to changes in the marketing mix. This
handbook provides an overview of market segmentation—what it is and why it is relevant
to public transit agencies. It serves as an introduction for managers to the basic concepts
and approaches of market segmentation and provides steps and procedures for marketers or
market researchers who have the responsibility for implementing a market segmentation
program. The handbook places special emphasis on issues that must be addressed when
using market segmentation, procedures and terminology that one may encounter in connec-
tion with segmentation, problems likely to arise in implementing segmentation studies,
ways to encourage the use of market segmentation at transit agencies, and methods to trans-
late segmentation findings into strategy. Private and public sector examples of market
segmentation analyses are used extensively throughout the handbook to illustrate concepts
presented. In addition, the handbook provides the results of market segmentation analyses
performed as part of this project at three demonstration transit agencies: Boise Urban
Stages, the Milwaukee County Transit System, and the Washington Metropolitan Area
Transit Authority. As a result of these demonstrations, key market segments are identified
and reported in the handbook.

Public transit exists in a competitive environment where many potential customers
have choices ranging from driving alone to telecommuting. For a variety of reasons, tran-
sit ridership has generally been declining. In the face of declining ridership trends nation-
wide as well as in many localities, transit managers are challenging their organizations to
find the most effective methods of maintaining and increasing ridership. New methods are
being developed in an environment of limited budget resources.

Delivery of new or improved transit service is critical to taking advantage of new mar-
ket opportunities. Market research can be used effectively by managers to scan and evalu-
ate opportunities that exist for increasing ridership, particularly by establishing a base of
knowledge on local customers. One market research tool—frequently used effectively in
the private sector—is market segmentation. Transit services often are designed and oper-
ated effectively with little or no consideration of the market segments to be served. How-
ever, there is an increased awareness that all current and potential transit users are not the
same, and that satisfying their needs, preferences, and motivations requires a better under-
standing of who they are. Thus, transit system managers are learning that analysis of mar-
ket segments can lead to an even higher degree of success while making the service design
and promotion more cost efficient.

Market segmentation provides the transit manager with a better understanding of the
customer, and it can promote a better balance between the operational and promotional
functions of the transit agency.



Under TCRP Project B-9, research was undertaken by the Northwest Research Group,
Inc. to develop guidelines for transit managers to effectively use market segmentation
in developing strategies to increase ridership. To achieve the project objectives, the
researchers conducted an extensive literature review of market segmentation strategies;
identified and documented 15 case study examples of organizations—in both the private
and public sectors—that have successfully employed market segmentation methods and
strategies; and conducted significant market segmentation analyses at three demonstration
transit agencies. At each of the three transit agency demonstration sites, 1,000 telephone
interviews (taking 35-40 minutes each) were conducted to identify characteristics lending
themselves to potential market segmentation analyses. T he results of these analyses have
been incorporated into the handbook.

An unpublished companion report, prepared under this project and entitled Using Mar-
ket Segmentation to Increase Transit Ridership—Final Report, summarizes the various
tasks undertaken during the project and describes in detail the case studies and the analy-
ses performed at the three demonstration transit agencies. This companion report is avail-
able on request through the TCRP, 2101 Constitution Avenue, N.W., Washington, D.C.
20418.
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Using Market Segmentation
to Increase Transit Ridership
A Management Guide

Does your agency suffer from . ..
1) A*fuzzy” business mission?
2) Unclear objectives?
3) Trying to be all things to all people and consequently not serving any customers particularly well?
4) Information that is not decision-oriented?

5) An operations-oriented focus - that is, routing and scheduling reflect operational or in some cases
political desires and do not reflect customer needs?

6) An unfocused promotional strategy?

7) Scarce resources for the development of new products or services or the implementation of a
marketing or public education campaign?

If you answered “yes” to one or more of these questions, your are not alone. Understanding and adopting a
market segmentation strategy can make it easier for you to answer “no” to all but the last of these questions,
and will make the problem of scarce resources become an opportunity for the development of innovative and
cost-effective programs and services.

What is “market segmentation”? The basic proposition behind market segmentation is that most — probably all
— markets are not monolithic but instead consist of submarkets that are relatively homogeneous in terms of
certain essential characteristics. These submarkets are market segments.

Market segments consist:of groups of people or orgamzatlons that are srmrlar in terms of how they respond foa
partrcular marketmg mix or ini other ways that are meaningful for marketing planning purposes.

Market segmentation is the process by which segments are identified. That is, you perform segmentation
expecting to find some market segments responding more positively than others do to marketing variables.
This process of market segmentation generally involves the use of consumer research. Analysis of consumer
characteristics, attitudes, and behaviors form the basis for market segments.

Market segmentatlon is the |dent|f catlon of groups of customers =or market segments that have similarities in
“characteristics or similarities:in‘needs who are likely to: exhibit srmllar purchase behavior and/or responses: fo
: changes in the marketmg mix.

Using Market Segmentation to Increase Transit Ridership
A Management Guide Page ¢ i



Using a market segmentation strategy will help you improve your agency’s competitive position and better serve
the needs of your customers. An effective strategy will enable youto . ..

m Increase ridership (both by increasing the frequency of riding and attracting new riders).
m Increase transit’s share of mode choice in your market.

m Efficiently allocate resources to markets that represent the greatest potential for change in light of
changes to the marketing mix.

m Enhance the image and reputation of public transportation to increase support for public funding.
Market segmentation can serve as the cornerstone of an efficient overall strategy. Research has shown that if
you identify relatively stable market segments that can be effectively reached, you will achieve increases in
ridership by marketing to these segments, beyond ridership increases possible from treating the market as
homogeneous. The marketing research and analysis that is an integral part of the market segmentation
process will enable youto . . .

m Design responsive products to meet the needs of the marketplace.

= Develop effective and cost efficient promotional strategies.
Moreover, this research will . . .

m Provide you with insight on present marketing strategies.

m Provide you with reliable data on which to base resource allocation decisions.

m Provide you with important data on which long-range planning — for market growth or product
development — can be based.

In summary, market segmentation provides the necessary research base on which all other marketing
strategies can be successfully formulated. This includes all aspects of marketing — product and service
development, route structure, pricing and fare programs, and communications. Following segmentation, the
agency can select target markets — one or more groups that will respond favorably to certain product or service
configurations and messages about these products or services. The agency can then position its products and
services by developing unique marketing strategies to appeal to the selected target market(s).

Segmentation research analyzes markets, finds niche opportunities, and capitalizes on a superior competitive
position — enabling you to better serve the needs of your customers. Segmentation-driven strategy can help
agencies design responsive products, develop effective promotional strategies, understand emerging trends in
the marketplace, and fine-tune current market initiatives. In summary, it is a systematic approach for controlled
market coverage and expansion.

Is your agency using market segmentation, and if so, are you using market segmentation techniques as well as
possible? This handbook covers

m The issues that you need to address when using market segmentation.
m The procedures and terminology that you may encounter in connection with segmentation.
m Problems that may arise in implementing segmentation studies.

m Strategies that may prove useful in encouraging the use of market segmentation at your agency.

Using Market Segmentation to Increase Transit Ridership
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Segmenting Transit Markets - Common Bases for Segmentation

A market can be segmented in many ways. As a rule when selecting target markets, these markets should be
compatible with your agency’s goals and objectives. Moreover, it is important to match the market opportunity
represented by the target market with the resources of the agency.

The first step in the market segmentation process is to identify the basis on which the market will be segmented.

Demographic, socioeconomic, and geographic segmentation bases and variables provide important
information about individuals within specific markets. Segmenting markets by these physical dimensions is a
logical starting point for several reasons:

m  The data is relatively easy to obtain.
m |tis generally less expensive than other forms of segmentation research.

m It provides a quick snapshot of a market (an understanding of market structure and potential
customer segments).

= Populations can be sampled and accurately projected to represent characteristics of the entire
market.

m  The information gathered can be of great value for decision-making.
m  The data corresponds to other available data and information for decision-making.

Product usage segmentation is particularly applicable to transit. This is frequently the next step taken once
agencies have exhausted the possibilities of segmenting by demographics and/or geodemographics. In the
transit industry, segmenting based on product usage is synonymous with segmenting based on ridership —
notably frequency of ridership. Segmenting markets based on product usage provides five major benefits:

m Like demographic segmentation, this is a relatively simple methodology to use. Risks and costs
can be relatively low.

® ltis a useful dimension for understanding transit markets based on past ridership behavior.

m |t can be used to identify strategies to retain frequent riders who are generally transit-dependent
and often stop riding when other modes become available.

m It can be used to identify strategies to increase consumption among light and medium users in
highly competitive markets.

m By providing additional benefits or focusing on neglected market segments, it is possible to convert
nonriders to riders.

m  Unlike psychographic and benefit segmentation, segmenting based on product usage is generally
easy to implement and requires less complex analysis. It is also less expensive depending on the
incidence of riders in the general population.

Customers and noncustomers’ attitudes toward a specific product or service category is another frequently
used type of basis variable. This is especially useful for developing advertising and promotion programs,
because it enables advertising agencies to understand what people think and feel about their needs in a specific
product or service category.

Using Market Segmentation to Increase Transit Ridership
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One of the more powerful segmentation approaches — psychographics — has come a long way since the term
was first coined nearly twenty years ago. Psychographic research seeks to describe human characteristics of
consumers that may have bearing on their response to products, packaging, advertising, and public relations
efforts. Such variables may span a spectrum from self-concept and lifestyle to attitudes, interests, and opinions,
as well as perceptions of product attributes. Segmentation based on psychographics has proven to be most
usefulin. . .

m Identifying target markets.

m  Explaining consumer behavior.

= Improving an agency'’s strategic marketing efforts.

m  Minimizing the risks for new products, services, or other ventures.
Benefit Segmentation is based on the belief that the benefits that people seek in consuming a given product
are the basic reasons for the existence of true market segments. Benefits are the sum of product advantages
or satisfactions that meet an individual's needs or wants. They extend beyond product features and serve to
satisfy physical, emotional, or psychological needs. Benefit segmentation is found to provide the marketer with
a new perspective and added insight into market situations. When properly executed, this approach is widely
acknowledged as one of the best ways to segment markets. Some advantages of benefit segmentation
include:

= Benefit segments are based on the reasons consumers buy.

m  Benefit segmentation is an appropriate segmentation base in many types of situations.

m Benefit segments are based on causal factors rather than descriptive factors.

m Benefit segmentation is a method with great flexibility.

m Benefit segmentation can be used in conjunction with other closely related segmentation bases
and variables.

Using Market Segmentation to Increase Transit Ridership
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A Practical Approach to Market Segmentation '

How do you introduce or improve segmentation procedures and activities at your agency? Effective and cost-
efficient segmentation analysis requires the following inputs:

®  Superior planning ~ A managerial framework emphasizing planning and research guidelines
leads to effective segmentation studies.

m  Solid research — Choosing the optimal blend of primary, secondary, syndicated, and data base
sources.

m  Selecting the “right” segmentation dimensions — These include geographics, demographics,
usage and other behavioral measures, benefits, and psychographics.

m  Strategy development — Target market selection, positioning, nichemanship, and formulating the
proper marketing mix based on product, pricing, promotional, and distribution elements.

= Implementation and control — Working, evaluating, and revising the segmentation plan.
A good segmentation plan requires . . .

1) Insuring management involvement and buy-in by . . .

m  |nvolving them early in the process.
- Keeping them informed.
®  Involving them in any decisions along the way.

2) Establishing budgetary constraints by . . .
m  Including both in-house and outside vendor costs in analysis.

= Recognizing cost / benefit trade-offs (anticipate expected value of research).

3) Obtaining outside assistance as required. Outside assistance is most likely to be required in the
design of the research, data collection, and analysis.

4) Establishing research objectives that include clear statements regarding the . . .

= Project background.
m  Project purpose.
m  Research objectives.
5) Specifying target population measurements that clearly describe your customers.

6) Stating relevant definitions regarding . . .
m  The market or service area to be included in the study.

m  Key demographic and socioeconomic classifications to evaluate, criteria for determining
benefits or lifestyles, and consumption measures that will be included.

Using Market Segmentation to Increase Transit Ridership
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7) Establishing criteria for segmentation viability that insures . . .

m The importance of the market segment can be rated relative to other marketing
opportunities.

m The market is realistic in size.
m  Members of the market can be easily reached.
m Customers will respond to marketing initiatives.
8) Developing market segments that . . .
m  Have similar characteristics.
m  Are distinct from other segments.
m Represent a sizable population.
m Provide meaningful segment data that is actionable.
8) Selecting the appropriate bases for segmentation by .. .
m Developing a segmentation model.
m |dentifying physical bases — geographic, demographic, geodemographic.
m Identifying behavioral bases — psychographics, benefits, and product use.

9) Collectingthedataby ...
m Considering the applicability of secondary, primary and syndicated data.

m  Selecting the best method of data collection — telephone or personal interviews.

10) Employing appropriate sampling procedures. This generally means using probabilistic or random
samples.

11) Analyzing and interpreting the data by following an analysis plan that. ..

m Specifies coding and tabulation requirements.

m Defines the statistical analysis — including any multivariate procedures — that will be
employed.

m  Uses complex models and advanced techniques only as needed.
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Translating Segmentation Findings Into Strategy

The results of a market segmentation study can be informative, insightﬁjl, and even fun. Once the segmentation
analysis is complete, however, the hard work begins. The real value of segmentation analysis lies in its ability to
be translated into actionable strategies.

A simple three-step process can be used for strategy formulation.

1) Identify the project or decision. Consider projects or decisions your agency is presently considering and
determine whether segmentation analysis is appropriate for that project or decision. Some examples of
projects for which segmentation analysis might be considered include: new services, special promotions,
pass or other fare media programs, advertising, special events, passenger information services, direct mail
campaigns, guaranteed ride home programs, etc. Once the project or decision is identified, then . . .

a) Determine the applicability of segmentation analysis to this project.
b) Create a project team.

2) Conduct a situation analysis. If it is determined that segmentation analysis is applicable to this project,
the project team should first conduct a situation analysis. This step involves taking a step back and
examining why your agency is considering this project or undertaking this decision. The situation analysis
represents an opportunity for your agency to break out of the box and to look at the project or decision in
different ways. Dare to be different! As part of your situation analysis, you should . . .

a) Identify opportunities.

b) Examine problems / threats.
c) Establish goals.

d) Evaluate current strategies.

3) Formulate strategies. If the situation analysis indicates that this project is worth pursuing, the next step is
to formulate the strategies to employ. If this is an existing project, this may involve a revision or complete
overhaul of existing strategies. For new projects, you are operating from a clean slate. As noted in the
situation analysis, be creative. Try looking at the results of your segmentation analysis in different ways.
Brainstorm — don't reject ideas simply because your agency has never done it that way before. The bold
new approach may be critical to attract those customer segments that have been resistant but through

segmentation analysis have indicated they can be reached — with just a little more effort. During the
strategy formulation process you will . . .

a) Identify target market segments.
b) Position the segments.

¢) Specify the marketing mix.
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Enhancing the Value of Market Segmentation — Some Guidelines

Market segmentation can reward your agency with some or all of these riches.
m Increased ridership.
m  Improved share of mode choice.
=  New customers.
m Better customers.
m  More satisfied customers.

m Potentially more ‘profitable’ marketing and service opportunities.

This process, however, takes considerable time and effort. Success requires well-conceived and executed
research. Strategies must be formulated on the research and then monitored to determine their success.

Following are five valuable tips that should form the basis of your market segmentation study. Follow these
steps and you will be on your way to a well-conceived segmentation study.

1) Plan, plan, plan. Then plan some more.

2) Consult important references.

3) Recognize the dynamics of the market.

4) Use more than one basis for segmentation.

5) Get down to basics.

Segmentation represents one of the most valuable tools available for managers. Successful service plans and
marketing strategies can be developed on this foundation. The following eight guidelines will assist you in
managing and using market segmentation in your agency.

1) Integrate market segmentation with other management activities.
2) Getinvolved in the project.
3) Be realistic in your expectations.
4) Listen to the results.
5) Dare to be different.
6) Request frequent updates.
7) Get professional assistance when and where necessary.
8) Treat segmentation as an investment.
Market segmentation will continue to gain prominence in the next few years as more and more agencies — large

and small — discover the power of this strategic marketing tool for attracting and keeping riders, and
acknowledge its importance to the service planning and marketing functions.

Using Market Segmentation to Increase Transit Ridership
A Management Guide Page o viii



Chapter

Market Segmentation

An Overview

Does your agency suffer from . . .

A “fuzzy” business mission?
Unclear objectives?

Trying to be all things to all people and as a result not serving any of your customers particularly
well?

Information that is not decision-oriented?

An operations-oriented focus - that is, routing and scheduling reflect operational or in some cases
political desires and do not reflect customer needs?

An unfocused promotional strategy?

Scarce resources for the development of new products or services or the implementation of a
marketing or public education campaign?

Chances are, you answered “yes” to one or more of these questions. The good news, however, is that you are
not alone. Interviews with transit agencies across the United States suggest that such problems are quite
typical. Even better news is that understanding and adopting a market segmentation strategy can make it
easier for you to answer “no” to all but the last of these questions, and will make the problem of scarce
resources become an opportunity for the development of innovative and cost-effective strategies.

The overall objective of using a market segmentation strategy is to improve your agency’s competitive position
and to better serve the needs of your customers. Some specific objectives may include:

Increasing ridership (both by increasing the frequency of riding and attracting new riders),
Increasing transit's share of mode choice in your market,

Efficiently allocating resources to markets that represent the greatest potential for change in light of
changes to the marketing mix, and

Enhancing the image and reputation of public transportation in order to increase support for public
funding.
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This is not to say that it is impossible to achieve these goals using a mass marketing approach and a one size
fits all product. However, as one backyard philosopher said, “I wouldn’t want to have everything, and besides,
where would | put it all?” This is analogous to what most marketers know. Consider the following:

m Everyone is not a prospect for every product or service offered. It is evident to everyone in
the transit industry that not everyone rides or will ride the bus, participate in a carpool or vanpool,
ride a bike to work, or otherwise leave their car at home — even for a day.

= An agency’s product or service mix must be controlled for maximum efficiency. Recent
cutbacks in funding make it increasingly important to understand customers’ needs and wants in
order to use these increasingly scarce resources most effectively.

m  Since the product / service mix and customer pool are limited, it is most efficient to match your
products and services to customer needs and wants.

While transit agencies often advocate being market oriented and customer focused, few agencies — large or
small — use market segmentation or a targeted marketing program to their maximum potential. In spite of the
many advances made in the field of marketing theory — including advances made in market segmentation
methodology and technology — a majority of transit agencies still base their marketing plans on cursory,
incomplete, or intuitive market analyses. However, used effectively, segmentation-based marketing strategy —
strategic segmentation — provides the foundation for increasing ridership and improving overall marketing
performance.

This handbook provides an overview of market segmentation without heavy reference to equations and
complex formulations. It lays out and explains terminology briefly — not always an easy process — and
discusses the basic methodological procedures involved. Although this handbook reviews statistical concepts
inherent in segmentation research and analysis, reading it requires no advanced training. This handbook
places special emphasis on:

m Issues that you need to address when using market segmentation,

m The procedures, and terminology surrounding them, that you may encounter in connection with
segmentation,

m Problems likely to arise in implementing segmentation studies, and
m Strategies to encourage the use of market segmentation at your agency.
This handbook should serve both as:
= Anintroduction for managers to the basic concepts and approaches of market segmentation, and

m A checklist of steps and procedures for marketers or market researchers who may ultimately have
the responsibility for implementing the market segmentation program.

Finally, this handbook addresses segmentation in the context of its place in an organization's strategy, not just
as an exercise with numbers, because complete segmentation studies require involvement of the entire
organization.
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Examples are used extensively throughout the handbook to illustrate the concepts presented. Look for to
quickly find your way to these examples. Summaries at the end of each chapter quickly highlight the key
concepts presented. You may find these summaries particularly useful when presenting market segmentation
concepts to management.

In developing this handbook, special thanks are due to the three transit agencies — Milwaukee County Transit
System, Washington Metropolitan Area Transit Authority, and Boise Urban Stages — who allowed their service
areas to be “test sites” for the research study that is illustrated in this handbook. Their openness to trying
something new and their willingness to bare their souls to a larger audience is greatly appreciated.

Thanks are also due to the members of the project team, who worked so diligently on this research project over
the past eighteen months, contributing both theoretical and practical knowledge and insight into the effort.
Project team members include Lynne Morsen, Transcom, Inc. (Seattle, WA), Multisystems, Inc. (Cambridge,
MA), Urbitrans, Inc. (New York, NY), John Lastovicka (Arizona State University), and Don Lehmann (Columbia
University, NY). Finally, the insights of the panel members in developing the original scope of this project and
the comments provided throughout the process have been integral to its success. In particular, their thoughtful
comments on the first draft of this handbook were instrumental in developing a tool that can be used by many
throughout your organization.
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Market Segmentation — What Is 1t?

The Emergence of Segmentation

Many people today believe that market segmentation is the key strategic concept in marketing. However, the
basic idea behind segmentation has been around since the beginning of trade. It was only in the 1950s,
however, that this idea was formalized by academicians and pursued earnestly by large numbers of business
firms and other types of organizations.

The late Wendell Smith proposed the concept of market segmentation more than forty years ago. In his classic
1956 article, “Product Differentiation and Market Segmentation as Alternative Marketing Strategies,” Smith
recognized that product differentiation and market segmentation are distinct strategic alternatives.

Smith voiced several positions in this article never stated before. Notably, he rejected the classical economic
theory of perfect competition, and in particular its assumptions of unvarying supply and demand.

Segmentation is based on the developments on the demand-side: of the market and-represents a. rational and
more precise adjustment of product and marketing effort to consumer or user requirements. -In the language of
the ecoriomist, segmentation is disaggregative in its effects and tends to"bring -about recognition of several
demand schedules where only one was recognized before. (Italics added)! :

Smith also noted that product differentiation and segmentation have some similarities — both lead to different
sets of products from a given manufacturer. However, they differ in a fundamental way — market segmentation
is focused on consumer needs. In a “differentiation” strategy, the company would try to make “something for
everybody,” without in-depth study of any particular group within the market. Companies took a “global” view of
the marketplace, and then tried to make a variety of things. Today, transit agencies frequently use a
“differentiation” strategy, thinking they are using market segmentation. Offering different levels and types of bus
service ~ fixed route, direct service, express service, neighborhood service with variable routing — in a single
market exemplifies a “differentiation” strategy. Many of these services have been offered without a clear
understanding of the needs of the riders and the community for which the service has been developed. The
records of accomplishment of these efforts shows that while some services have achieved moderate success,
others have failed miserably, attracting little or no ridership.

Smith compared product differentiation strategies to trying to take a layer of the marketing “cake” — cutting
across all aspects of the market — and segmentation to taking a slice — by cutting vertically — into one area of the
marketplace. Smith went on to identify the potential benefits of this focus compared with that of product
differentiation.

While successful product differentiation will result in: . . a horizontal share of a broad-ar'id.-generaliZed market;
equally successful application. of...... market segmentation- tends_toproduce-a depth ‘of market: position-in the:
segments that are effectively defined and penetrated. : g 5

1\Wendall Smith, “Product Differentiation and Market Segmentation as Alternative Marketing Strategies,” Journal of Marketing, (July 1956), pp.
3-8
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Finally, Smith was the first to state that segmentation works more efficiently than a strategy of simply producing
as many products as possible. :

Creating different products only.becomes effective following segrientation.” The fruly succé"ssful'ibompany nﬁust |
first find segments and then create products and services fitting their needs. : ' i

Perhaps as much as anything in Smith’s article, this idea of a “market’ or “customer” orientation and the
necessity for market segmentation as a cornerstone of this orientation heralded a new approach to consumers
and markets.

Early segmentation efforts were largely intuitive and pragmatic, based on experience in the marketplace. This
experience was sometimes supplemented by basic customer survey research to learn more about the
demographics, usage habits, and attitudes of users of a specific product or service. While many companies and
organizations continue to operate in this manner and believe they are using market segmentation, there have
been considerable advances in the field of market segmentation in recent years. Itis these advances and the
potential applications of these advances to the transit industry in order to increase ridership that is the focus of
this handbook.

Market Segmentation Today

Today the terms market segment and market segmentation are usually used to mean a subdivision and a
system for subdividing (respectively) a market by customer types. The basic proposition of market
segmentation is that most — probably all — markets are not monolithic but instead consist of submarkets that are
relatively homogeneous in terms of certain essential characteristics. These submarkets are market segments.
A more formal definition of a market segment follows.

Market segments consist of groups of people or organizations that are similar in terms of how they respond fo a
particular marketing mix or in‘other ways that are meaningful for marketing planning purposes.

Market segmentation is the process by which segments are identified. That is, you perform segmentation
expecting to find some market segments responding more positively than others do to marketing variables.
This process of market segmentation generally involves the use of consumer research. Analysis of consumer
characteristics, attitudes, and behaviors form the basis for market segments. A simple definition of market
segmentation follows.

Market segmentation is the identification of groups of customers ='or market segments ~ that have siffiilarities in
characteristics or similaritiesin needs who are likelyto-exhibit similar purchase:behavior. and/or responses -fo
changes in'the marketing mix. ‘

There are several important elements to these definitions. First, to be meaningful, a market segment must have
some characteristics that are common to members of a segment and, equally important, that differ from the
characteristics of other segments. Segment members might vary on a number of characteristics, including
demographic characteristics, geographical region, lifestyle, usage patterns, attitudes, and behavioral factors.
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Market segments are frequently established on the basis of income, age, gender, occupation, and complex
behavioral dimensions.

Moreover, as the above definitions suggest, the differences between market segments must be ones that are,

or might become, significant for the design of a marketing strategy. This key point distinguishes market

segments from groups. Many organizations have conducted significant research that identifies groups — that-
is, groups of customers or noncustomers that differ in terms of demographic characteristics and, in some cases,

attitudes. However, these groups do not differ meaningfully in terms of behavior or in their responses to

marketing activities. For example, many transit agencies have identified nonriders as a market segment. They

are considered a market segment because they generally have a common set of attitudes. For example, when

asked, most nonriders will agree that they do not use transit because it is inconvenient and inflexible.

Considerable time and energy has gone into converting nonriders to riders with little or no effect. This is

because nonriders as a group are unlikely to respond favorably to changes in the marketing mix.

Market segments are different from groups in that their response to a separate product or market strategy will
be different from that of another market segment. Recently, transit agencies have looked more carefully at the
nonrider market and identified target markets consisting solely of different segments of nonriders. These
segments also differ in terms of attitudes and demographics. However, some segments of nonriders will
respond favorably to changes in the marketing mix.

Chapter 3 of this handbook provides considerable insight into market segmentation research principles and its
application to segmenting transit markets.

Market Segmentation - Why Should | Bother?

Market segmentation can serve as the cornerstone of an efficient overall strategy. Research in the private
sector has shown conclusively that if you can find segments that (1) you can both identify and differentiate, (2)
will remain effectively stable, and (3) can effectively be reached, a firm can increase sales and profits by
marketing to these segments, beyond profits possible from treating the market as homogeneous.

¢

S

Introduced in 1996 as “The Caddy that Zigs,” the Catera unites fun, great handling,
and luxury.

Catera is the newest offering in the entry-luxury market, expected to grow to 434,000 vehicles
a year by 2000. Dominated by European and Japanese sedans in the $29,000 to $40,000
range, entry-luxury cars appeal to ‘Boomers.” The question — could Cadillac’s lead in creating

a higher standard work for them?

Using high level demographic, lifestyle-values, and benefits-needs segmentation — plus a
zippy German-made car — Cadillac made its key “go” decision. Cadillac relied on market
research to adjust the product, set the price, create the brand personality and advertising,
and support dealer sales. Potential buyers examined each marketing component — product,
price, advertising, sales and distribution. “l can't put enough emphasis on the investment in
research. It kept reconfirming our positioning and marketing approach,” said Dennis Ephlin
(eef-lin), Catera Brand Analyst. “We're very passionate about it.”
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The research showed that the Catera is for people age 35 to 50; their average age is 44.
They were young adults in the 1960s and 70s, driving smaller imports and rejecting their
parents’ choices. The majority are college graduates (73%) in professional positions (57%)
with household incomes of $75,000 and over. Unlike the markets for Cadillac Seville and
DeVille, half of Catera prospects are female; only 16% are retired.

“We did the geodemographic analysis, but to target 40-plus year olds, with incomes over
$100,000 doesn’'t say much. We took the analysis a step further, looking at buying habits.
We did segmentation based on a combination of benefits, needs, and lifestyles,” said Ephlin.

Catera found that the younger, upscale professionals are self-aware, individual thinkers.
They are doers and extremely active. They are ethnically diverse. Value conscious, they
consider this purchase a rational indulgence. They want extras, but do not want the car to
seem excessive. They are sophisticated shoppers, gathering information and tending to
shop many brands and dealerships. And, they want a car that is sporty, safe, and luxurious.

In October 1996, the Catera was launched. The results? In its first calendar year ending
December 31, 1997, Cadillac sold 25,411 Cateras, making it the most successful launch of
an entry-luxury car in the history of the U.S. auto industry. The record had previously been
held by Acura, which sold 24,700 units of the TL model in 1996, its first full year. “Catera is
now firmly established as a major player in one of the industry’'s most hotly-contested
segments,” said Dave Nottoli, Catera Brand Manager.

A top-down commitment to its markets has brought all-star industry awards and favorable
press from consumer magazines during Catera’s first calendar year. Among the awards:

o Driver's Choice Award for Best Luxury Car, MotorWeek

e Best New Luxury Car, Automobile Journalists Association of Canada

o Automobile Magazine’s Ali-Stars

o Best of What's New, Popular Science

e Edison Award, Best New Products of 1997, American Marketing Association

Additional results from the use of a strong market segmentation strategy include:

o Catera is accomplishing its objective to attract a new, younger generation of buyers to
Cadillac, where the median age of customers was 63 years. The median age of the
first-year Catera buyer was 56, compared with the median age of 47 for all customers
in the entry-luxury segment, and the average of 44 which was Catera’s original aim.

o Catera is bringing more women customers to Cadillac where, traditionally, about 30
percent of customers have been women. In the first year, 45 percent of Catera buyers
and lessees were female.

e And, Catera found markets that had belonged to major competitors. Over 60 percent
of recent Catera customers traded a non-General Motors product. Catera buyers most
often listed Lexus as their second-choice vehicle.

e Finally, its "Caddy That Zigs” television advertising enjoys the highest aided
awareness for entry-luxury cars, according to third-party research.

Market segmentation research led to General Motors’ actions in tailoring the product, pricing,
promotion, and showroom sales support for the most successful ‘entry-luxury’ auto launch in

U.S. history.
L . ——————— ———— —— ———————
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While transit agencies do not generally think in terms of profits and sales like General Motors, they can benefit
from the use of market segmentation research and the resulting strategies. As companies in the private sector
have found, if transit agencies can (1) identify and differentiate market segments that (2) will remain relatively
stable and (3) that can be effectively reached, they will achieve increases in ridership by marketing to these
segments, beyond ridership increases possible from treating the market as homogeneous.

There are five major benefits of market segmentation analysis and strategy. They are:

1) Designing responsive products to meet the needs of the marketplace. By thoroughly
researching customer preferences — an essential component of segmentation analysis — your
agency will move toward an essential element of a market orientation — achieving a customer
focus. The agency places the customer first and designs and refines its product and service mix to
satisfy the needs of the market.

2) Developing effective and cost efficient promotional strategies. As a planning tool,
segmentation identification and analysis is extremely valuable in developing the agency’s
communication mix. Advertising can be designed with a message that touches the hearts and
minds of the market. These messages can be targeted to the right media vehicles. This marketing
investment can be supplemented by public relations initiatives, sales promotion methods, and
direct marketing or relationship marketing programs.

3) Providing insight on present marketing strategies. |t is important to periodically reevaluate
your present marketing strategies to try to capitalize on new opportunities and circumvent potential
threats. Market segmentation research is useful in exploring new markets — perhaps secondary or
fringe markets such as infrequent or occasional riders that might have otherwise been neglected
by concentrating on primary markets, such as commuters and/or frequent riders. Moreover,
effective segmentation provides a systematic approach for controlled market coverage, as
opposed to the hit-or-miss effectiveness of mass marketing strategies.

4) Providing data on which to base resource allocation decisions. A major use of market
segmentation analysis for transit is the data provided on which the agency can then make
decisions about where to allocate increasingly scarce resources. This data will be particularly
useful when making special funding requests.

5) Ongoing consumer and market segmentation analysis provides important data on which
long-range planning — for market growth or product development — can be based. Finally,
while market segmentation is an important tool for achieving the short-term benefits described
above, perhaps its greatest strength lies in providing data for long-range planning. A thorough
understanding of the characteristics of the market today, coupled with projections for future trends,
can help the long-range planner develop and price products and services that will meet the needs
of these markets into the future. This is particularly important where many of these new products
and services represent significant capital investments.

In summary, market segmentation provides the necessary research base on which all other marketing
strategies can be successfully formulated. This includes all aspects of marketing including product and service
development, route structure, pricing and fare programs, and communications. Following segmentation, the
agency can select target markets — one or more groups that will respond favorably to certain product or service
configurations and messages about these products or services. The agency can then position its products and
services by developing unique marketing strategies to appeal to the selected target markef(s).

Segmentation research analyzes markets, finds niche opportunities, and capitalizes on a superior competitive
position — enabling you to better serve the needs of your customers. Segmentation-driven strategy can help
agencies design responsive products, develop effective promotional strategies, understand emerging trends in
the marketplace, and fine-tune current market initiatives. In summary, itis a systematic approach for controlled
market coverage and expansion.
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Is your agency using market segmentation, and if so, are you using market segmentation techniques as well as
possible? Ask yourself and others at your agency the following questions to explore this issue further.

Segmentation Checklist:
How Well Is Your Agency Using Market Segmentation Tools?

v Does your agency segment the market served by your system? If so, why? If not, why not?
v What segment(s) of the market is your agency trying to serve?

v What are your objectives in serving this segment(s)?

4 How successful are you in meeting this objective?

v What is your typical customer profile?

v Are target market definitions and your customer profiles based on research?

4 What dimensions (methods) are used to segment markets?

4 When was your last segmentation analysis conducted?

4 How frequently are updates obtained?

v What is your budget for segmentation analysis?

4 Are product or service decisions based on segmentation research?

4 Are promotional decisions based on segmentation research?

v Are pﬁcing and fare decisions based on segmentation?

v Are routes structured based on segmentation?

v Is segmentation analysis used in assessing trends and changes in the marketplace?

v Is segmentation analysis used to evaluate your present marketing strategies?

Market Segmentation - Some Important Cautions

While the arguments for using marketing segmentation are strong, there are three important assumptions on
which market segmentation is based. If you or your agency does not accept these assumptions, then you are
not yet ready to pursue such an effort.

m  Market segmentation assumes that because consumption behavior is generally not
random, it is possible to identify and isolate groups of individuals within the total market
who demand different kinds of product characteristics and react differently to specific
marketing strategies. If you do not believe that different groups of individuals exist within the total
market for transit services, then you are not ready for market segmentation. On the other hand, if
you and your agency feel that even if these groups exist, they do not demand different products or
services or do not react differently to specific marketing strategies, then you are not ready for
market segmentation.

m  The use of market segmentation assumes that after the marketer has invested in analysis
to define the market segments and predict — to some degree — the best prospects for a specific
product or service, that he / she is willing to select “target segments” whose needs he / she can
best fulfill, and concentrate efforts on reaching and persuading primarily this portion of the total
market. If you or your agency is not prepared to invest in this analysis, you are not ready for
market segmentation.
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The application of market segmentation assumes that if more than one target segment is
desirable, the marketer is willing to design different marketing or product strategies for
each segment. |f you or your agency is not able or willing to design different marketing or product
strategies for each segment, then you and/or your agency is not ready for market segmentation.
Or, if you or your agency cannot accept the premise that by segmenting the market you are
implying that you will not serve some segments of that market, then you and/or your agency is not
ready for market segmentation.

Finally, it is important to bear in mind that market segmentation is not the elixir that will solve all your marketing
and service planning problems. To use market segmentation effectively, you must be aware of some potential
shortcomings of segmentation. These include:

Segmentation findings may only provide a composite profile of a group. Although research
can provide meaningful marketing information, some forms of segmentation analysis reflect only
expected segment decision-making, and do not necessarily indicate actual or potential behavior.

The greater diversity of consumer lifestyles in the 1990s has made segmentation more
difficult in many markets. Moreover, changes in consumer lifestyles are becoming more
common and occurring more rapidly. To be able to effectively segment markets requires a long-
term commitment of time and resources into research to identify market segments and to track
changes in the composition and characteristics of these segments over time.

Segmentation is not a remedy for other marketing or organizational deficiencies. The best
segmentation information is worthless unless it is supported by consistent product / service,
promotional, pricing, and distribution strategies that are regularly evaluated and revised as
situations dictate. Moreover, market segmentation strategies are not a panacea for other potential
organizational limitations.

Segmentation’s effectiveness is limited by management’s ability to implement strategic
implications. A marketing orientation requires a strong commitment — beyond mere lip service —
from an agency. This includes support in the areas of personnel, resources to hire marketing
consultants or staff, time investment in management, and the willingness to act on prescribed
recommendations. If this is not currently present, it will not happen overnight. Findings from a
market segmentation study must become an integral part of the firm's thinking process —
progressing from a “report on management's shelf’ to a “working resource.”

Relatively few individuals have the understanding, expertise, and authority to incorporate
this technique into an agency’s marketing plan. Hence, under-analysis of a market is
common. Occasionally, companies may over-analyze the market. In one instance, a transit
agency conducted four different segmentation studies over a two-year period, spending over
$80,000 per study. Yet, none of these was turned into strategy.

Many segmentation analyses often emphasize methodological and statistical procedures
over substance. An end product of such a study is a complex model understood only by the
researcher and not implemented by management — the classic report on the executive’s shelf
syndrome.

Marketing research can be expensive. And market segmentation studies may be more
expensive than other research. Management may not- perceive the benefits of market
segmentation analysis relative to its cost.

A major focus of this handbook is to help you better understand the process of market segmentation and to
identify strategies by which your agency can avoid these pitfalls.
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Market segments are . . .

m  Groups of people or organizations that are similar in terms of how they respond to a particular
marketing mix or in other ways that are meaningful for marketing planning purposes.

Market segmentationiis . . .
m  The process by which market segments are identified.

= The foundation for an overall marketing strategy.

m A process of analyzing markets, finding a niche, and developing and capitalizing on a superior
position within that niche.

m  Central to a market and customer orientation in which products and services are matched to
customer needs and wants.

Market segmentation will enable your agency to . . .
m Design responsive products to meet the needs of the marketplace.

m  Develop effective and cost efficient promotional strategies.
w  Provide insight on present marketing strategies.

m  Provide data on which to base resource allocation decisions.

m  Have available important data on which long-range planning — for market growth or product
development — can be based.

Following successful segmentation, your agency can . . .
= |dentify and develop target markets that represent the greatest potential for increased ridership.

m  Successfully position your products and services to appeal to these target markets.

Understanding the limitations of market segmentation will enable your agency to make better use of market
segmentation analysis. These limitations include:

= Findings that may only provide a composite profile of the market.

m  Changing lifestyles has made segmentation more difficult.

®  Segmentation is not a remedy fdr other marketing organizational deficiencies.

m  Segmentation’s effectiveness is limited by management's ability to use the results.

m Individuals within your agency may not have the understanding, expertise, and authority to
incorporate this technique into an agency’s marketing plan.

m  Many segmentation studies emphasize methodological and statistical procedures over substance.

m  The marketing research required for market segmentation may be expensive.
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Chapter

Segmenting Transit Markets

Common Bases for Market Segmentation

A market can be segmented in many ways. As a rule when selecting target markets, these markets should be
compatible with your agency’s goals and objectives. Moreover, it is important to match the market opportunity
represented by the target market with the resources of the agency.

Although the concept of market segmentation is not complex, implementation is not easy. The selection of
target markets should be guided by the premise that consumers are different and these differences are reflected
in varying preferences. Moreover, consumers’ differences are related to differences in demand for products and
services. To determine a market segmentation strategy, marketers and service planners must decide how to
modify their product or service to satisfy market demands. Finally, meaningful market segments of consumers
must be distinguished within the aggregate market.

The first step in the market segmentation process is to identify the basis on which the market will be segmented.
There is no single way to select a market segment. Different segmentation variables need to be tried, alone and

in combination, in an effort to select the most appropriate market segment to be targeted. This chapter explores
some of the common bases for market segmentation.

Two Basic Approaches to Segmenting Markets

Historically, segmentation has been divided into two sharply different classes:

m Pre-determined (a priori) segmentation or

m  Market-defined (post hoc) segmentation.
These two approaches diverge strongly in approach, intent, and basic philosophy.
Pre-Determined (4 Prior)) Segmentation - Defined
in most cases, pre-determined (a priori) segmentation involves selecting certain groups from a
population based on known characteristics and declaring them “segments.” The characteristics are
selected by the marketer or researcher and may be based on past research, common sense, or simply “gut’

instinct.

Some definitions of pre-determined (a priori) segmentation provide a clear picture of the true meaning and
intention of this approach to market segmentation.
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In [this ‘approach] the researcher chooses'some cluster-defining description"in-advance, such ‘as respondent’s
favorite brand. Respondents are then'classified. into favorite-brand segments. and. further ‘examined ‘regarding
their differences on other characteristics, such as demographics or product benefits being sought 2 }

A priori. segmentation designates groups of consumers who are similar.in terms of some factor or factors that are
known or felt in advance to be related to -product / service consumption; for example, demographics,
psychographics, heavy'vs. light usage, brand loyalty.?

A priori segmentation occurs when the researcher divides the market popuilation into two or more groups based

on criteria outside the scope of the research study.. Conducting the study will not influence the definitions of these
pre-defined segments.

As these definitions imply, the use of an a priori classification system implies the existence of a “hunch,” a highly
developed body of theory, and/or past research that indicates how best to classify objects for the purpose of
further research. For example, if one were to conduct an investigation of transit riders and nonriders, one might
establish a category of riders who are frequent riders, another that rode infrequently, and one that does not ride.
Such a classification might be based on some a priori judgements as to what constitutes frequent versus
infrequent riders.

Some Common Bases for A Priori Market Segmentation

Bases used for pre-determined (a priori) segmentation vary widely depending upon goals. Some of these
bases might include the following. Each of them has the advantage of providing “instant segments” if you can
selectively appeal to each group.

= Riders versus nonriders, frequent riders versus infrequent riders versus occasional riders, or former
riders versus current riders.

m  Loyal riders versus vulnerable or nonloyal riders.

m  Transit dependent riders versus choice riders.

m  Commuters versus noncommuters.

m  Residents of high-density areas versus suburban residents.

m  Commuters to downtown CBDs versus suburb-to-suburb commuters.
m  Student commuters versus work commuters.

= “High” versus “mid” versus “low” income groups.

m  Geographic location as defined by zip code, census tract, or transit analysis zone.

£ Green, P.E., D.S. Tull, and G. Albaum, Research for Marketing Decisions. Englewood Cliffs: Prentice-Hall, Inc, (1978).
2 Myers, J. H. and E. Tauber, Market Structure Analysis. Chicago: American Marketing Association (1977).
% Neal, W.D. Strategic Marketing Research: Techniques and Applications. Melboumne: Technology Training Co. (1990).
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Using Pre-Determined Segmentation Schemes

The principal advantage of an a priori approach is that the researcher is less apt to be led astray by purely
fallacious classification systems that might arise if the data were permitted to speak for itself. On the other hand,
when using an a priori approach, one’s prior convictions can act more as a set of blinders than as a guide to
further study and understanding. Moreover, regardless of the complexity of reality, marketers and researchers
find it difficult to classify objects by more than two or three characteristics at a time — for example ridership and
age. If reality requires greater complexity (i.e., a more elaborate multidimensional classification scheme), a
priori approaches are severely constrained by the marketer or researcher’s conceptual limitations.

There are many occasions when using a pre-determined segmentation strategy is highly appropriate. For
instance, you might take this approach when:

m Study goals include exploring or understanding differences between known segments.
Often the intent here is to try to remedy some problem or deficiency or to explore or test the
effectiveness of different strategies against a target market. For example, you might wish to
explore why former riders no longer ride transit and what strategies may encourage this segment
to ride again. Or, you might want to understand why infrequent riders do not ride more often and
what strategies could encourage this segment to ride more. Customer satisfaction research is a
common example where the study goals call for focusing on a specific market — existing riders —
and exploring or understanding differences between known segments within this market.

hroughout the 1980s, the City of Chicago lost population and employment to the
surrounding suburbs. Between 1980 and 1990, the suburban population increased 9.3
percent, while Chicago lost 7.3 percent of its population. Jobs migrated to the suburbs as
well. By 1990, jobs in the suburban areas of Chicago served by Pace supported 2.2 million
jobs, an increase of 24.7 percent, while the central city lost 6.2 percent of its jobs. As a
result, by 1990, the Pace service area housed more people and more jobs than the central
city. This trend is expected to continue. In 2010, the Pace suburban area is projected to
have 5.2 million residents and 2.9 million jobs.

In order to assess the impacts of these changes, Pace commissioned a telephone survey of
users and nonusers in 1995. The sample consisted of 300 Pace riders and 300 nonriders.
Each group was broken down proportionately by market segment: (1) suburb-to-suburb, (2)
suburb-to-city, and (3) city-to-suburb. (These segment definitions had been used in previous
Pace research.) Based on this research, Pace summarized the characteristics of users and
non-users in the three market segments. Some of the major findings included the following:

®  The highest levels of marriage, education, income, and home ownership were found
in the suburb-to-city market. The lowest levels were found in the city-to-suburb
market.

®  The city-to-suburb market included the youngest customers (35.8 years) and the
highest female market share (72%).

®  The highest African American market share (59%) was found in the city-to-suburb
market.
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®  Economic differences between users and non-users were least pronounced in the
suburb-to-city market.

B City-to-suburb users had a significantly more downscale economic profile than non-
users in this market.
Following the research, Pace prepared its first Marketing Plan. The plan focused on work
trips, which make up 80 percent of Pace's customer base, and identified the following
opportunities for attracting automobile users to transit:

®  Reduce transit travel time in relation to driving time.

®  Increase opportunities for convenient park-and-ride.

B Increase awareness of actual driving costs.

®  Evaluate potential to convert carpool commuters to vanpool passengers.

B Create opportunities for alternative fare payment mechanisms.

Pace further translated these goals into specific strategies for serving each market segment
through pricing, promotion, and service. Addressing the suburb-to-suburb market, Pace
established the following goal:

Gain 905 additional daily trips by increasing utilization rates for existing customers,
decreasing the defection rate for existing customers, and attracting new customers.

Specific strategies for achieving this goal include:

® Increase Utilization Rates. Pace determined that 10 percent of customers in this
market use the service less than four days per week. Increasing their utilization rate
by one day per week would add more than 2,000 trips per day. This could be
accomplished by

= Implementing new magnetic striped passes to take advantage of anticipated new fare
box equipment. Pass options could be structured to increase system use.

= Allowing students to ride at discounted fares at any time rather than restrict use to
weekday school trips. This would encourage additional trip taking and develop a
long-term customer base.

- Promoting cost savings associated with riding the bus. Infrequent Pace riders may
not be considering the true costs of their occasional auto commutes.

~Installing more bus shelters to improve waiting conditions. Infrequent riders may
avoid using Pace during inclement weather.

® Increase Customer Retention. The average customer remains for 64 months.
Increasing this rate by only one month would increase Pace’s customer base by 964
daily riders. This could be accomplished by

- Offering discounts to long-term customers through the ticket-by-mail program.
Providing discounts to loyal customers can be a cost-effective means of reducing
attrition.

Segmenting Transit Markets
Common Bases for Market Segmentation Page » 15



- Promoting cost savings associated with continued use of Pace compared with
buying, maintaining, and insuring a car. A large percentage of former Pace users
left when they purchased an automobile.

- Implementing a customer satisfaction monitoring system through an on-board survey.
This would allow Pace to identify and address service-related issues quickly.

= Attract New Riders. Population and growth in this market is expected to generate
905 new riders per day, which was the basis of the goal for the suburb-to-suburb
market. This can be accomplished by

= Offering free trips to new riders. Pace determined that nonusers rated Pace lower
than customers did. A trial ride may change this perception and lead to increased
use.

- Developing a uniform mechanism for employer-based fare subsidies, targeted at
large employers in well-served markets. Large employers are generally more
willing to consider subsidies if significant service is available and the benefit can be
extended to all employees.

- Using direct mail to promote availability of Pace service to potential customers along
existing routes. Most nonusers have no idea where the routes near their homes
actually go.

- Implementing one new route in a market that is underserved.

- Increasing the number of signs and shelters along Pace routes. Increasing Pace’s
visibility can help promote the service among nonusers.

Similar goals and strategies were established for the other three markets identified by Pace.
The market research on which these strategies are based has enabled Pace managers to
-understand the unique needs of each segment. By linking the findings of its market research
activities directly to service planning and promotional activities, Pace is working to design and
operate services that are attractive to its customers and better meet their travel needs.

Sources: Pace Marketing Plan.
P ——
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m  Previous research has revealed segments that you can reuse. For example, previous
research may have defined segments of riders based on frequency of riding, attitudes, or
demographic characteristics that clearly exhibit the distinguishing features between groups of riders
and market segments — that is, they respond differently to marketing programs or other strategies.
Using results from previous research has been particularly useful when Tri-Met (Portland, OR)
conducts focus group research as illustrated below.

In 1993, Tri-Met (Portland, OR) conducted an initial or baseline segmentation
study that identified market segments that have since become the core of the agency’s
marketing and service planning strategies. Tri-Met's advertising campaigns have used
their segmentation schema developed from this comprehensive research program.

Since 1993, Tri-Met's ad campaigns have appealed to potential riders who agreed that ‘we
have to change our attitudes about how we use our cars’, said they had already made
changes in the way they do things for environmental reasons, and linked Tri-Met with a high
quality of life. ~Advertising was pre-tested in focus groups recruited only from the likely-to-
ride segments. “While everyone is our market, the anti-transit opinions are heard elsewhere.
We talked only with people who would ride, and in their language. The participants helped us
shape things for all potential rider groups,” said Lyon. “It was productive and positive.” Tri-
Met's theme, How we get there matters, reinforces the pro-transit attitudes of current and
potential riders.

Source: Market Segmentation Study for Tri-County Metropolitan Transportation District of Oregon, October 1993.

o o Ocu S o) o Toe ) PIRoponal [ Tarisporniation Listict o7 Lregon, JCtober 1955,

m  “Pre-segmentation” schemes are available and you believe they will provide actual
segments. For example, you may elect to use one of the many standardized schemas such as
PRIZM or VALS and determine which group, if any, a proposed new product or service might
appeal to the most. Or, geodemographic segmentation using census or other data may help to
narrow the focus to one or more specific markets or segments. This approach is particularly
applicable when studying specific route and scheduling strategies. Additional, highly targeted
research can then be conducted to develop strategies to reach the identified targets.
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he Metropolitan Transit Development Board and the San Diego Association of
Governments used market segmentation to identify potential transit customers. After
identifying transit corridors with low ridership, MTDB used this approach to target potential
customers based on their demographic profile. Surveys of riders and nonriders in the
corridor further provided the transit agency with an opportunity to address concerns — for
example safety and security — in specially tailored promotional materials.

IN 1995, MTDB developed a market-based strategy to target potential riders in specific transit
corridors. Based on past survey research, passenger counts, and census data, MTDB
marketing staff focused on the State Route 94 transit corridor in central San Diego. Analysis
of sociodemographic information (including household income, vehicle availability, and
licensed drivers) showed that the residents along this corridor had characteristics frequently
associated with transit ridership. Although this corridor was well served by transit, ridership
was lower than would be expected.

Armed with an identified target, highly targeted research identified perceptions of safety as a
key concern affecting transit ridership in this corridor. This finding was consistent with earlier
surveys conducted by SANDAG. Using the information developed through these market
research efforts, MTDB developed a ridership guide tailored to the SR94 corridor that
included a map of the area and listed available transit routes, headways, park-and-ride
facilities, key destinations, and other information. The guide also discussed security
measures used on the system, including off-duty police officers. The guide, which also
included tickets for a free round trip, was mailed to more than 20,000 households in the
corridor.

The program was an unqualified success. MTDB tracked ridership — including use of the free
tickets — on the routes in the SR94 corridor in the months following the promotional mailing.
Results showed:

e The redemption rate on the free ride tickets was 22 percent — surpassing both retail
industry standards and other MTDB direct mail projects to date.

e In August 1995 — the month of the promotion — 27,567 additional passengers rode
the promoted routes compared to the same period in the previous year.

e Even after deducting the redeemed free ride tickets, ridership was up more than
12,600 passengers.

e Promoted bus routes averaged a 4.98 percent ridership gain, despite an average cut
in service hours of 2.39 percent.

e Ridership on promoted bus routes surpassed the overall system increase by 1.94
percent.

MTDB has applied this strategy to other corridors since the initial strategy was developed in
1995.

Source: Linda Culp and Julie Jamarta, “Planning San Diego's Transit System Using GIS.” Prepared for National
Conference on Geographic Information Systems for Transit, August 1995.
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Some Cautions Regarding the Use of 4 Priori Segmentation

Pre-determined segmentation schemes get frequent use, especially because organizations can often perform
them with little or no expense devoted to primary use. Moreover, as illustrated in the previous section, the use
of such segmentation schemas are appropriate in some cases. However, these approaches should be used
with care.

First, the terms segment and segmentation get their most abuse in connection with various “a priori”
schemes. In fact, many transit agencies believe they are employing market segmentation based on “a priori”
schemes. A closer analysis of the market, however, suggests that while they have defined groups of
customers, they have not defined market segments. For instance, an agency may state that “people over 65,”
‘women,” or “commuters” constitute “segments.” In some cases these are indeed important segments — that is,
these groups do respond differently to alternative products and messages. All too often, however, no research
is conducted to determine whether these groups do respond differently. Launching an expensive program — for
example, a direct mail campaign or developing a specific service program targeted to the identified group —
without the necessary follow-up research may result in targeting a group of people that do not respond
differently than another group of customers.

Another major problem with pre-determined segmentation approaches is that they frequently ignore
the fact that our society has been, and remains, dynamic. Segmentation schemes developed three or four
years ago may not be appropriate today. In all likelihood, the environment has changed in some way that will
influence the way in which these existing segments respond, or do not respond, to different marketing and
service strategies. That is, segments that at one time responded differently may in fact no longer respond in the
same way at all. This is a particular weakness with the use of census data that is updated once every ten
years. Shifts in population and rapidly growing cities such as Las Vegas, NV or Boise, ID look very different in
1998 than they did in 1990. The proper way to check this is to keep investigating the market, testing segments
periodically to check their stability.

Definitions of pre-determined segments may, in fact, prove to be highly unstable. For instance, consider
the “commuter* market of today compared with the “commuter” market of five to ten years ago. Traditionally,
the majority of the commuter market consisted primarily of men, who lived in a suburban community and who
traveled to a downtown central business district. More recently, this segment has fragmented. No longer is the
commuter market strictly men in business suits traveling back and forth. Women have become a major part of
this market. Moreover, women respond differently to existing product and service offerings. Similarly, the
market has fragmented further based on the direction of the commute. While the traditional suburb to CBD
commute continues to form an important component of the market, there has been significant growth in the
suburb-to-suburb commuter market. In some markets (e.g., Seattle), there has also been significant growth in
the reverse commute market — that is, commuters who have chosen to live in the city but commute to suburban
work locations.

Finally, pre-defined groups that include some “life-style” information get substituted for segmentation
that is genuinely connected with the product or service. While information from these services has many
important uses, neither these nor any other “off the shelf’ information should ever substitute for serious thought
about — and the investigation of — the marketplace. It is far worse to segment a market incorrectly than to treat it
as one mass market.

Market-Defined (Post Hoc) Segmentation ~ Defined

Market-defined (post hoc) segmentation attempts to identify segments based on actual market
investigations, notably analysis of answers to survey questions intending to predict marketplace
responses. Again, some alternative definitions of market-defined (post hoc) segmentation clarify the contracts
between this approach and pre-determined (a priori) segmentation.
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Post hoc segmentation [oCcurs when] respondents‘are” clustered a‘ccording fo thé similarity of their:multivariate
profiles regarding 'such’characteristics, not used in'the original profile definition. -In post hoc segmentation, one
does not know the number of clusters or their relative size until the cluster-analysis has been completed.s

in contrast [to a priori segmentation], response-based [market-defined] segmentation: looks for pafterns of product
usage, attitudes; perceptions, and the like, that might hopefully signal useful market segments.®

Post hoc segmentation occurs after the researcher has: (1) thoroughly analyzed.the data, (2) determined-that
~patterns differ considerably between two or more subgroups found in' the data; and.(3) determined that these
subgroups can be consistently-and concisely defined.”

Post-hoc segmentation always requires some form of primary research. Moreover, a variety of multivariate
techniques (e.g., cluster analysis, automatic interaction detection, correspondence analysis, conjoint analysis-
based clustering) may be used to identify the market segments.

Some Common Bases for Post Hoc Segmentation

The number of possible bases for market-defined segmentation appears limitless. The sole restricting factors
consist of problems at hand, the imaginations of the people trying to resolve these problems, and frequently,
time and cost considerations. Following is a useful classification of some of the variables that are often used for
market-defined, post hoc segmentation schemas: :

Product Selection Behaviors Mode Selection Behaviors

Usage rates and occasions (e.g., frequency of Favorite travel mode

riding or trip purpose) Acceptable modes
Knowledge of and experience with product Disliked modes
Substitutability of related categories (e.g., Mode loyalty versus mode switching

availability of alternative modes)

Product Class-Related Attitudes Mode Related Attitudes
Benefits sought Awareness and perceptions
Problems encountered using product / service Mode user imagery
Attribute utilities of mode Perceived appropriateness for use occasions
Person-Related Attitudes Other Bases

Self-perceptions Stage in life cycle
Values Socioeconomic status
Life style Ethnicity
Other “psychographics” Other demographics

Given all the possible variables that can be used, questions often arise as to which work best with different
study goals. Moreover, many organizations attempt to be too ambitious and try to address several goals with a
single study. The following list provides a general overview of the types of variables that correspond to specific
study goals. Moreover, referring to this list can help an organization determine whether studies with multiple
goals are too ambitious given the amount of data that would be required.

= Studies providing a general understanding of a market: Benefits sought, needs the product will
fill, product / service purchase and/or use patterns, mode loyalty and switching patterns.

5 Green, Tull, & Albaum, Research for Marketing Decisions.
8 Myers & Tauber, Market Structure Analysis.
T Neal, Strategic Marketing Research.
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m  Studies focusing on product / service positioning: Product / service usage, product
preferences, benefits sought, needs the product / service will fill, product-, user- and self-
perceptions.

m Studies of new product / service concepts and introduction: Reaction to new concepts
(intention to use, preference over current mode), benefits sought, product / service usage patterns.

®  Studies of pricing / fare decisions: Price / fare sensitivity by use patterns.

= Studies for advertising / marketing communications decisions: Benefits sought, needs,
psychographics / lifestyles, product-, user-, and self-perceptions.

m  Studies for routing and scheduling: Use of / loyalty to current route, sensitivity to changes in
route structure, benefits sought in route structure / accessibility.

An Application of Post Hoc Segmentation

The difference between a priori and post hoc segmentation is better illustrated through the use of examples.
The North Carolina Department of Transportation used very simple and very sophisticated methodologies for
identifying market segments in advance of introducing new rail corridors — the Piedmont and later, the
Carolinian. Both methods relied on post hoc segmentation methods.

.

K
Q

he Carolinian passenger train service operates in the Charlotte-Greensboro-
Raleigh corridor of the Piedmont region of North Carolina. The Carolinian operated from
October 1984 to September 1985 and was terminated due to lack of funding. Following the
termination of the Carolinian service in the fall of 1985, officials of the State of North Carolina
sought to restore rail passenger service through the Piedmont region of North Carolina.
Research was commissioned to support the analysis of the operation of this intercity rail
service.

The overall goal of the study was to examine the demand for intercity rail passenger service
in the study corridor. Specifically, the major objective of the research was to develop a
demand-forecasting tool that could be used to estimate ridership and revenue for alternative
rail services that might be provided in the study corridor. Recognizing the need to
understand the market for intercity rail services and to provide tools for better marketing the
service, a second objective of the research was to characterize the market for intercity
passenger rail service in the Piedmont corridor.

The research was conducted using a computer-based survey of potential rail travelers. It
was conducted at shopping malls in the four largest cities in the study corridor. The interview
collected a variety of information from respondents, including their attitude toward and
experience riding an intercity train, the characteristics (origin, destination, purpose,
frequency, etc.) of the train trip the respondent would most likely take, and the
sociodemographic characteristics of the respondents and his / her household. In addition, a
major component of the survey was designed to obtain information about each respondent’s
preferences for a variety of transportation service attributes, including travel time, fare,
frequency of departures, food service, and seating.

The sensitivity of potential travelers to changes in these service attributes was examined
using an approach known as conjoint — or trade-off — analysis. Conjoint analysis has been
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used extensively in travel demand analysis and modeling because of its unique ability to
estimate market potential for a broad range of possible services. It can also be used for
market segmentation and is particularly applicable in benefit segmentation models. The
market segments identified in this study were identified by performing a cluster analysis on
the part-worth utilities and the importance weights for the attributes identified in the conjoint
analysis. Part-worth utilities represent the perceived usefulness of, or preference associated
with, various levels of an attribute (Note the use of both methods requires an understanding
of multivariate analysis methods. Outside assistance from persons experienced in the use of
these methods was required for this research).

The research identified five market segments for intercity rail travel.

: EXHIBIT 1
SEGMENTS DEVELOPED FOR INTERCITY RAIL TRAVEL IN THE PIEDMONT
CORRIDOR OF NORTH CAROLINA
The Functional Traveler Employed full-time, higher income, less positive about train
(28% of market) service concepts
Travels alone, not riding the train for fun
Needs / cares about fast and frequent train service
Does not want first class area on the train
Will accept poor food service
Would use train to avoid congestion / other highway hassles
The Day Tripper Male, younger, single
(26% of market) Travels with one other person, shorter trips, returns same day
Needs / cares about frequent train service
Will accept / does not care about road congestion
Would use train to avoid higher bus fares
The Train Lover Employed higher income, larger household, very positive about
(21% of market) train service ideas, has traveled by train previously
Riding the train is the purpose
Needs / cares about low fares, food service
Does not separate smoking / non-smoking trains

The Leisure (Hedonic) Lower income, 2-person household, zero or one car

Traveler Long trips, away more nights, not for business

(15% of market) Needs / cares about reservations, nice seats, alcohol served on
board

Does not want smoking prohibited

Will accept / does not care about infrequent service, slow trains,
highway hassles

The Family Traveler Female, larger households, fewer cars

(9% of market) Longer stay away, travel with others (especially under 12), not to
visit family or friends

Needs / cares about fast trains, reservations, food service, fold-
down work table, phone

Does not want alcohol served on board

Will accept / does not care about higher fares

This research and other data supported reopening of the Carolinian. Marketing
communications focused on the functional traveler and the day-tripper.

Additional research was conducted by NCDOT to provide data to support the operation
of an additional line — the Piedmont. This research used past mode selection behaviors as
well as product selection behaviors to segment the market and provide a profile of current
Carolinian users and potential users of both the Carolinian and the Piedmont. Six hundred
telephone interviews were completed with randomly selected “travelers” residing in the
service area. “Travelers” were defined as individuals over 16 years of age who had taken at
least four trips in the twelve months before the research within North Carolina between
Raleigh and Charlotte. The questions were intended to achieve five goals: '
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®  Assess awareness, use, and satisfaction with passenger rail service compared
with other modes of transportation.

" Provide a profile of current Carolinian users and potential users of the Carolinian
and the Piedmont.

B Determine the reasons individuals use or do not use trains.

B Determine what areas of service are most important to traveling consumers, and
measure how well the Carolinian performed in these areas.

¥ Assess the likelihood of travelers using the Piedmont when it becomes available.

Analysis of the data based on stated preference for different modes and likelihood of using
the two lines identified current and potential market segments. Differences and similarities in
demographic characteristics and attitudes were then compared across the identified
segments.

Based on the research, the department identified three primary targets: families, older people
(60 years of age and above), and college students, abandoning its earlier efforts at targeting
business travelers. For both families and older people, the marketing would emphasize
safety, convenience, and cleanliness of the service. Ads aimed at families also would identify
the child-friendly features of the train, such as the ability to get up and walk around and the
usefulness of tray tables for game playing. Marketing to college students would focus almost
exclusively on the bargain that train travel represents. Efforts concentrated primarily on
freshman and sophomores, who are less likely to be able to afford a car. The research also
identified the most effective media to reach these targets.

NCDOT also changed aspects of its operations as a result of this research. A major finding
was that nonriders were not willing to use any train service unless it was clean, safe, and
efficient. NCDOT implemented several initiatives, including improving the lighting in station
parking areas, installing surveillance cameras controlled by local police, and putting NCDOT
caretakers in stations not staffed by Amtrak employees.

The November 1996 Newsline, published by the Transportation Research Board, provides
some insight into the success of North Carolina Department of Transportation’s strategies on
the Piedmont Corridor. Conventional passenger service in the corridor makes a strong
showing. During FY96, Carolinian revenues covered 86 percent of the train’s operating
costs, and since the Piedmont’s introduction in May 1995, it has scored highest in customer
satisfaction on all Amtrak trains surveyed. Carolinian ridership increased from 147,914 in
fiscal year 1994 to 168,232 in fiscal year 1996. The Piedmont has also been a success, with
average weekday ridership increasing from an average weekday number of 58 in its first year
of operation to 87 in the months from June 1996 to December 1996.

Sources: North Carolina Department of Transportation, The Market for Rail Passenger Service Among North
Carolina Consumers, 1993.
Eric |. Pas and Joel C. Huber, “Market Segmentation Analysis of Potential Intercity Rail Travelers,”

Transportation 19 (1992), pp. 177-196.
. .- " —— ——————————————————————
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Some Cautions on Market-Defined (Post Hoc) Segmentation

The power of market-defined (post hoc) segmentation cannot be underestimated. This does not mean,
however, that this is a problem-free approach.

First and foremost, there is an inherent risk in the use of market-defined (post hoc) segmentation. By its
very nature, you cannot know several key facts until the data has been gathered and analyzed. Notably, you do
not know whether you can in fact segment the sample (or population). Other information that does not emerge
until after data analysis includes the number and size of the segments, the stability of the segments, the
homogeneity of the segments, and the size and complexity of classification models that may emerge from the
segmentation.

At a minimum, the process of market-defined (post hoc) segmentation should begin with the development of
research hypotheses. For example, persons who are concerned with the environment are more predisposed to
using public transportation. In more complex studies, a model of consumer behavior may be developed.
Skipping this step is myopic and will lead to segments that are no better than what would have been developed
using an a priori approach. Even with the best planning, poorly defined hypotheses or a faulty model leading to
a poor segmentation scheme always remains a possibility. You sometimes cannot know if a model works until
you try it. Strategies to minimize this risk will be discussed in Chapter 3.

Second, some studies of this nature get into serious trouble by underestimating the complexity of
segmentation data. In many instances it is very difficult to understand the specific criteria that were used to
assign a respondent to a specific segment. This is particularly true when using complex multivariate models
that make use of factor and/or cluster analysis. All too often, too little time is left for data analysis and
interpretation and the results of this analysis. Moreover, there is frequently pressure from management to
deliver the results, leading to a temptation to promise early delivery and to hasten the analysis. This has
become more problematic recently with the advent of software-based programs that appear to create segments
with a touch of a button. A segmentation study is one place where you should never try to rush data analysis
and interpretation.

Finally, the cost of post-hoc segmentation is often greater than that using a priori methods. Sample
sizes are larger and questionnaires may be more lengthy or complex. In many cases, multivariate analysis is
indicated, requiring the use of a-person with experience in the specific methods being considered.

This handbook focuses primarily on the use of market-defined segmentation schema. While this focus is not
meant to minimize the use of a priori methods, many transit agencies have used these methods. The purpose
of this handbook is to present some new ideas and to encourage transit agencies to think about market
segmentation in some new and different ways. The remainder of this chapter explores in detail some of the
most common bases for segmenting the market.
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Physical Attribute Segmentation

Defined

Demographic, socioeconomic, and geographic segmentation bases and variables provide important information
about individuals within specific markets. Segmenting markets by these physical dimensions is a logical starting
point for several reasons:

m  The data is relatively easy to obtain.
m ltis generally less expensive than other forms of segmentation research.

m [t provides a quick snapshot of a market (an understanding of market structure and potential
customer segments).

m  Populations can be sampled and accurately projected to represent characteristics of the entire
market.

m  The information gathered can be of great value for decision-making.

m  The data corresponds to other available data and information for decision-making.

Common Bases for Physical Attribute Segmentation

Geographic location has long been considered useful as a basis for market segmentation studies. It has been
believed that population dispersion and cultural development result in particular behavioral patterns form
different segments. Geographic analysis is also one of the simplest methods for dividing markets into possible
target segments. Segmenting by geography has been the primary way many transit systems have segmented
markets for many years. Where people live, work, and play has a great impact on their use of public
transportation.

Probably the earliest and certainly most commonly used basis variables for segmenting consumer markets
today are population demographics. Demography is the statistical study of human populations and their vital
characteristics. Socioeconomic factors, which are closely linked to demographics, are used to analyze a
population in terms of economic and social classes. While technically different, the broad definition of
demographics as used in market segmentation includes both demographic and socioeconomic variables. The
following table illustrates the most common variables:

Demographics Socioeconomics

Population Education

Number of Households / Families Occupation

Household Size / Family Size Income

Age Home Ownership (owner versus renter,
type of dwelling, mobility / stability)

Family Life Cycle Automobile Ownership (number and
type of vehicles owned)

Marital Status Social Class

Race

Nationality

Religion
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A reference for selecting appropriate demographic and socioeconomic variables for segmentation analysis is
provided in an Appendix at the end of this report.

Demographic variables are most often used for a priori segmentation. Agencies relying on this analysis have
typically begun their segmentation research by determining selected demographic characteristics of their current
riders — for example, age, income, and access to an automobile. This data is then compared with data from
secondary sources — for example, the U.S. Censuses of Population and Housing. Significant differences are
then used as a basis for informing decisions about one or more parts of the marketing mix.

Demographic surveys may also be done post hoc. In this case, it becomes possible to compare the
demographics of different segments in the sample — for example, riders compared with nonriders or frequent
riders compared with infrequent or occasional riders. Studies of this general nature can provide considerable
insight into the market and often represent the core of many agencies’ market research efforts.

To maximize the value of the physical dimensions, a composite geodemographic model can be used for
segmentation analysis. Geodemographics is defined as the description of demographics by geographic areas.
The basic premise behind geodemographics is that the sum of the whole is more powerful than the individual
parts — geography, demographics, and socioeconomic factors.

In consumer marketing, the unit of analysis is the zip code or block group. In transit, transit analysis zones
(TAZs) are used. Geodemographic analysis can be quite sophisticated. New software and GIS mapping
capabilities have greatly enhanced the value of geodemographics. One approach to geodemographic analysis
uses cluster analysis — a multivariate procedure frequently employed in market segmentation research. Here,
segments are identified consisting of zip codes or TAZs that have similar demographic characteristics. It is
important to note that the codes within each geodemographic segment may be widely dispersed throughout the
study area. They may not be contiguous and, therefore, may not represent a particular area.

Geodemographic segmentation is used extensively by transit agencies. It is an essential component for route
planning. Moreover, it is a relatively inexpensive and not unreasonable alternative to benefit and/or
psychographic segmentation. Given the amount and accessibility of this data, it can serve as an excellent
starting point in understanding differences within a market.

Benefits
Demographics and geodemographics have been popular as a basis for segmentation over the years because:
m They are easy to measure.

m They describe what consumers are like, and from this, plus our own experience, we can infer
something about how they might think and some of the things they are most likely to want.

m There is the belief that such variables as gender, age, marital status, and the number and age of
children are strong life cycle factors associated with consumption habits.

m Data describing the entire U.S. population in terms of these characteristics are readily and cheaply
obtainable from government sources (e.g., Censuses of Population and Housing) as well as from
some business publications (e.g., Sales and Marketing Management Annual Survey of Buy
Power). Studies also may be available at the local level, and in those cases where secondary data
is not readily available, primary data can be obtained for a relatively low cost.

m Coverage for all major types of media is almost always available in terms of consumer
demographics, making it particularly useful for marketing and advertising folks.
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Limitations

Despite these advantages, demographics provide limited insight into the minds of the consumer and have
generally failed to explain consumption behavior.

One should not use geodemographic data to the exclusion of other market-based data. In most cases,
demographic segments tend to be defined too broadly. That is, people with the same demographics may not
behave in the same manner. Moreover, demographic and geodemographic segmentation tends to