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Preface

Strategic marketing in tourism companies around the world is confronted with unparalleled challenges and exciting opportunities in the twenty-first century. Fierce global competition, turbulent markets, recession, wars, diseases, technological advances and demanding customers constitute strategic marketing an inevitable responsibility and direction of every tourism firm. Providing superior customer value, developing unique capabilities, responding to current economic, social and environmental challenges and differentiating from competitors are only a few initiatives that tourism firms need to take in order to gain and sustain a competitive advantage.

Strategic Marketing in Tourism Services aims to provide some strategic directions in how tourism firms could respond to contemporary challenges and compete effectively in today’s turbulent global business environment. The book provides a comprehensive coverage of the most emerging marketing strategies employed by tourism firms which have not been presented all together before in a tourism marketing book. The book demonstrates not only the development of tourism marketing, but more importantly illustrates current strategic marketing practices in the tourism sector. The book focuses on marketing strategies that have been or could be implemented in tourism services. Strategic Marketing in Tourism Services presents the application of specific marketing strategies such as Target Marketing, Branding, Relationship Marketing, Experiential Marketing and E-Marketing in tourism. Furthermore, it presents the strategic responses of each of the tourism sub-sectors — hospitality, air transport, tour operation, travel agencies and tourism destinations — from various countries all over the world.

Strategic Marketing in Tourism Services has four main objectives:

(1) To introduce tourism marketing scholars, students and practitioners, and related fields to pertinent strategic approaches in tourism marketing and to illustrate their applications and benefits (and limitations) with the help of a combination of conceptual and empirical papers as well as case studies related to all tourism sub-sectors.

(2) To advance our understanding of the causal mechanisms underlying the formation and implementation of contemporary marketing strategies in tourism services.

(3) To encourage further research that draws on the same strategies, modifies them or introduces superior strategies.

(4) To respond to current calls for more academic work on strategic marketing issues in tourism.

Strategic Marketing in Tourism Services is a collection of papers on various marketing strategies in tourism written by well-known academics from all over the world. The book is a compilation of various points of view expressed by the various authors contributing to the book representing several different places all over the world. Contributors of the book come from Australia, the United Kingdom, the United States, Brazil, Italy, Germany, Greece, Sweden, Spain and Portugal. The book combines conceptual and empirical papers in order to stimulate its readers’ thinking on emerging strategic issues in tourism marketing and provide the grounds for future developments, theoretical and practical, in the field.

In addition to an Introduction and an Epilogue section, the book consists of five parts: Part I: Target Marketing, Part II: Branding, Part III: Relationship Marketing, Part IV: Experiential Marketing and Part V: E-Marketing. The first chapter of each Part is an introductory chapter while the remaining chapters are conceptual or empirical papers. The introductory chapters present an overview of each marketing strategy (theoretical framework and research findings related to tourism) in order to familiarize the reader and facilitate reading of the papers included in every part.

The Introduction chapter defines the role of strategic marketing in tourism and briefly describes the unique features of the tourism industry that need to be taken into account before deciding on a marketing strategy and planning the strategic marketing process, from analysis and strategy formulation to implementation techniques.

Part I: Target Marketing incorporates an introductory chapter and two main chapters. The introductory chapter describes the steps that need to be taken for implementing this strategy, named segmentation, targeting and positioning. The second chapter proposes an analytic technique that integrates market segmentation, positioning and competition strategy. The third chapter discusses the influence of social interactions in the formation of tourism segments and proposes a new technique that could be implemented in identifying these segments.

Part II: Branding includes an introductory chapter and four main chapters. The introductory chapter proposes a model of brand development that combines supply-side and demand-side perspectives, and analyses the main conditions for successful destination branding. The second chapter shows the needs for an integrated approach to communicate with both internal and external target groups when branding a city. The third chapter examines online destination images portrayed by different agents of tourism in India to determine if representative dissonance exists in the self-representations at the nationwide and localized levels. The fourth chapter proposes a holistic approach to measure destination brand equity. The fifth chapter presents an empirical study of the image of a tourism destination from the perception of all the relevant stakeholders.

Part III: Relationship Marketing consists of an introductory chapter and three main chapters. The introductory chapter presents the main tenets and goals of relationship marketing while it presents the application of this strategy in tourism. The second chapter analyses the role and meaning of customer value in tourism-service settings, with a focus on providing positive recommendation and/or repeat behaviour. The third chapter examines the factors that generate loyalty to tourism destinations while the fourth chapter examines the role of familiarity and adjusted expectation in developing loyalty to a destination.

Part IV: Experiential Marketing includes an introductory chapter and four main chapters. The introductory chapter discusses experiential marketing and the dimensions of a customer experience as applied in tourism. The second chapter seeks to provide an understanding of the theoretical linkage between experience attributes and customer value in tourism. The third chapter proposes the application of service-dominant (S-D) logic in tourism by first presenting the foundational premises of S-D logic and then showing how these can be applied to tourism. The fourth chapter discusses the total experience, with reference to its main constituents, from the perspective of the tourist, the service providers, the host communities and the rural destination’s core resources. The last chapter is a case study that examines the marketability of experiential products based on authenticity and visitor readiness to attract travellers to a destination.

Part V: E-Marketing incorporates an introductory and three main chapters. The introductory chapter summarizes through the use of concept maps (CM), the main innovations in online marketing that have an influence on the tourism industry. The second chapter examines the application of information technologies in various tourism sub-sectors. The third chapter analyses the potential of travel reviews to identify e-marketing strategies for tourism and travel firms. The last chapter discusses the application of mobile marketing in tourism and proposes a conceptual framework of mobile internet based on two primary factors, the stage of tourism information search (pre-travel, on site, and post-travel) and the degree of ubiquity.

The Epilogue chapter closes the book by summing up the most important issues in strategic marketing in tourism services and providing directions for future developments.

Strategic Marketing in Tourism Services is intended for use in undergraduate tourism marketing strategy courses and master’s courses of tourism marketing and advanced strategy in tourism services. Tourism marketing academics and practitioners as well as students have little inkling of the many and different strategies that can be applied to tourism firms. The book is a comprehensive work in strategic tourism marketing by incorporating all the vital marketing strategies in tourism services. It provides useful theoretical overviews, tools, examples and empirical results of contemporary marketing strategies such as experiential marketing, relationship marketing, e-marketing, branding and target marketing. Strategic Marketing in Tourism Services is an essential reading for students in tourism and marketing as well as for various tourism services managers.


Introduction to Strategic Marketing in Tourism

Tourism constitutes one of the largest industries worldwide, contributing 6 trillion dollars annually to the global economy (or 9% of global gross domestic product) with nearly 260 million jobs worldwide — either directly in the industry or in related sectors. According to the March 2011 report of the World Travel & Tourism Council, global travel and tourism are expected to grow by an average 4% per year between 2011 and 2021. By 2021, tourism is predicted to account for 69 million more jobs — almost 80% of which will be in Asia, Latin America, the Middle East and Africa (World Travel & Tourism Council, 2011). Moreover, the United Nations World Tourism Organization (2011) expects that international tourist arrivals will reach 1.8 billion by 2030. International tourism will continue to grow in the period 2010–2030, but at a more moderate pace than the past decades, with the number of international tourist arrivals worldwide increasing by an average 3.3% a year.

Tourism services all over the world are currently facing new challenges and rapid changes owing to recession, market globalization, intensified competition and the dynamic evolution of new technologies. International events such as terrorist attacks, wars and severe diseases (i.e. SARS, influenza A-H1N1) have resulted in diminishing tourist demand and consequently decreased their business. Moreover, it is expected that tourism will be one of the industries that will be mostly affected by the current recession. Increasingly demanding tourism consumers, rapid technological advances, the increased emphasis on sustainability issues along with economic, social, political and environmental developments have altered the way businesses are executed in the tourism sector (Tsiotsou & Ratten, 2010). Tourism services are increasingly integrating marketing principles in their management and are becoming more market oriented (Tsiotsou, 2010; Tsiotsou & Vlachopoulou, 2011). This book is premised on the assumption that the most effective response tourism firms can make to these challenges is through integrated marketing strategies. However, to do this successfully, tourism managers must recognize and adapt to the unique features of the tourism industry.


The Unique Features of the Tourism Industry and Tourism Services

Tourism products are considered services (Fyall & Garrod, 2005) and like all services are characterized by intangibility, heterogeneity, inseparability and perishability (Zeithaml, 1981). These characteristics imply the increased involvement of consumers in the service process of production and consumption. In addition to the features related to their service nature, the ‘particularities’ of the tourism industry named seasonality, globalization, low levels of loyalty, complexity (including multiple sub-sectors such as food and beverage, accommodation, transportation, recreation and travel) and cross and income elasticity demand need to be taken into account before making any marketing decision.

Seasonality in tourism has been defined as: ‘a temporal imbalance in the phenomenon of tourism, which may be expressed in terms of dimensions of such elements as number of visitors, expenditure of visitors, traffic on highways and other forms of transportation, employment and admission to attractions’ (Butler, 2001, p. 5). Seasonality is considered a severe problem in tourism because it leads tourism firms to hire part time personnel, therefore limiting their ability to develop distinct capabilities. Moreover, the constant need to hire new seasonal employees leads to increased training and other costs associated with employee turnover. Thus, seasonality has been linked to low returns on investment, underutilization of facilities and limited access to capital (Butler, 2001). In some cases, 80% of tourism income occurs within a two-month period. Therefore, it has been suggested that destinations with extreme seasonality should develop policies to overcome extremes of seasonality while tourism enterprises should adopt marketing strategies to cope with the problem (Lundtorp, 2001).

Globalization in tourism means that tourism businesses have the ability to operate and market themselves not only locally but globally as well, while many of them have opted for a competitive strategy of internationalization. Nowadays, tourism firms consider the world as their operating environment and establish both global strategies and global market presence (Knowles, Diamantis, & El-Mourhabi, 2001, p. 177). In tourism, globalization affects both the supply and the demand side in various ways. In the supply of tourism services, the most common trends refer to the development of large worldwide suppliers (e.g. transnational corporations such as Disney and Club Méditerranée) and intermediaries (e.g. TUI), which lead to oligopolies. Another development refers to the creation of virtual travel agencies, which jeopardize (owing to disintermediation) the traditional intermediate function of offline travel agencies (Tsiotsou & Ratten, 2010). On the demand side, globalization has been linked to decreasing costs of air travel, access to new and low-priced destinations, as well as relatively low social standards.

Moreover, tourism is characterized by low levels of customer loyalty. If developing loyalty in services is difficult (Tsiotsou & Wirtz, 2012), then achieving loyalty in tourism is a feat. Because consumers search for new experiences by visiting various places and destinations all over the world, it is very difficult to develop loyalty, for example, in destinations or accommodation services. Therefore, the task here is to develop loyalty to global service brands so customers trust and purchase services from the same service providers (usually transnational corporations) no matter which destination they travel to.

Tourism is a complex industry because it is a compilation of various services such as accommodation, transportation, dining, recreation and travel. All these services comprise the tourism experience. Often these services are not offered by one provider who has control over them, but by different providers who might not communicate or collaborate with the remaining providers. Thus, a delayed flight might stigmatize the whole customer tourism experience, resulting in dissatisfaction not only with the particular service provider but with all the others as well (e.g. hotel and restaurants).

Finally, tourism services are characterized of a cross elasticity demand meaning that a trip can be easily replaced by the purchase of another product (e.g. buying a car might lead consumers postpone their travelling for one or more year until they entirely pay for their car) and income elasticity demand, where a reduction in customers’ income could lead to significant decrease in demand for tourism services.




The Necessity of Employing Strategic Marketing in Tourism

The long-term existence and effectiveness of tourism services in such a fierce competitive and financially difficult global environment depends not only on their ability to satisfy customers’ needs and desires but to strategically respond to current challenges. Therefore, strategic marketing becomes a necessary practice for contemporary tourism services firms.

In this sense, marketing strategies have been adopted by tourism firms in order to respond to current challenges, to achieve competitive advantage and to increase their effectiveness. Strategic marketing has been defined as ‘an organization’s integrated pattern of decisions that specify its crucial choices concerning products, markets, marketing activities and marketing resources in the creation, communication and/or delivery of products that offer value to customers in exchanges with the organization and thereby enables the organization to achieve specific objectives’ (Varadarajan, 2010, p. 128). A marketing strategy refers to a set of specific ideas and actions that outline and guide a firm’s decisions on managing in the most effective manner its marketing mix and sustain competitive advantage. Strategic marketing decisions encompass resource commitments and tradeoffs, complement other strategic decisions and are made at the higher management level (Varadarajan, 2010).

Owing to its benefits and advantages, strategic marketing in the tourism industry is increasingly becoming important, from both theoretical (academic) and applied (practitioner) perspectives. However, a lack of work on strategic marketing issues in tourism has been identified in the literature (Bagnall, 1996; Riege & Perry, 2000; Tsiotsou & Ratten, 2010). The key reason for this is that, until recently, marketing for tourism services has focused not on the consumer but on the destination or outlet, with marketing strategies being related to the products offered (Williams, 2006). As marketing within the sector has advanced, however, the attention to the offer has diminished owing to the heterogeneity of consumers’ needs, desires, preferences, motivations and behaviours and to the changing global economic and social environments. Nowadays, consumers are more knowledgeable and perceptive in their judgements, demanding superior value from tourism services. In addition, technological advances (e.g. Web 2.0 and Web 3.0) have transformed tourism consumers to active producers of tourism services (prosumers) (Tsiotsou & Ratten, 2010) and co-creators of value (Vargo & Lusch, 2004). Thus, tourism firms and destinations understand that they need to modify their strategies to respond effectively to these changes (Tsiotsou & Ratten, 2010).




Applying Strategic Marketing in Tourism

Successful marketing strategies require the recognition and understanding of global business challenges, the development and leverage of distinctive capabilities, the provision of superior customer value and immediate response to competitors’ actions. A marketing strategy should make the most of a company’s strengths (capabilities) and matches them to the customer value requirements. Furthermore, a marketing strategy should be flexible in order to respond to changes in consumers’ needs, desires and preferences and be able to identify new market segments and target them successfully. Then, a marketing strategy can lead to superior business performance and sustainable competitive advantage.

Tourism firms need to be cognizant of the factors influencing their marketing strategy such as resources and competencies they possess, or should acquire the opening and closing of strategic windows, the nature of competition in the tourism industry and the stage of the marketing or industry life cycle. A competitive marketing strategy also requires decisions on the product market in which a tourism firm competes, the level of investment needed, the functional area strategies (product line, positioning, pricing, distribution, information technology, segmentation and global strategy), the strategic assets, competencies and synergies matched with the functional area strategies and the allocation of resources among the business units (Proctor, 2008). A competitive strategy refers to ‘developing a broad formula for how a business is going to compete, what its goals should be and what policies will be needed to attain these goals. Competitive strategy is a combination of the ends or goals for which the firm is striving and the means or policies by which it is seeking to get there’ (Proctor, 2008, p. 13).

A general process for implementing strategic marketing in a tourism firm as well as in every other type of a service company is presented in Figure 1. The process consists of three major phases: Planning, Implementation and Control. Each phase includes several activities and steps that need to be taken.
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Figure 1. The strategic marketing process in tourism services.

During the Planning Phase, tourism firms need to conduct a number of analyses such as industry, market, competition, business and customer analyses in order to understand the economic and market environment in which they operate, evaluate their capabilities, identify opportunities and set goals that are realistic and achievable. By analysing the external environment (threats and opportunities), and the internal environment (weaknesses and strengths), tourism firms can use this information to think about the focus strategy and other supporting or complementary strategies they could adopt. Moreover, when selecting the appropriate marketing strategy, tourism firms need to consider their available resources and capabilities as well as the new assets they need to acquire and the new skills they need to develop in order to implement the strategy efficiently and effectively.

After selecting the marketing strategy, the next step is Strategy Implementation. The focus strategy selected should influence both the target marketing strategy (segmentation, targeting and positioning) as well as the marketing mix of the tourism firm. At the same time, both target marketing and the marketing mix can influence the implementation of the selected strategy. Target marketing refers to strategic launch decisions whereas marketing mix decisions refer to tactical launch decisions (Crawford & Di Benedetto, 2008). Target marketing and marketing mix are considered here as a baseline marketing strategy and tactic, respectively, that all tourism firms need to embrace. Due to differences in consumers’ needs, preferences and desires, target marketing is considered a prerequisite strategy implemented in tandem with any other marketing strategy. The current marketing mix of the firm also should influence strategy implementation while at the same time it should be modified to serve the purposes of the selected strategy. Thus, a tourism firm should execute the selected marketing strategy by making use of all the available resources and competencies.

The process ends with the Control Phase where the selected strategy is evaluated. This stage involves measurement of the marketing strategy results, comparing the outcomes with the goals set and correcting negative performance deviations. This phase provides feedback to the previous phases of the strategic marketing process in order to make the necessary adjustments.




Developing a Global Strategy in Tourism

Nowadays, markets are becoming increasingly integrated and, therefore, globalization is seen as an imperative business strategy (Ghemawat, 2010). However, globalization is not a strategy employed by only large multinational businesses but from firms of all sizes (Knight & Cavusgil, 2009). Tourism industry consists of both large and medium to small size firms and, therefore, global marketing strategies can be employed in all of them.

In addition to the focus marketing strategy selected, tourism firms need to decide about their degree of domestication or globalization (Table 1). Globalization depends on industry characteristics and on specific industry globalization drivers such as market, competition, cost and government (Lovelock & Yip, 1996). Tourism is an industry global in scope and, therefore, with potentials to employ globalization strategies. In order to develop effective global strategies, tourism firms need to systematically analyse their globalization drivers (e.g. common customer needs, global customers, global channels, use of ICTs and global economies of scale) that might influence the tourism industry and identify its distinctive features (Lovelock & Yip, 1996).

Table 1. From domestication to globalization of tourism firms
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Based on the EPRG framework (ethnocentrism, polycentrism, regiocentrism and geocentrism), it is proposed that tourism firms have several options when choosing their degree of internationalization. If they decide to have a domestic focus, then all the activities described above should be concentrated in the home market. If they aim to remain with a home focus but export their services (enthnocentric), then they need to adapt an international strategy. However, if they can collaborate with one or more other service firms from other countries, then all partners need to adapt their marketing mixes to their overseas operations (polycentric). An international approach refers to a simple extension of exporting, whereby the marketing mix is simply adapted in some way to take into account differences in consumers and segments. Finally, if a tourism firm would like to operate globally, then it needs to create value by extending its services and focus on serving emerging global markets (geocentric). This strategy involves recognizing that markets around the world consist of similarities and differences and that it is possible to develop a global strategy based on similarities to obtain scale economies. Globalization is a combination of extension, adaptation and creation strategies (Wind, Douglas, & Perlmutter, 1973).

As Table 1 indicates, global marketing is an evolutionary process and adapting a global strategy should take place gradually. First, tourism firms need to enter to proximate and familiar markets while gradually expand into more distant markets as they become more experienced and knowledgeable of international markets (Contractor, 2007). Douglas and Craig (1989) have proposed three phases that a firm should go about in becoming global: initial market entry, local market expansion and global market rationalization. Moreover, due to market convergence and divergence, it has been proposed recently that a semi-global marketing strategy might be more appropriate because it ‘involves following different directions in different parts of the world, resulting in greater autonomy at the global level’ (Douglas & Craig, 2011, p. 82). Thus, the biggest challenge of tourism firms is to decide on their marketing strategies, and be able to manage the diversity of these strategies in order to be successful.




Conclusion

It has been suggested that market-driven strategies focusing on the market and the customers that comprise the market should become the starting point of any business (Cravens & Piercy, 2009). Thus, any major strategy should be market driven and can be furthered by complementary strategies. Moreover, several of the above-mentioned unique characteristics of the tourism industry can be treated with certain marketing strategies. For example, in dealing with seasonality and globalization issues related to consumers, tourism firms could employ target marketing in identifying specific global groups of consumers who, for example, would like to take vacations in off-peak periods by paying lower prices. In order to attract more tourists, destinations could employ experiential marketing that differentiate their products/services from competing destinations and provide sustainable competitive advantage (Prahalad & Ramaswamy, 2004). Moreover, loyalty could be achieved in tourism by implementing marketing strategies such as customer relationship marketing where strong customer–tourism firm relationships can be developed (Shoemaker & Bowen, 2003; Tsiotsou & Ratten, 2010).

In sum, tourism firms need to recognize the unique characteristics of their services and the drivers of their industry, be aware of the recent social, economic and technological developments, and adopt the most appropriate marketing strategy or combination of strategies that suits better to their available resources, competencies and business goals. The purpose of this book is to help them achieve these goals.

Rodoula H. Tsiotsou
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PART I

TARGET MARKETING



Chapter 1

Target Marketing and Its Application to Tourism

Rodoula H. Tsiotsou and Ronald E. Goldsmith

The recognition that consumers have different needs, wants, resources, preferences and purchase behaviours led marketing to move away from mass marketing and embrace target marketing. Kotler and Armstrong (2008) describe target marketing as a customer-driven marketing strategy because its goal is to create value for targeted customers. Thus, target marketing provides the necessary knowledge and tools for developing ‘the right relationships with the right customers’ (Kotler & Armstrong, 2008, p. 184). Target marketing involves three major steps: market segmentation, targeting and positioning (Figure 1.1).
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Figure 1.1. The three stages of target marketing.


1.1. Market Segmentation

Market segmentation has become one of the main practices in marketing that assists in identifying distinct groups of consumers. These groups have similar needs, wants, attitudes, shopping habits, media usage, price sensitivity and other characteristics. The goal of segmentation is to identify homogeneous groups of consumers in order to satisfy their needs, desires and preferences more specifically than a mass marketing strategy could do while at the same time increasing marketing efficiency and effectiveness. The information gathered through market segmentation is crucial in the strategic marketing planning process because managers can develop products and services for specific groups of consumers, thereby gaining competitive advantage. Thus, marketing actions are more efficient and effective.

There are two types of segmentations, a priori and post hoc segmentation. A priori segmentation is when the variable used as a criterion to divide a market is known in advance, whereas post hoc segmentation is when there is no knowledge about distinct consumer groups, and a set of variables is used as the base for segmentation (Chen, 2003).

Marketers have used various criteria as the bases of segmentation. The most often used criteria for segmenting consumer markets are demographic (age, gender, family status, income), geographic, behavioural (benefits, frequency of use, loyalty) and psychographic (lifestyle, personality characteristics) (Kotler, 2000). Usually, marketers use multiple segmentation criteria in order to identify more homogeneous groups of consumers. In addition to ‘domestic market segmentation’, international firms engage in international market segmentation. That is, they need to identify distinct international segments based on segmentation criteria such as geographic location (e.g. grouping countries by region), economic, political, legal and cultural factors. Travel and tourism firms engage in international market segmentation since they target not only their domestic markets but also mostly international markets. Thus, a tourism destination might target consumers from specific countries (e.g. German and/or French consumers) or regions (e.g. consumers from the Middle East). Another approach some international companies are taking is intermarket segmentation (Kotler & Armstrong, 2008, p. 193). In this case, international firms develop consumer segments with similar needs and buying behaviours although the tourists come from different countries. For example, in tourism, destinations focusing on developing extreme sports aim to attract tourists from all over the world who are interested in experiencing extreme activities.




1.2. Market Targeting

This step involves the evaluation of market segments and the selection of target market segments. When evaluating various market segments, firms should examine the market segment size (e.g. number of consumers), growth (e.g. sales and expected profitability) and structural attractiveness (e.g. competitors, suppliers, substitute products and buyers’ power) of each segment while taking into account their resources and strategic goals. These evaluation criteria assist companies in deciding the number and which segments they can better and/or most profitably serve. Firms have several choices: to use undifferentiated marketing (target the whole market with one offer), differentiated marketing (target several segments with different offers for each segment), concentrated/niche marketing (target one or few small segments/niches having a large share) and micromarketing (tailoring offers to specific individual consumers or locations). In tourism, differentiated marketing is the most common market targeting approach nowadays.




1.3. Positioning

The last step of target marketing involves a company’s decision on its value proposition to the targeted segment(s). According to Kotler (1997), ‘Positioning is the task of designing a company’s offering and image so that they occupy a meaningful and distinct competitive position in the target customers’ minds’ (p. 295). Thus, companies need to decide how they will develop differentiated value for their target segments and how important attributes of the value proposition will be positioned in the minds of the consumers comprising those segments relative to competitors’ products. Marketers need to decide positions that will provide competitive advantage, develop marketing mixes that correspond to the aimed positions and, finally, deliver and communicate the selected position to the target segments.

Positioning should take a strategic approach by ‘doing things differently from competitors, in a way that delivers a unique type of value to customers’ (Porter, 2001, p. 70). However, marketing strategy cannot be based only on product differentiation, which will only give the marketer a horizontal share of a broad and generalized market (Smith, 1995). Effective market segmentation constitutes a prerequisite of a successful marketing strategy as it creates depth in the market positioning (Smith, 1956). There are various positioning strategies. Positioning by attributes, by use, by user, by benefits, by product category, by price/quality and competitive positioning are the most well-known approaches (Aaker & Shansby, 1982). According to O’Sullivan (1991, p. 58), target marketing strategies reflect the degree to which the market segments the organization wishes to target are homogeneous or diverse, the firm’s mission and goals, and the type of competition facing the organization and its scope.

However, as Kotler (1997) argues, regardless of the initial success of a brand positioning strategy, firms may need to reposition it later. In line with this reasoning, Trout and Rivkin (2010) propose that nowadays brands require more repositioning than positioning owing to the dynamic economic and marketing environment. Depending on the situation, repositioning might involve a number of implications such as redefining or enlarging segments or reshaping the entire marketing plan (Brassington & Pettitt, 1997).

Market segments are dynamic in nature resulting in changes in relation to their size, composition and buying behaviour. Thus, a large and profitable segment might become smaller and have reduced sales because consumers’ needs and preferences change or competitors offer a more attractive value proposition. Consumer preferences might change because of their experiences (McFadden & Train, 1996), and interaction between customers does change preferences (Janssen & Jager, 2001). Because the needs, wants and preferences of consumers change over time owing to changes in demographics and lifestyle or more attractive competitors’ products, target marketing and its steps should be performed all over again after a certain time period.




1.4. Tourism Research on Target Marketing


1.4.1. Segmentation

Market segmentation is the most investigated area in target marketing research in tourism. Segmentation is used to identify distinct groups of tourists because, like any other market, tourists do not respond homogeneously to marketing activities. Diverse services and customers in tourism make segmentation a necessary tool for responding to changes and to competitors’ pressure.

A recent review of literature on segmentation studies in tourism (Dolnicar, 2006) revealed that psychographic variables are the most often used segmentation criteria (75%) followed by behavioural (21%) and mix of both (4%). The most often used bases for segmenting tourists are demographics, socioeconomic and lifestyle variables. Specifically, the variables recommended for tourist segmentation are demographic characteristics (Chen, 2000; Sung, 2004; Tsiotsou, 2006), activities (Sung, 2004; Sung, Morrison, & O’Leary, 2000), travel expenditure (Mok & Iverson, 2000), benefits (Frochot, 2005; Frochot & Morrison, 2000) and motivation (Sellick, 2004). Table 1.1 summarizes recent studies and the segmentation criteria used in travel and tourism.

Table 1.1. Summary of selected segmentation studies in tourism
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Demographic segmentation studies report inconsistent findings. For example, age and occupation differed significantly among Norwegian tourist segments (Chen, 2000); gender, age and marital status were found to be significantly different among adventure trip segments (Sung, 2004); and age differed between heavy and light spenders (Mok & Iverson, 2000). However, it has been also found that marital status, gender and occupation did not differ significantly among expenditure-based segments (Mok & Iverson, 2000), neither age, education, marital status and income among risk taking–sensation seeking tourist segments (Pizam et al., 2004). It seems that it is not clear whether demographics act as discriminating factors among segments or not. Further research is needed to identify in which occasions demographics are important in segmenting tourists. Moreover, it might be that similar demographic groups seek different benefits from their tourism experiences, so that demographics alone might be poor bases on which to segment.

Activities have been often used to segment tourists of different trip type, age and national origin. It has been suggested that tourists who prefer certain activities are likely to differ from others who participate in different types of activities (Jeffrey & Xie, 1995; Tsiotsou & Vasioti, 2006). However, activities are not well defined in the travel and tourism literature. More often, the term refers to physical activities (or sport activities) and sometimes to cultural or other activities such as shopping.

Sung et al. (2000) identified six physical activity segments (soft nature, risk equipped, question marks, hard challenge, rugged nature and winter snow) and suggested that ‘activity sets are associated with distinct groups of customers who have varying demographic and travel characteristics’ (p. 17). They further argued that activities should be taken into account when studying adventure traveller segments because they are associated with consumer preferences. Adventure trip segments differ in trip-related characteristics and demographic and socioeconomic characteristics (Sung, 2004). Similarly, it has been found that high risk taking–sensation seeking tourists score significantly higher in physical activities than low risk taking–sensation seeking tourists of 11 different countries (Pizam et al., 2004). Thus, it becomes evident that physical activities can discriminate among different tourist segments.

In post hoc segmentation, the identification of ‘physical activity’ segments is very common. In most segmentation studies, at least one segment is characterized by its preference in active participation for physical activities. Preference for active participation in physical activity (sports) was the main factor along with age and social class that distinguished the ‘actives’ from the other segments of rural tourists in Scotland (Frochot, 2005), the ‘active individual tourists’ of Austria (Dolnicar & Leisch, 2004) and the ‘carefree wellness tourists’ in Czech Republic (Tureckova, 2002). Even in senior tourist segments physical activity as travel motive is different among segments. The ‘enthusiastic-connectors’ segment of Sellick’s (2004) study scored higher in physical activity than the other three segments of senior tourists. Similarly, the ‘physicals’ (seniors who travelled so they participate in a physical activity) were one of the segments identified by Astic and Muller (1999).

Another aspect of tourism segmentation being studied is the role of the length of a trip. Neal (2003) categorized tourists as ‘short-term visitors’ (those who stayed from one to six nights) and ‘long-term visitors’ (those who stayed seven or more nights). Significant satisfaction differences have been identified between ‘short-term’ and ‘long-term’ visitors, and first-time and repeated visitors (Baloglu, Pekcan, Chen, & Santos, 2003; Neal, 2003; Tsiotsou, 2006). Short-term visitors are less satisfied with perceived service quality and perceived reasonableness of the cost of their travel destination than are long-term visitors (Neal, 2003), while repeat visitors score higher in satisfaction than first-time visitors (Baloglu et al., 2003). Furthermore, overall satisfaction varies according to the length of stay, gender and decision horizon (Huh & Uysal, 2003). Andereck and Caldwell (1994) show that satisfaction and enjoyment demonstrate significant differences among segments in tourism markets while demographic variables display little difference.

Chapter 2 provides six principles that tourism firms should use in order to use tourism segmentation as a strategic tool that could assist in obtaining sustainable competitive advantage. Moreover, the chapter describes in detail nine steps that destination managers should take in order to perform an effective data-driven tourism market segmentation.




1.4.2. Targeting

In addition to segmentation, the literature suggests a number of benefits result from targeting well-defined segments of tourists. These benefits are (1) developing new tourism products that better satisfy the needs and wants of specific tourist segments; (2) the design of more effective marketing programmes to reach and satisfy the defined tourist segments; and (3) a more efficient and effective allocation of marketing resources (Chandra & Menezes, 2001). Thus, target marketing is a necessary strategy not only for obtaining competitive advantage but for also achieving cost-effective marketing.

A good application of market segmentation and targeting is the case of the National Tourism Organization of Australia, called Tourism Australia. After undertaking an extensive research initiative, Tourism Australia aimed at identifying the ‘ideal visitor segment’ for Australia that would help in achieving its business objectives. Instead of using the traditional segmentation criteria in tourism such as country of origin, mode of travel, style of travel and distribution channels, Tourism Australia applied psychographic criteria such as personal motivations and lifestyle. Thus, it employed intermarket segmentation in order to identify global segments that would be most receptive to the Australian experience. The ideal group of tourists identified was the ‘Experience Seekers’. Research assisted Tourism Australia to assess the size of this segment, profile it and identify means for communicating with it. Thus, it was found that the targeted segment constitutes around 30–50% of all potential long-haul outbound travellers from key source markets (e.g. Germany, the United Kingdom, Japan, China and the United States). ‘Experience Seekers’ are international travellers who seek out and enjoy authentic personal experiences, involve themselves in holiday activities, are adventurous, acquire a variety of experiences on any single trip and seek out for value (a balance between cost and benefits) on their trips. Finally, this segment is familiar with new technologies, makes selective view of TV (usually views programmes that meet its lifestyles and motives) and likes to learn from and share information with peers (Tourism Australia, 2011).

Thus, a campaign named ‘Australian Invitation’ was developed aiming to attract ‘Experience Seekers’ and increase demand for Australia from this segment. To target these consumers, the campaign media schedule and the messaging strategy included the following elements:


	The Australian invitation was presented in media used by the ‘Experience Seekers’ within each market.

	The core media were supported by programmes providing detailed destination information on Discovery and National Geographic channels.

	Interactivity and information were provided with a number of digital programme and web activity.

	Public relations event activities further informed and promoted major Australian experiences.

	Direct programme and contact points were developed to achieve immediacy.

	Local Tourism Australian offices were established in major markets, providing information to the ‘Experience Seekers’ (Tourism Australia, 2011).






1.4.3. Positioning

In tourism, positioning has not attracted the same research attention as segmentation. Positioning is the last stage of target marketing and involves the creation of a distinctive image for a given destination or tourism firm in the minds of potential tourists that distinguishes them from competing destinations or tourism companies and is linked to the destinations assets. A successful positioning strategy should provide a sustainable competitive advantage to a destination (Chandra & Menezes, 2001). For example, a tourist destination such as Greece, with its rich cultural heritage, has positioned itself to appeal to tourists across several countries who are interested in history, culture and historical architecture.

A tourist destination or firm may be positioned on a number of different bases, such as positioning by benefit, use and users, activities, price, quality, direct comparison etc. Positioning by benefit should be practiced with caution. It has been suggested that the dominant attribute selected for positioning should represent something realizable (O’Shaughnessy & O’Shaughnessy, 2000) while the use of multiple benefits to position a tourism destination or firm should be exercised with caution because it might dilute the brand position and confuse the related stakeholders (Chandra & Menezes, 2001; Harrison-Walker, 2011).

Thus, countries, regions, cities and tourism firms employ various positioning strategies in order to compete effectively with their counterparts. For example, France has positioned itself as the country of the arts, such as film, music, art and literature. According to the Anholt GfK Roper Nation Brands IndexSM 2008 Highlights Report, France was ranked first in terms of cultural heritage and people’s appreciation for contemporary culture. Another example is Scotland that positioned itself as ‘Scotland — Silicon Glen’ (Kotler & Gertner, 2001) in an effort to associate itself with Silicon Valley, the southern part of the San Francisco Bay Area. Silicon Valley is known for its large number of silicon chip innovators and manufacturers and high-tech businesses.

Like brands, tourist destinations may have to be repositioned, too. An interesting example of repositioning is that of Club Med. Originally, Club Med resorts were positioned to appeal to the single, city residents who wished to escape the stressful city life. Later, Club Med repositioned itself to appeal to families by offering amenities such as telephones, TV, fax machines and computer facilities.

Another repositioning case is that of Canada with the campaign ‘Brand Canada’. Initially, Canada was perceived as one-dimensional and nature-based destination that was not attractive to tourists. The Brand Canada campaign resulted from information gathered via online surveys that took place in 2005 and positioned Canada by the experiences of the visitors. Brand Canada was officially launched in 2007 and targeted to the emotions of tourists resulting from their own adventures. The slogan used reflected directly this experiential approach: ‘Come to Canada: Create extra-ordinary stories of your own’ (Hudson & Ritchie, 2009).

A recent study of ski resorts conducted by Frochot and Kreziak (2008) suggests that marketers should examine the primary and the secondary images of a destination in order to identify the most effective positioning strategy. Primary images reflect the core values and attributes of tourism services (e.g. ski resorts) and are common to all destinations of the same type. Secondary images actually differentiate tourism services (e.g. ski resorts positioned on extreme skiing, on ski variety or as relaxing) and provide them competitive advantage.

In sum, ‘the decision about how to position or reposition a tourist destination should be made on the basis of market segmentation and targeting analysis in tandem with positioning analysis. The position selected should match the preferences of the targeted market segment and the positioning of competing tourism services’ (Chandra & Menezes, 2001, p. 92).






1.5. Conclusion

Changes in consumer habits, interests or preferences or the rise of new attractive destinations make target marketing a necessary strategic approach that travel and tourism firms should take. Moreover, owing to changes in the size and composition of target segments, the major steps of target marketing should be repeated on a regular basis in order for tourism companies to operate efficiently and effectively. The rise of new technologies and social media that facilitate user-generated content and travel reviews will play a significant role in developing consumer preferences and choices of tourism services and destinations. Thus, social influences might in the future come to play a more significant role in changing consumers’ desires, preferences and buying behaviours resulting in changing tourism segments.
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Chapter 2

The Role of Market Segmentation in Strategic Tourism Marketing

Sara Dolnicar


2.1. Introduction

Market orientation is a key factor of business success (Narver & Slater, 1990) because it informs strategic planning. It is defined as ‘the organisation-wide generation of market intelligence pertaining to current and future customer needs, dissemination of the intelligence across departments, and organisation-wide responsiveness to it’ (Kohli & Jaworski, 1990, p. 6). As such, it represents the basis of, and justification for, any marketing action.

Essentially, market orientation is about understanding and responding to consumer needs. Consumer needs, however, are heterogeneous: that is, different consumers have different needs. The key strategic marketing tool driven by the motivation to understand consumer needs, thus ensuring market orientation, is market segmentation. Market segmentation also accounts for the fact that in most markets consumers differ in their needs. As Lilien and Rangaswamy (2003) put it:

Segmentation is best viewed as the first step in a three-step process of segmentation, targeting and positioning (STP). Segmentation groups customers with similar wants, needs, and responses. Targeting determines which groups a firm should try to serve (and how). Positioning addresses how the firm’s product will compete with others in the target segment. (p. 63)

One would expect, therefore, that organisations in general — and specifically tourism destinations and businesses — would be very familiar with market segmentation and use it in close conjunction with other aspects of strategic marketing as a basis for their marketing activities. A number of authors have pointed out, however, that this is not the case and that there is in fact a significant theory–practice divide that prevents organisations from utilising market segmentation effectively as a strategic tool (Dibb, 2005; Dibb & Simkin, 1994; Greenberg & McDonald, 1989). A recent survey with 167 marketing managers (Dolnicar & Lazarevski, 2009) confirmed these concerns empirically: 68% of marketing managers agreed that segmentation analyses are like a black box to them and that they do not understand what actually happens in the process of segmenting respondents, 65% stated that they have had difficulties interpreting segmentation solutions in the past and 30% believe that segmentation strategy is independent of positioning and competition strategy.

Given the importance of segmentation and the apparent shortcomings in its application, the aims of this chapter are to

(1) place market segmentation in the context of strategic marketing rather than treating it as an isolated marketing tool;

(2) provide a systematics of basic segmentation approaches and criteria relevant to tourism;

(3) illustrate the entire process of tourism market segmentation step by step, highlighting potential difficulties and alternative ways of addressing them to arrive at valid segmentation solutions;

(4) point to an analytic, perceptions-based market segmentation (PBMS) strategy that offers a methodological framework for integrating market segmentation with other areas of strategic marketing in order to most effectively harvest the benefits of segmentation; and

(5) make market segmentation more transparent to data analysts and users of segmentation solutions in tourism, thus reducing the theory–practice divide.




2.2. The Role of Market Segmentation in Strategic Marketing

Hooley, Saunders, and Piercy (2004), in their book on marketing strategy, propose a few basic principles to guide marketing action (pp. 23–26):

Principle 1 — Focus on the customer.

Principle 2 — Only compete in markets where you can establish a competitive advantage.

Principle 3 — Customers do not buy products (they buy solutions to their problems).

Principle 4 — Marketing is too important to leave to the marketing department.

Principle 5 — Markets are heterogeneous.

Principle 6 — Markets and customers are constantly changing.

This set of principles helps to develop a model of the role market segmentation plays in strategic marketing. Market segmentation ‘consists of viewing a heterogeneous market…as a number of smaller homogeneous markets’ (Smith, 1956, p. 6) and thus represents the direct response to Principle 5 (markets are heterogeneous).

Market segmentation is also directly in line with Principle 1 (focus on the customer) because the focus is on understanding the consumer, without focusing on all consumers in the market. Rather, the aim is to identify an attractive market segment (a part of the market) that matches the tourism organisation’s or destination’s strengths. The alignment with an organisation’s or a destination’s strength implies that competition has to be accounted for when selecting target segments. Selecting a segment that can be catered to more successfully by another tourism organisation or destination is unlikely to present the opportunity for a sustainable competitive advantage, which, however, is necessary for long-term success (Principle 2: only compete in markets where you can establish a competitive advantage). To have a sustained competitive advantage in a market described by a high level of competition, as the tourism market is, a tourism organisation or destination must not only focus on its strength, but it also needs to develop a positioning strategy that will ensure that the strengths are clearly formulated and can be communicated to internal and external stakeholders as well as to customers.

Whether or not market segmentation complies with Principle 3 (customers do not buy products; they buy solutions to their problems) depends mainly on the nature of the segmentation approach taken. Benefit segmentation, for example, uses the stated benefits derived from the consumption of a product or service; it thus implicitly accounts for the fact that tourism offers solutions to people, and should therefore offer different solutions for different people. For example, some tourists seek a change of environment as a key benefit from tourism activity. The problem they may be solving is boredom at home or boredom with the everyday routine of work life and home responsibilities.

Finally, Principle 4 states that marketing is too important to leave to the marketing department. This principle applies without any doubt to the entire area of strategic marketing, including market segmentation. All areas of strategic marketing represent very fundamental organisational or destination management decisions and require a mindset of customer orientation to be adopted by all members of the organisation. Strategic marketing, or single areas of strategic marketing, such as market segmentation, therefore cannot be outsourced to an operative department. The worst-case scenario in the context of market segmentation is that an operational market research department is told to collect data without a clear brief of what this data needs to contain in order to produce a valid segmentation solution down the track. The data is then e-mailed to a consulting company that runs a segmentation analysis. The consulting company chooses one solution and presents key features of segments to the operational marketing department. The operational marketing department makes a recommendation to the executive. The executive, as a result of the process or multiple outsourcing, has little understanding of how the segmentation solution presented to him or her has emerged and if it represents a valid basis to develop — typically long term — segmentation strategies. Such problems occur regularly in the tourism industry because, in many countries, national tourism organisations conduct large guest surveys and commission segmentation studies. The results of these studies (but no explanation of the rationale and the parameters of the analysis) are then passed on to regional tourism organisations and businesses with the recommendation to focus on these segments. In such a situation, the end user of the segmentation solution has hardly any understanding of how the segmentation solution was developed and is therefore not in the position to assess if it indeed represents the strategically optimal choice for them.

    Principle 6 postulates that markets and customers are constantly changing. This principle has major implications for market segmentation in tourism. Because the market is dynamic, segmentation (as well as competition and positioning) strategies need to be reviewed regularly. A market segmentation study conducted at a certain point in the past reflects merely the segment structure at that particular point in time. To ensure market dynamics are not neglected, market segmentation analyses, as well as competition analysis and positioning strategies, need to be regularly assessed and, if necessary, modified to suit changed market circumstances. For example, tourism planning has changed dramatically since the Internet has become a key platform for obtaining travel-related information. Mobile technologies have further changed the timing and mode of information search and travel decision making. A tourism segmentation solution based on an information search that was conducted 10, or even 2, years ago is therefore very unlikely to provide a strong basis for strategic decision making, such as segment selection.

Many authors view market segmentation as the first step in strategic marketing, followed by targeting, positioning and competitive analysis (e.g. Lilien & Rangaswamy, 2003). However, when deriving the role of market segmentation from Hooley et al.’s (2004) principles, it becomes clear that, in reality, these three key areas of strategic marketing need to be assessed simultaneously (as illustrated in Figure 2.1).
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Figure 2.1. The role of market segmentation in strategic marketing.

Unless a destination or organisation knows what its strengths are (which implies a certain positioning), it is impossible to decide on the best market segment to target. For example, even if adventure tourists emerge from a segmentation study as the most attractive segment, a destination that is famous for its museums and art galleries would not be well advised to target adventure tourists. Clearly, such a destination would need to identify an attractive segment of the tourist market that is interested in cultural activities when selecting its holiday destination. A less obvious case is that of the growing number of destinations claiming to be ‘green’ (environmentally sustainable or friendly). The question that would have to be asked is whether being ‘green’ is indeed something they are perceived to be, and whether the people who seek what they have to offer — which could be remoteness — are even interested in environmental sustainability.

The opposite also holds: no matter what the destination’s or organisation’s strengths are, if the market, or at least a segment of the market, does not appreciate this strength, then competitive advantage and success are unlikely. The same is the case with competition: the preferred market segment that perfectly matches an organisation’s or destination’s strength may also be the one most other competitors are trying to attract, thus forcing an organisation or destination to rethink its target segment. For example, some nations have an abundance of a certain kind of tourist attraction. Australia has a large number of coastal destinations, all of which have long, sandy beaches, good surf, friendly locals and, predominately, good weather. Most of these destinations not only are attractive for families but also are in the position to host events or small conferences. From a competitive point of view, it is therefore not ideal for an Australian coastal destination to position itself as a ‘friendly coastal destination that hosts events and conferences’. This sort of position lacks a unique selling proposition because it does not differentiate one coastal destination from the many others in Australia, and therefore makes the destination substitutable and vulnerable to competition. On the other hand, if competition becomes the dominant factor in assessing market opportunities, organisations or destinations may miss interesting market niches that, despite competition, may be worth targeting.

To the best of the author’s knowledge, only one segmentation technique has been proposed to date that accounts for segmentation, positioning and competition simultaneously. This technique, referred to as PBMS, has been developed by Mazanec and colleagues (Buchta, Dolnicar, & Reutterer, 2000; Mazanec & Strasser, 2000) and will be discussed in more detail later in this chapter.

It must be concluded that market segmentation plays a key role in strategic marketing. However, its role is not to be the first, second or last in a sequence of strategic decisions. Instead, all aspects — segmentation, positioning and competition — need to be considered simultaneously before committing to strategic decisions.




2.3. Basic Segmentation Approaches and Criteria

The two most fundamental approaches to grouping heterogeneous consumers into homogeneous market segments are referred to as: (1) a priori (Mazanec, 2000) or commonsense segmentation (Dolnicar, 2004); and (2) post hoc (Myers & Tauber, 1977), a posteriori (Mazanec, 2000) or data-driven (Dolnicar, 2004) segmentation.

Commonsense segmentation implies that the manager of a tourism destination or business knows in advance which criterion is most relevant for creating a grouping. For example, an operator of a local petting zoo may assume — rightly or wrongly — that the family life cycle is the single most informative segmentation criterion. No sophisticated data analysis is required; consumers can simply be split into families with babies and toddlers, families with pre-school aged children, families with primary school aged children and families with high school aged children. Each of these segments is described in as much detail as possible in order to understand which services provided by the zoo best satisfy their needs. For example, families with babies and toddlers will require shaded spaces from where they can view the animals, with a toilet and nappy-changing facility in close proximity. Families with primary school aged children may want signage or guides or audio tapes with information about the animals so their children can learn.

Commonsense segmentation is often criticised for not being ‘sophisticated’, especially by academics. Yet, for many destinations and tourism businesses, this is all that may be needed to best satisfy the customers who are interested in their service in a way that provides them with a competitive advantage. Segmentation criteria that have been used in the past include, for example, age, heavy versus light users (e.g. Goldsmith & Litvin, 1999; Horneman, Carter, Wei, & Ruys, 2002) and visitors with and without a disability (Israeli, 2002). Arguably, the single most frequent commonsense segmentation used in the tourism industry is tourists’ countries of origin. This makes a lot of sense when destinations cater for tourists from different linguistic and cultural backgrounds, such as European destinations where for obvious reasons the marketing messages need to be customised to the country of origin.

Data-driven segmentation also requires input from management, but in a less specific way. Management may suspect that people’s vacation activities, their motivations to undertake a vacation, their vacation budget, or any other criterion, could lead to a managerially useful grouping of tourists. These constructs are then measured in a survey, and each one of them — typically comprising a number of variables — can be used as a so-called segmentation base to identify or create market segments (Dolnicar & Leisch, 2010).

Another way of classifying segmentation studies is by the segmentation base used. The segmentation base in such cases tends to determine how the segmentation study is identified. Examples include ‘benefit segmentation’ (customers are segmented based on the benefits they seek), ‘activity segmentation’ (segmentation based on the holiday activity desired; see, e.g. Moscardo, Pearce, Morrison, Green, & O’Leary, 2000), ‘demographic segmentation’ (segmentation based on the demographic profiles of customers; see Dodd & Bigotte, 1997) and ‘psychographic segmentation’ (segmentation based on customer motivations, as illustrated by Bieger & Laesser, 2002). Typical segmentation bases that have been used to group tourists in the past include benefits sought, motivations, travel activities, travel-related attitudes, trip characteristics, product attributes and expenditure patterns (Zins, 2008). A detailed description of the data-driven segmentation process is provided in the following section.




2.4. Data-Driven Market Segmentation, Step by Step

Figure 2.2 provides an overview of all the steps that need to be taken when a market segmentation study is conducted. Note that this model is not specific to the tourism industry; it is a general model relevant to any market segmentation application.
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Figure 2.2. Data-driven market segmentation, step by step.

Positioning and competition need to be considered in a number of these steps: when the relevant characteristics for grouping tourists into market segments are determined (Step 2), when data is collected (Step 3), when results are visualised and interpreted (Step 7), when segments are validated (Step 8) and when segments are evaluated and a target segment chosen (Step 9).

In the following sections, each of these steps is discussed briefly, key issues are raised and interactions with other areas of strategic marketing are highlighted.


2.4.1. Step 1: Conceptual Foundations

Step 1 is not, strictly speaking, a step in the actual process of market segmentation. It is included here, however, because many of the misunderstandings between academics and practitioners result from a lack of understanding of the basic principles of segmentation analysis. The conceptual foundations of market segmentation are as follows:


	Analyses need to be conducted with all other strategic considerations in mind, especially positioning and competition.

	Keep it as simple as possible. If simple commonsense segmentation using a single splitting variable to group tourists into segments (e.g. age or gender) is expected to lead to managerially useful target segments, this approach can be used. There is no need to use more complex data-driven approaches unless there is reason to believe that using them will lead to a better outcome.

	Data-driven market segmentation is an exploratory process. Repeated computations can, and frequently do, lead to different solutions (Dolnicar & Leisch, 2010). It is therefore not sufficient to run one computation with one algorithm because the result could well be random.

	Usually only one good segment is needed. It is therefore not the quality of the overall segmentation solution that matters, but the quality of the segment ultimately chosen as the target segment.






2.4.2. Step 2: Determination of Relevant Tourist Characteristics

Before any data is collected, the users of the segmentation solution (optimally high-level managers in a tourism destination or business), not the data analyst, need to decide which characteristics of tourists they consider to be most informative for a managerially useful segmentation solution. This decision needs to be in line with the strengths and the current or aspired positioning of the destination or business. In making this decision, managers should also consider areas in which competition occurs.

For example, if the management of Destination A come to the conclusion that tourists can engage in nature-based activities at Destination A that they cannot undertake in many other places in the country, then nature-based activities would represent an interesting segmentation base. Using a well-developed questionnaire, the management of Destination A may gain insight into not only which segments have a particular interest in those activities but also whether these segments perceive Destination A as being able to offer nature-based activities (positioning) and whether other destinations are perceived to offer similar, inferior, or perhaps even superior, nature-based activities (competition).

Users of the segmentation solution may identify a number of relevant segmentation bases, in which case all of them can, and should, be included in the questionnaire. It is critical, however, to identify and select survey questions very carefully, because the number of variables that can be analysed given a certain sample size is limited (Formann, 1984). Including redundant items is counterproductive, as it just shifts the challenge of item selection to a later stage in the segmentation process (from Step 3 to Step 4).

Finally, the answer options provided in the questionnaire are critical in order to avoid capturing response styles (Paulhus, 1991) and to ensure that a valid distance measure is available to use in the actual segmentation process. For these two reasons, binary answer formats (offering respondents the answer options ‘yes’ and ‘no’) are a good choice (Dolnicar, 2003; Dolnicar, Grün, & Leisch, 2011).




2.4.3. Step 3: Data Collection

Two key recommendations can be made with respect to data collection in market segmentation studies. First of all, it is important that data is collected specifically with the segmentation study in mind. Often pre-existing data sets do not optimally identify the target markets being sought and therefore should not be used; far better results will be found by replacing old data sets with data collected specifically to capture the segment identified by management.

Second, when collecting data for segmentation studies, one key aspect relating to sample selection needs to be considered: if tourism organisations or destinations want to understand market segments in the broader market, as opposed to understanding only their current customers, then they need to make sure that their sample includes non-customers. This typically has not been the case in tourism segmentation studies (Zins, 2008).




2.4.4. Step 4: Item (Variable) Selection

This step is not required if a data-driven segmentation study is conducted on the basis of a data set which was specifically collected for the purpose of market segmentation. In such a case it can be assumed that survey questions used as segmentation base have been carefully formulated and chosen.

If, however, data analysts find themselves in the unfortunate situation that the data set was not actually collected with the segmentation study in mind, or that too many questions were asked thus leaving the data analyst with too many variables given the sample size (Formann, 1984), then it is necessary to reduce the number of variables in the segmentation base.

Reducing the number of variables is frequently achieved using a procedure referred to as ‘factor-cluster segmentation’, where original responses are first factor analysed, and then only the factor scores (each representing a number of variables in the original data set) are used as a segmentation base. As a consequence of this two-step procedure, a substantial amount of information contained in the original data is lost because the data is effectively compressed and the segments are identified in a transformed space, not the actual space of interest as defined by the survey questions asked (Arabie & Hubert, 1994; Dolnicar & Grün, 2008; Ketchen & Shook, 1996; Milligan, 1996; Sheppard, 1996). Factor-cluster segmentation is therefore not recommended.

Optimally, experts (e.g. the users of the segmentation base) should assess the content of the variables and try to eliminate any redundant or irrelevant ones. If redundancy cannot be eliminated in this way, then factor analysis can be conducted, but only to determine the grouping of variables. After having grouped them, a subset of variables assigned to each factor should be chosen and used in its original form (as opposed to using factor scores).




2.4.5. Step 5: Number of Clusters

In the case of most segmentation algorithms, the number of clusters has to be specified in advance. This is a major decision in the data analysis process because the number of clusters chosen has a huge impact on the final segmentation solution derived.

Although a large number of indices have been proposed in the past to help the data analyst with this decision (Dimitriadou, Dolnicar, & Weingessel, 2002), the author’s experience is that indices are of little value if the data set is not well structured, which is typically the case with consumer data.

An alternative way to determine which number of clusters may be most suitable is to conduct data structure analysis to gain insight into the shape of the data and base the number of clusters decision on this knowledge. This can be done by manually repeating computations with different numbers of clusters and different algorithms to see which leads to the most stable solution. Alternatively, an automated procedure can be used that has been proposed by Dolnicar and Leisch (2010): the segmentation analysis is computed many times with different bootstrap samples of the original data. It is then assessed, using the Rand Index (Rand, 1971), with respect to its stability over repeated replications. The most stable solution is recommended.




2.4.6. Step 6: Algorithm Selection

The selection of the algorithm will depend on the nature of the segmentation. If the interaction of a set of dependent variables and an independent variable is being grouped (as is the case in response-based clustering), then finite mixture models (Wedel & Kamakura, 1998) represent the typical analytical approach chosen.

If a set of variables is clustered without accounting simultaneously for response variables (as is the case with, e.g. benefit segmentation and activity segmentation), then a large number of hierarchical and partitioning algorithms will be available to choose from. If the data is highly structured, then it is likely that all algorithms will correctly identify such naturally existing segments. This is rarely the case with survey data, however. When data sets are highly unstructured, different segmentation algorithms impose structure on the data. It is therefore critical to understand which algorithm has which effect on the data. Some guidance is provided by Everitt, Landau, and Leese (2001).




2.4.7. Step 7: Visualisation and Interpretation

After the ‘mechanical’ work is completed, the resulting segments have to be visualised and interpreted. Although it is not necessary to visualise the segments, it is easier to understand differences between segments if they are well visualised. One example for an activity segmentation of winter tourists is provided in Figure 2.3.

[image: image]

Figure 2.3. Visualising market segments. Source: Adapted from Dolnicar and Leisch (2003, p. 287). Copyright 2003 by the SAGE. Reprinted with permission.

In Figure 2.3, the line indicates the responses of all respondents and the bars indicate the distribution of responses within the segment. The distribution is available in this case because a bagged clustering algorithm was used (Dolnicar & Leisch, 2003), whereas usually only the average response of the segment for each variable is available. Wherever the bar is higher than the line, it means that members of the segment engage in these winter tourism activities more than the total tourist population. These variables are called ‘marker variables’ and can be interpreted as the key characteristics of the segment. In this particular case, members of the segment depicted in Figure 2.3 all engage in alpine skiing a lot more than the total sample of respondents. They also like to relax more. Cultural activities, on the other hand, are of no interest to this segment at all.

The interpretation stage is where the integration with other strategic issues becomes extremely important again. It could well be that a very attractive segment is identified, but that this segment has been identified by competitors and therefore does not represent an opportunity to develop competitive advantage. For example, the segment depicted in Figure 2.3 is likely to be the focus of many alpine regions that have the infrastructure required for alpine skiing. Consequently, it may be difficult to customise discount offers to this segment without constant competition from similar destinations in the fight over market share for this segment of tourists.

It could also be the case that a very attractive segment is identified, but it does not match the tourism destination’s strengths. For example, Vienna, which is known for its culture, is unlikely to select the segment depicted in Figure 2.3 because segment members have no interest in cultural activities and Vienna is not an alpine skiing destination.




2.4.8. Step 8: Validation

Up to and including Step 7, the only variables that have been considered were those chosen to form the segmentation base. At the validation stage additional information available from respondents is included in the process. In an optimal situation, members of segments will differ not only in the segmentation base (e.g. vacation activities in Figure 2.3) but also with respect to other characteristics, such as general travel behaviour, travel motivations or socio-demographics. Of particular interest are differences in travel information search behaviour (e.g. some people use the Internet to find travel information, while others rely on visits to a travel agent), because such differences can be exploited to effectively target communication messages.

Validation is conducted by testing differences between segments with respect to information other than that included in the segmentation base. This can be achieved by using Bonferroni-corrected analyses of variance, chi-square tests, discriminant analysis or regression analyses.




2.4.9. Step 9: Evaluation

After the validation stage, a full picture of the segments becomes apparent. This is the point where it is possible to assess which of the resulting segments, if any, should be chosen to become the target segment for a tourism destination or business.

The segmentation literature proposes a number of criteria to guide users of segmentation solutions in selecting their target market. For example, Wedel and Kamakura (1998) recommend that the target segment should: (1) be large enough to generate enough revenue (substantiality); (2) have identifiable members (identifiability), which is easy if the segments are gender based, but not so trivial in the case of benefit segments; (3) be reachable (accessibility) to ensure that information can be successfully communicated; and (4) be stable in the medium term (stability) so that the segment does not change before marketing action targeting the segment can be implemented. Wedel and Kamakura (1998) also recommend that: (5) members of the segment should be expected to respond in a unique way to marketing action taken (responsiveness); and finally, and of most importance from the point of view of integrating all aspects of strategic planning, (6) the selected target segment should be actionable — marketing activities developed to target the segment must be in line with the core competencies of the tourism destination or tourism business.






2.5. Perceptions-Based Market Segmentation

One of the key problems of market segmentation as it is conducted currently, by both academics and practitioners, is that it tends to be used in isolation from other strategic marketing tools, thus ignoring the inherent connection between choosing a suitable target segment, knowing one’s strengths and positioning oneself by emphasising those strengths while accounting for competitive threats. The fact that segmentation analysis is a stand-alone analysis contributes to this problem, giving the impression that segmentation on its own is a useful exercise.

PBMS (Buchta et al., 2000; Mazanec & Strasser, 2000) is a segmentation approach — to the author’s knowledge the only segmentation approach — that does not treat segmentation as an isolated strategy, but automatically integrates the aspects of segmentation, positioning and competition.

The basic idea of PBMS is to take advantage of the three-way structure of destination or brand image data. What is meant by three-way structure is that every person (dimension 1 on the data) is assessing every brand or destination (dimension 2) along every attribute (dimension 3). For example, 1000 tourists were asked to assess 5 destinations using 10 attributes such as fun, expensive, cultural, clean, safe, etc. The three-way nature of the data allows management to simultaneously gain market insight about brand positioning, market segmentation and competition. The main advantage of this approach is that the process happens simultaneously, rather than by the more typical sequential approach, which can lead to mistakes. Imagine, for example, a tourist destination deciding first on the target segments. They choose a very attractive segment in terms of high expenditures. Then they move on to the positioning aspect and realise that their destination actually has nothing to offer these tourists because, for example, this segment loves cultural events, whereas the destination is an old mining town by the sea. Examples of applications of PBMS that illustrate this particular approach are provided by Dolnicar, Grabler, and Mazanec (1999a, 1999b) and Dolnicar and Grabler (2004).




2.6. An Illustration in Tourism

In this section, we provide an illustration of the strategic aspects discussed in this chapter and how they need to be considered as a part of solving the same strategic problem. Table 2.1 contains three pieces of information: the left shaded area shows our positioning as a destination. As can be seen, we have no cultural attractions, no wineries and no bush or wilderness, and we are not ‘off the beaten track’. We do, however, have sea and sandy beaches, family attractions and shopping opportunities, and we are a safe place for tourists to spend their vacations.

Table 2.1. Hypothetical example of the integration of market segmentation, positioning and competition strategy

[image: image]

The columns in the middle of Table 2.1 illustrate the benefits sought by three segments, which resulted from a data-driven segmentation study. Segment 1 can be roughly described as ‘culture tourists’, who seek cultural attractions, wineries, shopping opportunities and safety, and who spend a substantial amount of money when on vacation. Segment 2 can be described as ‘family tourists’. They want sea and sandy beaches, family attractions and shopping opportunities, they care about safety, and they spend an average amount of money on vacation. Segment 3 could be labelled ‘adventure tourists’. They do not care about safety; they are interested in the sea and sandy beaches, bush and wilderness, and want to spend their vacation ‘off the beaten track’.

The two right columns show the positioning of two competing tourist destinations. Destination 1 has the profile of a culture tourism destination, offering a wide range of man-made tourist attractions. Destination 2 is a safe beach destination with shopping opportunities.

Looking only at the market segments in an isolated manner, we would have concluded that Segment 1 (culture tourists) is the most attractive to any tourism destination: they undertake vacations both on- and off-season and they spend a lot of money at the destination. However, we are aware of our own destination’s positions and strengths and the fact that we are not in a very strong position to offer this segment anything that could be attractive to them other than some shopping opportunities. This knowledge identifies culture tourists as a bad strategic target segment choice in view of our positioning. The inspection of competitors further supports this conclusion because Competing Destination 1 is in a much stronger competitive position than we are with respect to satisfying the needs of members of the culture tourists segment. Segment 3, the adventure tourists, is also not a suitable target segment given what our destination has to offer. However, Segment 2, the family segment, basically represents a perfect match: our destination offers everything this segment wants. Competing Destination 2 is likely to target this segment as well, indicating their threat as a possible competitor in future; however, as Competing Destination 2 does not currently have any specific family attractions, we have a competitive advantage which we can build on to stay ahead of Competing Destination 2 in future.




2.7. Conclusion

Market segmentation is a key strategic instrument of tourism marketing. It embraces the concept of market orientation by using consumer needs and wants as a starting point for strategic decision making. The benefits market segmentation has to offer cannot, however, be fully exploited if segmentation is treated in isolation from other strategic marketing areas, especially positioning and competitive strategy.

The key to the successful use of market segmentation therefore lies in

(1) Good integration with the strengths of tourism business or those of destination — segments must want what the tourism destination or business is particularly good at.

(2) Good integration with consumers’ perceptions of the tourism business or of the destination’s perceived strengths and weaknesses — tourists must be able to determine the strength of tourism businesses or that of destination. It is the responsibility of management to develop a positioning strategy that communicates strengths effectively to the market in general and, specifically, to the chosen target segment.

(3) Good integration with competitive strategy, ensuring long-term competitive advantage with respect to the chosen target segments — the strengths the tourism business or destination chooses to focus on and communicate to tourists should be chosen in a way that differentiates it from other tourism businesses or destinations.

(4) Rigorous use of market segmentation methodology — market researchers and data analysts within the tourism industry need to be knowledgeable enough in segmentation analysis to at least understand what they are buying when commissioning a segmentation study. This is the only way they can make sure the best possible segmentation solution has been chosen (remember, the best solution usually does not naturally emerge from the statistical analysis!), and that they fully understand the implications of the segmentation analysis, which is critical for translating it into marketing action.

(5) Close collaboration between data analysts/consultants/market research companies and business or destination management to ensure that a rigorous segmentation study is undertaken that at the same time fulfils all the requirements of being managerially useful and relevant. A segmentation study, ultimately, is only as good as the tourism manager who provides input into it.
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Not familiar with the destination (NFI = 0.870; CFI = 0.886; RFI = 0.851;

GFI = 0.727)
Disconfirmation 1.000

Satisfaction 0.564 1.000 - -
Expectation 0.850 0.645 1.000 -
Loyalty 0.575 0.325 0.535 1.000
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Satisfaction ().615 1.000 = =
Expectation 0.759 0.517 1.000 -
Loyalty 0.688 0.423 0.537 1.000
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Historical Diamantina Churches 7
Large houses 6
ining/diamond/gold 6
History/witness/memory 4
Architectural asset and monuments 4
Colonial/baroque 3
Humanity’s cultural and historical heritage 3
site
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Total historical 36
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No. Group A (internal) Group B (external)
1 Harbour Harbour
2 Alster (river) Reeperbahn (red light and
party district)
3 Elbe (river) Alster (river)
4 Michel/churches (flagship — tourist Fish market (weekly market
attraction) — tourist attraction)
S Reeperbahn (red light and party Musicals
district)
6 Nature and free space St. Pauli (vibrant district
and local soccer club)
7 Beautiful Elbe (river)
8 City at the waterfront Michel/churches (lagship
tourist attraction)
9 HSV (local soccer club) HSV (local soccer club)
10 Shopping Hanse (historic trade union)
1 Home/a place to settle down City at the waterfront
12 Open and tolerant Fish
13 Hamburg city hall Northern
14 Harbour city/harbour store houses Shopping
15 St. Pauli (vibrant district and local Beautiful
soccer clu
16 Hanse (historic trade union) Rich and expensive
17 Cultural offerings Major city
18 Major city Harbour city/harbour store
hou:
19 Good universities Fri lend< and family
20 Opera and theatres Ocean
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Frequency %

1 Interpersonal factors — employees
Lack of interpersonal effort (not at all helpful) 14 4
Lack of interpersonal engagement (unfriendly, rude, ignored) 28 9
Lack of problem resolution (would not go beyond the rules) 12 4
Lack of ethics (dishonesty) 29 9
Lack of skills or knowledge 16 5

2 Product
Lack of expected acquisition (could not find what 27 8
they were looking for)

Lack of expected value 15 5

Lack of technical product quality
Design—maintenance—decor 42 13
Service-activities—facilities 25 8
Food and beverage 23 7
Room design—provision 46 14
Housekeeping 30 10
Atmosphere 22 4
329 100
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1 Interpersonal factors — employees
Interpersonal effort (helpful) 54 14
Interpersonal engagement (friendly, nice, 33 8
welcoming, hospitable)
Problem resolution (corrected a situation/attention 22 5
to any request)
Interpersonal distance (non-pushy-non-intrusive) 3 1
Skills and knowledge 8 2
2 Non-interpersonal factors — product

Higher expected acquisition 24 6

Higher level of technical product quality
Hotel design-maintenance-decor 21 5
Amenities—facilities 46 11
Food and beverage service 55 13
Room design and provision 59 14
Housekeeping 26 6
Location 42 10
Atmosphere 22 5
415 100
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Reasons against using ICT 1640 0.00
(o= 0.784)
I am not familiar with technology in ~ 7.85  0.00 1-3
general
[ have to invest too much time in 42.86  0.00
learning and managing IT solutions
This technology is not available for 7.83  0.00
all products yet
[ have difficulty solving problems 7.07  0.00 1-3;2-3
that may arise/I do not feel sure
I miss personal contact 12.04  0.00 1-2, 1-3

Principal component analysis
Gignificant level, 0.000: c‘(plmmd total variance, 58.24%
Tukey post hoc multiple comparison test was used to

dis: KMO, 0.808; delemundn[,

0.151: Bartlett’s test of sphericity

test for the significance of differences between

types of tourism businesses. Only the shllmu.{]]y significant differences between groups at the 5% level are

shown.
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IT dlluwa me to obtain a proof of the 33.63 0.00
transaction to facilitate claims if

YT sofutions alowie o aveid employee 423 0.02 23
interaction
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Study population

Travel agencles (10.779)
290

Geographical scope
Sample size

Travel agencies’
characteristics

Hotels’ characteristics

Restaurants’ characteristics

Sample design
Data collection period
Statistical techniques

Statistical software

Hotels (12
Restaurants (63,728)
Spain
309 retail travel agencies (2.867% of study population)
200 hotels (1.627% of study population)
150 restaurants (0.002% of study population)
in activity of the travel agency:
- Retailer: 278 (89.97%)
- Wholesaler: 31 (10.03%)

Category:
- Three stars: 90 (45.0%)
- Four stars: 83 (41.5%)

- Five stars: 27 (13.5%)

Average menu price:
- Less than €20: 18 (12.0%)
- €20-39: 37 (24.7%)
- €40-59: 74 (49.3%)
- More than €60: 21 (14.0%)

Restaurant profile:
- Innovative cuisine: 35 (23.3%)
- Traditional cuisine: 97 (64.7%)
- Restaurant chain: 18 (12.0%)

Personal survey to business owners/managers
June 2009 to April 2010

Descriptive analysis

Analysis of variance (ANOVA)

SPSS version 17.0
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