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=2 Customer
Segmentation: A
Powerful Tool for
BusinessGrowth

Archimedes said , @Give me a
lever long enough and a fulcrum
on which to place it, and | shall
move the world .6

The commercial equivalent
might be h Giv@ me a good
customer segmentation analysis
and the flexibility to adjust
offerings, and | shall grow the
business to great success.0

Archimedes moving the world

What is Customer Segmentation?

Surpisingly, some marketing text bookave
limited information oneither customer or
market segmentation Similarly Wikipedia
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sharirg one or more characteristics that cause

them to have similar product and/or service

needsp &Vikipediaful K SNJ RSTAY S&a a&AyR
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categorizing industrial and business customers

to guide strategic and tactical decisimaking,

especially in sales and marketihg

While bothof these definitions are good, |
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buyingdecisions not everything is atatistic or

acommodity. Whethercustomersare

companies (B2B) or individualB2C)people

decide the merits of & S¥alueS N a

proposition and whether to purchase the
aSttSNRa 2FFSNAy3Ia

People make buying decisions

¢ KS g 2NR & Odsallérgoc8edibn { SS LI
their O dza (i 2 né&Ishdduying processes

TKS 62NR aYl Nkl&sinko OF Yy RNI &
excessivelyhinking about statisticswhichare

important, but are notalwaysthe drivers of

successvith customers ¢ KS g2 NR a Yl NJ S
hasalso drawn somesellers into thinking that

their products andservices are undifferentiated
commodities that are selected chiethasedon

price. Thikind ofthinkingcausessellers to
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discountthe other value enhancerthat they

bringto customers suchas brand imagé¢e.g.,

reliable, safe, high quality, responsive,

financially sound, green, etgcijinovation

capabilities, andth@ St f SNR& NBf SJI
Odza 2 YSNRBR Q. FdzidzZNBE y SSRa

Think Customer Segmentation instead of
Market Segmentatiomo remain focused on
customer Yy SSRa | YR andz Ay
iKS aStftSNRa @I fdsS Sy

Why use Customer Segmentation?

Customer segmentation makes money for
sellers by helpingellersdefine better value
propositions allocateresources, identify and
effectively pursue opportunities, anticipate
problems and find solutions, and think through
situations.

For example, a seller may decide to enter a fast
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understand customer needs and bugin
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you over another supplied =
how to pitch its offerings to the different
customer influencers and decision makers, then
the seller willlikely either make acommodity

sale or fail altogether.

If conducted on an ongoing basis, at least
annually,customer segmentation can be an
important driver of continuous commercial
improvement Qustomer segmentation will
help thebusiness stay current and focused on
the best actiongo generate profitable business,
minimizeand mitigatedownsides, andind and
exploit upsides.
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Figure 1: Continuous Commercial
Improvement

Beloware five typicalcommerciakituations
wherethoughtful customer segmentation can
produce dramatically improved business
results These situations are interrelated and
can oftep be agdressgd simgltanpously. )
UKS asStfSNI R2SayQu
1 Value Proposition Definition
1 BesqurggRrierifizgatian agd Chane!

& Management

1 Marketing & Sales Training
1 Special Situations

In Value Proposition Definitior(VPD),
customersare groupednto segments with
similar needs, dynamicand buying processes
such thatcompelling value propositioscan be
constructed for each segmetftat the selle
chooses tarticipate in

A compelling value propositiopersuades
customerdo (a) select the seller and (b)
considerseveral factorsnot just price
Importantly, acompelling value proposition
shouldalsobe compellingor the sellettoo



¢ that is, profitable on an absolute or Positionings a very important differentiating

relative basis O02YLR )/Syd AY GKS 06dz2 SNRa R
process. KS &St f SNRa @I f dzS LINE L

A compelling value propositias economically messags, and value proposition delivery

attractivefor both seller and customersteates processs(e.g., sales, marketing, customer

one or more differentiating advantagésr the service, supply chaitechnical servicegtc.)

seller, can be efficiently delivered to customers shouldposition and reinforcel K $ St f SNDa

a
andpositivelyLll2 8 A GA 2y &d G(KS &St feSilidifanddirbhey R A Y 3S
and relevancén the minds ottustomers

partners, investors, employeesyppliersand For example,ni the BZ world, a cosmetic
other stakeholders manufacturer that neesd to position its anti

aging product as effectivesafe, reliable, and
worth the money would hire a beautifuland
classyOSt SO NA (& 2 Poappeadi®SNI | Ay
Ssaramely Differentiating commercials In the B2B worlda supplier of
Attractive Advantages pharmaceutical fine chemicalsoking for
success with US and EU drug company
customerswould position itselfas reliable,
resporsive, possessing an exemplary FDA
inspection recorgddiscreet technically ery

Efficiently .
Delivered capable, and reasonably priced.

Resource Prioritization and Channel
Managemen (RPCMusescustomer
segmentatiorto helpsellels decide which
customers to invest behind, which customers to

Figure2: Elementsof a Compelling Value

Proposition ) i i
focus retention strategies on, which customers

Key steps of VPD includeilling down into to discourage or avoidhow to approach
customer segment® (a)defined dza G 2 Y S N& (gustomersand everything in betweenkrom a
unmet needs headaches, and problenib) marketing ad sales perspective, sellectassify
understand issues, trends, and drivers facing customersegments by priority and method of
customersandk S Odza (i 2 YSN®Q O dzFsteresrrigtionship managementrhis
drivethe selle@teamto think abait whatthe typically results irffiour segmentpriority
sellerneedsto do to maintain and increasiés classifications priority, opportunistic,
relevance tocustomers in the near, mid, and discourage, and avoid.

long term; (d) define compelling value

propositions;(e) identify key customer - O e -
audiences (decision makers, influencers,
gatekeepers) and develapessages for each
audience andfinally, (f) observe predict, and

developcountermeasures to competitive
threats.

Figure3: SegmentPriority Classifications

Priority customersegments are those that the
seller wants to invest in anar retain for a
variety of reasons, including current and



expectedfuture profitability, customerloyalty,
volume,growth potential, degree of innovation,
and prestige.Selles typicallyservicepriority
segmensdirectlyg A G K G KS
However, there are instances, chiefly due to
economies of scale and scope or the difficulty of
building relationships, where sellers will service
priority segments indirectly via channel

partners (agents, distributors) or marketing
alliances and JVs.

A priority designation is n@t license to
overinvest; investments should only be
made when andvhere attractive returns
exist

Once the priority segments have been
identified, afurther sub-prioritization of these
segments is advisabte resolveresource
constraintsand to satisfifinancial goals (e.qg.,
EPS, ROI, NPV, cash flawpwth goals (e.g.,
mix of projects meeting neamid, and long
term growth objectives)diversificationgoals
(e.g., reduce dependence ansingle customer
or application by growing in other areas), and
other goals.

Opportunisticcustomer segments are sources
of surprise profits where sellers can seltess
capacity or offgrade product, receivRequess-
for-Proposad due to supply shortages, or
occasionally participate in for other reasons.
Sellergypically approach an opportunistic
segment in one of three ways: direct passive
(e.g., customers finthe seller viathe internet),
direct mainly passive (seller maintains some
contact with larger potential customers who
might buy excess capacity or -gffade product),
and indirect via channel partners.

Discouragecustomer segments are those that
are diffialt andexpensive to serve relative to
their current andexpectedfuture value. They

tend to be high maintenance, low volume, low
price customers.The key here is to raise price
and reduce offeringée.g., packaging choices,

a St t S NIsarviceIsvels, 2tg)ytiQle segment is

attractive (a priority)or disappears. The

Ol dziA2y A& G2 y2iscaddNYy G2:
to avoid reputational damagthat would hinder

a return to this segment should conditions

change.

Avoid or Do Not Participateustomer segments
are easy to find.They are too small to serve
(e.g., global demanftom all customerdor all
sellersis $L00K/year),obviously flawedd.g.,
nursery schoolR 2 y Q tinargoficS and
hydrazine), illegal (e.g., countries under trade
sancions), orexhibitsome other factor that
makes it impossible to constructcampelling
value proposition

A maintain segmentis not mentionedabove

The maintain designation is sometimes the
O2N1BR2 N} 4GS SljdAa@rtSyid 27
cutsd Servicdevels(and management

attention!) in a maintain segment haube

potential to fallto discouragesegmentevels

Thisin turn caussthe segment to lose its
profitability as customers leaveWhat kind of

leaders are=nergized abougiving 110%

towardsa maintain segment oregulaty
fightingagainsti KS aA0Qa& Ay YIAyuSy
S OFy OdzpercdgiigngodzaND S 4 ¢

significant career stirtt If a segment is worth
NEBOGIFAYyAy3as (sedmentAf@Qa | LINA
aS3aYSyld AayQi oAxNg K NBGI AY.
opportunistic ordiscourage segmerthat

should be managed appropriatedys a

conscious decision and not due to inattention.

adR.

A final note on RPCM analyseffective
customer segmentation yiefth strategic map
that guidesmarketing, sales, R, andsupply
chain &manufacturing decision makinghs



such, i isimportant to alsoinvolve R&Dsupply Customer segmentation can bgawerful tool

chain &manufacturing, and perhaps other for Marketing and Sales Training/1ST).Good

functions in the analysisThese functiongsan marketing and sales professionals with a deep

provide insights that will impact the dzy RSNRGFYRAY3I 2F 020K (GKSA
prioritization (e.g.( 2 dzNJ o6dy €aK sORe FYR GKSANI SYLX 28 SNRa OF LJ 6.

that customer headache @ N$ Yy SSR (i K 204& synthesize needs and capabilities into
customeNB G2 GF 1S )2Gadd 0 & LINBvRaEO dffarings and (b) successfully pitch
management practices and common sense these offerings tohe variouscustomer
dictate thatsuccessful organizations are aligned audiences

behind shared priorities.

The best sales people haaerucial
advantage In addition to presentatign
people listening somefinancid, and other
skills,they think fast on their feet They are
able to do the latter because they live,
breathe, $eep, and think about their
OdzaG2YSNBEQ ySSRaxz UGKSANJI
capabilities, and the ways to (a) synthesize
needs and capabilities into wimin

offerings and (b¥uccessfullpitch these

One side missed a threXichecknate! offerings Customer segmentation can help
sales peopleevelop and maintain this

In Threat Board AnalysiéTBA), customer _
A83YSyidrarzy LINPE@GARSA I CERRQRMEGEK L § RAALX I 24
current and potential threats and opportunities.
Asegmentation analysihat is paiodically

updatedto account for changes in industry
structure, issues, trendsglrivers, channel
consolidation, and other factoiis mostuseful.

Using the updated map, sellers caentify and

dzy RSNR UGl YR GKS AYLI OG 2
(e.g., purchasinthe majorcompounders
supplyingconsumerpackagedyjoodscompanies

in a regioror, thea S f BuppNdisbecominga
competitor by moving downstreanfind

segments that are rising or falling in importance
(for RPCM)and dserve changeyi Odza (12 Y S
power and behaviothat may impact suppliers

Customer segmentation = preparation for success!
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work through customer segmentaticon an suppliers to understand the potential for supply
annualbasisis a great way tanake sureall interruptions due toan uncertain economy
team membersincluding new nes, have the difficult weather, or politcal turmoil

deep understanding of needs and capabilities _ _ _ _
that they needin orderto be successfulln this Customer segmentatiohas its uses in strategic

customer segmentatioactivitys G KS & Sf f Bl3pging and corporate devetment;it is a
team will dentify and address opportunities powerful toolfor estimating preacquisition
andthreatsuy RSNE G yR s KE G A a SUNSFYES of aclyigyipg peatquisition
working withcustomers revisit and improve integration. Customer segmentatiocanbe
value propositions and messagesd huild used toidentify, quantfy, and validate
alignment across the organization behind the synergiesas well aso determinethe value
value propositions and messagdis is propositiors and organizationof the new
especiallytrue if peoplefrom customer service, combined company

technical servicegore R&Dandsupply chair&
manufacturing participate inustomer
segmentation activities.

For example, a commercial bank comiglating
the acquisition of high net worth wealth
management organizatiomight use customer
segmentation to understand high net worth
customersand their buying process,
determine opportunities for crosselling (as
well as how to customize the crasslling
approach to each segmentylentify growth
synergies from new value propitions, and
either confirm or refute estimates of cost
reductionsynergies.

Finally, customer segmentationusefulwhen
analyzingSpecial Situationssuch as the impact
of external game changing eventsor
example, segmenting customers according to
who will bemost positively or negatively
impacted by a recession, oil embargo, or
government policy initiative, such agalthcare
reform, can identifypotential receivables
problemsand other unwanted exposuregsew
customers and areas to invest behjrahd rew
offerings and value propositions to roll out

A fine chemicals firm contemplating
acquisitions across the pharmaceutical value
chain might use customer segmentation to
identify emerging growthareas driven by
government poliy (andrelevantacquisition
targets before they are discoverBdfind
leveragableNB f | G A2y aKALA oA 0K Odz
decision makerghat could create valuable
crossselling and cost reduction synergiesd
definecompelling value propositions that could
be delivered if the seller acquired an adjacent
business.

A customer segmentation analysis should be
Special situations demand new approaches performed at least yearly to ensure that
value propositions are compellingsources



are appropriately allocatedgnd that
threats and opportunities are idéhed and
addressed.

Who should be involved itustomer
segmentatior?

A customer segmentation analysis should
involve all functions that impact the customer.
Thiswill improvethe quality of the Global businesses face extra challenges
segmentation, theeffectiveness of thealue
propositionscreated,andthe organizational
alignment behindieliveringthe value
propositions. The functions typically involved
include marketing, sales, customer service,
technical service, ansupply chain &
manufacturing.

In addition to functional involvement, another
Go K2 ¢ | dzS adakkeofpersan sheudl
be ircludedin a customer segmentation

analysi® The answesto includepeople who
know your companyknow andinteract with

your customers, and are necessary to achieve
the segmentation objective. In other words,

Sometimes it imppropriateto include thereisnotad NI y' 1 ¢ NBQustgneB Y Sy i @
additional functions.C2 NJ SEI YL} Sz A segniert@ionzadatysis SSQlmpet solving problems

value propositios includesignificant and growingthe busness It s not about

innovaton, especialljoint development exclusivityor egalitarianism.

initiativeswith customes, thencore R&Dmust
be involved. Legahouldbe involvedfor value
propositions involvig 3° party distributors and
agentsand, jointdevelopment initiatives with

Customer segmentation is about solving
problems and growing the business.

customers. What criteria should be used to
Finally, there is the very common situationaof segment customers?

global busineswith suppliers manufacturing _
plants, customers;ompetitors,government There.are‘our genera}lrulegto follow In
incentivesand disincentivesand corporate selecting segmentation criteria:

entity structures around the globeHavingthe

legal and financidlunctions involvedn

international customer segmentatiotan be

key toboth understanding customer issues and,
crafting compelling value propositions that

enable successy fullyutii A y3 GKS aSftf
capabilities.

1) Keep criteria as simple as possiliiat
no simpler than necessary
2) Use criteria that allow customers to be
grouped based on the shilarity of their
. _response tagiven stimuli
SS ‘%ge criteria that allow you to
understand the situation and learn
what you need to learn to solve your



problem creativityand flexibility are
fine here

4) 5 2 yogeilooki KS Odza G2 YSNDa

process; the buying processan be
both a segmentation criteria and a
variableto changewith abetter value
proposition

In short,keep it simple look for samenessuse
whatever method works for youandpay
attention to the customer Conceptually
simple and easy to do, right?

The custon® NEDying processs very

important to customer segmentatioand
making the saleBuying process means the
variablesconstraintscriteria, and processes by
whichthe customemakesa purchase decision.
Buying procesgncompassebow customers
buy (eg., long term contract vs. 3 months
contract, single decision maker vs. multi
level/multi-functiondecision makingrocess)
the buyingcycle(e.g., 3 months fnm initial
contact to commerciagcale sales vs. 10 years,
many regulatory hurdles, and multiple
competitive bidding stages to achieve
commerciakcale saleswhere customers buy
(e.g., local feed distributor, plastics
compounder, direct from manufacturepyicks
and-mortar retailoutlet vs.internet retailer,

etc.), what customers buye.g., indivilual
ingredientsas inputs to be consumed,
manipulated or processedh the manufacture
of another product such a®il usedto make
gasolineor xanthangum usedo makesalad
dressing FA Y I {2 Nd 3@ RARAS &ié2
A dnéanother productsuch & abattery in a

car, products shipped in a caain package type
or size, such as thoshipped inbottles via

truck vs. tank cars via raétc.) andwhy
customers buyfrom one seller vs. another (e.g.,
reliability, purity, price, family relationship,

§Kdzg$RY &I & 02 dzi

reputation, greentech/cleantech attributes,
etc.).

0dz Ay 3 _
| woul like to say that there is a standard set of

customersegmentation criteria to use. But
frankly, over many years and many
segmentation problems across many industries,
a wide range of criterihavebeen necessary for
successful segmentationt have occasionally
used 3dimensionakegmentationand multiple
2-dimensional slice® appropriatdy segment
customers.Figure 4 contains some ideas on
segmentation criteria.

Figure4: Categories ofCustomer
Segmentation Criteria (see Appendix)

Lastly, m many B2B situationsis important to
remember that adistributor, blender,
compounder, or other intermediary ishe

a St thanm& t reach the customeand not
the end customer itself Or, put another way, if
thesellerwantsitsLJA EA'S Rdza G Ay
cosmetic familythen the sellerhad better be

t 3DQa

It is not enough to just think abotlhe
distributor whoNB LINB a Sy i a
to P&G.
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