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Consumer Segmentation

egmentation—once

hailed as the Holy Grail

for identifying growth op-

portunities in consumer

businesses—has come un-
der a cloud in recent years. It’s not
that segmentation isn’t a useful tool.
If companies weren’t able to de-aver-
age their consumer base, their mar-
keting activities would wander off in
the general direction of a theoretical
“average” consumer. But too often, as
a result of poor execution, segmenta-
tion efforts fail to deliver the value
that companies expect.

We often hear executives complain
about conflicting segmentations
(“All the brands in the category
have their own segmentation study,
and each study seems to view the
market differently”), segmentations
that don’t lead to results (“We creat-
ed some supposedly great segmenta-
tions, but then we didn’t know what
to do with them”), and segmenta-
tions that are all right-brain and no
left (“We conducted an attitudinal
segmentation—it was very cre-
ative—but no one could figure out
the economic implications”). The
common theme is that many seg-
mentations don’t lead, systemat-
ically and directly, to business
actions that create measurable
value.

A Call to Action

There is a better way. The Boston
Consulting Group’s approach to con-
sumer segmentation begins where
others stop short—with the require-
ment that the segmentation effort be
designed to yield specific business
actions that will result in a measur-
able improvement in financial per-
formance. To realize that objective,
we add to traditional segmentation
methodologies three areas of focus:
category involvement, segment prof-
itability, and opportunities for action.
Explicitly addressing these factors al-
lows us to identify the segmentation
scheme that will have the greatest
financial impact. Using this ap-
proach, we’ve helped companies dis-
cover the most promising levers to
drive profitable growth, and we’ve
seen them unlock as much as $1 bil-
lion in value from new opportunities
born of a single segmentation effort.

Before we describe our approach,
we’d like to set the stage with a brief
discussion of how segmentations are
generated and the choices to be
made in developing the best ones.

The Art and Science
of Segmentation

Like almost all consumer research
that yields insight, segmentation
should be based on a combination of

qualitative and quantitative data.
The qualitative-research phase un-
covers the attitudes behind consum-
er behavior in a specific category. It
allows a company to experience its
category from the consumer’s per-
spective and learn how consumers
think about, shop for, and use its
products. But segmentations should
never be determined by qualitative
research alone. To assess the size of
the prize, companies must support
their segmentations with a rich set of
quantitative data on the behavioral
and attitudinal factors identified in
the qualitative phase.

What many executives are surprised
to learn, however, is that even quan-
titative surveys do not yield definitive
segmentations: each segmentation

is the result of myriad judgment
calls about how the surveys them-
selves should be designed and also
how the data obtained should be
analyzed. Although most people
understand that survey design re-
quires many choices and tradeoffs,
very few realize that any given data
set from a quantitative survey can
produce numerous statistically signif-
icant segmentations. Different analy-
ses result in different segmentations,
and identifying the one that will cre-
ate the most value for the business
isn’t easy.
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That difficulty is often compounded
by the fact that the hundreds of im-
portant decisions that go into a seg-
mentation are typically made by an
outside agency, which has been con-
tracted by the market research de-
partment and is many steps removed
from the CEO and business execu-
tives who drive company strategy.
This weak link increases the chances
of suboptimal decision making be-
cause the core strategic questions are
not effectively addressed by the seg-
mentation. Too often, the result is a
segmentation that fails to drive busi-
ness improvement.

Segmentation, then, is both an art
and a science. The art is to effective-
ly structure the research—both qual-
itative and quantitative—to ask the
right questions and draw the correct
inferences from the responses. Art is
also involved in determining what
questions to ask, how to phrase
them, and how to structure the anal-
ysis (which questions should drive
the segmentation, for example). Fi-
nally, there is an art to sifting
through multiple segmentations (ap-
plying judgments based on both the
qualitative research and an under-
standing of the company’s strategic
landscape) until the optimal solution
is found. At the same time, science is
involved in the measurement and
validation provided by the quantita-
tive research, ensuring that the opti-
mal segmentation is statistically sig-
nificant and provides for maximum
economic growth.

Below we detail the three critical fac-
tors—category involvement, seg-
ment profitability, and opportunities
for action—on which we believe a
segmentation must focus in order to
deliver on its promise and produce
significant value. All of them should

be explored in the qualitative re-
search, addressed explicitly in the
quantitative research, and used as
the main drivers of results in the
analysis phase. The objective of our
approach is to help executives re-
duce the risk of generating an inef-

Segmentation brings
art and science to
understanding

consumer behavior.

fective segmentation by guiding
them in the art of decision making.

Focusing on Category
Involvement

Category involvement—a multidi-
mensional measure—assesses the
degree to which consumers consider
a product category important given
their needs, emotional makeup, val-
ues, and interests. It takes into ac-
count the time they spend thinking
about products in a category, read-
ing about them, learning new things
about them, talking about them, and
shopping for them. It also considers
frequency or depth of use, knowl-
edge or expertise, and the amount of
money spent.

In our research on trading-up and
trading-down trends over the past
several years, we have documented
the degree to which individual con-
sumers’ shopping behavior differs
from one category to the next. For
instance, some consumers may pay
top price for chocolate for them-
selves but feel that private-label dog
food is good enough for their pet. In
fact, most consumers can identify at
least a couple of categories for which
they have a special affinity (“I'm a

wine connoisseur” or “I need a spe-
cial closet just for my shoes”). Such
shoppers may make up as little as

20 percent of the consumers in a cat-
egory but may be responsible for as
much as 70 to 80 percent of its
sales—through a combination of di-
rect purchases, the recommendations
they make, and the gifts they receive.

Attitudes and the behaviors they
give rise to vary by category and indi-
vidual. Two people of the same age,
race, income, and hometown will of-
ten make very different choices
about when and where to splurge or
economize in a given category.
Therefore, sociodemographic seg-
mentations are mostly inadequate at
predicting consumer spending. They
may make it easy to identify and
track consumers, but they don’t nec-
essarily lead to effective actions dif-
ferentiated by segment.

Lifestyle segmentations aren’t much
better, because they presume that
people who have one thing in com-
mon have most things in common. A
lifestyle segmentation, for example,
might tell an apparel company how
many of its customers consider
themselves trusting or adventurous.
But it would be more useful for the
apparel company to know the char-
acteristics and number of consumers
who are very emotionally involved
in apparel and, within that set, which
consumers prefer a classic as op-
posed to a modern look.

There are times when an occasion-
based segmentation may prove more
effective than one that looks at con-
sumers alone. Take shoes, for
instance. In the past, most people
had one pair for dress occasions, one
pair for everyday use, and maybe an-
other for sports activities. Now there
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are different kinds of shoes for just
about every sport, and dress shoes
for many different occasions. An oc-
casion-based segmentation uncovers
new opportunities for the company,
which may be offering products in
only a subset of consumer-defined
occasions.

These observations have two impli-
cations for the segmentation process.
First, segmentation surveys should
focus on category-specific attitudes
and avoid general questions not rele-
vant to the category, such as whether
people consider themselves shy or
outgoing. Second, category-specific
attitudes rather than sociodemo-
graphic variables should drive the
segmentation algorithms. And once
the segments are defined, profiles of
consumer behavior should be devel-
oped in each segment to confirm
that attitudinal differences among
segments are borne out in a range of
behaviors. Thus, the explanatory
power of the segmentation comes
from the link established between
category-specific attitudes and the
particular kinds of behavior they
produce. This link is critical for en-
suring that actions undertaken to
change perceptions will ultimately
drive changes in consumer behavior
and improve the business.

Analyzing Segment
Profitability

We differentiate consumers by their
profitability in addition to their in-
volvement in a category. That helps
to prioritize investments in business
actions intended to promote seg-
ment growth. For instance, two con-
sumer segments may both be highly
involved in a category in terms of at-
titudes and volume of purchases, but
one may be very sensitive to price

and always buy merchandise on sale,
whereas the other may value time
over savings and typically pay full
price. Our surveys are designed to
capture such differences by looking
at the proportion of consumer
spending by channel, the frequency

Segmentation surveys
should focus on
category-specific

attitudes.

of splurging or trading up in the cate-
gory, and the proportion of buying at
full price versus taking advantage of
discounts, sales, or promotions.

Too often, consumer segmentations
that divide the market into groups
with catchy names don’t provide in-
sight into the economics of each seg-
ment and its contribution to profits
in a particular category. To model a
segment’s economics, it is vital to un-
derstand consumers’ total spending
in the category as well as their pro-
pensity to pay premium prices. That
allows the company to quantify prof-
it pools by segment and prioritize
them accordingly. Even in an uncer-
tain economy, there remains in al-
most every category a segment of
highly involved and highly profitable
consumers whose emotional attach-
ment to the category largely insu-
lates it from the economizing deci-
sions that consumers make
elsewhere to cut back.

Identifying Opportunities
for Action

Beyond finding potential profit pools,
our approach to effective segmenta-
tion also requires a company to de-
termine up front which business ac-

tions it intends to take as a result of
the effort. There are several possible
levers to improve value creation:

¢ Pricing and promotional strategies

¢ Consumer marketing messages
and channels

¢ New products and subbrands (dif-
ferent features and attributes)

¢ Customer retention strategies
¢ New retail concepts

In an effort to elicit the best respons-
es, most researchers limit their quan-
titative surveys to 20 or 30 minutes.
But this isn’t enough time to explore
the potential results of all the actions
a company might contemplate taking
to improve performance. Therefore,
a critical element of our approach is
to begin with clear hypotheses about
which actions will achieve the com-
pany’s objectives and then to make
sure that those actions are addressed
in the research design and analysis.

Insights about how to make the se-
lected value-creation levers more ef-
fective point toward opportunities
for action. For instance, in our work
with a hotel chain, we chose direct
marketing to help optimize the busi-
ness, focusing on understanding
which customers were more or less
likely to respond to promotional of-
fers. As a result, the chain was able
to customize its promotions by type
of customer and occasion. (Custom-
ers traveling on business, for exam-
ple, were offered a free weekend
rather than the third day free.) An-
other segmentation aimed at increas-
ing awareness of a brand, so we ana-
lyzed consumers’ exposure to
different media, as well as the demo-
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graphics of each segment, for the
purposes of future media buying. Ef-
forts that fail to prioritize segments
and to identify different opportuni-
ties for action in each of them
amount to little more than an intel-
lectual exercise and yield few mean-
ingful results.

Some managers wonder whether
they should undertake more than
one kind of segmentation effort. We
recommend that every company
have a single, consistent strategic seg-
mentation that includes all the possi-
ble consumers in its market and de-
fines its category as broadly as
possible. Depending on the category,
this effort should be updated about
every three years. One result will be
a short set of questions that will help
to classify consumers in subsequent
research projects into strategic seg-
ments. That will allow the company
to conduct a “deep dive” with the
most attractive segments in order to
explore tactical issues and follow up
as needed.

Enlisting the Organization

As good as a segmentation effort
might be, its value will be wasted un-
less the whole organization embrac-
es it. Too often, critical insights aren’t
realized, because top management is
not directly engaged in helping to
shape the effort. At other times, func-
tions that haven’t been directly in-
volved don’t fully understand the
findings and won’t act on them. Few
CEOs would be willing to reorganize
an entire business on the basis of an
effort undertaken by the consumer
research department in isolation. For
research to have the greatest impact,
business executives must be directly
involved from the beginning and
take ownership of the research.

Persuading the whole organization
to support the opportunities and ac-
tions resulting from a segmentation
should be an integral part of the ef-
fort, not an afterthought. For exam-
ple, we found seven potentially valu-
able consumer segments for an

Segmentations designed
for action can create
tremendous value over

the long term.

apparel retailer. After identifying the
most attractive one (consumers who
were highly involved in apparel,
most aligned with our client’s fash-
ion positioning, and least sensitive to
price), we developed a plan to re-
spond to this segment’s unmet
needs. Those insights became the ba-
sis for an offsite strategic-planning
meeting, a brand-repositioning ef-
fort, a new ad campaign, and a rede-
signed product-development process.
We spent as much time communicat-
ing the results of the segmentation
study—through multiple presenta-
tions, Q&A sessions, and one-on-one
meetings—as we initially spent de-
veloping the segmentation. Getting
everyone in the company to under-
stand and support the strategy was
what made the difference between
an insightful segmentation and
measurable business results.

egmentations that are de-

signed for action and based on

category involvement and prof-
itability can create tremendous value
over the long term. They can help a
company define a new space for
growth, reverse a sales decline, react
to a competitive threat, and—per-

haps most important—determine
where and how to compete. They
can also align marketing and sales
across the organization—for exam-
ple, to identify a growth area that
needs its own business unit, includ-
ing a marketing and sales team. Or
they can suggest a reorganization of
the marketing department to capital-
ize on different opportunities by seg-
ment, pulling all the company’s val-
ue-creation levers together.

At the very minimum, a segmenta-
tion should answer the following
questions in order to be successful:

¢ Which consumer segments repre-
sent the largest profit pools in our
category?

¢ What is our share of wallet across
segments today?

< How should we prioritize the vari-
ous growth opportunities within
and across segments?

¢ What messages and offerings will
command the attention of these
consumers?

< How can we position our brands
and subbrands for growth against
competitors and one another?

¢ What changes in product offer-
ings, service, and brand percep-
tion should we make in order to
increase share among targeted
segments? How are these changes
best achieved?

The ultimate results of an action-
based segmentation are a stronger
competitive position, a clear view of
the markets that are ripe for success-
ful competition, and a plan for
achieving the potential advantage.
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