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Abstract Due to the economic liberalization processes and the ongoing opening of the Chinese economy for foreign trade and investment, which have been carried out since 1980, Chinese consumer goods markets have been transformed from sellers markets into buyers markets througho ut the last years. In such markets, characterized by a surplus of supply and a strong competition between a large number of national as well as foreign suppliers, a company can only succeed if it pursues a strategy of market segmentation. i.e. adjusts its product and as far as possible some other elements of the marketing mix to the needs and wants of one or several selected market segments. But up to now not only few but also rather inadequate empirical segmentation studies of these markets have been carried out and published. So, this book will present the results of a newer and better designed segmentation study of Chinese consumer goods markets. This study identifies and characterizes 12 market segments that are internally homogeneous and externally heterogeneous with regard to the product related needs and wants of their members. Moreover, it explains the possibilities of a segment specific tailoring of some other elements of the marketing mix. In that way it provides a valid and reliable informational basis for designing and pursuing a strategy of market segmentation in Chinese consumer goods markets.
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Introduction



1 Introduction In the 50 years since the pioneering article by Wendell Smith1 , market segmentation has become one of the most hotly debated and intensively pursued topics in the field of marketing. 2 Participants in the debate include practitione rs and academicians as well as managers and researchers. Nevertheless, in spite of the popularity of the topic and its reportedly widespread acceptance by practitioners, it seems that the meaning of the concept of market segmentation remains rather vague and diffuse. A frequent misunderstanding is to equate the concept of market segmentation with the set of statistical techniques used for the identification of subgroups of customers, who respond in a similar way to a given marketing mix or who are otherwise useful for marketing planning purposes. For years, that has been the custom in the Anglo-American literature. The concept of market segmentation, however, may also be interpreted as a special marketing strategy. Market segmentation as a strategy, which referred to as the strategies of targeting and positioning in the Anglo-American literature for several years now3 , may be defined as the adjustment of the product and as far as possible of some other elements of the marketing mix (e.g., the price, distribution or advertising) to more closely match the needs and wants of one or several selected market segments. 4 In other words, the identification of subgroups of customers, who share the same product-specific needs and wants (market segmentation interpreted as the splitting of a heterogeneous market into homogeneous sub markets) is a prerequisite for pursuing a strategy of market segmentation or to say, the strategies of targeting and positioning. Tailoring the product and some other elements of the marketing mix to the needs and wants of selected market segments can offer competitive advantages to companies that practise this strategy. This became true in the mid-1950s, when Smith published his article in the Journal of Marketing 5 , when many markets were became saturated and competition was fierce after a post-war decade of rapid growth. Companies serving the mass market with relatively undifferentiated products faced the prospect of slower growth and worse – some would go out of business. Market segmentation caught on quickly – it was a way of life by the mid-1960s, guiding the product development, positioning and promotion strategies of many of the large Fortune 500 companies. It continued to gain steam throughout the final decades
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Smith, W. (1956). Engel, J.F. / Fiorillo, H.F. / Cayley, M.A. (1972); Frank, R.E. / Massy, W.F. / Wind, Y. (1972); Bauer, E. (1976); Bauer, E. (1977); Freter, H. (1983).
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Myers, J.H. (1996); Wedel, M. / Kamakura, W. (2001). Bauer, E. (2000), pp.2796-2797. 5 Smith, W. (1956). 4
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of the last century, spurring some to label market segmentation as one of the most important strategic concepts in marketing. 6 By the 1990s, however, articles began appearing in journals questioning the effectiveness of market segmentation, and indeed it’s very future. 7 With the adve nt of “customization” or “one-to-one marketing” 8 market segmentation seemed perhaps less useful. Fifteen years later, however, market segmentation continues to occupy a useful middle ground between mass marketing and one-to-one marketing. Moreover, the concept of market segmentation is now becoming relevant in countries that have suffered from a lot of problems and shortages in the past, but are now experiencing an economic development equal to that of the western countries after World War II. In particular, due to the economic liberalization processes and the ongoing opening of the Chinese economy for foreign trade and investment, which have been carried out since 1980 9 , this applies to the Peoples Republic of China. As a result of these developments, the quantitative relationship between the consumer goods supply on the one hand and the rapidly rising consumer goods demand on the other hand has been continuously improved. Nowadays, the case that supply cannot satisfy demand is for most consumer goods a case of the past. Quite the opposite is to observe that Chinese consumer goods markets are buyers’ markets, characterized by a surplus of supply and a strong competition between many national suppliers and almost 330.000 foreign suppliers offering products in this market. 10 In combination with some political reforms 11 these economic reforms have also reduced the pressure to conformity in all areas of life. More and more Chinese consumers could generate differentiated product related needs and wants, and due to rapidly rising incomes, they also would be able to satisfy these needs and wants12 if there would be an adequate product offering. That is not always the case, because in some Chinese consumer goods markets there are indeed no quantitative, but qualitative deficits of supply. It follows that a company will hardly succeed in today’s Chinese consumer goods markets if it pursues the strategy of undifferentiated mass marketing and tries to serve the needs of the entire market with a single marketing mix 13 . In fact, the changed mar-



6



Engel, J.F. / Fiorillo, H.F. / Cayley, M.A. (1972); Frank, R.E. / Massy, W.F. / Wind, Y. (1972).



7



Peppers, D. / Rogers, M. (1993); Pine, B.J. (1993); Hart, C.H.L. (1995); Wind, Y.J. / Mahajan, V. / Gunther, R.E. (2002). Kotler, P. (2003), p.36-37.
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Bohnet, A. (1993); Spence, J.D. (1995); Nathan, A.J. (1997); Li, M.C. (1998); Groombridge, M.A. (2000); Lardy, N.R. (2002); Green, S. (2003); Liu, Y. (2005), pp.38-88. 10 Liu, Y. (2005), pp.89-112. 11 12 13



Spence, J.D. (1995); Liu, Y. (2005), pp.57-63. Jodice, D. / Bottomley, D. (2001). Kotler, P. (2003), pp.299-300; Brassington, F. / Pettit, S. (2005), pp.124-126.
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keting environment makes it inevitable to pursue the strategy of market segmentation in the form of a differentiated or a concentrated marketing strategy. 14 A differentiated strategy of market segmentation (multi-segment strategy) involves the development of a number of individual marketing mixes, each of which serves a different market segment. 15 In contrast, a concentrated strategy of market segmentation (single-segment strategy) involves specialising in serving only one specific market segment. 16 The realisation of such a marketing strategy requires not only the existence of a he terogeneous consumer goods market, but also the possibility to identify market segments which are internally homogeneous and externally heterogeneous with regard to the product related needs and wants of their members. 17 Chinese consumer goods markets meet the first condition very well, as explained above, but up to now very few empirical segmentation studies of these markets have been carried out and published, such as, the studies of Ariga/Yasue/Wen, Sum, Wei, Schmitt, Cui, Cui/Liu and Ma 18 , published between 1997 and 2004. Most of these studies suffer from some shortcomings, which limit their meaningfulness and therefore also their applicability as an information basis for strategic marketing decision making. Shortcomings are in particular: 1. the coverage of only a small number of urban regions, 2. the inclusion of only a few consumer characteristics, and 3. the low reliability and validity of the analysed survey data. Therefore, after a short description of the general procedure for segmenting markets (chapter 2), a segmentation analysis of the Chinese consumer goods market will be presented (chapter 3), which is better suited for this purpose because it doesn’t addresses the above mentioned shortcomings. This segmentation analysis was an essential part of the doctoral thesis of one of the authors. 19 But beforehand, we would like to give special thanks to Karen Sanders for proofreading the final version of this book.



14



Ibid.



15



Bauer, E. (1977), p.37; Dibb, S. / Simkin, L. (1996), p.16. Ibid. 17 Bauer, E. (2002), p.3. 16



18



Ariga, M. / Yasue, M. / Wen, G.X. (1997); Sum, Y.L. (1997); Wei, R. (1997); Cui, G. (1999); Schmitt, B. (1999); Cui, G. / Liu, Q. (2001); Ma, F. (2004): 19 Liu, Y. (2005).
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2 General Procedure for Segmenting Markets 2.1 Process Model of Market Se gmentation In spite of the dazzling array of possible approaches, most segmentation studies can be characterized by a common framework consisting of the following eight research steps 20 : 1.



Define the relevant market.



2.



Decide on segmentation approach.



3.



Decide on segmentation (basis) and descriptor variables.



4.



Design the survey.



5.



Decide on data analysis methodology.



6.



Collect data.



7.



Apply methodology to identify market segments.



8.



Profile/describe all segments by using basis and descriptor variables.



Once the market-segment opportunities have been identified, and the company seeks to pursue a strategy of market segmentation, two more strategic steps have to be made: 9. 10.



Decide how many and which market segments to be targeted, Develop a marketing mix for each target segment.



This paper focuses on the first eight research steps of market segmentation, because the two remaining strategic steps, which translate the opportunities into marketing actions, are beyond the scope of this examination. 2.2 Step 1: Define the Relevant Market Before market segmentation can take place, the relevant market has to be defined, meaning the product related, geographical and temporal boundaries of that market have to be fixed. 21 Any such definition has to look at the market through the consumers’ eyes, because the consumer makes decisions based on the evaluation of alternatives and substitutes. It answers the following three questions: “What bus iness are we in?”, “Which are the relevant competitors, offering alternatives or substitutes to our product(s)?”, “Which geographic region(s) are we covering?”, and “Which period of the market is to be taken in the focus of the analysis?”



20 21



Struhl, S.M. (1992); Myers, J.H. (1996) Croft, M.J. (1994), pp.13-17; McDonald, M. / Dunbar, I. (1998), pp.2-10; Masterson, R. / Pickton, D. (2004), p.92; Palmer, A. (2004), p.18; Brassington, F. / Pettit, S. ( 2005), p.123.
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2.3 Step 2: Decide on Segmentation Approach Three major approaches can be used in an effort to segment a market. 22 They include the a-priori, a-posteriori and hybrid approach. The selection of an approach depends on the objectives of the researcher in undertaking a segmentation study. In a-priori (predetermined) market segmentation, the type (segmentation variables) and number of market segments are determined before data collection. With this approach, there are two main questions, namely the estimated sizes of these segments in the market place, and some relevant segment characteristics (descriptor variables). The use of this segmentation approach implies the existence of a “hunch”, a highly developed body of theory, and/or past research that indicates how best to classify consumers for the purpose of further research. A-priori market segmentation designates groups of customers who are similar in terms of segmentation variable(s) that are known or believed in advance to be related to consumption of a company’s product, for example, demographics, purchase volume or geographic area. Segmentation variables are selected before analysis begins. The principal advantage of the a-priori approach is that the researcher is less apt to be led astray by a purely spurious classification system that may arise if “the data were permitted to speak for itself,” as is the case to a considerably greater degree when one uses a-posteriori approach. The main disadvantage of a-priori market segmentation is that one’s prior convictions can act as a set of blinders more than as a guide to further study and understanding. In addition, regardless of the complexity of reality, human beings find it difficult to classify objects by more than three variables at a time. So, we are severely constrained by our own conceptual limitations if reality requires greater complexity (that is, a more elaborate multidimensional classification system). In the a-posteriori (post-hoc, natural or market defined) approach of market segmentation, market segments are identified by forming groups of consumers that are internally homogeneous and externally heterogeneous along a set of measured consumer characteristics (segmentation variables). That is, a-posteriori market segments are based on responses of consumers that are available only after a survey has been conducted. The type and number, as well as the estimated sizes and characteristics of segments are not known in advance, but are determined by the data and methodology used to identify the market segments. The advantages of a-posteriori market segmentation are the disadva ntages of a-priori market segmentation, and vice versa. Hybrid (nested) approaches of market segmentation combine the strengths of the apriori approach with the strengths of the a-posteriori approach. That is, an a-priori segmentation will be done in the first step, followed by an a-posteriori segmentation in the second step, at which the a-priori segments are clustered according to other basis



22



Wind, Y. (1978); Wedel, M. / Kamakura, W. (2001), pp.17-28.
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variables. Such a hybrid approach greatly enhances the usefulness of the outcomes of a market segmentation study for marketing management. 2.4 Step 3: Decide on Segmentation (Basis) and Descriptor Variables. In the selection of variables for a market segmentation study, the major considerations are: 1. the specific objectives or informational needs of the marketing management, the segmentation study is carried out for, and 2. the current state of knowledge about the relevance of numerous variables as the basis for, and descriptors of, market segments. 23 The first step in the selection of variables is to decide on segmentation (basis) variables. Segmentation variables are those general and/or product-specific characteristics that define and shape consumer behavior, and therefore will be used to assign consumers to internally homogeneous and externally heterogeneous market segments. Moreover, they should be closely related to the specific objectives or informational needs of marketing management, the segmentation study is carried out for, and meet the following criteria 24 : 1. Identifiability, 2. Responsiveness, 3. Measurability, 4. Accessibility, 5. Substantiality, 6. Stability, and 7. Actionability. Identifiability is the ability to distinguish between several market segments, such that each segment has a unique set of characteristics and can be served by an equally unique marketing mix. The responsiveness criterion is satisfied if the variables divide the market into segments that tend to respond internally uniquely and externally differently to marketing efforts targeted at them. Measurability means that the variables should be easily measured. Accessibility is the degree to which managers are able to reach the identified segments through promotional or distribution efforts. Accessibility depends largely on the exis-



23 24



Wind, Y. (1978), p.319. Frank, R.E. / Massy, W.F. / Wind, Y. ( 1972), pp.27-28; Freter, H. (1983), pp.43-44; McDonald, M. / Dunbar, I. ( 1998), pp.28-29; Wedel, M. / Kamakura, W. (2001), p.4
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tence of links between segmentation variables, specific descriptor variables and the availability and accuracy of secondary data on media profiles and distributional coverage. The substantiality criterion is met if the segmentation variables help to identify segments of sufficient potential sizes, which justify the time, effort and costs involved in planning specifically for them. Obviously, substantiality is closely connected to the marketing goals and cost structure of the company in question. The stability criterion demands for segmentation variables which bring out segments stable at least for a period long enough for identification of the segments, implement ation of the segmented marketing activities, and the production of results. Actionability focuses on whether the identified segments and the marketing mixes necessary to satisfy their needs are consistent with the goals and core competencies of the company. Following Frank/Massy/Wind 25 , segmentation variables can be classified into general and product-specific consumer characteristics. General consumer characteristics are independent of products and circumstances, like demographic characteristics (age, family, family life cycle, size, gender, income, occupation, religion, race, social class etc.), psychographic characteristics (lifestyle, personality etc.) or geographic characteristics (region, city or metro size, density, climate etc.), while product-specific consumer characteristics, like benefits sought, user status, usage rate, loyalty status, attitude toward product etc., are related to both the customer, product and particular circumstances. 26 Furthermore, Wedel and Kamakura classify segmentation variables into whether they are unobservable (i.e., measured directly) or unobservable (i.e., inferred), as shown in Table 2-1. Table 2-1: Classification of Segmentation Variables



Observable



Unobservable



General



Product-specific



Cultural, geographic, demographic and social-economic variables



User status, usage frequency, store loyalty and patronage, situations



Psychographics, values, personality and life-style



Psychographics, benefits, perceptions, attributes, preferences



Source: Wedel, M. / Kamakura, W. (2001), p.7.



25 26



Frank, R.E. / Massy, W.F. / Wind, Y. (1972), pp.27. Kotler, P. (2003), p.288.
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According to the previously reviewed criteria, segmentation variables should meet, these variables can be evaluated as depicted in Table 2-2. Table 2-2: Evaluation of Segmentation Variables



Variable



Identifiability



Sustan tiality



Accessibiliy



Stability



Actionability



Responsiveness



1. General, observable



++



++



++



++



-



-



2. Specific, observable Purchase Usage



+ +



++ ++



+



+ +



-



+ +



+ +



-



+ + +



+ + +



-



-



+ + + +



+ + + +



-



+ +



++ + ++ -



+ ++ ++



3. General, unobservable Personality Life style Psychographics 4. Specific, unobservable Psychographics Perceptions Benefits Intentions



++ very good, + good, + moderate, - poor, -- very poor



Source: Wedel, M. / Kamakura, W. (2001), p.16. Over the years and decades almost all of these variables have been used as basis for market segmentation. 27 Questions can arise as to which work best with different study goals. Although no systematic and exhaustive evaluation of this experience has been undertaken until today, a consensus seems to have emerged that some variables are better suited than others as a basis for certain market segmentation studies. Some major reasons for segmenting consumer goods markets and its respective variables preferred as segmentation bases are shown in Table 2-3.



27



Wind, Y. (1978), p.319-320; Wedel, M. / Kamakura, W. (2001), pp.7-16.
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Table 2-3: Reasons and Bases for Market Segmentation Reasons for Segmenting a Market



Bases for Market Segmentation



Providing a general understanding of the market



o o o o



Benefits sought; Needs the product will fill; Product purchase and usage patterns; Brand loyalty and switching patterns.



Focusing on product positioning



o o o o o



Product usage; Product preference; Benefits sought; Needs the product will fill; Product-, user-, and self-perceptions.



o



Reaction to new concepts (intention to buy, preference over current brand); Benefits sought; Product usage patterns; Price sensitivity.



Studies of new product concepts (and introduction)



o o o



o o



Price sensitivity, by purchase und usage patterns; Product, user and self-images associated with products at different prices; Product usage patterns; Sensitivity to “deals”.



Studies of advertising decisions



o o o o



Benefits sought; Needs; Psychographics / “life style”; Product-, user-, and self-perceptions.



Studies of distribution decisions



o o o



Store loyalty and patronage; Benefits sought in store selection; Sensitivity to “deals”.



o o



Studies of pricing decisions



Source: Wind, Y. (1978), p.320; Struhl, S.M. (1992), pp.14-15. Whereas the selection of segmentation variables mainly drawn from management needs is straightforward, the selection of variables used as descriptors of the identified segments is more complex. This complexity stems not only from the enormous number of possible variables, but also from the necessary twofold link these variables have to offer, namely the link with the selected segmentation variables on the one hand, and the link with secondary data on media profiles, distributional coverage etc., used in comb ination with the descriptor variables to adjust copy execution, media scheduling, selling and other marketing instruments to each selected market segment. 28



28



Wind, Y. (1978), p.320; McDonald, M. / Dunbar, I. (1998), p.28.
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In principle, each of the variables mentioned above as possible segmentation variables can also used as a descriptor variable, as long as it offers the two links, discriminates between the segments, is easily to measure and stable in time. 2.5 Step 4: Design the Survey Formulating the design of the survey to be carried out in the course of a segmentation study requires the following five steps: a. Select the unit of segmentation analysis, b. Define the segmentation and descriptor variables operationally, c. Choose data collection method, d. Determine sample design. a. Unit of segmentation analysis: Marketing and consumer behaviour literature recognizes that most purchase and consumption behaviour involves more than a single ind ividual, because of the social context of, and influence on it. 29 But, with few exceptions, all known market segmentation studies center on the individual as the sole unit of analysis. 30 This discrepancy between the desirable and actual unit of analysis can be attributed to both conceptual and methodological problems associated with the move from the individual to the multi-person purchase and consumption situation. In particular, the identification of the relevant persons, the determination of a multi-person dependent variable and the accounting for multi-person independent variables cause such problems. 31 b. Operational definitions of segmentation and descriptor variables: Effective market segmentation requires that all variables be defined precisely and operationally. An operational definition specifies how the variable is to be measured. It is a sort of manual of instructions to the investigator, and says, in effect, to him “Do such-and-such in so-and-so manner”. 32 Particularly, deve loping operational definitions for unobservable segmentation variables is not a trivial task. Different definitions might result in different segment sizes and compositions, and, moreover, have a major impact on the analysis methodology to be used. c. Data collection method: Basically, two types of data collection methods are available to a segmentation researcher: secondary research and primary research. 33 Secondary research consists of data and information that already exist and can be accessed



29 30



Berkman, H.W. / Lindquist, J.D. / Sitgy, M.J. (1997); Kotler, P. (2003), pp.184-195. Wind, Y. (1978), p.324; Struhl, S.M. (1998), p.28.



31



Wind, Y. (1978), p.324-325. Kinnear, T.C. / Taylor, J.R. (1996), p.230. 33 Malhotra, N.K. (2004), pp.37-38; Burns, A.C. / Bush, R.F. (2005), p.32. 32
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by the research. Especially, purchase, scanner and media panel data are of interest for segmentation studies. Such data offer several advantages over primary data. On the one hand, they are easily accessible, relatively inexpensive and quickly obtained 34 , on the other hand, they also provide the longitudinal data required for dynamic segment ation analysis, are often based on better samples and better quality controlled data collection procedures 35 . In spite of these advantages, most segmentation studies use a primary data collection effort and, in particular, cross-sectional surveys. 36 Frequently this is called the survey research design. 37 The reasons for preferring a survey research design for collecting data are the mismatch of the units of measurement, differing definitions used to cla ssify the data, the timeliness of the secondary data, and the lack of information needed to assess the credibility of the data reported. 38 There are three major ways to collect information from respondents via surveys: • Have a person ask the question, either face-to- face or voice-to-voice without any assistance from a computer (person-administered survey) • Have a computer assist or direct the questioning in a face-to-face or voice-tovoice survey (computer-administered survey) • Allow respondents to fill out the questionnaire themselves, without computer assistance (self-administered survey). Person-administered surveys may be further classified as traditional personal in-home interviews, mail intercept personal interviews, and traditional telephone interviews. Computer-administered surveys may conducted as computer assisted personal interviewing (CAPI), computer-assisted telephone interviewing (CATI), or web surveys. Self-administered surveys take the form of mail or E- mail interviews. 39 In selecting a particular data collection procedure, the researcher should give attention to the respondents’ ability to perform the task of answering the questions reliably, the cost in term of money and time, and the scale properties required for the intended data analysis. 40 d. Sample design : The sampling design process includes the following five steps41 : • Define the target population. • Determine the sampling frame. 34 35



Malhotra, N.K. (2004), p.103. Wind, Y. (1978), p.328.



36



Ibid. Kinnear, T.C. / Taylor, J.R. (1996), p. 133. 38 Burns, A.C. / Bush, R.F. (2005), p.159. 37



39



Malhotra, N.K. (2004), pp.170-178. Wind, Y. (1978), p.329. 41 Malhotra, N.K. (2004), pp.315-320. 40
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• Select a sampling technique. • Determine sample size. • Execute sampling process. The first issue in designing the sample concerns is who will be included in the sample. This means a clear definition is needed of the population from which the sample is to be drawn and about which inferences are to be made from that data. The next issue concerns the determination of the sampling frame, that is, a representation (list, directory, map etc.) of the elements of the target population. The third issue involves the selection of a sampling technique. These methods can be classified as whether they involve a probability or a non-probability procedure. The fourth issue refers to the determination of the number of elements to be included in the study. Determining the sample size is complex and involves several qualitative and quantitative considerations, namely, (1) the number of variables, (2) the methods of analysis, (3) completion rates, and (4) resource constraints. 42 The last issue requires a detailed specification of how the sampling design decisions are to be implemented. 2.6 Step 5: Decide on Data Analysis Methodology A wide variety of data analysis techniques is available for market segmentation purposes. They range from simple tabulations and cross-tabulations to multivariate analysis techniques. Which technique to be used depends on both the segmentation approach (a-priori, a-posteriori or hybrid approach) and the objectives of the data analysis. Objectives of the data analysis may be (1) the identification of market segments, i.e., classification of respondents into segments (descriptive statistical methods), (2) discrimination among the identified market segments, i.e., the determination of segment profiles (prescriptive statistical methods), and (3) simultaneous classification and discrimination. 43 A classification of techniques that have been used for market segmentation according to those two selection criteria results in six categories listed in Table 2-4. Hybrid approaches of market segmentation are not included separately because they represent a combination of the two other approaches.



42 43



Ibid., p.318. Wind, Y. (1978), p.330; Wedel, M. / Kamakura, W. (2001), p.17.
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Table 2-4: Classification of Methods used for Market Segmentation A priori



Post hoc



Classification



Sorting; Cross-tabulation; Contingency tables; Log-linear models



Clustering methods: non-overlapping, overlapping, fuzzy techniques; Artificial Neuronal Networks (ANN); mixture models



Identification



Cross-tabulation; Regression, Logit and Discriminant analysis



Automatic Interaction Detector (AID); Classification And Regression Trees (CART); Clusterwise regression; ANN; mixture models



Simultaneous classification and ide ntification



Canonical correlation



Source: Wedel, M. / Kamakura, W. (2001), p. 17 (modified), and Wind, Y. (1978), pp.330-332. Clustering methods are the most popular tools for a-posteriori market segmentation, frequently preceded by a factor analysis designed to reduce the original set of variables. Regarding the evaluation of segmentation methods, Table 2-5 presents an overview of the methods mentioned above. These methods have been evaluated by Wedel and Kamakura on their effectiveness for segmentation (classification) and prediction (ident ification), on their statistical properties, on the availability of computer programs and on applicability to segmentation problems. 44 Table 2-5: Evaluation of Segmentation Methods Effectiveness for segmentation



Effectiveness for prediction



Statistical properties



- log linear models



±



--



+



++



++



- cross tabs



±



--



++



++



++



- regression



-



++



++



++



++



- discriminant analysis



-



++



++



++



++



Methods / Criteria



Application known



Availability of programs



1. A-priori, descriptive



2. A-priori, predictive



44



Wedel, M. / Kamakura, W. (2001), p.29.
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Methods / Criteria



Effectiveness for segmentation



Effectiveness for prediction



Statistical properties



++ ++ ++



----



-



++ -±



++ +



± + ++ ++ ++



+ + ++ ++ ++



± + +



++ + + + ±



+ ± + + -



3. Post-hoc, descriptive - non overlapping - overlapping - fuzzy 4. Post-hoc, predictive - AID - 2-stage segmentation - clusterwise regression - mixture regression - mixture MDS



Application known



Availability of programs



++ very good, + good, ± moderate, - poor, -- very poor



Source: Wedel, M. / Kamakura, W. (2001), p. 29. 2.7 Step 6: Collect Data Data collection (fieldwork) involves a field force or staff that operates either in the field, as in the case of personal interviewing, or from an office by telephone, through mail, or electronically. To minimize data-collection errors, proper selection, training, supervision, and evaluation of the filed force is needed. Because data analysis cannot “fix” bad data, regardless of the data analysis methods used. 45 2.8 Step 7: Apply Methodology to Identify Market Segments Once data are collected, the processing of the data begins. This includes the functions of editing, coding and transcribing. 46 Editing involves reviewing the data forms for legibility, consistency, and completeness. Coding involves establishing categories of responses so that numerals can be used to represent the categories. The codes are then transcribed or keypunched onto magnetic tape or disks, or input directly into the computer. The next step is to analyse the data by applying a suited methodology to identify a reasonable number of market segments. It is often the case in large surveys that several different numbers of market segments can be formed that are clearly different from each other, both statistically and judgmentally. 47 So, the biggest problem for the 45 46



47



Clancy, K.J. / Shulman, R.S. (1994), p.63. Kinnear, T.C. / Taylor, J.R. (1996), p.67, Malhotra, N.K. (2004), p.10; Burns, A.C. / Bush, R.F. (2005), p.35. Myers, J.H. (1996), p.21.
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analyst might be that of deciding which of the several legitimate solutions makes the most sense. 2.9 Step 8: Profile all Segments by using Basis and Descriptor Variables Once market segments have been identified, each segment must be “profiled”, or described as completely as possible. This profiling can be done by using (1) the basis variables used to identify the market segments, or (2) some descriptor variables as well as a suitable prescriptive statistical method. Often used variables for such purposes are demographic and socioeconomic variables. 48 Segment profiling can be done either prior to selecting a target segment, or to help in the selection of one, or after one or more target segments have been selected. But, the latter proceeding is only recommendable when a simple a-priori segmentation scheme is used, such as heavy/medium/light users. 49



48 49



ibid., p.23; Wedel, M. / Kamakura, W. (2001), p.145. Myers, J.H. (1996), p.23.
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3 Segmenting the Chinese Consumer Goods Market – Results of a Hybrid Segmentation Study The segmentation study, which will be reported in the following chapter, has been the essential part of the doctoral thesis of one of the authors 50 and could be carried out thanks to the support of Horizon Research Group Inc. (Beijing), one of the pioneers in market research and now a leading firm in professional research and management consulting in the Peoples Republic of China. It will be characterized by the framework of the eight research steps explained in the last chapter. 3.1 Step 1: Definition of the Relevant Market The market to be analysed in the market segmentation study is defined as follows: 1. Product related (materially):



Consumer goods,



2. Customers rela ted:



Adults,



3. Geographically:



Urban regions of China,



4. Temporally:



2001



The relevant market of the segmentation study included the adult customers of consumer goods living in the urban regions of China in the year 2001. To get a rough idea of the size of that market, one should have a look at the population of the PR of China (see Figure 3-1), the population distribution by urban and rural residents (see Table 3-1), and the age structure of the Chinese population (see Figure 3-2). The figures make clear, that more than two-thirds (63.91 %) of China’s population live in the countryside, and as far as the key consumer group is concerned, a high 36 percent of the Chinese population belongs to the age group between 20 and 39, resulting from the baby boom that occurred during 1966-1976. These middle class people, who are more receptive to changes in their traditional life than the older generation, are predominantly responsible for the recent heavy growth of China’s consumer goods market. The number in this age group will remain relatively stable over the next several years, as the current population aged less than 20 years old accounts for only 31 percent of the Chinese population.



50



Liu, Y. (2005).
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Figure 3-1: Map of China Area 51 :



9.600.000 km²



Population52 : 1.284.530.000 Capital:



Beijing



Regions:



22 provinces 4 municipalities 5 autonomous



Key cities:



Shanghai (16.7 m) Beijing (13.8 m) Guangzhou (9.9 m)



Nationality53 : 56 nationalities - Han - Minority



(91.59%) (8.41%)



Languages:



Mandarin Various dialects



Source: http://www.chinapage.com/map/province-english.jpg Since 1977, the Chinese government has been trying to control the growth of the population in order to raise standards and relieve the pressure on its scarce resources. The core of the population policy is to limit couples to one child, with the effect that the average number of children per woman has fallen to around 1.9, while the purchasing power per household has increased considerably. 54 One of the detrimental effects of the one-child policy is that it has resulted in a disproportionate number of male babies being born. Despite the fact that abortion on these grounds of a child’s gender is discouraged, the proportion of male babies to fe male babies has reached 120:100 in 2001 (see Figure 3-2).



51



China Statistical Yearbook 2003, p.9. China Statistical Yearbook 2003, p.93. Data in 2002 have been adjusted and estimated on the basis of the 2000 national population censuses. The military personnel were included in the national population, but not the population of Hong Kong, Macao, and Taiwan. 53 China Statistical Yearbook 2003, p.95. 54 Euromonitor (ed.), 1994, p.12. 52
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Table 3-1: Population Distribution by Urban and Rural Residents in 2001 (unit: 10,000 persons) Region Mainland, total55 - Beijing - Tianjin - Hebei - Shanxi - Inner Mongolia - Liaoning - Jilin -Heilongjiang - Shanghai - Jiangsu - Zhejiang - Shangdong - Anhui - Fujian - Jiangxi - Henan - Hubei - Hunan - Guangdong - Ganggxi - Hainan - Chongqing - Sichuan - Guizhou - Yunnan - Tibet - Shanxi - Gansu - Qinghai - Ningxia - Xinjiang



Total Population 12633 3 1382 1001 6744 3297



Urban Population



Rural Population



Percentage to Total Urban Rural



45594



80739



36.09



63.91



1072 721 1759 1151



310 280 4985 2146



77.54 71.99 26.08 34.91



22.46 28.01 73.92 65.09



2376



1014



1362



42.68



57.32



4238 2728 3689 1674 7438 4677 9079 5986 3471 4140 9256 6028 6440 8642 4489 787 3090 8329 3525 4288 262 3605 2562 518 562 1925



2299 1355 1901 1478 3086 2277 3450 1655 1443 1146 2147 2424 1916 4753 1264 316 1023 2223 841 1002 50 1163 615 180 182 651



1939 1373 1788 196 4352 2400 5629 4321 2028 2994 7109 3604 4524 3889 3225 471 2067 6106 2684 3286 212 2442 1947 338 380 1274



54.24 49.68 51.54 88.31 41.49 48.67 38 27.81 41.57 27.67 23.2 40.22 29.75 55 28.15 40.11 33.09 26.69 23.87 23.36 18.93 32.26 24.01 34.76 32.43 33.82



45.76 50.32 48.46 11.69 58.51 51.33 62 72.19 58.43 72.33 76.8 59.78 70.25 45 71.85 59.89 66.91 73.31 76.13 76.64 81.07 67.74 75.99 65.24 67.57 66.18



Source: China Statistical Yearbook 2002, p.41.



55



Mainland total covers the 31 provinces, autonomous regions and municipalities, but excludes the military personnel.
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At the time that Chinese boys come to marriageable age, social unrest will likely occur as a result of the shortage of women available. On the other hand, parents are incline to seek better-quality products for their one and only child, thus increasing the purchase of foreign consumer goods. Figure 3-2: China’s Population by Age (in Millions) and Sex Ratio56 80+ 75-79 70-74 65-69 60-64 55-59 50-54 45-49 40-44 35-39 30-34 25-29 20-24 15-19 10-14 5-9 0-4



(60) (82) (95) (102) (108) (108) (108) (106) (108) (106) (106) (105) (103) (105) (109) (115) (120) 0



20



40



60



80



100



120



140



Source: China Statistical Yearbook 2002, p.45. Moreover, China has been the fastest-growing economy on earth for years and remains in the lead still today. From 1978, when China’s socialist economy embarked on its first step to becoming a socialist market economy, to 2002, on average the country’s GDP grew by 9.3 % annually (see Figure 3-3) – three times faster than the American economy did during the same period, and its per capita income more than quadrupled from $231 to $940 a year. 57 The 9.1 percent growth of GDP in 2003 has caused attention and disputation in the world. “The Chinese economy is too complicated to be described by such ready- made terms as ‘hot’ or ‘cold’”, Xinhua said, citing the former deputy director of the State Council Development Research Center, Lu Baifu. “We should view the current economic situation in a cool- minded and a matter-of-fact manner. … If we stop the proactive fiscal policy and tighten money supply, the economy is likely to be clogged, resulting in temporary default and mislocation and that is very dangerous in the economic operation," Lu said.” 58 He described the current high level operation of the 56



The horizontal axis represents the Chinese population (in millions), while the vertical axis depicts the age of the people. Figures in brackets denote the ratio of males to every 100 females. 57 Zeng, M. / Williamson, P.J. (2003), p.92. 58 Sun, M.Z. (2004).
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economy, including the demand for investment, import and export and consumption, as “normal”, adding that it reflects the outburst of the intrinsic vitality injected by restructuring, institutional innovation and active macroeconomic policy over the past few years. Figure 3-3: Growth of GDP (in percent) and Key Events in China, 1978-2003



20,0 The open door policy



18,0 16,0



Visit of Deng Xiaoping to South



SEZs established



14,0 12,0



The return of Hong Kong Joined WTO West development



Joint venture law passed



10,0



Stock exchanges opened



Approval of 14 ETDZs



8,0 6,0



SOEs reforms



Rural reforms announced



4,0 2,0 0,0 1978



1980



1982



1984



1986



1988



1990



1992



1994



1996



1998



2000



2002



Source: GDP figures from China Statistical Yearbook 2003, p.55; key events are extracted from China’s Key Events of CCP. Figure 3-4 indicates that the annual per capita disposable income of city residents increased from 343 Yuan in 1978 to 7703 Yuan in 2002, i.e., snowballing more than 200 %; that of rural residents increased from 134 Yuan in 1978 to 2,476 Yuan in 2002. So, because income growth stimulates consumption overly, China has the largest consumer goods market in the world.
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Figure 3-4: Annual Income Per Capita of Urban and Rural Households and Engel’s Coefficient 59



9000



80



8000



70



7000
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6000 50 5000 40 4000 30 3000 20



2000



10



1000 0



0 1978 1980 1985 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Annual Per Capita Disposable Income of Rural Residents (yuan) Annual Per Capita Disposable Income of City Residents (yuan) Rural Households' Engel Coefficient (%) City Households' Engel Coefficient (%)



Source: China Statistical Yearbook 2002, p.280. China Statistical Yearbook 2003, p.315. In recent years, most reforms have entered several stages of growing prosperity in succession, some have already increased residents’ consumption expenditure, and some will increase the consumption expenditure of residents in the future. With the SOEs reforms, and the increase of lay offs and unemployment, residents’ incomes are expected to be reduced. As a result, consumers will have to reduce their prompt consumption and begin saving more of their income. One of the prominent characteristics of the Chinese economy has been its people’s high propensity to save. As Figure 3-5 shows, the Chinese savings increased from 21.06 billion Yuan in 1978 to 8691.06 billion Yuan in 2001.



59



Engel's coefficient indicates the ratio between the expenses on food and other items of consumption, so, the drop of Engel’s coefficient signifies an improvement in people’s life quality.
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Figure 3-5: Annual total Savings of Urban and Rural Residents (in Billion Yuan), 1978-2002



10000 8000 6000 4000 2000 0 1978 1980 1985 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002



Source: China Statistical Yearbook 2003, p.318.



In 1982, gross domestic savings as percent of GDP amounted to 34.8 % (higher than in any other Asian country), and during its peak in 2002, reached 44 %. 60 Income and savings are the primary factors that influence consumers’ consumption. In terms of yearly expenditure per capita, rural households spend nearly half (46.25 %) of their take-home pay on food (see Table 3-2). Although urban households also allocate a large percentage of their income to food (37.68 %), they spend more than rural households on clothing, household items, insurance, transportation, as well as educ ation. Total yearly consumption expenditures per capita of urban households are 6029.88 Yuan, about three times higher than those of rural households (1909.68 Yuan).



60



World Bank (2003).
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Table 3-2: Yearly Expenditures per Capita of Urban and Rural Households in 2002 (in Percent)



Yearly expenditure per capita of urban households



Yearly expenditure per capita of rural households



53.93



56.35



37.68



46.25



Clothing



9.8



5.72



Household facilities, articles and service



6.45



4.38



Medicine and Medical Service



7.13



5.67



Transport, Post and Communication



10.38



7.01



Education, Cultural and Recreation



14.96



11.47



Residence



10.35



16.36



Miscellaneous



3.25



3.14



Total Expenditures



100



100



Consumption Expenditure General Consumer goods Food



Source: Figures are calculated based on China Statistical Yearbook 2003, p.319, and p.344. Most Chinese housing is subsidized by the government, and real estate prices keep home ownership out of reach for most Chinese. 61 The government also heavily subsidizes other necessities, such as transportation, but as China moves to a socialist ma rket economy, such subsidies will likely be reduced and eventually eliminated. Finally, Table 3-3 shows the number of major durable consumer goods owned per 100 urban and rural households at the end of 2002.



61



Yan, R. (1994), p.68.
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Table 3-3: Number of Major Durable Consumer Goods Owned per 100 Urban and Rural Households at the End of 2002 Number of Major Durable Consumer Goods Owned Per 100 Urban Hous eholds Motorcycle (unit) Washing Machine (set) Refrigerator (set) Color Television Set (set)



Number of Major Durable Consumer Goods Owned Pe r 100 Rural Hous eholds



22.19 Motorcycle (unit) 92.9 Washing Machine (unit)



28.07 31.8



87.38 Refrigerator (unit)



14.83



126.38 Color TV Set (unit)



60.45



Video-recorder (set)



18.43 Video-recorder (unit)



Hi-Fi Stereo Component System (set)



25.16



Camera (set)



44.08 Camera (set)



Hi-Fi Stereo Component System (unit)



3.32 9.73 3.34



51.1 Air Conditioner (unit)



2.29



Mobile Telephone (unit)



62.89 Mobile Telephone (set)



13.67



Smoke Absorber (unit)



60.67 Telephone Set (set)



40.77



Video Disc Player (set)



52.57 Beep-pager (unit)



Computer (set)



20.63 Black and White TV Set (unit)



Air Conditioner (unit)



Pickup Camera (set) Oven (unit) Healthy Equipment (set) Shower (unit) Automobile (unit)



5.45 48.14



1.92 Electric Fan (unit)



134.26



30.91 Exhaust Fan (unit)



3.58



3.74 Radio Cassette Player (unit) 62.42 Bicycle (unit)



20.41 121.32



0.88



Source: China Statistical Yearbook 2003, p.326 and p.349.



Total retail sales of consumer goods in 2002 reached 4091.05 billion Yuan (492 billion US$), about 25 times higher than that in 1978 (155.86 billion Yuan, or 18.8 billion US$), as Figure 3-6 shows. According to the location of retailers, cities account for 63.3% of total retail sales of consumer goods. 62



62



China Statistical Yearbook 2003, p.569.
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Figure 3-6: Total Retail Sales of Consumer Goods (in Billion Yuan), 1979-2002



4500 4000 3500 3000 2500 2000 1500 1000 500



19 78 19 80 19 85 19 90 19 91 19 92 19 93 19 94 19 95 19 96 19 97 19 98 19 99 20 00 20 01 20 02



0



Source: China Statistical Yearbook 2003, p.569. 3.2 Step 2: Applied Segmentation Approach Following Cui63 , who argued that because of the diversity in consumption patterns, a hybrid approach for segmenting China’s consumer goods market (CCGM) using multiple dimensions, including demographics, psychographics and geographics, is well advised, a hybrid segmentation approach has been also applied to the segmentation study concerned. That is, an a-priori segmentation based on demographics has been done in the first step, followed by a post-hoc segmentation in the second step, using psychographics as basis variables. Such a combination of approaches greatly enhances the usefulness of the outcomes for management. 3.3 Step 3: Segmentation and Descriptor Variables Psychographic characteristics explain the behavior of consumers in a microcosmic view, while demographic characteristics explain in a macroscopic view. Therefore, combining psychographics and demographics could obtain a better understanding of the consumers’ needs and expectations, and segment Chinese consumers more powerfully than by only using one of them. Sometimes marketers use only psychographics to define market segments, but a better practice is to use them for splitting market segments that have been defined with more traditional variables, like demographics, into sub-segments.



63



Cui, G. (1999).
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In the study concerned, Life Patterns (psychographics) and Social Stratifications (demo graphics) have been postulated as bases for market segmentation. Life patterns have been derived from 97 survey statements, which measured a series of personality traits, lifestyle activities and personal values of Chinese consumers. Social stratifications have been classified according to occupation, income and education of those. The reasons why life patterns and social stratifications have been selected as bases for segment ing the CCGM were the following: •



Firstly, researchers have asserted that the influence of psychographics on human behaviors is of a great extent. 64 Moreover, psychographic segmentation provides a rich descriptive detail for companies to develop marketing strategies. 65 So, psychographics are popular as bases for market segmentation, but only few publications emerged on psychographic segmentation of Chinese consumers. 66 Before China had carried out the reforms and opened itself to the outside world, the concept of lifestyle could not even be found in dictiona ries. 67



•



Secondly, personality traits, personal values and lifestyles define a person’s life pattern. Various life patterns enhance or constrain the dynamic behavior of consumers. Chinese life patterns are basically dominated by the doctrines of Confucianism and Taoism, as well as special national situation and state policies. Traditional Chinese, especially those who experienced the establishment of the PRC, the so called “Cultural Revolution”, the political and economic reforms, that have followed, and, finally, the opening to the outside world, have a unique psychology. They pay more attention on how other people regard them, so they hide real preferences and interests. They have money now, but without a secure future due to the imperfect social security system and health care insurance system, they tend to be thrifty and pragmatic when buying products. Conversely, the young people who seek the modern way of life are easier to accept new things and are more likelywilling to imitate the lifestyle of Westerners. They prefer products in vogue. Some people take international brands as symbols of their status or wealth. Due to China’s family planning policy, the children less than 18 years old are mostly only-son or only-daughter; their personality traits, values, and lifestyles are completely different from their parents. At the same time, the growth of income is also the catalyst for changing of life pattern. For example, the purchase targets of Chinese households are changed from “watch, bicycle and sewing machine” in 1950s, to “house, car and money” in 1990s. Thus, it can be seen that Chinese consumers
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are becoming more complex and heterogeneous, and different life patterns show various consumption trends and preferences. •



Thirdly, people on different social stratifications exhibit different consumption trends and preferences due to particular financial and psychological factors. The people of the higher class are more active consumers who attempt to symbolize their status and prestige with brands while people of the lower class are more concerned with being pragmatic when purchasing goods. Therefore, companies should employ differentiated marketing strategies specific to the various consumer groups they are targeting.



•



As this research substantiates, the basis of both life patterns and of social stratifications meet the criteria for suitable segmentation variables, namely identifiability, substantiality, accessibility, responsiveness, stability, and actionability. As will be shown in the following chapters, life patterns help to identify wealth oriented, tradition oriented, status oriented and fashion oriented clusters of consumers; social stratifications help to detect three clusters: well-off class, middle class and mass class.



Identifiability: Distinct segments of urban Chinese consumers can be identified by using the basis of life patterns and social stratifications. For example, “fashioners” are oriented by fashion and belong to the well-off class, while “moderatists” are oriented by tradition and belong to the middle class. Substantiality: Each identified segment of urban Chinese consumers represents a large enough portion of the market to ensure the profitability of target market programs. Accessibility: All segments can be reached through promotional and distributional efforts. Responsiveness: They also will respond uniquely to marketing efforts targeted at them. Stability: Because of the probable stability of China’s politics and economic development, urban Chinese consumers will maintain rather stable life patterns and social stratifications, so that the identified segments will also be stable for a period long enough for implementing segment tailored marketing programs and gaining economic advantages. Actionability: Each segment provides guidance for decisions on the effective specification of marketing instruments. As descriptor variables have been selected some demographic variables (such as age, sex, occupation, education, etc.), as well as behavioral variables (such as media usage, consumption patterns, preferences, etc.).
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3.4 Steps 4 and 5: Survey Design and Data Collection The data in the study came from a national survey of Chinese consumers conducted in 2001 by Sinomonitor International, a Chinese market research company. In-home personal (face-to-face) interviews have constituted the most important source of the data-gathering process. The survey has been based on a pure probability sample representing the entire urban Chinese consumers. It has included 70,684 respondents aged 15-64 years from thirty main cities of China mainland. These 30 cities have been: (1) Beijing, (2) Shanghai, (3) Guangzhou, (4) Shenzhen, (5) Chengdu, (6) Tianjin, (7) Shenyang, (8) Jinan, (9) Nanjing, (10) Wuhan, (11) Fuzhou, (12) Xi’an, (13) Kunming, (14) Chongqing, (15) Xiamen, (16) Hangzhou, (17) Zhengzhou, (18) Qingdao, (19) Dalian, (20) Haerbin, (21) Changchun, (22) TaiYuan, (23) Changsha, (24) Nanning, (25) Haikou, (26) Fushan, (27) Ningbo, (28) Suzhou, (29) Nanchang and (30) Hefei. The sample of 70,684 respondents has been split into 30 sub-samples, comprising about 5,000 respondents in Beijing as well as in Shanghai, about 4,000 respondents both in Guangzhou and in Chengdu, and about 2,000 in the other cities. A city has been the primary sampling unit (PSU). In the first place, samples within each PSU have been stratified based on regionalism and distributed on the Probability Proportional to the Size (PPS) out of the total population. Then, neighborhood samples have been selected from each borough at random on PPS. Next, twenty hous eholds have been selected at random from each neighborhood. Every selected hous ehold has been visited by interviewers, who then enumerated all the household me mbers in-scope 68 and asked for demographic information such as age and sex. Finally, the Kish grid 69 method was used to select one person within each household with equal probability. 70 The whole multi-stage stratified random sampling process is illustrated in Figure 3-7.



68



In-scope refers to those household members who are part of the target population.



69



Kish grid comes from Leslie Kish, a Hungarian born American statistician. In those days, Kish was one of the world’s leading experts on survey sampling. 70 Németh, R. (2003).
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Figure 3-7: Sampling Process Multistage Stratified Random Sampling



Thirty Cities (PSU)



Samples in each PSU Second Stage: Cluster Random Sampling Neighborhood Samples Third Stage: Cluster Random Sampling Household Samples Fourth Stage: Kish Grid Method Household members



The Kish grid method used in the study identifies which one of the eligible members in a household should be randomly selected (when more than one eligible member is present) to ensure the representive qualities of the sub-samples. When applying the Kish grid method, the members of the household at the first step are ordered by age. A cover sheet is then assigned to each sample household, it contains a form for listing the adult occupants71 (see Table 3-4), and a table of selection (see Table 3-5). Table 3-4: Form for Listing the Adult Occupants (Example) Relationship to Head



Sex



Age



Adult No.



Head



M



42



3



Wife



F



40



4



Head’s father



M



65



1



Head’s mother



M



60



2



Daughter



F



18



5



Selection ü



The interviewer lists each adult on one of the lines of the form. Each is identified in the first column by his/her relationship to the head of the household. In the next two columns, the interviewer records the sex and age of each adult. Then the members are



71



Kish, L. (1965), p.398.
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numbered in order of decreasing age. In the next step, the interviewer consults the selection table. This table tells him/her the number of the adults to be interviewed. In the above example, there have been five adults in the household and selection table D tells to select adult number 4 (see Table 3-4). Table 3-5: Selection Table Used for Selecting one Adult in each Household72



Selection Table D If the number of adults in household is:



Select adult numbered:



1



1



2



2



3



2



4



3



5



4



6 or more



4



Source: Kish, L. (1965), p.399. The sample sizes and sampling probabilities which have been generated for the survey are listed in Table 3-6. Table 3-6: Sample sizes and sampling probabilities Sampling Unit Sampling Numbers City



Total Numbers in Urban China 73



Sampling Pro bability



30



662



1:22



3500



115,000



1:33



Household



70000



53,300,000



1:760



Adult



70000



312,000,000



1:4500



Neighborhood



The 70,648 respondents for the study were distributed over 30 cities in China mainland. 7.1 percent of those came from Beijing and Shanghai respectively, 5.9 percent



72 73



Note: Selection Table D is just one of eight types of selection tables defined by Kish National Bureau of Statistics of China.
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from Chengdu and 5.7 percent from Guangzhou. The remaining three-fourths were quite evenly distributed between 26 other cities, with each about 2.8 percent. The respondents were 51 % male and 49 % female, ranging in age from 15 to 64 years. 65.1 percent of respondents were married. In terms of education, no more than 6 percent finished primary school or less; the majority (41.6 %) finished at senior high school/secondary technical school. Blue-collar workers were 33.5 percent; professionals were 13.4 percent and managers in enterprises were 9.3 percent. Monthly average income of respondents distributed from zero to 3000 Yuan plus. About 33.2 percent reported an average income less than 500 Yuan, 31.4 percent between 500 – 999 Yuan, 24 percent between 1000 – 2999 Yuan and only 1.8 percent equal and more than 3000 Yuan (see Table 3-7). Table 3-7: Profiles of the Respondents from 30 Cities in China



Region



Age



Gender Marital status



Education



Occupation



Monthly average income



Beijing Shanghai Guangzhou Chengdu Other 26 cities 15-24 25-34 35-44 45-54 55-64 No answer Male Female Single Married No answer Junior high school and less Senior high school/secondary technical school College University and more No answer Governor Managerial personnel in enterprises/companies Professionals Blue-collar workers Self-employed Free vocation Students Others (unemployed, laid-off, retired, housewives, etc.) Less than 500 Yuan 500 – 999 Yuan 1000 – 2999 Yuan 3000 plus Yuan No answer
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Each interview has comprised more than 130 questions from a structured questionnaire (see Appendix) on demographics, products and brands, media and lifestyle. The data set contained demographic information such as household composition, income, age, sex, marital status, education, location of the residence, and so on. In addition, 97 survey statements of the data set measured a series of consumer attitudes, lifestyle activities, personal values, media usage and consumption patterns etc. Respondents were asked to indicate their level of agreement with each of the statements on a Likert-type 5 point scale (1 = strongly agree, 2 = somewhat agree, 3 = neutrality, 4 = somewhat disagree, 5 = strongly disagree) in the light of his/her actual situation (see Appendix). 3.5 Step 6: Data Analysis Methodology As outlined above, the segmentation study was based on the unweighted data of 70,684 completed interviews from urban areas, thus providing an accurate represent ation of urban consumers in China. The analysis of the data was carried out in the first step (a-priori segmentation) by sorting the respondents into three groups, fo llowed in the next steps (post-hoc segmentation and profiling of segments) by means of statistic software SPSS 11.5 for Windows. It involved the following tasks: 1.



To reduce the number of variables to a more manageable size while also removing correlations between each variable, Factor Analysis was employed;



2.



To produce groups of respondents who have similar responses on key variables, non-hierarchical K-means Cluster Analysis was used;



3.



To classify all respondents into predefined groups, Stepwise Discriminant Analysis was applied;



4.



To define characteristics of each groups on occupation, education, income and others, Correspondence Analysis was used;



5.



To test group differences along various dimensions, TGI (Target Group Index) and ANOVA (analysis of variance) were used;



6.



To compare the goodness-of- fit of observed and expected frequencies in each categorical variable such as marital status, and education, Chi-Square Test was used;



3.6 Step 7: Identification of Market Segments 3.6.1 A-priori Segmentation Social stratification theory initiated by Max Weber, the most essential theory and analytical framework to social stratification, applies the criteria of wealth, prestige and
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power to measure off social stratification. 74 Considering the indigenous situation in China, education, occupation and income have been applied as variables of social stratification. The Chinese previously had great inequality in politics, but relative low inequality in economics; therefore, China’s social stratifications were divided by political classes. Since China’s economic reforms were implemented and it began interacting with other countries, the country has experienced a significant reduction in the disparity of its political classes instead of an increase of disparities of its economic classes. As a result of this change, now the Chinese commonly judge one’s social status by his income, occupation and education. Due to imperfect salary and tax systems, it’s difficult to calculate the Chinese worker’s exact income. For example, teachers’ salaries in China are lower than that of workers in enterprises, but most of teachers have a second job such as tutor for ind ividual students, lecturer in various training courses, etc. This kind of income is invisible in the pay slip. Therefore, if one simply uses income data collected during interviews, deflection is inevitable. To avoid the contrived error, the possession situation of the household concerning durable goods has been used as a substitute for income. The Chinese labor in an attempt improve their economic situation. The possession of household durable goods is one way that the Chinese estimate one another’s wealth or lack thereof. In the late 1970s, a person would have been proud to own a watch, bicycle and sewing machine; by the 1980s, a person would have desired a color TV, refrigerator and recorder. In the 1990s, the Chinese people favored mobile phones, personal computers and stereos; currently, the trend is for household cars and housing. Therefore, an inventory of one’s household durable goods is the best indication of a Chinese’s social stratifications. While the occupation variable can not be quantitatively measured, it is safe to say that the, occupation system in China has not been standardized yet. But in China, it is a fact that the higher one’s occupation and income is, the larger the household living size. Hence, household living size has been used as quantitative index to replace the occupation variable. As a result, the index system of social stratifications has been structured as shown in Table 3-8 and expressed in the following equation:



S =



9



∑



i =1



74



α i Pi



( α represents a weight coefficient, P the variable score)



Wu, Y (2002), p.42.
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Coefficient values and score values have been assigned according to experience to each of the nine variables, and to each variation of the nine variables used in the index respectively (see Table 3-7). Adding all weighted variable scores leads to the final social stratification score of a respondent, which can reach up to a maximum of nearly 100. Table 3-8: Index System of Social Stratifications Variable No.



Variables



Variable Score



? .



Education: α =1



1a



Junior high school and less



4.0



1b



Senior high school/secondary technical school



8.0



1c



College



12.0



1d



University or higher



16.0



? .



Household living size (m2 ): α =1



2a



20 or less



4.0



2b



21-30



8.0



2c



31-40



12.0



2d



41-50



16.0



2e



51-60



20.0



2f



61-80



24.0



2g



81-100



28.0



2h



100 or above



32.0



? .



Household durable goods and insurance: α =0.45



3.



Household car



28.0



4.



Self-appointed insurance



24.0



5.



Computer



20.0



6.



Printer



16.0



7.



Video camera



12.0



8.



Water heater



8.0



9.



Microwave oven



4.0



According to their respective final scores, respondents were then classified into three groups, which indicate different social stratifications: • 50 < S1 < 100, • 35 < S2 = 50, • S3 = 35. Figure 3-8 illustrates these social stratifications of urban Chinese consumers.
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Figure 3-8: Social Stratifications of Urban Chinese Consumers



S1 19.5% S2 34.0% S3 46.5%



Well-off class



Middle class



Mass class



Obviously, S3 accounted for the majority of Chinese consumers, which accords with the facts in current China. S3 has been defined as mass class, S2 as middle class and S1 as well-off class. Table 3-9: Social Stratifications of U.S. Consumers and Urban Chinese Consumers Major U.S. Social Classes75



Social Stratifications of Urban Chinese Consumers



Upper Uppers (less than 1%) S1: Well-off class (19.5%)



Lower Uppers (about 2%) Upper Middles (12%) Middle Class (32%)



S2: Middle Class (34.0%)



Working Class (38%) S3: Mass Class (46.5)



Upper Lowers (9%) Lower Lowers (7%)



Compared with major U.S. social classes, the social stratifications in this study cla ssify only urban Chinese consumers, and their definition is comparatively broad. S1 (well-off class) is equivalent to the sum of top three groups (upper uppers, lower uppers and upper middles) in major U.S. social classes; S3 (mass class) is similar with the last three groups (working class, upper lowers and lower lowers) in major U.S. social classes (see Table 3-9).



75



Coleman, R.P. (1983), p.270.
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Table 3-10: Social Stratifications and Demographics Demographic variables



Total N=70,684



S1 13,743



S2 24,037



S3 32,903



%



TGI



TGI



TGI



24.9 % 27.4 % 21.4 % 14.6 % 10.5 %



93.9 81.8 120.9 110.7 71.9



95.6 108.6 106.5 93.1 92.7



88.2 93.8 108.0 114.7 118.8



51 % 49 %



105.9 93.8



100.3 99.6



97.6 102.5



31.4 % 41.6 % 15.3 % 10.3 %



34.1 72.2 186.9 297.7



64.6 114.5 135.7 110.2



154.6 103.1 43.1 19.3



5.4 % 9.3 % 13.4 % 33.5 % 5.0 % 1.6 % 13.7 % 18.2 %



169.8 151.3 152.2 47.9 72.5 81.9 133.1 94.4



98.3 119.8 129.0 93.8 120.9 96.4 105.7 73.9



48.6 64.1 64.3 126.3 112.7 102.6 81.2 121.4



Age 15-24 25-34 35-44 45-54 55-64 Gender Male Female Education Junior high school and less Senior high school/secondary technical school College University and more Occupation Governors Managerial personnel in enterprises/com. Professionals Blue-collar workers Self-employed Free vocation Students Others (unemployed, laid-off, retired, etc)



Table 3-10 indicates the demographic features of the three social stratifications. The TGI (Target Group Index) concept has been used for this purpose. The TGI concept was originated by BMRB (British Market Research Bureau) International in 1969, and represents a single source survey which links together media exposure and habits, product usage, and other information about consumers obtained from the same ind ividuals. 76 The “single source” feature means that it can be used to help identify, describe and reach, with the appropriate media, target groups for advertising campaigns, without the uncertainty involved in matching the information from different samples (the only way it could be done before the invention of the TGI).



76



McDonald, C. (1995), pp.107-118.
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The analysis of the TGI data results in the calculation of four indices. 77 One and the most important of them is the so called index of selectivity, which is calculated as follows: ratio of a certain index’s percent in a certain subgroup to same index’s percent in total group, then multiplied by a constant of 100. Its basic purpose is to depict exactly the characteristics of target groups. 78 The formula is: TGI = ri (subgroup) / Ri (total) * 100 As shown in Table 3-10, consumers in S1 are mostly well-educated male governors, managerial personnel in enterprises/ companies and professionals in middle age (3554); S2 consists of consumers mostly younger than consumers in S1, they normally received middle education with the occupation of managerial personnel in enterprises/ companies, professionals and self-employed consumers; Consumers in S3 are mainly poorly educated and older: 45-plus blue-collar workers, unemployed, laid-off and retired consumers. There are no distinct differences between male and female consumers in S2 and S3. 3.6.2 Post-hoc Segmentation Preliminary to the post-hoc segmentation, the 97 survey statements, which measured a series of consumer attitudes, lifestyle activities, personal values, and so on, have been factor analyzed. The data set showed a sufficient correlation by a high Kaiser-MeyerOlkin (KMO) index of 0.807 (i.e., close to 0.9) in the measure of sampling adequacy; the application of factor analysis was therefore supported. A principle component factor analysis with Varimax Rotation has been applied next, to determine the possible dimensions of consumers’ life patterns, and more importantly, to what extent the 97 statements could be accounted for by a smaller number of factors. Out of a total of 97 items, statements with factor loadings over 0.5 have been selected; at the same time, the selected statements have been sought out repeatedly in order that the total cumulative variance became 50 % or higher. There were 25 items finally retained. A nine-factor solution emerged (eigenvalue greater than 1.0) with a total variance explained of 62.1 percent. Table 3-11 shows the emerged factors of life patterns with factor loadings and cumulative variance percent.



77 78



McDonald, C. (1995), pp.107-118. Sinomonitor International (2004).
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Table 3-11: Emerging Factors of Urban Chinese Consumers’ Life Patterns % of Variance



Cumulative %



0.594 0.756 0.803 0.728



16.05



16.05



0.643 0.833 0.827



11.21



27.27



0.623 0.770 0.748



7.11



34.38



0.794 0.758 0.564



5.71



40.08



5.08



45.16



0.563 0.808 0.743



4.46



49.62



0.814 0.825



4.29



53.91



4.21



58.12



4.01



62.12



Factor loadings



Items loaded on each factor Factor 1: Ad-conscious Advertisement is absolutely necessary in daily life I pay more attention to the street ad I often read the ad in newspapers and magazines I like the ad on TV Factor 2: Opening life -conscious To attract heterosexual sight is my favorable feeling I yearn towards the lifestyles in developed countries I yearn towards romantic life Factor 3: Fashion-conscious I prefer fashion to practicality I like to keep up with latest fashion I am a pioneer to buy the newest technical products Factor 4: Career-conscious I place a lot of hope on my personal career Women should have personal career like men To achievement, I would like to work overtime Factor 5: Price -conscious I usually compare the price in several shops before shopping I usually choose to buy the cheapest products I watch my budget very carefully Factor 6: Family-conscious Women's main role is to make a happy family My family is more important to me than my career I like spending my time with my family Factor 7: Impulse-conscious Sometimes I like to buy something I don't need I often do things on the spur of the moment Factor 8: Financing-conscious The risk of stock and shares to me is great I prefer to deposit it in the bank if I have surplus money Factor 9: Money worship-conscious I can give up leisure time to earn more money Money is the optimal standard to weigh up success



0.741 0.783 0.692



0.826 0.776 0.655 0.795



Extraction Method: Principal Component Analysis. Rotation Method: Varimax with Kaiser Normalization. Rotation converged in 6 iterations.
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Cluster analysis was performed next. It was used to group respondents into life pattern segments based on their factor scores. Because of the large number of respondents, it was not possible to apply hierarchical clustering methods. Instead, K-means cluster analysis was used. In this way, homogeneous groups or clusters of respondents who are relatively homogeneous within a cluster center while heterogeneous to other cluster centers could be identified. Cluster solutions for five, ten, or eleven clusters were then compared in selecting the ‘best’ cluster solution. In doing so, the considerations were based on two criteria: (1) How well does each factor cluster the sample? (2) How interpretable is the cluster solution? 79 A four-cluster solution was finally accepted. The cluster scores for the four cluster centers are given in Table 3-12. Table 3-12: Cluster Centers Scores on the Nine Factors



Ad-conscious Opening life-conscious Fashion-conscious Career-conscious Price-conscious Family-conscious Impulse-conscious Financing-conscious Money worship-conscious



Cluster 1



Cluster 2



Cluster 3



Cluster 4



Wealth oriented (n=16,671) 0.34 0.56 0.39 0.12 -0.43 0.27 0.35 -0.51 0.75



Tradition oriented (n=20,970) -0.02 -0.42 -0.02 0.32 0.44 0.70 -0.10 0.44 -0.32



Status oriented (n=16,894) -0.29 -0.27 0.39 0.53 -0.18 0.42 0.33 -0.46 0.35



Fashion or iented (n=15,281) 0.53 0.40 0.59 -0.56 0.47 -0.46 0.51 0.41 0.01



The first cluster consists of 16,671 respondents whose scores are high positive on “Money worship-conscious” and “Opening life-conscious”, and high negative on “F inancing-conscious”. The life pattern of these respondents was labeled “Wealth oriented”. The second cluster is made up of 20,970 respondents, the largest group, whose scores are high positive on “Family-conscious”, “Price-conscious” and “Financingconscious”, and high negative on “Opening life-conscious” and “Money worshipconscious”. Their life pattern was called “Tradition oriented”. The third cluster has 16,894 respondents and high positive scores on “Career-conscious” and “Family-conscious”, and high negative scores on “Financing-conscious”. “Status oriented” is their main life pattern. The fourth cluster consists of 15,281 respondents, whose scores are high positive on “Fashion-conscious”, “Ad-conscious” and “Impulse-conscious”, and high negative on “Career-conscious”. “Fashion oriented” is the label given to this group.



79



Wei, R. (1997), p.267.
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Table 3-13 displays the accuracy of this life pattern based classification of urban Chinese consumers proofed by discriminant analysis. As one can see, 16,123 of 16,671 respondents in cluster 1 were classified correctly; the correct-classification percentage is 96.7. Correspondingly, the correct-classification percentage is 97.8 in cluster 2, 96.4 in cluster 3 and 97.2 in cluster 4. As a whole, 67,772 of 69,816 respondents were cla ssified correctly into clusters; the average correct-classification percentage is 97.1. This indicated that the grouping is reliable. Table 3-13: Classification Result of Urban Chinese Consumers in four Life Pa tterns



Cluster



Number of respondents



Cluster 1 Cluster 2 Cluster 3 Cluster 4 Total



16,671 20,970 16,984 15,281 69,816



Respondents classified correctly 16,123 20,509 16,285 14,855 67,772



Accuracy of correct classification (%) 96.7 97.8 96.4 97.2 97.1



Percentage of all respondents (%) 23.9 30.0 24.2 21.9 100



These four clusters can be described verbally as follows: Cluster 1: Wealth oriented consumers ² They are money worship oriented, and advocate money uppermost. They can give up leisure time to earn more money. ² They prefer opening life and yearn towards the life styles of Western people. ² They are sometimes impulsive to consumption in order to show off their wealth. They also reveal their success with famous brands. ² They especially regard “Face” (one of Chinese culture values) as an important reputation. Cluster 2: Tradition oriented consumers ² They represent the largest group of urban Chinese consumers. They are conservative, and if they have money, they save it without doing investments such as stocks. They prefer practicality over fashion and emphasize job security. ² They are family conscious. They think more of their families than their careers. Watching TV at home is their main leisure pastime. ² They are price conscious. They usually buy the cheaper products and watch their budget carefully, so domestic products are their preferred choice compared to expensive foreign products. ² They keep to traditional Chinese cultural values for personal activity, for exa mple, they are inclined to mean and harmony with others.
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Cluster 3: Status oriented consumers ² They work hard on achieving success in their career. They pay more attention to their personal careers, and take pursuit of professional advancement as their chief or sole aim. They hope to get to the very top in their career and command others. They have a high level of self-confidence and choose to pursue a life of challenge, novelty and change. ² They are decisive and independent, but not easily affected by advertisement and others’ opinions. ² They prefer famous brands and show their status by purchasing foreign brands. Compared with consumers in other groups, they are lower sensitive on price. ² Chinese culture value of Wei (position, status ) roots in their minds. Cluster 4: Fashion oriented consumers ² They wish to follow fashions and to pursue a fancy and distinctive lifestyle. They like to try new brands and new products. They prefer fashionable to practical. ² They are easily affected by advertisement and buy sometimes impulsively. They are not oriented towards restraints and routines, and are not conservative conscious. ² Although they like to keep up with the latest fashion, they are generally priceconscious. Therefore, they are the largest group that buys shoddy brand names. ² Even though they still preserve some traditional Chinese culture values, longing for larruping personal activities and individualism are their distinct values. According to the results of a Chi-square test, p values of age, gender, education and occupation are all less than .001. That means there are significant differences among the four life pattern groups in age, gender, education and occupation (see Table 3-14). Table 3-14: Results of a Chi-square Test Pearson



df



Chi-Square



Asymptotic Significance (2-sided)



Age



1721.357



12



.000



Gender



1036.359



3



.000



Education



1060.92



9



.000



Occupation



676.1985



15



.000



TGI was also used to test group differences along various dimensions, and brought the following results: Wealth and Fashion oriented consumers are younger than tradition and status oriented consumers. Male consumers are more prone to wealth and status. Education levels of wealth and status oriented consumers are higher. Governors are mostly oriented by wealth and status in life patterns; managerial personnel in enterprises/companies are similar to governors, but they are more status and fashion ori41
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ented. People in a retired, unemployed, or laid-off situation including housewives are the largest group of tradition oriented life patterns, the next groups are blue-collar workers and professionals. Students, the new generation of China, strongly express their preference to wealth and fashion; to the contrary, they are impassive to status. The more detailed characteristics of each group are shown in Table 3-15. Table 3-15: Life Patterns and Demographics (TGI)



Demographic variables Age 15-24 25-34 35-44 45-54 55-64 Gender Male Female Education Junior high school and less Senior high school / secondary technical school College University and more Occupation Governors Managerial personnel in enterprises/companies Professionals Blue-collar workers Self-employed Free vocation Students Others (unemployed, laidoff, retired, etc)



Total Wealth (n=16671) N=70648



Tradition Status (n=20970) (n=16894)



Fashion (n=15281)



%



TGI



TGI



TGI



TGI



24.9 % 27.4 % 21.4 % 14.6 % 10.5 %



131.2 93.3 87.1 87.0 99.3



81.8 90.9 98.9 108.8 109.6



63.4 98.1 115.6 127.6 133.3



118.9 103.3 103.5 102.6 94.5



51 % 49 %



103.5 96.3



84.8 114.6



118.3 82.4



96.2 104.0



31.4 % 41.6 %



89.4 101.6



112.4 109.4



61.2 77.7



96.0 111.8



15.3 % 10.3 %



108.3 127.2



101.3 94.2



100.1 127.1



109.7 104.1



5.4 % 9.3 %



129.3 102.4



92.5 104.4



120.6 122.8



97.7 102.8



13.4 % 33.5 % 5.0 % 1.6 % 13.7 % 18.2 %



114.3 85.0 84.3 83.0 144.9 79.3



107.1 115.2 94.0 103.4 95.7 122.5



87.9 82.4 98.1 89.2 50.8 84.1



99.8 102.2 97.3 98.6 125.6 92.6



Comparable to TGI analysis, analysis of variance (ANOVA) was also performed among the four groups in order to explore their differences. The results shown in Table 3-16 are similar to the results obtained by TGI. Wealth and fashion oriented consumers are younger; the mean of wealth and status is closer to male than female consumers, etc.
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Table 3-16: Life Patterns and Demographics (ANOVA) Age



Gender



Education



Wealth



2.43



1.47



2.15



Tradition



2.57



1.58



1.85



Status



2.88



1.42



2.10



Fashion



2.46



1.51



2.08



Total



2.58



1.49



2.05



Significance



P 
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