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Foreword

One of the abiding principles of sound business practice is: ‘Know your
customer; know your market.’

The objective, of course, is to gain competitive advantage by building
sustained customer loyalty, with products and services meeting, quite
precisely, the demands of closely defined markets.

As markets have become more complex, so has this essentially basic
process of market segmentation. It is the view of many that, in both the
manufacturing and service sectors, the art of defining target markets
rarely progresses beyond the assembly of somewhat dull demographics.
The logical conclusion is that, if everybody is doing the same, differential
advantage is difficult to attain.

Now, Professor Malcolm McDonald and Ian Dunbar have peeled away
the layers of complexity and confusion to produce a step-by-step guide
through the difficult terrain of market segmentation. The value of their
book to business people everywhere is that it offers the kind of practical
applications needed in today’s intensely competitive marketplace.

Lord Marshall of Knightsbridge
Chairman, British Airways
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Preface and
acknowledgements

This book has its origins in a painstaking process of research into the prac-
tical difficulties that organizations experience in segmenting their mar-
kets, research which we initiated in 1992. We discovered that most of the
academic work in this domain is prescriptive, with virtually no pragmatic
guidelines provided to enable managers to make sense of the confusing
array of data and information available to them.

So we developed a process, which we worked through with some of the
best-known companies in the world, amending the process until it was
sufficiently robust to share with a wider audience. The result was the first
edition of this book which was launched in 1995.

Since its launch, the extensive adoption of our market segmentation
process by companies ranging from world leaders in their fields to smaller
domestic companies has continuously broadened our knowledge base
substantially. This has enabled us to refine the process, improve the guide-
lines for its implementation, identify where more detailed explanation is
required and, at the same time, develop a quick route through the process
for those readers who are familiar with the detail and require only a sum-
mary of how to implement each step.

The result is this third edition of the book in which we have not only
advanced the improvements introduced into the second edition (1998)
with respect to the segmentation process, supporting examples, worked-
through case study and worksheets, but have also introduced new prac-
tical approaches to its implementation, exercises to help with learning 
and a ‘Fast track’ for each step in the process.

Our presentation of the process in this book enables the segmentation
practitioner to follow each step manually, utilizing data already held by the
company. We recognize, however, that in many markets the range and com-
plexity of data the practitioner may have to address and then manage can
become a distraction, the time and effort required to extract the maximum
value from the analysis diverting their attention away from the marketing
issues they need to concentrate on and carefully consider. For such markets
we have provided the required help in a PC-based software package. 
This package, called Market Segment Master®, has now been substantially
upgraded to a state of the art software tool that not only supports the process
as it appears in this book but also provides a practical tool to marketers for
running cluster routines on appropriate data from other sources, such as
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xiv Preface and acknowledgements

externally commissioned segmentation research projects. Readers who
would like the help of software in segmenting their markets can obtain details
and order their copies at www.marketsegmentation.co.uk. Alternatively,
contact Ian Dunbar at The Market Segmentation Company, 22 The Platt,
Haywards Heath, West Sussex, RH16 2SY, United Kingdom (tel. �44 (0)
1444 441110, fax �44 (0) 1444 441011, e-mail info@marketsegmentation.
co.uk), or contact Professor Malcolm McDonald at Cranfield University
School of Management, Cranfield, Bedford, MK43 0AL, United Kingdom
(e-mail m.mcdonald@cranfield.ac.uk).

Returning to this book, we would like to stress that it is most definitely
a practical book which, if used properly, will result in actionable market
segments. To achieve this result will require time and resources. It is not a
book just for reading. It is for reading and doing, and is best used by a
team, rather than an individual.

Finally, to name everyone who should appear in this acknowledge-
ments section is impossible, because so many clients we have had the
privilege of working with and the many colleagues who have been inter-
ested in our work have influenced our education, thinking and practical
development of the process presented here over the years until it became
‘watertight’. Two particular colleagues we would like to mention, how-
ever, are Dr Hugh Wilson, whose work in ‘e-marketing’ has enhanced our
understanding of the issues to be addressed by market segmentation in
this modern, electronic, fast-changing world, and Marcus Clark who,
along with his team, has invested a substantial amount of time and
resources over the last few years in developing our new software.

We both wish you a happy and profitable segmentation.

Malcolm McDonald and Ian Dunbar
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An important note
to the reader from
the authors

STOP

1
Successful segmentation is the product of 
a detailed understanding of your market 

and will therefore take time.

2
Segmentation is appropriate for those 

markets where it is essential to combine 
individual customers or consumers into 

larger buying ‘units’ to ensure your 
marketing activity is both cost-effective 

and manageable.

3
The process as presented in this book is 
aimed primarily at defining segments in 

terms of the particular marketing mix each 
requires. Segmentation at higher levels is, 

of course, possible and many of the 
principles contained in this book would 
apply, although in a less detailed form.
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xvi An important note to the reader from the authors

For those who need a quick route through 
the segmentation process, the ‘Fast track’ 
sections at the beginning of Chapters 4 to 

10 will help you. Be careful however:

A little learning is a dangerous thing. 
Drink deep, or taste not the Pierian Spring.

Alexander Pope

Refer to the main body of the chapter 
whenever this is required to complete its 
particular step in the process successfully.

Deciding on which 
track you need
It is important that you complete the questionnaire on the page opposite
before you decide on which track you need.

FAST
TRACK
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An important note to the reader from the authors xvii

ARE YOU GETTING THESE ESSENTIAL 
DELIVERABLES FROM YOUR MARKET 

SEGMENTATION?

Score out of 10
0 � not at all

Market structure and segmentation 10 � totally

Q1 Is there a clear and unambiguous definition 
of the market you are interested in serving, 
with the definition based on a specific purpose 
or intended use, not on a product or service? [ ]

Q2 Is the market clearly mapped, showing 
product/service flows, volumes/values 
in total, where decisions are made and 
the quantities they account for? [ ]

Q3 Are the segments clearly described and sized? 
These must be groups of customers 
with the same, or comparable, set of needs, 
not demographics or sectors. [ ]

Q4 Are the real needs of these segments properly 
quantified, with the relative importance of these 
needs clearly identified? [ ]

Q5 Are the segments clearly linked to a set of 
characteristics that identify the customers 
found within them? [ ]

Target segments
Q6 Are all the segments classified according to

their relative attractiveness to the company 
over the next three years based on clear, 
unambiguous criteria? [ ]

Q7 Is there a clear and quantified analysis of how 
well your company satisfies the needs of these 
segments compared to competitors, as perceived 
by the customers found within them? [ ]

Segment-based marketing
Q8 Are your marketing objectives set by segment 

and consistent with their position in the portfolio? [ ]
Q9 Are the strategies for these segments (including 

products, price, place and service) consistent 
with these objectives? [ ]

Q10 Is there a structure, information and decision-
making system which enables you to serve 
these segments effectively? [ ]

Total score [ ]
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xviii An important note to the reader from the authors

Interpretation
In our experience, not many readers are able to score above five on many of
these questions. This is not the point, however. The purpose of the question-
naire is to focus your attention at the beginning of the book on what essential
deliverables market segmentation should produce. You can then determine
the extent to which you need to focus on the detailed contents of this book.

If you work carefully through this book and implement it in your organ-
ization, you will be able to give yourself high scores in all boxes. Then, you
will be a truly market-focused organization!

Malcolm McDonald and Ian Dunbar
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Achievements
Perhaps there is some point to all the recent concerns that have been raised
about the state of marketing. So, before suggesting a way forward, let us
make a very brief review of what we have achieved after over fifty years
of marketing. Let us look at the three main constituent parts: practitioners;
consultants; and academics.

Practitioners
As for practitioners, what better place to start than with the 43 companies
featured in the famous book by Peters and Waterman, In Search of
Excellence (1982), of which, according to Richard Pascale (1990), only six
were still excellent eight years later on.

A review of Britain’s best performing companies over the period
1979–2000 reveals that, since the year they were at the top, over 25 per cent
of them have subsequently collapsed, nearly 33 per cent have been acquired
and of those that survive, many have not had the smoothest of rides.

Table 1.1 shows the profitability and defection rate of a real company by
segment (particularly note the company’s performance in the least and
most profitable segments), whilst Figure 1.1 (from a Cranfield University
School of Management database of leading European companies using 
an anonymous Audience Response System) shows that, in spite of the
famous article on customer retention by Reicheld and Sasser (Jnr.) (1990),
very few companies measure customer retention by segment.

Summary
This chapter provides a brief review of the state of the marketing domain. It provides
some reflections on why, following the white heat of excitement about the future of
marketing in the early 1960s, it has today lost much of its influence in the corporate
world, in spite of all our best efforts. The purpose of focusing on the many things that
have gone wrong with marketing is to emphasize the pivotal importance of this book,
since it is the failure to get to grips with market segmentation that lies at the heart of
much of this failure. Little of what is best in marketing theory and practice works without
correct market segmentation.

This chapter is immediately followed by a chapter that sets out a model designed to
put marketing back at the heart of organizational strategy-making and, in doing so,
bring about its recovery. At the core of this model is market segmentation.

This chapter is organized as follows:

� A review of marketing practice
� Consultants and fads
� The distancing of academics from the real world
� A brief summary of how marketing can recover
� A review of the chapter

For ‘customer’ also read
‘consumer’. A discussion

about these two terms
appears in Chapter 4.

In spite of its
importance, very few

companies measure
customer retention by

segment.
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4 Market Segmentation

Figures 1.2 and 1.3, also from a Cranfield University School of Management
database of over 500 leading European companies over a five year period,
show clearly that very few organizations measure segment or customer
profitability, in spite of the fact that it always has been the cost of dealing
with customers after the product or service leaves the ‘factory’ that deter-
mines profitability.

Figure 1.4 indicates what marketing information the financial commu-
nity needs to make sensible investment decisions. It also shows very
clearly that very little of this is reported in annual accounts.

Table 1.1 Measurement of segment profitability and defection

Total Segment
market

1 2 3 4 5 6

Percentage of market 100.0 14.8 9.5 27.1 18.8 18.8 11.0
represented by segment

Percentage of all profits in 100.0 7.1 4.9 14.7 21.8 28.5 23.0
total market produced by 
segment

Ratio of profit produced by 1.0 0.48 0.52 0.54 1.16 1.52 2.09
segment to weight of 
segment in total population

Defection rate (percentage) 23.0 20.0 17.0 15.0 28.0 30.0 35.0

Source: Payne, A. (1999). Cranfield University School of Management database.

12%

49%

10% 9%
7% 6%

3% 3%
1%

Not at
all

2 4 7 8 Totally3 5 6

Figure 1.1
Companies
measuring customer
retention by market
segment
(Source: Cranfield
University School of
Management (April
2002). Marketing
Value Added
conference.)
(Note: The scale
ranges from 1, ‘Not
at all’, to 9, ‘Totally’.)

In spite of the fact that
it always has been the
cost of dealing with
customers after the
product or service leaves
the ‘factory’ that
determines profitability,
very few organizations
measure segment or
customer profitability.
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22%

30%

19%

7%
4%

8% 7%

2% 1%

Not at
all

2 4 7 Totally3 5 6 8

15%

21%

27%

9%
12%

4%

8%

3%
1%

Not at
all

2 4 7 8 Totally3 5 6

Figure 1.2 The extent to which costs are attributed to individual
accounts
(Source: Cranfield University School of Management (2002). 
Key Account Management Research Club.)
(Note: The question asked was, ‘To what extent do you allocate
attributable costs (interface costs) to individual accounts (not
marmalading costs across the whole customer base)?’ The scale
ranges from 1, ‘Not at all’, to 9, ‘Totally’. Figures represent the
average for the years 1998 to 2002 inclusive.)

Figure 1.3 The extent to which the real profitability of the top ten
accounts is known
(Source: Cranfield University School of Management (2002). 
Key Account Management Research Club.)
(Note: The question asked was, ‘How well do you know the real
profitability of the top ten accounts?’ The scale ranges from 1, ‘Not
at all’, to 9, ‘Totally’. Figures represent the average for the years 1998
to 2002 inclusive.)
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6 Market Segmentation

From yet another Cranfield University School of Management database
which captures the attitudes of senior non-marketing managers to mar-
keting practitioners, we find that marketing practitioners are seen as
‘unaccountable, untouchable, expensive and slippery’. This leaves us in
little doubt about the current state of marketing practice.

Information needed

• Market value (86%)

• Key competitors (85%)

• Marketing investment (71%)

• New product statistics (68%)

• Brand awareness (62%)

• Customer satisfaction (60%)

• Distribution coverage (68%)

• Price elasticity (72%)

• Market share (91%)

Disclosed

• Market size/trends (8%)

• Innovation (10%)
• Marketing investment (10%)

• Efficiency (6%)

• Brand preference (16%)

• Customer loyalty (18%)

• Relative performance (16%)
• Trade distribution (8%)

Market
Environment

Inputs

Customer
motivation

Customer
behaviour

Outcomes

18%

25%

31%

6% 7%

1%

9%

1% 1%

Not at
all

2 4 7 8 Totally3 5 6

Figure 1.5 The extent to which the financial impact of marketing
expenditure is known
(Source: Cranfield University School of Management (April 2002).
Marketing Value Added Research Club.)
(Note: The statement being responded to was, ‘We know the
financial impact of all the elements of our marketing strategy and
we measure and report them to the board.’ The scale ranges from 1,
‘Not at all’, to 9, ‘Totally’.)

Figure 1.4
External investor
marketing disclosure
(Source: ‘Information
needed’, Brand
Finance plc (1999);
‘Disclosed’, Davidson,
H., Cranfield
University School of
Management visiting
professor. Used with
kind permission.)
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The state of marketing 7

Finally, and also from a Cranfield University School of Management
database, Figure 1.5 reveals a depressing honesty amongst senior market-
ing practitioners about their lack of knowledge about the financial impact
of marketing expenditure.

In short, notwithstanding that the above represents a somewhat ran-
dom and biased selection of examples of the state of practitioner market-
ing, most readers will recognize that they are not far from the truth.

Consultants
Turning secondly to consultants, which includes the likes of advertising
agencies, they appear to have fared little better.

The authors have painstakingly listed over three hundred consultant
fads developed during the past thirty years, a small selection of which are
listed in Table 1.2.

Table 1.2 A selection from some 300
fads – 1970 to date

Fad

In Search of Excellence
Marketing Warfare
One Minute Manager
Managing by Walking About (MBWA)
Skunk Works
7 Ss

During the past 10 years, many companies have sought a remedy for
their declining fortunes by retreating into faddism, hungrily adopting one
fad after another as they were peddled by eager consultants. In most cases
these initiatives have failed, because organizations have treated them as a
quick-fix bolt-on without addressing their underlying problems.

One such fad has been business process re-engineering (BPR). This has
been an outstanding success in those companies which have used it to
redesign their processes to create value for customers. But in those org-
anizations which have not grasped the nettle of customer satisfaction, it
has achieved merely cosmetic productivity improvements (Edwards and
Peppard, 1997). Yet another has been balanced scorecards. This too, for
CEOs who understand the need to balance the requirements of all the
stakeholders in a company delivering customer value, has been very suc-
cessful. It is a strategy used with great success by BAA (British Airports
Authority plc), for example, for managing its complex web of stakeholder
relationships. But for those CEOs who do not understand the importance
of being market driven, it has proved to be just another fad.

Of course all of these initiatives are fabulous and do work, but only
when they are seen in the context of providing superior customer value as
a means of providing superior shareholder value. Alas, even in those
organizations committed to ‘relationship’ and ‘one-to-one’ marketing, too

All of these initiatives
are fabulous and do

work, but only when
they are seen in the
context of providing

superior customer value.
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8 Market Segmentation

often customers remain the Cinderellas. As Harvard Business School’s
Susan Fournier has pointed out (Fournier, Dobscha and Mick, 1998), rapid
development of relationship techniques in the USA has been accompanied
by growing customer dissatisfaction. The much vaunted relationship that
companies were so eager to forge with their customers involved not so
much delighting them as abusing them, suggested Fournier.

The problem is that companies have become so internally focused they
have got carried away with supply-side issues and taken their eye off the
customer ball. Until organizations make a serious effort to lift their heads above
the parapet and understand their markets and their customers better, all the great
initiatives referred to above will amount to expensive, time-consuming mistakes.
Most boards are spending too much of their valuable time on internal
operational efficiency (doing things right) at the expense of external oper-
ational effectiveness (doing the right things).

In conclusion, whilst consultants have not surprisingly fared somewhat
better than the marketing practitioner community, they could hardly be
adjudged to have had a big impact on practice.

Academics
Finally, of course, there is the academic community. Table 1.3 lists a small
selection of quotations from well-known academics. Most damning of all
is the last one.

Table 1.3 Quotations from well-known academics

Quote and author

‘Much research is directed at technical refinement, which produces low risk,
quick win publications that are largely irrelevant or incomprehensible to
practitioners. The voice of academics is becoming weaker.’

Hugh Wilmott
Manchester Business School

Robin Wensley said that marketing academics have had little impact.
‘A much wider understanding of the nature of the competitive market place
is required, given that it is such a central phenomenon.’

‘Of the ten issues most concerning practitioners (confirmed by three
academic papers and the Marketing Science Institute of America), the
number of papers that addressed them in the two top, five-star rated
academic journals was a derisory 4 per cent.’

Malcolm McDonald
Cranfield University School of Management

Source: McDonald, M. (2000). Academy of Marketing Debate, University of Derby.

One wonders whether there is a grain of truth in the assertion that aca-
demics are being increasingly encouraged to write for a narrow, esoteric
audience in media which are of little relevance to the real world.

Whilst academic journals clearly have relevance to academics and whilst
their role is fully appreciated, the influence and prestige afforded to them

Academics are being
increasingly encouraged
to write for a narrow,
esoteric audience in
media which are of little
relevance to the real
world.
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The state of marketing 9

in university business schools is out of all proportion to the problems 
facing the global marketing community and only succeeds in diverting
the abundant genius in our academic community into a cul-de-sac. Fur-
thermore, the style of such pieces is also becoming increasingly dense,
impenetrable and irrelevant.

Recapturing the high ground
The net impact of this sad neglect by the academic, consultant and practi-
tioner communities is that marketing as a function has been increasingly
relegated away from the core strategy-making engine of organizations to
become a sales support department, in charge of T-shirts and promotion.

So, what can be done to begin to recover from the sorry state the mar-
keting community finds itself in?

First, we have to work hard to recapture the high ground – the strategy
domain – and firmly establish it as a key, strategic function with a clearly
defined purpose which can be measured, researched, developed, pro-
tected and examined. This, however, means reaching some kind of con-
sensus about what marketing is.

Let us be unequivocal about marketing. Marketing is a process for:

� defining markets;
� quantifying the needs of the customer groups (segments) within these

markets;
� determining the value propositions to meet these needs;
� communicating these value propositions to all those people in the

organization responsible for delivering them and getting their buy-in to
their role;

� playing an appropriate part in delivering these value propositions (usu-
ally only communications);

� monitoring the value actually delivered.

For this process to be effective, organizations need to be consumer/customer
driven, which is the main purpose of this book. Above all, organizations need
to understand that, without correct market definition and correct market seg-
mentation, marketing will never occupy a central role in strategy-making.

The marketing
community will have to
work hard to recapture
the high ground – the
strategy domain – and
firmly establish it as a

key, strategic function.

Chapter 1 review
This chapter provided evidence of the failure of marketing to have a major influence in
boardrooms. In arriving at this conclusion, we briefly reviewed what had been achieved over
the past fifty years of marketing with respect to practitioners, consultants and academics.

We concluded that much of this failure can be attributed to a lack of understanding
of the pivotal importance of market segmentation in successful marketing. This is where
this book now takes us in the next chapter.
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From tactics to strategy
The marketing process introduced at the end of Chapter 1 is shown dia-
grammatically in Figure 2.1.

Before expanding on each box, it will be seen that boxes 1 and 2 are clearly
about strategy determination, whilst boxes 3 and 4 are about tactical imple-
mentation and measurement. It is these latter two that have come to repre-
sent marketing as a function, which is still principally seen as sales support
and promotion.

Summary
Although marketing may have currently fallen behind other business disciplines in its
race for the strategy stakes, it is the firm belief of the authors that it has only temporarily
stumbled. Marketing’s epitaph is far from being written, as proved by the dedicated, 
professional marketers in numerous companies around the world who are making major
contributions to the financial success of their companies through their detailed under-
standing of the markets they are in, in-depth insights into the needs of their customers
and the development and delivery of carefully targeted value propositions.

This chapter outlines what marketing should actually entail if it is to regain its rightful
place at the heart of organizational strategy-making. At the core of this model of best
practice is market segmentation.

This chapter is organized as follows:

� A review of the definition of ‘Marketing’ and what it actually entails
� The central role of defining markets and segments, and understanding value
� A summary of the processes involved in determining the value proposition to the 

customer
� The challenge of integrated marketing communications
� A look at delivering and communicating the value proposition
� How to monitor the value delivered to the customer, and received from the customer
� The role of marketing in value creation
� A review of the chapter

One of the authors recently drove through a new housing estate,
where a neon sign above an upmarket prefab blasted out the 
following words: ‘The Marketing Suite’, loosely translated as:
‘This is where you come to get sold to’. And when government
bodies, charities and the like say ‘we need marketing’, what they
mostly mean is ‘we need some promotion’.

The options, then, are clear. We either stop this pretence at strategy and
concentrate on where the marketing community actually is, which is sales
support, or take marketing centre stage, with a major impact on corporate
strategy development.

Definition:
Marketing is a 

process for:
defining markets;

quantifying the needs of
the customer groups

(segments) within these
markets; determining the

value propositions to
meet these needs;

communicating these
value propositions to all

those people in the
organization responsible
for delivering them and

getting their buy-in to
their role; playing an

appropriate part in
delivering these value

propositions (usually only
communications);

monitoring the value
actually delivered. For this

process to be effective,
organizations need to be

consumer/customer driven.
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14 Market Segmentation

There is more than enough evidence that three of the fundamental
determinants of corporate success, namely, correct market definition, mar-
ket segmentation and positioning, are poorly understood in the corporate
world at large. So, let us begin by looking in a little more detail at each of
the boxes in Figure 2.1.

The process is clearly cyclical, in that monitoring the value delivered will
update the organization’s understanding of the value that is required by
its customers. The cycle may be predominantly an annual one, with a mar-
keting plan documenting the output from the ‘Understand value’ and
‘Determine value proposition’ processes, but equally changes throughout
the year may involve fast iterations around the cycle to respond to particu-
lar opportunities or problems.

We have used the term ‘Determine value proposition’, to make plain
that we are here referring to the decision-making process of deciding what
the offering to the customer is to be – what value the customer will receive,
and what value (typically the purchase price and ongoing revenues) the
organization will receive in return. The process of delivering this value
proposition, such as by making and delivering a physical product or by
delivering a service, is covered by ‘Deliver value’.

Thus, it can be seen that the first two boxes are concerned with strategic
planning processes (in other words, developing market strategies), whilst
the third and fourth boxes are concerned with the actual delivery in the
market of what was planned and then measuring the effect. Throughout,
we use the word ‘proposition’ to indicate the nature of the offer from the
organization to the market.

It is well known that not all of the value proposition delivering processes
will be under the control of the marketing department, whose role varies

22

11

33

44
Asset
base

Monitor
value

Define markets
and understand

value

Deliver
value

Determine
value

proposition

Figure 2.1
The marketing
domain
(Source:
McDonald, M.
(2002). Marketing
Plans: How to
Prepare Them, How
to Use Them.
Oxford:
Butterworth-
Heinemann.)

There is more than
enough evidence that
three of the
fundamental
determinants of
corporate success,
namely, correct market
definition, market
segmentation and
positioning, are poorly
understood in the
corporate world at
large.

We use the word
‘proposition’ to indicate
the nature of the offer
from the organization to
the market.
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The central role of market segmentation in profitable growth 15

considerably between organizations. The marketing department should
be responsible for and central to the first two processes, ‘Understand value’
and ‘Determine value proposition’, although even these need to involve
numerous functions, albeit co-ordinated by specialist marketing personnel.
The ‘Deliver value’ process is the role of the whole company, including for
example product development, manufacturing, purchasing, sales promo-
tion, direct mail, distribution, sales and customer service.

The various choices made during this marketing process are constrained
and informed not just by the outside world, but also by the organization’s
asset base. Whereas an efficient new factory with much spare capacity
might underpin a growth strategy in a particular market, a factory running
at full capacity would cause more reflection on whether price should be
used to control demand, unless the potential demand warranted further
capital investment. As well as physical assets, choices may be influenced
by financial, human resources, brand and information technology assets, to
name just a few.

Define markets and segments, and
understand value
Whilst the fundamental purpose of this book is about market definition
and segmentation, the purpose of this section in this chapter is to position
the segmentation process as being central to every corporate function.

Inputs to this stage of the process will commonly include:

� the corporate mission and objectives, which will determine which 
markets are of interest;

� external data such as market research;
� internal data which flows from ongoing operations.

The process involves four major sub-processes, shown in Figure 2.2.

Understand
value required

(by the customers)

Define markets and
segment

Understand
competitor value

positioning

Evaluate market/
segment attractiveness

and select

–  Internal data
    from value delivery

–  External data
    inc. market research

– Corporate
    mission/objectives

Analysis
Figure 2.2
Define markets and
segments, and
understand value
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16 Market Segmentation

First, it is necessary to define the markets the organization is in, or wishes
to be in, and how these divide into segments of customers with similar
needs. The details of how this can be done are the core of this book. The
choice of markets will be influenced by the corporate objectives as well as
the asset base. Information will be collected about the markets, such as the
markets’ size and growth, with estimates for the future.

Once each market has been defined, it is necessary to understand what
value the customers within each of the segments it divides into are looking
for. This value is most simply thought of as the benefits gained from the
product or service, but it can also encompass the value to the customer of
surrounding services such as maintenance or information. This step also
encompasses what the customer is prepared to give in exchange, in terms
of price and other criteria, such as loyalty. Expressing customer value
requirements is dealt with in detail in Chapter 7. This step of ‘Understand
value required’ also includes predicting the value which will be required
in the future.

‘Understand competitor value positioning’ refers to the process of estab-
lishing how well the organization and its competitors currently deliver the
value that the customers seek. Again it involves looking into the future to
predict how competitors might improve, clearly a factor in planning how
the organization is to respond.

From these three processes, the relative attractiveness of the different
markets and, within each of them, their different segments can be evaluated.
One tool of relevance here is Porter’s five forces model (1985), showing the
forces which shape industry competition and hence the attractiveness of a
given market, or of a given segment.

The output will be some form of analysis, and one way of summing up
much of the key information is in a portfolio matrix. Such a matrix provides
a sensible basis for prioritization amongst the many possible product/
segment combinations which the organization could address. A detailed
methodology for doing this is outlined in Chapters 9 and 10.

Determine the value proposition
The definition of the value proposition to the customer contains five sub-
processes, shown in Figure 2.3 (more commonly referred to as ‘strategic
marketing planning’ and looked at in Chapter 13).

The key input to this process is the prioritization of target segments, based
on an analysis of customer needs and the relative attractiveness of different
customer segments, which was produced by the previous process.

Before we can begin to plan our value proposition for each segment,
though, there is an important subprocess which is normally missing from
planning methodologies: ‘Predict market structure’. This deals with the vital
issue of how the market structure might change, irrespective of any actions
which we might take, as a result of channel innovations. Clearly if we are
to be bypassed by our suppliers, or if our customers are likely to wish to buy
via an e-hub rather than directly from us, we need to know about it. This
crucial step is outlined in detail in Chapter 12.

The next two subprocesses define the core of the value proposition to the
customer. Whilst the subprocesses can occur in either order, organizations

The essential first step is
to define the markets
the organization is in, or
wishes to be in, and
how these divide into
segments of customers
with similar needs.

The key input to
determining the value
proposition is the
prioritization of target
segments, based on an
analysis of customer
needs and the relative
attractiveness of
different customer
segments.
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The central role of market segmentation in profitable growth 17

typically start by defining the value they hope to receive from the segment:
‘Define objectives’. This involves defining marketing objectives in terms,
for example, of market share, volume, value or contribution by segment.

The other half of the equation is defining the value to be delivered to the
customer in return. This price/value proposition can be thought of using
the four ‘Cs’: ‘Cost’, ‘Convenience’, ‘Communications’ and ‘Consumer
wants and needs’ (Lauterborn, 1990). These translate the four ‘Ps’ of mar-
keting from what the organization does to what the customer cares about.
For example, the customer is concerned with ‘convenience’ of purchase,
which influences how the organization will ‘place’ the product through dis-
tribution channels. Similarly, instead of ‘product’, we have ‘consumer wants
and needs’ which are met by the product. The customer is interested in the
total ‘cost’ to them, not necessarily just the upfront ‘price’. And finally, ‘pro-
motion’ translates into the two-way ‘communications’ in which customers
declare their requirements and learn about the organization’s offerings.

The fourth subprocess may involve iterations with the third one since,
in defining the marketing strategies – how the value is to be delivered and
communicated – it may be necessary to reconsider what that value can
actually be. We have listed the four major aspects of this process using the
four ‘Ps’. While separate plans, or plan sections, may be produced for each
of these, the decisions are closely intertwined: for example, the choice of
distribution channel will impact what communications are feasible, what
surrounding services can be delivered, and what price can be charged.

Marketing plan(s)

Estimate expected results
(value received and budgeting)

Place – distribution

Product – features

Promotion – marketing communications
Price

customer service

Define marketing
strategies

(how value is to be delivered/
communicated)

Cost
Convenience
Communication
Customer needs
(product/service benefits)

Define price/value
proposition

Define objectives
(value received)

Predict market
structure

Analysis
Corporate
objectives

Figure 2.3
Determine value
proposition
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18 Market Segmentation

Some reformulations of the four ‘Ps’ include others such as ‘Provision of
customer service’, ‘People’ and ‘Processes’. We include customer service
within ‘Product/service’, as it is often difficult to separate the core product
or service from surrounding services, but clearly every aspect for the cus-
tomer interaction needs to be planned for. ‘People’ and ‘Processes’ repre-
sent dimensions that certainly need to be planned, but we view them as
arising from the consideration of the customer-focused four ‘Ps’, by asking
what changes to people or processes are necessary in order to achieve the
desired product offering, price, place or promotions.

Once these issues have been resolved, an estimate of the expected results
of the marketing strategies can be made, in terms of the costs to the organ-
ization and the impact of the price/value proposition on sales. This final step
closes the loop from the original setting of objectives, as it may be iteration
that is required if it is considered that the strategies that have been defined
are not sufficient to meet the financial objectives.

The output from the ‘Determine value proposition’ process is typically
a strategic marketing plan, or plans, covering a period of at least three
years. In some cases, specific plans are produced for aspects of the four
‘Ps’, such as a pricing plan, a distribution plan, a customer service plan or
a promotions plan. However, even when no plans are produced, the
organization is implicitly taking decisions on the offer to the customer and
how this offer is to be communicated and delivered. The content of these
plans has to be communicated to and agreed with all departments or func-
tions responsible for delivering the customer value spelled out in the
plans.

Integrated marketing communications
Before considering the delivery of value, we will give some further atten-
tion to promotion, as this is ultimately crucial in creating value for stake-
holders. Promotion is changing in a number of respects. New channels
such as the internet are emphasizing an already growing trend from mass
media such as advertising through addressable media such as direct mail
to interactive media such as call centres and the Web. Integrating these
channels within a coherent strategy is not an easy task.

Writers in the field of Integrated Marketing Communications empha-
size that before engaging on detailed planning for each medium – writing
sales plans or promotions plans, for example – it is necessary to choose
which medium to use for which customer interactions. This is illustrated
in Figure 2.4.

The choice of channel/medium is generally a complex one, involving
different media for different communications with the same customer. The
organization will also frequently wish to leave some options in the hands
of the customer. For example, a Dell customer may find out about Dell
from colleagues or from press advertising; investigate which product to buy,
what the price is and what configuration is required using the Web; print
out order details and pass them to the purchasing department to place the
order via fax; check on the delivery time via telephone; take delivery via a
parcels service; and obtain customer service using e-mail. Customers are
no longer content to have the medium dictated by the supplier.

The output from the
‘Determine value
proposition’ process is
typically a strategic
marketing plan, or
plans, covering a period
of at least three years.

Customers are no
longer content to have
the medium dictated by
the supplier.
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The central role of market segmentation in profitable growth 19

Having chosen the most appropriate medium for given customer contacts
with particular segments, the traditional planning by medium can then be
conducted.

The choice of medium is clearly closely intertwined with the distribution
strategy. Distribution channels often have a mix of purposes, providing
both a means of conveying a physical product to the customer, and a
medium for information exchange. A car showroom, for example, pro-
vides information on the vehicle, an opportunity for a test drive, a location
where price negotiations can occur, and a step in the physical delivery of
the car to the customer. A clothes shop provides a location where the infor-
mation exchange of trying on a garment and feeling it can occur, in a way
which is difficult to replicate using direct marketing approaches. So the
focus of promotion on information exchange is closely linked to the phys-
ical issues of distribution. However, considering the two separately can
result in new solutions, such as direct banking, Web shopping for CDs
(which may need to be sampled but will not need to be felt physically), and
complementing the sales force with telemarketing and websites for minor
transactions or less important customers in business-to-business markets.

Delivering the value proposition
The third major process is to deliver the value proposition. This is illustrated
in Figure 2.5.

The major input to this process is the strategic marketing plan(s) derived
from the previous stage.

The starting point for our analysis of this process was Porter’s value chain
(1980). This is reflected in the tasks we have listed within ‘Deliver the
product/service’ in the top half of the figure: research and development,

Place
Distribution

strategy
 

Integrated marketing
communications plan

 

Mass media
• objectives
• message
   strategy
• media 
   strategy

Direct mail
• objectives
• strategy

Telephone
• objectives
• strategy

Personal
contact

• objectives
• strategy

Electronic
• objectives
• strategy

Other
(PR, POS, etc.)
• objectives
• strategy

 

 

Channel/Medium
choice

Figure 2.4
Define marketing
strategies –
promotion
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leading to inbound logistics, then through operations to outbound logistics
and finally to service.

However, we suggest that there are a number of marketing activities
which shadow these value chain activities, under the general heading of
‘Communicate the offer’. Porter placed ‘Marketing’ after ‘Operations’ in the
value chain, but in today’s one-to-one world, these communications can
occur in parallel with all the tasks involved in value delivery. One might, for
example, check a product with customers at the research and development
stage. The product may be tailored by the customer, resulting in different
components being bought in, assembled and delivered, and so on.

Communicating the offer is typically managed by designing, imple-
menting and monitoring a number of marketing communication pro-
grammes. A communication programme could be, for example, a direct
mail campaign; an advertising campaign; a series of sales seminars; an 
in-store promotion; and so on. We have also stretched the term ‘marketing
communication programmes’ to include management of such media as the
sales force, which may be managed in a more continuous way, with annual
targets broken down by quarter or month.

•
•
•
•
•
•

• Mass media
• Mail
• Telephone
• Personal contact
• Electronic, e.g. internet
• etc.

• awareness
• perceptions)
Behaviour (e.g.
• conversion rates)

Products ServicesSupplies

Deliver the product/service

Define markets
and segments

Determine value
proposition

Research &
development

Inbound
logistics Operations

Outbound
logistics

Service

Communicate the offer  (implement integrated marketing communication plans)

Design and implement
marketing communication programmes

Design programme
Initiate dialogue
Exchange information

Negotiate/tailor
Commit
Exchange value

Customer information

Across media:

Monitor marketing
communication

programmes

Measurement:
Attitudes (e.g.

New market
opportunities

Modifications to value
propositions/marketing strategy

Exchange information

Figure 2.5
Deliver value
proposition

Communicating the
offer is typically
managed by designing,
implementing and
monitoring a number of
marketing
communication
programmes.
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Whatever the medium, the campaign will be aiming to contribute to one
or more of the tasks listed in Figure 2.5 within the ‘Design and implement
marketing communication programmes’ box. The tasks may have an unfa-
miliar look: in order to represent the interactive, one-to-one nature of today’s
marketing, we have renamed the classic steps in the sales process. Table 2.1
illustrates traditional views of the sales and purchasing process, with this
revised, interaction perspective between the two.

Traditional ‘push-based’ models of marketing, in which after the prod-
uct is made prospects are found and persuaded to buy the product, are
illustrated on the left of the table. The delivery and service that follow are
operational functions with little relationship to marketing.

Traditional models of buyer behaviour, illustrated on the right of the table,
assume more rationality on the part of buyers but underplay the importance
of what the buyer says back to the seller. The seller’s offer is assumed to be
predetermined, rather than developed in conjunction with the buyer.

Table 2.1 Rethinking the sales process

Supplier perspective Interaction perspective Buyer perspective

Advertising Selling Marketing Interaction Decision Customer 
activity theory behaviour

Define markets
and understand
value

Recognize Problem Category 
Create value exchange recognition need
proposition potential

Brand Awareness
awareness

Prospecting Initiate dialogue
Attitude

Information
Brand attitude Provide search
– benefits info. information Exchange Information
– brand image information gathering 
– feelings and 
– peer influence judgement

Persuade Negotiate/tailor Evaluation of
alternatives

Trial
inducement Purchase 

Close sale Commit Choice/ process
purchase

Deliver Exchange value
Reduce
cognitive Post-sales Monitor Post-purchase Post-purchase
dissonance service behaviour experience
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The stages of the process of communicating value are therefore 
re-described as follows:

� ‘Recognize exchange potential’ replaces ‘Category need’ or ‘Problem
recognition’. Both sides need to recognize the potential for a mutual
exchange of value.

� ‘Initiate dialogue’ replaces creating ‘Awareness’ or ‘Prospecting’. The dia-
logue with an individual customer may be begun by either party. One fea-
ture of the Web, for example, is that on many occasions new customers
will approach the supplier rather than vice versa.

� ‘Exchange information’ replaces ‘Provide information’. If we are to
serve the customer effectively, tailor our offerings and build a long-term
relationship, we need to learn about the customer as much as the cus-
tomer needs to learn about our products.

� ‘Negotiate/tailor’ replaces ‘Persuade’. Negotiation is a two-way process
which may involve us modifying our offer in order better to meet the
customer’s needs. Persuading the customer instead that the square peg
we happen to have in stock will fit their round hole is not likely to lead
to a long and profitable relationship.

� ‘Commit’ replaces ‘Close sale’. Both sides need to commit to the trans-
action, or to a series of transactions forming the next stage in a relation-
ship, a decision with implications for both sides.

� ‘Exchange value’ replaces ‘Deliver’ and ‘Post-sales service’. The ‘Post-
sales service’ may be an inherent part of the value being delivered, not
simply a cost centre, as it is often still managed.

One-to-one communications and principles of relationship marketing,
then, demand a radically different sales process from that traditionally
practised. This point is far from academic, as an example will illustrate.

The company in question provides business-to-business financial
services. Its marketing managers relayed to us their early experience
with a website which was enabling them to reach new customers
considerably more cost-effectively than their traditional sales force.
When the website was first launched, potential customers were
finding the company on the Web, deciding the products were
appropriate on the basis of the website, and sending an e-mail to
ask to buy. So far, so good.

But stuck in a traditional model of the sales process, the com-
pany would allocate the ‘lead’ to a salesperson, who would phone
up and make an appointment, perhaps three weeks hence. The cus-
tomer would by now probably have moved on to another online
supplier who could sell the product today, but those who remained
were subjected to a sales pitch, complete with glossy materials,
which was totally unnecessary, the customer having already decided
to buy. Those who were not put off would proceed to be regis-
tered as able to buy over the Web, but the company had lost the
opportunity to improve its margins by using the sales force more
judiciously.
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The changing nature of the sales process clearly raises questions for the
design of marketing communications, such as: who initiates the dialogue,
and how we measure the effectiveness of our attempts to do so across mul-
tiple channels; how we monitor the effectiveness not just of what we say to
customers, but what they say back; and about the role of marketing com-
munications as part of the value that is being delivered and paid for, not
just as part of the sales cost.

The effectiveness of any organization’s channel and communications
plan will clearly depend on determining the appropriate medium for the
different stages outlined in the centre of Table 2.1. The principles involved
are spelled out in Table 2.2.

In time, the company realized its mistake, and changed its sales
model and reward systems to something close to our ‘interaction
perspective’ model. Unlike those prospects which the company
proactively identified and contacted, which might indeed need
‘selling’ to, many new Web customers were initiating the dia-
logue themselves, and simply required the company to respond
effectively and rapidly. The sales force were increasingly freed up
to concentrate on major clients and on relationship building.

Table 2.2 The communications mix and the sales force

Channel/ Purchase phase
Medium

Initiate Exchange Negotiate/ Commit Exchange
dialogue information tailor (%) value 
(%) (%) (%) (%)

Offline 15 0 0 0 0
advertising
(TV, press, etc.)

Direct mail 45 30 10 10 0

Sales force/ 10 20 35 30 90
face-to-face 
contact

Telephone 20 35 50 60 0

Website 5 10 5 0 10

Other (state: 5 5 0 0 0
e.g. e-mail)

Note: The figures indicate what percentage of each purchase phase is completed using
the listed communication channel/medium.

Two examples follow of an attempt by a major global travel company to
understand the information seeking and purchasing processes of different
segments. These are given as Figures 2.6 and 2.7. From these two of seven
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Traditional
channels

Broadcast
TV

Interactive
TV

Mobile
telephone

Internet

Monitor

Initiate dialogue

Negotiate/tailor

Exchange value

Exchange
information

Recognize
exchange potential

Commit
Figure 2.6
Information seeking
and purchasing
process of Segment 1
(Note: Adapted
from the originals
and used with kind
permission.)

Recognize
exchange potential

Initiate dialogue

Negotiate/tailor

Monitor

Exchange
information

Commit

Exchange value

Internet
Mobile

telephone
Interactive

TV
Broadcast

TV
Traditional
channels

Figure 2.7
Information seeking
and purchasing
process of Segment 2
(Note: Adapted
from the originals
and used with kind
permission.)

different segments, it can be seen that the behaviour of each is totally 
different. The remainder of this book is about the process of market segmen-
tation. It is, however, crucial to understand that without such segmentation
knowledge an integrated communications plan would be impossible as,
indeed, would any marketing programme.
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The programmes will then need monitoring. We distinguish the monitor-
ing of the effectiveness of particular programmes, measured in such terms
as response rates to a direct mail campaign or awareness and attitudes aris-
ing from advertising, from monitoring of the overall value delivered to the
customer, which forms the next major process.

Outputs which come from the value chain activities are products and
services. An important output from the communication subprocesses is cus-
tomer information: what the customer’s problems or issues are, the particu-
lar needs arising from these, what products and services are purchased,
what complaints have been made, and so on.

Today, this ‘Deliver value’ stage involves IT at every turn – sales force
automation, call centres, the internet and the front-office CRM systems that
underpin them.

Monitor value
Monitoring the value delivered to the customer, and received from the
customer, is the purpose of ‘Monitor value’, illustrated in Figure 2.8.

There are four main areas where monitoring can occur, corresponding
to the main types of information dealt with in the planning processes of
‘Understand value’ and ‘Determine value proposition’.

First, the organization can monitor whether the value the customers
actually require corresponds to the previous analysis of customer require-
ments carried out as part of ‘Understand value’. The information for this
may be gained partly from the information gained in the ‘Deliver value’
process, or it may require special activity such as market research.

Second, the value delivered can be monitored against the value propos-
ition which was defined during the ‘Determine value proposition’ process.
As all aspects of value are as measured by the customer’s perception, this
will again involve asking the customer by some means.

Value required
(by customers)

Value received
(by us)

Value delivered How value delivered/
communicated versus
marketing strategies

•

•
•

•

Product/service versus
plan (R&D, operations)
Price versus plan
Promotions versus
plan (integrated
marketing comms plan)
Place versus plan
(distribution plan)

latest versus
expected

Plan effectiveness

 

versus
proposition

versus
obectives

Figure 2.8
Monitor value
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Table 2.3 The purpose of strategic marketing planning

The overall purpose of strategic marketing, and its principal focus, is the
identification and creation of sustainable competitive advantage.

Source: McDonald, M. Cranfield University School of Management.

The organization will also wish to monitor the value it receives against
the marketing objectives defined during ‘Determine value proposition’. This
is the area that most organizations are best at, through monthly analysis of
sales by product, channel and so on (though analysis by segment or cus-
tomer is often poorer than analysis by product, with customer profitability
or lifetime value generally difficult to obtain). But as the financial results are
a result of customer satisfaction, monitoring the value delivered to the cus-
tomer is equally important, and for many organizations one of the simplest
ways of improving performance.

Finally, the overall effectiveness of the marketing strategies by which the
value was delivered may be evaluated.

Figure 2.9 shows a consolidated summary of the marketing process.

Marketing’s role in value creation
There is, however, one final but crucial piece of the jigsaw to put in place.
Table 2.3 states clearly that marketing can and should have a central role to
play in creating sustainable competitive advantage.

High

High

Low

Low 
Risk

Re
tu

rn

Figure 2.10
Financial risk and
return
(Source: Adapted
from Srikanthan, S.
Cranfield University
School of
Management. Used
with kind
permission.)

Figure 2.10 shows a typical array from any stock exchange of the rela-
tionship between risk and return, the diagonal line being the Beta.
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As Peter Doyle (2000) has pointed out, modern finance is based on four
principles:

1 cash flow (the basis of value);
2 the true value of money;
3 the opportunity cost of capital (other investments of a similar risk);
4 the concept of net present value (the sum of the net cash flows discounted

by the opportunity cost of capital).

Also, he pointed out that whilst accountants do not measure intangible
assets the discrepancy between market and book values shows that invest-
ors do. Hence, expenditures to develop marketing assets make sense if the
sum of the discounted cash flow they generate is positive.

A little thought will indicate that every single corporate activity, whether
it be research and development, IT, purchasing or logistics, is ultimately
reflected in the relative value put on a firm’s offer by its customers. The mar-
keting function, as defined in Figure 2.1 (but particularly the strategic roles
outlined in boxes 1 and 2) is central to this, as every one of the four (or five,
six or seven Ps) can only be improved by the whole organization focusing its
attention on its customers.

High
volume

Sales revenue

Low business
risk

Low financial
risk

Positive
NPV

Sustainable
competitive
advantage

Economies
of scale

Learning
curve

High cash
flows

Gearing
Interest cover
Working capital ratio
Operational leverage

Financial

Operations Lower
costs

Differentiation

Figure 2.11
The route to
sustainable
competitive
advantage
(Source: McDonald,
M. Cranfield
University School of
Management.)

A little thought will
indicate that every
single corporate activity,
whether it be research
and development, IT,
purchasing or logistics,
is ultimately reflected in
the relative value put on
a firm’s offer by its
customers.

Any firm on the line will normally be making industry average returns
for its shareholders – in other words, making returns equal to the weighted
average cost of capital (WACC). Firms making consistent returns greater
then the WACC are creating shareholder wealth, known generally as
shareholder value added, economic value added, positive net present
value (NPV), super profits, sustainable competitive advantage and so on.
Figure 2.11 shows diagrammatically how sustainable competitive advantage
can be achieved.
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Chapter 2 review
In this chapter we looked at what marketing actually entails if it is to have a major impact
on corporate strategy development.

After briefly reviewing the definition of marketing we looked at each stage of the
process it involves.

First, we discussed the importance of defining the markets an organization was in, 
or wished to be in, and the importance of understanding the values different groups 
of customers in each of these markets were looking for, based on an analysis of their
needs. Here, we also identified the significance of establishing an organization’s 
competitiveness by segment and determining the attractiveness of segments to the
organization.

We then looked at what was involved in putting together the value propositions
designed to meet the needs of each segment, the output from which is commonly referred
to as a strategic marketing plan. A particular point we made about this stage of the process
when reviewing the definition of marketing was the necessity of reaching agreement with
all those in the organization who contribute to delivering the value propositions.

Before considering the next stage in the marketing process, delivering the value 
proposition, we gave some additional attention to promotion, a key component of deliv-
ering value (and all too often the only responsibility of marketing executives). Here, we
not only made the point that the promotional plan should be based around segments, but
that the choice of medium should also take account of the different interactions that take
place with customers. We also made a link between the choice of medium and the dis-
tribution strategy, given that distribution channels are often a medium for information
exchange.

Our review of what was included in delivering the value proposition illustrated 
that this was a role for the whole company. In addition to communicating the offer,
which we suggest should be looked at as an interaction between customers and the
organization, we also included research and development, inbound logistics, operations,
outbound logistics and services in this stage of the process. The changing nature of 
the sales process and its impact on the design of marketing communications was also
covered.

We then discussed the final stage of the marketing process in which companies monitor
the value delivered to the customer and the value received from the customer. Out of this,
we can evaluate the overall effectiveness of the marketing strategies by which the value
was delivered.

Finally, we briefly reviewed the role of marketing in value creation where we identified
that marketing had a central role to play in creating sustainable competitive advantage.

It is clear from this that the crucial stage in the marketing process is the first one, defin-
ing markets, market segmentation and understanding the needs of customers in each of
the segments. If this is not done correctly, the other stages in the marketing process will
be ineffective.
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Definition of market
segmentation
In the previous chapter we clearly positioned the segmentation process as
central to every corporate function. We then went on to describe segments
as consisting of customers1 with similar needs. Acknowledging that a mar-
ket is not homogeneous and divides into segments is, of course, recognition

Summary
Before starting any project, let alone one as strategically critical as segmentation, it is
always useful to know such things as where you are heading, what you need to get there
and what the route map looks like. The main purpose of this chapter is to provide you
with this information for your segmentation project.

At the very outset, you should know that the segmentation process in this book is pre-
sented primarily in a format designed to utilize information already held by your com-
pany. It also provides a structured approach for the collection and use of information in
segmentation research projects.

This chapter is organized as follows:

� A review of different approaches to market segmentation and why the customer’s 
perspective defines the approach that delivers the best results

� A look at the bases for international market segmentation
� A brief discussion about the objective of this book and the need to ensure that 

internal company structures relate to external market segments
� How companies vary on being customer driven and organizationally committed to

segmentation
� Considerations for effective market segmentation
� A brief review of the impact on companies of the ‘postmodern’ customer and where

the three main issues this identifies are covered in this book
� Views on who should be involved in the segmentation team
� A summary of the data required for segmentation
� The rules for segmentation
� A summary of the advantages of segmentation and the additional benefits of the

approach detailed in this book
� A summary of the two phases and seven steps in the segmentation process
� The importance of setting marketing objectives for segments and implementing

appropriate strategies
� Three short case histories illustrating the impact of market segmentation
� A review of the chapter

1We discuss the difference between ‘customers’ and ‘consumers’ in the next chapter. For the
purposes of the current discussion we will subsume those who decide which product 
or service will be bought under the title of ‘customer’, though, quite clearly, for some com-
panies they will be referred to as ‘consumers’.
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that not all customers are the same, with market segmentation being the
process of splitting customers, or potential customers, within a market into
different groups, or segments. But why have we defined segments as con-
sisting of customers with similar needs?

To answer this question, let us first consider who is the final arbiter of
whether or not a company achieves its corporate financial objectives. (In
the not-for-profit sector, ‘customer satisfaction’ is obviously a proxy for
‘financial objectives’.)

Quite simply, for the overwhelming majority of companies in the world,
especially those operating in competitive markets, the final arbiter is the
customer. In these markets the customers no longer see themselves as play-
ing ‘second fiddle’ in the marketing stakes; they are becoming more mar-
keting literate, more knowledgeable about the options that are available
and are increasingly demanding what they want, where they want it, when
they want it and how they want it. Customers choose between competing
products and services based on their assessment of superior value: in other
words, they choose the proposition that consists of the benefits they are
looking for at a price they perceive as providing superior value for money,
which, we would add, does not necessarily mean it has to be the ‘cheapest’.
The challenge for every company is to be able to deliver the winning
propositions, profitably. But first, of course, the company has to under-
stand from a customer’s perspective what these propositions need to be.

Definition:
Market segmentation is
the process of splitting
customers, or potential
customers, in a market
into different groups, or
segments.

For some companies, experiencing and then having to accede to the views of
their customers is a lesson learnt many years ago. For example, the launch in
1985 by the Coca-Cola Company of ‘New Coke’ to replace ‘Coke’ with the
claim that it was offering a better taste, is a ‘classic’ example. ‘New Coke’ did
not meet the needs of their customers, particularly the emotional tie they had
with the original brand, and the Coca-Cola Company finally bowed to cus-
tomer pressure and relaunched ‘Coke’ as ‘Coke Classic’ not long after their
attempt to replace it.2

Marketing
insight

Customers, therefore, segment themselves and what the company must
focus on and understand are the needs that customers are seeking to sat-
isfy and, in doing so, understand the motivations that drive the choices
made by customers.

Despite this fundamental truth about market segmentation, supported
by the fact that all of us, as customers ourselves, choose between compet-
ing products and services on this basis, many companies still predeter-
mine how their market divides into segments based on, for example, such
criteria as the products or services offered, or on demographics (some-
times referred to as ‘firmographics’ in business-to-business markets), and
organize their marketing effort principally around these dimensions. The
reason for this is that, whereas market segmentation seems comparatively
simple as a concept, it is viewed as extremely difficult to implement in
practice, requiring, as it does, a market-based approach.

2 ‘Coke’, ‘New Coke’ and ‘Coke Classic’ are all registered trade marks of the Coca-Cola
Company.
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The following is a brief review of the ‘predetermined’ approaches fre-
quently used in market segmentation. In this review we also highlight the
part that they can play in a market-based approach to segmentation.

Products and The problem with segmenting markets according only to
services the products or services offered, or the technology type, 

is that in most markets, many different types of customers 
buy or use the same products or services. For example, if a
mail company organizes itself around express packages, or
around mail sorting, it is unlikely that the company will
ever get to understand fully the real and different needs 
of, say, universities, banks, advertising companies, direct
mail houses, manufacturing companies, retailers and so on.

However, by understanding which particular features
of the product or service appeal to different customers,
along with features associated with all the other aspects of
a purchase, such as the channel, we have a route for under-
standing the motivations behind the choices that are made.
This is because it is through these features that customers
seek to attain the benefits they are looking for. Once this 
is understood, the needs-based propositions required for
different segments can be developed.

Demographics Variables such as sex, age, lifestyle and so on, when used to
define segments, are by implication claiming, for example,
that every 30–35-year-old will respond to the same pro-
position. Just reflect for a moment on the students in your
year at school; would you expect them all to be wearing
the same clothes, taking the same types of holidays, pur-
suing the same interests and driving the same cars? When
someone wakes up on their birthday, do they become a
stereotype associated with that age? For administrative
convenience we would like the answer to be ‘yes’, but the
answer is ‘no’.

In business-to-business markets, customers are frequently
segmented around business classification lines, which
implies that all the companies in a particular sector, such
as financial services, have exactly the same requirements
and will respond to a single proposition. This approach
could well be ignoring one or more of the following:

� different divisions and departments existing behind the
business descriptor may have different applications 
for the product or service you supply. For example,
would the mail company mentioned earlier find that the
advertising and promotions department has the same
requirements and specifications for mail services as the
sales ledger department?

� the requirements of, say, advertising and promotions
departments may well be the same regardless of busi-
ness type;
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� even within a single division of a company, there may well
be different applications for the product or service you
supply which, in turn, may have different specifications
attached to them;

� segmentation along business classification lines assumes
all the companies within the classification employ identical
people with identical values. Businesses, of course, don’t
buy anything; it’s their employees you have to sell to!

Although demographics on their own cannot define a seg-
ment because they do not define the proposition a segment
requires, they have an important role to play in a segmentation
project. This background information about customers can be
used to identify the particular profiling characteristics associ-
ated with the customers found in each segment. In other words,
demographics helps identify who is found in each segment
which, in turn, will help you determine how to reach them.

Geography Rather like demographics, segments based on geographic
areas, however tightly defined, assume that everyone in a
predetermined area can be expected to react to a particular
offer in exactly the same way. Even at the postcode level this
does not appear to work; simply look along your own street.
Has everyone got the same furniture, do they buy from the
same shops, eat the same food?

Once again, however, although geographic areas on their
own cannot define the propositions required by segments
and, therefore, cannot define segments, they, too, have a use-
ful role to play in a segmentation project. This particular type
of background information about customers can be used to
identify the most likely locations the customers in each of the
segments may be found and, therefore, further help you
determine how to reach them.

A further consideration with respect to ‘geography’ is its
use in international market segmentation. We look at this
topic in the next section.

Channel Routes to market are becoming more sophisticated and com-
plex, a topic we look at in a later chapter in this book, and are
also becoming an increasingly important component of many
winning customer propositions. Channels in themselves, how-
ever, do not define segments as they are simply the means by
which customers and companies connect with each other. It is
only when you understand the motives behind the channel
choices made by customers that the channel component of a
needs-based proposition can be developed.

However, even if channel does not feature as a key compon-
ent of a winning proposition, it is, along with demographics
and geography, background information about customers
that should be tracked during a segmentation project. It could
well be that some segments can be associated with particular
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routes to market, therefore it is the channel(s) they use
that provides the means for reaching them with their spe-
cific proposition.

Psychographics Here we have another customer insight that can contribute
to a segmentation project but, on its own, cannot define the
entirety of a winning customer proposition. However, by
identifying internal drivers of customer behaviour that can
be associated with specific segments, psychographics can
help define the most appropriate promotional stance to
take. This not only provides the means of catching the
attention of target groups in an ever cluttered world of
communication, it can also provide the means by which
you isolate and reach particular segments.

What we conclude from this discussion is that, while each of the above
approaches to forming customer segments may be administratively con-
venient, they do not on their own define segments but provide insights
that are contributors to a successful segmentation project.

We can therefore extend the definition of market segmentation so that it
captures both its focus and its purpose; market segmentation, therefore, is
the process of splitting customers, or potential customers, within a market
into different groups, or segments, within which customers share a simi-
lar level of interest in the same, or comparable, set of needs satisfied by a
distinct marketing proposition.

Customers segment themselves, they do not slot themselves into predeter-
mined categories, and the propositions that appeal to them are those that
satisfy their needs by delivering the benefits they are looking for at a price
they perceive as providing superior value for money.

Marketing
insight

Extended definition:
Market segmentation is
the process of splitting
customers, or potential
customers, in a market

into different groups, or
segments, within which

customers share a similar
level of interest in the

same, or comparable, set
of needs satisfied by a

distinct marketing
proposition.

For companies fully to realize the opportunities available to them in their
markets, segmentation projects should focus on customers and their needs.

Marketing
insight

International market
segmentation
Segmentation models in international marketing tend to consist of geo-
graphical groups, such as Western Europe, Eastern Europe, North America,
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ASEAN, Australasia and so on. Unfortunately, however, such groupings are
of very limited value as actionable marketing propositions, since they bear
little relationship to actual consumption or usage patterns.

Segmentation models based on geographical groups bear little resemblance
to actual international markets.

Marketing
insight

Taking Europe as an example, there are typically three discrete group-
ings: European Union (EU); European Free Trade Association (EFTA); and
Eastern Europe. Within Eastern Europe, however, there are at least three
subgroups: the ‘strong’ group (the former Czechoslovakia and Hungary);
the ‘middle’ group (Poland, Bulgaria, Romania and the former Yugoslavia);
and the ‘poor’ group (the former Soviet republics). Even within Western
Europe, there are significant differences arising from natural phenomena.
For example, Scandinavia has short summers and long winters; Greece,
Portugal, Italy and Spain have long summers and short winters; the
Netherlands has low plains; and Switzerland has mountains.

Again, the per capita gross domestic product of Switzerland is seven
times that of Portugal and, at the same time, there are significant commu-
nication and distribution differences. As examples: there is virtually no
domestic television in Norway, whereas in Italy television has very high
levels of penetration; retail channel concentration is very dense in
Northern Europe, whereas there is a preponderance of small, independent
outlets in Southern Europe; there are also significant cultural and linguis-
tic differences, and so on. If, therefore, geography is to be relevant, it is
more sensible to think in terms of: the Anglo Saxon North; the Latin South;
North-east France, Benelux and North-west Germany; and so on. Even
this, however, is simplistic, in the sense that there are basically three 
kinds of ‘products’ which have to be considered when looking at such 
segmentations.

1 Truly global products
These are either products or services that are inherently global, such 
as international services, world-standard industrial products, high-
technology products and so on, or they are fashion or national products
that have become global, such as Chivas Regal, Coca-Cola, Rolls-Royce,
McDonald’s and Dunhill,3 and so on. These have become global because
their national appeal is replicated in other countries, though this has not
precluded the need for some local variations.

2 National products
These typically exist where the market thrives on supplier responsive-
ness, client relationships and national preferences, and where global
efficiencies are less critical.

3 ‘Chivas Regal’, ‘Rolls-Royce’, ‘McDonald’s and ‘Dunhill’ are all registered trade marks of
their respective organizations.
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3 Hybrid products
Here, adaptation across countries is possible and this requires a rethinking
of simple geographical segmentation bases to ones based on customer
groups with similar needs across national boundaries. In advertising,
for example, J. Walter Thompson discovered:

� Three broad breakfast types across Europe.
� A fashion lager segment across Europe.
� Commonalities in computer software applications across Europe.

There are, as a result, significant legal, regulatory, linguistic, communica-
tion media and distribution channel differences across Western Europe
and even throughout the world. There are, consequently, few truly global
products and many traditional habits that remain deep-rooted, militating
against international segmentation. On the other hand (and this applies
particularly to Western Europe), there are a number of growing trends that
suggest that the need for international market segmentation will become
increasingly important. These include:

� The desire for monetary union, social affairs union, foreign affairs
union and defence policy union.

� Increasing product and technical standardization.
� Deregulation of transportation, telecommunications, pharmaceuticals

and others.
� Attitude convergence relating to areas such as work, individuality,

materialism and the environment.
� Pan-European buying.
� International mergers, acquisitions and joint ventures.
� Increased international travel, education, media exposure, fashion, and

so on.

The bases for international market segmentation are, therefore, likely to 
be specific groupings of countries such as the new ‘Euro Regions’ outlined
earlier, or customer groups across selected countries.

Thereafter, the normal rules of market segmentation apply.

Objective of this book
The objective of this book is to provide a logical process by which man-
agers can explore whether there is any potential for new business oppor-
tunities as a result of re-examining the way in which they define their
market segments. It then moves on to identifying the appropriate object-
ives and strategies for these segments and how segmentation fits into the
marketing plan.

Segmentation is a creative and iterative process, the purpose of which is
to satisfy customer needs more closely and, in doing so, deliver sustain-
able competitive advantage for the company. It is defined by the customers’
needs, not the company’s, and should be revisited periodically.
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The process is as applicable to business-to-business markets as it is to
business-to-consumer markets. Both these markets consist of customers
looking for the proposition that best meets their needs at a price they per-
ceive as providing superior value for money. The process is designed to
uncover exactly what these needs are and, therefore, what value propos-
ition each segment is looking for.

The process of segmentation also helps identify new opportunities, for
products, services and markets.

The importance of segmentation to any business should not be under-
estimated: market segmentation is the basic building block for effective
marketing planning, as discussed in the previous chapter and illustrated
in Figure 3.1, and should reflect a market/customer orientation rather
than a product or service orientation.

Sales and
marketing

programme

Marketing plan

Competitor
audit

Internal
audit

External
audit

Market framework
(segmentation)

Figure 3.1
The building blocks
of effective
marketing planning

Most organizations will need to use more than one level of segmenta-
tion criteria to identify the customer types and to categorize their specific
needs. Organizations are also likely to find that the process of segmenta-
tion has to be carried out at more than one stage in the overall distribution
and value-added chain, different stages having distinct customer types
with their own specific needs. (The distribution and value-added chain is
looked at in Chapter 5.)

Market segments offering the greatest opportunities will be those that
are growing and profitable, in which companies can effectively meet their
customers’ needs of today, or for which companies can develop their
products or services to meet the needs of tomorrow.

Following the selection of market segments to be targeted, companies
can then develop focused marketing strategies. This planned approach to
meeting the needs of customers helps companies to be proactive instead
of reactive, enabling them to take advantage of market opportunities and
gain competitive advantage.
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It should be noted, however, that, whilst the segmentation process itself
is externally focused in its consideration of the market ‘out there’, comp-
anies looking to ‘meet their customers’ needs effectively’, should also con-
sider how the company’s own departmental structure and staff relate to
the chosen target segments. For example, when a customer from a particu-
lar segment contacts your company in the course of doing business with
you, it could well negate the company’s segmented approach in its exter-
nal marketing activity if, in dealing with this customer’s requirements, the
applicable internal department subsumes the customer under one, all-
embracing procedure, and fails to match up to the external activity.

No computer program, let alone a book, however advanced, could ever
cover all possible market segmentation outcomes. This particular book
does not claim to provide the definitive answer to any organization’s seg-
mentation problems. What it will do is provide a logical process for you to
follow. Above all else, however, it requires you to be creative and flexible
in your thinking and asks you not to be hidebound by your current mar-
ket segmentation definitions.

Segmentation archetypes
in companies
The ‘internal’ (company) and ‘external’ (market) matching required for
effective segmentation provides a convenient framework for looking at
how companies currently define and segment their markets.

Piercy and Morgan (1993) provide a conceptual framework for viewing
market segmentation which acknowledges the distinction between ‘explicit’
and ‘implicit’ aspects of the market. An ‘explicit’ perspective refers to the
view that markets are ‘out there’ and are essentially groups of customers.
The ‘implicit’ perspective relates to the role of a company’s perceptions, 
culture, processes and structure in determining the company’s view of the
market.

By assessing a number of companies on the basis of their framework, a
series of archetypes which represent differing approaches and emphases
in segmenting the marketplace have been developed by Jenkins and
McDonald (1997). These archetypes help demonstrate how companies
actually relate to their target markets and the potential implications of
these differing positions.

Company archetypes
In order to develop a clearer picture as to how different approaches to
explicit and implicit segmentation may appear in companies, four case
studies are described.

Case 1 – The international airline
Many of the major international airlines of today have, on the whole, trad-
itionally segmented their global market on the basis of geographic territories.
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Before the development of products and brands in British Airways, the
airline’s marketing was driven by powerful territorial line managers with
revenue responsibility for specific routes and the geographic areas served
by these routes. The only exception was the country manager for the UK
who, primarily because of the size of revenue generated in the UK, operated
autonomously and was equivalent in status to a ‘route general manager’.

Although its markets were discussed in terms of ‘business’, ‘leisure’ and
‘visiting friends and relatives’ (VFR), even, at times, having campaigns
focused into these travel sectors, marketing expenditure budgets were set
by territory and were often judged in terms of the revenue generated by
that territory. The route general managers, however, were judged both by
territory and by route, with route revenue coming from all over the world.
A prime function for the routes, therefore, was the allocation of seats and
cargo space to the different territorial markets around the world. Obtaining
such capacity, however, was particularly difficult on services operated by a
route division other than the one in which a territory was located.

With an aircraft fleet and crew traversing all geographic boundaries,
product design was primarily a corporate task and was kept fairly simple
by looking at the world in terms of different classes of travel, such as first
and economy. Schedules were rarely designed around customer require-
ments and were governed by:

� the drive to keep aircraft in the air for as much time as possible, as this
was when they were earning revenue;

� night time restrictions at airports;
� agreements between governments and airlines themselves.

Tweaking the in-flight offer was, however, available to the route offices.
They could request menus to suit the palates of the geographical areas
through which the aircraft flew, and they could employ extra cabin crew
members from their overseas territories to bring a ‘local flavour’ to their
services for the indigenous traveller. Essentially, however, the company
was sales orientated, the emphases being to fill capacity and thereby
requiring seats to be sold. Customers were those who happened to sit in
the seats. There was no strategic perspective as to how particular groups
of customers should be managed.

Case 2 – The chemical company
In 1924, Brunner Mond and Company began to manufacture nitrogen fer-
tilizer from ammonia at a site in Billingham on the north bank of the River
Tees. Nitrogen, however, is not the only element likely to be depleted in
the soil on commercial farms and by 1930 the company was producing
‘complete’ fertilizers containing nitrogen and two further important soil
nutrients, phosphate and potash, in compound form. This extension of the
product range suited the company, as it meant its nitrogen was being used
in a greater number of products.

Usage of fertilizers tends to fall into three distinct product groups; nitro-
gen on its own; nitrogen with phosphate and potash; and a third group
consisting of just phosphate and potash. To ensure the company had a
complete range, the third group of products, those containing just phos-
phate and potash, were also sold, primarily because it was believed that
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offering the full range pulled through sales of the separate product lines
(later proved to be largely a myth). The principal focus of the business,
however, was around the ammonia production technology. This was the
most complex chemical process for the fertilizer business, and the com-
pany’s greatest margins came from products containing the most nitro-
gen. The production of compounds was fairly simple in comparison (once
the nitrogen had been produced) and was carried out in a separate plant
on the site.

Given the origin of the business, the source of its margins and distinct
manufacturing plants, it could only appear logical to structure the man-
agement of the business and its information flows around the three prod-
uct lines. This is exactly what happened and the three product lines were
represented in the marketing function by product managers. The product
management teams not only liaised with the manufacturing plant on
product specifications and production volumes, they also drove the pro-
motional campaigns of the business and set the sales targets, though only
for their products. This was perfectly acceptable, of course, because the
market, on the whole, bought these three product types largely at different
times of the year.

It was readily accepted in the company that, broadly speaking, the mar-
ket was split between fertilizers for growing grass and fertilizers for the
growing of arable crops. There were even products specifically manufac-
tured for each of these two sectors, distinct services offered to each of them,
and dedicated specialist advisers based at headquarters. Despite this, the
thrust of the business was based around product lines, each of which even-
tually fell under the control of its own business team. Lying over this split
was the sales force, divided, for management purposes, into geographical
territories. Their sales targets were, as already mentioned, presented to
them along product lines, and any sales support literature was similarly
divided, as all the budgets were allocated along product lines.

Case 3 – The bank
Some years ago, the senior customer services representative of one of the
UK’s largest banks was being interviewed on the radio. The main area of
discussion centred around opening times (usually 10.00 a.m. to 3.30 p.m. at
that time) and the limited number of cashiers (tellers) on duty during the
peak, lunchtime period. The reason given for the opening times was that
the public forgot that the transactions which the bank undertook on their
behalf took time, and if they were open to their customers from 9.00 a.m. to
5.30 p.m. during the week, never mind at weekends, the staff at the bank
would probably need to work from 8.00 a.m. to 7.00 p.m. The bank’s pub-
lic hours were the most it could offer when its staff worked from 9.00 a.m.
to 5.30 p.m., which seemed fair, of course, because these were the hours
worked by most of their customers! With regard to the lunchtime queues,
the reasons for these were equally straightforward and reasonable: the
bank’s cashiers also had to have lunch breaks.

These issues, rather than humbling the customer into acceptance, fuelled
the growth of the building societies. Marketing arrived in the financial
world in a big way during the 1980s and attractive salaries and extra
financial benefits tempted some of the best. They had found a gold mine
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waiting to be developed. Unlike many businesses, banks clearly know
who their customers are. The switching costs for these customers are high
when compared to other industries. This means the banks have tradition-
ally enjoyed a high level of customer retention. Here, therefore, was a
great opportunity for developing financial products and selling the var-
iety of services available from the bank into a known customer base. Here,
also, was the opportunity to develop products suited to the different
stages of life and put them in front of the customer progressively as they
travelled along life’s highway.

The large, in-house databases could also be profiled by matching them
up against externally held databases containing psychographic informa-
tion. This would help in the better targeting of new product offers into the
banks’ own customer bases, and enable the banks to specify target cus-
tomer profiles from externally held lists when prospecting for new cus-
tomers. Inevitably complex segmentation structures were devised and
numerous new products developed, and the banks became portrayed
more as centres for financial services.

However, the purpose of these segments was to find ways of selling
internally or competitively-defined products, these segments being vari-
able according to the different projects for which they were devised. The
majority of banks still opened at the times the customers were in work and
the cashiers still went to lunch during the peak period. If anyone wanted
to talk about any of the new services, the unmanned enquiry desk always
had a welcome for them, once someone had responded to the bell!

Case 4 – The retailing group
There is a very large retailing group in the UK which became a prime
example of an organization that structured itself around its chosen segments.

The different high street brands of the group were targeted into specific
segments and were not just fronts. Behind each lay a complete infrastruc-
ture with its own marketing group, buyers, financial controllers, adminis-
tration and so on, all focused into the survival of the brand in its segment.
Some brands eventually tired, but that was due, in part, to ‘time out’ being
called on the segment. At the same time, however, the company intro-
duced new brands to exploit the opportunities available in newly emer-
ging segments.

Case study conclusion
These cases are presented as illustrations of the potential alignment of the
organization to market segments. In the international airline, segmenta-
tion is driven by internal structures and processes. The power of the terri-
tory manager defines the way the organization aligns itself to the market.
This perspective does not begin with the customer, but with the structure
of the sales organization. This view of the market is also limited to particu-
lar functions and activities within the organization and does not appear to
operate across functions or at a strategic level.

In contrast, the chemical company represents an organization whose
entire structure and mode of operation represents a particular view of the
market. This view is clearly process-led or product-led and is not a customer
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driven view of the market place. Unlike the international airline, it is a
view which is embedded throughout the organization.

The bank presents a different type of situation. Here, the organization
has a customer-based approach as to how it segments the marketplace.
This view, however, is restricted to the functional marketing activities of
the organization. It does not permeate the way in which the organization,
as a whole, sees the external world and does not appear to influence many
of the processes and procedures which do impact on the customer.

The retailing group provides an organizational view which is centred
on customer groups. This form of segmentation is deeply embedded in the
operations and perspective of the employees as it forms the basis for the
organizational structure.

All of the above examples reflect different approaches as to how an
organization may align itself to the segments within the marketplace and
it appears that there are two principal dimensions which differentiate
between these examples:

1 customer driven;
2 organizational integration.

1 Customer driven
The examples of the bank and the retailing group are both approaches
which are clearly centred on the customer. In these situations, a market
and its segments are customer groups as defined by, amongst others,
Kotler (1991). In the case of the bank, the customer focus is limited to
particular initiatives which are task-specific and function-specific. In
the case of the retailing group, customer focus permeates and defines
the separate business units. In contrast, the approach taken by the inter-
national airline and the chemical company is not centred on the cus-
tomer. This is not to imply that at some point they were not customer
driven. The issue is that these approaches for defining and segmenting
the market no longer begin with the customer. They have become intern-
alized and are thereby driven by internal factors such as sales force ter-
ritories, budgets and organizational structures. These are implicit views
of the marketplace which have become part of the organization’s cul-
ture and perspective on its environment.

2 Organizational integration
The international airline and the bank both exhibit low levels of organ-
izational integration. The way in which the market is segmented is the
domain of particular groups, or functions within the organization. In
these situations, segmentation is very much an operational, as opposed
to a strategic, process. It is concerned with a particular media campaign
or for establishing particular sales objectives. Outside these particular
groups, these segments are not understood or recognized. In contrast,
the chemical company and the retailing group both illustrate a high
level of organizational integration. In these situations, segmentation is
not just a way of targeting potential customers, but an intrinsic part of
the structure and culture of the organization. All parts of the organiza-
tion recognize that the market is segmented in this particular way, these
segments providing a strategic basis for how the organization under-
stands its interaction with the business environment.

Chap-03.qxd  8/17/04  4:07 PM  Page 45



46 Market Segmentation

Classifying market segmentation in 
organizations
These two dimensions for considering the organizational aspects of seg-
mentation, customer driven and organizational integration, can be incor-
porated into a matrix as shown in Figure 3.2.
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companies
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research agendas’.
European Journal of
Marketing, Vol. 31,
No. 1, 17–32.)

1 Sales-based segmentation
The first cell (bottom right), sales-based segmentation, describes an 
organizational archetype where the market is segmented on the basis of
how the sales function is organized, which does not necessarily reflect
clusters of particular customer characteristics or needs. In addition, these
approaches are relatively superficial, and they are not embedded in the
way the organization, as a whole, is structured, or the way it operates.
This archetype represents segmentation which is driven by, and is largely
exclusive to, the sales operations of an organization. The international air-
line is an example of this particular archetype. Here, the approach to seg-
mentation operates at a territory level where some adjustment of the offer
is permitted (use of local menus and cabin staff). However, this view of
the market is not embedded in the way the organization as a whole is
driven. The organizational priorities are represented by the need to max-
imize the capacity of the fleet of aircraft and the fact that this capacity
resource is allocated through the management of routes rather than par-
ticular territories. The international airline, therefore, provides an exam-
ple of an approach to segmentation which is internally (sales territories),
as opposed to being externally (customer) driven and which does not
reflect the priorities and focus of the organization as a whole.

2 Structural segmentation
The second cell, structural segmentation, represents a further archetype
where there is little emphasis on segments as groups of customers.
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Segments are defined by how the organization is structured. However, in
contrast to the sales-based archetype, this approach to the market is deeply
embedded in the organization as a whole. The chemical company is an
example of this situation. The organization described in this case uses
product management teams, who are responsible for marketing activity
at both the strategic and operational levels. These groups are also work-
ing with sales territories which are allocated on a geographical basis. At
this level, therefore, the segmentation is not explicitly customer driven,
although the sales territories may reflect differing patterns of agriculture,
and the differing product types may be applied at different times of the
year. However, the product divisions which are fronted by the product
management teams are embedded in the structure and nature of the
organization. The requirements of a complex and capital-intensive process
(producing ammonium nitrate) have meant that the product divisions
which represent different aspects of this process are highly integrated into
the fabric of the organization. This cell, therefore, presents an approach
which is both production and sales driven and which is embedded in all
the structures and processes of the organization.

3 Bolt-on segmentation
The third cell, bolt-on segmentation, presents an archetype where a high
level of customer focus is brought into the defining of market segments.
In this case, the organization applies customer data which are often
available within the organization, such as location, purchase patterns
and product preference. These data are combined with external classifi-
cation systems which align the customer base to particular socio-
economic profiles. In contrast to the previous archetypes, this segmen-
tation approach is driven by the information held on the customer base
as opposed to the structure of sales operations. However, this archetype
is close to sales-based segmentation, as it is limited to a number of func-
tional areas within the organization and is not integrated into the organ-
ization as a whole. In this case, the purpose of the segmentation exercise
is to assist in selling existing products and targeting promotional cam-
paigns, which are essentially operational, as opposed to strategic issues.
In this archetype the segmentation framework does not guide new
product development, nor does it affect the core processes and power
base of business. The bank is presented as an example of this particular
archetype. In this example, a high level of customer information already
exists within the business. In many situations this is applied simply to
target mail shots or other promotions, aimed at selling existing prod-
ucts. These segments do not provide a focus for redefining the business
processes, a basis for new service concepts or the removal of existing
products. A customer focus exists, but this does not permeate the whole
operation of the business, as it is not considered at a strategic level.

4 Effective segmentation
The fourth cell, effective segmentation, combines both a customer focus
and a high level of organizational integration. In this cell, the organiza-
tion is able to apply customer-based data in order to develop a set of
defined segments. In contrast to the bolt-on segmentation approach, the
organization has integrated these segments across the key functional
activities. They provide a basis not only for the promotional activity, 
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but also for strategic decision-making and internal marketing; in the
case of the latter, this clarity of particular market segments provides a
powerful basis for bringing the customer into the organization: see
Levitt (1960). They also provide a focus for the entire processes and
operations of the organization on these market segments. The large
retailing group is suggested as an example for this cell. This group has
a set of retailing concepts which are driven by clearly defined market
segments. These segments have been defined around customer groups,
but are also deeply embedded in the organization through their own
operations and processes, which are tailored to the needs of their
respective segments. In this case, all those in the organization can pic-
ture the target segment and have a basic appreciation of how the seg-
ment can be served most effectively.

Classification conclusion
The four case studies indicate that it must surely be better to be more cus-
tomer focused and organizationally committed to a particular form of seg-
mentation. The international airline concerned made massive losses for a
sustained period and only survived through this period because of its
state-owned status. The chemical company experienced enormous losses
during the 1980s and only escaped closure by the narrowest of margins.
Likewise, banks made substantial losses. The aim of this framework is,
therefore, to provide a basis for beginning to assess segmentation, not only
as an external clustering of customers, but also in terms of the strategic
and internal implications for an organization.

Effective market
segmentation
There are a number of factors to be considered before proceeding to spe-
cify the step-by-step process for effective market segmentation.

1 Proposition flexibility
This is the degree to which a proposition can be tailored to the needs of
different groups of customers. It can range from a fixed product offering
to one in which the offer is almost completely specific to an individual
customer. The first category could be pharmaceuticals. An example of
the second could be consultancy. Another consideration is the degree of
resource flexibility of the organization. For example, organizations with
large fixed/capital assets are limited in the degree to which they can be
adjusted around customer needs. By contrast, an organization mainly
dependent on human resources could be almost infinitely flexible.

2 Market granularity
Market granularity is the degree to which customer needs and motivations
differ within a defined market. It can range from near homogeneous, in
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which all customers share very similar needs and motivations, to het-
erogeneous, when the opposite applies. Basic commodities may be in the
first category, whilst technically complex product/service amalgams
may be in the second. Customer heterogeneity can range from very low
to very high.

Figure 3.3 below shows the area of potential for market segmentation.

One-to-one
marketing

Mass
market

Increasing
offer

flexibility

Increasing market granularity

Zone of
market

segmentation

Figure 3.3
Area of potential
for market
segmentation

Thus, it can be seen that market segmentation applies to most situations
and there will be few exceptions when it is not central to commercial
success. Indeed, even at the extremities, effective market segmentation
can often make the difference between success and failure.

This raises the question of the number of segments that an organiza-
tion can deal with effectively, which could be between five and ten if all
the segments in a market are to be targeted (most markets tend to divide
into between five and ten segments). Depending on data available,
organizations may then be able to personalize approaches to customers
in their selected segments on a ‘one-to-one’ basis, but this is usually
only possible if the strategy for the segment to which they belong is
effective.

3 Organizational considerations
The most important point about organizational structure is that there
are a number of issues that all firms have to address. These are:

� geographic location;
� functions (such as finance, research and development, marketing and

so on);
� products;
� markets;
� channels.

Of these, increasing competition has forced organizations to agree that
the two main issues are products and markets, which is why many organ-
izations have ‘product/technology managers’ and/or ‘market managers’.
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A product manager orientated system will ensure strong technical com-
petence, but can easily lead to superficial market knowledge, whereas a
market manager orientated system can lead to poor overall product
development.

Consider, for example, Northern Sealants, who manufacture a broad
range of adhesives that fall into two broad categories: seals and sealants.
They supply these products to a large number of markets internationally,
with the main users coming from: gas, oil and petrochemical refineries;
automotive; electrical; and original equipment manufacturers (OEM).

Their organizational structure is as shown in Figure 3.4.

S

S

S

S

Marketing
director

Selling Advertising,
etc.

Marketing
intelligence

Seals

Sealants

Gas, etc.

Automotive

Market
management

Product
management

Electrical

OEM

Objectives/planning OperationsInput

Figure 3.4
Organizational
structure of
Northern Sealants

It can be seen that Northern Sealants have both a product management
and market management structure. Market segmentation is clearly the
role of the market managers and close liaison between the two functions is
crucial. However, it is becoming increasingly clear that in the new climate
of customer power that the major authority has to be vested in market
managers. In the case of Northern Sealants, the market management struc-
ture was repeated in major geographic territories, which took account of
differences in local conditions, such as routes to market.

In this case, segmentation, as described in this book, took place at the
‘gas’, ‘automotive’, ‘electrical’ and ‘OEM’ levels, as each of these sectors
was sufficiently different to justify separate approaches. It was also pos-
sible in this instance to have an in-depth knowledge of and an interna-
tional focus on these vertical markets, rather than allowing territory
‘barons’ to dictate the product/market mix.
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There is a more detailed discussion of this topic in Chapter 14. For now, all
that is necessary to appreciate is that all organizations have to have an
organizational structure for the purpose of management and control. It is
obvious that segmentation should take place as near to the final customer
as possible, but segmentation will also take place at other points, as neces-
sary, in organizations with complex routes to market (see Chapter 5).

The point to be made here is that the process detailed in this book is uni-
versally applicable, so readers should concentrate on the process rather
than worrying about organizational considerations.

From the case studies discussed in the previous section, it can be seen
that for three of them the organizational structures took precedence over
market considerations with disastrous consequences and whilst it is not
always possible to organize internationally around segments as opposed
to markets or products, it should nonetheless be segments that are the ultim-
ate drivers of corporate strategy.

The ‘postmodern’ customer
A great deal of discussion at the time of writing is about the impact on com-
panies of what is being referred to as the ‘postmodern’ customer or, put
more simply, the ‘new’ customer. This debate has been generated largely
because of the rapid developments in IT and communications, with such
prospects as the kitchen oven communicating with a potato on how long it
should be cooked, and the realization that previously convenient classifica-
tions of ‘markets’ no longer appear to work.

Putting the potato and oven to one side for the moment, the observation
with respect to ‘markets’ is that individual customers appear to differ in the
propositions they are looking for within what were once seen as single mar-
kets. For example, when buying a bottle of wine, the wine bought when an
individual has been invited round to dinner with friends can be different
from the wine bought when the same individual is looking for a drink to
take home for a quiet night in, even when both types of wine are available
at both purchasing opportunities. As another example, when an individual
is looking for a savings plan, their requirements are often different from
those when they are looking for car insurance, though both are financial
services products and may even be bought from the same company. And, as
a final example, the individual who on Tuesday travels business class when
flying to a meeting in Europe, is found in the economy section when flying
on a family holiday the following Saturday.

All this, of course, requires there to be a correct definition of ‘market’, an
issue we first raised in the original edition of this book in 1995, extended
to a number of pages in the second edition in 1998 and, as you will shortly
see, now occupies a full chapter on its own and forms the first step in the
segmentation process. We will, therefore, leave further discussion on this
aspect of the postmodern customer to the next chapter.

The main outcome of the debate about the postmodern customer is that
the implication for business is that they must now drive their internal
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processes from the demand side of the business equation rather than purely
from the supply side. In other words, drive these processes from an under-
standing of the needs of customers in terms of the product or service they
require, its price, how it is promoted and from where it can be acquired. At
the same time, the business has to ensure that they can supply these cus-
tomers with what they need at a price the customer is willing to pay, and do
all of this profitably. Understanding the demand side of the business equa-
tion has always been at the heart of our segmentation process and is com-
prehensively covered in this book.

Regarding the impact of IT, in particular the impact of the internet, what
this has achieved for customers is a breaking down of the physical barriers
to a more ‘perfect’ market, thereby enabling customers to find out about and
source more of the various alternative offers available. It has also intro-
duced an additional delivery channel for non-physical products such as
those found in financial services, along with music and videos; provided an
additional medium for promotional messages; and presented an additional
route to market. With respect to the latter, this additional route to market
presented by the internet can, in many respects, be regarded as an evolution
in direct marketing. Not only has it improved the efficiency of direct mar-
keting, it has also introduced new dimensions to this method of doing busi-
ness. From the customer’s perspective, it has, for example, put them in
control of the sales process and removed the challenge of fighting off unwel-
come sales pitches from the telesales operatives. In doing so, it has attracted
new customers to direct marketing. We look at the impact of the internet on
channels in Chapter 12.

Segmentation team
Before embarking on a segmentation project, a key question to answer
concerns who should be involved in the segmentation team.

Whilst it is not unusual for short-term sales and profit pressures to pre-
vent the allocation of time and resources to carry out market segmenta-
tion, it should be the primary responsibility of the general manager to
ensure that it is done.

Ideally, a mixed team of representatives from the main functions of the
company is required, because segmentation is central to corporate strategy
and affects all areas of the business, and because each function has different
contributions to make to the process. Within the team, a core group consist-
ing of two to three individuals should be established. The function of this
core group is to carry out all the detailed work required in the segmentation
process, the core group reporting back to the full team for consultation,
comment and guidance.

Team members from the functional disciplines should have had cus-
tomer contact and have a good knowledge of the products, markets, cus-
tomers and the company.

In some circumstances, there should also be an outsider, who is not
involved in the industry, but has experience in market segmentation, to act
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as a facilitator for the process and to offer an objective and alternative view-
point to the discussion. Segmentation, however, is not a project to be con-
tracted out to an external consultancy from whom you eventually receive a
report and presentation. Complete ownership of the project and its conclu-
sions is essential if the company intends to commit itself to implementing
the findings.

Segmentation can be carried out at all levels of the organization.
Strategically, there needs to be a corporate segmentation which will fit
within, or help companies develop their mission statement. At lower levels
within the organization, there will be segmentation within the strategic
business units (SBUs), and, finally, segmentation at a lower level, such as at
customer group, product, or at geographic level. This book principally con-
cerns segmentation at SBU and lower levels.

Segmentation is also a subject that should be periodically revisited, as
markets are dynamic, segments can alter over time and changes in the
macro-economy and the markets can alter the attractiveness of different
market segments, especially in fast-changing markets. Also, there are bene-
fits in being creative and innovative and developing new alternative
approaches in order to gain and then sustain a competitive advantage.

As your selected team progresses through the process, you will need to
answer the following questions:

� How should you segment the market?
� How detailed should your segmentation be?
� How do you define segments in the best possible way?
� Which segments offer the greatest opportunities?

Data for segmentation
The process in this book is primarily presented in a format designed to uti-
lize data already held by your company, and segmentation, when carried
out thoroughly, often requires a broad range of data. The segmentation
team will therefore require access to sales and financial data and market
research findings in order to provide extra information to help the deci-
sion-making process. Inevitably, the quality of the input will have a large
impact on the quality of the output.

The data required for segmentation can be summarized as follows:

� the customers’ underlying intentions for entering the market;
� an understanding of how the market works;
� the size of the market and how this divides between the competing

products and services (approximations at least);
� characteristics that can be used to identify the different customers

found within the market (customer profiling);
� the key product and service requirements, and key channel, frequency

and method of purchase requirements, from the customer’s point of
view;

The process in this book
is primarily presented in

a format designed to
utilize data already held

by your company.
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� the benefits delivered by these requirements, also from the customer’s
point of view;

� the relative importance of these benefits to the different customers
found within the market.

As you progress through the various steps in the process you may identify
information shortfalls which you will need to address. In many instances,
the most appropriate method of addressing these shortfalls will be 
by commissioning market research. Guidelines on how to incorporate
market research findings can be found in the text. The segmentation
process in this book also provides a structured approach for the collection
and use of information in segmentation research projects.

Definition:
Market research is
concerned specifically
with research about
markets and involves the
collection, organization,
analysis and
dissemination of facts
and opinions from
existing or potential
customers about
themselves and about
organizations and/or
their products and
services. (Marketing
research is concerned
with research about
marketing processes.)

Standard segmentation schemes available from external agencies rarely 
provide the insights required by individual companies to achieve significant
competitive advantage. Even if you gain advantage from them today, your
competitors can buy them tomorrow and rapidly catch up with you.

Marketing
insight

A particularly useful exercise at the end of the project is to consider what
changes are required to the current information systems in your company
to support segmentation.

It is because of the data required for segmentation that the larger, 
in-company projects benefit from the support of specifically designed 
PC-based software packages, as briefly mentioned in the Preface. These
packages will certainly be required for analysing the quantitative stage 
of a segmentation research project. Having such a resource enables the
segmentation team to concentrate on the marketing issues they are
addressing.

Rules for segmentation
The criteria used for segmentation must have the following characteristics:

� each segment should consist of customers who are relevant to the pur-
chase situation in that they are responsible for making the decision or
can affect buying behaviour;

� each segment should have sufficient potential size to justify the time and
effort involved in planning specifically for this business opportunity;

� each segment should be distinguishable from other segments, such that
each has a distinctive set of requirements and can be served by an
equally distinctive marketing strategy;

� each segment should be reachable by sales and distribution channels
currently being used or which could be used;
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� each segment should be capable of being identified by a set of charac-
teristics, such that the customers in that segment can be reached by a
distinctive and cost effective communications strategy;

� the company must be capable of making the necessary changes to its
structure, information and decision-making systems so that they become
focused on to the new segments.

The biggest obstacle to implementing a segmented approach to marketing
successfully can often be the company itself because of a reluctance to change.
Early anticipation of potential difficulties, along with the development and
implementation of counter-measures designed to win over the hearts and
minds of key decision-makers in the organization, will be time well spent. In
most cases this can often be achieved by engaging them in the project, prefer-
ably as a member of the overall team, or at least by seeking their views and
keeping them up to date with progress.

Marketing
insight

The advantages of
segmentation
These can be summarized as follows:

� recognizing customers’ differences is the key to successful marketing,
as it can lead to a closer matching of customers’ needs with the com-
pany’s products or services;

� segmentation can lead to niche marketing, where appropriate, where
the company can meet the needs of customers in that niche segment
resulting in segment domination, something which is often not possible
in the total market;

� segmentation can lead to the concentration of resources in markets
where competitive advantage is greatest and returns are high;

� segmentation can be used to gain competitive advantage by enabling
you to consider the market in different ways from your competitors;

� by means of segmentation, you can market your company as a special-
ist in your chosen segments, with a better understanding of customers’
needs, thus giving your products or services advantages over those of
your competitors.

The additional benefits of the approach to segmentation detailed in this
book are:

� it checks your logic and your basic assumptions about your market;
� it helps with your team-building approach;
� it goes across vertical structures, often uncovering hitherto undiscov-

ered customer needs.
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Segmentation process
summary
The segmentation process consists of two phases:

Phase 1 Developing segments
Phase 2 Prioritizing and selecting segments

The first phase of the process, which covers the essential steps you should
follow to develop a segmented structure for your market, is applied to the
whole market your business is operating in, not just to that bit of the mar-
ket you are currently successful in. It therefore includes the customers of
your competitors, as well as your own, along with the products and/or
services bought by these customers.

The second phase of the process then looks at how to select those seg-
ments your business should be operating in.

Developing segments
This first phase of the process contains three stages, broken down into five
steps and is summarized in Figure 3.5.

Step 1 – Defining the ‘market’
The scope of the project

Stage 1 – Your market and how it worksStage 1 – Your market and how it works

Step 2 – Market mapping
Structure and decision-makers

Stage 2 – Decision-makers and transactionsStage 2 – Decision-makers and transactions

Step 3 – Who specifies what
Decision-makers and their purchases

Stage 3 – Segmenting the marketStage 3 – Segmenting the market

Step 4 – Why
The needs of decision-makers

Step 5 – Forming segments
Combining like-minded decision-makersFigure 3.5

The segmentation
process: Phase 1 –
developing
segments

Stage 1: Your market and how it works
The first step, defining the ‘market’, establishes the scope of the segmen-
tation project by specifying the geographic area covered by the project and
by clearly understanding from a customer’s perspective their underlying
intentions for entering the market in terms of the use, or purpose they
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have for the purchase of your products or services or those of your com-
petitors. Where necessary, the scope is modified to take into account the
realistic capabilities of your organization.

The second step, market mapping, requires you to present the market
you have defined as a diagram. It is rather like a flow chart along which
cash from the final users flows to you and your competitors, the suppliers,
and the products and services from the suppliers flow to the final users. In
many markets, however, a flow chart simply tracking the physical stages
of the distribution chain is inadequate in covering the role played by
‘influencers’ on the purchase decision, and/or the purchase decision rou-
tines encountered by companies in the market.

From the supplier’s perspective, the market map, in truth, is probably
better described as the obstacle course they have to overcome in order to
get through to the final user.

Once the market map is complete, you are then required to determine at
which points along it decisions are made about competing products or
services, as it is at these points that segmentation should occur.

This step also enables you to introduce into the process any current seg-
mentation structure you may have for the market being segmented and to
test its validity.

Stage 2: Decision-makers and transactions
Step 3 enables you to look at any of the decision-making points on the
market map and construct a model of the market based on the different
customers found within it and the transactions they make. It requires you
to record the key features sought by the market when deciding between
competing offers. These are selected from the actual products and services
on offer (what is bought) and from the options presented by where it can
be bought, when it is bought and how.

It is during this step that information is recorded about the decision-
makers which can be used to identify them in the market.

Stage 3: Segmenting the market
Step 4 moves from the transactional look at the market covered in the pre-
vious step to looking at the reasons why the features sought by the deci-
sion-makers when deciding between alternative offers are important to
them. Once the real needs, the real benefits, have been understood, their
relative value to each ‘cell’ in the model generated by Step 3 is assessed.
The importance of price in each purchase is also recorded.

Step 5 then describes techniques for grouping these cells together in
order to obtain the best fit. Cells similar to each other in terms of the rela-
tive importance of the needs they are looking to have satisfied are there-
fore combined to form ‘segments’.

In most markets the number of concluding segments is between five
and ten.

This step then subjects each ‘segment’ to a reality check based on the
size of each segment, the differentiation between the offers they require,
your ability to identify and reach the different customers found in each
segment, and the compatibility of these segments with your company.
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To help explain the process of developing segments, a case study is used.
This not only helps illustrate each step in turn, it also demonstrates how
each step relates to the other steps. Further examples are also included
where appropriate, both alongside the case and throughout the text.

Prioritizing and selecting segments
The second phase of the process looks at how to select those segments in
which your company should be operating and for which it should be
developing marketing strategies. There is a single stage in this second
phase, broken down into two steps, and summarized in Figure 3.6.

Step 6 – Segment attractiveness
Measuring segment potential

Stage 4 – Identifying your target segmentsStage 4 – Identifying your target segments

Step 7 – Company competitiveness
Company strength by segment

Figure 3.6
The segmentation
process: Phase 2 –
prioritizing and
selecting segments

Stage 4: Identifying your target segments
Step 6 in the overall process of segmentation first defines the criteria your
company would use in order to determine the attractiveness to the com-
pany of any segment. The relative importance of these criteria to each other
is then established, followed by a means of quantifying each of them.

An overall attractiveness score is then calculated for each concluding seg-
ment based on how well each of them satisfies your company’s requirements.

The final step in the segmentation process then establishes your com-
pany’s ability to meet the requirements of each concluding segment, com-
pared with the ability of the competition to meet these requirements, from
the segment’s point of view.

By combining segment attractiveness and relative company competi-
tiveness, you can construct a strategic picture of your market which can be
used to select those segments which will enable your company to achieve
its corporate objectives.

Marketing objectives and
strategies
Segmentation is not an end in itself. Only by developing and implement-
ing the appropriate strategies for each of your chosen segments will your
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company be able to reap the benefits of segmentation. It is because of this
that a chapter has been set aside in this book to discuss the setting of mar-
keting objectives and strategies for segments (Chapter 13).

Segmentation case histories
This chapter concludes with three short case histories, the first two of
which illustrate how superior profitability results from successful market
segmentation. The third case history illustrates how failure to recognize
that past successes were segment-based nearly ended up in disaster.

Case 1 – A national off-licence chain4

In the mid-1980s, a national off-licence chain, with retail units in major
shopping centres and local shopping parades, was experiencing both a
decline in customer numbers and a decline in average spend. The original
formula for success of design, product range and merchandising, meticu-
lously copied in each outlet, no longer appeared to be working.

The chain had become a classic example of a business comfortably sat in
the middle ground, attempting to be all things to all people, but managing
to satisfy very few of them.

Rather than sit back in the belief that the business was just passing
through a difficult patch, and what worked yesterday was bound to work
again, the company embarked on a project designed to understand both
their actual and potential customer base.

The first stage of this study turned to one of the more sophisticated
geodemographic packages in order to understand the residential profiles
of each shop’s catchment area. Not unexpectedly, many geodemographic
differences were found, and the business quickly accepted that it was
unlikely that the same retail formula would appeal to the different target
markets found in them.

Rather than look at each shop separately, the catchment area profiles for
each shop were subjected to a clustering routine in order to place similar
catchment areas together. This resulted in 21 different groupings, each of
which was then profiled in terms of their potential to buy different off-licence
products using purchasing data from national surveys. (The company’s own
in-house retailing data would, of course, only reflect the purchasing pattern
of their existing customers or, at worst, only a proportion of their require-
ments if this was limited by the company’s current product range.)

However, stocking the requisite range of products in their correct geo-
graphical location would not necessarily attract their respective target
markets. The chain was already associated with one type of offer which, in
addition to including a particular range of drinks, also included the basic
design of the shops and overall merchandising.

The project, therefore, moved into a second stage, in which the market’s
attitudes and motivations to drinking were explored and relative values

4Based on Thornton (1993).
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attached to the various dimensions uncovered. This was achieved through
an independently commissioned piece of market research and resulted in
the market being categorized into a number of psychographic groups.
This included, amongst others, ‘happy and impulsive’ shoppers, ‘anxious
and muddled’ shoppers, ‘reluctant but organized’ shoppers, and the ‘dis-
organized, extravagant’ shoppers.

By ensuring this stage of the project linked the attitude and motiv-
ational findings to demographic data, the two stages could be brought
together. This enabled the original 21 clusters to be reduced to five distinct
segments, each of which required a different offer.

The company now had to decide between two alternative strategies:

1 to focus into one segment using one brand and relocate its retail outlets
accordingly through a closure and opening programme; or,

2 to develop a manageable portfolio of retailing brands, leave the estate
relatively intact, and re-brand, re-fit and re-stock as necessary.

They decided to pursue the second.
Realizing that demographic profiles in geographic areas can change

over time, and that customer needs and attitudes can also evolve, the
company began to monitor its market quite carefully and was quite pre-
pared to modify its brand portfolio to suit changing circumstances. In the
early 1990s, however, the five retail brands of ‘Bottoms Up’, ‘Wine Rack’,
‘Threshers Wine Shop’, ‘Drinks Store from Threshers’ and ‘Food and
Drinks Store’ sat comfortably within the five segments. They also sat com-
fortably together in the same shopping centre, enabling the group to meet
effectively the different requirements of the segments found within that
centre’s catchment area.

Perhaps more importantly, this strategy sat comfortably alongside the
financial targets for the business.

Case 2 – Sodium tri-poly phosphate!
Sodium tri-poly phosphate (STPP) was once a simple, unexciting, white
chemical cleaning agent. Today, one of its uses is as the major ingredient of
a sophisticated and profitable operation, appearing under many different
brand names, all competing for a share of what has become a cleverly seg-
mented market.

Have you ever wondered how the toothpaste marketers classify you in
their segmentation of the market? Much simplified and for illustrative pur-
poses only, Table 3.1, based on Haley (1968), which presents an overview
of the main segments, may assist you.

Case 3 – Amber nectar
A privately owned brewery in the UK was enjoying exceptional prof-
itability for its industrial sector. In terms of output, it was by no means the
largest brewery in the UK, and in terms of geographic cover, it operated
only within a particular metropolitan area.

At one of the regular meetings of the board, it was agreed that the com-
pany had clearly developed a very successful range of beers and it was
time to expand into new geographic areas.

Chap-03.qxd  8/17/04  4:07 PM  Page 60



Preparing for segmentation – avoiding the big mistakes 61

The expansion programme met with aggressive opposition from other
brewers, particularly the very large brewers. This came as no great surprise
to the board who, before setting on the expansion path, had built up a large
‘war chest’, largely made up of past profits, to finance the plan. The board
knew the competition would react in this way because they were being
challenged by a very successful range of beers, a ‘success’ that would
ensure product trial, then customer loyalty, in the new areas.

As with all good marketing-focused companies, the progress of the 
marketing plan was regularly monitored against its target by a specially
appointed task force headed by the chief executive. In addition, the sales and
marketing director, a key member of the task force, held regular meetings

Table 3.1 Segments in the market for toothpaste

Segment name

Worrier Sociable Sensory Independent

Profile Demographic C1 C2 B C1 C2 C1 C2 D A B 
25–40 Teens Children 35–40
Large Young Male
families smokers

Psychographic conservative: high high self- high
hypochondriacs sociability: involvement: autonomy:

active hedonists value 
orientated

What is Product Signal Macleans Colgate own label
bought, examples Mentadent P Ultrabrite Aquafresh
where, 
when and Product large canisters large tubes medium small tubes
how features tubes

health whitening flavouring
properties properties

Outlet supermarket supermarket supermarket independent

Purchase weekly monthly monthly quarterly
frequency

Why it is Benefits stop decay attract taste functionality
bought sought attention

Price paid medium high medium low

Percentage 50% 30% 15% 5%
of market

Potential low high medium nil
for growth

Note: ‘C1’, ‘C2’ and so on appearing in the demographic profiles of each segment represent socio-
economic groups which were in use in the UK until 2001, now replaced by eight analytic classes num-
bered from 1 through to 8. ‘Signal’ and ‘Mentadent P’ are trade marks of Lever Fabergé; ‘Macleans’ and
‘Aquafresh’ are trade marks of GlaxoSmithKline; ‘Ultrabrite’ and ‘Colgate’ are trade marks of Colgate-
Palmolive.
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with his own key staff to ensure continuous evaluation of the sales and
marketing strategies being followed.

The plan badly underperformed and was eventually abandoned.
In the post-mortem that followed, the brewery discovered why it had

been so successful in the past, and why this success could not be extended
to other areas of the UK. To its loyal customers, a key attraction of the
beers manufactured by this brewery was the ‘local’ flavour. The ‘market’
for this company was the metropolitan area it already operated in, its com-
petitors being other local brewers in the same area. Exporting this success
was clearly, therefore, not going to work. Expansion could only be
achieved by setting up new local breweries in other areas, or by acquiring
already established local breweries.

Without this brewery realizing it, the customers for beer in the UK had
already segmented themselves. This brewer’s segment was the ‘regional
chauvinist’, and in the particular region it operated in the company
already had an overwhelming market share: hence its profitability.

With an earlier understanding of this segmentation structure, the com-
pany would have spent its war chest more effectively and achieved its
growth objectives.

Case history conclusion
These three case histories illustrate the importance of intelligent segmen-
tation in guiding companies towards successful marketing strategies.
However, it is easy to understand this success after the event, as occurred
in one of the cases! The problem, for most of us, is how to arrive at market
segments that will enable us to create differential advantage. That is the
purpose of this book.

Chapter 3 review
This chapter provides essential guidelines for a successful segmentation project.

We began by discussing different approaches to market segmentation and concluded
that understanding customers by their needs was the most appropriate approach to
adopt, particularly as this was how customers segmented themselves. This approach also
provides companies with the insights they need to produce winning propositions.

This was followed by a review of the bases for international market segmentation
where we observed that many of the models based on geographic groups had little
value as actionable marketing propositions. We concluded that different groupings of
countries, or customer groups across selected countries, may prove to be more useful,
after which the normal rules for segmentation would apply.

We then went on to present the objectives of this book and, while doing so, pointed
out that the segmentation process contained within the book is as applicable to 
business-to-business markets as it is to business-to-consumer markets. The relationship
between segmentation and marketing planning was highlighted along with the import-
ance of ensuring that internal company structures relate to external market segments.
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A suggested framework for looking at how companies currently define and segment
their markets was then put forward which matched the degree of customer focus in
their segmentation to the extent to which they organize their structures around these
segments. Four company archetypes were suggested based on their approach to seg-
mentation: sales-based segmentation, structural segmentation, bolt-on segmentation
and effective segmentation.

Next, we discussed the factors that have to be considered with respect to effective
market segmentation. Here, we looked at the degree to which an offer could be tailored
to meet the needs of different customers along with the degree to which customer
needs and motivations differed within the defined market. We also raised the issues that
organizations have to address regarding their own internal structures and concluded
that, in those situations where it is not possible to organize around segments, it should
nonetheless be segments that are the ultimate drivers of corporate strategy.

The impact of what is being referred to as the ‘postmodern’ customer was then briefly
reviewed in which three main issues were identified. These were: the importance of cor-
rect ‘market’ definition; that companies should understand customer needs and take
more account of them in their internal processes; and the changes brought about by
recent developments in IT. All three are covered in this book.

We then moved on to discuss who should be involved in the segmentation team and
suggested that this should consist of representatives from the main functions of the
company in which resides a smaller, core team who undertake the project. We also sug-
gested that an independent outsider experienced in market segmentation, but not
involved in the industry, would be a useful addition to the team. The point was made,
however, that segmentation was not a project to be contracted out.

In discussing the segmentation team, we also emphasized that segmentation was a
subject that had to be periodically revisited as markets change over time.

The data requirements for segmentation were looked at next. Here we pointed out
that the process in this book is presented primarily in a format designed to utilize data
already held by the company, and this may identify information shortfalls that require
market research. If research is required, it, too, can follow the structure of this segmen-
tation process.

We then presented the characteristics that each segment was required to have, such as
having sufficient size to justify the expending of business resources on them, being suf-
ficiently different from all the other segments in terms of their requirements and being
reachable in some way. We also emphasized the importance of ensuring that companies
focused on these segments and were prepared to make the changes this required to
their current processes.

After briefly summarizing the advantages of segmentation we then presented an
overview of the segmentation process. This has been broken down into two phases,
‘Developing segments’ and ‘Prioritizing and selecting segments’ in which there are seven
steps, five in the first phase and two in the second phase.

Next we pointed out that segmentation was not an end in itself and that once the seg-
ments had been identified, marketing objectives and strategies had to be developed for
each segment the company wished to target. Only by implementing these strategies
would the benefits from the segmentation project be realized. A chapter on setting mar-
keting objectives and strategies is included in this book.

Finally, we presented three short case histories that illustrate the importance of 
market-based segmentation.
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Summary
This chapter looks at the most crucial and complex issue in marketing, namely, how a
market is defined. Until this is clearly understood, issues such as market share, the identi-
fication of target customers and their needs, and even the recognition of competitors,
will continuously cause difficulty. It is the essential first step of your segmentation project,
as illustrated in Figure 4.1.

Step 1 – Defining the ‘market’
The scope of the project

Stage 1 – Your market and how it worksStage 1 – Your market and how it works

Figure 4.1
The segmentation
process – Step 1

Fast track
� Describe the geographic area covered by the project. Keeping it within

the borders of a single country is a manageable starting point. If you
want to include other countries ensure that the stage of market devel-
opment, the available routes to market and the pattern of marketing
activity are all the same, or at least very similar to each other.

This chapter is organized as follows:

� A ‘fast track’ for those looking for a quick route through the key points
� A discussion about the geographic scope
� Using the needs-based approach to define the market being segmented
� The difference between wants and needs
� Care in using products and product categories to define markets
� Striking a meaningful balance between a broad definition and a narrow definition
� Using distinct price bands and using different end-uses or applications of the product

to make projects more manageable
� A discussion about whose needs are being defined
� The difference between consumers and customers
� Making the market definition appropriate to your company and its capabilities
� Allowing for limitations imposed by corporate structure
� Sizing the market being segmented
� A review of this step in the segmentation process
� Background to the case study being used to illustrate Steps 1 to 5 of the segmentation

process, the definition of its market and further examples
� Exercises further to help you determine the scope of your project
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� Describe the ‘market’ being segmented in terms of a customer need in a
way which covers the aggregation of all the alternative products or
services which customers regard as being capable of satisfying that same
need. Capture this description by completing the following sentence
with a phrase that identifies the specific purpose or intended use cus-
tomers have in mind for the products or services they see as being in a
competitive set, along with any relevant circumstances.

The customer need is to …

List the products or services included in the definition, but ensure that
the market definition itself does not refer to any particular one of them.
For example, to state that the customer need is to have a ‘pension’
ignores the fact that customers can choose from a range of options when
looking to ‘secure a desired standard of living for when they retire’.
Also ensure that the definition does not contain any meaningless words
such as ‘quality’ or ‘brand’.

� If necessary, refine the geographic area and/or the need so that the scope
of your project is meaningful in terms of your company’s capabilities and
therefore represents opportunities that are realistically available to you. 
If absolutely necessary, further refine the scope to take into account any
internal company ‘boundaries’, such as those imposed by SBUs, as 
initially it may be more pragmatic to segment that part of the market
currently satisfied by your product line.

It is important, however, that you monitor the trends in the use of the
products or services you have elected not to include within the scope of
your segmentation project but which satisfy the same need. This is
because you may need to consider moving into these products or serv-
ices in the future in order to meet corporate objectives. In the meantime,
continue this project for your specified market.

� Size the defined market in the specified geographic area in terms of 
the volume or value that is available to you and your competitors.
Approximate figures are acceptable.

Readers who are sure that they have a clear and appropriate description of
the geographic and ‘market’ boundaries for their segmentation project
may go straight to Chapter 5.

This concludes the fast track for Step 1 of the segmentation process.

Geographic scope
A segmentation project clearly requires a geographic boundary as this will
enable the project team to size the market, identify the localities in which the
market dynamics have to be understood and, once the segments have been
identified, develop the appropriate marketing objectives and strategies for
those localities. This can be as much of an issue for local companies as for
global companies.

68 Market Segmentation

This book refers to
those whose needs are
being defined as
‘customers’.

We use the word
‘product’ to avoid
unnecessary references
to ‘services’, ‘not-for-
profit services’, ‘capital
goods’ and ‘retail’. The
text is equally relevant
to these.
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Keeping the project within the borders of a single country is a manage-
able starting point because the stage of market development, the available
routes to market and the pattern of marketing activity will probably be the
same throughout the country. Even this, however, may be too broad for
some companies, simply because their geographic reach is limited by
physical and/or economic considerations, or even because their appeal 
has a strong local sentiment attached to it. For example, a local medical
practice will find it difficult to offer an effective service beyond a certain
distance, a regional distribution company will find it difficult to provide a
viable home delivery service around the country and in Chapter 3 we saw
how a privately owned brewery struggled to ‘export’ its product to other
localities because its beer had a strong ‘local’ appeal.

For companies trading in numerous countries around the world there is
clearly an enormous attraction in finding a single global segmentation
model that can be applied to every country. However, the experience of
‘globalization’ has highlighted for many of these companies that they have
to ‘act local’ in order to succeed in their market. This does not mean that
every country is completely unique in respect of the segments found within
it. What the international company may find is that the global picture for
their market can be captured by one of the following:

1 to all intents and purposes there is a single global segmentation model
which at the local level simply requires a series of small changes to the
segment details to make the global model applicable; or,

2 although different segmentation structures exist in many countries,
individual segments are found in more than one country the total of
which can be brought together into a global model consisting of a 
manageable pool of segments; or,

3 a combination of 1 and 2 with not every segment found in each country,
as in 2, and various segments requiring small changes to their details to
make them applicable at the local level, as in 1.

To get to this point will require a progressive series of segmentation pro-
jects with each project based on a sensible geographic boundary. As experi-
ence builds up with each project it is likely to reach the point where no
additional segments are being uncovered and patterns emerge which
associate external dimensions, such as the stage of market development
and socio-economic factors, with specific segments. Once this occurs, sub-
sequent projects can be reliably scaled back to exercises that simply test
the existence of various segments.

As a guide to predetermining which countries can be included in a 
single segmentation project, ensure that in each of these countries the
stage of market development, the available routes to market and the pat-
tern of marketing activity are the same, or at least very similar.

The advent of e-commerce appears to add another dimension to 
this discussion both for those companies who once served only a local
market but now, thanks to the internet, serve a global customer base, and
for start-up companies looking to the internet for a wide geographic reach.
It is unlikely that many (if any) of these companies can afford a global 
segmentation project, so the most sensible starting point would be the
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geographic area that is key to the business with a progressive roll out of
the project as already described. Guidelines as to which geographic areas
the segmentation project should be extended into could, of course, be
based on the areas from where enquiries to the company website originate
and where sales are made.

Defining markets
Let us start the discussion about ‘markets’ by referring to that well-known
(and often abused) concept of market share.

Most business people already understand that there is a direct relation-
ship between relatively high share of any market and high returns on
investment, as shown in Figure 4.2.
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Figure 4.2
The relationship
between market
share and return on
investment (ROI)
(Source: Strategic
Planning Institute’s
‘Profit Impact of
Market Strategies’
(PIMS) database.)

Clearly, however, since BMW branded cars are not in the same market
as Ford branded cars, for example, it is important to be most careful about
how ‘market’ is defined. Correct market definition is crucial for:

1 measuring market share and market growth;
2 the specification of target customers;
3 recognition of relevant competitors; and, most important of all,
4 the formulation of marketing strategy, for it is this, above all else, that

delivers differential advantage.

One of the most frequent mistakes made by people who do not understand
what market share really means is to assume that their company has only
a small share of some market, whereas, if the company is commercially
successful, it probably has a much larger share of a smaller market.
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Developing the market definition
The general rule for ‘market’ definition is that it should be described in
terms of a customer need in a way which covers the aggregation of all the
alternative products or services which customers regard as being capable
of satisfying that same need. It is not, therefore, defined in terms of what a
company sells,1 but in terms of what customers are setting out to achieve.
For example, we would regard the in-company caterer as only one option
when it came to satisfying lunchtime hunger. This particular need could
also be satisfied at external restaurants, public houses, fast-food specialists
and sandwich bars. The emphasis in the definition of ‘market’, therefore,
is clearly on the word ‘need’.

1For companies that do not sell products or services, such as suppliers of public services,
simply substitute the word ‘sells’ with ‘supplies’ as the rule is applicable to all types of 
companies.

Definition: 
A market is the

aggregation of all the
products or services

which customers regard
as being capable of

satisfying the same need.

An important distinction to note at this point is that, while a ‘market’ describes
a customer need in a way which covers the aggregation of all the alternative
products or services customers regard as capable of satisfying that need, ‘seg-
ments’ focus on specific products or services, their characteristics and proper-
ties, along with other components of the total marketing proposition, that
different groups of customers are looking for in order to satisfy their particular
needs within a market.

A key difference, therefore, between a ‘market’ and a ‘segment’ is that a
specific marketing strategy can be defined for a segment, whereas for a mar-
ket, we can only list the alternative products or services. It is simply a different
level of aggregation of customer needs.

Aggregating currently available products or services regarded by users as
alternatives is, however, simply an aid to arriving at the definition, as it is
important to recognize that new products, yet to be developed, could bet-
ter satisfy the users’ need. For example, the button manufacturer who
believed its market was the ‘button market’ would have been very dis-
appointed when zips and Velcro began to satisfy the need for garment 
fastenings! A needs-based definition for such a company would have
enabled the management to recognize the fickleness of current products,
and to accept that one of their principal tasks is to seek out better ways of
satisfying their market’s needs and to evolve their product offer accord-
ingly. Other examples would include the manufacturer of video cassette
recorders (VCRs) who believed its market was the ‘VCR market’ and now
sees the facility to record and play TV broadcasts and films on demand
being satisfied by Digital Versatile Disks (DVDs). The manufacturer of fax
machines who believed its market was the ‘fax market’ has seen e-mails
and the internet replace the fax machine as the preferred method for the
immediate transfer of documents, data and images to another location.
The supplier of board games who believed that ‘board games’ defined
their market has seen it eroded by PlayStations, X Boxes, Game Cubes and

Marketing
insight
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interactive TV.2 There are many more examples of myopic market defini-
tions which generate their short-sighted views of the market by focusing
the definition on today’s products.

It is crucial that the market definition should avoid the inclusion within it of
specific products or services, as this can lead to a narrow and blinkered under-
standing of the real market.

Table 4.1 contrasts some product-specific definitions with their possible
needs-based definitions.

Marketing
insight

2 ‘PlayStation’ is a registered trade mark of Sony Computer Entertainment Inc. ‘X Box’ is a 
registered trade mark of the Microsoft Corporation. ‘Game Cube’ is a registered trade mark
of Nintendo.

Table 4.1 Defining markets

Definition based on the product Definition based on the need

Car insurance (personal) … to cover the unexpected financial
costs of accidents and losses associated
with a motor vehicle

X-ray equipment (medical) … to have visual images of the inner
parts of a body (as an aid to diagnosis)

Business books … to have accessible information
about business

Fertilizers … to provide nutrients to plants
Potato crisps … to have a savoury snack
Lubrication oil … to increase the working life of

mechanical parts by reducing the
negative impact of friction

In the early twentieth century a number of companies became
household names for travel across the Atlantic. These companies
operated some of the finest ships found anywhere in the world

Closely aligned to specific products are ‘product categories’ which were
primarily created from a production and sales perspective by the sup-
pliers to capture what they saw as a competitive set. These industry-defined
categories, therefore, became convenient boundaries in which marketers
could measure the market share of their brand. Customers, however, do
not confine themselves to industry-imposed definitions and look for prod-
ucts which fall within what they perceive as ‘needs categories’. Measuring
market share in a category that customers do not recognize either pro-
vides delusions of adequacy that could be masking a terminal decline, or
delusions of inadequacy that hold you back from realizing your true com-
petitive strength.

Chap-04.qxd  8/17/04  4:08 PM  Page 72



Determining the scope of a segmentation project 73

The transatlantic travel example highlights the danger of relying on industry-
defined ‘categories’ of products or services to define a ‘market’, especially for
long-term planning and survival. Measuring your share of passengers travelling
on ships was useful during the time that ships provided the only means of trans-
port across the Atlantic, but useless when airlines appeared on the scene and
began to compete with the shipping companies. Where a ‘market’ begins and
ends is defined by the competitive set as perceived by the customers in that 
market and described in terms of the need that they are satisfying. Any other
definition of a market will endanger the long-term survival of your company.

and provided the only means of passenger transportation across
the Atlantic. ‘We’re in shipping’, they said, ‘and that’s what our
customers want’ and between them they had a 100 per cent share
of the ‘market’.

Later in the same century some enterprising engineers made
flying a commercial proposition and it didn’t take long before a
number of new companies became household names for travel
across the Atlantic. What was really annoying (to the shipping
companies) was that these new companies not only attracted new
passengers to transatlantic travel but also took passengers away
from the shipping companies, initially from the premium end of
the market and eventually across every category of passenger.

Interestingly, not one of these airlines had ever operated a ship!
By focusing on their product and defining the market along

product lines the shipping companies had become blinded to the
true market their customers were in. Their transatlantic customers
didn’t need a ship; they were looking for transportation in order
to be on the other side of the Atlantic. Today, the shipping com-
panies that still provide passenger services across the Atlantic
have little presence in the market they were originally in. The pas-
sengers they now carry across the Atlantic primarily travel by sea
in order to satisfy needs other than that of pure travel.

Had the shipping companies recognized the market their cus-
tomers were in they could have considered developing an air
travel product. This would have enabled them to avoid the trauma
they went through in the second half of the twentieth century.

Marketing
insight

The above example also highlights what is possibly one of the greatest
areas for misunderstanding in marketing, namely the distinction between
customer wants and needs. This is therefore an opportune moment to turn
our attention briefly to the subject of customer wants.

Companies are often accused of manipulating their customers by mak-
ing them want things they do not really need. If this were so, we would
not have a situation in which a very high proportion of all new products
launched actually fail! The fact is that people have always had needs, such
as, say, for getting to one place from another, be it across land or across
water. What changes in the course of time is the way people satisfy this
need, as was witnessed by the transatlantic shipping companies.
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What customers want is the product or service that they perceive best
meets their need at whatever price they are prepared to pay. They may
have wanted to travel by sea between the old and the new world in the
first half of the twentieth century, but once the airlines could provide the
desired service at an acceptable price, customers headed for the airport
rather than the seaport. The airlines themselves, of course, only became
commercially viable because people needed a means of getting to one
place from another. Without the existence of this need, both the shipping
companies and the airlines would have found themselves launching prod-
ucts that actually failed.

In addition to avoiding a market definition that is too narrow, it is also
important to avoid arriving at a market definition that is too broad. For
example, ‘financial services’ embraces a vast range of very different prod-
ucts and services, far too many to be regarded as a single market. Besides,
has anyone actually bought a product or service called ‘financial services’?
The carbonated drinks company that believes its products should be
measured in terms of their share of the total human liquid intake, which
therefore includes tea, coffee, water and so on, is clearly defining a ‘mar-
ket’ few if any customers actually operate in. Perhaps the individual
emerging from the Sahara desert after having nothing to drink for days on
end could view this vast product range as representing a realistic breadth
of options, but even then they tend to ask only for water.

The outcome for a project which is attempting to segment a market
which is too broadly defined is usually one of the following:

1 the segmentation project becomes unmanageable because of the broad
range of products and services being looked at and because of the very
diverse needs the different ranges of products and services are actually
satisfying; or,

2 the concluding segments (markets often divide into between five and
ten segments) can only be described in vague terms, making it very dif-
ficult, if not impossible, to define clearly the specific marketing mix
(product/service, price, promotion and place) each segment requires,
therefore defeating the whole object of segmentation.

What customers want
are the products and
services that best meet
their need at the price
they are prepared to pay.

It is necessary to strike a
meaningful balance
between a narrow
definition and a broad
definition to arrive at a
market definition
customers would
recognize.

A UK company which had originally started as a supplier of home
mortgages and savings products was looking to extend its portfolio
of products in order to compete with banks and insurance com-
panies. To help develop products and services targeted at specific
customer groups the company commissioned a single segmentation
project looking at ‘financial services’. After months of detailed dis-
cussions with numerous customers costing well over £60 000 the
project ground to a confused halt. Individual customers were being
‘inconsistent’ because they were seen to change their buying cri-
teria across the product range. For example, when customers were
being asked about holiday insurance and pensions, they had quite
different views as to what criteria they would use to choose
between different products and suppliers. This, as far as the com-
pany in question was concerned, made the project unmanageable.

Chap-04.qxd  8/17/04  4:08 PM  Page 74



Determining the scope of a segmentation project 75

If you are a company with a range of products and services that you sus-
pect may fit into more than one market, Exercise 4.4 at the end of this
chapter provides a series of steps you can follow which will help define
the market(s) you are in.

Another possibility that may refine the scope of a market definition can
be the circumstance or the mindset in which the customer is operating. For
example, a customer may be looking to buy clothing that is suitable for
work at one moment, then looking to buy clothing for a fun evening out at
another moment, and all during the same shopping trip. In choosing a
venue for an evening out, a customer may be looking for a quiet relaxing
venue one evening and for a themed and fun venue the next evening. The
busy worker trekking home after a hard day in the office or on the factory
floor faced with squeezing in a meal for the family before setting off for
their Pilates3 session at the local gym would possibly turn to a ready-made
meal for that evening, but would not be seen dead serving the same meal
when hosting a dinner for friends. In all three of these examples the com-
petitive sets and buying criteria will differ according to the circumstance,
purpose or objective the customer has in mind. Therefore, they should all
be treated as separate markets. Do not be surprised, however, if you find
a particular product appearing in more than one market.

The company concluded that it was impossible to segment their
market and the project was abandoned.

If only they had listened to how their customers categorized the
product range and how their customers defined the markets this
company was trying to sell into, the project would have worked.

The only true arbiters of what constitutes a market are customers, though they
are unlikely to be able to answer the question, ‘what is the market?’ However,
by understanding how they categorize products and services in terms of the
specific use or purpose they are putting the products or services to will enable
the marketer to define correctly the market(s) they have to segment.

‘Market hopping’, which is what the above examples illustrate, generates 
a great deal of confusion for marketers who have failed to understand the
market(s) they serve from the customer’s perspective. This is particularly the
case for companies that serve a number of different ‘needs sets’ and see their
customers being inconsistent in the criteria they use to choose between alter-
native products or services.

But there is nothing new in this. Take the basic human requirement of food
and drink; providing for guests and the everyday household has been different
for thousands of years. What has happened, however, especially since the mid-
dle of the twentieth century, is that the choices available to customers have
increased, the socio-economic environment has changed and acceptable social
norms have evolved. This has resulted in markets fragmenting into a number of
sub-markets which are now large enough to be segmented in their own right.

Marketing
insight

Marketing
insight

3Pilates is an exercise regime currently in vogue which increases core strength and suppleness.
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The following is a further example of a business striking a meaningful 
balance between a broad market definition and a manageable market 
definition:

In 2002 the British spent a total of £1900 million on ready-made
meals and nearly one in three British adults now eats a ready-made
meal more than once a week (compared with one in six in France).
‘Convenience’ is certainly one of the attractions (a MORI poll in the
UK found that 77 per cent of purchasers claimed that they only
bought these meals when they did not have time to cook) but they
have also become the mainstay meal for those who are generally
time-poor and/or have no inclination to cook (often replacing
Indian and Chinese takeaways). In addition, some of the higher
quality chilled foods, such as Café Culture from Marks & Spencer,4

are now promoted as equivalent to your favourite restaurant (and
claimed to ‘make dining in feel as though you are dining out’).

Any suppliers who still consider that ready-made meals serve a
single market are clearly misleading themselves.

Television broadcasting companies could be described as being in
the ‘entertainment’ market, which also consists of theatres, cinemas
and theme parks, to name but a few. This is a fairly broad defin-
ition. It may, therefore, be more manageable and productive for
the television broadcasters, when looking at segmenting their
market, to define their market as being the ‘home entertainment’
market. This could then be further refined into the pre-school,
child, teenager, family, or adult home entertainment market.

If the ‘market’ you have defined for your segmentation project still appears
to be too broad, there are two further refinements which you may be able
to apply in order to break the market down into more manageable units:

1 by using distinct price ranges within which customers appear to 
operate; or,

2 by using distinct end-uses or applications of the product or service as
market boundaries.

The first of these two refinements may be appropriate to competitive 
sets which span a wide price range, such as exists for many types of motor
vehicle. As we pointed out in our opening comments for this section,
BMW branded cars are not in the same market as Ford branded cars, even
though they both manufacture what could be regarded as similar catego-
ries of cars, such as family saloons and multi-purpose vehicles (MPVs). The
BMW marque is, however, competing with the likes of Mercedes, Jaguar
and Lexus, all of which fall into a particular price range, a price range

4 ‘Café Culture’ is a trade mark of Marks & Spencer plc.
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within which a customer group clearly operates. The question now becomes;
is this customer group large enough to be regarded as a ‘market’ which can
be further broken down into economically viable segments? For the car
example the answer is clearly ‘yes’ and the criteria used by customers to
choose between alternative cars in each of the price ranges is quite different.

If you believe that breaking down your market into price ranges is an
appropriate step to take, check out the following two questions before
adopting this refinement:

1 Do they represent price ranges within which customers clearly operate?
The clue obviously comes from the customers themselves and the alter-
natives that they consider fall into a particular competitive set.

2 Is the amount of business in each price range large enough to justify a
separate segmentation project, leading to segments that can produce an
acceptable return on the investment each of them will require?

You need to answer ‘yes’ to both questions in order to have the case for
splitting a market into distinct price ranges with each of them treated as
separate segmentation projects.

Most markets consist of products at different price points, usually reflecting a
variation of some sort around the core product. In addition, most markets
have some customers who always look for the cheapest and others for the
most expensive. This does not mean that these markets should be split into
different price ranges. The two check questions we have provided should help
you decide, but if you are still unsure regard it as one market in your first pass.

Whenever there are different end-uses, or applications, for a product or service,
this often indicates that more than one market is being served.

Marketing
insight

Marketing
insight

Turning now to the second suggested refinement: Companies supplying,
for example, industrial lubricants may find segmentation more manage-
able and productive if their market is defined in terms of the particular
application of the product, such as heavy industrial use or precision engin-
eering. Likewise, the manufacturer of paint may find it useful to break
down the market for paint according to whether it is for external use or
internal use. Interestingly, some research among domestic users of paint
has even highlighted that the selection process for paint differs according
to the type of room it is being bought for (the buying criteria for paint in
the ‘public rooms’ being different from the buying criteria for paint in the
‘private rooms’). It would, however, really depend on how widespread
this practice is before it could be concluded that differentiating between
‘private room’ decoration and ‘public room’ decoration at the market 
definition stage would be a sensible starting point.

With the above considerations in mind, how should the market(s) you serve
be defined? As a reminder, the general rule for ‘market’ definition is that it
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should be described in terms of a customer need in a way which covers the
aggregation of all the alternative products or services which customers
regard as being capable of satisfying that same need. To help, try and cap-
ture this description by completing one or the other of the following sen-
tences with a phrase that identifies the specific purpose or intended use
customers have in mind for the products or services they see as being in a
competitive set, along with any relevant circumstances.

1 When choosing between these alternative products/services the need that
each customer is looking to satisfy is to …

2 Customers acquire these products/services because they have a need to …

Or, more simply:

3 The customer need is to …

Ensure that the market definition does not refer to any particular prod-
uct or service, or contains any meaningless words such as ‘quality’ or
‘brand’. It is, however, useful to list the products or services covered by
the definition.

Whose needs are being defined?
A question that sometimes occurs when developing a market definition,
particularly in complex markets, concerns the use of the word ‘customer’.
Specifically, who is the customer and, therefore, whose needs are being
defined?

Let us start with the difference between customers and consumers. The
term ‘consumer’ is interpreted by most to mean the final user of the prod-
uct or service, who is not necessarily the customer. Take the example of the
parent who is buying breakfast cereals. The chances are that they are inter-
mediate customers, acting as agents on behalf of the eventual consumers
(their family) and, in order to market cereals effectively, it is clearly neces-
sary to understand the needs of the end-consumer, as well as the needs of
the parents.

The point here is that it is necessary to be aware of the needs of eventual
consumers down the buying chain.

Definition:
The consumer is the 
final user of goods or
services. Customers are
intermediate people or
organizations who buy
directly from us.

Consider the case of the industrial purchasing officer buying raw
materials such as wool tops for conversion into semi-finished
cloths, which are then sold to other companies for incorporation
into the final product, say a suit, or a dress, for sale in consumer
markets. Here, we can see that the requirements of those various
intermediaries and the end-user are eventually translated into
the specifications of the purchasing officer to the raw materials
manufacturer. Consequently, the market needs that this manufac-
turing company is attempting to satisfy must in the last analysis
be defined in terms of the requirements of the ultimate users –
the consumer – even though our direct customer is quite clearly
the purchasing officer.
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Given that we can appreciate the distinction between customers and con-
sumers and the need constantly to be alert to any changes in the ultimate
consumption patterns of the products or services to which our own con-
tributes, the next question to face is: who are our customers?

Direct customers are those people or organizations who actually buy
direct from us. They could, therefore, be distributors, retailers and the like.
However, as intimated in the previous paragraph, there is a tendency for
organizations to confine their interest, hence their marketing, only to
those who actually place orders. This can be a major mistake, as can be
seen from the following case history.

A fertilizer company that had grown and prospered during the
1970s and early 1980s, because of the superior nature of its prod-
ucts, reached its farmer consumers through agricultural mer-
chants (wholesalers). However, as other companies copied their
technology, the merchants began to stock competitive products
and drove prices and margins down. Had the fertilizer company
paid more attention to the needs of its different farmer groups
and developed products especially for them, based on farmer seg-
mentation, it would have continued to create demand pull
through differentiation.

As it was, their products became commodities and the power
shifted almost entirely to the merchants. At the eleventh hour this
fertilizer company recognized whose needs it truly had to serve,
those of the farmers, and rescued itself from an untimely death by
redefining its product range and targeting its products accordingly.

There are countless other examples of companies which, because they did not
pay sufficient attention to the needs of users further along the value chain,
gradually ceased to provide any real value to their direct customers and even-
tually went out of business.

Marketing
insight

In summary, therefore, the term ‘customer’ for many practitioners of mar-
keting refers to the distribution channel and the term ‘consumer’ refers to
the final user, which means that every company has consumers (‘con-
sumption is the sole end and purpose of production’, Adam Smith, 1776,
The Wealth of Nations). However, companies whose final users are found in
other businesses do not see themselves as selling to consumers; they are in
business-to-business marketing, the terms ‘consumers’ and ‘consumer
marketing’ being associated with selling to the general public. But just to
confuse matters even further, companies who see themselves as being in
consumer markets deal with consumer queries through their ‘customer’
service department.

As a general rule, the definition for a market should focus around the
needs of the final user, the consumer, and in many markets this also hap-
pens to be the one who has to find the money which pays everyone else

As a general rule, the
definition for a market
should focus round the
needs of the final user.
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along the distribution chain, though there are exceptions to this latter
point, as already highlighted earlier. However, given the association of
‘consumers’ with particular types of markets, that segmentation is applic-
able to both consumer and business-to-business markets, and that there 
is not a general consensus on the distinction between customers and con-
sumers, this book will subsume both under the title of ‘customer’. As a
general rule, therefore, the definition for a market should focus around the
needs of the final customer, in other words, the final user.

The exception to this general rule is when the product or service in
question has little if any perceived value to the final user, a situation that
can occur when the product or service is incorporated into another. For
example, the manufacturer of small electronic components for cars is
unlikely to find that the drivers of cars have a great deal of interest in their
particular product. Defining the market in terms which describe the needs
of car drivers with respect to this product is therefore unlikely to be very
useful. In such circumstances the ‘customer’ for market definition pur-
poses would be the final individual who attributes value to the product or
service in question. On the other hand, the chemical company that uses
environmentally-friendly manufacturing processes may find that extend-
ing their understanding of a market to the final users, even with products
that completely lose their identity in their final form, can provide the
company with a competitive edge.

Because there is not 
a general consensus 
on the distinction
between customers and
consumers, this book
will subsume both under
the title of ‘customer’.

An exception to the
general rule for market
definition is when the
product or service has
little, if any, perceived
value to the final user.

One of the recent, and apparently successful, examples of a company that spent
resources on both understanding and marketing to its final users, even though
its product becomes incorporated into another, is the Intel Corporation. The suc-
cess of the ‘intel inside’5 campaign, however, was dependent on customers
accepting that a value proposition could be attributed to a computer’s micro-
processor. Once this had become established, manufacturers of computers
became compelled to include these microprocessors in their products which, in
turn, limited their price negotiation powers.

A point to note here is that a product which is perceived by customers to have
little ‘value’ today may be seen in a completely different light in the future, and
there is a great deal of value in having customers specify your product.

Marketing
insight

5 ‘intel inside’ is a registered trade mark of Intel Corporation.

Finally, let us return to the parents buying breakfast cereals for their family.
The manufacturers of breakfast cereals have to segment the final users of
these products in order to produce successful product lines. These manu-
facturers also have to ensure that the retailers stock their products. To do
this the manufacturers have to understand the needs of retailers and
ensure that their business practices meet the requirements of their retailers.
In turn, the retailers have to ensure that the parents who buy breakfast
cereals choose to shop at their outlets. The retailers therefore have to under-
stand the needs of these intermediate customers and ensure that their out-
lets meet the preferred shopping experiences of different parents. The
breakfast cereal manufacturer would, therefore, benefit from segmenting
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Ensuring the definition is meaningful to your
company
In some instances the sequences discussed in this chapter so far still result
in a market definition that is not as meaningful as it could be to your com-
pany, particularly if you are a company focused into a particular part of an
overall market. The following example may therefore provide further help
in defining the market your business is in:

both the final users of their products and the retailers of their products in
two quite distinct projects.

An excellent example of a company that has developed detailed
insights into both its consumers and intermediaries is Procter &
Gamble (P&G). As can be seen from the simple diagram in Figure 4.3,
P&G create demand pull (hence high turnover and high margins) by
paying detailed attention to the needs of consumers. But they also
pay detailed attention to the needs of their direct customers: in this
instance Wal-Mart, the giant food retailer in the USA. Wal-Mart are
able to operate on very low margins because, as the bar code goes
across the till, this triggers P&G to invoice them, produce another
and activate the distribution chain, all of this being done by means
of integrated IT processes. In this way, P&G have reduced Wal-
Mart’s costs by hundreds of millions of dollars.

A company manufacturing nylon carpet for the commercial sector
wanted to check that it had a realistic definition of the ‘market’ it
was in. The first step was to sketch out the total available market
for all floor covering. This is summarized in Figure 4.4.

Clearly, it would be wrong to include the first group, namely
those used in the industrial sector, in the company’s market defin-
ition. The qualities required from such flooring cannot hope to 
be matched in a carpet made from any currently known type of
fibre; they are, therefore, not seen as alternative products to the
industrial sector. Similarly, in both the commercial and domestic
sectors, nylon carpet is not a competitor for the luxury end of the
market. This luxury part of the market buys carpet made from
natural fibres, particularly wool.

This leaves the non-luxury commercial and domestic sectors
which, in total, represented the company’s potential available
market. It was potentially available because the company could,

Wal-MartP&G Consumers

Figure 4.3 Developing insights into both consumers and inter-
mediaries
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for example, produce nylon carpet for the domestic sector and
extend its market this way. Similarly, the company could move
into manufacturing nylon carpet tiles and extend its operation
into this product for both the domestic and commercial sectors.
There was also no reason why the company should not look at
replacing lino, cork or mosaic flooring with nylon carpet.

Many of the opportunities in the potentially available market,
however, represent possible strategies for the future. They would
be considered during the marketing planning process when 
the future plans for the current business activity did not achieve
the required financial targets (see McDonald, 2002). The question
now, therefore, is, what is the company’s realistically available
market?

To assist the company in this final stage of arriving at a market
definition, the ‘needs’ being met by the current products, as high-
lighted by the current customers, were first listed. This revealed
that the company’s nylon carpet was bought because:

� it fell into a particular price range;
� it was quiet underfoot;
� it had a life expectancy of fifteen years;
� it was available in pleasant colours and textures;
� the manufacturing plant was within a sixty-mile radius.

In addition to the obvious, this list removed lino, cork and mosaic
from the company’s available market.

Finally, the company looked at the applicability of its current
distribution and selling methods to the potentially available 
market, ruling out those sections of the market which required
different selling and distribution approaches. This meant that 
it was unrealistic to include the domestic sector in the market 
definition.

Products and manufacturers which met all the criteria were
then listed, along with their end-users. The company had now
arrived at both a market definition and a current market size.

Mosaic

Total

Carpet 
Tiles 

Industrial 

Commercial

Domestic

Concrete 
Screed 
Flags/Rafts

Carpet
Tiles 
Lino 
Cork

Some
overlap

Figure 4.4 The market for floor covering
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This example once again illustrates the need to arrive at a meaningful bal-
ance between a broad market definition and a manageable market defin-
ition. Too narrow a definition has the pitfall of restricting the range of new
opportunities segmentation could open up for your business. On the other
hand, too broad a definition has the potential of not only overwhelming
the segmentation exercise, but also producing results which lead the com-
pany into areas it simply is not suited to serve.

The market definition sequence highlighted in the example of the nylon
carpet manufacturer can be summarized as follows:

1 First, define the totally available market (TAM) by expressing it as ‘a
need that can be satisfied by all the alternative products or services’. For
the carpet manufacturer this meant all floor coverings. To take another
example, for the canner of dog food this would include all dog food.
This would ensure that the canner had an overview of what was hap-
pening in the market as a whole, as some of the trends may be of great
interest (including trends in buying meat from the butcher). However,
to segment the whole market when it includes alternatives your com-
pany could not hope to offer is not very helpful.

2 Now define the potentially available market (PAM) by taking into
account what your company’s products or services and their directly
competitive products or services could be used for within the TAM. For
the carpet manufacturer this excluded industrial floor coverings but
included, for example, the domestic sector, a sector they did not cur-
rently sell into but could serve with the products they had. For the 
canner, this would exclude meat from the butcher and dried dog food.
For the button manufacturer it would exclude zips and Velcro. These
exclusions, however, represent possible strategies for the future. PAM 
is therefore expressed as ‘the need that could be satisfied by products
and services supplied by your company along with their competing
products or services’. However, to segment a ‘possible’ market before
segmenting your current market could result in your company missing
growth opportunities which offered quick rewards and carried very 
little risk.

3 Finally, therefore, define the realistically available market (RAM), as
this will become the market to be segmented. This refines the market
further by taking into account the requirements of the company’s cus-
tomers and prospects and the current distribution channels used by the
company, along with any realistic alternatives. This really focused the
carpet manufacturer on to a particular fibre, texture and geographic
selling area; it would focus the dog food canner to any similar require-
ments associated with their customers; and would focus the button
manufacturer onto buttons. RAM is therefore expressed as ‘the need
that is currently satisfied by the products and services supplied by your
company along with all their competing products or services’.

Whilst it is tempting to think that the examples given above amount to
‘rigging’ the definition of market and that there is the danger of fooling
ourselves, we must never lose sight of the purpose of market segmenta-
tion, which is to create competitive advantage for ourselves by creating
greater value for customers.

It is necessary to arrive
at a meaningful balance

between a broad
market definition and a

manageable market
definition.
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Although great care is needed in making the decision to exclude products
or services from the market you are segmenting, great care is also needed
in making sure that the market definition is meaningful to your company.

Thus, for the carpet manufacturer – or for a London orchestra that defines its
market in terms of the need that is satisfied by the aggregation of all London
classical orchestras rather than by all entertainment – as long as its market
definition enables it to outperform its competitors and grow profitably,6 this
is the key. Obviously, however, the definition needs to be kept under review
and revised as and when necessary.

Marketing
insight

It is important, however, that you monitor the trends in the use of the prod-
ucts or services you have elected not to include within the scope of your seg-
mentation project but which satisfy the same need. The purpose in doing this
is to help you decide the extent to which you may need to consider moving
into these products or services in the future in order to secure the company’s
desired position in this market and meet its corporate objectives.

What you must avoid is the trap that the Gestetner company and their
duplicators fell into in the 1960s, and IBM and the mainframes fell into in the
1990s. Both companies ignored the trends in their markets towards the use of
alternative products.

In the meantime, continue this project for the market you have specified.

Whenever in doubt about customers and their needs, ask them! To help arrive at
a market definition, it may be necessary to undertake some qualitative research
either as one-to-one discussions, or with groups of customers. Understanding
the alternative products and services as the customers see them, listening to 
how they discuss their needs along with their likes and frustrations with the
alternatives on offer today can save hours of hypothetical discussions and lead
you to a truly market-focused definition.

Marketing
insight

Whatever definition you finally arrive at, ensure it can be directly related to
the products or services in question. General ‘motherhood’ statements, such
as defining the customer need as ‘maximizing profit’, tend to lose sight of
their origins. Only a specialist area of financial services would be able to
obtain meaningful benefits from a market defined as ‘maximizing profit’.

6A reminder: In the not-for-profit sector, customer satisfaction is obviously a proxy for finan-
cial objectives such as ‘profitability’.

Market
research note

Markets and SBUs
In addition to ensuring that the market definition is meaningful to your
company, another issue you may need to address is associated with cor-
porate structure.

In many companies, the market being segmented will fall within the
responsibilities of one strategic business unit (SBU) and progressing with
the project is therefore quite straightforward.
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An SBU will:

1 have common customers and competitors for most of its products;
2 be a competitor in an external market;
3 be a discrete, separate identifiable unit;
4 have a manager who has control over most of the areas critical to success.

As a general rule, therefore, a segmentation project can be conducted
within the confines of a single SBU. If, however, some products or services
managed by a single SBU meet the needs of totally different markets, there
will have to be more than one segmentation project.

For some companies, the market being segmented does not sit so neatly
within their current structure and straddles two or more divisions. This can
occur when a business is structured along product lines and these products
are seen to compete with each other in one, or more, of their markets. For
example, in a market defined in terms of ‘being able to secure a desired
standard of living from a planned date of retirement’, both pension plans
and investment plans are used by customers to achieve this goal, yet these
two lines are often found within two different business units.

The preferred solution is to segment the market as defined and there-
fore include the competing product lines. However, it may be that in the
first instance it is more pragmatic to start with your current SBU structure
and segment that part of the market currently satisfied by your product
line, not forgetting to monitor the trends in the use of the products or ser-
vices you have excluded.

Company structure
considerations may

require you initially to
exclude certain product

lines from your ‘market’.

In companies consisting of a number of SBUs, it is recommended that you start
segmenting markets at the lowest level of disaggregation within the organi-
zation’s current structure.

Later on, it should be possible to use the same process for higher and higher
levels of aggregation to check whether it may be possible to merge any of
your current SBUs. Indeed, it may even be possible, eventually, to reorganize
the whole company around ‘new’ groupings of either customers or products.
This is covered in Chapter 7 in the section titled, ‘Addendum for those intend-
ing to test the validity of a current SBU structure’.

Marketing
insight

To conclude this section on defining markets, it is worth reflecting on 
the comments made by one of the co-founders of Revlon, Charles Revson,
as he is credited with one of the more famous needs-based definitions of a
market. When he drew the distinction between products and needs for his
company, he captured it by describing the factory as being the place where
the company made chemicals, ‘but in the store’, he sold ‘hope’. Clearly,
this is not an adequate market definition, but it does illustrate a needs-
based approach to the process described in this chapter.

Sizing the defined market
Now that the market you are segmenting has been clearly defined a volume
or value figure is required in order to size it as it is today, with estimates for
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the future. In most cases the annual figure for the market would be used.
Being able to size the defined market is particularly important for later
stages in the process, especially when sizing segments. The size of a seg-
ment is used to determine whether or not a segment represents a viable
business proposition and therefore worth the time and resources required
for the development of a specific offer for that segment.

With market definitions that step outside established product cat-
egories, attributing a size to this newly defined market may well present a
number of challenges. Sizing markets in countries where even established
category figures are simply not available is clearly going to present some
quite major challenges. As marketers, however, we are accountable to the
business and to its shareholders for the financial impact of our decisions
and our marketing expenditure. It is therefore essential that we find data
sources and techniques that enable us to arrive at an approximate but
intelligent figure for the market in which we want to spend the company’s
resources.

Government and government agency publications often provide high-
level statistical summaries of many industries, as do many trade and pro-
fessional associations. Periodic research by commercial agencies and
consultancies is also often published as books of tabulated tables and is
either generally available to all or restricted to those companies who con-
tributed to a syndicated study. Data for these reports is obtained by trad-
itional survey methods, by Electronic Point of Sale (EPOS) data, by
industry sales data and so on. A potentially useful source of information
about individual firms in the UK is the data held at Companies House,
though only registered companies are included and data can be out of
date and incomplete. Private agencies offer alternative sources of data,
sometimes with added details on specific characteristics.

Census data and electoral roll data are the two main sources of infor-
mation about individuals and can be bought from agencies that collect
such data. ‘Lifestyle’ survey databases built from millions of question-
naires collected from the public over several years also provide useful
insights for determining the size of a specific market. More detailed cen-
sus data is not available at the individual level, but is available for 100 000
Enumeration Districts (EDs) in the UK. Each ED has hundreds of geo-
demographic characteristics, which may be of relevance in calculating a
market size.

For markets that have been established for a number of years which have
rich and detailed data sources along with large sample sizes, sophisticated
statistical techniques can be used to infer market size. However, for markets
falling outside established definitions, data will be comparatively scarce
and extrapolations from surveys will often be the main source. Carefully
designed analysis methods may need to be employed to resolve uncertain-
ties introduced by small sample sizes, and models based on limited data
and plausible assumptions will have to be used to infer market size.

Where limited or simply no market data exists, assumptions about our
own sales will have to be used for the initial approximation of market size.
Ad-hoc research will then have to be commissioned to provide more sub-
stantive figures, with statistical techniques and modelling used to project
the sample into a ‘market’ figure.

Finding data sources and
techniques to size
markets is essential; an
intelligent approximation
is acceptable.
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Companies occasionally indicate a preference to quantify a market in
terms of profitability. As profitability is often a reflection of the efficiency
or inefficiency of individual companies, it is not an appropriate measure
of market size. The ability to generate profit, however, is a consideration
when looking at how to prioritize and select segments (see Chapter 9).

Process check
Defining the scope of a segmentation project is a critical first step and
requires a great deal of considered thought.

We have discussed the issues to be borne in mind when defining the
geographic scope of a segmentation project. This highlighted the need for
the area to be within your geographic reach as a business and, if this area
goes beyond a single country, the criteria that should be considered when
determining which countries can be included in a single project.

We then moved on to the most interesting part of the discussion, namely
how to define the ‘market’ being segmented. Where a ‘market’ begins and
ends is defined by the competitive set as perceived by the customers in
that market and is described in terms of the need that they are looking to
satisfy. Specific products or product categories, therefore, do not necessar-
ily define the scope of a market as far as customers are concerned. We have
identified how the ‘need’ may be influenced by the circumstance or the
mindset in which the customer is operating or even by the specific 
end-use or application they have in mind for the product. We have also
discussed the importance of striking a meaningful balance between a 
definition that is too narrow and one that is too broad and how to refine
the definition to ensure it is meaningful in terms of the capabilities of your
organization. This then led us to consider the impact of corporate struc-
tures on the practical scope of a project, a consideration that is often
required when a market straddles more than one SBU. The opportunity to
address internal structures that are out of line with markets occurs later.

In the discussion about market definitions we looked at the difference
between consumers and customers and concluded that whenever a final
user (the consumer) has the purchase made for them by an intermediary
(the customer), marketers need to know about both if they are to develop
the best ‘package’ to meet their needs. The starting point, however, is the
final user but because there is not a general consensus on the distinction
between customers and consumers, this book subsumes both under the
title of ‘customer’.

If research is your chosen method of determining market size, defer commis-
sioning the research until later in the project. It is best left until you are ready
to determine the size of each segment in the market. Although it is stating
the obvious, the sum total of all the segments will equate to the size of the
market, so leaving the research until this point will ‘kill two birds with one
stone’, making better use of your marketing spend.

Marketing
insight
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Finally, the market to be segmented has to be sized and where figures
are not readily available it is essential that we use whatever means we can
in order to arrive at an intelligent approximation. This may need to wait
until research is commissioned for the project as a whole.

Case study – Agrofertilizer Supplies
As briefly mentioned in Chapter 3, a case study is used to illustrate each step in the process for
developing segments (Steps 1 to 5). The case study is based on a real company which began
operating in the 1920s and picks up on the story as it stood in 1988. For reasons of commercial
confidentiality, however, as well as to assist in demonstrating the process in practice, the case
study has been modified. Due to these changes the company in the case study is renamed
‘Agrofertilizer Supplies’.

Full details about the company featured in this case study, which includes the important
contribution made by segmentation to a business plan that proved to be a critical turning point
in the company’s fortunes, can be found at www.marketsegmentation.co.uk.

To summarize briefly the background to the case: Agrofertilizer Supplies is an independent
business within a large, international chemical company, though its sales of fertilizers are pre-
dominantly in the UK. Within the larger group there exists a company which produces seeds
for the agricultural sector and an agrochemical company, both of which also operate as inde-
pendent businesses. Unfortunately, Agrofertilizer Supplies are losing market share and mak-
ing financial losses in a line of business which is becoming increasingly competitive, a
situation not helped by a steady fall in the level of overall demand. Cost-cutting measures
have helped stem the losses but more needs to be done. The board are now looking to the mar-
keting group for some answers.

To provide a basis for these answers, a small team within the marketing group has been
charged with developing a detailed understanding of the UK market in order to determine
where the most profitable opportunities exist for Agrofertilizer Supplies. Supporting the 
team is a group drawn from across the business including finance, distribution, sales and 
manufacturing.

A segmentation project is about to start and the team recognize that the first step is to define
clearly the scope of the project.

The geographical scope is quite straightforward, simply because the company is highly
dependent on sales of their product in the UK. However, defining the ‘market’ in terms of the
customer need requires a little more thought.

The first issue is to be clear on who the customer is, and therefore whose needs are being
defined. To all intents and purposes the final users of the product are farmers and they usually
buy their fertilizers through agricultural merchants. The ‘customer’ for the project is therefore
the farmer, though at a later stage it will be essential for the team to understand the needs of
the agricultural merchants. A potential complication that was quickly resolved came out of the
fact that on some farms the individual who spread the fertilizer was an employee of the
farmer, which could be taken as meaning that these individuals were the focus for the project.
However, they only spread what the farmer specified, so the final user for definition purposes
is clearly the farmer.
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Fertilizers represent one of the components required for growing commercial crops,7 the
others (under the control of the farmer) being seeds and, in most cases, agrochemicals. The
question to be addressed, therefore, is whether the market should be defined in terms of 
‘commercial crop growing’ or focused around ‘commercial crop nutrients’.

The arguments put forward in favour of ‘commercial crop growing’ could be summarized
as follows:

� the three products have similar distribution channels;
� the three products are complementary to each other;
� dealing with one sales representative would appeal to farmers;
� it would offer greater cross-selling opportunities.

On the other hand, the arguments put forward in favour of focusing the definition around
‘commercial crop nutrients’ included:

� they have a distinct contribution to the growing of commercial crops;
� there is a practical limitation on the technical knowledge of the sales force;
� the realistic timescale for putting together a combined offer was too long;
� farmers appeared to regard the three products as distinct product lines.

Two particular observations became pivotal to the final decision:

1 The final users, the farmers, did consider fertilizers to be a distinct group of products and, in
fact, ‘compartmentalized’ the products required for growing crops into their three distinct
categories. The three product lines were, therefore, not seen as alternatives.

2 The only market Agrofertilizers could serve in the foreseeable future was that of commercial
crop nutrients. The technology and skills required to produce and sell seeds and/or agro-
chemicals was outside the scope of the company.

The market to be segmented, therefore, was the ‘commercial crop nutrients’ market. This does
not mean to say that as time moves on this definition will continue to be the right one. It was
just the most pragmatic definition at the time of the project.

Within this market, however, were customers whom Agrofertilizer Supplies could never
hope to serve, namely the farmers who only ever applied organic nutrients to their crops. The
realistically available market to the company and, therefore, the market to be segmented
excluded these farmers.

Finally, the team had to size the market they were about to segment. Fortunately this was
pretty straightforward as there were both government statistics and their own trade associ-
ation’s statistics. The annual total UK tonnage came to 3750 kilotonnes, which was forecast to
decline during their planning horizon.

To conclude this stage of the process for Agrofertilizer Supplies, it is worth noting that
although the output from farms continues along a further distribution and value added chain
to the point where it is consumed as food, there was no evidence at the time of the project that
these customers had an interest in the choice of fertilizer used by the farmer. There were cer-
tainly final consumers looking for organically grown food, but beyond this distinction there
was no further interest.

This case study is continued in the following chapters.

7 ‘Crops’ refers to both arable crops and the production of grass for feeding livestock.
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Further examples
Two examples are included here, with further examples appearing 
in Exercise 4.2. The first example is of a company developing a realistic
definition for its market and the second is of a company that discovers it is
in two markets, whereas it had thought it was only in one.

Example 4.1
The first example is of a publishing company specializing in producing
magazines for a selection of interests based around the home, such as gar-
dening, cooking, do-it-yourself and so on. Its sole method of selling and
distributing its product is through direct marketing, with customers mak-
ing regular payments direct to the company for their subscription to these
magazines.

The company defined its market along the lines of, ‘the customer need
is to have access to information in their specific area(s) of interest as and
when they require it’. Clearly, however, this need can be met by more than
magazines and the list of competing products included books, videos,
CDs, DVDs, websites and recorded television programmes (‘recorded’ to
make them accessible ‘as and when’ required). In order to arrive at a def-
inition of a market they could realistically compete in and, therefore, the
market they should be segmenting, they drew up a hierarchy of oper-
ational requirements along the following lines:

1 customers who accept direct marketing (the company’s only oper-
ational model);

2 customers who will commit to a number of issues (having to sell each
individual issue separately by direct marketing was uneconomic);

3 customers who take printed magazines.

For their segmentation project, they principally focused on customers who
fell into the defined market and, therefore, fitted the company’s operational
requirements as this was the market realistically available to them at that
time. However, when they commissioned research to help them in their
project, they included questions about alternative formats as they wanted to
track the trends towards their use. The company believed that they might
well have to consider other formats in the future if they were to achieve their
long-term corporate objectives. After all, they were not a printing company.

Example 4.2
The second example is of a credit insurance company who believed that the
only market they were in was that of providing customers with debt pro-
tection, though for the customer it was seen as protecting their sales rev-
enue. However, when they began to talk to their customers they found that
a number of them were using the product as ‘virtual capital’ to improve
their cash-flow management. What these customers were doing was using
the guarantee of debt payment provided by the credit insurance company
as an asset which they could then use to increase their borrowings, a market
in which invoice discounting and factoring were competing.
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The company discovered that it was, in fact, operating in two markets,
both of which they had to segment. What is also worth noting is that,
whereas their original market was fairly static, this ‘new’ market was
growing at around 20 per cent per annum and was 25 times larger than
their original market. They also discovered that they had an extremely
competitive product for this ‘new’ market, something their customers in
this market had already worked out.

Reference
McDonald, M. (2002). ‘Setting marketing objectives and strategies’. In Marketing

Plans: How to Prepare Them, How to Use Them, pp. 255–310. Oxford: Butterworth-
Heinemann.

Exercises
Often there is confusion regarding what constitutes a market. Unless such
confusion is dispelled from the outset, the whole marketing edifice will be
built on sand. However, as so often is the case, what on the surface appears to
be a relatively simple task can prove to be extremely testing, especially when
it challenges current assumptions and corporate structure.

This exercise vastly simplifies the problem some companies face when address-
ing ‘market’ definition.

Alpha Ltd has five major products, A, B, C, D and E, which are sold to five dif-
ferent customer groups, as represented in Figure 4.5. Virtually all sales are
achieved in the darker shaded areas.

Is this company’s market:

(a) the darker shaded areas?
(b) the intersection of products A, B and C and customer groups 2, 3 and 4?
(c) products A, B and C for all customer groups?
(d) customer groups 2, 3 and 4 for all products?
(e) the entire matrix?

Possible interpretations for Exercise 4.1 are as follows:

1 It would be possible to define our market as the darker shaded area ((a) in
the exercise), i.e. the product/customer group area currently served. The
problem with this is that it might tend to close our eyes to other potential
opportunities for profitable growth and expansion, especially if there is a
danger that our current customer groups may become mature.

2 It is also possible to define our market as the intersection of products A, B and
C and customer groups 2, 3 and 4 ((b) in the exercise). The problem with this is
that while we now have a broader vision, there may be developments in prod-
uct areas D and E and customer groups 1 and 5 that we should be aware of.

3 To a large extent, this problem would be overcome by defining our market as
products A, B and C for all customer groups ((c) in the exercise). The problem

Exercise 4.1
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here is that markets 1 and 5 may not require products A, B and C, so perhaps
we need to consider product development (products D and E).

4 It is certainly possible to consider our market as all products for customer
groups 2, 3 and 4 ((d) in the exercise). The potential problem here is that we
still do not have any interest in customer groups 1 and 5.

5 Finally, it is clearly possible to call the whole matrix our market ((e) in the
exercise), with customer groups 1 to 5 on the vertical axis and each of prod-
ucts A to E on the horizontal axis. The problem with this is that we would
almost certainly have too many distinct product and customer groups and
this could lead to a costly dissipation of effort.

In addition, any combinations of (a) to (e) above could be used as long as
there is a sensible rationale to justify the choice.

The answer to the conundrum is possibly found in the definition of ‘market’:
‘A market is the aggregation of all the products or services which customers
regard as being capable of satisfying the same customer need.’ The first part of
the clue therefore comes from the five customer groups and whether or not
they see any of the five products as competing with each other in terms of the
need that they are seen to be satisfying. Once this has been understood we
would then look at the company’s realistic capabilities in order to determine
what, if any modifications to these conclusions would be required in order to
exclude those areas the company was simply not suited to serve. This would be
a matter of management judgement.

Here, we present some possible market definitions along with a few comments.
Which of the following are ‘market’ definitions?

1 The pensions market: No; simply on the grounds that it is describing a 
product, a product designed to satisfy a need, and there are other products

A B C

2

1

3

4

5

Products
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s

D E

Figure 4.5
Market definition for
Exercise 4.1

Exercise 4.2
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that can also satisfy this need. Try and describe what it is most customers 
are attempting to achieve when considering whether or not to invest in a
pension.

2 The conveyance of individuals over long distances: Understanding a cus-
tomer need in these terms would have probably enabled the train com-
panies of Europe to have emerged as the successful European airlines of
today, but they preferred to see themselves as train operators. Many of
today’s airline companies see themselves as ‘airlines’, but how many pas-
sengers would switch to a teleporter if, and when, it ever came into being?
Beam me up Scotty! Yes or No?

3 The ball bearings market: Another product description. If you were to ask
customers what they were looking for and attempted to capture it by com-
pleting the sentence, ‘The customer need is to … ’ the sentence could well
be completed by the phrase, ‘… support rotation’. Ball bearings are there-
fore competing against other products and technologies that also support
rotation, such as magnetic levitation. Rather than the manufacturers think-
ing about improving their ball bearings, it would be better for them to think
about how to improve methods of supporting rotation because it is this
particular functionality that customers are seeking to achieve from their
purchase.

4 To communicate verbally, remotely and in real time with anyone I choose:
Yes or No? It may benefit from adding, ‘whenever I choose’.

5 Portable sources of energy for powering equipment: Yes or No? It could be
improved by refining it as there are clear differences between a consumer
market and an industrial market, not only in the energy capacity being
sought but also in the appropriate distribution channels.

6 The luxury chocolate market: Yes or No? Probably better thought of as the
‘treat’ market for some purchasing motivations, which is attractively insensi-
tive to price.

7 The market for central heating: Yes or No? What the customer is really look-
ing for is a means of maintaining an ambient temperature of their choosing.

8 The air freight market: Yes or No? This is too product focused. What the cus-
tomer really cares about is having their goods delivered to where they want
within their time-frame constraints.

9 To have access to a variety of experiences out of the ordinary: Suggested as
the market definition for theme parks, before the imagination starts to run
away with itself!

This exercise turns to your own company. Often, the way a market was
selected in the first instance can provide clues regarding how it can be
defined. Consider one of your current markets and explain:

1 How it came to be chosen.
2 How you would define it, so that it is clearly distinct from any other market,

and capture this by completing the sentence appearing below.

And add to the definition a list of the products or services it covers.

The customer need is to …

Exercise 4.3
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This is for companies with a range of products or services looking for a series
of steps to follow which will help define the market(s) they should be seg-
menting. This is the exercise referred to in the main text.

1 Allocate your company’s products into their competitive sets, preferably as
viewed by the customer. Please note that it is possible to have the same
product appearing in more than one competitive set if it can be put to more
than one use. For example, pensions can be used to provide retirement
income or to finance a loan for a house purchase. An airline seat can be
used for business travel or for leisure travel. A beach holiday can be used by
sun worshippers or by parents with young children looking for kids’ activ-
ities (or should that be ‘distractions’?). A corporate charge card can be used
for business expenses or to obtain a short-term injection of cash.

2 Add to each competitive set all the appropriate products supplied by com-
petitors along with any additional products the customers are known to
consider and, in some cases, use as alternatives. Once again, a single prod-
uct can appear in more than one list.

3 For each resulting competitive set, describe the use the customer puts the
products to, in other words, the need customers are seeking to satisfy.
Avoid using any of the product names in this description. If necessary, split
product groups if this is the only way you are able to arrive at a meaningful
description of their use.

4 Merge those competitive sets which appear to be put to the same use and
therefore meet the same or similar customer need. For each concluding list,
refine the words describing the use the competing products are put to, such
that the description conveys the need they are meeting. These can now be
viewed as ‘needs sets’ and are possible ‘market’ definitions.

5 For each ‘market’, assess the total value (or volume) of business the compet-
ing products represent for the geographic area being looked at. In deciding
on the geographic area, take into account any known geographic limits cus-
tomers impose on the location of suppliers they will consider. For example,
suppliers of office equipment may need to be within a certain drive time.

6 Try the following reality check which is designed to ensure that segmenting
the market you have now defined will produce segments that are worth
investing your company’s resources in.

As markets tend to divide into between five and ten segments, divide the
value (or volume) figure for each ‘market’ by five:
(a) If the resulting figure represents sufficient value (or volume) to justify a

distinct marketing mix, your market definitions are probably correct.
However, if the resulting figure can be divided by five again and still jus-
tify a distinct marketing mix, the ‘market’ definition is probably too
broad and requires more focus.

(b) If the resulting figure is too small to justify a distinct marketing mix,
redivide the ‘market’ figure by four (to allow for some segments being
small and others being an acceptable size) and if this figure is still too
small your ‘market’ definition is possibly too narrow and may benefit
from being merged with another.

Ensure that any revised definition makes sense in terms of a ‘needs set’
which customers would recognize and in which they make transactions.

Exercise 4.4
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Summary
This chapter takes a detailed look at the way a market works in
order to identify where decisions are made about competing prod-
ucts and services. It is these decision-makers who then proceed to
the next stage of the segmentation project as it is their require-
ments you must understand in order to develop successful market-
ing propositions. Successful segmentation is based on a detailed
understanding of decision-makers and their needs.

This is the second step in the segmentation process, as illustrated
in Figure 5.1.

Step 1 – Defining the ‘market’
The scope of the project

Stage 1 – Your market and how it worksStage 1 – Your market and how it works

Step 2 – Market mapping
Structure and decision-makers

Figure 5.1
The segmentation
process – Step 2

In many markets, especially business-to-consumer markets, drawing a ‘market map’
and identifying decision-makers has been quite a simple exercise. However, even in these
markets, the emergence of alternative routes to market has made market mapping an
essential exercise, an exercise that should be revisited and updated on a regular basis.

Although in structurally very simple markets you may feel it is possible to skip this step
of the segmentation process, it is strongly recommended that you at least review the ‘Fast
track’ section of this chapter and give it most careful thought before deciding that 
market mapping is not relevant. In our experience, market mapping is relevant to all
organizations.

This chapter aims to provide you with a practical guide to market mapping so that your
first market map(s) can be constructed using information already held by your company.
This information can come from departments such as sales, customer services, distribu-
tion, accounts and so on. Past market surveys and industry statistics can also be useful
sources of information, assuming you have any. Verification, if required, can be included
in any follow-up work you commission for your segmentation project as a whole.

In addition to segmenting those you target with your products and services, it is some-
times necessary to conduct a separate segmentation project for intermediaries, such as
retailers, so that you have a detailed understanding of how to win shelf space. This is to
ensure that once you have got your products aligned to segments, the segments can then
access these products through the channels they prefer to use.

This book refers to
those whose needs you
must understand (if you

are to develop
successful marketing

propositions) under the
title of ‘decision-maker’.

You may find it more
appropriate in your

market to refer to them
as ‘specifiers’.
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Fast track
� Starting with the final users of the products or services included within

the scope of your segmentation project, note what proportion of the
total market they actually decide on: that is, make the decision on
which of the competing products or services will be purchased. If this is

This chapter is organized as follows:

� A ‘fast track’ for those looking for a quick route through the key points
� Presenting the stages (‘junctions’) along the distribution and value-added chain as a map
� Showing the ‘routes’ that connect final users with suppliers
� Approaching the map from the suppliers’ perspective, instead of the final users’ per-

spective
� Where to end the map for a company that is not a supplier
� Ensuring your map includes any ‘hidden’ final users
� Covering the different stages a purchase has to go through within organizations
� Capturing the role of influencers in a market, including the role of consultants
� Attaching quantities to the market map
� Expanding the detail of a junction to highlight any differences found there (‘junction

types’)
� Market maps in the tabular form
� Identifying where decisions are made in the market (‘market leverage points’)
� Accommodating ‘shared’ and ‘cumulative’ decision-making on the map
� Selecting the junction to be segmented
� Guidelines for including more than one junction in a single project
� Whether to include or exclude customers who are not decision-makers
� Taking the opportunity to test views on how the market splits into segments (‘prelim-

inary segments’)
� A review of this step in the segmentation process
� Market map for the case study and further examples
� Exercises further to help you compile your market map

‘Market mapping’ as defined and developed by the authors has
become an increasingly important part of the toolkit for mar-
keters. In addition to providing an informative picture of the dis-
tribution and value-added chain that exists between final users
and suppliers, it can also be used to present your own company’s
performance on these routes to market and to illustrate where
your sales and marketing resources are allocated. This provides a
useful check when evaluating your sales and marketing strate-
gies, especially when looking at predicted changes to the market’s
structure and when comparing yourself with your key competi-
tors on where resources are committed.

A separate chapter which looks at market mapping in more detail and how to capture
the above refinements follows the conclusion of the segmentation process. This is also a
useful stage at which to plot your chosen segments onto the market map. A further chap-
ter then takes a look at future market mapping and predicting market transformation.
These are Chapters 11 and 12 respectively.

This book refers to
those who produce the
products or services
supplied to a market as
‘suppliers’.
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not 100 per cent, note who the final users turn to next for the decision
and then record what proportion of the total market this group decide
on. Approximate percentages are acceptable.

� List the alternative decision-makers in a sequential order according to
how close they are to the final users. Continue until you have accounted
for 100 per cent of the market. If it is showing signs of getting compli-
cated and you have already found where, say, 80 per cent of the deci-
sions are made, that should be sufficient to progress with your project.
Each stage along the ‘market map’ (represented by a cube in Figure 5.2)
is called a ‘junction’ and a junction where decisions are made is known
as a ‘market leverage point’.

� Use the decision-making percentages and the market size (from
Chapter 4) to determine the quantity decided at each leverage point.

� It helps if you sketch out the market map and capture the decision-
making along the lines suggested in Figure 5.2.

Suppliers

Retailers

Final users

(30% to go)

Suppliers

Buying
department

Approval
group

Section
head

Final users

Business-to-consumer Business-to-business

5% decided

35% decided

(95% to go)

(60% to go)

(10% to go)

(0%)

10% decided

50% decided

70% decided

25% decided

5% decided

(5% to go)

(0%)

Buyers

Figure 5.2
Fast track – market
mapping
(Note: In a business-
to-consumer market
the ‘final user’
could, for example,
be a child with the
‘buyer’ being a
parent.)

Clearly some final users will also be buyers. What we are trying to
establish on the market map are buyers who make the decision on
behalf of final users.
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Do not overlook the possible role of advisers, buying guides or con-
sultants on your map.

� Select the junction with leverage to be taken through to the next stage.
It is usually easier to progress the segmentation project a single junction
at a time. As a normal rule it is best to start with the final users. This
would work with the business-to-consumer example in Figure 5.2 but
appears to be nonsense in the business-to-business example. The next
guideline would be to start at the junction nearest the final user where
significant leverage occurs. In the business-to-business example, start-
ing with the ‘Approval group’ would make sense as they account for
the highest proportion of the decisions. However, working through the
segmentation project for both the ‘Section heads’ and ‘Approval
groups’ in parallel may be manageable; try it and see.

� When the junction you are segmenting consists of some who make the
decision and others who do not, and it is a junction where it would be
to your advantage to have them make the decision themselves, include
all of them in your segmentation project if it is by choice that the decision
is left to others. Better targeted offers may persuade them to make the
decision themselves. If, on the other hand, those who do not make 
the decision have no other choice in the matter (which could well be the
case in the business-to-business example in Figure 5.2), they can be
excluded from your segmentation project.

� Optional: At the selected leverage point, you may already have a seg-
mentation structure or see a natural division you want to test out in
your segmentation project. It is quite acceptable to structure the project
around these groups and take them through the segmentation process.
It will not prejudice the outcome in any way. We refer to these groups as
‘preliminary segments’. Each preliminary segment should be sized.

� A worksheet for market mapping appears in the Exercises section of
this chapter.

Readers who are confident that they have identified the individuals in the
market who should be taken to the next stage of their segmentation pro-
ject may go straight to Chapter 6.

This concludes the fast track for Step 2 of the segmentation process.

Constructing your 
market map
A ‘market map’ defines the distribution and value added chain between
final users and suppliers of the products or services included within the
scope of your segmentation project. This should take into account the vari-
ous buying mechanisms found in your market, including the part played
by ‘influencers’. Before you draw the map, however, it is suggested that
you read the whole of this chapter.

This is a key step in the market segmentation process and you should spend as
much time as necessary to ensure you correctly identify the individuals or groups
to be taken into the next stage of the segmentation project.

Definition:
A market map defines the
distribution and value
added chain between
final users and suppliers,
which takes into account
the various buying
mechanisms found in a
market, including the part
played by ‘influencers’.
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The series of figures which follow progressively incorporate various
points made in the text about market maps. Although the diagrams in
these figures are a useful first stage in constructing market maps, you may
find that the diagrammatic approach to market mapping is not to your lik-
ing. The alternative is to construct your market map in a tabular form.
This chapter contains guidelines designed to assist you in constructing
your market map this way. It is recommended, however, that you first
read all of this section, using diagrams as a means of observing how the
various steps in market mapping help develop a detailed picture of your
market. Then, if you wish, you can change to the tabular form and con-
struct your market map this way.

Finally, you may find that for particularly critical and/or complex parts
of your map it often helps if the detail for these areas is captured in a sep-
arate diagram or table away from the composite map in order to empha-
sise their importance and/or portray them more clearly.

Although an organization may be serving different markets, it is possible that
the products or services in these markets go through the same distribution
and value added chain to similar end-users. In such cases a template can be
drawn for the market maps and used across the organization.

A company in the financial services sector, for example, may be able to 
do this.

Marketing
insight

If the products or services in the market you are segmenting have little, if any,
perceived value to the final users and this has been recognized in the defin-
ition of your market (as discussed in the previous chapter), your market map
need only cover the distribution and value added chain between the final
individuals who attribute value to these products or services and the suppliers.

We will, however, refer to them as ‘final users’ in the text.
Ensure, however, that you are not overlooking an opportunity to improve

your sales and profitability. If in any doubt, include the ultimate final users in
the market map.

Marketing
insight

Be sure to draw a
market map for the

whole of the defined
market rather than just

the part you currently
deal with. This is to

ensure that you
understand your market

dynamics properly.

Getting started
It is useful to start your market map by plotting the various stages that
occur along the distribution and value added chain between the final
users and all the suppliers of products or services competing with each
other in the defined market. At the same time, indicate the particular
routes to market the products are sourced through, as not all of them will
necessarily involve all of these stages. An example of this starting point for
market mapping is shown in Figure 5.3.

These stages (represented by the cubes in Figure 5.3) are referred to as
‘junctions’, with each junction on a market map positioned hierarchically,
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according to how close it is to the final user. The first junction along the
market map would, therefore, be the final user.

It is not essential to draw the map starting from the final user. You may pre-
fer to draw the map starting with the supplier, progressing towards the final
user, followed by adding the particular routes to market the products pass
through. Neither is it essential to draw the map down the page. You may prefer
to draw the map across the page starting with either the final user or the
supplier as in Figure 5.4. Do whatever you feel most comfortable in doing.

A reminder: We use the
word ‘product’ to avoid
unnecessary references
to ‘services’, ‘not-for-
profit services’, ‘capital
goods’ and ‘retail’. The
text is equally relevant
to these.

First: Lay out the transaction stages 

Final users

Retailers

Distributors

Suppliers

Second: Add the routes between them

Final users

Retailers

Distributors

Suppliers

Figure 5.3
Starting a market
map and adding the
routes between the
transaction stages
(Note: This market
map consists of four
stages, one each for
final users, retailers,
distributors and
suppliers. This map
illustrates that
products are also
acquired by the final
users direct from the
suppliers, as well as
from retailers. Some
retailers also bypass
distributors and
acquire their stocks
direct from the
suppliers.)

As we progressively add junctions to the market map and attach the
details we cover in this chapter, we will continue with the format in Figure
5.3. When we move to the next stages of market mapping later on in the
book we will adopt the format in Figure 5.4. We find it is easier to attach
the next levels of detail when the market map is in the horizontal format.

If you have elected to draw your map starting with the final users, think of it
as tracking all the various ‘stages’ that occur from when the intention to
acquire a product is initiated through to the product’s place of origin, in other
words, to the supplier.

If you are drawing your map starting with the suppliers, think of it as track-
ing all the various ‘stages’ a product has to pass through before it arrives at its
final destination, in other words, with the final user.

In either case, not all the stages necessarily consist of a transaction or an
actual transfer of the product itself. This is a point we cover later.

Marketing
insight
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For those of you segmenting markets in which your company is not at the
extreme of the map you should give it careful thought before deciding to
exclude the stages between you and the suppliers. For example, if you
were a distributor in the market depicted in Figure 5.3, it would be import-
ant to capture the fact that some product was sourced direct from the sup-
pliers. Capturing this fact would be particularly important if this route to
market was growing at your expense, as you would need to understand
why it was taking place and what strategic changes were required to
secure the future of your business.

It is very important that your market map extends all the way through to the final
user, even though you may not actually conduct transactions with them directly.

Market maps sometimes overlook the final user when one of the fol-
lowing occurs:

1 a contractor or agency is engaged to carry out the work on behalf of the
final user; or,

2 the product is purchased on behalf of the final user.

Taking the first of the above two possibilities: in some markets, the direct
customer/purchaser will not always be the final user, even though they
may even appear to consume the product, as is illustrated in the following
set of circumstances:

SuppliersDistributorsRetailersFinal users

Suppliers Distributors Retailers Final users

Figure 5.4
Starting a market
map – alternative
layouts

A company (or household) may commission a third party contractor to carry
out some redecoration, or an advertising agency to develop and conduct a
promotional campaign, or a financial adviser to produce and implement a finan-
cial programme.

For all of us, the doctor we visit when seeking treatment is, in many respects,
a contractor when it comes to prescribing medicine.

Marketing
insight
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Although the contractor or agency is strictly the direct buyer, they are not
the final user. The distinction is important because, to win the commis-
sion, the contractor would usually have needed to understand the require-
ments of their customer and, in carrying out the commission, would have
carried out those requirements on behalf of their customer. To miss out the
final user from the market map would, therefore, have ignored an array of
different needs which the supplier would benefit from being aware of
(and have included in their product offer) if the supplier were to ensure
their company name appeared on the contractor’s ‘preferred supplier list’.
The inclusion of a contractor on a market map is illustrated in Figure 5.5.

Final users

Contractors

Retailers

Distributors

Suppliers

Figure 5.5
Market map with
contractor

Secondly, ensuring your market map continues right the way through
to the final user is also appropriate in those situations where final users
have their products purchased for them: for example, by their parents or
by their company’s purchasing department. Here we would be looking to
capture the decision-making and/or order-placing hierarchy that exists
between the final user and whoever places the order; which is a particu-
larly important understanding for any company’s sales and marketing
programme. This may simply require a small change to the market map
already presented in Figure 5.5, such as replacing ‘Contractors’ with
‘Parents’. In other markets, however, especially in business-to-business
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markets, this will require further junctions to be added to the market map
as illustrated in Figure 5.6.

Final users

Section head

Purchasing group

Contractors

Retailers

Figure 5.6
Market map with
final users ‘hidden’
from the suppliers

A further addition to the market map in Figure 5.6, particularly in 
business-to-business markets, could be the inclusion of a distinct junction
for the purchasing procedures that are known to take place between, 
say, a department’s intention to buy and placing the order. For example,
once the marketing group have agreed with IT on the new technology
they want to install in their call centre, it may first need to be approved 
by a capital sanctions committee and then by the board before it is passed
to purchasing. Although purchasing procedures are likely to differ bet-
ween companies, capture it in a single junction at this stage of constructing
your market map. An opportunity to expand the detail occurs later on
when we add junction types.

In many markets the final user is often represented by the last individual in
the chain who has to dig into their pocket, or budget, to pay everyone else in
the chain. There are, inevitably, some exceptions, such as, for example, food
and clothes for children, most office staff, workers on the shop floor, nurses
and radiographers, and so on.

Marketing
insight
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As the figures have illustrated, most market maps will have at least three
principal components:

1 Final users (often referred to as ‘consumers’)
2 The channel (distribution channel, often referred to as ‘customers’)
3 Suppliers (originators of goods and services, namely the manufacturing

and service industries)

For many markets, however, it is also essential that their maps include a
fourth component, namely the stage(s) where influence and/or advice
occurs (not necessarily a transaction) about which products to use:

4 Influence and advice (sources of ‘information’)

For example, an individual looking at investment opportunities may seek
the advice of an independent financial adviser, though they may choose to
transact the investment themselves rather than through their financial
adviser. Alternatively, they may turn to specialist financial publications,
specialist reports in the general media, or visit websites set up to provide
investment information and even the opportunity to exchange views
through their chat room. Similar sources of information are available on
all sorts of products, some of which, such as the Which? publications from
the Consumers’ Association in the UK, can have a powerful influence on
an individual’s choice of product.

In business-to-business markets, publications and reports produced by
industry associations, professional bodies and others are available to com-
panies looking for information to help them decide between competing
products and services. An alternative to reading through the reports, of
course, is for the company to engage the consultancy services of an inde-
pendent expert, adding yet another, but important, layer to the market map.

Independent influencers need not necessarily be consultants. They can
be final users who have already made their decision.

When referring to ‘influencers’ it is important to note that we are not refer-
ring to the power, or otherwise, of advertising or any other type of pro-
motion. We are referring more to the influence of what are perceived as
authoritative and independent sources of information that are deliberately
sought out by some customers as part of their buying process. The import-
ant point here is that in many instances we are seeing an ‘influencer’ not

A discussion about the
difference between
‘consumers’ and
‘customers’ appeared in
Chapter 4.

Ensure your market map
includes the stages
where influence and/or
advice occurs about
which products to use.

For some technically sophisticated and expensive products, it is crucial in any
sales strategy to get the equipment installed in what are sometimes referred
to as ‘luminary’ or ‘reference’ sites. These are businesses and institutions, and
sometimes particular individuals who work there, known to be respected
among their peer group. The influence generated by these sites on the choice
of equipment made by others can be quite substantial. Such sites should
therefore appear on the market map.

There are also many business-to-consumer markets in which the choice of
product by some final users is influenced by the choice of product made by
other final users, individuals whom they turn to for information and recom-
mendations. They, too, should appear on the market map.

Marketing
insight
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directly featuring in any transaction. These influencers should appear on the
market map, as shown in Figure 5.7, just as if they were a transaction stage.

Suppliers

Distributors

Retailers

Contractors

Final users

Independent
influencers

Figure 5.7
Market map with
influencers

Overlooking the role of independent influencers in a market can result in lost
sales opportunities.

In the early 1990s a company supplying expensive capital goods
put together a detailed sales and marketing programme targeted
at key decision-makers in the top corporations. Each corporation
was allocated to a specific salesperson and every decision-maker
was to be carefully tracked down and relentlessly pursued in the
quest for ever-increasing sales.

What the strategy overlooked, however, was that nearly 40 per
cent of their market was in fact not determined by the corpor-
ations themselves, but by independent consultants who not only
evaluated the company’s requirements, but also produced the
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For most market maps, the decision on which junction a particular activ-
ity should be placed in will be very clear. However, there will be instances
where the decision is not immediately apparent. For example, a farmer’s
co-operative may simply replace a retail outlet or a wholesaler, in which
case it could just as easily be placed in the same junction as the retailer or
wholesaler, as appropriate. Alternatively, a co-operative may source its
products from either a wholesaler, or direct from the manufacturer, in
which case it is clearer to position the co-operative on the market map at a
stage which is nearest to the final user. Following the same guidelines, a
consultant who advises the farmers on which specific product to buy
would clearly be placed in a junction one stage below the farmers and
ahead of any retailers or wholesalers.

A confusion that sometimes occurs in market mapping is when a single
entity performs two roles in a market. For example, numerous supermar-
kets and small confectioners are not just retailers of bread produced by
large bakeries; they also bake bread on their own premises. Are they there-
fore a retailer or a supplier of bread, or should there be an additional junc-
tion on the map to cover both roles? This dual role is best tackled by
retaining the junctions of ‘supplier’ and ‘retailer’ and then noting at the
supplier junction that this consists of supermarkets and small confection-
ers as well as large bakers, a detail that can be added now or at the stage
in market mapping when we specifically look at these details. We have, of
course, already come across customers with two roles in a market when
we were discussing final users as ‘influencers’. In these circumstances, it
should be noted at the ‘influencer’ junction that, along with other types of
influencer, final users are also found at this junction.

specification and, to all intents and purposes, controlled the ten-
der list. Although the final decision was generally made by the
corporation, it was more often than not a done deal by that stage,
with one supplier clearly in the lead.

Rather than limit their sales to 60 per cent of the market, the
company in question added consultants to its market map and
amended its sales and marketing strategy. By including this other
40 per cent of the market the company had increased its sales
opportunities by two-thirds.

When companies
perform two roles in a
market, these two roles
should appear as two
junctions on the market
map.

Referring, again, to the farmer’s co-operative example, a co-operative could
have its own consultants to provide technical advice to farmers as well as dis-
tribute goods and services to the farmers. This is a clear example of a single
entity performing two roles. However, even if every consultant in this market
worked for one of the distributors, it would still be important to recognize
these different roles as two distinct junctions on your market map.

Not every farmer wants to use a consultant.

Marketing
insight

Finally, it may even be appropriate for your market to identify the field
sales force as a separate junction, particularly if business is conducted
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either through a field sales team or direct without reference to field sales,
such as by telephone sales or the internet. This situation is captured in
Figure 5.8.

Final users

Retailers

Distributors

Field sales

Suppliers

Figure 5.8
Market map with
field sales identified
separately
(Note: In this
market map, field
sales are not
contacted by any of
the final users and
only by some of the
retailers. All the
distributors have
their business
conducted through
field sales.)

In implementing these directions and those which follow, you may find
that you have to redraw or amend your market map a number of times.
All you are doing at this stage is progressively creating a preliminary form
of macro market segmentation. Later on, you will proceed to do more
detailed segmentation.

A worksheet for market mapping appears in the Exercises section of this
chapter.

It is clearly useful to verify the routes to market and the role of influencers
along with the decision-making and purchasing procedures in any market
research you commission for your segmentation project.

Market
research note

Initial quantification of the market map
With quantification playing an important part later on in the process,
mark at each junction and along each route the volumes or values dealt
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with by each of them. The figure used to size the market in Chapter 4 is the
base for this allocation, which in most cases will be the annual figure for
the market. Where figures for this detailed breakdown of the market are
not available, guesstimates should be made in order to scale the role of
each junction and the different routes between them. You may find it eas-
ier to start with percentages and then, when satisfied with the allocation,
convert the percentages to figures. This is illustrated in Figures 5.9 and 5.10.

75%

Final users source 25% through
contractors and 75% from
elsewhere.

The 75% sourced from
elsewhere is split 60%:15%
between retailers and suppliers
respectively.

The 60% sourced from retailers
is, in turn, split 30%:30% 
between distributors and
suppliers.

In addition to the 30% sourced
from distributors by retailers,
contractors also source product
from distributors. The 25%
handled by contractors is split
between distributors and 
suppliers 5%:20% respectively,
giving distributors a total of 35%.

60%

15%30%
30%

5%

20%

35%

25%

Final users
100%

Contractors
25%

Retailers
60%

Distributors
35%

Suppliers
100%

Figure 5.9 Initial quantification of a market map – percentages
(Note: The number of units ‘consumed’ by the final users usually
equates to the number of units entering the market. Please take
some time to follow the routes through the map and you will
observe that, like the work of an accountant, it all ‘balances’. As 
the explanatory notes in the figure indicate, each percentage
appearing on the map is based on the market total. So, for example,
the 60 per cent of product sourced by the final users from retailers 
is 60 per cent of the market total. The balance of the 75 per cent
sourced by final users other than through contractors, i.e. 
15 per cent, which, is the above example, is sourced direct from 
the suppliers, is the figure that appears on the market map 
(though you may have arrived at this figure by determining that 
the split of the 75 per cent between retailers and suppliers is 
80:20).)
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If ‘influencers’ feature on your market map and some of them are also
final users, it is only the quantity they advise others on that is included at
the ‘influencer’ junction.

Adding junction types
This next stage for your market map is to expand the detail it contains, as
the ‘top line’ picture developed so far is possibly hiding some important
differences between customers. These differences could provide useful
information for your segmentation project.

Note at each junction on your market map, if applicable, all the different
types of companies/customers that are found there, as illustrated in
Figure 5.11. If you have included a junction for ‘Purchase procedures’,
your list for this junction would consist of the different procedures that are

75k
225k

60k

15k

105k

45k

180k

90k
90k

Final users
300k

Contractors
75k

Retailers
180k

Distributors
105k

Suppliers
300k

Figure 5.10
Initial quantification
of a market map –
figures
(Note: The
quantities are
thousands (k) of
units. The total
number of units in
this market is
300 000 (300k).)

One of the objectives of any quantitative research commissioned for your seg-
mentation project should be to provide you with useful statistics about your
market to reduce the amount of guesswork.

Market
research note
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found at this junction, such as ‘Financial director and Purchasing’, ‘Main
board and Purchasing’ and so on.

If you already have a segmentation structure for any of these junctions
and you are using this process to test its validity, you can use this structure
to define the respective junction types. This will be useful when we are
looking at preliminary segments a little later in this chapter. The market
mapping routine you have followed so far could, of course, be challenging
the traditional structures you have been applying to your market. In such
instances, you may prefer to replace what now appears to be the out-of-
date list with the new list.

What may now become apparent is that the ‘top line’ picture of the mar-
ket hides the fact that some customer types do not use all the routes to
market shown at their junction. For example, it may be the case that
‘Households’ never use ‘Contractors’ in this particular market. Redrawing
the market map to show this detail is looked at in a later chapter. It is not
required at this stage of the process.

A refinement which is useful at this point is to split the volume or value
quantity dealt with by each junction between the junction types. Figure
5.12 illustrates how to record this for the ‘Final user’ types appearing in
Figure 5.11. Guesstimate these figures if they are not known and note this
as a requirement for any follow-up work.

• Regional
• National
• Local

Final users

Contractors

Retailers

Distributors

Suppliers

• Households
• Private companies
• Government

• General
• Specialists
• Sheds*

• The ‘big three’
• Regional independents
• Other

Figure 5.11
Market map listing
the different
junction types
(Note: * ‘Sheds’ is
the name sometimes
used to refer to
hardware
superstores.)
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If easier, you can limit this level of detail to the groups you take through
to the next stage of your segmentation project. This is discussed a little
later in this chapter.

Market maps in the tabular form
If you would prefer to present your market map in the tabular form, Table
5.1 presents the market map in Figure 5.5 using this format. To arrive at
the layout appearing in Table 5.1:

1 First, list the junctions down the right-hand side starting from the final
user, and then repeat the list across the top.

2 Now indicate which junctions the final users source their products
through and repeat this for each junction.

As already stated, it is not essential to start from the final user. You can
start with the suppliers if you find this easier.

Final users
300k 120kGovernment (40%)

300k (100%)

Households 30k (10%)

Private companies 150k (50%)

•
•
•

Figure 5.12
Quantities split
between junction
types

Table 5.1 Market map with contractor presented in tabular form

Note: For ease of reference each junction is identified by a letter from the alphabet.

Sourced through

A B C D E
Final users Contractors Retailers Distributors Suppliers

A
� � X �

Final users

B 
X � �

Contractors

C 
� �

Retailers

D 
�

Distributors

E
Suppliers
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Different junction types can be listed under their respective columns
along with the volume or value figures dealt with by each of them by the
addition of an extra row for ‘Junction types’ at the bottom of the table.

Market leverage points
Now, highlight those junctions where decisions are made about which of
the competing products or services will be purchased. These are known as
‘market leverage points’. It is not necessary for all the customers at a junc-
tion to make this decision for the junction to become a leverage point.

Locating where leverage occurs in a market identifies the customer
group(s) who will proceed to the next stage of your segmentation project.
It is therefore a critical output of market mapping and should be worked
through carefully.

The easiest junction at which to start this stage of market mapping is at
the final users’ junction. This applies to all market maps whether or not
you started your map from the final users. The approach to use is as 
follows:

1 First, list the proportion of the total market of competing products
which final users decide will be purchased.

Table 5.2 Initial quantification of a market map in tabular form

Note: Using ‘Retailers’ (junction ‘C’) as an example and reading across the table (left to
right): 180k units are sourced through retailers by final users and the retailers, in turn,
source 90k of this 180k through distributors (junction ‘D’) and the remaining 90k
through suppliers (junction ‘E’).

Market
Sourced through

size: A B C D E
300k Final users Contractors Retailers Distributors Suppliers

A
300k 75k 180k X 45kFinal users

B 
75k X 15k 60kContractors

C 
180k 90k 90kRetailers

D 
105k 105kDistributors

E
Suppliers

300k

To quantify the market map in Table 5.1 you simply have to replace each
‘tick’ with the amount of product sourced through that junction by each of
its respective customers. Table 5.2 presents the same information con-
tained in Figure 5.10 in this format.

A reminder: Because
there is not a general
consensus on the
distinction between
customers and
consumers, this book
subsumes both under
the title of ‘customer’.
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If this is 100 per cent you can move straight on to the next section. If
this is not 100 per cent –

2 Take the junction that the final users turn to next and note what propor-
tion of the total market they decide on. If the cumulative total is still not
100 per cent, repeat this exercise for each subsequent junction until you
have accounted for 100 per cent of the market.

Approximate best guess percentages are acceptable and note that this
needs to be verified in any follow-up work.

You can track this through using your market map as illustrated in
Figure 5.13 (based on Figure 5.10).

 

210k

% of the total
market decided on

60k

30k

300k

– junction where market leverage is foundKey:

Suppliers
300k

Distributors
105k

Retailers
180k

Contractors
75k

Final users
300k

(0%)

10% decided

(10% to go)

20% decided

(30% to go)

 70% decided

Figure 5.13
Market leverage
points on a market
map
(Note: If you are
using the tabular
format for your
market map, the
leverage
information can be
added to the ‘grid
squares’ in Table 5.2
containing the unit
totals for each
junction.
Alternatively, either
insert an extra
column for ‘Market
leverage’ next to
the list of junctions
and use this for
recording the
leverage, or add a
further row at the
bottom of the table
and note the
leverage
information in their
respective columns.)

In Figure 5.13 we have a market in which 30 per cent of annual sales are
decided at junctions other than the final user junction. Rather than make
the decision themselves between the competing products and services,
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some final users are turning to their first point of contact and letting 
them make the decision on their behalf. In the example given, this is a 
role filled by contractors and retailers, though in other markets it could
well be parents, consultants, section heads, the purchasing group and 
so on.

Once again, if ‘influencers’ feature on your market map and some of
them are also final users, it is only the quantity they decide on behalf of
others that is included at the ‘influencer’ junction. The quantity they
decide on for their own use is included in the ‘final user’ figures.

‘Shared’ decision-making
Figure 5.13 assumes that each junction operates independently when it
comes to decision-making. This enables us to make a straight allocation 
of decision-making between the junctions so that the total adds up to 
100 per cent. But this is not always the case.

Take the example presented earlier in this chapter which talked about a
marketing group looking to install new technology in their call centre.
There will clearly be instances where drawing up the specification and
deciding on which supplier is to be given the contract will be shared
between marketing and IT. It may well include others, such as the purchas-
ing group. When this occurs, a straight allocation of decision-making on a
market map that has ‘marketing’ and ‘IT’ as separate junctions will not
work, but showing them separately is important for understanding how
the market operates.

To cover this situation, simply note at the ‘marketing’ junction the
amount they share with IT. This could be along the lines suggested in
Figure 5.14.

The above situation will also be seen in business-to-consumer markets.
For example, when looking for a new car, the final user, the driver, will
certainly have their own requirements but they may also feel obliged to
take into account the requirements of others in their household before
deciding which car to buy.

However, before you conclude that a decision is shared, apply the ‘one
phone call test’. This assumes you have sufficient funds only for one final
phone call in order to swing the sale in your favour. You therefore have to
make this call to the most important decision-maker (or influencer). Who
would you call? If making this choice is not too difficult, it suggests that
the decision really belongs to one junction.

In addition to showing the amounts decided at each junction you may also
wish to note the amounts influenced by various junctions. Your market map
would then illustrate the full role of each junction in the market. This is not,
however, a requirement at this stage of the process and you may prefer to
leave this refinement until the more detailed look at market mapping in
Chapter 11.

Marketing
insight

Before concluding that
decision-making is
shared, apply the ‘one
phone call test’.
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‘Cumulative’ decision-making
By ‘cumulative’ decision-making we are referring to markets which con-
sist of one or more junctions which act as ‘gateways’ through which you
and all your competitors have to pass before making a successful sale. A
company that fails at a gateway junction does not make a sale. In terms of
decision-making, therefore, allocating 100 per cent between the junctions
does not correctly portray how this market works.

Pharmaceutical companies clearly come across this situation when
looking to launch a new drug. They need approval for the drug by the
licensing authority before it can be sold. In terms of decision-making, 
100 per cent rests with the licensing authority and, once approved, a fur-
ther 100 per cent will be distributed between the different junctions in the 

(0%)

15m

% of the total
market decided on

5% decided

15% decided

(95% to go)

(35% to go)

35% decided

45% shared – IT

45m

105m

300m

135m

– junction where market leverage is foundKey:

IT
265m

Marketing
270m

Final users
300m

Figure 5.14
Shared market
leverage points on a
market map
(Note: The
quantities are
monetary and in
millions (m).)

A customer seeking advice before making a purchase does not mean they are
sharing their decision with the source of the advice. The information they col-
lect is usually evaluated against their own requirements. All that has hap-
pened is that their choice is now better informed.

For example, a parent deciding that a mobile phone is in fact a ‘must have’
item could well turn to the younger members of their family for help and
advice in deciding which model and network they should choose. They then
evaluate this information and make their own decision.

Marketing
insight
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market being served. This can easily be captured on a single market map
by simply dividing it into two parts.

‘Cumulative’ decision-making is also illustrated by the following 
example:

Selecting the junction to be
segmented
For most markets it is recommended that segmentation should first take
place at the final users’ junction, provided it is a junction where there are
decision-makers and that the quantity decided at that leverage point justi-
fies it. Once the segmentation process has been completed for this particu-
lar junction, the process can then be repeated for each successive junction
where decisions are made. It is often the case that these subsequent pro-
jects benefit from having the segmentation process completed for earlier
junctions if they are sufficiently important.

Not all markets, however, are suited to this guideline, as illustrated in
Figure 5.15 (a repeat of Figure 5.2 in the ‘Fast track’ section).

Basing a segmentation project on the final users in the business-to-
consumer example in Figure 5.15 would clearly make sense as they account
for 70 per cent of the quantity decided in that particular market. However,
segmenting the final users in the business-to-business example in Figure
5.15 would appear to make no sense at all. To have such a low percentage
of final users with leverage could be either because they have little choice
in the matter, or because the products or services in question are of little
interest to them, which may apply, for example, to the supplier of tele-
phone services.

The next guideline would be to start at the junction nearest to the final
users where significant leverage occurs. In the business-to-business example

In order to win an oil exploration licence each company submit-
ting a tender has to go through a series of stages for approval.
Failure at any stage either requires the tender document (and
supporting presentation) to be reworked or it simply knocks the
company out of the contest. Each stage, however, requires a
totally different proposal which has to meet its own decision-
making criteria (which often requires detailed insights into the
individuals making the assessment).

Each stage, or junction, can be mapped out, just as we have done
in this chapter, except that when it comes to decision-making, each
stage is given 100 per cent.

A strategy for each stage is then developed based on the
requirements of the invitation to tender and the individuals who
will be assessing the proposals.

In most markets,
segmentation should
first take place at the
final users’ junction, if
this is sufficiently
important.
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this could be the ‘Section heads’, though starting with the ‘Approval
group’ would appear to make more sense as they account for the highest
proportion of the decisions. Although as a general rule it is easier to
progress your segmentation project a single junction at a time, in the busi-
ness-to-business example in Figure 5.15, working through the segmenta-
tion project for both the ‘Section heads’ and ‘Approval groups’ in parallel
may be manageable; try it and see.

If you elect to work with more than one junction at a time, it is advisable
that they are found within one of the following categories:

1 users, or those who stand in for the users and ‘represent’ them; or,
2 those who play a part in the distribution chain; or,
3 those who take a product or service and add to it in some way before

selling it on.

What each of these categories intend to do with a product is clearly quite
different, and this will be reflected in their requirements. Therefore, to
include junctions from more than one category in a single project is likely
to make the project unmanageable and, in turn, unproductive.

Suppliers

Retailers

Final users

(30% to go)

Suppliers

Buying
Department

Approval
group

Section
head

Final users

Business-to-consumer Business-to-business

5% decided

35% decided

(95% to go)

(60% to go)

(10% to go)

(0%)

10% decided

50% decided

70% decided

25% decided

5% decided

(5% to go)

(0%)

Buyers

Figure 5.15
Selecting the
junction to be
segmented

As a general rule it is
easier to progress your
segmentation project a

single junction at a time,
providing it accounts for
a significant amount of
the purchase decision.

If more than one
junction is to be included

in the project, ensure
they perform a similar

role in the market.
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In those markets where there is shared decision-making, as illustrated in
Figure 5.14, it usually helps if you work through the segmentation project
for each of the junctions who share this responsibility at the same time.

To include or exclude non-leverage groups
An important question we need to address before moving on to the next
stage of your segmentation project is whether or not to include those who
do not make the decision at the junction you are segmenting. Our guide-
line is as follows:

For both the companies below, a better understanding of customer
requirements, including the requirements of customers previously
regarded as having no interest in selecting between alternative offers,
identified extra revenue opportunities and higher margins with these
non-leverage groups. In both cases the customer groups in question could
make the decision if they wanted to.

When the junction you are segmenting consists of some who make the deci-
sion and others who do not, and it is a junction where it would be to your
advantage to have them make the decision themselves, include all of them in
your segmentation project if it is by choice that the decision is left to others.
Better targeted offers may persuade them to make the decision themselves.

If, on the other hand, those who do not make the decision have no 
other choice in the matter (which could well be the case in the business-to-
business example in Figure 5.15), they can be excluded from your segmentation
project.

Marketing
insight

A market research project, commissioned by a manufacturing
company to help them with their segmentation project, identi-
fied that 11 per cent of the total market went to final users who
simply bought whatever their local retailer stocked. This same
research project, however, also identified that if a manufacturer
were to put together a product range specifically targeted at this
group (a group previously ignored by all the manufacturers), the
group would specify this product range, thereby shifting the
leverage away from powerful retail buyers.

Another manufacturing company, whose products were
installed in domestic, industrial and commercial premises by trade
professionals, conducted an analysis of the total UK market for
their product line. This analysis illustrated that around half the
total volume went to customers who, they believed, were not
leverage points. Key in this group were the domestic users who
were heavily dependent on a very diverse group of installers who,
in turn, were heavily dependent on the purchasing policies of

Chap-05.qxd  8/17/04  4:09 PM  Page 120



Portraying how a market works and identifying decision-makers 121

The company in the following example, however, excluded the non-
leveraging groups from their segmentation project. This was because the
decision had been taken away from them and they had no choice in the
matter.

A manufacturer of expensive medical equipment found that in
many hospitals the decision on what equipment was to be bought
had moved away from the final users and their departmental
heads to the senior management. In fact, these departments, who
historically had controlled the decision for virtually all equipment
purchases and with whom the manufacturer had developed a
competitive edge, were now responsible for little over half of
what was bought.

A key component of their segmentation project, therefore, was
to understand where the decision-making had moved to and on
what criteria these decisions were based. Anyone who did not
have decision-making authority was excluded from the project.

The findings had major implications for their sales strategies
and required the addition of support packages, such as financing,
which they had never considered in the past and had little experi-
ence with. What the company found particularly difficult with
these ‘new’ leverage groups was that they could no longer
depend on the technical leadership of their equipment to win the
contract. It did, however, explain why they were losing market
share to a manufacturer whose equipment they rated as inferior,
but who had a financing division.

powerful distributors. In looking for opportunities to develop
‘pull-through’ for their product, this company researched both
the non-leveraging domestic and non-leveraging installer groups.
The findings of the research identified new opportunities with
some, though not all, the customers in these two groups. This led
to some important strategic changes for the company, and to
have ignored these two non-leveraging groups in their project
would clearly have been very short-sighted.

If it is appropriate that only those with leverage go through to the next
stage of your segmentation project, a further refinement you could add to
your market map is to split the quantity leveraged between the junction
types at each junction to be segmented. Figure 5.16 illustrates how to
record this for the ‘Final users’ appearing in Figure 5.11.

Guesstimates for these figures may, of course, be required. They can be
verified in any follow-up work.
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Testing current views about
segments: preliminary
segments
Because many companies already hold views about how their market
splits into segments, with these views based either on previous segmenta-
tion work, natural divisions that have been observed or on ideas that may
have been developed while constructing the market map, it is clearly use-
ful if the validity of these views can be tested in some way and, in doing
so, be able to track them through the segmentation process. This can be
achieved by introducing these views into the project as ‘preliminary seg-
ments’. Preliminary segments are optional, but before deciding whether
or not they are relevant to your project, we suggest you first read through
this section.

We should emphasize that structuring your project around these groups
and taking them through the segmentation process is quite acceptable. It
will not prejudice the outcome in any way. The process you are following

Final users
300k

70% decided 210 k

(30% to go) 210k

• Households 10k (33%)

• Government 95k (80%)

• Private companies 105k (70%)

% of the total
market decided on

Figure 5.16 Quantities decided on split between junction types
(Note: A useful preparatory step is to split the volume or value
quantity dealt with by the junction between the junction types (as in
Figure 5.12). The percentages appearing in the above figure for each
junction type relate to what they individually decide on. These
percentages are applied to the quantities listed in Figure 5.12.)

The market map provides important guidelines for any market research com-
missioned to improve your understanding of the market your business is in. It
identifies the different target groups to be included in the sample frame for
both the qualitative and quantitative stages of the research.

Market
research note

‘Preliminary segments’
are optional.
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will break these preliminary segments down into a number of smaller
decision-making groups and then look across all of them for similarities in
their requirements, regardless of which preliminary segment they came
from. Preliminary segments simply form a base from which to work.

If you decide to introduce preliminary segments into the project, it is
recommended that you keep the number low, preferably five or less and
certainly no more than ten. This is particularly important when working
through the segmentation process using information already held by your
company.

Preliminary segments could consist of any of the following:

� a current segmentation structure;
� junctions (if more than one junction is included in a project);
� junction types;
� leverage and non-leverage groups (if both are to be included);
� standard approaches to dividing customers in your industry, for example,

using demographics for individuals and firmographics for companies
(discussed in the next chapter);

� extent of experience in the market, separating out, for example, first-
time buyers and experienced buyers.

A particularly useful option for preliminary segments is to differentiate
between customers according to the particular end-use, or application,
they have for the product or service, assuming this possibility exists within
the confines of the market definition for your project.1 It is highly likely
that these different applications will have an important input into how the
market splits into segments. For example, take your own company and
the cleaning services you require; the requirements for the general office
areas, customer areas and the manufacturing plant (particularly if the
manufacturing process involves precision instruments) could very well be
different. It would clearly help the company segmenting a market that
covered all of these end-uses to regard each application as a distinct pre-
liminary segment.

In business-to-business markets, different applications can often be asso-
ciated with different industries or with different departments. Likewise,
the different rooms in a house can be considered as being different ‘depart-
ments’ when the products or services for these rooms are being bought
with a different ‘application’ in mind, such as, for example, items bought
for the guest’s bedroom and your own family’s bedrooms. A further option
for preliminary segments, therefore, is:

� Different end-uses (applications) for the product.

Finally, two distinct groups you may want to consider in your project are
lapsed customers who appear to have opted out of the market completely
and prospects who, on the face of it, appear to have the ‘need’ captured in
the market definition but are not buying anything as yet. In both cases, a
better understanding of their requirements and the development of
appropriate offers could lead to new and profitable sales opportunities.

Preliminary segments
based on different end-

uses (applications) for
the product can be
particularly helpful.

1 A discussion about using distinct end-uses or applications as market boundaries can be
found in ‘Developing the market definition’ in Chapter 4.
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As your project will refer to the preliminary segments on a number of
occasions, it is easier if each of them is identified by using a name that
describes who it represents. This helps emphasize that segmentation is
about customers and it will also contribute to the next step in the process
where we take a more detailed look at describing who the decision-
makers are.

Sizing preliminary segments
To help you in later steps in the process, attempt to allocate to each pre-
liminary segment the quantity they account for. As before, come up with
your best guess.

Process check
The primary purpose of market mapping in segmentation is to identify
which customers should proceed to the next stage of the project. It is a key
step and requires to be worked through carefully.

We have progressively built a market map by tracking the distribution
and value added chain found between final users and suppliers, and
shown the various routes that are taken through the map to link the two
together. While doing this we highlighted the need to ensure that the map
does not overlook any ‘hidden’ final users. We also highlighted the import-
ance of including influencers and/or advisers on the map, even though
they may not feature in any transaction.

We then moved on to quantifying the map based on the volume or
value figure used to size the market in the previous chapter. We noted 
that guesstimates would probably be required to complete the allocation
of this figure to the various stages (‘junctions’) and routes along the map,
particularly for a first look at market mapping. Any subsequent quanti-
tative research should then be used to improve the accuracy of this 
allocation.

The details on the market map were then extended to show the different
types of companies/customers found at each junction on the map and
these were also quantified.

We then highlighted where decisions were made about the competing
products or services (‘market leverage points’) and illustrated their decision-
making importance by showing how much of the market their decision
accounted for, with further guesstimates being used when required. We
also discussed how to accommodate ‘shared’ and ‘cumulative’ decision-
making on the map.

This then led us to consider which of the decision-makers should be
taken to the next stage of the segmentation project, the guideline being to
segment the final users first before moving on to look at other decision-
makers. For markets in which the final users only account for a small pro-
portion of the decision-making, other options were discussed. We also
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identified the criteria to follow when electing to combine a number of
junctions on the market map into a single project, though the guideline is
to work with one junction at a time. We followed this by considering the
circumstances in which it is appropriate to include in the project those
who leave the decision-making to someone else. New propositions based
around the needs of these customers could persuade them to regain con-
trol of the decision, assuming their circumstances allow them to do this.

Finally, we presented the opportunity to introduce into the project and
test any currently held views about how the market splits into segments
(‘preliminary segments’). These could be long-held views or new ideas
that have been developed while building the market map. This is purely
optional and will not prejudice the outcome in any way.

Case study
The segmentation team at Agrofertilizers have clearly defined the scope of their project and
have been able to size the market using government statistics and their own trade association’s
statistics. It was now time to identify which group of customers should be the focus for their
project. The preference within the company was to start with the agricultural merchants, as
they were key in getting fertilizers to the farmers and the group on which they spent most of
their sales and marketing resources. However, the team weren’t so sure that this was the best
place to start, even though a detailed understanding of merchants and their requirements
would certainly be helpful.

The market map put together by the team is summarized in Figure 5.17.
From the information available, the team concluded that around 60 per cent of the market

was decided by farmers, with a small percentage attributable to the specialist publications and
the rest split between consultants and distributors. It was therefore agreed by the full segmen-
tation team that their first segmentation project had to focus on the farmers. It was also agreed
that the project should include the farmers who currently did not make the decision for them-
selves. An understanding of why these farmers chose not to make their own decision was of
great interest to the company as they were keen to explore if there were opportunities for mov-
ing the balance of power in the market firmly back into the hands of the farmers. It was shift-
ing, uncomfortably, into the hands of powerful merchants. Besides, it had become very
apparent to the team that the company did not really understand the buying priorities of farm-
ers in the market for commercial crop nutrients. The company basically told farmers what was
best for their crops and, as one of the sales team commented, ‘we have never really “sold” any-
thing to a farmer’.

Although not essential, the team considered it would be helpful if the farmers were identi-
fied as either ‘arable’ farmers, ‘grassland’ farmers (keeping dairy animals, beef and/or sheep)
or as farmers running a ‘mixed’ enterprise. These were the three principal categories the com-
pany referred to when describing farmers and became the preliminary segments for the pro-
ject. They sized these three preliminary segments as follows:

� arable – 950 ktn;
� grassland – 1450 ktn;
� mixed – 1350 ktn.
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355 ktn
65 ktn

445 ktn

100 ktn

3395 ktn

2885 ktn

2900 ktn
340 ktn

1150 ktn

2195 ktn

240 ktn

Farmers
3750 ktn

Specialist 
publications
355 ktn

Consultants
3240 ktn

Distributors
3345 ktn

Importers
1250 ktn

Manufacturers
3750 ktn

2250 ktn

(40% to go)

% of the total 
market decided on

60% decided

Figure 5.17 Market map for commercial crop nutrients
(Note: Only the leverage figures for the final users are illustrated on
this market map. There were three types of consultants operating in
the market, independent consultants, a number working for
distributors and a number working for the manufacturers (the
largest of the three types). Only the independent consultants
charged for their services at the time of the project, the others
providing their services as part of their company’s offer. This was why
such a high proportion of the market went through consultants.
Three types of distributors were also identified: national; independents;
co-operatives and clubs (grouped as a single type). A more detailed
map for this market appears in Chapter 11. The quantities are
kilotonnes (ktn) of fertilizers.)
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It is worth noting that in classifying a farmer, for example, as an ‘arable’ farmer, this did not
always mean the farmer was exclusively growing arable crops. It also included farms which
had, for example, grassland for beef cattle, but for whom that part of their overall business was
less important than the arable crops. Conversely, some of the farmers classified as ‘grassland’
farmers could also be growing some arable crops but, once again, their focus would be on the
grassland part of their business.

A summary of the project’s status so far is illustrated in Figure 5.18.

Total UK market – 3750 ktn
Agrofertilizer’s share – 30%
Leveraged quantities –

Preliminary
segments
(optional):

3750 ktn
30%

Farmers
[180 000]

[126 000]

2250 ktn

40%

2. Market Mapping
Manufacturers Importers Distributors Consultants Specialist

publications

65 ktn240 ktn

2195 ktn

100 ktn

3750 ktn 1250 ktn 3345 ktn 3240 ktn 355 ktn

445 ktn

2885 ktn

355 ktn

1. Define the Market

950 ktn

1450 ktn

1350 ktn

Arable –

Grassland –

Mixed –

Project scope:
United Kingdom
Nutrients for commercial crops
None required

Size: 3750 ktn
Geographic area:
Purpose of the purchase:
Practical considerations: �

Figure 5.18 The segmentation process – Steps 1 and 2
(Note: The market map is now in a horizontal format with the suppliers (manufacturers) on
the left. The company’s share of the market is included in this map, as is their estimated
share of the quantity specified by the final users. A figure representing the number of
farmers in the UK also appears [180 000], along with an estimate of the number who decide
on which fertilizer will be bought. The inclusion of market share and the number of
customers with leverage is covered in Chapter 11, ‘Realizing the full potential of market
mapping’, and is not required at this stage.)
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Further examples
The following are a selection of market maps pulled together by various
companies as part of their segmentation projects. The level of information
they contain is varied. All have been edited for reasons of commercial 
confidentiality.

The example in Figure 5.19 is for a market whose needs are met by 
a particular type of internal wall covering which, although principally 
targeted at the professional trade, is also bought by home owners who
wish to do-it-themselves (DIY).

Suppliers
300m

Distributors
274m

Contractors
289m

Final users
300m

289m
11m

263m
26m

• Small builders
• Small specialists
• Large builders
• Large specialists

• General merchants
• Decorator’s merchants
• Manufacturer owned
• Sheds

• Households (DIY)

• Government
• Private companies

• Majors
• Others

Figure 5.19 Market map example – internal wall covering
(Note: The particular company undertaking the segmentation
project for the market represented in this figure was, in fact, located
in the distributors’ junction. They were particularly interested in
understanding the motivations behind final users dealing direct with
the suppliers and the trends in this particular route to market. The
quantities are monetary and in millions (m).)

The second example, Figure 5.20, is for a company publishing educa-
tional books and support materials in a particular field.

Figure 5.21 is for a market whose needs are currently met through the
use of very expensive, specialized technical equipment. This equipment is
found both in large companies and in smaller, specialist companies.
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The final example is for a company manufacturing items that are
installed both in commercial and domestic premises. This company pre-
ferred to use the tabular format and their first look at the map for their
market appears in Table 5.3.

Publishers
10m

Distributors
10m

Retailers
10m

Libraries
1m

Final users
10m

Teaching
profession
4.5m

4.5m 0.5m

5m

5.5m

% of the total
market decided on

45% decided

0.5m
4m

45% decided

5% decided

(55% to go)

(10% to go)

(5% to go)

5% decided

(0%)

Figure 5.20 Market map example – acquiring knowledge
(Note: Although material would be borrowed from libraries and
used by many individuals, the quantities relate to sales, are monetary
and in millions (m). Five types of final users were identified for this
market map, including working professionals, postgraduate and
undergraduate students. With respect to the teaching profession
there were three types and libraries were basically split between
public libraries and those in academic institutions. At the retailers’
junction the project team identified eight junction types, including
bookseller chains, specialist booksellers, library suppliers, book clubs
and internet booksellers.)
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Manufacturers

(300
to go)

(600
to go)

(140
to go)

Distributors Field sales
force

Buying
groups

Leading
institutions

Administration Technicians/
Final users

1300 units 140 units 1300 units 140 units 200 units 360 units 1300 units

(0)

160
decided

140
decided

300
decided

700
decided

Units
decided on

Figure 5.21 Market map example – specialized technical equipment
(Note: In later stages of this project the technicians and final users were separated into two
distinct junctions with the final users deciding on 460 units and the technicians on 240 units.
To progress the development of segments, the company took each decision-making group
in turn through the next three steps of the process. The quantities, expressed as units, are
pieces of equipment bought.)

Table 5.3 Market map example in tabular form – items installed in premises

Note: The market information accessible to this company was limited. The above table was produced by using well-
informed guesstimates, linked into data that were available. As in many companies, the nearer this company came
to the final users, the less they actually knew about them. The quantities are in thousands of units.

Market
Sourced through

size: 3275 A  Final users B  Consultants C  Installers D  Distributors E  Suppliers

A  Final users 3275 330 2900 45 X

B  Consultants 330 330 X X

C  Installers 3230 3230 X

D  Distributors 3275 3275

E  Suppliers 3275

Junction Residential Consultants In-house National Domestic
types Public engineering Large manufacturers

Commercial National fitters independent Importers
Local Small
independent independent
Contractors Sheds

Leverage 64% 5% 30% 1% –
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Exercises
For this exercise, take a product or service that you use at work or at home
and capture all the stages that occur from when your intention to acquire the
product is initiated through to the product’s place of origin, in other words, to
the supplier, if you can take it that far. Start with a fairly straightforward
acquisition and progress to a more complex one, such as an acquisition which
involves seeking advice and/or obtaining the approval of others. A worksheet
for this, and the following exercise, appears in Figure 5.22. Make as many
copies as you need.

Exercise 5.1

Final users

Figure 5.22
Worksheet – market
map

Once you have completed all the stages for your acquisition, consider what
other customers in the same markets would do. Add any additional stages this
uncovers to the market map and include the various routes that occur
between the junctions.

Finally, highlight those junctions where decisions are made about which of
the competing products or services will be purchased and indicate, as best as
you can, the proportions decided at the various leverage points.
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Now apply the above to your market. You may need to conduct a few trial
runs before drawing your final market map.

Once you have completed the map as best you can, consider discussing it
with others in the company to see if they can add any further details to what
you have drawn up.

How does this first look at the distribution of leverage compare with your
company’s allocation of its sales and marketing resources in the market?

How do you think this map may change in the next few years?

Here we discuss three purchase situations to help better understand market
leverage.

1 A customer goes into a retailer to buy a specific brand of toothpaste.
Unfortunately, the specific brand they are looking for is not in stock, but
rather than look elsewhere, the customer buys an alternative brand that 
is on the shelf. The alternative brand is, of course, one selected by the
retailer, so does this make the retailer the leverage point for this particular
transaction?

The customer still has leverage, despite what happened, because they
intended to purchase one particular brand. Unfortunately, the strength of
the brand is not sufficient enough to counter the inconvenience of looking 
in a number of retailers for it, so when it is not in stock, the customer 
buys whatever is available at the time. A better understanding of the 
customer’s preferences may reveal opportunities to strengthen the brand.
This situation may, of course, be remedied by improving the company’s
logistics and/or by having a better understanding of the retailers and their
needs.

2 A customer goes into their local home appliances store to purchase a new
washing machine. Their last washing machine was very good and they
would like to buy another one of the same make. Although the store has
this brand in stock, the sales representative suggests another model and
enthusiastically explains the benefits of the alternative. The customer, how-
ever, is not convinced and buys the machine they went in to buy.

Here the customer is clearly the leverage point.
But another customer with exactly the same intention buys the machine

recommended by the sales representative. Where does the leverage rest in
this situation?

With the information available, the customer should still be seen as hav-
ing leverage. This is because they appear to have listened to advice and
weighed it up themselves before making their choice. If they had simply
gone into the shop and asked the sales representative to suggest what
machine they should buy, and they bought it purely on the sales represen-
tative’s recommendation, then the retailer would have leverage.

3 A buying group set up to act on behalf of a number of businesses is pur-
chasing laptop computers. Some of the businesses have provided the buy-
ing group with the model and the brand they require while others have
given a broad indication of the specification they require but, apart from
that, have left it in the hands of the buying group. What is the leverage
position here?

For the businesses who have specified both the brand and the model, the
leverage, quite clearly, rests with them. For the others, the fact that they
have at least provided a broad specification means that the leverage is

Exercise 5.2

Exercise 5.3

Chap-05.qxd  8/17/04  4:09 PM  Page 132



Portraying how a market works and identifying decision-makers 133

shared between the buying group and these particular businesses. If, on the
other hand, these businesses had simply instructed the buying group to pur-
chase laptop computers and left it at that, the leverage would rest with the
buying group.

It is worth concluding this exercise by adding that it is usually advantageous to
segment the final users in a market first, provided they are either:

1 sufficiently important with respect to decision-making; or,
2 they could be encouraged to become an important group of decision-makers

if only the right offers were made available.
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Chapter 6

Developing a 
representative 
sample of different 
decision-makers

Chap-06.qxd  8/18/04  4:17 PM  Page 135



This page intentionally left blank 



Summary
For the vast majority of markets it simply is not feasible, or even
necessary, to include all the decision-makers who are now the
focus of your segmentation project. The concluding segments are
therefore derived from a sample of decision-makers who, between
them, represent the market as a whole.

This chapter provides the guidelines you require in order to
develop a representative sample of different decision-makers when conducting a seg-
mentation project using internal resources. In building your model of the market, this,
the third step in the segmentation process, as illustrated in Figure 6.1, also identifies the
characteristics and properties of a purchase on which decisions are made along with the
customer attributes that will be used to describe the decision-makers.

For projects which
include current decision-

makers and potential
decision-makers, this

book now uses the term
‘decision-maker’ to refer

to both.

Step 1 – Defining the ‘market’
The scope of the project

Stage 1 – Your market and how it worksStage 1 – Your market and how it works

Step 2 – Market mapping
Structure and decision-makers

Stage 2 – Decision-makers and transactionsStage 2 – Decision-makers and transactions

Step 3 – Who specifies what
Decision-makers and their purchases

Figure 6.1 The segmentation process – Step 3
(Note: ‘What’ refers to all aspects of a purchase and therefore includes ‘where’ products are
bought, ‘when’ they are bought and ‘how’ they are bought in addition to what the actual
product or service itself is, consists of, or is made from.)

Information for this step potentially can be found in a number of areas and may require
you to talk with a cross-section of representatives from sales, marketing, customer services,
customer enquiries and ordering, as well as from distribution. Revisiting appropriate past
market surveys may also provide valuable input. It is important to remember, however,
that the project is looking at the market as a whole, not just your own customers.

The principle behind this step is that by observing the purchase behaviour of decision-
makers and understanding the key constituents of this behaviour, we have a platform for
developing a detailed understanding of their motivations. It is, therefore, a critical link
with the next step of the segmentation process, which looks at why decision-makers
select the particular products and services they specify. This, in turn, becomes the basis on
which the segments are formed.

An alternative approach to developing your own model of the market is to commission
an external market research agency to take over your segmentation project at this point,
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and an agency which fully understands what market segmentation
involves will deliver a good project. However, it is our experience
that this is best deferred until your internal segmentation project
has completed the phase of developing segments, after which you
will be able to compile a better informed and much more product-
ive brief. Justifying the expense of a market research project may

also have to depend on the strategic implications which emerge from the findings of the
internal segmentation project.

The crucial role of this step in the segmentation process, and of the step that follows
it, is clearly illustrated in the much simplified example of a completed segmentation 
project in the market for toothpaste, originally presented in Chapter 3 and, for ease of
reference, repeated in Table 6.1.

Defer any external
market research until
the internal
segmentation project
has completed the
phase of developing
segments.

Table 6.1 Segments in the market for toothpaste

Segment name

Worrier Sociable Sensory Independent

Profile Demographic C1 C2 B C1 C2 C1 C2 D A B
25–40 Teens Children 35–40
Large Young Male
families smokers

Psychographic conservative: high high self- high 
hypochondriacs sociability: involvement: autonomy: 

active hedonists value 
orientated

What is Product Signal Macleans Colgate own label
bought, examples Mentadent P Ultrabrite Aquafresh
where, Product large canisters large tubes medium small tubes
when and features tubes
how health whitening flavouring

properties properties

Outlet supermarket supermarket supermarket independent

Purchase weekly monthly monthly quarterly
frequency

Why it is Benefits stop decay attract taste functionality
bought sought attention

Price paid medium high medium low

Percentage 50% 30% 15% 5%
of market

Potential low high medium nil
for growth

Note: ‘C1’, ‘C2’ and so on appearing in the demographic profiles of each segment represent socio-
economic groups which were in use in the UK until 2001, now replaced by eight analytic classes num-
bered from 1 through to 8.
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Fast track
� To start this step, and to ensure that it is driven from a customer’s per-

spective, divide the market into identifiable groups of customers you
can visualize and talk about. This equips you with useful points of ref-
erence for developing the sample for your project (referred to as ‘micro-
segments’). Working with such ‘reference groups’ is far better than
starting from an entity called ‘the market’. Base each reference group on
criteria that clearly link it to a particular set of individuals, such as, age,
lifestyle, income, turnover, size, occupation, type of company, location

The details captured for each segment in Table 6.1 include a series of attributes describ-
ing who they are, the key constituents of their purchase, and the principal motivation
underpinning their behaviour, all of which we carefully consider in the segmentation
process. However, before arriving at these concluding segments, it will have been essen-
tial for the project to have first developed a representative sample of decision-makers, to
have understood their purchase behaviour and, in turn, their motivations, and to have
recorded information about each of them that describes who they are, with the principal
reasons for their purchase used as the basis for consolidating the sample into meaningful
segments. The step you are about to follow, along with the next two steps, progressively
takes you through this sequence.

This chapter is organized as follows:

� A ‘fast track’ for those looking for a quick route through the key points
� An introduction to ‘micro-segments’ and how they represent distinct groups of cus-

tomers, along with an overview of their key components
� Identifying the features that are used by decision-makers to differentiate between

competing offers (‘Key Discriminating Features’) – one of the key components of a
micro-segment

� Guidelines to consider when selecting features for the micro-segments
� A brief review of the four categories from which the Key Discriminating Features are

selected (what, where, when and how)
� A brief comment about the role of price at this stage of the project
� Using personal and, if appropriate, company characteristics to profile decision-makers –

another key component of a micro-segment
� A brief review of the four standard categories used in profiling (demographic, geo-

graphic, geodemographic and psychographic)
� Using outlets and channels, along with other interests and product usage as possible

profiling categories
� Ensuring that the profiling attributes are practical
� The procedure to follow when developing micro-segments, including the sizing of

micro-segments – the third and final key component of a micro-segment
� Keeping control on the number of micro-segments
� A review of this step in the segmentation process
� A selection of micro-segments for the case study and further examples of the compon-

ents of micro-segments
� Exercises further to help you develop micro-segments
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and so on. Preliminary segments are a good starting point here, though
you may want to break them down further if this helps associate them
with particular groups of customers. Size each reference group as best
you can.

� Take one reference group at a time, familiarize yourself with the cus-
tomers it represents and develop it into a micro-segment by carefully
listing the features that the individuals in this group particularly look
for and use to discriminate between competing propositions in your
market, with any differences within the group captured as separate
micro-segments. These features are referred to as ‘Key Discriminating
Features’ (KDFs) and are selected from ‘what’ is bought, ‘where’ it is
bought, ‘when’ and ‘how’ it is bought. Features describe what it is, con-
sists of, or is made from as opposed to an advantage or benefit (a ‘ben-
efit’ describes what the customer gets that they explicitly need). A
suggested layout for recording micro-segments and their KDFs appears
in Table 6.2 (used to illustrate a grading structure for KDFs), but at this
stage use only a single star to indicate a micro-segment’s KDFs. Using a
spreadsheet or database package on a PC is particularly helpful for this
part of the process.

Ensure the features are market differentiators and not market quali-
fiers (what all competitors must have simply to enter the market and be
seen as a contender), that they reflect the customer’s perspective and
exclude meaningless feature descriptions such as ‘brand’, ‘quality’ and
‘service’ that tell you nothing about what is being bought. It is not
appropriate at this stage of the process to associate customers with the
degree of focus they may have on ‘price’.

� Now attempt to indicate the relative importance of the KDFs to each
other for the micro-segment using a simple grading structure initially
based on, for example, one to three stars as illustrated in Table 6.2. A
micro-segment is defined as consisting of a group of decision-makers
who share a similar level of interest in a specific set of features.

If you do not feel able to indicate the relative importance of KDFs for
micro-segments, simply leave them with a single star, thereby implying
that they have the same level of interest in their specific set of features.

� Consider a cross-section of customers included in the micro-segment to
confirm if they would all generally agree with the list of KDFs and their
grading, and if they would not, develop additional micro-segments to
cover any meaningful differences.

� Verify each micro-segment by checking that it is based on actual deci-
sion-makers, its reality check, by confirming who it is representing.
This can be further verified by simply looking through a micro-
segment’s KDFs to check that such a combination is either known to
occur, and therefore represents an existing transaction, or actually
makes sense.

� Attach profiling characteristics to each micro-segment to describe who
is found within it, including, if appropriate, their company’s character-
istics. These tend to be demographic, geographic, geodemographic
and/or psychographic descriptors. Also add details about the outlets
and channels they use as this may provide the vital link between a spe-
cific proposition and its target segment. Ensure the profiling descriptors
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are of practical use to your sales and marketing activity in identifying
customers. Use a simple grading structure to indicate what proportion
of a micro-segment’s customers each characteristic applies to with, for
example, three or four tick marks indicating the characteristics applic-
able to all of them, as illustrated in Table 6.3. If you are not sure about
the proportions, just indicate each profiling attribute that is applicable
to a micro-segment with a single tick mark.

It is also possible to use other interests and product usage as part of
the profiling if they are known, or suspected to correlate with different
needs (please refer to ‘Profiling – additional categories’ later in this
chapter for guidelines).

� Size each micro-segment as best as you can, by referring back to the
group it originated from and utilizing any market figures that may be
available. Remember that it is better to be approximately right than 
precisely wrong.

� Once all the reference groups have been converted into micro-
segments, review each micro-segment against the complete list of 
KDFs and make any appropriate additions to the KDFs that have been
listed for them.

Table 6.2 Fast track – recording micro-segments and indicating the relative
importance of their KDFs

Feature Micro-segments
category

Group Specification

1 2 3 4 5

‘What’ Style Slipstream ***
Medium cover * **
Full cover **
Latest fashion ***

Colour Bright **
Subdued * *
‘This year’s’ ***

Brand Sports – general *
Olympic link ***
Fashion label ***

‘Where’ Retailer Sports specialist ** *
Department store **
Fashion house ***
Catalogue co. **

Note: The most important KDFs are identified by three stars (***) in this table. Note the
structure of features into ‘Categories’, then ‘Groups’ and finally the ‘Specification’ of
the feature itself. In addition to numbering the micro-segments (1, 2 and so on) they can
be given names to describe who they represent and/or a ‘label’ that illustrates the ref-
erence group they came from, such as H1 (the ‘H’ referring to its originating reference
group). These labels provide a quick and easy way of identifying for each concluding
segment the source of its customers. As you will see in the above, micro-segment 2 
has no KDF related to colour and micro-segments 3 and 5 have no KDF related to 
brand.
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� Finally, review and compare the finished micro-segments with each
other and increase or decrease the importance of appropriate KDFs if
this better reflects the differences between individual micro-segments.
Use no more than five stars (or tick marks) to highlight the most import-
ant KDFs as this will ensure that the final picture remains visually com-
prehensible.

If you come across duplicate micro-segments, the duplicates can be
merged only if their intended end-use is the same and you believe the
benefits they are looking for are the same (which may require you to
wait until the next step).

� You should develop as many micro-segments as necessary to represent
the market, which could be around twenty or around thirty. If the num-
ber becomes unmanageable, refer to ‘Managing micro-segments –
keeping control’ later in this chapter.

Table 6.3 Fast track – adding profiling characteristics to micro-segments

Feature Group Specification Micro-segments
category

1 2 3 4 5

‘What’ Style Slipstream ***
Medium cover * **
Full cover **
Latest fashion ***

… and so on … and so on

Profiling Group Specification
category

Demographic Age Up to 15 �

16 to 29 �� � � �

30 to 45 � � � �� �

46 and over � ��

Psychographic Personality Socialite ���

Sports enthusiast ���

Sports interested ���

Traditionalist ��� ���

Acquisition Outlet Sports specialist ��� ���

routes Department store ���

Fashion house ���

Catalogue co. ���

Channel Face-to-face ��� �� ��� ��

Direct – tel. & mail ���

Direct – internet � �

Note: The distribution of a micro-segment between the alternative characteristics in each profiling
group has to be looked at separately. Three tick marks (���) are used in this table to indicate char-
acteristics applicable to all the customers represented by a micro-segment.
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� While developing micro-segments it is crucial to remind yourself and
the team that:
– micro-segments are based on actual decision-makers, not fictional

individuals;
– they represent the defined market as a whole, not just your own 

customers;
– their KDFs are from the market as a whole, not simply limited to the

features you and your particular intermediaries offer; and,
– their KDFs are what they see as important, not what you would pre-

fer them to see as important.
Micro-segments therefore represent the customer’s view of the market.

� A worksheet for developing micro-segments appears in the Exercises
section of this chapter.

Readers who are reasonably confident that they have developed a rep-
resentative sample of different decision-makers in the defined market
may go straight to Chapter 7.

This concludes the fast track for Step 3 of the segmentation process.

The components of a 
‘micro-segment’
By the end of this chapter you will have developed a number of 
‘micro-segments’, each of which will represent a distinct group of decision-
makers in your market and form the sample for your project. The unique-
ness of a micro-segment is that when determining which of the alternative
offers is to be bought, the decision-makers it represents demonstrate a sim-
ilar level of interest in a specific set of features, with these features being the
characteristics or properties of ‘what’ is bought, ‘where’ it is bought, ‘when’
it is bought and ‘how’ it is bought, as appropriate for the micro-segment.
Recording the behaviour of customers this way provides the project with a
vital link to understanding the real needs of customers. It is essential, there-
fore, that it is approached from the customer’s perspective. The principle
built into this segmentation process is that customers only seek out the fea-
tures they regard as key because of the benefit(s) these features, either indi-
vidually or in conjunction with other features, are seen to offer them.

The first component of a micro-segment is, therefore, the list of features
that the individuals in that micro-segment regard as important to them
when selecting which competing offer to buy.

Because micro-segments are based on actual decision-makers and not
fictional individuals, it is possible to associate characteristics with each
micro-segment that describe who is found in it. These descriptions are
generally made up of the demographic, geographic, geodemographic
and/or psychographic profiles of customers. Their purpose is to help find
some way of identifying who is likely to be found in each of the concluding
segments so that we can communicate with them. For, clearly, however

Definition:
A micro-segment is a

group of decision-makers
who share a similar level

of interest in a specific
set of features.

Definition:
A feature refers to a

characteristic or property
of a product or service,

distribution channel,
purchasing frequency

and purchasing method.
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sophisticated we might be in isolating segments, unless we can find some
way of describing them such that we can address them through our com-
munication programme, difficulties will be encountered when implement-
ing strategies targeted at specific segments. Profiling is tackled at this stage
of the process, as opposed to the stage where we have our concluding seg-
ments, because this is the point at which we refer to individuals and it is
therefore the more appropriate stage at which to record ‘who’ they are.

The second component of a micro-segment is, therefore, the profiling
attributes of its decision-makers.

With quantification playing an important part later on in the process
when we assess whether or not a segment is big enough to justify the
expense of developing a specific offer for it, each micro-segment should
include a volume or value figure to indicate what proportion of the total
market the micro-segment accounts for. This may, of course, have to be a
best guess at this stage of the project. The figures used for the market map
are the base for this allocation.

The third and final component of a micro-segment is, therefore, its size.
In summary, each micro-segment consists of:

1 the features regarded as important by the decision-makers it represents;
2 characteristics that tell us who these decision-makers are;
3 a volume or value figure.

At this stage of the process we use the term ‘micro-segment’ because its size
may be insufficient to justify the development of a distinct offer for the 
decision-makers it represents. In addition, micro-segments are based on fea-
tures but features do not define a segment. Segments are based on the needs
customers are seeking to have satisfied by the features. This is looked at later
in the process and micro-segments reviewed in terms of their needs, with like-
minded micro-segments merged to form segments.

Marketing
insight

Before developing micro-segments for your market, it is important to con-
sider what features should be used to define a micro-segment and to dis-
cuss customer profiling and its practical dimension. This will ensure that
the micro-segments you develop are of value to your project. While this is
the recommended route through this crucial step in the segmentation
process, you may prefer to go straight to the section on ‘Developing
micro-segments’ that appears later in this chapter. You can then refer back
to the section which looks at the features to be used in the project, ‘Key
Discriminating Features (KDFs)’, and the section on profiling, ‘Profiling
and ensuring it is practical’, as and when required.

Key Discriminating 
Features (KDFs)
The features that are of interest to a segmentation project are those which
the decision-makers focus on and regard as important when they are
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determining which of the competing products will be bought. These fea-
tures are referred to in this book as ‘Key Discriminating Features’ (KDFs).
They are sometimes referred to as ‘determiners’ or ‘differentiators’.
Clearly, it is essential that these features are looked at from the customer’s
perspective, not your own, even if this means that they include features
you would prefer not to be there.

At this point, you may find it useful to refer to Table 6.8 that appears
later in this chapter so that you can see the format for recording micro-
segments and their KDFs.

As a first step towards identifying the KDFs, you may find it a helpful
exercise to draw up a list of all the features available across the full range of
products or services competing with each other in the defined market,
whether or not you supply all of them, along with all the distribution chan-
nels used, purchasing frequencies and available purchasing methods.
Features can then be selected for the various micro-segments by reference 
to this list, with all the features appearing in the micro-segments becoming
the KDFs.

Definition:
Key Discriminating

Features are the
characteristics and

properties of a purchase
which customers regard

as decisive when making
a distinction between

alternative offers.

If you elect to draw up a list of all the features available before developing
your micro-segments you may find it easier to build the list by referring to each
of your preliminary segments in turn, using them as reference points, assuming
you have introduced them into your project. Alternatively, draw up your list by
referring to the market as a whole. Do whatever you feel most comfortable in
doing.

Building this list using a spreadsheet package on a PC is particularly useful.
It can also be used later when developing micro-segments.

Marketing
insight

In many markets, however, beginning with a list of features results in quite
an extensive catalogue and although such lists provide a convenient refer-
ence, it is possible that only a small selection of these features are influential
as far as the customers are concerned. If this looks as if it will be the case for
your market, you may prefer to move straight to developing your micro-
segments and, in doing so, progressively compile a list of features which, by
the way they have been identified, will be the KDFs.

In the majority of in-company workshops, moving straight to developing micro-
segments is the preferred approach of the participants. However, you must
adopt the approach you feel most comfortable in following.

Marketing
insight

Whatever approach you choose to take, a useful structure for organizing
this information is to consider ‘what’, ‘where’, ‘when’ and ‘how’ as four
separate ‘categories’. Within each of these categories it should then be pos-
sible to organize all the various specifications that are available into groups
of alternatives. For example, within the ‘what’ category, ‘colour’ would be
a feature group, while each of the colours available would be the alterna-
tive specifications in this group, in other words, the alternative features in
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that group. Information about the features would therefore be organized
along the following lines:

Category: such as ‘what’, ‘where’ and so on.
Group: such as ‘package type’, ‘colour’, ‘brand’ and so on.

Specification: such as ‘multi-pack’, ‘red’, ‘high tech’ and so on.

An example of this structure appears in Table 6.4.

Table 6.4 Recording information on what, where, when and how

Category Group Specification

What Speed High; Medium; Low

Loading Top; Front

Colour Subtle; Loud; Neutral

Service Under 4 hours; 4–8 hours; Next day; Within 2 days

Where Outlet Superstore; Department store; Specialist shop; 
Catalogue company

Channel Face-to-face; Direct (mail); Direct (phone); Direct 
(Web)

Buying Club Trade body; Affinity group; Local club

When Frequency Daily; Weekly; Monthly; Yearly

Season Spring; Summer; Winter; Autumn; All year

How Credit 24 months; 12 months; 6 months; None

KDF guidelines
Before developing the micro-segments for your project there are some
important guidelines to consider which will help ensure that the features
you select for the micro-segments provide the required link to the next
step in the process. These guidelines, each of which is discussed after this
summary, are as follows. The numbers can be used to locate whichever
guidelines are of particular interest to you.

1 Refer to the features, rather than their advantages or benefits.
2 Ensure the level of detail is appropriate for the defined market.
3 Exclude features that are basic market entry requirements.
4 Ensure the features reflect how customers categorize them and 

buy them.
5 Avoid hiding essential details behind meaningless feature descriptions.
6 Unbundle the components of a product or service.
7 Merge correlated features.
8 Focus on the influential features that drive the decision.
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1 Features, advantages and benefits.
It is important when considering ‘features’ that you avoid covering a
number of different products or services with what is really a description
of either the advantage or the benefit being provided. For example, ‘next
day delivery’ is a description of what is obtained by buying first-class
postage or certain types of courier services. The features recorded in this
example should be ‘first-class postage’ and ‘next day courier service’.

In any market research subsequently commissioned to assist the segmentation
project, an understanding of which features are the basic entry requirements,
how customers refer to features, what lies behind generic descriptions, the impor-
tance of different features, the correlations that exist between features and how
customers simplify complex offers are all important inputs to the project.

It is also important to collect the KDFs for each completed interview as it is use-
ful to understand their relationship to the needs customers are looking to satisfy.

Market
research note

To assist in the distinction between a ‘feature’, an ‘advantage’ and a ‘benefit’
the following summary may help you:

� feature: what it is, consists of, or is made from;
� advantage: what it does;
� benefit: what the customer gets that they explicitly need.

For example, ‘Teflon’ is a surface coating for kitchen utensils (feature) which is non-
stick (advantage), which means that less time is required for washing up (benefit).

The relationship between features, advantages and benefits is covered in
Chapter 7. A detailed discussion about benefits can also be found in this chapter.

Marketing
insight

Features tend to crop up in conversation more often than the benefits 
as they are usually easier to talk about. It is possible, however, that in
your discussions about features you may also highlight the benefit. 
If this happens, make a note of the benefit, as it is required for the next
step in the process.

2 Ensure the level of detail equates to the degree of refinement in the mar-
ket definition.
A finely defined market would refer to the specific features of individ-
ual products, while a more broadly defined market would refer to 
products or even product groups, possibly using generic descriptions.
The following example helps explain this point.

When looking at which mode of transport is used for travelling
between major cities it would be unnecessary, for example, to
refer to the types and makes of car available as this level of detail
adds nothing to understanding customer requirements. Referring
to the alternative modes of transport available and their general
characteristics would be more appropriate for this level of aggre-
gation, as would frequency, journey time and en-route facilities.

However, if looking at family cars, referring to the types and
makes of car available would be essential.
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3 Exclude features that are basic market entry requirements.
In many markets there are certain features that all products or services
must have in order to be considered by any customer. They are sometimes
referred to as ‘market qualifiers’ or ‘hygiene factors’. These features are
those which the users expect to have as a matter of course, so much so
that even if improvements are made to these features they are unlikely
to generate any major gains in market share because they do not gener-
ate any major gains in customer satisfaction. However, once one com-
pany introduces improvements to these features, the entry level
requirement moves up to this higher level. A good example can be found
in the market for PCs, where the constant improvement in processor
speeds simply moves the market up a further notch in terms of the cus-
tomer’s standard level of expectation.

Over time, features that were once used by customers to decide
between alternative offers become the norm and begin to be regarded as
basic entry requirements. It is important, therefore, that you periodi-
cally review your list of ‘determining’ features (the KDFs) with a cross-
section of customers in your market.

Examples of features that have become basic entry requirements:
radio and cassette players pre-installed in cars; advance program-
ming for domestic video recorders (though understanding them is
something else); built-in CD-ROM drives in PCs; colour televisions
(with digital televisions eventually becoming the norm); ‘family
size’ packs and multi-packs of various product lines such as
savoury snacks and confectionary items; pre-shrunk clothes (apart
from certain brands of jeans); loyalty programmes with airlines,
hotel chains and credit cards; help desks and so on.

Two important considerations should be borne in mind, however, 
before concluding that a particular feature is a basic market entry
requirement:

(a) Although all the products in a particular market may be required to
contain a specific feature, possibly through legislation, it is only if all
the customers in that market require the product to have this 
feature that it can be classified as a basic entry requirement. For
example, all aerosol propellants are required to be ozone-friendly
and while some customers are quite passionate about this, others are
quite indifferent. From the customers’ point of view, therefore,
ozone-friendly propellants are not a basic market entry requirement.

(b) If you are in a market in which customers can select from a range of
features and, in effect, ‘design’ their own product, be careful as to
what you classify as ‘basic entry items’. For example, in the market for
car insurance in the UK the basic product consists of third party liabil-
ity, fire and theft, which is a legal requirement. Every car insurance
policy, therefore, contains this basic cover, which would seem to qual-
ify it as a basic entry requirement. For some customers, however, this
basic cover is all they buy, which means that it must remain as a KDF.
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4 Ensure the feature groups and the features reflect how customers cat-
egorize them and buy them.
In many markets the range and variety of features available are often far
too numerous for the customers to cope with. To put order into the
‘chaos’, customers therefore simplify the options into more manageable
sets, as in the following examples.

A feature that all products must have is only a basic market entry requirement
if customers do not differentiate between alternative offers by reference to
this feature.

Marketing
insight

There may be a range of supporting services available for a product
which cover all sorts of options, but customers simply refer to
them as ‘basic’ and ‘premium’ services.

In a general drinks market, customers may want to retain the
distinction between carbonated and still drinks but simplify the
range of flavours available into more manageable groups.

Rather than considering all the different ‘bells and whistles’
available with a particular product, customers who are interested
in these additional features may simply refer to them as ‘add-ons’,
or group them into various types of add-ons.

The breakdown of retail outlets into specialist stores, department
stores and so on may be irrelevant if customers simply see them as
‘local’ stores and make no other distinction between them.

This type of information can be established by listening to the way cus-
tomers talk about the different features available. Capturing the fea-
tures in this way is, therefore, perfectly valid (even if the ‘bells and
whistles’ cross over different feature groups).

Companies know what they, and often what their competitors offer in great
detail. In many markets, however, customers tend to discriminate between
offers in much simpler terms. It is essential, therefore, that you ensure that the
features used in the micro-segments reflect the views held by the market.
Otherwise you will unnecessarily complicate this and subsequent steps.

Marketing
insight

5 Avoid hiding essential detail behind meaningless feature descriptions.
The three most frequent examples of this are ‘brand’, ‘quality’ and ‘ser-
vice’ which are all meaningless on their own and could be hiding a
range of specifications. Buying a ‘good’ brand for some customers could
be associated with buying well-researched products, while for others it
could be associated with a company’s technical support staff. ‘Quality’
for some customers could refer to a material that is extremely durable,
while for others it could mean the colour does not fade over time.
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‘Service’ could refer to a returns policy or promptness in answering the
telephone. It is important that your features consist of these more spe-
cific descriptions.

As a guideline: a description of a feature is meaningless if it does not describe
what a company would need to do in order to offer it. Think of a feature in
terms of how you would describe it on a product specification brief.

Marketing
insight

Use the ‘80/20 rule’ to
help identify the most
influential features.

6 Unbundle the components of a product or service.
In addition to covering the features that customers can choose to have
included in the product or service such as, for example, the various fea-
tures of a video recorder or washing machine or the different features
associated with a life insurance policy, it is important to ensure that 
features already included as part of the offer are not overlooked. For
example, buying a new personal computer often includes a technical
support service as part of the ‘package’. Buying a car in the UK often
includes an extended warranty, whereas in some other countries it only
covers the owner for the first year.

7 Merge correlated features.
It may be the case that features in one group may be highly correlated
with features in another group and therefore having them appear as
separate features adds nothing to this stage of the project. For example,
‘home delivery’ may appear as a feature in a group called ‘type of deliv-
ery’, and ‘direct mail’ appear as a feature in the ‘channel’ group. Now, if
it was the case that for the market being segmented the only goods ever
delivered to the home were those ordered by direct mail, rather than
having them listed separately they could be combined, such as ‘direct
mail and home delivery’, and placed in one or other of their original
groups. In this example, the way the features are now being described
suggests that it would appear sensible to place them in the ‘channel’
group.

It should be pointed out that it is important to ensure that the correl-
ation is a two-way exclusive correlation before removing one or the other
feature from their original group. For example, even if it was the case
that all goods ordered by direct mail had home delivery, if customers
visiting traditional retailers could also have home delivery, then the fea-
tures would have to include all the options. The ‘channel’ group would
therefore include ‘direct mail and home delivery’ along with ‘direct
mail’ on its own, and ‘home delivery’ would still appear in the ‘type of
delivery’ group.

8 Focus on the influential features.
Although the principle behind the KDFs is that they are all influential,
there are occasions when the number of features appearing as KDFs are
a little too numerous to handle. In these situations it is essential that you
review the KDFs and home in on those that have the greatest influence
on the decision. Applying the ‘80/20 rule’ to the list of features can help
you here, with only the features that account for, say, 80 per cent of the
decision being those that are taken into the next stage of the project.
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Sorting through the features in this way can be conducted at the ‘fea-
ture category’, ‘feature group’ or at the individual ‘feature’ level, and
either across the market as a whole, by preliminary segment or by indi-
vidual micro-segment. Adopt whatever appears to be the most appro-
priate. Clearly it is helpful if there is some information to hand which
enables you to do this from the market’s perspective.

Table 6.5 illustrates how to apply the ‘80/20 rule’ and uses a set of fea-
ture groups as the example. This table has been arrived at by first
arranging the feature groups in a descending order of importance and
then allocating 100 points between them in a way which represents their
relative importance to each other from the market’s perspective (or
from the perspective of the preliminary segment or micro-segment as
appropriate). It is as if a value of £100 is placed on the feature groups as
a whole and then distributed between each of them to indicate their
individual value. The cumulative score has then been calculated by pro-
gressively adding up the individual scores.

Table 6.5 Identifying influential features

Feature group Individual score Cumulative score

‘What’ – colour 35 35
‘What’ – country of origin 25 60
‘What’ – product type 15 75
‘Where’ – retailer 10 85
‘What’ – brand 5 90
‘What’ – type of delivery 4 94
‘How’ – payment 3 97
‘When’ – frequency 3 100

Note: Pinpoint accuracy in the distribution of the total sum between the
feature groups is not essential. What is required is a clear distinction
between those feature groups that really count in the decision and those
which are less important.

When compiling a table similar to Table 6.5 it is often easier to first score the
most influential feature group out of 100 and then score the other groups rela-
tive to this score. Once completed, you add up all the individual scores, divide
each individual score by this total and multiply the answer by 100. So, if the
total comes to 230, divide each individual score by this figure and multiply by
100. A worked example for the Agrofertilizer Supplies case study can be found
in Table 6.11.

Trying to ensure the figures add up to 100 at the outset often requires the
figures to be reworked a number of times.

Marketing
insight

Although it is referred to as the ‘80/20 rule’, the scores rarely provide
you with a clear 80 per cent cut-off point. In Table 6.5 there are cumula-
tive scores of 75 per cent and 85 per cent, but not 80 per cent, so in this
example we would first use the 85 per cent cut-off point and include
‘retailers’ in the list of KDFs. If the concluding list of KDFs was still too
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onerous, we could then decide to use the 75 per cent cut-off point and
exclude ‘retailers’ from this list.

What, where, when and how
This is a useful point at which briefly to review the four categories that
make up the KDFs.

What is bought
Here we are primarily referring to the specific features of all the products
and services covered by the market definition. In addition, it is important
not to overlook any product or service ‘add-ons’ provided by any inter-
mediaries on your market map, such as maintenance contracts, delivery
services, installation and so on. These may be out of your control, but that
doesn’t mean they can be excluded from considering how a market splits
into segments. It is also appropriate to include in ‘what is bought’ the role
of ‘influencers’ as defined in Step 2 (Chapter 5), along with technical
advisers and consultants.
When referring to a product or service we are including the total experi-
ence of the customer when dealing with the organization, which means
that both the tangible and intangible aspects have to be covered. This is
captured in Figure 6.2.

Definition reminder:
A market is the
aggregation of all the
products or services
which customers regard
as being capable of
satisfying the same need.

Definition:
A product (or service) is
the total experience of
the customer when
dealing with an
organization.

Core product/
service: 
Function
Design
Physical specification
Efficacy
Packaging

Supporting services: Before sales service; Delivery;
Availability; Advice; During sales service; Add-ons; Guarantees;
Warranties; After sales service

Intangibles: 
Value perception
Quality perception
Brand name 
Reputation
Organization
Corporate image
Other user recommendation

Figure 6.2 What is a product?
(Note: A number of items in the figure, such as ‘quality’, ‘service’,
‘image’ and so on require to be explained in your list of features. For
further details, please refer to ‘KDF guideline’ number 5, ‘Avoid
hiding essential detail behind meaningless feature descriptions’.)

The two outer circles in Figure 6.2 are sometimes referred to as ‘product sur-
round’ and can account for as much as 80 per cent of the impact of a product.
Often, these only account for 20 per cent of costs, whereas the reverse is often
true of the ‘core’ product.

Marketing
insight

Chap-06.qxd  8/18/04  4:17 PM  Page 152



Developing a representative sample of different decision-makers 153

It is clearly important to be pragmatic when listing the features for a
micro-segment. So, for example, if it is known that customers rely on what
their supplier stocks, exclude those feature groups which customers are
clearly indicating they have no interest in, such as manufacturer’s brand.

Some of the feature groups you could take into account when drawing
up your list of what is bought, along with examples of features selected
from a range of markets, appear later in this chapter when we look at fur-
ther examples.

Finally, in those markets where competing products or services are used
for different end-uses and these different applications have not been con-
sidered in the definition of the market or for identifying different prelim-
inary segments, they should now be listed here as if they were an extension
to your feature list. It is highly likely that these different applications will
have an important input into your segmentation project.

If you are progressing a project for a market in which there are quite different
applications but, as yet, have chosen not to run the project with these appli-
cations represented by different preliminary segments, it is recommended
that you now regard these different applications as distinct preliminary seg-
ments. Attempt to size each of them as this will help you later in the process.

Marketing
insight

Where it is bought
In addition to covering all the different types of outlet from which the
competing products are purchased, ‘where’ also includes all the different
channels used to place orders along with all the different channels used to
deliver the orders. Please note that this only refers to the sourcing of the
products and services covered by the market definition and does not
include the details of how independent influencers, advisers and consult-
ants are sourced.

Depending on the detail contained in your market map in Step 2, this
information may already be available on the market map.

Although the outlets and channels used by customers are often owned
and run by companies other than your own, they are an integral part of
the purchase as far as the customer is concerned. Being able to obtain the
product from particular outlets or through particular channels could be
crucially important for some customers and may, therefore, be the key to
differentiating them from other customers in your concluding segments.

For example, publishers of books can only reach some segments
by having their books available at supermarkets and other outlets
that are similarly ‘distant’ from traditional bookshops. This is
because some customers have an aversion to going into a trad-
itional bookshop as they feel uncomfortable in that type of 
environment.

If you want to reach the serious sports enthusiasts you will find
that some of them will only buy their equipment from profes-
sional sports outlets.
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The list of where it is bought could include: direct telephone, mail order,
internet, distributor, department store, national chain, regional chain,
local independent retailer, tied retailer, supermarket, wholesaler, specialist
supplier, street stall, through a buying group, through a buying club,
door-to-door, local/high street/out-of-town shop and so on.

Today, of course, there are segments that are dedicated to
shopping over the Web, especially for items that they do not feel
the need to preview beforehand. Whereas in the past they may
have used mail order or placed an order by telephone, they now
have a new route to market which, with its real time capabilities
and sense of putting the customer in control, has attracted new
users to direct marketing.

Even if the outlets and channels do not qualify as KDFs, it is important to
record which of them are used by the customers in each micro-segment. This
information will be included as part of the profile for each micro-segment
(discussed later in this chapter) as it may provide the vital link between a spe-
cific proposition and its target segment. It is also used in the second part of
market mapping (which follows the completion of the segmentation process).

Marketing
insight

When it is bought
The frequencies at which customers prefer to make their purchases should
not be overlooked, as they may once again be crucial for some segments.

For example, some grocery shoppers prefer to make fortnightly
shopping trips at weekends, others weekly shopping trips at week-
ends and some prefer daily shopping trips especially for fresh fruit,
vegetables and meat.

The purchase frequencies found in markets could include: daily, weekly,
monthly, seasonally, biannually, every two years, at 50 000 miles, occasion-
ally, as needed, on impulse, only in emergencies, degrees of urgency, infre-
quently, rarely, special events, only during sales, at the bottom of the
market and so on.

How it is bought
Finally it may be necessary to consider the different methods of purchase
customers prefer to use.

Examples which may help in drawing up your list include: credit card,
charge card, debit card, cash, direct debit, standing order, credit terms,
outright purchase, lease-hire, lease-purchase, negotiated price, sealed bid
and so on.
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Although many of these methods of purchase will be available across
the market and therefore unlikely to act as differentiators, the ability, or
otherwise, to include financing as part of the offer in some markets can
still win, or lose, a sale.

In segmentation projects for some capital goods, the provision of
financing packages has been a crucially important factor in decid-
ing between alternative suppliers for segments consisting of chief
executive officers or chief financial officers. In such situations,
having your own in-company financing facility or close liaison
with a financing institution has been a critical factor for a suc-
cessful bid.

Price
It is not appropriate at this stage of the process to associate customers with
the degree of focus they may have on ‘price’, even though a number of
customers in your market may simply buy the cheapest. Price is better
covered in the next step of the process when it can be allocated an import-
ance rating relative to the benefits being delivered by the features 
being bought. This topic, therefore, is discussed in more detail in the next
chapter.

In most markets, rarely more than around 10 per cent of customers have
‘price’ as their overriding requirement and can be regarded as true price
chasers. Customers who act this way willingly give up KDFs in order to obtain
the cheapest price. This should not be confused with customers who look for
the best price for their KDFs as these customers are ‘value’ chasers.

Marketing
insight

It is, however, an appropriate opportunity to point out that if your market
is one in which customers hold different views as to what the ‘price’ con-
sists of, the features appearing in the micro-segments need to reflect this.
Here we are specifically referring to a market in which some customers
evaluate alternative products according to their lifetime cost and other
customers evaluate alternative products based on the initial purchase
price. The KDFs for customers who evaluate competing offers in terms of
their lifetime costs would clearly need to include features that they con-
sider are important elements of the lifetime cost equation.

Some operators of heavy goods vehicles consider only the initial
purchase price when assessing the relative value of different 
vehicles. Other operators consider maintenance costs and residual
value (second-hand value) along with the initial purchase price
when making their comparisons.
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Profiling and ensuring it is
practical
The second component of a micro-segment is the description of who is found
within it in terms of their personal and, if appropriate, their company’s char-
acteristics. This detail is required because, once you have combined like-
minded micro-segments to form market segments based on their needs, you
will be looking for the personal attributes that can be used to identify clearly
which customers are to be found in each of the concluding segments. This is
important for the successful targeting of your segment-specific offers.

It is not always possible to find a single profile, or manageable number of pro-
files that can be used to identify all the customers found in a particular seg-
ment. What we are looking for is a profile, or small number of profiles that fit
a meaningful majority of the customers found in each segment. It is worth
pointing out, however, that with the increasing sophistication of multidimen-
sional profiling packages, many of which are capable of being run on desktop
PCs, this is becoming less of a problem.

Marketing
insight

At this point, you may find it useful to refer to Table 6.9 that appears later
in this chapter so that you can see the format for recording the profiling
attributes of micro-segments.

Finding the means by which you can reach the customers found in each
needs-based segment is not always an easy task, and at this stage of the
project, particularly if it is the first time you have approached segmenta-
tion along the lines presented in this book, you are unlikely to know what
characteristic(s) can be used to distinguish one segment from another.
Tackling this issue at an early stage in the project, and using a number of
different profiling attributes is, therefore, of critical importance to the suc-
cess of the project. What you have to bear in mind, of course, is that it is of
no concern to the customers whether or not you are able to identify which
segment they belong to by reference to their personal characteristics. You
can be sure that they will not change their buying criteria simply to make
this aspect of segmentation easy for you and it will make no difference to
the way the market splits into segments. Simply ask yourself, have you
ever changed your buying criteria to help a supplier segment their market?

Customers do not
change their buying
criteria in order to slot
themselves into
segments for your
administrative
convenience.

Although we are at an early stage of considering how to reach segments, it is
appropriate to point out that even if the association between a segment and
the profile of its members proves to be difficult, it does not spell the end of
your needs-based segmentation project. One or more of the following may
apply to your market and/or your company:

� The strength of the individual segment propositions will self-select their
target customers.

� The outlets and/or channels used by the segments are different, thereby
forming the link between propositions and their customers.

Marketing
insight
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The characteristics used to profile customers represented by each micro-
segment can be based on a single type of descriptor, such as age or com-
pany size, or from a range of descriptors. We would strongly recommend,
however, that you use a range of profiling descriptors for your micro-
segments. How many will depend on the number you can handle and what
is accessible to you, either from your own records or from third parties who
specialize in holding information on their own databases about customers
in your market. This is unless, of course, you already know which profiling
characteristics can be used to identify the segment individual customers
belong to. For most projects, however, it is not known in advance which
profiling characteristics distinguish between segments as this only becomes
apparent once the segments have been formed. What you have to bear in
mind is a situation where, say, by simply adding the type of car owned by
customers to their age and income profiles you would be able to distinguish
between segments, but all you collected were age and income profiles
which, unfortunately, overlapped various segments.

Whatever number of profiling descriptors you select for your project,
each should be governed by its practical use in enabling you to identify
the members of each concluding segment. They should be thought
through carefully, related to observations in the market place and tested
for their validity whenever possible.

� A short series of questions (often referred to as the ‘golden questions’) can
be used when in direct contact with customers, and how they answer these
questions will identify the segment they are from.

� Your sales staff are able to allocate customers into their segments based on
prior knowledge or after a sales call.

If at all necessary, you may simply have to be pragmatic with your conclusions
and modify the ideal segment model into one that can be effectively imple-
mented.

A major computer manufacturer discovered that the market really
segmented according to the application for which the computer
was used, such as accounting, stock control, marketing and so on.
Unfortunately, the company had no data on this and all its records
were by company name and hence industry segment. Remedying
this involved changing its order taking procedure to track at the
time of purchase what use was envisaged by the customer. This
extra data had to be gathered through whatever channel was
used to place the order, be that through distributors, direct sales
force, telesales or the internet.

Add a number of
profiling characteristics
to each micro-segment

as this improves the
success of identifying

customers by their
segment and, therefore,

targeting them with
their specific offer.

In any market research carried out as a requirement for segmentation, ques-
tions should be included which collect profiling information about each
respondent. This will be used later in the segmentation process. Until you are
at the stage where you know which characteristics can be used to distinguish
between segments, the choice of profiling information you collect will have to
be a matter of judgement.

Market
research note
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Profiling – standard categories
The standard categories of profiling information collected about cus-
tomers tend to be demographic (sometimes referred to as ‘firmographic’
in business-to-business markets), geographic, geodemographic (which, as
the name implies, is a combination of the previous two categories) and
psychographic. Each of these can be broken down into a series of different
profiling groups within which are found the individual profiling specifi-
cations. This gives us a data structure along the following lines, which is
exactly the same structure suggested for the KDFs.

Category: such as ‘demographic’, ‘geographic’ and so on.

Group: such as ‘age’, ‘industry’, ‘region’, ‘country’ and so on.

Specification: such as ‘under 18’, ‘services’, ‘Canada’ and so on.

The ‘specifications’ provide the profiling detail used for the micro-segments.
The use of profiling appeared in the example presented earlier in this

chapter of a completed segmentation project for the users of toothpaste.
Here, the typical profile of customers to be found in each of the conclud-
ing segments was clearly identified. The profiling section of this example
is repeated in Table 6.6.

Definition:
Demographics are
measurable descriptions
of customers.

Definition:
Geographics are
identifiable locations 
of customers.

Definition:
Psychographics are a
customer’s inner feelings
and predisposition to
behave in certain ways.

Definition:
Socio-economic
classifications group
individuals according to
their level of income
and/or occupation (or
that of the head of
household).

Table 6.6 Customer profiles for segments in the market for toothpaste

Segment name

Worrier Sociable Sensory Independent

Profile Demographic C1 C2 B C1 C2 C1 C2 D A B
25–40 Teens Children 35–40
Large families Young Male

smokers

Psychographic conservative: high high self- high 
hypochondriacs sociability: involvement: autonomy: 

active hedonists value 
orientated

Note: ‘C1’, ‘C2’ and so on appearing in the demographic profiles of each segment represent 
socio-economic groups which were in use in the UK until 2001, now replaced by eight analytic
classes numbered from 1 through to 8. A summary of the 2001 classification system appears in the
Examples section of this chapter. Although not listed in the example here, geographic and geo-
demographic details could be added if they further helped identify customers by their segments.

What Table 6.6 also illustrates is that for this market, as in many markets,
it is characteristics from a range of profiling groups that help identify the
segments rather than the characteristics of a single profiling group.

The growing variety and sophistication of profiling possibilities avail-
able in many of the developed economies is making a major contribution
to the success of targeted propositions, with some suppliers of profiling
services stating that they can now tell the difference between two people
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Using consumer demographics, banks and insurance companies have real-
ized that at different stages in the family life cycle their customers have dif-
ferent needs, so this has become another most useful way of describing
some of their segments. As a result, these financial institutions have been
particularly adept at developing products especially for certain age cat-
egories. In this respect, because of the gradually reducing relevance of socio-
economic classifications as a predictor of behaviour, there is an emerging
concept of ‘contexts’, such as ‘wellness’, ‘awareness’, ‘Euroness’, ‘traditional-
ism’, ‘expectism’ and ‘home-centredness’, each one related to life stages such
as ‘singles’, ‘nesters’, ‘developers’ and ‘elders’. Thus, Laura Ashley would
clearly be in the ‘traditionalism’ context, while Body Shop would probably
be in the ‘wellness’ context.

For the geodemographic category, ACORN (A Classification of
Residential Neighbourhoods from CACI Ltd1), for example, which classi-
fies all households in Great Britain at postcode level into 56 different types
based on key demographic variables, Census information and lifestyle
data, is particularly useful for the retailing business because, when used in
conjunction with market research, it can accurately predict consumption
patterns in specific geographic locations.

Psychographic profiling differences are particularly useful in the cre-
ative execution of advertising and other promotional campaigns, espe-
cially in mass markets, thereby homing the offer into their target segment.
In the market for toothpaste, for example, advertisements that play on
people’s concerns about the health of their teeth, especially the health of
their children’s teeth, have supported a number of brands targeted at the
‘Worrier’ segment in Table 6.6. However, brands targeted at the ‘Sociable’

In the UK, if you have a segment which consists of individuals from
the professions and senior management, it is known that they
tend to be light television viewers; consequently, if this is a target
segment, it does not make sense to advertise your product or 
service heavily on television. However, they can be effectively
reached by means of certain newspapers and magazines, where
they comprise the principal readership.

Here we are seeing a useful correlation between readership
and viewing patterns and the socio-economic groups which con-
sist of the professions and senior management, and this can be
most useful in helping us to communicate cost-effectively with
our target market by means of advertising.

in the same household. A selection of standard approaches to profiling in
both business and consumer market segmentation appears in the
Examples section of this chapter. It is, however, their practical application
in isolating specific segments and enabling you to reach them that deter-
mines whether or not they have any value to you. A simple example illus-
trates this point.

1ACORN and CACI are trade marks of CACI Ltd.
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segment often feature young people socializing and instantly being
attracted to each other simply because they use a specific toothpaste that
gives them the smile that gets them noticed!

Briefly turning to business-to-business markets, Standard Industrial
Classification (SIC) systems, number of employees, job titles, turnover
and production processes have been found to be useful demographic
descriptors. Unfortunately in business-to-business marketing the devel-
opment of tools for sophisticated targeting of business customers has
lagged behind the developments that have taken place in the consumer
markets. This opportunity gap, however, has not been overlooked and
geodemographic profiling packages have become available along with
some psychographic lists and classifications systems combining demo-
graphics with behavioural characteristics, such as Commercial MOSAIC
from Experían Ltd2 in the UK. Summaries of both the UK/European and
North American SIC systems appear in the Examples section of this chap-
ter, with a more detailed listing found at www.marketsegmentation.co.uk.

On occasions, sophisticated profiling packages are seen as a method of defin-
ing segments. Segments, as has already been discussed, are defined by their
particular needs, while profiling is the means by which you identify the mem-
bership of each segment.

Marketing
insight

Profiling – additional categories
Two possibilities are discussed here:

1 Acquisition routes – outlets and channels.
2 Other interests and product usage.

Earlier in this chapter we touched on the possibility of using outlets and
channels to reach individual segments and suggested that recording the
acquisition routes used by the micro-segments, even when they are not
KDFs, may provide the vital link between a specific proposition and its
target segment. Whether this proves to be the case or not, it is essential
that you record this information anyway because knowing which outlets
and channels are used by each of the concluding segments will enable you
to complete your market map and develop your distribution plan. We
revisit market mapping at the end of the segmentation process.

With respect to a customer’s other interests and product usage, the most
obvious inclusions in this category would be leisure interests, such as
sports, music, theatre and gardening, readership preferences covering
newspapers, magazines and so on, and a customer’s viewing and listening
preferences on the television and radio, such as news, soaps and natural his-
tory. All of these, however, are often included in the demographic category.

It is the possibility of extending a customer’s other interests and prod-
uct usage beyond the obvious that is being considered here. The value of

Definition:
Standard Industrial
Classification (SIC)
systems are lists of
business categories for
which most governments
keep production
statistics.

2MOSAIC and Experían are trade marks of Experían Ltd.

Chap-06.qxd  8/18/04  4:17 PM  Page 160



Developing a representative sample of different decision-makers 161

Looking at other interests and product usage to help link customers to seg-
ments is often left until a project has been completed and it is proving diffi-
cult to find standard profiles that fit the various segments. It is, of course, a
facility limited to countries where externally held databases are available
which hold this type of information about individual customers.

What it requires is for a statistically valid sample of named customers to be
identified for each segment, along with their addresses. An external agency
takes these lists and enhances the profiling data associated with each cus-
tomer using their own profiling records, which may include the addition of
any demographic data that is missing. The customer records in each segment
are then analysed by appropriate software to find which attributes when
taken together are good identifiers of customers in each segment.

(Alternative approaches to getting round any difficulties with associating
segments to particular profiles were discussed earlier in this chapter.)

Marketing
insight

Profiling – keeping it practical
The profiling attributes you propose to record should focus on those you
can use in your sales and marketing activity to identify customers. For

A publishing company that specializes in a particular format for its
printed material has found that customers in their most important
segment are strongly correlated to a particular approach to credit
and their ownership of pets. This company, it should be noted,
does not publish material on either financial matters or pets.

When requesting lists of prospects from database companies
for campaigns targeted at this segment, the company now only
requests individuals who match this profile. As a result, the com-
pany has reduced its expenditure on lists, reduced its expenditure
on prospecting for new business, and improved the success rate of
its new business campaigns.

The broad nature of this profiling category, however, opens up an over-
whelming number of possibilities at this stage of a segmentation project,
so the following guidelines are suggested:

1 Limit the possibilities to those which are known, or suspected to cor-
relate with different needs.

2 Keep the number down to what you can handle in an internal workshop
and, if it is commissioned, to what an interviewee can be expected to han-
dle in a market research questionnaire, and do not forget that the total
number includes characteristics you select from other profiling categories.

3 If the number is too large to work through manually, ensure there is
access to a software package that can sort through the profiling data and
determine which attributes can be associated with particular groups of
customers

using these additional profiling possibilities is illustrated by the following
example:
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example, although the size of garden may be appropriate in distinguish-
ing between segments for garden equipment, unless there is a database
somewhere which records this information for each address, it has no
practical use for your sales and marketing activity. Certain postcodes may,
however, correlate to particular garden sizes. Exploring the existence of
such a relationship in any research you undertake would therefore prove
useful. If a relationship between garden sizes and postcodes is then found
to exist, the ‘practicality’ problem will have been overcome. Likewise, be
careful about using psychographic profiles of customers as the method of
distinguishing between segments, as this is often only suited to certain
types of markets. Psychographic differences can be used in the creative
execution of advertising and promotional campaigns in mass markets,
thereby homing the offer into the target segment. Its use in other types of
markets is not so easy.

Fortunately, in many countries the range of data held about individual
customers by companies that specialize in this area, along with sophisti-
cated software packages capable of uncovering predictive profiling pat-
terns, is proving to be of great value to the practical side of profiling. The
ability to target specific customers with the proposition that suits their
needs has improved substantially and continues to improve.

However, as mentioned earlier, some of these sophisticated profiling
packages are portrayed as methods of defining segments when, in reality,
their use is to identify the membership of each segment.

Developing micro-segments
In this section we look at how to develop a representative sample of all the
different decision-makers you have included in your segmentation project
by utilizing data already available from within, or easily accessible to your
company. This sample will consist of a number of micro-segments, each of
which will be based on a distinct group of decision-makers in your mar-
ket. In arriving at this model of the market, you may need to involve a
cross-section of representatives from sales, marketing, customer services,
customer enquiries, ordering and distribution. Revisiting appropriate past
market surveys may also provide valuable input, so involving someone
familiar with what these surveys contain can be especially useful. In add-
ition, including representatives from selected intermediaries because of the
contact they have with customers has proved useful to a number of projects.

To recap briefly, each micro-segment consists of:

1 a specific set of key discriminating features (KDFs) in which there is a
similar level of interest shared by the decision-makers the micro-segment
represents;

2 one or more profiling characteristics that identify who these decision-
makers are;

3 a volume or value figure to indicate its size (discussed later in this 
section).

A reminder: For projects
which include current
decision-makers and
potential decision-
makers, this book now
uses the term ‘decision-
maker’ to refer to both.

Definition reminder:
A micro-segment is a
group of decision-makers
who share a similar level
of interest in a specific
set of features.
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In developing micro-segments for your market, you will almost certainly
end up with too many in number to consider each of them as a possible
segment in their own right. You could well end up with around twenty or
possibly around thirty micro-segments at the end of this step, though on
extremely rare occasions the number has been higher. It is worth noting,
however, that for most of the in-company segmentation projects the authors
have been involved in, the number of micro-segments seen as necessary to
represent the different decision-makers in a market has usually been less
than twenty.

As regards the number of micro-segments a market should have for this
stage of the project, there is no simple answer. It is whatever number is
required to represent the different decision-makers in the defined market.

This is an appropriate point at which to remind ourselves that the individual
size of the micro-segments often means that they are too small to qualify as
distinct segments and, therefore, justify the cost of developing specific offers
for them. In addition, micro-segments are based on features, while segments
are based on needs. Reviewing the micro-segments after their features have
been replaced by the needs they satisfy, which we look at later in the process,
allows like-minded micro-segments to be brought together to form segments
which, by its very nature, means that the number of concluding segments is
more manageable.

Marketing
insight

Each completed interview for a segmentation project can be equated with the
general concept of a micro-segment in that they represent the different deci-
sion-makers in the market as a whole.

Market
research note

Just in case your project looks as if it is developing an unmanageable num-
ber of micro-segments and you therefore need to scale it back, there is a
section later in this chapter called ‘Managing micro-segments – keeping
control’ which you can refer to.

There is no simple
answer to the question

about the number of
micro-segments a

market should have for
this stage of the project.
It is whatever number is

required to represent the
different decision-makers

in the defined market.

Getting micro-segments up and running
It is crucial to remind yourself and the segmentation team that:

� micro-segments are based on actual decision-makers, not fictional indi-
viduals;

� they represent the defined market as a whole, not just your own cus-
tomers;

� their KDFs are from the market as a whole, not simply limited to the
features you and your particular intermediaries offer; and,

� their KDFs are what they see as important, not what you would prefer
them to see as important.

Therefore, the approach to take when developing micro-segments is to put
yourself in the shoes of a customer and evaluate the features from their
perspective.
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The procedure to follow when developing micro-segments can be sum-
marized as follows:

1 Divide the market into identifiable groups of customers you can visual-
ize and talk about (preliminary segments are a good starting point here)
as this equips you with useful points of reference for developing micro-
segments, and size each of these ‘reference groups’.

2 Take one of these reference groups, familiarize yourself with the indi-
viduals it represents and develop it into a micro-segment by carefully
listing what the customers in this group regard as their KDFs, with any
differences within the group captured as separate micro-segments.

3 Now attempt to indicate the relative importance of each KDF to the
micro-segment(s) using a simple grading structure initially based on,
for example, one to three stars.

4 Consider a cross-section of customers included in a micro-segment to
confirm if they would all generally agree with the list of KDFs and their
grading, and if they would not, develop additional micro-segments to
cover any meaningful differences.

5 Verify each micro-segment by checking that it is based on actual deci-
sion-makers, its reality check, further verified by checking that its KDFs
either represent a known transaction, or actually make sense.

6 Attach profiling characteristics to each micro-segment and use a simple
grading structure to indicate what proportion of its customers each
characteristic applies to with, for example, three or four tick marks iden-
tifying characteristics applicable to all of them.

7 Size each micro-segment, by referring back to the reference group it
originated from and utilizing any market figures that may be available.

Repeat steps two to seven of this procedure for each group of customers
until they have all been converted into micro-segments and then review
each micro-segment against the complete list of KDFs and make any
appropriate additions to the KDFs that have been listed for them.

Finally, review and compare the finished micro-segments with each
other and increase or decrease the importance of appropriate KDFs if this
better reflects the differences between individual micro-segments. If you
come across duplicate micro-segments, the duplicates can be merged only
if their intended end-use is the same and you believe the benefits they are
looking for are the same (which may require you to wait until the next step).

An often incorrectly held belief is that one company’s customers form a micro-
cosm of the market as a whole and can therefore be regarded as forming a
representative sample of the complete market. Slipping into this belief with-
out some independent validation could well result in the company failing to
identify new opportunities in their market.

However, even if you know that the micro-segments you develop will not
truly represent the market as a whole, it is still worth progressing the project 

Marketing
insight

Please note that in order to put on another person’s shoes, you first have to
remove your own!

Marketing
insight
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Taking each step of the above procedure in turn:

1 Divide the market into identifiable groups of customers.
It usually helps when developing micro-segments to first divide the
customers being segmented into recognizable groups of individuals
that you and your team can visualize and talk about. Grouping customers
in this way equips you with useful points of reference for developing
micro-segments, and working with such ‘reference groups’ is far better
than starting from an entity called ‘the market’. If you have already
divided the market being segmented into preliminary segments, these
clearly form, or at least provide the basis for, such reference groups and
you should develop micro-segments for each of them. You may want to
break down the preliminary segments further if this helps associate
them with particular groups of customers.

The complete hierarchy we are suggesting is presented in Figure 6.3.

through this and the following two process steps (Steps 4 and 5). This will
enable you to gain an appreciation of what is involved in the segmentation
process as a whole and provide a better informed and much more productive
brief for the more statistically sound study which should follow.

 A1

Preliminary segment ‘A’ Preliminary segment ‘B’

‘The market’

 A3

Three reference groups

B1 B2

No further breakdown

Preliminary segment ‘C’

 A2

Two reference groups

C

Figure 6.3 The structure of reference groups for developing 
micro-segments
(Note: If you have not introduced preliminary segments into your
project, each reference group would originate from ‘The market’. For
projects with preliminary segments, referring to them is made easier
if they are each now given a letter in addition to any name given to
them in the previous chapter. If preliminary segments are then
broken down into smaller groups of customers, each individual
group can then be labelled in a way that links it to the preliminary
segment it originated from, as is shown by the use of A1, A2 and so
on. This provides a quick and easy way of identifying for each
concluding segment the source of its customers. The addition of a
name to each reference group which currently only has a label may
help you identify with, and relate to the customers it represents. As
for naming preliminary segments, it helps if this name reflects who is
being represented by the reference group.)
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The guideline for selecting the criteria on which to base these reference
groups is to use whatever enables you to visualize particular customers
and see the KDFs from their perspective. We would suggest, however,
that in order to re-enforce the point that you are referring to individuals,
the criteria should be based on either some standard profiling attribute
such as size of company, size of family, age, type of company, type of
family, geographic location and so on, or on some other criteria that
equally links it to a particular group of customers, such as differences in
the volume used, which could simply be broken down into large,
medium and small users. What often determines the choice of criteria
for these reference groups is whatever is believed to highlight differ-
ences between customers in terms of their KDFs. For example, a com-
pany looking to develop new opportunities in the market for executive
cars may believe that there is a difference in requirements between male
and female users and further differences according to whether they are
single, married without children or married with children. This would
enable the company to start their development of micro-segments from
six easily identifiable reference groups, as illustrated in Figure 6.4.

When breaking down a market, or preliminary segment, into reference
groups you can either:

1 start by identifying all the reference groups, and then develop micro-
segments for each one in turn; or,

2 identify one group and develop micro-segments for it, then identify
another group and develop its micro-segments, and repeat this until you
believe all the customers have been covered.

Adopt the approach you feel most comfortable in following.

Marketing
insight

Single SingleMarried
no children

Married
with children

Married
with children

Married
no children

Male Female

Individual executives

M1 M2 M3 F1 F2 F3

Figure 6.4 Reference groups for developing micro-segments
(Note: M1, M2 and so on are the identification labels for each
reference group. In this example, using ‘M’ and ‘F’ in the labels 
clearly associates each reference group with where it originated
from.)
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An alternative to using profiling attributes as a basis for the reference
groups could be to use specific features, especially features that tend to
dominate the choice of competing products. Choose whichever you feel
most comfortable in using.

Because the resulting reference groups originate from preliminary
segments or the market as a whole, and they will already have been
given a value or volume figure, it is an appropriate point at which to
distribute this figure between the reference groups as best as you can.
This will help in sizing the final micro-segments later.

If you are segmenting a market in which there are a limited number of 
customers (how you define ‘limited’ may depend on time and resource avail-
able to the project), you may wish to create a micro-segment for each individ-
ual customer and proceed through the next steps at this individual customer
level.

Marketing
insight

2 Develop each group into a micro-segment by listing its KDFs.
Select one of these groups and begin by putting yourself into their shoes
and familiarizing yourself with the customers it represents. Discussing
such topics as the type of life they lead (family, social, work), their per-
sonal situation and responsibilities, the issues that concern them, their
background and their aspirations for the future can all help bring a ref-
erence group to life. This discussion may also highlight characteristics
that can be used later as part of their profile.

Now, develop this group into a micro-segment by carefully listing the
features that the customers in this group particularly look for and use 
to discriminate between competing propositions in your market (the
KDFs), with any differences within the group captured as separate
micro-segments. In addition to knowing what they look for, also know-
ing what they reject and what causes disappointment can help in com-
piling the relevant list of features. If you elected to draw up a full list of
features in preparation for this stage, simply select these KDFs by refer-
ence to that list. If, on the other hand, you are using the development of
micro-segments progressively to compile the list of KDFs, organizing
this list along the lines suggested earlier in this chapter can be helpful.
A worksheet for this part of the process appears in the Exercises section
of this chapter. Table 6.7 illustrates a suggested layout for recording
micro-segments and their KDFs.

Whenever more than one micro-segment emerges from a single 
reference group, remember to attach an identifier to each of them along
the lines you have adopted for your project. If this includes a name,
ensure that the names continue to reflect who each micro-segment 
represents.

For this step, and those that follow, consider splitting the participants
into a number of teams, with each team adopting the standpoint of a
particular reference group.

In addition to knowing
what individuals

particularly look for, also
knowing what they

reject and what causes
disappointment can

help identify the KDFs.
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3 Indicate the relative importance of the KDFs for each micro-segment.
Once you have agreed the KDFs for a particular micro-segment, indi-
cate their relative importance to each other for that micro-segment,
thereby indicating their level of interest in this specific set of features (as
per the definition). The simplest way of indicating the relative import-
ance of the KDFs is to increase the number of tick marks or stars given
to each of them. This is illustrated in Table 6.8. At this stage it helps if
you use no more than three tick marks or stars to identify the most
important KDFs. This is because when you later review and compare
the finished micro-segments with each other, you may feel that you
have not adequately indicated the differences between them and need
to increase, or decrease, the importance of certain KDFs for individual
micro-segments to redress this. It helps if you can add further tick
marks or stars without turning the ‘picture’ into a visual nightmare. You
really need to avoid having too many stars in front of your eyes!

If you do not feel able to indicate the relative importance of KDFs for
micro-segments, simply leave them as they were, each with a single tick
mark or star (as in Table 6.7), thereby implying that they have the same

Table 6.7 Recording micro-segments and their KDFs

Feature Group Specification Micro-segments
category

A1 A2 B C1 C2

‘What’ Finish Dark hardwoods �

Light hardwoods �

Pine � �

To paint/stain �

Country Scandinavia � �

of origin UK �

Format DIY kits �

Made up � � �

‘Where’ Retailer Department store � �

Direct mail �

Sheds �

Note: Rather than using a tick mark (�) to indicate which features are the KDFs for each
micro-segment you could use a star (*). As you will see in the above, A2 and C1 have 
no KDF related to the country of origin, B has no KDF related to retailers and C2 has no
KDF related to the format. ‘Sheds’ is the name sometimes used to refer to hardware
superstores.

Using a spreadsheet or database package on a PC is particularly helpful for
this part of the process. The PC-based segmentation package developed in
association with the authors can be used here.3

Marketing
insight

3Details of this package, called Market Segment Master®, can be obtained from Ian Dunbar using
info@marketsegmentation.co.uk. Full contact details can be found in the Preface of this book.
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level of interest in their specific set of features. This does not prevent
you from progressing to the next stage of the segmentation process,
though these indications of importance are useful to this stage.

Once a micro-segment is associated with a specific set of features along with their
level of interest in these features, it meets the definition of a ‘micro-segment’.

Marketing
insight

Table 6.8 Indicating the relative importance of KDFs to micro-segments

Feature Group Specification Micro-segments
category

A1 A2 B C1 C2

‘What’ Finish Dark hardwoods ***
Light hardwoods **
Pine ** *
To paint/stain ***

Country Scandinavia ** *
of origin UK *

Format DIY kits *
Made up *** *** ***

‘Where’ Retailer Department store * *
Direct mail ***
Sheds **

Note: The most important KDFs are identified by three stars (***) in this table.

4 Confirm that the customers in the micro-segment all generally agree.
Although you have developed a micro-segment based on a recogniz-
able group of individuals interested in a particular set of features, it is
suggested that you now consider a cross-section of the customers this
micro-segment represents to confirm that they would all generally agree
with what is currently being said about them. By ‘generally agree’ we
mean that they would positively respond to an offer based on the KDFs
listed for them. This clearly has to be a matter of judgement at this point.

In those situations where you believe they would not all generally agree,
develop new micro-segments to accommodate any meaningful differ-
ences. Attach identification labels to each new micro-segment which con-
tinue the practice you have adopted for your project, ensuring, once again,
that any names retain their association with the individuals each micro-
segment represents. This may require you to revise the name of the origi-
nating micro-segment if this would better describe who it now represents.

If in doubt, split them out! They will be reviewed again later. Marketing
insight
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5 Verify each micro-segment.
Although the first guideline for developing micro-segments is to ensure
that they are based on actual decision-makers, as opposed to fictional
individuals, it has been known for some projects occasionally to lose
sight of the real world during this stage of the process. A useful reality
check is to challenge the team to put forward their understanding of
who the micro-segment is representing (which will provide details 
for its profiling). This can be further verified by simply looking through
a micro-segment’s KDFs to check that such a combination is either
known to occur, and therefore represents an existing transaction, or
actually makes sense. For example, if in the market represented by 
Table 6.8 it was known that when individuals wanted to paint or stain
an item themselves they only ever bought UK products, any micro-
segment showing that they bought Scandinavian products would be
rejected.

A segmentation project conducted by a components manufac-
turer initially generated just under 150 micro-segments, but when
challenged to match these micro-segments to transactions known
to take place in their market, the number of micro-segments
dropped substantially (by just over 80 per cent) to a much more
manageable number.

What had happened was that micro-segments were being 
generated to cover possible combinations of KDFs rather than
being based on customers and the actual KDF combinations that
occurred.

6 Attach profiling characteristics to each micro-segment.
For each completed micro-segment, add some details about who it rep-
resents using applicable profiling characteristics, along with their outlet
and channel preferences. Because specific profiling characteristics and
distribution alternatives may not be applicable to every customer in a
micro-segment, for example they may not all be in the same age range
or use the same retail outlet, use a scale to indicate the proportion of
customers associated with each of the alternatives. Once again, use your
best judgement. If you are not sure about the proportions, just indicate
each profiling characteristic, outlet and channel that is applicable. You
can once again use tick marks or stars for this, but it makes it clearer if it
is the opposite symbol to that used to indicate the KDFs, as illustrated 
in Table 6.9. The worksheet for developing micro-segments in the
Exercises section of this chapter also covers profiling.

Try to ensure that each micro-segment has profiling characteristics selected
from all the profiling groups you are using. This will be appreciated later dur-
ing the analysis of segments when you are looking for the personal attributes
that can be used to identify the customers in each of them.

Marketing
insight
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It sometimes helps when profiling a micro-segment to consider the
characteristics you would associate with the preliminary segment it
came from (assuming this is how it originated), as some if not all of
these characteristics could have been inherited by the micro-segment. It
also helps to consider if any of the KDFs could be associated with any
particular profiling characteristics. For example, customers who use
certain retailers may be associated with particular socio-economic
groups, a certain type of IT support package may be associated with
customers from smaller companies, and individuals who select market-
ing books designed to help practitioners put marketing into practice
may be associated with particular types of jobs.

Table 6.9 Adding profiling characteristics to micro-segments

Feature Group Specification Micro-segments
category

A1 A2 B C1 C2

‘What’ Finish Dark hardwoods ***
Light hardwoods **
Pine ** *
To paint/stain ***

… and so on … and so on

Profiling Group Specification
category

Demographic Age Up to 30 � � �� ��

31 to 50 � � �� � �

51 and over �� �

Socio- 1a and 1b �

economic 2 and 3 �� �� � �

group 4 and 5 � �� � �

6 to 8 � ��

Family Single � � � �

stage Married no kids ��� �� �

Married and kids � �� ��

Acquisition Outlet Department store ��� ��� �

routes Specialist �� �

Shed ���

Catalogue co. ��

Channel Face-to-face ��� �� � ���

Direct – tel. & mail � �� ��

Direct – internet �

Note: The distribution of a micro-segment between the alternative characteristics in each profiling
group has to be looked at separately. Three tick marks (���) are used in this table to indicate char-
acteristics applicable to all the customers represented by a micro-segment.
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Do not be concerned if you are associating a micro-segment with a
number of specific characteristics from a single profiling group, such as
two or three age bands as seen in Table 6.9. What we are looking for here
is a full profile of each micro-segment so that your project has the best
opportunity of finding the specific characteristics that can be associated
with each concluding segment.

It is also possible to use ‘other interests and product usage’ as part of
the profiling if they are known, or suspected to correlate with different
needs. However, care needs to be taken when including these in the cus-
tomer attributes and it is suggested that readers refer back to ‘Profiling –
additional categories’ for guidelines.

7 Size the micro-segment.
It is important for later stages of the process to have a volume or value
figure attached to each micro-segment, especially as these figures will
be used to determine the size of each concluding segment. You may, of
course, already be in a position where you can attach a volume or value
figure to each micro-segment, but if this is not the case, the following
may assist you.

The most obvious starting point for sizing micro-segments is the 
reference group they originated from and to apportion to each micro-
segment the amount they would account for in their group.

At the simplest level, this apportioning could be achieved by dividing
the total given to the reference group equally between its micro-
segments. You may, however, believe you can be a little more sophisti-
cated than this, either because you feel sure that certain micro-segments
are larger than others, with the apportionment based on your best guess,
or there is information to hand that may help determine these figures.

There may be, for example, some profiling differences between the
micro-segments, such as age or size of company, that enable you to
determine the ratio of one micro-segment to another based on pub-
lished national statistics. You may even be fortunate enough to be seg-
menting a market for which there are annual figures about the different
products sold into that market or about the sales made through differ-
ent outlets or through channels. If this is the case, you could check your
micro-segment totals for these products, assuming they have appeared
as KDFs, or their totals for the different outlets and channels. Depending
on how close the figures match up, you may feel that some adjustments
are or are not required.

When there are no
sources of information
available to help you,
assume that the micro-
segments developed for
a particular reference
group are equal in size.

Referring to Table 6.9 and using this as an example: if this market
was valued at 2000 units and there was published information
available that illustrated how this was divided between the four
types of distribution outlet, you could work out from the micro-
segment profiles, along with their proposed size, the total
amounts you were suggesting came through these outlets. Micro-
segment B, for example, is showing one-third of its purchases com-
ing through department stores and two-thirds coming through
specialists, so if your suggested size of this segment was 300 units
you could allocate this total between these two outlets using the
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In carrying out the above, you may find that the original figures you
gave to your reference groups, and, if applicable, the preliminary seg-
ments before them, should be changed. Clearly this would only be a
problem if these figures had been developed from reliable data to start
with as opposed to your best estimate at the time.

ratio 1 : 2. By applying this reasoning to all the micro-segments you
would be able to work out what your totals were for the four out-
lets. You could then compare your totals to the published totals,
and if you needed to make any changes, you would now at least
have a feel for the scale of the adjustments to be made. Pinpoint
accuracy, however, is not required and an informed approximation
will be sufficient.

It is crucial that research conducted for the quantitative stage of segmenta-
tion is structured so that the concluding segments can be sized.

Market
research note

Now repeat steps two to seven for each group of customers.

It helps if you occasionally remind the team as they work through the micro-
segments that:

� micro-segments are based on actual decision-makers, not fictional 
individuals;

� they represent the defined market as a whole, not just your own cus-
tomers;

� their KDFs are from the market as a whole, not simply limited to the fea-
tures you and your particular intermediaries offer; and,

� their KDFs are what they see as important, not what you would prefer
them to see as important.

Marketing
insight

Once all the reference groups have been converted into micro-segments,
you can review each micro-segment against the complete list of KDFs and
make any necessary changes to the KDFs that have been listed for them. 
It is possible that, as you have progressively been developing micro-
segments, new KDFs have been identified that may be applicable to
micro-segments developed earlier.

Finally, review and compare the finished micro-segments with each
other to ensure that you have adequately indicated the differences between
them in terms of the importance of their various KDFs. Where required,
increase or decrease the importance of appropriate KDFs for individual
micro-segments to redress any ‘imbalances’ and better reflect the differ-
ences between them. It is suggested, however, that no more than five stars
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(or tick marks) are used to highlight the most important KDFs, as this will
ensure that the final picture remains visually comprehensible.

If you come across duplicate micro-segments, the duplicates can be
merged only if you feel confident that:

� the micro-segments have the same intended end-use for their purchase;
and,

� they are looking for the same benefits from their KDFs.

Checking the second requirement, however, may need to wait until the
next step in the process. It is not unknown for different customers to have
varying views about the benefits delivered by a particular feature, and 
a possible indicator of this is if the individuals in the duplicate micro-
segments are quite different from each other in terms of who they are.
Therefore, whenever the individuals they represent are quite different
from each other, it is safer to retain the duplicate micro-segments at this
stage.

When duplicate micro-segments are merged, this clearly requires their
profiling characteristics and sizes to be combined; in addition, it is useful
to give the ‘new’ micro-segment an identification label that reflects what
has occurred. The simplest way of doing this is to give it the labels of its
predecessors. These labels, as pointed out earlier, provide a quick and
easy way of identifying for each concluding segment the source of its 
customers.

Managing micro-segments – keeping control
The principal controlling mechanism for companies segmenting their
market using data available from within, or easily accessible to the com-
pany and to the segmentation project team, is to check that their micro-
segments match with reality.

A further series of checks can be based on the features that are listed for
the micro-segments:

� Do any micro-segments contain features which are basic entry require-
ments?
This was discussed in the ‘KDF guidelines’ section earlier in this chapter
under point 3. Remove these features and then check if this now means
there are micro-segments that duplicate one another. Duplicate micro-
segments can be removed as per the guidelines at the end of the previous
section.

� Are you sure the features reflect how customers categorize them and
buy them?
This was point 4 of the ‘KDF guidelines’. By revising micro-segments
better to reflect the way customers consider the features and talk about
them you may find that duplicate micro-segments appear which can be
removed.

� Have you merged correlated features?
Micro-segments that differ by features that are in fact correlated, point
7 of the ‘KDF guidelines’, should be revised and the duplication check
carried out.
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� Do any micro-segments contain features that are only marginal in their
importance?
Although only a simple grading structure has been suggested for indi-
cating the relative importance of features to a micro-segment, it may be
that by applying a little more sophistication to this grading you can
identify features that are really only playing a very small role in the
purchase decision and can be removed. You could also consider apply-
ing the 80/20 rule as suggested in point 8 of the ‘KDF guidelines’ to all
your micro-segments. Once again, if this now produces duplicate
micro-segments, the duplicates can be removed as per the guidelines at
the end of the previous section.

If, after following the above, you still find the number of micro-segments
rather daunting, the following may finally bring them under control.

� Combine micro-segments that are known to be unattractive to your
company.
This removes such micro-segments from the detailed analysis which
follows this chapter but does not remove them completely from the
process, because to do so would distort the picture of the market being
looked at. How you define ‘unattractive’ is a topic we indirectly
address later in this book when we consider how to prioritize and select
segments for Steps 6 and 7 of the segmentation process. Great care
should be taken when removing micro-segments from the detailed
analysis in this way. Micro-segments may be unattractive today, but could
well form the attractive segments of tomorrow. For example:
– some micro-segments may be currently unattractive because no

company has put together the right offer to stimulate demand from
this particular group and/or generate the required margins from it;

– some micro-segments may be unattractive today because they
account for only a very small volume or value of business, but this
may be because they are at an early stage of their development.

Individually, micro-segments may represent only a small quantity in
the market, but their requirements may be the same as those of other
micro-segments. Later stages of the process would see these micro-
segments combined and, as a segment, they may then represent a sig-
nificant quantity of the market. This possibility, therefore, should be
borne in mind before removing micro-segments from the detailed
analysis based on their size.

If it is necessary to reduce the number of micro-segments as described
here in order to progress to the next step in the process, the resulting
group of micro-segments can always be revisited later, an option you
may have to consider when looking for opportunities to achieve the
company’s revenue targets.

You should now have around twenty, or possibly around thirty micro-
segments, each of which represents a distinct group of decision-makers in
your market and which forms the sample for the next stage of your pro-
ject. If, however, this is not the case and the number is substantially higher,
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it could be worth reviewing your market definition, as it may, in fact, be
too broad.

Finally, if despite all of these checks you are still having to consider a
large number of micro-segments, it may help in progressing the project if,
when entering the final stage of the next step which indicates the import-
ance of the needs-based buying criteria for each micro-segment, you 
initially take around thirty of them through this particular sequence and
then through the subsequent step (Step 5), ‘Forming Segments’. Once this
initial batch has been through Step 5, repeat this sequence for further
batches of micro-segments, not forgetting to consider each new batch
taken into Step 5 alongside the market segments already established in
that step.

Process check
The primary purpose of this, the third step in the segmentation process, is
to provide guidelines on how an in-company segmentation team can
develop a representative sample of decision-makers for their market using
internal resources. In doing so, it identifies the features which customers
look for when deciding between competing offers and captures informa-
tion about the decision-makers themselves which describes who they are
and their acquisition routes. This detail provides critical links to other
steps in the process:

� The features are used to develop an understanding of why decision-
makers select the products and services they specify, thus converting
behaviour into motivation, which, in turn, becomes the basis on which
segments are formed.

� The information about the decision-makers is used to determine how
you reach the customers found in each of the concluding segments, as
this is important for the successful targeting of segment-specific offers
and is, therefore, a key question in the segmentation checklist used to
validate the final segments.

This step, therefore, is a major stage in the segmentation process and
requires a great deal of careful thought.

We began by briefly discussing how distinct groups of decision-makers
in your market can be represented by ‘micro-segments’ and summarized
the three components that make up a micro-segment, namely features,
profiling attributes and a volume or value figure. We also highlighted that
the uniqueness of a micro-segment is that when determining which of 
the alternative offers is to be bought, the decision-makers it represents
demonstrate a similar level of interest in a specific set of features. It was
pointed out that issues to do with size and the fact that it was based on 
features, as opposed to needs, were the reasons for using the term ‘micro-
segment’.
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A detailed section then looked at the features that are of interest to a seg-
mentation project, the ‘Key Discriminating Features’ (KDFs), sometimes
referred to as ‘determiners’ or ‘differentiators’, and began by emphasizing
that it is essential that these features are looked at from the customer’s
perspective, not your own. It was pointed out that you could either
develop KDFs initially by drawing up a list of all the features available
across the market, with those selected from this list for the micro-segments
becoming the KDFs, or progressively compile the list of KDFs while 
developing the micro-segments. We then suggested a structure for organ-
izing the features and presented eight important guidelines to follow,
their purpose being to ensure that the features you select for the micro-
segments provide the required link to the next step in the process. This
was followed by a brief review of the four categories that make up the
KDFs, namely ‘what’ is bought, ‘where’ it is bought, ‘when’ and ‘how’ it is
bought.

To conclude the section on features, we pointed out that at this stage of
the process it was not appropriate to associate customers with the degree
of focus they may have on ‘price’ and that this topic was best left to the
next step. However, we did use this as an opportunity to emphasise that if
your market was one in which some customers considered lifetime costs
and others considered only the initial purchase price, features should be
included which reflect these differences.

We then looked at the issue of customer profiling and highlighted its
importance in later stages of the project. We also took this opportunity to
point out that, even if the association between a segment and the profile 
of its members proves to be difficult, it does not spell the end of your
needs-based segmentation project. Four ways round this difficulty were 
presented, one of which we suggested you include as part of a micro-
segment’s profiling, namely the outlets and channels they use.

The discussion on profiling then moved on to suggesting that it was bet-
ter to attach a number of profiling descriptors to each micro-segment, as
opposed to a single type of descriptor, such as age or company size, as this
improves the success of identifying customers by their segment. We then
summarized the four main profiling categories, namely ‘demographic’,
‘geographic’, geodemographic’ and ‘psychographic’, and suggested a
structure for organizing the profiling data. Two additional profiling cat-
egories were introduced, one of which has already been mentioned,
namely the outlets and channels used by customers, with the other look-
ing at the possibility of including other interests and product usage,
though care needs to be exercised if this is a profiling category you elect to
use. We closed the section on profiling by emphasizing that the profiling
attributes selected need to be practical and therefore ones which you can
use in your sales and marketing activity to identify customers

With the scene setting now complete, we then presented the seven steps
to follow when developing micro-segments. This started with dividing
the market into identifiable groups of customers you can visualize and
talk about (reference groups), then identifying their KDFs and grading
them, checking that everyone in the micro-segment would agree with
what is being said about them, conducting a reality check, profiling the
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micro-segment and finally sizing the micro-segment. We also suggested
that the approach to take when developing micro-segments is to put your-
self in the shoes of a customer and evaluate the features from their per-
spective, with a note to emphasize that in order to put on another person’s
shoes, you first have to remove your own!

Finally, we put forward suggestions on how to keep micro-segments
under control to help ensure that you complete this step with a manage-
able number of them.

Careful and thoughtful consideration of the segmentation steps pre-
sented so far, assisted by a healthy dose of realism, will ensure your com-
pany is ready to take its project into the next step.

Case study
As you may recall, the segmentation team at Agrofertilizer Supplies have decided to include in
their segmentation project both those farmers who do and those who do not currently decide
on which product to buy. They have also divided the farmers into three preliminary segments
based on the primary focus of the farmer’s business, namely ‘Arable’, ‘Grassland’ and ‘Mixed’.

Given that the project is now at a stage where understanding the customers in the market is
becoming increasingly important, it is worth noting that throughout the project the team
spoke to members of the sales force on a number of occasions. In addition, for all but one of the
team, the very nature of their positions, both at the time of the project and in the past, along
with the length of time in the company, meant that they had met and talked to a wide variety
of farmers.

The team decided that they would start by drawing up a list of all the features in their mar-
ket which they would then refer to, and possibly add to, as they developed micro-segments for
each of the three preliminary segments.

The potential list of features to be considered by the team was quite large. The company
itself had over forty products on its list. However, when these lists were looked at from the
customers’ point of view, they could be simplified quite substantially and with confidence. For
example, although most bags of fertilizer contain three different fertilizer components which
can be mixed (blended) in a wide variety of ratios, farmers tended to distinguish between the
blends according to whether they were part of a range, therefore made up and bagged by the
manufacturers (manufactured blends), or whether the farmer had specified the ratio they
wanted and had the blend made up specifically for them (bespoke blends). It is rather like
paint: paint can be bought in a particular colour and used as it is, or a customer can request a
specific colour to be made up for them.

In addition to the blends, farmers also bought one of the fertilizer components (nitrogen) on
its own, nitrogen being the nutrient in most demand by the crops. Nitrogen could be bought
in one of two forms, ammonium nitrate (AN) or Urea.

Farmers were therefore seen to buy one of four product combinations:

1 AN and manufactured blends
2 AN and bespoke blends
3 Urea and manufactured blends
4 Urea and bespoke blends
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Thus, by putting themselves into their customer’s shoes a large range of product types could
be captured quite simply.

Other features were also looked at from the farmers’ point of view and adjusted accordingly.
For example, fertilizers could be purchased from three different types of distributor (national,
independent or the co-operative), as well as from an importer or direct from the manufacturer.
However, the three different types of distributor tended to be subsumed under the general
description of ‘local’ distributor, regardless of ownership. The resulting feature list appears in
Table 6.10.

The next stage was to develop micro-segments for the market using each of the three pre-
liminary segments as reference groups. The team selected a preliminary segment and began by
having a general discussion about the farmers it represented, covering such topics as the way
they ran their farms, the issues they faced, the different characters they had come across, what
had happened to this type of farming over the past decade and what the future appeared to
hold for it. Once they had immersed themselves into a preliminary segment it became clear
that the general feature list they had compiled contained items that contributed very little to a
farmer’s decision on which competing offer to buy. They therefore decided to tidy up the list
by applying the 80/20 rule to the feature groups, though this clearly does not prevent them
from selecting one of the ‘discarded’ features if a micro-segment requires it. The result of this
exercise for the grassland preliminary segment appears in Table 6.11.

To arrive at the figures in Table 6.11, the team first identified what they believed was the
most important feature group for the preliminary segment – there were in fact two of them,

Table 6.10 Feature list for the case study

Category Group Specification

What Product AN and manufactured blends; AN and bespoke 
blends; Urea and manufactured blends; Urea 
and bespoke blends

Package 50 kg; 500 kg

Brand Well-established; Any brand

Quality High consistency; Any quality

Concentration High nitrogen level; Low nitrogen level

Consultants/services Manufacturer’s; Distributor’s; Independent

Publication Specialist technical; General

Where Channel Local distributor; Importer; Direct from the 
manufacturer

When Frequency As required; Bulk in advance

How Payment method Standard terms; Long-term finance from the 
manufacturer; Long-term finance from the bank

Note: ‘Quality’ referred to the consistency of fertilizer granule size with no lumps or very fine
(dusty) particles and the consistency of nutrients throughout the granules (nitrogen, N, phos-
phate, P, and potash, K; NPK). It is also worth noting that consultancy, along with some agro-
nomic services, was often available from the manufacturers and distributors at no charge. Even
so, many farmers preferred to pay for independent advice while others chose not to use these
facilities from any supplier.
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Table 6.11 Prioritizing feature groups for a preliminary segment in the case study

Feature group Initial individual Total Reworked individual Cumulative 
score score score

‘What’ – product 80 20 20
‘What’ – brand 80 20 40
‘What’ – quality 60 15 55
‘Where’ – channel 60 15 70
‘What’ – concentration 40 10 80

‘What’ – consultant/svc 30 8 88
‘When’ – frequency 20 5 93
‘How’ – payment 10 3 96
‘What’ – publication 8 2 98
‘What’ – package 8 396 2 100

Note: The dotted line indicates the suggested cut-off point. Given the closeness of the scores for
‘concentration’ and ‘consultant/svc’ (consultants/services – see Table 6.10) it would be perfectly in
order to drop the cut-off point to 88.

Table 6.12 A selection of micro-segments and their KDFs for a preliminary segment
in the case study

Feature group Specification Micro-segments

G1 G4 G8 G9 G12

‘What’ AN & manufactured blends *** ** *
– product AN & bespoke blends **

Urea & bespoke blends ***

– brand Well-established * ** *

– quality High consistency *** *

– concentration High nitrogen ** ** ** **
Low nitrogen ***

– consultants/ Manufacturer’s * *
services Distributor’s *

Independent details

‘Where’ Local distributor * *** * *
– channel Importer ***

Note: The most important KDFs are identified by three stars (***) in this table. G1, G4 and so on
are the identification labels for each micro-segment, with ‘G’ indicating that they originated
from the Grassland preliminary segment (the letters ‘A’ and ‘M’ were used for the Arable and
Mixed preliminary segments respectively). This table only shows the KDFs for the micro-
segments in the grassland preliminary segment which, as you will have noticed, includes ‘con-
sultants/services’ (please refer to Table 6.11). Although ‘Independent consultants/services’
appears redundant in this table it was in fact a KDF for one of the other grassland micro-seg-
ments. The full list of KDFs for the market included ‘Urea and manufactured blends’ along with
the ‘Direct’ channel.
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‘product’ and ‘brand’ – and gave each of these feature groups a score out of 100 to represent
their importance to the farmers. The next most important feature group was then selected and
given a score that reflected its relative importance to those already on the list. This was
repeated until all the feature groups had been given a score, as illustrated in the table. These
scores were then added up and the total came to 396, but in order to apply the 80/20 rule it is
easier if they total 100. In order to reset these scores so that when added together they came to
100, each individual score was divided by the total of 396 and the answer multiplied by 100.

The initial discussion about each preliminary segment also highlighted to the team that the
farmers in these reference groups were not all the same. They therefore developed their micro-
segments from more precisely defined reference groups, adding to these groups as they pro-
gressed with their analysis until they were satisfied that they had covered all the farmers. A
selection of the micro-segments developed for the grassland preliminary segment and their
KDFs appear in Table 6.12.

Estimates were also developed for
micro-segments G6 through to G13

Manufacturer’s
consultant

High nitrogen level

Local distributor

A similar exercise was carried
out for the arable and mixed

preliminary segments

Any quality

Well-established brands Any brand

10 ktn20 ktn1420 ktn

AN & manufactured
blends

AN & bespoke
blends

Urea & bespoke
blends

Grassland – preliminary segment ‘G’

1450 ktn

110 ktn1310 ktn

10 ktn

10 ktn

10 ktn

10 ktn200 ktn100 ktn200 ktn800 ktn

Manufacturer’s
consultant

High nitrogen level
1000 ktn

Low nitrogen level
300 ktn

Local distributor

High quality

1300 ktn

1300 ktn

Independent
consultant

Manufacturer’s
consultant

Distributor’s
consultant

Micro-segment G1

800 ktn 200 ktn

Micro-segment G2

100 ktn

Micro-segment G3

200 ktn

Micro-segment G4

10 ktn

Micro-segment G5

Figure 6.5 Sizing micro-segments in the case study
(Note: To construct a cascade along the lines in this figure it helps if you include ‘features’
such as ‘Any quality’, ‘Any brand’, ‘Any colour’ and so on to cover the customers who do not
have an interest in particular features. Both ‘Any quality’ and ‘Any brand’ have been used in
the above cascade.)
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A total of 13 micro-segments were identified for the grassland preliminary segment, a further
17 for the arable preliminary segment and a final four to represent farmers in the mixed prelimi-
nary segment, a total of 34. Although this number was at the high end, the team were confident
that all 34 represented actual farmers in the market. In hindsight, however, the number could have
been lower as they had differentiated between some farmers on the basis of features that played
only a minor role in their decision and, therefore, were not KDFs, a fact picked up when the team
looked at the real needs of the farmers (the next step in the process). Even so, this still meant that
the team had covered the full range of farmers in their market (later verified by market research).

Attached to each micro-segment were a number of profiling characteristics such as size of
farm, the farmer’s formal level of agricultural training, level of investment, production focus
(a more detailed breakdown of ‘arable’, ‘grassland’ and ‘mixed’), farming style and some per-
sonality descriptions. Of these, there was a particular interest in seeing whether farm size and
training could be used to distinguish between segments but, in the end, neither of these char-
acteristics could be reliably used for this purpose.

Finally the team looked at sizing each micro-segment and, although some guesswork
inevitably went into these calculations, the availability of sales figures from the industry trade
body, access to government statistics on the amount of farmland used for various types of pro-
duction and estimated fertilizer usage levels proved to be of great help here. This had already
helped them estimate the size of the preliminary segments. Many markets, however, are not so
fortunate, but it is important to all segmentation projects that at least some reasonable approxi-
mations are arrived at as this information becomes essential when assessing the commercial
viability of each concluding segment.

From the figures accessible to the team, they could estimate the splits between the different
products for each preliminary segment, estimate the proportion accounted for by the ‘well-
established’ brands, work out the probable split between high and low nitrogen levels and the
split by channels. All of this was used to build a picture along the lines appearing in Figure 6.5.

The status of the case study as it now stands is summarized in Figure 6.6.

3750 ktn
30%

950 ktn

1450 ktn

1350 ktn A1 to A17 G1 to G13 M1 to M4

2. Market Mapping

1. Define the Market

Farmers
[180 000]

40%

Arable –

3. Who Specifies What*
Arable (A)

Key Discriminating Features

Manufacturers Importers Distributors Consultants Specialist
publications

240 ktn

2195 ktn

100 ktn

445 ktn

2885 ktn

3750 ktn 1250 ktn 3345 ktn 3240 ktn 355 ktn

355 ktn

2250 ktn

[126 000] Grassland –

Mixed –

Preliminary 
segments
(optional):

* What, where, when and how:
product, brand, consultancy, quality,

intensity and so on

profiled (to identify them) and sized
Micro-segments

65 ktn

Grassland (G) Mixed (M)

Total UK market – 3750 ktn
Agrofertilizer’s share – 30%
Leveraged quantities –

Project scope:
United Kingdom
Nutrients for commercial crops
None required

Size: 3750 ktn
Geographic area:
Purpose of the purchase:
Practical considerations: �

Figure 6.6 The segmentation process – Steps 1 to 3
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Further examples
In general, it is by listening to customers, in addition to observing their
buying behaviour, that companies arrive at the lists of key features for
their market.

The first example presents some of the feature groups you could take
into account when drawing up your list of what is bought, along with a
selection of features from a range of markets:

Type of product Cleaners, galvanizers, installed, flat pack, ready
made, on-call engineers, resident engineers,
included with a service package and so on.

Specification 100% purity, 98% purity, tolerance levels, per-
centage failure rate and so on.

Colour Red, white, blue, pastel, garish and so on.
Size of package Single, multiple, family pack, 5 litre, 10 litre,

20 kg, bulk and so on.
Area occupied by Small, medium, large, very large, or by specific 
equipment (footprint) areas.
Volume used Small, medium, large, very large, or by specific

quantities.
Type of service Testing service, design service, technical advice

(which is sometimes, unintentionally, provided
by the sales force), evaluation, evaluation
analysis and so on.

Brand Innovative, youthful, sober, luxury, local, inter-
national, own label, high profile and so on.

Country of origin UK, German, French, European Union (EU),
Scandinavian, North American, Arabian, Asian,
African, Japanese and so on.

Independent influencers Advisers, consultants (complementing or com-
peting with the technical/advisory services
provided by the manufacturers/suppliers),
specialist publications, consumer publications,
accountants, financial advisers, financial con-
sultants and so on.

Type of delivery Courier, first class, within four hours, collected,
automatically triggered (via links with inven-
tory control systems) and so on.

Volume of purchase Large, medium, small, or in particular quantities.
Value of purchase High, medium, low, or in specific expenditure

bands.
Range bought All, single, across the range, those at the top,

middle, bottom and so on.

This next example contains extracts from the final, summary feature lists
pulled together for three different projects:

Lawnmowers Hover, cylinder, rotary, petrol driven, manual,
electrically driven, 12� cut, 16� cut, engine 
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from specialist manufacturer, extended war-
ranty, metal structure, with after sales service
and so on.

Paints Emulsion, gloss, oil-based, water-based, non-
drip, one coat, 5 litre cans, 2 litre cans, environ-
mentally friendly, ‘homely’ brand, own label
and so on.

Petrol Stations Self-service, forecourt service, with conveni-
ence store, with ‘newsagent’s’ products, cash-
based loyalty programme, travel-based loyalty
programme and so on.

Rationalizing complex feature lists often proves difficult for companies,
but customers are very skilled at doing this, as the following three 
examples illustrate:

1 For one particular company, listening to their customers enabled them
to simplify an extensive catalogue of components into those which were:
– off-the-shelf; or
– bespoke.
Further divided into those which were of:
– materials able to survive ‘harsh’ operating environments (varying

temperatures and pressures); or
– materials required to function in ‘benign’ operating environments.

2 In yet another market, it quickly became apparent that the features cus-
tomers focused on in their market were split between:
– features linked to the latest technology;
– features which were of the most exacting specifications;
– features related to the productive capacity of the equipment;
– the product being available on demand and stocked at their local 

supplier.
3 For a company providing information on how to carry out particular

tasks, the extensive range of products that they and their competitors
supplied to the market were categorized by customers along the fol-
lowing lines:
– illustrative, guiding them through what to do with sequential dia-

grams illustrating how to do it;
– factual, leaving them to decide how to do it;
– minimalist, containing just basic information expressed in as few

words and in as few diagrams as possible.
The following example is a simplified illustration of avoiding the mythical
customer. You may recall that the reality check for a micro-segment is
whether or not it truly represents a group of customers in the market.

Assume that for a particular reference group in a market served by
florists just two feature groups exist, ‘colour scheme’ and ‘type of bou-
quet’. Within the colour scheme the KDFs are ‘red-based’, ‘blue-based’
and ‘pastel-based’, and the types of bouquet are either ‘bespoke’ or ‘ready
made’. A feature combination known to occur is that of ‘red-based,
bespoke bouquets’, so this would form one micro-segment. For some rea-
son, no customer in this reference group ever requests a ‘pastel-based,
bespoke bouquet’, therefore, no micro-segment should be developed for
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this particular reference group based on the combination of ‘pastel-based’
and ‘bespoke’ KDFs.

An extremely simple example, but it is not unknown for companies to
develop micro-segments from a mathematical standpoint based on all the
KDF combinations that are possible. Even in the above example, only six
micro-segments are technically possible, but if one of these possibilities
does not occur, creating a mythical micro-segment to accommodate it is of
no help to the segmentation process.

The final example is of a company which used market research to
understand which features were basic market entry requirements, and
which features were the differentiators, from the customer’s perspective.
The particular products they were interested in were printers and photo-
copiers and what follows is a selection from the resulting lists drawn up
some years ago.
� Basic market entry requirements:

– Clarity of the image (based on the fact that above a certain number of
dots per inch the improvement in clarity is hardly detectable);

– Number of copies per minute (the entry level requirement going
higher with each increase in speed);

– Helpline (available during normal office hours).
� Differentiators:

– Short warm-up times;
– Understandable error messages;
– Multiple paper trays (accommodating different types of paper);
– Built-in finishing technology (stapling, folding, hole punching);
– High capacity paper trays.

As pointed out earlier in this chapter, it is important to review these lists
periodically as what were once used by customers to decide between
alternative offers can, over time, become the norm and be regarded as
basic entry requirements.

A selection of standard
approaches to profiling
businesses
Demographic characteristics
� Standard Industrial Classification (SIC)

The latest details are available from the appropriate statistical office. Sum-
maries of both the UK/European and North American SIC systems appear
below, with a more detailed listing found at www.marketsegmentation.
co.uk.

United Kingdom and Europe
Agriculture, Hunting and Forestry (01–02)
Fishing (05)
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Mining and Quarrying (10–14)
Manufacturing (15–37)
Electricity, Gas and Water Supply (40–41)
Construction (45)
Wholesale and Retail Trade; Certain Repairs (50–52)
Hotels and Restaurants (55)
Transport, Storage and Communication (60–64)
Financial Intermediation (65–67)
Real Estate, Renting and Other Business Activities (70–74)
Public Administration and Defence; Compulsory Social Security (75)
Education (80)
Health and Social Work (85)
Other Community, Social and Personal Service Activities (90–93)
Private Households with Employed Persons and Miscellaneous (95–97)
Extra-territorial Organizations and Bodies (99)

North America (USA, Canada and Mexico)
Agriculture, Forestry, Fishing and Hunting (11)
Mining (21)
Utilities (22)
Construction (23)
Manufacturing (31–33)
Wholesale Trade (42)
Retail Trade (44–45)
Transportation and Warehousing (48–49)
Information (51)
Finance and Insurance (52)
Real Estate and Retail and Leasing (53)
Professional, Scientific and Technical Services (54)
Management of Companies and Enterprises (55)
Administrative and Support and Waste Management and Remediation 

Services (56)
Education Services (61)
Health Care and Social Assistance (62)
Arts, Entertainment and Recreation (71)
Accommodation and Food Services (72)
Other Services (except Public Administration) (81)
Public Administration (92)

� Size of company
Size is usually based on the number of employees or on turnover,
though the figures used for different categories vary a great deal, as
does the number of categories that are used.

Very small Small Small-Medium Medium
Medium-Large Large Very large Very large�

Other descriptions include: SoHo (small office/home office), SME
(small-medium enterprise), mid-cap or mid-market (medium size), cor-
porate (large and very large), global (very large�).
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� Ownership
Private, public; quoted, private; independent, wholly owned, subsidiary

� Department/section
Although a number of functions can be found in most organizations,
variations will occur in different sectors, such as health care.

Manufacturing Distribution Customer services
Sales Marketing Commercial
Engineering Office services Estates
Planning Finance Personnel/Human resources
Health and safety Legal Information Technology (IT)
Purchasing Secretariat Board

Where appropriate, use more specific descriptions, such as telesales,
internet sales and face-to-face sales, specialist purchasing units and
general purchasing units.

� Job title
Variations in job titles clearly occur by sector. This list is of the more
general titles that are found.

Director General manager Departmental head
Manager Inspector Officer
Supervisor Foreman Technician
Operative Fitter Senior executive
Junior executive Assistant Clerk

� Multi-demographic
Combining a selection of demographic criteria, such as size of company
with job title along with whether the company is public or private.

Geographic
Postcode/zip code (many schemes take location down to a very low level 

of geography)
Metropolitan, urban, rural; city, town, village; out-of-town, suburban, 

central; county, province, state
Region (frequently defined in the UK by TV areas, listed in the following 

section which summarizes the approaches to profiling individuals)
Country
Economic/political union or association (for example, ASEAN)
Continent

Geodemographic
Associating geographic areas with, for example, the type (SIC) and size of
businesses found there. Areas down to postcode level are then described
as being retail, financial, light industrial, large manufacturing, dairy farm-
ing, cereal farming and so on.

Psychographic characteristics
� Personality

Stage in its business life cycle (start-up, growth, maturity, decline, turn-
round)
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Style/age of staff (formal, authoritarian, bureaucratic, disorganized, 
positive, indifferent, negative, cautious, conservative, old-fashioned, 
modern, ageing, youthful)

Style of decision-making (centralized, decentralized, consensual, indi-
vidual, committee)

� Attitude
Risk takers, risk avoiders
Customer relationship orientation (high, medium, low)
Approach to technology, new products and/or new services (innovator, 

early adopter, early majority, late majority, laggard)
Approach to sharing information (open, secretive)

Many of the adjectives used to describe different types of personality
can also express a company’s attitude towards your product line (as
opposed to their distinctive personal character).

� Lifestyle
Environmentally concerned; involved with the community; sponsor of
sports and/or the arts.

Multidimensional
This is the most recent addition to business profiling and combines a
range of profiling attributes into a number of distinct business types. For
example, Experían’s Commercial MOSAIC4 classifies over 3 million busi-
nesses in the UK into 13 broad groups and 50 distinct types based on a
selection of demographic data and behavioural characteristics. These 13
broad groups are as follows:

A Major Retail F Specialist Suppliers K Independent 
Entrepreneurs

B Industrial Blue G Local Solid Rocks L Energetic 
Chips Enterprises

C National Service H Hotels and Catering M Cottage 
Industry

D Fleet and Finance I Health and Social Work
E Monumental J Property Portfolio

Monoliths

The types include such descriptions as: New Born Subsidiaries (B3); 
Large Subsidiary Specialists (C6); Major Money Movers (D9); Vehicles and
Veg (D13); Farsighted High Fliers (E17); Expert Engineers (F22); Small
Town Stalwarts (G29); Inns and Eats (H32); Nurses and Nannies (I34);
Landlords and Ladders (J39); Developing Dynamos (K42); Supply Chain
Sophisticates (L46).

4 ‘Experían’ and ‘MOSAIC’ are trade marks of Experían Ltd. Further details can be found at
www.commercialmosaic.com.
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A selection of standard
approaches to profiling
individuals
Demographic characteristics
� Age

The most appropriate breakdown will vary according to the market
being segmented.

�5 5–10 11–15 16–19 20–24
25–34 35–44 45–54 55–64 �65

� Gender
Male, female

� Family life cycle
Bachelor (young, single), split into dependants (living at home or full-
time student) and those with their own household; newly married (no
kids); full nest (graded according to the number and age of children);
single parent; empty nesters (children left home or childless couple);
elderly single.

� Number of children
0 1–2 3–4 �5

� Type of residence
Flat/maisonette, bungalow, house
Terraced, semi-detached, detached
Owned, rented (private, housing association, council)
Number of rooms, bedrooms
No garage, single garage, double garage

� Income
Usually recorded as household or family income.

�£10k £10k–£19k £20k–£29k £30k–£39k £40k–£49k �£50k

� Occupation
These are usually grouped into a manageable number of categories due
to the range of occupations that exist.

Manager, administrator, proprietor; scientist, lawyer, engineer, account-
ant, clergy, teacher; nurse, entertainer, surveyor, journalist; supervisor,
foreman; secretary, telephonist, flight attendant; fitter, mechanic, rail
guard, operative; security guard, cook, carpenter, bus driver; machinist,
labourer, courier, cleaner; housewife/husband; student; retired; unem-
ployed; white collar (professional, managerial, supervisory, clerical); blue
collar (manual).

The socio-economic classification scheme in the UK introduced in 2001
is occupationally based and provides groups that are linked to official
statistics and surveys (see later).
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� Qualifications
The highest level is usually recorded.

None; secondary education (GCSE, AS level, A level); vocational educa-
tion (NVQ); first degree, higher degree, professional

� Readership
Listed by title, type, topic and/or target group

Newspapers (tabloids, broadsheets; daily, Sunday), journals, magazines

� Viewing and listening
Sports, news, current affairs, drama, soaps, contests, ‘reality’ TV, natu-
ral history

� Leisure interests
Football, rugby, cricket, baseball, golf, hiking, keep-fit; art, theatre, cin-
ema, opera, classical music, pop, jazz; gardening, cooking, needlecraft,
DIY, reading; wildlife, countryside, history; travel (with holidays split
by type of accommodation, by type of destination and by selected geo-
graphical areas)

� Religion
Christian, Muslim, Jewish, Sikh, Hindu, Buddhist, other, none

� Ethnic origin
African, Asian, Caribbean, Chinese, Caucasian, Polynesian, other

� Socio-economic
Table 6.13 contains the eight-class version of the socio-economic classifi-
cation (SEC) scheme introduced by the Office for National Statistics (UK)
in 2001. The new SEC is an occupationally-based scheme with rules to
provide coverage for the whole adult population and has replaced ‘Social
Class based on Occupation’ (formerly the Registrar General’s ‘Social
Class’) and ‘Socio-economic Groups’ in all official statistics and surveys.

Also illustrated in Table 6.13 is the approximate relationship between
the eight-class version of the new SEC with the former Registrar
General’s ‘Social Class’ and the socio-economic class indicators used by
advertisers, market researchers and pollsters.

A more detailed listing of the new SEC, including examples of 
occupations in each of the classes, can be found at www.marketseg-
mentation.co.uk. Full details can be found on the National Statistics
website, www.statistics.gov.uk.

� Multi-demographic
Combining a selection of demographic criteria, such as life-cycle stages
and occupation groupings, on the basis that these are indicative of dif-
ferent aspirations and behaviour patterns.

Geographic
Postcode/zip code (many schemes take location down to a very low level

of geography)
Metropolitan, urban, rural; city, town, village
County, province, state
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Region (frequently defined in the UK by TV areas – Anglia, Border, Carlton
London, Carlton Central, Carlton West Country, Channel, Grampian,
Granada, HTV, LWT, Meridian, Scottish, Tyne Tees, UTV, Yorkshire)

Country
Economic/political union or association (for example, ASEAN)
Continent
Population density
Climate

Table 6.13 Eight-class analytic version of the 2001 Socio-economic Classification (UK) and its approxi-
mate relationship with other schemes

New eight-class SEC Former Registrar General’s Former socio-economic 
Social Class class indicators

1 Higher managerial 
and professional 
occupations

1.1 Large employers I Professional, A Upper middle class
and higher administrative
managerial 
occupations II  Managerial and B Middle class

1.2 Higher technical

professional 
occupations

2 Lower managerial 
and professional 
occupations III Skilled workers N (non-manual) C1 Lower middle class

3 Intermediate 
occupations

4 Small employers 
and own account 
workers III Skilled workers M (manual) C2 Skilled working class 

5 Lower supervisory 
and technical 
occupations

6 Semi-routine 
occupations IV Partly-skilled D Working class

7 Routine occupations V  Unskilled labour E   Subsistence level

8 Never worked and Other Other
long-term 
unemployed

Source: Based on the National Statistics website: www.statistics.gov.uk. Crown copyright material is reproduced with
the permission of the Controller of HMSO and the Queen’s Printer for Scotland.
Note: The alignment is only approximate due to the differences in criteria used to allocate individuals to their respec-
tive classes in the above schemes. ‘Large employers’ refers to individuals who employ others in enterprises employing 25
or more persons.
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Geodemographic
A Classification of Residential Neighbourhoods (ACORN) produced by
CACI Ltd5 is one of the longer established geodemographic classifications
in the UK, updated with Census information and lifestyle data. ACORN
covers every street in Great Britain and classifies the whole population
into 56 types, summarized into 17 groups, which in turn are condensed
into five broad categories. These five broad categories act as a simplified
reference to the overall household classification structure. The categories
and their respective groups are as follows:

1 ‘Affluent Achievers’ A Wealthy Executives
B Affluent Greys
C Flourishing Families

2 ‘Urban Prosperity’ D Prosperous Professionals
E Educated Urbanites
F Aspiring Singles

3 ‘Comfortably Off’ G Starting Out
H Secure Families
I Settled Suburbia
J Prudent Pensioners

4 ‘Modest Means’ K Asian Communities
L Post Industrial Families
M Blue-collar Roots

5 ‘Hard Pressed’ N Struggling Families
O Burdened Singles
P High Rise Hardship
Q Inner City Adversity

Z Unclassified

The types include such descriptions as: Villages with wealthy commuters
(A3); Mature couples, smaller detached homes (B8); Well-off working fam-
ilies with mortgages (C10); Older professionals in detached houses and
apartments (D14); Young educated workers, flats (E17); Singles and sharers,
multi-ethnic areas (F21); White collar singles/sharers, terraces (G25);
Mature families in suburban semis (H29); Middle income, older couples
(I33); Elderly singles, purpose built flats (J35); Low income Asian families
(K38); Young family workers (L40); Home owning, terraces (M42); Low
income, routine jobs, unemployment (N46); Council terraces, unemploy-
ment, many singles (O51); Singles and single parents, high rise estates
(P54); Multi-ethnic, crowded flats (Q56).

Geodemographic data is also combined with financial data to provide
detailed information on financial product ownership. For example,
Financial ACORN combines Census and financial research data into 51
types, 12 groups and four categories.

5 ‘ACORN’ and ‘CACI’ are trade marks of CACI Ltd. Further details can be found at
www.caci.co.uk.
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Psychographic characteristics
� Personality

Compulsive, extrovert, gregarious, adventurous, formal, authoritarian,
ambitious, enthusiastic, positive, indifferent, negative, hostile.

Specific personality profiles by gender have also been developed.

� Attitude
Degree of loyalty (none, total, moderate)
Risk takers, risk avoiders
Approach to technology, new products and/or new services (innovator, 

early adopter, early majority, late majority, laggard)

Many of the adjectives used to describe different types of personality can
also express an individual’s attitude towards your product line (as
opposed to their distinctive personal character)

� Customer status
Purchase stage (aware, interested, desirous, ready for sale); user classi-
fication (non-user, lapsed, first time, potential).

� Lifestyle
Lifestyle data is obtained from consumer questionnaires which are then
combined with publicly available information such as share registra-
tions, Census data and the Electoral Roll to provide extensive coverage
of the population. The number of different attributes which can be used
to select individuals is quite extensive and can cover:
Product and service usage
Activities, including work, social, sports and holidays
Interests, including family, home, community, recreation, fashion, food 

and media
Opinions, covering themselves, social issues, politics, economics, edu-

cation, the future and culture

Because the data is based on individuals, variations in the attributes to
be used can result in different people in the same household being
selected.

Multidimensional
Combining psychographic profiles with selected demographic data and
identifying geographic areas where the resulting ‘behavioural’ types are
found. For example, Experían’s MOSAIC6 classifies all the households
and neighbourhoods (postcodes) in Great Britain into 52 distinct types
which describe their socio-economic and socio-cultural behaviour. These
52 types are aggregated into 12 broad groups:

A High Income B Suburban Semis D Low Rise Council
Families C Blue Collar Owners E Council Flats

6 ‘Experían’ and ‘MOSAIC’ are trade marks of Experían Ltd. Further details can be found at
www.micromarketing-online.com and www.experian.co.uk.
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F Victorian Low Status I Independent Elders L Institutional Areas
G Town House and Flats J Mortgaged Families
H Stylish Singles K Country Dwellers

The types include such descriptions as: Clever Capitalists (A1); Ageing
Professionals (A4); Pebble Dash Subtopia (B8); Smokestack Shiftwork
(C12); Low Rise Subsistence (D16); Victims of Clearance (E19); Inner City
Towers (E23); Rejuvenated Terraces (F29); Town Centre Singles (G32);
Chattering Classes (H36); Aged Owner Occupiers (I39); Nestmaking
Families (J43); Rural Retirement Mix (K46); Tied/Tenant Farmers (K49);
Military Bases (L51).

In addition to MOSAIC for Great Britain as a whole, there are separate
MOSAICs for Scotland, Northern Ireland and London which identify dif-
ferences only found in those areas. Experían has also extended MOSAIC
to areas outside Great Britain.

For supermarket retailers in Great Britain, Experían has developed
Grocery MOSAIC which is a classification system based on shopping
behaviour, attitudes to shopping and demographics. This classifies house-
holds and neighbourhoods (postcodes) into ten types. As well as differences
in product category and brand preferences, the ten types also differ in terms
of how they trade off price against service, convenience against variety, pro-
motional orientation, pack size preference and attitude towards own brand.

Exercises
Among the list of KDFs drawn up by one company were ‘brand’, ‘quality’,
‘service’ and ‘performance’, all of which are meaningless as they tell you noth-
ing about what is being bought. For this exercise, consider a market in which
you are a decision-maker and in which these four ‘features’ are issues for you
when choosing between alternative offers. You may need to consider more
than one market to cover all four ‘features’. Identify for each of these ‘fea-
tures’ the particular specification you are actually looking for. A copy of the
worksheet appearing in Table 6.14 can be used for this exercise.

Now identify for your market the particular specification(s) customers are
looking for with respect to each of these four ‘features’, assuming, of course,
that they apply to your market. The guideline is to think of these ‘features’ in
terms of how you would have to describe them on a product or service specifica-
tion brief. Further copies of Table 6.14 can be used for this part of the exercise.

Exercise 6.1

Table 6.14 Worksheet – making sense of meaningless features

‘Feature’ More meaningful specification

Brand

Quality

Service

Performance
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For this exercise, take a product or service you use at home or at work and
list the features you particularly focus on when deciding between the alter-
native offers available in the market you have selected, in other words, your
KDFs. As discussed in this chapter, ‘price’ is better left until the next step in the
process. You can capture your KDFs on the first part of the worksheet appear-
ing in Table 6.15. Make as many copies of this worksheet as you need.

Feature Micro-segments

Category Group Specification

Profiling

Category Group Specification

Acquisition 
routes

Size

Exercise 6.2

Using one of the micro-segment columns, indicate the relative importance to
you of each feature using one to three stars or tick marks.

Table 6.15 Worksheet – recording micro-segments, their KDFs, profiling characteristics and size
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In order to extend this exercise to some of the other micro-segment
columns, consider someone else known to you who is also a customer in this
market, but who is different to you in the features they look for, and com-
plete the entries in Table 6.15 for them. You can repeat this as many times as
you wish.

Now attempt to complete the profiling and acquisition details for each
micro-segment. You may also be able to make some estimate of the quantities
each of these micro-segments accounts for, even if, at this stage, it is simply
along the lines of the ratios they account for (such as, micro-segment 2 buys
three times more than micro-segment 3).

Now apply the last exercise to the market your company is in. After drawing
up an initial list of micro-segments, discuss them with others in the organiza-
tion to obtain their views on the KDFs, how they see customers differing with
respect to these KDFs along with the profiles and acquisition routes they asso-
ciate with these micro-segments.

Exercise 6.3
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Summary
To really understand what lies behind the choices made by customers requires their
behaviour to be understood in terms of the needs they are seeking to satisfy. This is the
most useful and practical way of explaining customer behaviour as it provides the insights
required for putting together the most appropriate offer for each of the concluding seg-
ments, thereby realizing the most valuable benefits of segmentation. It is the needs of
decision-makers that are identified by this, the fourth step in the segmentation process,
as illustrated in Figure 7.1.

Step 1 – Defining the ‘market’
The scope of the project

Stage 1 – Your market and how it worksStage 1 – Your market and how it works

Step 2 – Market mapping
Structure and decision-makers

Stage 2 – Decision-makers and transactionsStage 2 – Decision-makers and transactions

Step 3 – Who specifies what
Decision-makers and their purchases

Stage 3 – Segmenting the marketStage 3 – Segmenting the market

Step 4 – Why
The needs of decision-makers

Figure 7.1
The segmentation
process – Step 4

This chapter uses the details put together in the previous step to determine the needs-
based buying requirements of the decision-makers who now form the sample for your
project, and takes account of the role of ‘price’ in their decision-making. As these are the
criteria on which the concluding segments for your market will be based, this step, when
completed, provides the framework for comparing the different decision-makers with
one another.

When conducting a segmentation project using internal resources, information for this
step potentially can be found among the same individuals involved in the previous step,
supplemented, where possible, by lost sales reports and appropriate past market surveys.
It is important to remember, however, that the project is looking at the needs of the market
as a whole, not just the needs that your company can satisfy.

While we would still recommend that your internal segmentation project completes 
the phase of developing segments before commissioning an external market research
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Fast track
� Take one of your micro-segments, re-familiarize yourself with the cus-

tomers it represents, and then carefully think through what their KDFs,
both individually and as a package, really mean to these customers in
terms of the underlying needs they are satisfying. These are referred to as
their ‘Decisive Buying Criteria’ (DBCs). To progress from a feature to a
benefit, first describe the feature in terms of what it is, consists of, or is
made from, then its advantage, what it does, and then describe what this
gives the customer that they explicitly need, in other words, the benefit.
For example, ‘Teflon’ is a surface coating for kitchen utensils (feature)
which is non-stick (advantage), which means that less time is required 
for washing up (benefit). To check that you have arrived at the benefit, 
ask, ‘so what?’, and if this prompts you to go further in explaining what
this means to the customer and why it is of interest to them, it is likely 
that you have yet to identify the benefit.

Ensure you get to their true motivations by understanding what it is
they are really trying to achieve and what it is they would like to achieve,
keeping alert to any possible unsatisfied needs, so as to avoid providing
answers that simply represent the status quo. Refer to ‘Looking beyond
the status quo’ and ‘Techniques for uncovering unsatisfied needs’ later in
this chapter.

company to fill in any information gaps, a substantial part of the brief can usefully be
pulled together once you have taken the project through this step of the process.

This chapter is organized as follows:

� A ‘fast track’ for those looking for a quick route through the key points
� A brief discussion about the two principal theories of customer behaviour and why

explaining this behaviour in terms of ‘benefits’ is preferred
� How to progress from a feature, through its advantage, to the benefit a customer is

looking for
� The distinction between ‘standard’, ‘company’ and ‘differential’ benefits
� How to avoid providing answers to the question ‘why?’ that simply represent the status

quo, and keeping alert to the possibility of there being unsatisfied needs
� A discussion about the role of price in segmentation and its inclusion in this step
� The procedures to follow when identifying the benefits that lie behind the choices

made by micro-segments – their ‘Decisive Buying Criteria’ (DBCs)
� How to indicate the importance of DBCs numerically as opposed to using stars and tick

marks
� Techniques that can be used to uncover unsatisfied needs
� A brief note for those whose project is focusing on one strategic business unit (SBU),

but whose market straddles a number of SBUs
� A review of this step in the segmentation process
� DBCs for the case study and their scores for a selection of micro-segments, along with

some further examples of benefits
� Exercises further to help you identify DBCs and to indicate their relative importance to

micro-segments
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A suggested layout for recording micro-segments and their DBCs
appears in Table 7.1 (used to illustrate a grading structure for DBCs).

� Complete the list of DBCs by adding ‘price’ and attempt to indicate the
relative importance of the DBCs to each other for that micro-segment.
Ensure that the relative importance of ‘price’ only reflects how readily
customers will give up their KDFs and associated benefits to get a
cheaper price. Up to three tick marks or stars can, once again, be use-
fully employed for the grading structure here, as illustrated in Table 7.1.
If required, extend the range at this stage by using ‘half’ tick marks (1�2)
or an equivalent ‘half’ star, such as an outline star ‘✰’.

Numbers can be used to indicate the relative importance of the DBCs
to each other if preferred (please refer to ‘Expressing the relative import-
ance of DBCs numerically’ later in this chapter for guidelines). Use a
single tick mark or star if you are unable to indicate the relative import-
ance of DBCs (this does not prevent you from completing the project,
though it could have implications for the next step).

Add this information to any spreadsheet or database file set up on your
PC for the previous step.

� Consider a cross-section of customers included in the micro-segment to
confirm if they would all generally agree with the list of DBCs and their
grading, and if they would not, develop additional micro-segments to
cover any meaningful differences. Redistribute the size of the original
micro-segment between them as best as you can and check their profil-
ing characteristics.

Table 7.1 Fast track – recording DBCs and indicating their relative importance to micro-segments

Features DBCs: benefits � price Micro-segments

B1 B2 C D E

Modern design Eye-catching ***

Latest technology Holds value better **
‘Blue-chip’ brand

Latest technology Innovative functionality ** ***

Upgradeable Future-proofed ***

Proven technology Unlikely to go wrong *** *** **

‘Blue-chip’ brand Trusted performance *** ***

Local retailer Able to touch and see ** **

Reputable retailer Confidence in choice ** ** *

On-line retailer Armchair shopping **
Telephone ordering

On-line retailer Avoids sales patter *
Mail order

Price * * * ** *

Note: While it is useful to show the link between DBCs and their KDFs, it is optional. The most important DBCs are
identified by three stars (***) in this table. As you will see in the above, a single feature can have more than one 
benefit and different features can deliver the same benefit.
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� Once all the micro-segments have had their DBCs identified for them,
review each micro-segment against the complete list of DBCs and make
any appropriate additions to the DBCs that have been listed for them.

� Finally, review and compare the micro-segments with each other and
increase or decrease the importance of appropriate DBCs if this better
reflects the differences between individual micro-segments, but avoid
imposing differences if such differences do not really exist. Use no more
than five tick marks or stars to highlight the most important DBCs, as
this will ensure that the final picture remains visually comprehensible.
Use half-values if this better helps to reflect the differences between
micro-segments.

� While identifying benefits it is crucial to remind yourself and the team
that:
– the benefits are for the market as a whole, not simply limited to those

that you deliver to your customers; and,
– these benefits are what the decision-makers regard as their decisive

buying criteria, not what you would prefer them to see as their deci-
sive buying criteria.

� A worksheet for developing KDFs into benefits and a worksheet for
recording DBCs and their relative importance by micro-segment appear
in the Exercises section of this chapter.

Readers who are reasonably confident that they have captured the needs-
based buying requirements of micro-segments may go straight to Chapter 8.

This concludes the fast track for Step 4 of the segmentation process.

Explaining customer
behaviour
Basically, there are two principal theories of customer behaviour. One theory
refers to the rational customer, who seeks to maximize satisfaction or util-
ity. This customer’s behaviour is determined by the utility derived from a
purchase at the margin compared with the financial outlay and other
opportunities foregone. While such a view of customers provides some
important insights into behaviour, it must be remembered that many mar-
kets do not work this way at all, there being many examples of growth in
demand for every rise in price.

Another view of customer behaviour which helps to explain this phenom-
enon is that which describes the psycho-socio customer, whose attitudes and
behaviours are affected by family, work, prevailing cultural patterns, groups
they relate to, perceptions, aspirations, and lifestyle.

While such theories provide useful insights, they rarely explain the
totality of customer behaviour.

The most useful and practical way of explaining customer behaviour has
been found to be benefit segmentation, in other words, the benefits sought
by customers when they acquire a product or service in order to satisfy

Definition:
A benefit is a perceived
or stated relationship
between a feature and
what a customer gets
that they explicitly need.
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their explicit needs. For example, some customers choose products for
their functional characteristics (product), for economy (price), for conveni-
ence and availability (place), for emotional reasons (promotion), or, as is
often the case, for a combination of these reasons (a trade-off). Otherwise,
how else can the success of car firms like Bentley, retailers like Harrods, and
many others be explained? Understanding the benefits sought by customers
helps us to organize our marketing mix in the way most likely to appeal to
our target groups.

Definition:
A company’s marketing

mix consists of the ‘tools’
or means available to the
organization to improve

the match between
benefits sought and
those offered by the
organization so as to
obtain a differential
advantage. Among 

these tools are product,
price, promotion and

place (services and
distribution) – the four Ps

The most useful and practical way of explaining customer behaviour has been
found to be benefit segmentation.

Marketing
insight

‘Customers don’t buy products; they seek to acquire benefits’. This is the guid-
ing principle of the marketing director of one of America’s more innova-
tive companies in the hair-care business. Behind that statement lies a basic
principle of successful marketing. When a customer selects a particular
product or service, they are not motivated in the first instance by physical
features, or objective characteristics of the product, but by the benefits that
those attributes bring with them. In a sense, therefore, all products and
services are problem-solvers.

For example, a purchaser of industrial cutting oil is not buying the
particular blend of chemicals sold by leading manufacturers of
industrial lubricants; rather, they are buying a bundle of benefits
which include the solving of a specific lubrication problem.

The motivation behind employing a surveyor when contem-
plating moving into a new home is not to preserve the sub-species
Homo sapiens ‘surveyorcus’; rather, they are employing the sur-
veyor because they want to be assured the proposed new property
is structurally sound.

Analgesics are not bought to keep the pharmaceutical companies
in business; they are bought to relieve pain.

The do-it-yourself ‘handyman’ does not buy drill bits out of an
interest in preserving the precision engineering industry of a par-
ticular country’s industrial heartland; rather, as a drill manufacturer
is quoted as saying, ‘Last year we sold 1 million quarter-inch drills
[approximately 0.65 centimetres], not because people wanted
quarter-inch drills, but because they needed quarter-inch holes’
(although this could be seen as a blinkered understanding of the
real need, which is usually to attach two items together and could
therefore be achieved by using an appropriate glue!).
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The difference between benefits and products is not just a question of
semantics. It is crucial to any company seeking success on two important
counts:

1 Unless the benefits are clearly identified, the strength of a company’s
product may simply go unnoticed, even if the features outperform
those of competing products in terms of satisfying the needs of its target
group. Many companies, however, still fall into the trap of talking to
customers about features, rather than about what those features mean
to the customer.

2 A company’s output is only saleable for as long as it provides the bene-
fits the customer requires, and for as long as it is seen by the customer
to be good value when compared with other possible methods of solv-
ing their problems. Once there is a better, cheaper, quicker, tidier, more
enjoyable way of putting holes in walls, the drill manufacturer will go
the way of the buggy-whip maker.

Therefore it is vitally important to know just as much about the benefits
you supply as it is to know about the products or services themselves.

From ‘features’ to ‘benefits’
When looking at the benefits for your market, it is useful if you first con-
sider what issues are of particular concern to the customer. This, as you
may recall from the last chapter, was a topic we suggested you discussed
when visualizing the different customer groups in your market, as it helps
set the scene for developing their key discriminating features. Then to get
from a feature to a benefit, describe what the feature does, its ‘advantage’,
and, finally, identify the particular appeal this has to the customer, the
‘benefit’, this being the reason why the feature is of interest to them: in
other words, the particular need that it satisfies.

A summary of the distinction between a ‘feature’, an ‘advantage’ and a
‘benefit’ appeared in the last chapter and is repeated here for convenience:

The distinction between a ‘feature’, an ‘advantage’ and a ‘benefit’ can be sum-
marized as follows:

� feature: what it is, consists of, or is made from;
� advantage: what it does;
� benefit: what the customer gets that they explicitly need.

Marketing
insight

The advantage of applying the above sequence to your market’s KDFs is
that it ensures the benefits you identify are deliverable by the features, which
means that the needs you are highlighting can be used to form segments.
This systematic approach to developing benefits appears in Table 7.2,
along with three examples. A worksheet based on this table appears in the
Exercises section of this chapter.

A simple formula to ensure that a benefit-orientated approach is adopted
is to use the phrase ‘which means that’ to link a feature to its advantage,
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and then to the benefit it brings. For example, ‘This product is coated in
new formula paint ( feature) which means that the colour will never fade
(advantage) which means that it will require repainting less often (benefit)’.
Once you know this is what the customer needs, then you have arrived at 
a benefit.

Sometimes the expression ‘which means that’ can sound rather clumsy.
When this happens, an alternative linking word is ‘because’: for example,
‘You can be sure of personal attention from us because we are a small fam-
ily business’.

To check if you have arrived at a benefit and not just an advantage,
apply the ‘so what?’ test. Ask this question after the benefit. If the ‘so
what?’ prompts you to go further, it is likely you have not yet reached the
real benefit. For example, ‘The products are hand-made ( feature), which
means they are of better quality than machine-made ones (benefit?) – ‘so
what?’ – which means they last longer (the real benefit).

Table 7.2 Benefit analysis

Customer appeal Features Advantages Benefits

What issues are of What features of What advantages How can tangible
concern for this the product or service, do these features benefits be expressed
customer? channel and so on in provide? to give maximum
For example, the customer’s view In other words, customer appeal?
availability, safety, best represent these what do they do In other words, what
reliability, simplicity, issues? for the customer? does the customer get
fashionable, What are they? that they explicitly
leading-edge and How do they work? need?
so on.

Example – credit cards
Ease of use. Safer MasterCard credit card. Enables purchases to Eliminates the need to
than carrying money. be made world-wide. carry large amounts of 
Less bulky than cash cash. Eases cash flow
or cheque book. problems and so on.
Speedy transaction.
Provide credit.
International.

Example – saucepans
Ease of use. Ease of Teflon coated. Non-stick. Trouble-free cooking.
washing up. Quicker washing up.
Attractive end Better presentation of
product. food and so on.

Example – office service bureaux
Accuracy. Speedy Latest equipment. Extremely versatile. Minimum of errors.
turnaround of work. Very skilled staff. Able to meet tight 

deadlines.
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Standard, company and differential benefits
Benefits generally fall into one of three categories, namely ‘standard’ bene-
fits, ‘company’ benefits and ‘differential’ benefits:

1 Standard benefits
These are basic benefits provided by product features but are not in any
way unique to any particular manufacturer/supplier: for example, ‘the
aerosol propellant is one that does not damage the ozone layer’.
Although in this respect your product might be like all others, it is still
worth noting if it is an important consideration in the purchasing deci-
sion for your market. Its importance may also differ between customers.
Not to make customers aware of this standard benefit could imply that
you still use environmentally-unfriendly materials. Clearly this would
be to your disadvantage.

2 Company benefits
Whenever a purchase is made, the transaction links the customer to the
company supplying the item. Links will be forged between the two at
many levels. For example, in business-to-business transactions, their
accounts departments will be in contact to deal with payment or financial

It is important to note that a particular feature may be seen by different cus-
tomers as providing them with different benefits. For example, an airline’s
non-stop service between two cities could mean:

� a better use of time (less of it spent at 35 000 feet);
� less opportunity to go missing at transit airports (a concern of parents

when their children are travelling alone to and from overseas boarding
schools for example);

� a better chance of arriving on time (a transit stop being an opportunity for
a delaying incident to occur).

It is also important to note that a single feature may also provide more than
one benefit to the same customer. For example:

� a business traveller may be attracted to an airline’s non-stop service both
because it is a better use of time and because it means that they are more
likely to arrive in time for their appointments;

� canned food may appeal to some customers because it both provides easy
storage (no special storage conditions) and reduces the frequency of shop-
ping trips (long shelf-life).

Marketing
insight

Marketing
insight

And finally, the possibility that different features may provide the same benefit
should not be overlooked. For example:

� the provision by airlines of on-board power connections for portable PCs,
along with facsimile and telephone services enable business travellers to
make better use of their time while at 35 000 feet;

� frozen food reduces the frequency of shopping trips because it too has a
long shelf-life.

Marketing
insight
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matters; people on installation work or after-sales servicing will interact
with the personnel at the buyer’s company; delivery personnel with
storekeepers; designers with technicians and so on. When a buyer selects
one of a number of competing suppliers, there ought to be some bene-
fits to that buyer for making that choice.

Customers will prefer to deal with companies that, for example, pro-
vide better customer service, inspire confidence, have a reputation for fair
trading policies, are known to be flexible, have a particular image associ-
ated with them, and so on. Company benefits are a means of differenti-
ating your products or services from competing ones if, to all intents and
purposes, they are similar. For example, some UK banks are trying to estab-
lish specific identities for the benefits they supply. Hence there is ‘the
world’s local bank’, the bank that is ‘always giving you extra’ and one that
promises ‘banking worth talking about’. There has also been the ‘listening
bank’, ‘the action bank’ and the bank that liked to say ‘yes’. There are now
even banks which are ‘open when their customers want them to be’!

3 Differential benefits
In a competitive market place, most suppliers vying for the available
customers will not be able to claim that their standard, or company, ben-
efits are, in truth regarded as being a great deal different from those of
the competition. The benefits that only your products or services provide,
which are also benefits in the eye of the customer, give your company its
competitive advantage and are known as ‘differential benefits’. To under-
stand your market dynamics fully, however, particularly in the context
of developing a segmentation structure for it, you not only need to be
aware of your own company’s differential benefits, you also need to note
those differential benefits of your competitors which attract some of the
market to them, as opposed to you. Differential benefits could include,
for example:

� the only breakdown service genuinely open 24 hours a day and there-
fore available at any time to get the customer back on the move again;

� the only product with self-cleaning heads, so once installed there are
no maintenance worries.

These are, of course, only benefits if they meet an explicit customer need.

Looking beyond the status quo
It is important when considering the reasons why a customer shows interest
in certain features that you are not simply providing answers that repre-
sent the status quo. To help uncover their real needs and their true motiv-
ations, we must be able to answer the question, ‘What are they really trying
to achieve?’ Examples of this can be found in the case study being used to
illustrate each step of the segmentation process:

In the agricultural market covered by the case study, the focus of
some farmers was to buy products which produced lush, green
grass for their livestock to graze on. For another group of farmers,
their concern was how well their livestock looked (the appearance
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Also understanding why customers show little interest in a product and
asking, ‘What would they really like to achieve?’, can help take the analy-
sis of benefits beyond the status quo, as in the following example:

of the grass being a minor concern). In the arable sector, one
group of farmers concentrated solely on producing crops which
met the needs of the market they were selling into, again regard-
less of how the crop looked whilst in the field. This particular
group also demonstrated another important point when looking
at the reasons ‘why’ particular products are bought.

This point concerns the ‘market-orientated’ arable farmers,
who bought a great deal of this product in its constituent parts,
rather than already mixed (which was how the majority of it was
sold in various standard combinations), and they always looked
for the cheapest buys. The initial conclusion was that this group
bought on price, a conclusion which, it was later discovered, com-
bined them with another group of farmers who were driven by
price. However, on probing what they were really trying to
achieve, it became apparent that they were combining the con-
stituent parts in a variety of ways to make up a number of differ-
ent mixes. This was being done because the standard, off-the-shelf
combinations produced by the manufacturers were not sophisti-
cated enough for the needs of this particular group of farmers.
These bespoke combinations improved their farm’s output and
had nothing to do with price. In addition, a further driving force
for this group of farmers was innovation, and their own bespoke
mixing operation was also seen to be innovative.

In quite a different market from that covered by the case study,
one segment was found to consist of unenthusiastic buyers who
stated they were not really interested in the product class at all
and only made purchases in this product class for the functional
needs it satisfied. For example, they bought cars simply to travel
between ‘A’ and ‘B’. However, a research project discovered that
this segment did have aspirations, in addition to the functional
requirements, which could be met by the product if only it was
designed and specifically targeted at this distinct group (which,
usefully, had a distinct demographic profile). An example of this
would be a car specifically designed to meet the requirements of
the female executive and specifically positioned to appeal to this
group of customers. A car manufacturer who pursued a strategy
similar to this was Jaguar, who in the USA positioned their XJS
model as one targeted at (wealthy) women.

Thus, it is crucial at this stage to be alert to any possible unsatisfied needs
manifesting themselves in the guise of something else, rather than accepting
the status quo. For example, ‘price’ may be given as the sole or major criter-
ion for choice, but it could be hiding the fact that customers are currently

Be alert to any possible
unsatisfied needs
manifesting themselves
in the guise of
something else.
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dissatisfied with the present alternative offers available, as their real needs
are not being met. What they are currently limited to buying in order to meet
a functional need is, therefore, second rate, for which they certainly would
not pay a premium, as in the following example:

There is a functional need of (most) garden owners to mow the
grass. To meet this need, there used to be only cylinder mowers
available. Despite a close cut, a collecting box and roller providing
an attractive finish, the cylinder mower was regarded as cumber-
some by some gardeners and, because of this, they would buy
cheap versions.

Then the hover mower arrived, which was light and quick, thus
enabling a substantial amount of the time previously allocated to
a chore to be better spent. Many individuals in the group dissatis-
fied with the cylinder mower switched to the hover mower as this
met their need for a fast method of keeping their grass in check. In
contrast, the need of the group choosing to use a cylinder mower
was, in many instances, to present the lawn as a ‘show piece’.

To assist in identifying whether there are any unsatisfied needs in a mar-
ket, current products can be looked at in terms of the functional require-
ments they meet and by the views and attitudes customer have of them. By
positioning today’s products along these dimensions, unfilled potential
opportunities may then become apparent. They could be unfilled, of course,
because there is no demand. Details of this approach appear later in this
chapter.

It is often by considering the possibility of unmet needs that the reasons
why there are lapsed users and prospects become clear. We last mentioned
these two groups when considering the options for preliminary segments
in Chapter 5 and this is an appropriate point at which to reintroduce them
into your project as suitably identified micro-segments with an estimate of
what these potential new marketing opportunities could represent in
terms of the quantities they might buy.

When commissioning research to uncover the real needs of customers, it is
essential that the agencies you consider for this work clearly demonstrate their
skills in carrying out and, in particular, interpreting qualitative discussions. The
emphasis is deliberately placed on ‘interpreting’ as this tends to be the area
where weaknesses, if there are any, are to be found.

Market
research note

Price
Clearly, ‘price’ has an important part to play in explaining customer
behaviour and is obviously a component of customers’ ‘buying criteria’.
Everything has its price!

However, a detailed discussion of ‘price’ has deliberately been kept out
of the process up until this point because it can too easily be used as a
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‘catch all’ or ‘get out’ in answer to some of the more difficult questions you
need to address in a market-based segmentation project. All too often,
‘price’ is given as the reason for particular buying activity. Not everyone
buys the cheapest, and for those who do, it could be because there is noth-
ing available in the market that really meets their requirements, as was
pointed out in the previous section. Produce the product or service they
are looking for, and price becomes less of an issue.

‘Price’ is simply a measure of value placed by the customer on both the
tangible and intangible components of a purchase. Three simple examples
should suffice to illustrate this point.

‘Price’ is a measure of
value placed by the
customer on both the
tangible and intangible
components of a
purchase.

A company launched a new pure juice product on the market
after tests had indicated an overwhelming acceptance by the tar-
get group. When sales fell far short of expectations, research indi-
cated that the target group simply did not believe that the claims
on the container about the product could be true at such a low
price. So the company doubled the price and relaunched it, and
the product was a resounding success.

Jaguar launched a luxury car in the 1960s and priced it on their
cost-plus basis. Demand far outstripped supply and a lengthy
waiting list developed. This resulted in some customers buying
the car and reselling it immediately after delivery at a much
inflated price. In other words, the value of the car to the customer
was much greater than the actual price charged.

Likewise, some tertiary educational establishments claim that
their courses are the best in the world, then charge lower prices
than their competitors. Research indicates that for directors and
very senior managers in industry, a low price is more likely to be
counter-productive, because in this particular product field, it is
considered to be an indicator of educational standard.

For the purposes of segmentation, we are concerned with the relative
importance of price to the other components of the purchase: in other
words, to what extent will the customer sacrifice their requirements for a
lower price? Alternatively, when will they start trading in their require-
ments in order to keep the price at an acceptable level? The ability of one
supplier to supply the market at lower prices than everyone else for a
directly comparable offer is not the issue we are addressing here, or need to
address, when segmenting markets and the failure to recognize this often
leads to the wrong conclusions. This is illustrated in the following example:

The UK market for car insurance is characterized by customers
phoning round different suppliers for a price quotation. It would
be wrong, however, instantly to conclude that this market was
dominated by price chasers.

Many will be phoning round a selected list of preferred sup-
pliers, having rejected other possible suppliers, indicating that they
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In the above situation there is, of course, a serious competitive issue to be
addressed, namely how to differentiate your offer in the market. This
brings into sharp focus the whole question of market segmentation and
what ingredients of the marketing mix a company should put together so
that their ‘offer’ to the customer cannot be compared directly with anyone
else’s ‘offer’. For if two offers can be directly compared, it is obvious that
the one with the lowest price will win most of the time.

attribute some value to particular brands. In addition, many will
be phoning round their preferred suppliers with a particular list
of requirements they want to include in their car insurance and
regard as being important.

In this market, therefore, the segmentation project would need
to focus on the lists of alternative suppliers and the lists of require-
ments, the phoning round basically indicating that the customers
regard the suppliers on their list as all being very similar to each
other. They are, therefore, comparing one with another in order to
obtain the best value. Inevitably, of course, some of those phoning
round will be looking for the cheapest, willing to take out a car
insurance policy with any supplier and ready to sacrifice any of their
requirements in order to get a lower price (assuming they have any
requirements other than the basic legal minimum).

If two products are the
same, it is obvious that

the one with the lowest
price will win most of

the time.

In any market research project commissioned to assist you with your segmen-
tation project, it is crucial that the questionnaire and/or interviewer makes it
very clear to the respondent what is meant by ‘price’, so that when the
respondent is asked to give it an importance score, they understand how it is
to be related to the other benefits they are being asked about. If this is not
correctly understood, the conclusions drawn for the project will be mislead-
ing. This, in turn, will result in marketing objectives and strategies failing to
deliver the best financial returns available to the company.

For respondents who give ‘price’, or, as it is sometimes phrased, ‘buying the
cheapest’, a high level of importance, introducing a check question can be a
useful way of confirming that this means they would be willing to lessen their
demands for, or even give up, the other benefits they value in order to obtain
a lower price.

Market
research note

To conclude these comments on price, it is worth noting that, in some
instances, the role played by price can be distorted, as in the case, for
example, of company car purchases by individual employees. This will
certainly be true when none of the options available are really what the
employee wants, yet they ‘have’ to spend their allowance! This should,
however, have been picked up earlier in the process and these individuals
established as a distinct group of customers.
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Micro-segments and their
Decisive Buying Criteria
(DBCs)
In this section we look at your micro-segments and, by reference to the pic-
ture you have built about the individuals they represent, along with their
KDFs, determine what lies behind the choices they make so that we 
can understand their needs-based buying requirements. The benefits that
are uncovered by this analysis are referred to in this book as ‘Decisive
Buying Criteria’ (DBCs). They have been called this to emphasize the point
that it is these attributes that determine which of the alternative offers 
the decision-makers will choose. ‘Price’ is therefore included as one of 
the DBCs.

Definition:
Decisive Buying Criteria
are the perceived or
stated attributes of a
purchase that customers
evaluate when choosing
between alternative
offers.

This is a critical stage in the process as, once this analysis has been completed,
the resulting list of DBCs are used to determine the segmentation structure 
of your market, as they provide the framework for comparing the micro-
segments with each other. It is, therefore, important that you spend as much
time as necessary in compiling these benefits.

Marketing
insight

To help identify the benefits for your market, you may need to involve
some, or maybe all of the colleagues who helped you with the previ-
ous step. This included a cross-section of representatives from sales, 
marketing, customer services and so on, along with any individual famil-
iar with appropriate past market surveys. If your company also follows
the practice of putting together lost sales reports, or simply logs ad-
hoc feedback of this nature, involving someone familiar with this infor-
mation could also provide some useful input. Continuing the involve-
ment of any intermediaries you included in the last step may also be
appropriate.

Although the principle of approaching each step of the segmentation
process from the customer’s point of view is probably well-established by
now, it is timely to highlight this requirement once again, as it is crucial
that the benefits identified in this step are looked at from the customer’s
perspective, not your own. The two pertinent points to remind yourself
and the segmentation team about while working through this step are
that:

1 the benefits are for the market as a whole, not simply limited to those
that you deliver to your customers; and,

2 these benefits are what the decision-makers regard as their decisive
buying criteria, not what you would prefer them to see as their decisive
buying criteria.
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Defining micro-segments by their needs
As a preparatory step, you may find it a useful exercise to draw up an initial
list of benefits based on each KDF identified for the market as a whole and
add these to any benefits you noted while developing the micro-segments.
This can then be followed by the analysis of benefits for each micro-segment.
Alternatively, you may prefer to leave any list of benefits you have 
developed this far as it is and move straight to the analysis of benefits for
each micro-segment. Adopt the approach you feel most comfortable with.
It is important to note, however, that only the benefits highlighted during the
analysis of each micro-segment’s needs, whether from a previously prepared
list or additional to this list, become the DBCs.

The procedure to follow when identifying the benefits for each micro-
segment can be summarized as follows:

1 Take one of your micro-segments, re-familiarize yourself with the cus-
tomers it represents and carefully list the benefits being sought from their
KDFs in order to identify their decisive buying criteria.

2 Now attempt to indicate the importance of each DBC to this micro-
segment, including the importance of price, using a simple grading struc-
ture initially based on, for example, one to three stars.

3 Consider a cross-section of customers included in the micro-segment to
confirm if they would all generally agree with the list of DBCs and their
grading, and if they would not, develop additional micro-segments to
cover any meaningful differences, redistribute the volume or value figure
between them and, if required, adjust their profiling characteristics.

Repeat all three steps of this procedure for each micro-segment and, when
completed, review each micro-segment against the complete list of DBCs
and make any appropriate additions to the DBCs that have been identified
for them.

Finally, review and compare the micro-segments with each other and
increase or decrease the importance of appropriate DBCs if this better reflects
the differences between individual micro-segments.

Although the segmentation process moves from KDFs to DBCs in this step, it is
still useful to track the KDFs through to the concluding segments. The per-
formance of your company with respect to these features, and those that may,
in time, supersede them, is how customers assess your ability, and that of your
competitors, to satisfy their needs. Your company’s competitive position in
each segment is looked at in Step 7 of the segmentation process.

In addition, this insight enables you to review the actual purchasing practice of
the customers found in each segment. This is useful when determining the most
appropriate strategies for the segments you elect to target. Setting marketing
objectives and strategies for identified segments is looked at in Chapter 13.

Marketing
insight

It is important not to force differences between micro-segments, as this will
distort the final segmentation structure for your market.

Marketing
insight
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Taking each step of the above procedure in turn:

1 List the DBCs for each micro-segment.
Select one of your micro-segments and begin by re-familiarizing yourself
with the customers it represents in order to put yourself back in their
shoes once again (removing your own while doing so!). In the previous
chapter we suggested that topics such as the type of life they lead (fam-
ily, social, work), their personal situation and responsibilities, the issues
that concern them, their background and their aspirations for the future
can all help bring customers to life. We also suggested in the previous
chapter that for the equivalent step in developing micro-segments, and
for the steps that followed, you could consider splitting the participants
into a number of teams with each team adopting the standpoint of par-
ticular customers. This approach could also be usefully applied here.

Now carefully think through what the micro-segment’s KDFs really
mean to these customers in terms of the underlying needs they are satis-
fying, taking the KDFs both individually and as a ‘package’. It is some-
times only through specific combinations of features that customers
obtain the benefits they are looking for. To help identify these needs,
consider such questions as:

� Why do they look for these features?
� What do these features do for them?
� What are they really trying to achieve?
� Why are some features not of interest to them?
� What would they really like to achieve?
� What causes them disappointment?
� Why are they customers of ours and not of our competitors (and vice

versa)?

Do not forget that a single feature can have more than one benefit and
that different features can deliver the same benefit.

Apply the ‘so what?’ test suggested earlier in this chapter to ensure
that you arrive at the real benefits, and consider using the benefit analy-
sis worksheet in the Exercises section to take you through the sequence
of features, advantages and benefits.

You should find that around five benefits are sufficient to explain the motiv-
ations that drive the choices a micro-segment makes and, in turn, can truly be
regarded as their decisive buying criteria. It certainly can be less than this, but
rarely is it more than seven (which can occur for more complex products). If it is
running at a high number, it may be because the benefit analysis is simply high-
lighting that the customers represented by the micro-segment are not as similar
to each other after all (which is looked at in the third step of this procedure).

Marketing
insight

As you progressively pull together the full list of DBCs it is useful to
show which particular KDF, or KDFs, each of them relate to. This is
illustrated in Table 7.3 which appears as part of the next step. A further
refinement you may be able to apply to the structure of this list is to
arrange the benefits by the specific part of the marketing mix that delivers
them, such as by product, promotion and place (price is covered in the
next step), which is sometimes extended into a number of other ‘Ps’ such
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as people and processes. This assumes, however, that the ‘Ps’ do not
share the same benefits. Alternatively, record the benefits as a straight-
forward list if this is what you would prefer to do.

2 Indicate the importance of the DBCs for each micro-segment.
Once the benefits have been agreed for the micro-segment, complete the
list of DBCs by adding ‘price’ and indicate the relative importance of all
the DBCs to each other for that micro-segment. The importance given to
their respective KDFs in the previous chapter is helpful here. Adopting
the approach you took in the previous chapter to indicate importance
can also be applied to the DBCs, the simplest approach being the use of
tick marks or stars, as illustrated in Table 7.3.

Table 7.3 Recording DBCs and indicating their relative importance to micro-segments

Features DBCs: benefits � price Micro-segments

D E1 E2 F G

Light-weight Easily moved around *** *** *
Mounted on wheels
Heavy-weight OK in production areas ***
Latest technology Innovative functionality *** * **
Proven technology Reduces training time ** ***
24/7 support staff Fewer hold-ups for users *** **
Staff answer calls Faster call handling * ** ***
Small supplier Personalized service ** ***
Large supplier Dependable back-up ** ** **
Large supplier Easier approval of choice *

Price * * * ** **

Note: While it is useful to show the link between DBCs and their KDFs, it is optional. The most important DBCs are
identified by three stars (***) in this table.

A reminder: when considering the relative importance of ‘price’ to the other
DBCs it is in terms of how readily the customers will give up other benefits to
get a lower price. It is important that this is clearly understood by the team
involved at this stage of the segmentation project, otherwise, as mentioned in
the section on price, the conclusions will be misleading and the resulting mar-
keting objectives and strategies will fail to deliver the best financial returns
available to the company.

In most markets it is unusual to find more than around 10 per cent of cus-
tomers who are true price chasers.

Marketing
insight

A worksheet for recording DBCs and their relative importance by
micro-segment appears in the Exercises section of this chapter. This
worksheet also contains the option of showing the link between DBCs
and their KDFs.

Although at this stage it helps if you use no more than three tick
marks or stars to identify the most important DBCs, you may find that
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this does not adequately portray the relative importance of the DBCs to
the micro-segment. Rather than increasing the number of tick marks or
stars at this stage use ‘half’ tick marks (1�2) or an equivalent ‘half’ star,
such as an outline star ‘✰’, to extend the range.1 Increasing the number
of tick marks or stars above three is best left until you later review and
compare the micro-segments with each other. This will ensure that the
final picture remains visually comprehensible. Alternatively, you can
use numbers to indicate the relative importance of the DBCs to each
other. This is looked at in the next section.

Using a spreadsheet or database package on a PC is, once again, particularly
helpful when putting together these lists.

Marketing
insight

If you really do not feel able to indicate the relative importance of DBCs
for micro-segments, simply indicate the applicable DBCs for each
micro-segment with a single tick mark or star. This does not prevent
you from completing your internal look at how your market splits into
segments, though it could well have implications when you look at
forming the segments in the next chapter. This will particularly be the
case if the actual segments in the market share a number of DBCs but
the importance they give to them is different and these differences need
to be recognized in the offers designed to attract them.

3 Confirm that the customers in the micro-segment all generally agree.
Although the micro-segment consists of a recognizable group of 
decision-makers who have a similar level of interest in a specific set of
features, and what is now being said about them is based on this, it is
still appropriate to consider a cross-section of these customers to confirm
that they would all generally agree both with the DBCs and their import-
ance ratings. By ‘generally agree’ in this step we mean that they would
positively respond to an offer presented to them on the basis of the bene-
fits listed for them and have a similar level of sensitivity to price. This
clearly has to be a matter of judgement at this point.

In those situations where you believe they would not all generally agree,
develop new micro-segments to accommodate any meaningful differ-
ences. Redistribute the size of the original micro-segment between them
using, once again, your best guess and replicate the profiling character-
istics, making any changes that are required. As on previous occasions,
attach identification labels to each new micro-segment which continue
the practice you have adopted for your project. Also ensure that any
names retain their association with the individuals each micro-segment
represents, which may require you to revise the name of the originating
micro-segment if this would better describe who it now represents.

1This refinement is suggested for DBCs and not for KDFs because it is the DBCs that are used
to compare one micro-segment with another when forming the concluding segments. Being
more precise about the relative importance of the needs-based buying requirements and
price can play a crucial role in these conclusions.
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Now repeat the above three steps for each micro-segment.

If in doubt, split them out! They will be reviewed again later. Marketing
insight

To keep the team on track, occasionally remind them that:

� the benefits are for the market as a whole, not simply limited to those bene-
fits that you deliver to your customers; and,

� these benefits are what the decision-makers regard as their decisive buying
criteria, not what you would prefer them to see as their decisive buying 
criteria.

Marketing
insight

Once all the micro-segments have been taken through these steps, you can
review each micro-segment against the complete list of DBCs and make
any necessary changes to the DBCs that have been identified for them. It
is possible that as you have progressively been identifying the DBCs for
each micro-segment, new DBCs have been uncovered that may be appli-
cable to micro-segments looked at earlier.

Finally, review and compare the micro-segments with each other to
ensure that you have adequately indicated the differences between them
in terms of the importance of their various DBCs. Where required,
increase or decrease the importance of appropriate DBCs for individual
micro-segments to redress any ‘imbalances’ and better reflect the differ-
ences between them, but avoid imposing differences between micro-
segments if such differences do not really exist. As was suggested for the
final review of the micro-segments and their KDFs, it helps ensure that the
final picture remains visually comprehensible if no more than five stars
(or tick marks) are used to highlight the most important DBCs. Where nec-
essary, however, use half tick marks (1�2) or ‘half’ stars (✰) if this better helps
to reflect the differences between micro-segments.

The final list of DBCs is, of course, a list of the ‘Market’s DBCs’.

At this point you are in a position to pull together a substantial part of the
brief for any external research you may be considering. It is suggested, how-
ever, that this is best deferred until your internal segmentation project has
completed the phase of developing segments before finalizing the brief and
commissioning the research.

Market
research note

Expressing the relative importance of 
DBCs numerically
Numerically indicating the importance of DBCs was suggested as a pos-
sible option in the previous section and it is the approach most likely to be
adopted for the quantitative stage of a segmentation research project as it
is relatively quick and easy to administer, especially if this stage is conducted
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over the telephone. Two methods of numerically rating the importance of
DBCs are reviewed here:

1 scoring each DBC out of ten;
2 apportioning a total score between the DBCs.

Taking each of these in turn:

1 Marks out of ten
With this approach, each DBC is rated on an importance scale of one to
ten where ‘1’ means the DBC is of no importance at all and ‘10’ means it
is extremely important. This approach to scoring is often suggested by
research companies as the preferred method because it is the most time
efficient and the simplest to administer, particularly if telephone inter-
views are being conducted. It also has to be said that this approach is, in
the main, easily understood by respondents. However, its simplicity has
a downside, as illustrated in the following example:

Alternative importance
scales can be used, such
as a seven-point or a
nine-point scale, and ‘0’
is sometimes used
instead of ‘1’ for
indicating ‘no
importance’. Whichever
scheme is chosen, the
principle behind the
approach is the same.

Assume there is a micro-segment that is not very price sensitive
and values five DBCs, one of which is very dominant. The highest
score that can be given to any DBC is ‘10’, so the respondent gives
the dominant DBC a score of ‘9’. As this micro-segment values
four more DBCs, the inclination will be to give each of them a rea-
sonable score in order to indicate their individual importance to
the micro-segment. If we assume the scores for these four DBCs
range from, say, ‘6’ down to ‘4’, averaging out at a score of ‘5’, the
total for these four DBCs comes to 20. Add a score for price of, say,
‘2’ and the total for these less dominant criteria comes to 22.
Although the dominance of one DBC when compared with every-
thing else still remains, its true relative importance to the micro-
segment is highly likely to be masked. A very dominant DBC could
well account for 50 per cent or more of a decision. This could have
crucial implications for the marketing strategy put together for a
particular segment.

Table 7.4 summarizes the situation presented in the above example and
illustrates how the ‘rating’ approach to scoring can hide the true relative
importance of DBCs.

A further difficulty with using this approach in surveys is that some
respondents are inclined to give low scores to everything and some
inclined to give high scores, which means that comparing such respond-
ents with each other and with the rest of the respondents distorts the
results. It is usually anticipated, however, that the number of interviews
conducted for the quantitative phase will minimize this problem.

2 Apportioning a total sum
While this is not the simplest of the two approaches being reviewed
here and, therefore, the less easy to administer, it is better at indicating the
true relative importance of the DBCs to each other and in itself generally
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overcomes the problem of some respondents giving low scores and 
others high scores. We have, in fact, already touched on this method 
of scoring in the last chapter when discussing the 80/20 rule for identify-
ing the features with the greatest influence.

In this approach, a total sum of, say, 100, is apportioned between the
DBCs to indicate their relative importance to each other, with benefits that
play no part in the decision being given no score at all. A useful starting
point is to arrange the DBCs for the micro-segment in a descending order
of importance, or simply number each of them accordingly. The total sum
being apportioned is then distributed between the DBCs to represent
their relative importance to each other. The simplest way of administer-
ing this method of scoring, you may recall, is to first score the most
important out of 100 and then score each of the others relative to this
score. This is then reset back to 100 by adding up all the individual
scores, dividing each individual score by this total and multiplying the
answer by 100. A fully worked example of this approach appeared for
the case study in Table 6.11. Administering this approach along these
lines is far better than trying to ensure that the total adds up to 100 at the
outset. Table 7.5 shows what this looks like and uses the same example
appearing in Table 7.4.

As will be apparent, when this approach to rating DBCs is adopted in
research projects, it gets round the problem of some individuals always
giving low scores and others always giving high scores.

Administering this approach during a research project is made easier
if the respondents have the list of DBCs in front of them. This is easily
done with face-to-face interviews or online questionnaires, and when
conducting telephone interviews it can be achieved by either e-mailing
or faxing this part of the questionnaire to the respondent. The alterna-
tive when conducting a telephone interview is to read through the list to
the respondent and ask them to note down those that they care about
(suggesting that this is kept to around five, but no more than seven).

Table 7.4 The ‘rating’ approach to scoring DBCs

Decisive Buying Criteria Individual rating: Re-scored to total
1 to 10 100

Maintains ‘pioneering’ status 9 29
Enables precision work 6 19
Reduces labour requirement 5 16
Occupies little floor space 5 16
Easy to move 4 13
Price 2 7

Total 31 100

Note: Re-scoring the individual ratings so that the total 100 is calculated by dividing each
individual rating by the total of the ratings column (being 31 in this example) and multi-
plying the answer by 100 (as if you were expressing each individual rating as a percentage
of the total). Although the dominance of ‘maintains pioneering status’ survives, its 
true relative importance, which in the example given could mean it accounted for over 
50 per cent of the decision, is masked. Only the DBCs of importance appear in this table.
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The respondent then gives a score to their most important and using
this as a reference point, they then score all the other relevant DBCs
accordingly. During a telephone interview it is often necessary to run
through the list a couple of times.

Table 7.5 The ‘total sum’ approach to scoring DBCs

Decisive Buying Criteria Initial individual Re-scored to total 
score 100

Maintains ‘pioneering’ status 95 50
Enables precision work 50 26
Reduces labour requirement 15 8
Occupies little floor space 15 8
Easy to move 10 5
Price 5 3

Total 190 100

Note: Re-scoring the initial individual scores so that the total 100 is calculated by divid-
ing each individual score by the total of the individual scores (being 190 in this example)
and multiplying the answer by 100 (as if you were expressing each individual score as a
percentage of the total). Only the DBCs of importance appear in this table.

For some respondents, scoring their most important DBC out of a lower figure
is preferred. Clearly, the preference of the respondent should be respected, as it
is important that they feel comfortable with what they are being asked to do.
This flexibility is also more likely to produce a more accurate reflection of the
respondent’s priorities and, therefore, a more accurate segmentation result.

Market
research note

Because of what this approach involves, it is not as administratively easy
or as fast as awarding each item a mark out of ten, but it is more accurate.

The ‘total sum preference’ approach to scoring benefits is the least used of the
two approaches summarized here, mainly because the extra time it requires
increases the cost of the survey and reduces the time available for other ques-
tions, there being a finite time over which a respondent can be expected to
participate. However, when it has been administered, the distinction between
the concluding segments has usually been clearer.

Marketing
insight

Techniques for uncovering
unsatisfied needs
There are usually several main motivations in any market, just a few of
which are of real importance to the decision-makers. These dimensions can
be viewed as bipolar scales along which current offers in the market can
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be positioned. For example:

� Expensive/inexpensive
� Strong/mild
� Fast/slow
� Large/small
� Complex/simple
� Garish/subtle
� Masculine/feminine

The possibility of there being unsatisfied needs in a market can be deter-
mined by putting together a two-dimensional matrix with the axes selected
from the list of main motivations and the current offers positioned accord-
ingly. The resulting picture is often referred to as a ‘bipolar map’. A simple
example appears in Figure 7.2 which shows a bipolar map for detergents.

Bleach

Harpic
(other powders)

Deodorizers

Pine disinfectant

High
cleaning power

Low
cleaning power

High
freshness

Low
freshness

Figure 7.2
Bipolar map for
detergents

Figure 7.2 would appear to suggest that there are a number of possible
‘opportunity gaps’ in the market for detergents where customers with
unsatisfied needs could be found. But before investing resources in new
products targeted at these gaps it is essential to ensure that the gaps do not
exist simply because they represent products for which there is no demand.

Uncovering an opportunity gap populated by potential customers and
then targeting these customers with an appropriately designed product
enabled a struggling car company of the 1960s to become one of the world’s
top brands:

Bayerische Motoren Werke, a motor company struggling to sur-
vive in the 1960s, desperately set out to uncover whether there
were any unmet market opportunities in an already seemingly
saturated market.
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Not being alert to unsatisfied needs and having these opportunity gaps filled
by competitors has sharply dented the performance of some companies:

After undertaking extensive market research to uncover both
the needs of car buyers and how well the models available at that
time met these needs, it became apparent that buyers of motor
cars in the 1960s made their choice of model based primarily on
two criteria, speed and price. The company then sat down and
plotted out on a simple, two dimensional, matrix a ‘picture’ of the
total market for cars as it was then, as shown in Figure 7.3.

The resulting picture revealed that there was a gap in the mar-
ket, a gap with sufficient sales potential to justify the required
capital investment, so the company set about building cars for it.

Today this motor company has only a small share of the total
market for cars, but has a large share of the particular segment its
namesake brand has become associated with. Rarely has the brand
stepped outside its specialist segment. Today, many car manufac-
turers have fluctuating financial results, but BMW, as it is better
known, continues to be one of the more profitable brands.

Opportunity gap 

Current models 

High
price

Low
price

High
speed

Low
speed

Figure 7.3 Opportunity gap in the 1960s’ market for cars

In 1972, Rank Xerox, as it was then known, had an 80 per cent
share of the UK market for replicating printed material in offices,
schools and so on, and a margin of 40 per cent. This dominant
position was principally down to the company’s patented imaging
technology, a patent that expired in 1972. Once the patent had
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A further technique which can be used to identify where there are needs
not being fulfilled is to construct what could be termed a ‘needs cascade’.
This is simply a build-up of needs based on an analysis of functional
requirements: in other words, requirements that do not take into account
the less tangible aspects of buying such as attitudes and perceptions. In
the pharmaceuticals market, for example, a needs cascade for the ‘relief of
pain and inflammation’ could be constructed as illustrated in Figure 7.5.

The precise structure of this cascade may differ, of course, by sex, and
further differ by age. Separate cascades would therefore need to be con-
structed for each of these different user groups, who could well have
entered the segmentation process earlier as preliminary segments.

Clearly, however, it would be essential to qualify the size of the opportun-
ity each distinct need represented. It may be necessary to ‘backtrack’ up the
cascade and combine some of the needs before a distinct marketing strategy
can be justified.

The examples presented so far have focused on the more functional needs
of a market. Bipolar maps can also be based around the views and attitudes
of customers and such maps are sometimes referred to as ‘perceptual’ maps.
These maps have the advantage of being able to illustrate the changes which

expired, Japanese companies came into the market with photo-
copiers aimed at companies who did not need the sophisticated,
high volume photocopiers produced by Xerox. By 1977, Xerox’s
share had dropped to 10 per cent and their margins had also
dropped to 10 per cent. By 1983, however, helped by producing
products better tuned to the needs of different segments in the
market, Xerox had recovered some of its former position and had
a 30 per cent share and 20 per cent margins. The bipolar map for
1972 appears in Figure 7.4.

Sophisticated
copiers

Basic
copiers

Initial opportunity gap
filled by the Japanese

Xerox’s models

High number  
of copies  
per month

Low number
of copies

per month

Figure 7.4 Opportunity gap for photocopiers in 1972
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can occur in a market’s view of what a particular product line can represent.
By plotting the position of currently available products on this map, oppor-
tunity gaps can be seen for positioning new products in the market, or even
repositioning current brands, assuming, of course it is a gap waiting to be
filled by currently under-served or potential new customers.

The example in Figure 7.6 looks at the market for soap in terms of soap
being positioned between feminine brands and family brands, and between
soaps with medical benefits and those with cosmetic benefits. Clearly, other
dimensions are possible.

Relief of pain and
inflammation

Relief of
pain

Relief of
inflammation

Relief of mixed pain
and inflammation

Soft
tissue pain

Head
pain

Joint
pain

Muscle
pain

Bone
pain

General
pain

Mild Severe

Chronic Acute

Age Sports Disease Accident

Immune
response

Unknown
cause

Bacterial
infection

Figure 7.5
Extracts of a ‘needs
cascade’ for the
‘relief of pain and
inflammation’
(Source: Lidstone, J.
(1989). ‘Market
segmentation for
pharmaceuticals’.
Long Range
Planning, Vol. 22,
No. 2, 54–62.)

Medical Cosmetic

Feminine

FamilyOpportunity gaps 

Current products 

Figure 7.6
A perceptual map
of the market for
soap
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There appear to be two areas of opportunity in the market for soap as
represented above. These new opportunities clearly would have to be
evaluated before resources were committed to developing and launching
suitable products in case they were actually representing areas where lit-
tle or no demand existed. It is interesting to note that in the male toiletries
market, there are an increasing number of new products positioned as
having a cosmetic value. There has clearly been a major shift in this mar-
ket which has opened up the ‘cosmetic’ area of the male’s perceptual map.

As a final example, it is interesting to go back a few years and look at the
perceptual map of the tabloid newspapers in the UK as they were in 1993,
because it is a good example of a market in which brands (titles) have been
steered towards new positions:

The dimensions used for the perceptual map in Figure 7.7 show
the extremes of ‘upmarket’ and ‘downmarket’, which can, in some
cases be associated with socio-economic group, and ‘serious’ and
‘entertaining’, the latter often being associated with ‘exclusive’
stories about individuals which the individuals concerned would
prefer not to be highlighted!

In this market, the Daily Mail, for example, was gradually
steered towards its ‘upmarket’ position and the Today newspaper
also changed position and became more ‘serious’, a move which
possibly contributed to its demise. More recently, The Sun and the
Daily Mirror have seen themselves as occupying about the same
position, and in 2002 the Daily Mirror sought to distance itself
from its arch rival by dropping its ‘red top’2 to look more ‘serious’.

The Sun

Daily Star

Today
(ceased publication, 1995)

Daily
Express

Daily Mail

Daily Mirror

Opportunity gap

Current newspapers

Serious

‘Entertaining’

Up
market

Down
market

Figure 7.7 Perceptual map of the market for tabloid newspapers
(1993)

2A number of tabloids in the UK have their brand name appearing on a red banner at the top of
the front page and are referred to as the ‘red tops’. They tend to be from the less serious stable.

Chap-07.qxd  8/17/04  4:12 PM  Page 225



226 Market Segmentation

With respect to the moves that have occurred in the above example, it is
important that we do not confuse deliberate repositioning with drifting. The
danger of drifting is that it can often take a product into the weak, middle
ground.

Addendum for those
intending to test the validity
of a current SBU structure
This note is for those of you who are segmenting a market that straddles a
number of strategic business units (SBUs) in the company, and have, so
far, been looking at only one of them, though the intention is to take the
other SBUs through the process. We covered this situation in Chapter 4
when discussing how to define the market.

You are now at a stage in the process where it is useful to take stock and
tackle the remaining SBUs, bringing them through Steps 1 to 4. This is
because Step 5 is where the process combines like-minded micro-segments.
If all your SBUs are, therefore, included in Step 5, it will enable you to see
whether your current SBU structure is the most appropriate for the market,
or whether a more customer-focused structure for your business is required.

Alternatively, you may prefer to take the first SBU through the whole
process in order to become familiar with it, after which, the remaining
SBUs are taken through Steps 1 to 4, with the first SBU taken through Step
5 again, once the remaining SBUs are ready.

Process check
This, the fourth step in the segmentation process, provides guidelines on
how the information pulled together in the previous step for each micro-
segment can be used to determine the needs-based buying requirements
of the decision-makers they each represent. These findings will then pro-
vide the basis on which the final segments will be formed, which means
that this step must be worked through both carefully and thoroughly.

We began by briefly discussing the two principal theories of customer
behaviour, the rational customer and the psycho-socio customer, but
pointed out that although they provided useful insights, they rarely
explained the totality of customer behaviour. The clear conclusion was that
explaining customer behaviour in terms of the ‘benefits’ they were looking
for from the choices they made was by far the most useful and practical
approach. In particular, this approach provides the insights that can be
used to organize the most appropriate proposition for each concluding
segment, which is a key deliverable from a segmentation project.

The section explaining customer behaviour then moved on to a more
detailed discussion about features and benefits, starting with a useful

Chap-07.qxd  8/17/04  4:12 PM  Page 226



Accounting for the behaviour of decision-makers 227

sequence for advancing from a feature to a benefit. We pointed out that a
single feature can deliver more than one benefit and that the same benefit
can be delivered by more than one feature, and explained the distinction
between ‘standard’ benefits, ‘company’ benefits and ‘differential’ benefits. We
also pointed out that in order to uncover the real needs and true motivations
of customers, it was essential that the explanation of their behaviour went
beyond the status quo.

The final topic in our discussion about customer behaviour covered the
role of ‘price’. Here we emphasized that it was the relative importance of
price to the other buying criteria that was of interest to a segmentation pro-
ject, ‘price’ being a measure of value placed by the customer on the tangible
and intangible components of their purchase. We highlighted that the ability
of one supplier to price its products lower than everyone else was not an
issue in segmentation, though it clearly would be of major concern to the
other suppliers.

With the discussion of benefits complete, we then presented the three
steps to follow when determining the needs-based buying requirements of
the decision-makers in each micro-segment. We refer to these benefits, along
with price, as their ‘Decisive Buying Criteria’ (DBCs). The steps began with
an analysis of the benefits customers were seeking from their KDFs. These
were then graded, along with price, to indicate their relative importance to
each other, followed by a check to ensure that everyone in the micro-segment
would agree with what was now being said about them. We emphasized the
importance of approaching all of this from the customers’ perspective and
suggested that the approach to take when developing and grading the DBCs
was to place yourself back in the shoes of the customers once again.

While tick marks and stars can be used to indicate the relative import-
ance of the DBCs we also discussed the option of using numeric scales.
Two approaches were presented, one which scored each DBC out of 10
and another which distributed a total sum of, say 100, between the DBCs.

We then moved on to discuss some techniques that could be used to help
identify unsatisfied needs in the market, but at the same time pointed out
that ‘gaps’ sometimes appear in markets because there are no customers
with that particular need rather than there being an untapped opportunity.

Finally, we included a short addendum in which we suggested that for
those who were segmenting a market that straddled across a number of
strategic business units in their company but, so far, had only been looking
at one of them, this was a suitable stage in the process to consider bringing
all of them into the process.

Case study
Spread across the 34 micro-segments the segmentation team at Agrofertilizer Supplies had
developed in the previous step, were 14 KDFs (the two additional KDFs to those appearing in
Table 6.12 in the previous chapter being ‘Urea and manufactured blends’ and ‘direct’ sales).
The team now had to look at these KDFs in terms of the real needs their representative sample
of different decision-making farmers were looking to obtain from them, not overlooking the
possibility that the choices made by some farmers could be reflecting unsatisfied needs.

Identifying the needs-based buying requirements of their market and understanding what
the farmers were really trying to achieve proved to be quite challenging for the segmentation
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team. This was primarily down to two key reasons:

1 the company had sold fertilizers from the very first day based on their technical specifica-
tion and what this gave the crops in terms of the nutrients they required, not what the
farmer was actually trying to achieve in totality;

2 with fertilizers ‘officially’ declared to be a commodity it was, for many in the industry, all
down to price and moving the analysis of buying behaviour out of this death trap had been
given very little thought.

The team also believed that any list of benefits they developed would be contested, even with
the sales force involved.

Input for this stage of the project finally came from a qualitative piece of market research
they commissioned conducted by an independent research company skilled in this particular
area of market research. This resulted in a total of ten market DBCs with the inclusion of price,
and these were graded for each of the micro-segments. A selection of micro-segments and their
DBCs appears in Table 7.6 and, as you will see, the team used the total sum approach for illus-
trating the relative importance of the DBCs to each micro-segment.

Table 7.6 DBCs and their scores for a selection of micro-segments in the case study

Features DBCs: benefits � price Micro-segments

A1 A6 G3 G9 M1

AN & bespoke blends Innovative/new – 38 – 22 –
Urea & bespoke blends

AN & bespoke blends Sophisticated – 14 – 5 –
Urea & bespoke blends

AN & manufactured Proven/traditional 24 – 21 – 35
blends (reassurance)
Well-established brand

High consistency Healthy-looking 6 – – – 5
(of nutrients – NPK) crop or grass
High consistency Healthy-looking – – 26 – 5
(of nutrients – NPK) animal stock
Low nitrogen level

Well-established brand Service (qualified help) 23 – – – 15
High consistency Ease of handling 21 – 9 – 25
(no lumps or dust)

High nitrogen level Maximum output/ – 32 – 9 –
yield per acre

Local distributor Convenience/easy 16 – 39 – 10
access to supplies
Price 10 16 5 64 5

Total 100 100 100 100 100

Note: ‘A’ identifies micro-segments originating from the Arable preliminary segment, ‘G’ for micro-
segments from the Grassland preliminary segment and ‘M’ for micro-segments from the Mixed preliminary
segment. Although the benefit of having ‘healthy looking crop or grass’ receives only small scores in the
above table, there were other micro-segments who were seen to score it at around 25.
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Once the potential implications of the results were realized, the initial conclusions were tested
by commissioning a detailed quantitative market research project. The results from this illus-
trated that while the team had miscalculated the importance of benefits in some areas, their
overall conclusions had provided a general indication of the reality. The research project, how-
ever, provided not just accuracy, but also the robustness the team would need when present-
ing the results and the strategic messages it carried.

The status of the case study at the end of Step 4 is summarized in Figure 7.8.

Figure 7.8
The segmentation
process – Steps 1 to 4

Project scope:
United Kingdom
Nutrients for commercial crops
None required

Size: 3750 ktn

1. Define the Market

Geographic area:
Purpose of the purchase:
Practical considerations: �

3750 ktn
30%

950 ktn

1450 ktn

1350 ktn A1 to A17 G1 to G13 M1 to M4

2. Market Mapping

Farmers
[180 000]

40%

Arable –

4. Why
Micro-segments

Innovative/new
Proven/traditional
Healthy crop/grass
Healthy stock
Sophistication
Maximum output
Brand (quality)
Brand (service)
Distributor (conv.)
Price (cheapest)

score

score

score

score

score

Total 100100 100

Decisive
Buying
Criteria A1 to A17 G1 to G13 M1 to M4

3. Who Specifies What*
Arable (A)

Key Discriminating Features

Manufacturers Importers Distributors Consultants Specialist
publications

240 ktn

2195 ktn

100 ktn

445 ktn

2885 ktn

3750 ktn 1250 ktn 3345 ktn 3240 ktn 355 ktn

355 ktn

2250 ktn

[126 000] Grassland –

Mixed –

Preliminary 
segments
(optional):

* What, where, when and how:
product, brand, consultancy, quality,

intensity and so on

profiled (to identify them) and sized
Micro-segments

65 ktn

Grassland (G) Mixed (M)

Total UK market – 3750 ktn
Agrofertilizer’s share – 30%
Leveraged quantities –

Further examples
Success in identifying the real benefits being sought by customers in a
market can lead to remarkable increases in market share when the right
offer is put in place. Unfortunately, getting it wrong can have exactly the
reverse effect.

The first example is an extract from an article which appeared in the
mid-1980s. Here we see that one overseas tour operator has correctly iden-
tified a growing preference in the UK market for self-catering holidays,
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Shrewd anticipation of holiday trends has paid off for Intasun by
nearly doubling its share of the Greek market.

By buying heavily into the Greek self-catering sector for 1985
the leading operator has captured a 17 per cent stake compared
to the nine points held last year.

According to the latest figures produced by the British Market
Research Bureau this means it is breathing down the necks of
flagging front runner Thomson Holidays which has plunged from
28 points to 19.

Horizon’s share has fallen five points to 11, while Olympic
Holidays has dropped two points to four.

Apart from Intasun, the other star performers are Sunmed –
whose share has doubled to ten points – and Grecian which is up
to 11 from eight.

Commenting on overall trade, the managing director of
Olympic Holidays said that holidaymakers had traded down and
bought on price.

‘Specialists at the bottom of the market such as Grecian and
Sunmed and Intasun have done well, while those offering more
expensive hotel holidays are down on last year.

‘But only 35 per cent of the Greek market is self-catering, and
Sunmed is probably around 70 per cent sold out, so the hotel holi-
days will have to start filling soon.’

The managing director of Olympic Holidays warned that if the
British did not fill up the beds in Greece, then hoteliers would
start to look for clients from other European countries.

Source: Travel Trade Gazette, UK.

while some of its competitors have not caught on so quickly. In fact, one of
the competing tour operators makes an overall assumption that the holi-
daymakers buying this type of holiday have traded down and bought on
price. This fails to acknowledge that there could well be other benefits
associated with self-catering holidays which are more important to these
holidaymakers than price, such as the freedom to eat what they want, at a
place where they want and at a time when they want.

The understanding of customer needs and the provision of holidays to
match them has moved on a great deal since this article appeared.

The second example consists of a short series of mini-case histories:

Pampers When ‘Pampers’3 were first test-marketed by Procter &
Gamble (P&G), the results were extremely disappointing. The
‘convenience’ offered by the product, along with its high
price, failed to impress its target customers. The real benefit
that turned this product into a winner, supported by a price 

3 ‘Pampers’ is a registered trade mark of Procter & Gamble.
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that presented the offer as a value proposition, was its
ability to keep babies drier and that it could be used as a
permanent replacement for nappies, rather than a con-
venient stand-by for when you were out.

New Coke The failure to recognize a particular benefit was the 
undoing of ‘New Coke’, launched in 1985 by the Coca-
Cola Company to replace ‘Coke’ with the claim that it was
offering a better taste. We briefly mentioned this case in
Chapter 3. What the new product could not inherit from
its stable mate was the emotional association the original
drink had, particularly in its home market, with all that
was American.

Plastic In a car showroom for a brand of cars made by General
Motors a sales executive was challenged by a customer
over the amount of plastic in the car. Without batting an
eyelid, the sales assistant pointed out that this reduced
the overall weight of the car, which clearly meant that
the power to weight ratio was much better. The customer
bought the car.

Not long afterwards, a second customer was being
shown round the various cars on display by the same
sales executive. This customer also made exactly the
same comment about the amount of plastic in the car.
Once again, the sales executive explained that this reduced
the overall weight of the car. However, on this occasion,
the reduction in weight, so the sales executive enthu-
siastically pointed out, meant that it improved the fuel
consumption of the car. This customer also bought the car.

Post-it Notes Sometimes a potential winner is developed, but the com-
pany struggles to recognize what it is about the product
that makes it a valued proposition. This was the case
when a section of 3M developed a glue that didn’t bind
items together, but merely attached them to each other.
This, as far as the company was concerned, at least for a
short time, was not what glue was about! But along with
this new type of glue was the idea of adding it to square
pieces of paper, sold in blocks, which could be used to
write notes on, detached from the block and then conve-
niently attached to a desk, chair, wall, door, well, any-
thing really, for the intended, but absent, recipient,
knowing that it would still be there when the recipient
returned. Conveniently, just as easily as it was attached,
the recipient could then detach it and, if they wanted to
keep it, reattach it to where they would not miss it, again
knowing that it would still be there when they needed to
refer to it. Obvious, isn’t it!

The outcome was the launch of ‘Post-it Notes’.4

4 ‘Post-it’ is a registered trade mark of 3M.
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A handle A supermarket that sold drinks in large plastic bottles, as
well as in other containers, was receiving feedback from
some of its customers about the difficulties they were having
in handling these large bottles. The customers, however,
liked the large bottles as it meant that they could store larger
quantities of these drinks in the storage space they had
available, which, in turn, meant that they didn’t have to
shop as often. In addition, the price for these larger bottles of
drink meant that the customer received better value for
money. The supermarket took their customer’s problem to
the manufacturer of the plastic bottles and asked them to
design a bottle that was easier to handle.

The manufacturer missed the point, and asked its engi-
neers to design a more rigid bottle so that the customer
would feel more confident in holding it. The engineers,
responding to the brief, came up with a design consisting of
a skeletal structure built inside the bottle which met the brief
exactly. The manufacturer turned the design into a product,
shipped them to the supplier of drinks, and these much
improved plastic bottles were soon on the shelves of the
supermarket.

It was still difficult to handle.
It’s not often that the benefit being sought actually describes

the feature that best delivers it!
Eventually, large plastic bottles with handles began to

appear.

Reference
Lidstone, J. (1989). ‘Market segmentation for pharmaceuticals’. Long Range

Planning, Vol. 22, No. 2, 54–62.

Exercises
The following is a list of various benefits:

Availability – when required
Convenience – where required
Reduces required stocks (of supplies) – prompt delivery
Proven/trusted performance
Innovative/leading edge
Efficient performance
Personalized service
Respects my personal ‘space’
Eye-catching/grabs attention
Saves time

Exercise 7.1
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After-sales support (resolves issues, rather than logs them)
Long-lasting/robust
Looks good – streamlined/sleek
Looks good – chunky/solid
Looks extravagant – feels good
Child-proof (safety)
Sporty image
High-tech image
Space-saving design
Portable

Referring now to Exercise 6.2 in the last chapter which looked at your KDFs for
a product or service you use at home or at work, select from the above list any
benefits that apply to you when buying this particular product or service, and
note the particular feature that delivers it. If there are other benefits you are
looking for, also note these down, along with their associated KDF. When you
have linked a benefit with a feature, capture this link on the worksheet in
Table 7.7 and take it through the feature, advantage and benefit sequence. As
for previous worksheets, make as many copies as you need of this, and the fol-
lowing worksheet.

Now transfer the list of benefits to the worksheet in Table 7.8, add price to
the list, assuming it is not already there, and, using one of the micro-segment
columns, score this list of DBCs so that it reflects their relative importance to
you. Either score each of them out of 10, with ‘10’ meaning it is extremely
important (and ‘1’ meaning it is of no importance, but that shouldn’t apply at
this stage), or apportion a total of 100 between the benefits to indicate their
relative importance to each other (made easier if you score the most import-
ant out of 100 and score the other benefits relative to this score, and reset
them so that they total 100, as described earlier in this chapter). The work-
sheet in Table 7.8 also enables you to record the relationship between the
DBCs and their respective KDFs.

The exercise being referred to in the previous chapter also suggested that
you created a micro-segment for someone else you knew who was also in this
market. If this is the case, record the benefits and their relative importance to
each other for this micro-segment using both worksheets.
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Table 7.7 Worksheet – developing KDFs into benefits

Customer appeal Feature Advantage Benefit

What issues are of concern What features of the product What advantages do these How can tangible benefits for
this customer? or service, channel and so on features provide? be expressed to give 
For example, availability, in the customer’s view best In other words, what maximum customer appeal?
safety, reliability, simplicity, represent these issues? do they do for the customer? In other words, what does
fashionable, leading-edge What are they? the customer get that they
and so on. How do they work? explicitly need?

(The list of KDFs)

Micro-segment:

Customer appeal KDF which means that: Advantage which means that: Benefit
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Features DBCs: benefits � price

Micro-segments and their DBC scores

Price

Table 7.8 Worksheet – recording DBCs and their relative importance by micro-segment, along with their
link to features (optional)

Note: While it is useful to show the link between DBCs and their KDFs, it is an optional entry on this worksheet.

(if apportioning a total sum) Total
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Now apply the last exercise to the micro-segments you have developed for the
market your company is in. After drawing up the list of benefits and scoring
them for a selection, or all, of the micro-segments, discuss your conclusions
with others in the organization to obtain their views on the benefits and how
the micro-segments would score them.

Exercise 7.2
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Summary
The segmentation process has now reached the point where all the details required for
segmenting the market are in place. This, the fifth and final step in the development of
segments, as illustrated in Figure 8.1, constructs these segments based on the decisive
buying criteria identified in the last chapter.

Step 1 – Defining the ‘market’
The scope of the project

Stage 1 – Your market and how it worksStage 1 – Your market and how it works

Step 2 – Market mapping
Structure and decision-makers

Stage 2 – Decision-makers and transactionsStage 2 – Decision-makers and transactions

Step 3 – Who specifies what
Decision-makers and their purchases

Stage 3 – Segmenting the marketStage 3 – Segmenting the market

Step 4 – Why
The needs of decision-makers

Step 5 – Forming segments
Combining like-minded decision-makers

Figure 8.1
The segmentation
process – Step 5

1Details of this package, called Market Segment Master®, can be obtained from Ian Dunbar using
info@marketsegmentation.co.uk. Full contact details can be found in the Preface of this book.

Once the segments have been formed, the picture is completed by consolidating for
each segment the profiling attributes and estimates of size put together in Step 3 for the
customers they now represent.

With a manageable number of micro-segments, internally resourced segmentation
projects can conduct this step manually, and this chapter provides the guidelines you
require to form your segments this way. Most internally resourced projects should, there-
fore, be able to construct their own segments along these lines. The alternative is to use
a computer package specifically designed for the purpose, such as the PC-based software
package developed in association with the authors,1 the assistance of which will certainly
be required for the quantitative stage of any market research you commission.

This chapter is organized as follows:

� A ‘fast track’ for those looking for a quick route through the key points
� An introduction to ‘market segments’ and an overview of their key components
� A discussion about the size of segments and economic viability
� Balancing market segments with the number of different marketing strategies a 

company can handle
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Fast track
� Ensure that all the DBCs appear for each micro-segment and in the same

order, and remove any DBCs that appear in all the micro-segments with
the same, or very similar importance ratings. Consider clustering the
micro-segments using only their most important DBCs, such as those
accounting for, say, 80 per cent of the decision.

� Arrange the micro-segments so that all of them with the same top-rated
DBC are placed next to each other and merge those micro-segments that
are exact or very close matches to each other to form some initial clusters.

� Transfer each micro-segment and, if appropriate, each initial cluster
onto a separate sheet of paper with the importance of each DBC repre-
sented by one of the three formats in Figure 8.2.

If you would prefer to follow a mathematical clustering routine,
please refer to the relevant section that appears later in this chapter.

� Lay the micro-segments out on a table, select one of them and find its
closest match and place them together. Take another micro-segment and
repeat the same routine and build clusters of micro-segments by progres-
sively decreasing the level of similarity customers or clusters must have
with each other before they can be merged together. Periodically produce
consolidated pictures for each cluster if this makes them easier to work
with, and express the importance ratings of each DBC as an average (or
weighted average) of the micro-segments it represents. Label each cluster
CL1, CL2 and so on and make a note of the micro-segments each repre-
sents. Do not overlook the fact that a segment can consist of a single
micro-segment, particularly if that micro-segment is of sufficient size to
qualify as a segment (see later).

� Continue until you have produced a series of clusters, each populated
by customers who share a similar level of interest in the same, or com-
parable, set of needs (the definition of a ‘market segment’). If the num-
ber of clusters either corresponds to the number of segment-specific

� The order of events for developing market segments (clustering) and the clustering
routines to consider

� How to carry out visual clustering (pattern matching)
� How to progress through mathematical clustering
� The mechanics for isolating the most important buying criteria
� A brief discussion about ‘acceptable differences’ between customers
� Working through clustering outcomes that may not have been expected
� Some brief comments about computer-assisted clustering techniques and working

with external agencies conducting this analysis
� The rites of passage for a cluster to become a segment, along with some further 

comments on customer profiling
� A review of this step in the segmentation process
� The concluding segments for the case study and some further examples
� Exercises further to help you with this step
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marketing strategies your company could work with, or is up to 50 per
cent more than this number, you have arrived at an ideal conclusion
(you are unlikely to find all of the segments attractive to your company).
Most markets tend to divide into between five and ten segments.

� Once completed, take each cluster and from the information associated
with its constituent micro-segments, work out the importance rating for
its DBCs (as an average or weighted average), produce its profiling char-
acteristics and calculate its overall size. As a minimum, this size should
at least equal the minimum size you require a segment to have to justify
the expense of putting together a separate marketing strategy for it. If
required, include future growth forecasts in this figure. Consolidating
the KDFs for each cluster is optional at this stage of the process.

� For a cluster to qualify as a segment, it is essential that it is of sufficient
size to make it worth being considered a business opportunity; it can be
served by a distinct marketing strategy; it can be reached by sales and
distribution channels currently used, or which could be used; the cus-
tomers in it can be identified and reached by means of a distinctive and
cost effective communications strategy; and a structure, information
and decision-making system can be adopted which will enable it to be
served effectively.

� A worksheet for recording market segments, their DBCs and profiling
characteristics appears in the Exercises section of this chapter.

Readers who are reasonably confident that they have developed the seg-
ments found in their defined market may go straight to Chapter 9.

This concludes the fast track for Step 5 of the segmentation process.

B3

120k
DBCs
45k

D2
5

5 6 7 8

4

4

3

3

2

2

1

1
0

Spider-gram Bar chartSymbols

A5

25k

� � � �

� � �

� � �

� 

� �

–

–

Figure 8.2 Fast track – alternative approaches to comparing micro-
segments with each other visually
(Note: Consider transferring the details of each micro-segment onto
acetates with white backing paper so that you have the option of
overlaying them when checking how similar they are to each other.
The ‘Y’ axis on the bar chart is the importance rating of the DBCs.)
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The components of a 
market segment
The whole purpose of this first phase of the segmentation process has
been to develop segments within the defined market (market segments),
each of them populated by decision-makers who share a similar level of
interest in the same, or comparable, set of needs. This can then be used to
develop the most appropriate offer for each of the segments the company
chooses to target.

The first component of a market segment is, therefore, the list of needs
that the individuals in that segment regard as important to them when
selecting which competing offer to buy.

When this book refers
to ‘segments’ in the text
it is referring to ‘market
segments’.

Definition: 
A market segment consists
of a group of customers
within a market who
share a similar level of
interest in the same, or
comparable, set of needs.

An important distinction to note here, and one first mentioned in Chapter 4,
is that between a ‘market’ and a ‘segment’:

While a ‘market’ describes a customer need in a way which covers the
aggregation of all the alternative products or services customers regard as
capable of satisfying that need, ‘segments’ focus on specific products or ser-
vices, their characteristics and properties, along with other components of the
total marketing proposition, that different groups of customers are looking
for in order to satisfy their particular needs within a market.

A key difference, therefore, between a ‘market’ and a ‘segment’ is that a
specific marketing strategy can be defined for a segment, whereas for a mar-
ket, we can only list the alternative products or services. It is simply a different
level of aggregation of customer needs.

Marketing
insight

Successful targeting of segment-specific offers, however, requires an
understanding of who is to be found in each of these segments so that
there is some way of communicating with, and reaching them. Unless
they can be isolated in this way, difficulties will be encountered when
implementing strategies targeted at specific segments.

The second component of a market segment is, therefore, the profiling
attributes of its decision-makers.

But before any resources are committed to developing segment-specific
offers and in putting together the appropriate communication and distri-
bution plans, it is essential that the level of business each segment repre-
sents is assessed. While this may need to be an informed best guess at this
stage of an internal segmentation project, subsequent research can be used
to provide a more thorough assessment.

The third and final component of a market segment is, therefore, its size.
In summary, each segment consists of:

1 The needs regarded as important by the decision-makers it represents.
2 Characteristics that tell us who these decision-makers are.
3 A volume or value figure.
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Before reviewing the micro-segments to determine which of them can be
merged on the basis of the needs they share, there are two questions to
consider:

1 What is the minimum volume or value you require each segment to
have (or, perhaps, the minimum number of customers) for it to become
an economically attractive group of customers?2

2 How many segments could the company actually work with?

For many companies, the more difficult of these two questions concerns
the number of segments they will be able to support with different mar-
keting strategies, especially if the performance of the company is judged
by its market share.

Size of market segments
The question about the economic size of a segment is one that has to be
considered by those businesses where tailoring their propositions around
the different needs of individual customers is unlikely to produce the
returns required by the company. This is very likely to be the case for com-
panies with limited resource flexibility, such as those producing products
or services that require investment in large fixed/capital assets, and where
tailoring is severely limited by technical considerations, as would be the
case in pharmaceuticals.3 Such companies would clearly need to establish
minimum thresholds of segment viability that were fairly high. At the
other end of the spectrum are those companies with a high degree of
resource flexibility, such as those dependent on human resources, and with

If you have rigorously been following the steps in the segmentation
process to this point, all the above information will now be embedded in
your micro-segments; their profiling attributes and an estimate of their size
developed for them in Step 3, and their needs identified in Step 4.

As pointed out in the previous chapter, it is also useful to track the KDFs through
to the concluding segments. Your company’s performance with respect to these
features, and those that may, in time, supersede them, is how customers assess
your ability, and that of your competitors, to satisfy their needs. Company com-
petitiveness by segment is looked at in Chapter 10.

In addition, as we also pointed out, this insight enables you to review the
actual purchasing practice of the customers found in each segment. This is useful
when determining the most appropriate strategies for the segments you elect to
target and is looked at in Chapter 13.

Consolidating the KDFs for each segment is not, however, essential for this
step in the segmentation process.

Marketing
insight

2This figure should bear in mind, of course, that in most if not all segments you will have a
share of their custom rather than all of it.
3 ‘Resource flexibility’ and ‘tailoring’ were raised in Chapter 3 as considerations in effective
market segmentation, along with the degree to which customer needs differ, which is men-
tioned in the next paragraph.
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almost no technical limitations on their proposition flexibility, as would be
the case for consulting services. However, even for these latter companies,
unless they are offering full individual tailoring of every proposition, they
will still need to establish some minimum threshold, but it would be sub-
stantially lower than that set by the capital intensive organizations. Figure
8.3 summarizes this relationship.

The impact this decision has on how far the concluding segments repre-
sent a compromise of the ideal from the customer’s point of view will
depend on the degree to which customer needs differ within the defined
market. If they differ on only a limited number of specific needs and the
minimum segment size is high, there will probably be very little, if any
compromise. On the other hand, if they differ on quite a number of spe-
cific needs and the minimum segment size is high, then the degree of com-
promise could be quite high. It only ‘could’ be quite high because the aim
of the clustering routines is to minimize the level of compromise between
the customers that are merged to form a particular segment.

The degree to which customer needs differ in your market will, of
course, be reflected to some extent in the number of micro-segments you
finished with at the end of Step 4 in the last chapter. This number cannot,
however, be taken as an absolute indication because it is possible that
some of the micro-segments, when redefined in terms of their needs, are
now very similar to each other.
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When customers are being merged to achieve an economic size but, as inde-
pendent groups, they could support distinct propositions, consider the future
size of business they could represent. If it looks as if this will go above the min-
imum threshold in an acceptable period of time (normally the time horizon for
your marketing plan) then it would clearly be better to keep them separate.

Marketing
insight
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Number of market segments
Turning now to the question about the number of segments the company
could actually work with, it will be clear from what has already been said,
that unless you are a company with a high degree of resource flexibility
with almost no technical limitations on your proposition flexibility, you
will need to consider how many different segment-specific marketing
strategies your company could handle.

This consideration would be particularly important for those customer
groups you may have introduced into your project whose needs are not being
currently met in the market.

The future size of segments is a topic covered in Chapter 9.

Most markets tend to divide into between five and ten segments, so if you
were planning to serve every segment in the market, you could be looking at
between five and ten different propositions.

Marketing
insight

With respect to the number of segments you could work with, whatever
this number is, increase it by, say, around one-half as it is unlikely you will
find that all the concluding segments are actually attractive to your com-
pany, or that you can effectively compete in all of them. Segment attract-
iveness and your competitiveness are looked at in Chapters 9 and 10
respectively. If the number you arrive at is close to the resulting number of
segments, you will have arrived at an ideal conclusion.

If the ideal conclusion evades you and the most appropriate number of
segments from the customer’s point of view is outside this range, it is inter-
esting to continue merging customers until your ideal has been reached,
but only after the customer’s ideal conclusion has been recorded. The two
results can then be compared with each other, with particular attention
paid to the level of compromise that has had to occur with respect to the
needs recorded for each segment. It will then be a matter of judgement on
the strategy you adopt, the options being:

1 adopt the customer’s ideal segmentation conclusion and run with the
number of different propositions you are comfortable with handling
effectively, thereby targeting a lower proportion of the market, but with
competitive offers; or,

2 adopt the customer’s ideal segmentation conclusion and work out 
how to run with a higher number of different propositions effectively,
thereby targeting a higher proportion of the market with competitive
offers; or,

3 adopt your ideal segmentation conclusion and run with the number of
different propositions you are comfortable with handling effectively,
thereby targeting a higher proportion of the market but with competi-
tively weakened offers (especially if other companies have offers that
are more precisely targeted).
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Building micro-segments
into market segments –
clustering
For internally resourced segmentation projects that have a manageable
number of micro-segments, which tends to be most of them, it is possible to
build the market segments manually. The alternative is to build the seg-
ments with the assistance of a suitable computer-based clustering package.
The use of such packages will certainly be required for the quantitative
stage of any market research. A short discussion about computer-assisted
clustering techniques and working with external agencies conducting this
analysis occurs later in this chapter.

The general order of events in clustering can be summarized as follows:

1 Begin by looking for customers who are an exact match with each other
in respect of the benefits they are looking for and the importance they
give these benefits and merge identical customers together to form some
initial clusters.

2 Next, look for any customers and clusters that are a very close match with
each other and merge them together to create a revised set of clusters.

3 Continue by progressively decreasing the level of similarity customers and
clusters must have with each other before they can be merged together,
revising the clusters until the best or desired result has been achieved.

Forcing customers together who are really quite different from each other in
terms of their needs simply to achieve segment size targets and/or the pre-
ferred number of segments, should be avoided. By definition, they do not
qualify as a segment, as they will not be sharing a similar level of interest in the
same, or comparable, set of needs. In such situations, the guidelines you have
set for the project should be reconsidered. If it is to do with segment size, don’t
overlook the future size of business the customer groups could represent.

Any competitor who is able to target a specific group of customers with an
offer aligned to their needs is more likely to win their business.

Marketing
insight

Whether you tackle clustering manually or with a computer, there are two
clustering routines you can consider when forming segments and a third
routine which is interesting to look at if your company currently segments
customers on the basis of their profiling attributes.

Routine 1 This routine is the most obvious routine to follow as it
merges micro-segments together according to how similar
they are to one another with respect to the relative impor-
tance they have given to each Decisive Buying Criterion
(DBC) identified for the market.

Once completed, the profiling attributes and estimates of
size that accompanied each micro-segment should be con-
solidated for each concluding segment.
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Although we refer to the ‘similarity’ between micro-segments, it is often
described as determining the ‘difference’ between micro-segments, especially
when clustering is conducted mathematically. To be more accurate, therefore,
each segment should be described as consisting of customers who have an
‘acceptable’ level of difference between them.

A brief discussion on ‘acceptable’ differences occurs later in this chapter. It is
based around the effect a merger of customers has on the most appropriate
marketing strategy.

Marketing
insight

Depending on how satisfied you are with the degree of ‘fit’ obtained by
this first clustering, in other words, how well the micro-segments come
together to form distinct segments, you may wish to explore the alterna-
tive routine to see whether or not this ‘fit’ can be improved upon:

Routine 2 A selective DBC clustering routine which follows the prin-
ciples of the first routine, except that you select which particu-
lar market DBCs to include, which could possibly see ‘price’
taken out of the equation. This may be a useful routine if the
score for one, or more, of the clustering criteria is/are similar
across the micro-segments. It can also be useful if one, or
more, of the benefits is, in fact, becoming an expected part of
the offer and less of a differentiator. Seeing what would hap-
pen when this DBC becomes a market ‘qualifier’ (and there-
fore removed from the segmentation equation) can provide
you with an interesting future vision of the market – a vision
which could provide you with a valuable strategic advantage.

As for the first routine, once completed, the profiling
attributes and estimates of size that accompanied each
micro-segment should be consolidated for each concluding
segment.

As already mentioned, a final routine which is sometimes interesting to
look at concentrates on the profiling attributes of each micro-segment;

Routine 3 This routine merges micro-segments together to form seg-
ments based on the similarity of their profiling attributes.

When this routine is completed, the similarity (or other-
wise) of the scores for their market DBCs are shown for
each of the concluding ‘segments’.

If segments are, however, about groups of customers with the same or
comparable set of needs, the value of this third routine is limited to simply
satisfying curiosity. However, if your company is currently following a seg-
mentation structure built around customer profiles, such as industry types,
and your needs-based segmentation project has identified that this is not in
fact the case, being able to produce the results based on a current view held
by the business can help the segmentation team persuade the company to
change.
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Two approaches to manual clustering are looked at in this chapter:

1 visual clustering; and,
2 mathematical clustering.

The second of these approaches will require the relative importance of the
DBCs to be expressed numerically, which is also how they will have to
appear if you are proposing to use a computer package for clustering.

At this stage, you need only to consider the micro-segments and their
DBCs, along with their size. Bringing together their profiling details and
their KDFs can occur once the segments have been formed.

If at any stage of building your clusters:

1 a cluster is developed that matches or exceeds the size requirement of a
segment, and

2 further additions to this cluster will weaken what is currently a very clear
focus around one, or more key DBCs in this cluster,

put this particular cluster to one side in order to protect its position. However,
for thoroughness, frequently review its position as you continue to build other
clusters to reconfirm that keeping it ‘protected’ remains the best strategy.

Marketing
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Visual clustering (pattern analysis)
There are three preparatory measures to follow before proceeding to
merge like-minded decision-makers into clusters, the third of which you
may prefer to implement only if an initial attempt at clustering proves to
be too difficult and a reduction in the number of DBCs having to be con-
sidered would resolve the problem.

1 So that the micro-segments are directly comparable with each other,
ensure that all the market’s DBCs appear for each micro-segment, even
those they have no interest in, and that the DBCs are in the same order.

2 Remove any DBCs that appear in all the micro-segments with the same,
or very similar importance ratings, as they clearly have no role in differ-
entiating between groups of customers, though it is helpful if they still
appear in the list of DBCs for the concluding segments as they will need
to be taken account of when putting together the segment-specific offers.

3 Consider clustering the micro-segments using only their most import-
ant DBCs by focusing on those that account for, say, 80 per cent of their
decision (the mechanics for this are discussed after the section on math-
ematical clustering).

As a first step in visual clustering, look across the micro-segments to see if
any obvious similarities appear, as these can be used to form some initial
clusters. This will reveal if there are any exact matches and should enable
you to identify the very close matches. If your micro-segments looked
anything like those in Table 8.1 you would be able to form your clusters in
a single move.
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Assuming it was not quite as easy as the example in Table 8.1, once any
initial clusters have been formed from this first look, it is now a case of
building your clusters by progressively decreasing the level of similarity
customers and clusters must have with each other before they can be
merged together. This is continued until the best or desired result has been
achieved (as described earlier).

Don’t overlook the possibility that a segment could consist of one
micro-segment, particularly if that micro-segment is of sufficient size to
qualify as a segment.

Visual clustering can be made easier if you follow one or other of the fol-
lowing suggestions;

1 Transfer each micro-segment onto a separate sheet of paper with its list
of DBC importance ratings and its size as illustrated in Figure 8.4.

Lay the micro-segments out on a table, select one of them and find if
it has a close match and put it with the matching micro-segment (which
would see A5 and D2 in Figure 8.4 being brought together). Take
another micro-segment and follow the same routine. Build the clusters
by progressively decreasing the level of similarity customers and clus-
ters must have with each other. Focusing on the DBCs that account for
the major part of a customer’s decision and putting aside the DBCs with
very low scores can help here.

Table 8.1 Looking for distinct patterns across micro-segments

Market DBCs Micro-segments and the importance of their DBCs

A1 A2 A3 B1 B2 C1 C2 C3 C4 D

DBC 1 – 32 – – 31 22 – – 18 –
DBC 2 16 – 15 42 – 8 40 21 11 18
DBC 3 21 – 20 8 – 15 10 – 16 –
DBC 4 5 40 5 – 38 11 – – 9 –
DBC 5 – 14 – – 16 – – – – –
DBC 6 19 – 20 20 – 4 20 29 5 32
DBC 7 6 – 5 – – 24 – – 27 –
DBC 8 – – – 25 – – 25 – – –
DBC 9 23 – 25 – – 9 – 6 11 4
DBC 10 10 14 10 5 15 7 5 44 3 46

Note: It is not necessary to list the actual DBCs themselves. There are five clusters in 
this table consisting of, A1 and A3, A2 and B2, B1 and C2, C1 and C4, C3 and D.

This first look across the micro-segments can sometimes be made easier if the
micro-segments are arranged so that all of those with the same top-rated DBC
are placed next to each other. If the micro-segments in Table 8.1 had been
arranged along these lines then the final clusters would have been even more
apparent.

Marketing
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As you continue to add micro-segments to your clusters and, as will
eventually happen, you add clusters together, you may find it makes it
easier if, at various stages, you produce a consolidated single picture 
for each cluster and work with these as you continue to build the seg-
ments. It helps if you label these clusters CL1, CL2 and so on, record their
size and make a note of the micro-segments each of them represents. For
the consolidated picture, the importance rating of each DBC should be
expressed as an average (or weighted average4) of the ratings that have
been given to them by all the micro-segments the cluster now represents.

2 Alternatively, transfer each micro-segment onto a separate piece of
paper with its DBC importance ratings captured as a spider-gram, along
with its size, as illustrated in Figure 8.5.

Using acetates is particularly helpful when working with spider-grams.
Follow the procedure suggested in the first option to build your 

segments.
3 As alternatives to spider-grams, you could consider using bar charts, 

as in Figure 8.6, or any other visual representation you would prefer to
work with.

A5

25k 120k 45k

B3 D2

–

–

–

–

–

–

Figure 8.4 Comparing micro-segments with each other visually
(Note: When using symbols to indicate the importance of DBCs, as in
this example, as opposed to numbers, consider transferring the
details of each micro-segment onto acetates as this gives you the
option of overlaying them when checking how similar they are to
each other. It helps if the acetates also have white backing paper as
this will make them clearer for the initial assessment of where the
similarities may be found.)

4Assuming the micro-segments are of different sizes, the ‘weighting’ is based on these 
sizes. Otherwise, use straight averaging. An example of how to apply weightings appears in
Table 8.5 later in this chapter with a worksheet in the Exercises section of this chapter.
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Once you have completed your clustering and arrived at the segments, take
each one in turn, note its size and work out the segment’s average 
(or weighted average) importance rating for each DBC across its micro-
segments. To complete the picture, produce a segment profile by consolidat-
ing the profiling attributes of its constituent micro-segments. Consolidating
the KDFs for each segment is optional at this stage, though it is clearly an
opportune time at which to do so.

A worksheet for recording market segments, their DBCs, profiling char-
acteristics and size appears in the Exercises section of this chapter.

Mathematical clustering
As has already been pointed out, it is necessary to have the relative import-
ance scores expressed numerically for this option.

The preparatory measures for mathematical clustering are exactly the
same as those for visual clustering. Briefly, these were:

1 All the DBCs should appear for each micro-segment and in the same order.
2 Remove any DBCs that appear in all the micro-segments with the same,

or very similar, importance ratings.
3 Consider clustering the micro-segments using only their most important

DBCs.

A5

25k 120k 45k

B3 D2

0

1

2

3

4

5

1
DBCs
25k

A5

DBCs
45k

0

1

2

3

4

5
D2

2 3 4 5 6 7 8
0

1

2

3

4

5

DBCs
120k

B3

1 2 3 4 5 6 7 8 1 2 3 4 5 6 7 8

Figure 8.5
Comparing micro-
segments with each
other visually using
a spider-gram
(Note: The three
micro-segments in
this example are the
three that appear in
Figure 8.4.)

Figure 8.6
Comparing micro-
segments with each
other visually using
a bar chart
(Note: The three
micro-segments in
this example are the
three that appear 
in Figure 8.4. The 
‘Y’ axis on each 
bar chart is the
importance rating
of the DBCs.)
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The mathematical procedure presented here is very rigorous and one of
the most frequently used in clustering programs. It also involves many
calculations. How many calculations are required is governed by both the
number of micro-segments you are evaluating and the number of DBCs
you are including. As a first step, therefore, it is suggested that you look
across the micro-segments to see if any obvious similarities appear so that
some initial clusters can be formed (exactly as suggested for visual clus-
tering). Arranging the micro-segments into groups according to their most
important DBC will help here. For any clusters this produces, note their
size and determine the average (or weighted average) scores of the DBCs,
as these will be used in the calculations which follow. Label each resulting
cluster CL1, CL2 and so on, and note which micro-segments it represents.

Additional shortcuts are included as we walk you through this approach
to clustering.

An example is used to illustrate the next steps.
Table 8.2 contains a sample of five micro-segments taken from a particu-

lar market, along with their scores for the DBCs in this market. However,
to help in the explanation of this procedure, only four DBCs are used, one
of which is ‘price’.

Table 8.2 Micro-segment details for a clustering routine

Market DBCs Micro-segments and their DBC scores

A1 A2 A3 A4 A5

Value £30k £20k £20k £20k £30k

Local availability – access 40 50 45 30 30
Eco-friendly packaging 30 25 30 20 15
Trusted brand – reliability 20 20 15 40 45
Price 10 5 10 10 10

Total 100 100 100 100 100

Note: Although there are some obvious similarities between micro-segments in this
table and the suggested ‘first step’ outlined earlier would see four of them merged into
two separate clusters, they are put through the mathematical procedure to illustrate
both how it works and how it would also conclude that these four micro-segments
should merge into distinct clusters.

If you have used symbols, such as stars and half-stars, to illustrate the importance of
DBCs, or scored each of them out of 10, they can be converted to scores that total 100
by following the procedure discussed later in this chapter for isolating the most import-
ant DBCs and illustrated in Table 8.7.

The difference between each of these micro-segments needs to be calcu-
lated. The method of doing this is illustrated in Table 8.3, using micro-
segments A1 and A2 from Table 8.2 as the example.

The difference between A1 and A2 following the method appearing in
Table 8.3 is, therefore, ‘12.2’.

This is then repeated for A1 and A3, then A1 and A4, followed by A1 and
A5, then for A2 and A3, A2 and A4 and so on until all the micro-segments
have been compared with each other (a total of ten pairings in this example).
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The closest matching micro-segments in the example are A1 and A3,
with a difference calculated at 7.1, along with A4 and A5, which also have
a difference calculated at 7.1. There is very little similarity, however,
between either A1 or A3 and A4 or A5 (the difference scores ranging from
24.5 for A1 versus A4, to 36.7 for A3 versus A5).

The first cluster is formed by combining the micro-segments with the
least difference between them. In the example, two sets of micro-segments
have the lowest scores, meaning two sets of micro-segments can be com-
bined on this first run. Therefore, assuming a difference of 7.1 is accept-
able, A1 and A3 can be combined, which will now be referred to as
‘Cluster 1’ (CL1), and A4 and A5 can be combined, which will now be
referred to as ‘Cluster 2’ (CL2). The issue of ‘acceptability’ is discussed
later in this chapter.

For the procedure to progress, a single set of DBC scores needs to be cal-
culated for each new cluster. This can be either the average or weighted

Table 8.3 Calculating the difference between micro-segments

Market DBCs Micro-segments Difference Difference Square root of 
and DBC scores between scores squared total difference

A1 A2 (A1 � A2) ���

Local availability – access 40 50 �10 100 –
Eco-friendly packaging 30 25 5 25 –
Trusted brand – reliability 20 20 0 0 –
Price 10 5 5 25 –

Total 100 100 – 150 12.2

Note: This particular procedure is known as ‘squared Euclidian distances’.

Table 8.4 Difference scores for five micro-segments

Micro-segments

A1 A2 A3 A4 A5

Micro-segments
A1 0 12.2 7.1 24.5 30.8
A2 0 10.0 29.2 33.9
A3 0 30.8 36.7
A4 0 7.1
A5 0

A worksheet for following this method appears in the Exercises section of
this chapter.

The results of all the difference calculations required for the micro-
segments appearing in Table 8.2 are summarized in Table 8.4. For ease of
reference, Table 8.4 is presented along the same lines as a distance chart in
an atlas.
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Table 8.5 Calculating weighted average DBC scores for a cluster

Market DBCs Micro-segment/ Volume/ DBC score Micro-segment/ Volume/ DBC score New Cluster 
Cluster value � weight Cluster value � weight (CL1)

A1 £30 000 A3 £20 000 Size: £50 000

Weight – 60% Weight – 40% 100%

DBC score Weight (a) � (b) DBC score Weight (c) � (d) DBC score
(a) (b) (e) (c) (d) (f) (e) � (f)

Local availability – access 40 60% 24 45 40% 18 42
Eco-friendly packaging 30 60% 18 30 40% 12 30
Trusted brand – reliability 20 60% 12 15 40% 6 18
Price 10 60% 6 10 40% 4 10

Total 100 – 60 100 – 40 100

C
h
a
p
-
0
8
.
q
x
d
 
 
8
/
1
7
/
0
4
 
 
4
:
1
3
 
P
M
 
 
P
a
g
e
 
2
5
4



Forming market segments out of like-minded decision-makers 255

average scores of the DBCs, with the ‘weighting’ based on the size of each
constituent micro-segment. Weighted average scores can be calculated
using either of the following two approaches:

1 in Cluster 1 (CL1), micro-segment A1 accounts for £30 000 and micro-
segment A3 for £20 000, therefore the DBC scores in A1 have a weight-
ing of 1.5 times the DBC scores in A3 (£30k/£20k � 1.5);

2 alternatively, the weighting attributed to each micro-segment can be
expressed as a percentage of the total size of the new cluster. Using per-
centages, the DBC scores in A1 have a weighting of 60 per cent
(£30k/£50k � 60 per cent), leaving A3 accounting for 40 per cent.

Calculating weighted average DBC scores for a new cluster using percent-
ages is illustrated in Table 8.5. A worksheet for calculating DBC scores fol-
lowing this method appears in the Exercises section of this chapter.

The updated status for the market as originally illustrated in Table 8.2
appears in Table 8.6.

Table 8.6 Clustering update

Market DBCs Clusters, micro-segments and 
weighted average DBC scores

CL1 A2 CL2
(A1 and A3) (A4 and A5)

Value £50 000 £20 000 £50 000

Local availability – access 42 50 30
Eco-friendly packaging 30 25 17
Trusted brand – reliability 18 20 43
Price 10 5 10

Total 100 100 100

Note: There are more rigorous routines which do not calculate the weighted average
scores for clusters, but retain the highest and lowest scores that exist for each DBC from
the micro-segments in the cluster. When calculating differences, these routines work
out the maximum difference for each DBC. This means that when comparing a DBC for
two clusters, the difference score is determined by the greatest difference that exists
between the highest or lowest scores in one cluster and the highest and lowest scores
in the second cluster. If, therefore, we were to compare CL1 with CL2 using this
approach, the difference between them on ‘trusted brand – reliability’ would be 45
minus 15 (the A5 score less the A3 score).

Ideally, the calculations in Table 8.3 should be repeated, in the first
instance, across all the micro-segments in the project before any clustering
took place. However, before conducting any calculations, all the obvious
similarities between micro-segments would have been looked for and ini-
tial clusters formed for each group of like-minded micro-segments. In the
example, this would have seen A1 and A3 placed in one cluster, and A4
and A5 placed in another cluster.

Once this first run of calculations has been completed, the new clusters
are required to have their difference scores calculated against all the
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At some stage you may need to calculate the difference between all the
remaining clusters and micro-segments to progress with forming the seg-
ments but, by following the above suggestions, the number of occasions
on which you will have to do this will be limited.

After each completed cluster run, it is useful briefly to record the pro-
ject’s status in case you need to refer back to it later. It is particularly use-
ful to have a record of the size of each cluster as it grows, as well as a
record of the micro-segments and, as will eventually happen, the clusters
it contains. Number each run in sequence and record it on a separate
sheet. A suggested worksheet for recording the results of a cluster run
appears in the Exercises section of this chapter.

Once you have completed your clustering and arrived at the segments,
each of them sized and with a single set of DBC scores, take each segment
in turn and consolidate the profiling attributes of its constituent micro-
segments to produce a segment profile. Consolidating the KDFs for each
segment is optional at this stage, though it is clearly an opportune time at
which to do so.

A worksheet for recording market segments, their DBCs, profiling char-
acteristics and size appears in the Exercises section of this chapter.

Isolating the most important DBCs
The mechanics for isolating the most important DBCs by identifying those
that account for 80 per cent of the decision are exactly those that were pre-
sented in Chapter 6 when we were discussing the 80/20 rule as a method
of identifying the most influential features. This requires the importance
ratings to be expressed in percentages. If you have been using symbols to
illustrate importance, such as stars and half-stars, they need first to be con-
verted to numbers with each ‘half-star’, for example, being equivalent to a
single unit, thus ‘����✰’ (four and a half stars) is equivalent to ‘nine’.
Once all the DBCs for a micro-segment have their importance expressed

As each successive run of calculations uses ever-increasing differences to build
up the clusters, look across the data before starting each new sequence to see
if there are any obvious similarities that would be uncovered at the next level
of ‘difference’. If there are, merge them together and recalculated their DBC
scores along the lines already suggested.

You can also cut down the number of calculations by omitting calculations
for pairs of micro-segments/clusters that are clearly dissimilar to each other.

Difference calculations can then be limited to:

� clarifying the position between micro-segments/clusters when it is visually
unclear; and

� determining where a particular micro-segment/cluster should move to next
when there is more than one contender and it is unclear where the best fit
occurs.

Marketing
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remaining micro-segments and against all the other clusters, after which
the clustering sequence detailed above is repeated once again. The project
continues along this path until a conclusion is reached.
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numerically, the steps to follow when determining the most important 80
per cent are as follows (this also applies to micro-segments with the
importance of their DBCs rated on a scale of, say, one to ten);

1 Arrange the DBCs for the micro-segment in a descending order of
importance.

2 Add up the individual numbers to arrive at a total.
3 Rework the individual numbers into percentages by dividing each of

them by the total and multiplying the answer by 100.
4 Build a cumulative picture by progressively adding up the reworked

individual figures.
5 Determine the best position for the 80 per cent cut-off point.

The results of these calculations for micro-segments A5 and D2 in Figure
8.4 appear in Table 8.7.

Table 8.7 Prioritizing DBCs

Micro-segment – A5 Micro-segment – D2

DBC As a Reworked Cumulative DBC As a Reworked Cumulative
rating number rating number

����✰ 9 30 30 ����� 10 31 31
���✰ 7 23 53 ���✰ 7 22 53
��� 6 20 73 ��� 6 19 72
�� 4 13 86 �� 4 13 85

�✰ 3 10 96 �� 4 12 97
✰ 1 4 100 ✰ 1 3 100

Total 30 100 Total 32 100

Note: The dotted line indicates the suggested cut-off point. When the cumulative scores do not provide an 
80 per cent cut-off point, the most sensible cut-off point is selected.

Micro-segment D2 in Table 8.7 highlights a decision that you may have
to make when reducing the DBCs to the most important. This micro-
segment has two DBCs with the same rating competing with each other as
to which of them falls above or below the cut-off point. Such situations can
only be resolved in the first instance by making a judgement as to which
of them is probably the more important of the two. What can be done later
is a check to see whether reversing this decision would have made any dif-
ference to the segment D2 finally ends up in. If it does make a difference,
it will once again have to be a matter of judgement as to which segment
you leave it in.

Acceptable differences
The most useful method of assessing ‘acceptability’ is your own judge-
ment. The main consideration for this judgement concerns the effect the
merger of micro-segments/clusters would have on the marketing strategy
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you would put together to win their business. If by merging two micro-
segments/clusters the resulting scores for their DBCs would have little
impact on the type of offer best suited to one or the other as they currently
stand, then the level of difference between them is acceptable. If, on the
other hand, the combination would weaken a good offer you could put
together for one or both of them separately, the level of difference is usually
not acceptable. The exception would be if one of the micro-segments/clus-
ters was only quite small, while the other was quite large, as the smaller of
the two would not justify a distinct offer for itself anyway. Finally, if you
are only addressing this problem at the last stages of clustering and simply
trying to sweep up some currently ‘homeless’ micro-segments/clusters,
too small to form their own segments, note which cluster they would join,
add their volume/value figure to that cluster, but do not change the clus-
ter’s current DBC scores. The overriding rule is, however, if in doubt do not
merge them, as you can always revisit this decision later.

What if …
Not all projects see their micro-segments settle into a clean set of clusters
that match up to what was being expected. The three most often men-
tioned concerns with the results at this stage are as follows:

1 A number of micro-segments do not appear to have a natural fit with
any cluster.

2 The resulting clusters are fewer in number than expected or a small
number of the concluding clusters account for a high proportion of the
market.

3 The best result in terms of producing clusters with very clear market
DBC preferences between them produces more clusters than expected,
but taking the clustering routine further blurs the distinctiveness.

Each project clearly has to be looked at individually, but the following
may help you through these issues if you have to address any of them.

1 ‘Homeless’ micro-segments.
First check the size of these micro-segments, as a single micro-segment
could be large enough to form a segment in its own right. If this is not
the case for any of them, consider the potential future size of these
micro-segments. If this would qualify any of them as a segment in the
future, take advantage of that possibility now. Both these possibilities
were covered earlier in this chapter

For any which are of a reasonable size, but not large enough to qual-
ify as a segment, and which do not currently appear to demonstrate any
possibility of future growth, revisiting them at a later stage is an option
you could consider for any follow-up work.

If you are still left with a number of ‘homeless’ micro-segments, add
up the total volume/value they account for and if this total is, say, less
than 10 per cent of the market, then you can usually put them to one
side without having to face any major repercussions in the market. No
specific marketing strategies will be targeted at them, unless, of course,
there are niche operators in the market for whom they represent a
worthwhile marketing opportunity.
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As a final resort, it often helps if you, or your research agency, talk
with a representative sample of these micro-segments to ensure that you
have a full understanding of their buying requirements. They are, after
all, active in the market today and it is unlikely any supplier is putting
together a bespoke offer for them. On the other hand, they may repre-
sent a group, or groups, in the market whose needs are not being satis-
fied by any supplier and who are currently having to compromise on
what they buy. Build this understanding into the segmentation process
and they may well form into a new cluster.

This same approach would be applicable if your project was ending
up with homeless, small, clusters.

2 Fewer clusters than expected.
This usually means that only two or three market DBCs have attracted
high scores from the micro-segments and/or a large number of micro-
segments seem to want a portion of everything.

In these cases it can often mean that the prominent market DBCs
require further investigation in the market in order to establish if, at the
qualitative research phase, the real requirements were teased out. For
example, if one of the prominent DBCs was, say, ‘a large, reputable com-
pany’, it would be useful to establish a clearer understanding of what
exactly was meant by this. At the time of the qualitative work for the
project, assuming you required such research, the DBC arrived at may
have appeared to be adequate. You could not have known at that stage
its true level of ‘popularity’. This does not, however, prevent the seg-
ments you have arrived at from being taken through to the next step
and into the second phase of the process. What can be usefully done in
the meantime is to revisit this DBC with customers represented by the
micro-segments giving this DBC a high rating. You can check with these
customers whether or not there are some more specific requirements
being delivered by this DBC which, if introduced into the segmentation
project would lead to a more focused result.

A DBC such as ‘large reputable company’ could mean to some customers that
the companies they associate with this description deliver a ‘conservative’ line
of products or services. To others it could represent companies that are inno-
vative, while to a further group of customers it could mean ‘strong ethical
business policies’, and so on.

Marketing
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A useful clue as to whether you may have overlooked more exacting
requirements could be in the KDFs associated with the micro-segments.
If a prominent DBC covers a range of different features, such as differ-
ent brands, these different features may be delivering different benefits.
A wrong assumption may have been made earlier on in the project.

3 More clusters than expected.
The first check would be on the size of each cluster to see if any qualify
as a segment (including future growth, if appropriate). If a large num-
ber of them qualify by size in their own right, you may have to accept
that your market splits into more than the number of segments you
were anticipating, especially if each of them has quite distinctive
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requirements. Alternatively, it could be because the market definition is
too broad.

Too many clusters may also be generated when the DBCs are not actu-
ally reflecting the real needs-based buying requirements of the market.

Finally, if only some of the clusters qualify as segments in terms of size,
check the other clusters to see if any of them are, in fact, growing into
the market segments of tomorrow. For the clusters which are tomor-
row’s new segments, these should progress to the next step in their own
right. For the remaining clusters which, we can now assume, are quite
small, refer back to the earlier section which looked at ‘homeless micro-
segments’ (the second and subsequent paragraphs).

As will be clear, each particular project needs to be looked at in turn, as the
range of possibilities could go beyond those summarized above. Those
discussed in this section tend to be the most frequently observed.

It is worth emphasizing, however, that most markets tend to split into
between five and ten segments.

Computer-assisted clustering
The purpose of this section is briefly to introduce the clustering techniques
you may come across and to provide some guidelines on what to look for
when working with external agencies running the clustering analysis for
you. For a detailed discussion of alternative clustering algorithms we
would refer you to Everitt (1993).

In his review of the more traditional statistical methods used for clus-
tering, Everitt recommends Euclidian distances, which is the technique
described in the section on mathematical clustering earlier in this chapter,
or Ward’s hierarchical clustering method, which builds clusters based on
minimizing the loss of information between data sets (customer groups).
Of these two, the most frequently used appears to be Euclidian distances,
and it is this approach to clustering that you will generally find your 
market research agency using.

A more recent development in clustering packages is the use of a neural
network, or the use of a technique similar to a neural network, to analyse
the data and it is the latter approach that has been built into the PC-based
software package developed in association with the authors, Market
Segment Master®. One of the main advantages of this approach is that it is
extremely fast, which means that testing the impact of varying the data
included in the analysis can be conducted very easily, thus enabling the
analysis to be a more continuous process.

When using an external agency to conduct the clustering, we would
strongly recommend that you involve yourself in the analysis, rather than
have the agency present you with their analysis. This is because, more
often than not, interpreting the results involves a degree of intuition along
with an element of judgement as to whether or not what is being pre-
sented actually makes sense.

The most useful approach to analysing the data is to start with a series of
cluster solutions and compare one with the other. Deciding on what series
of cluster solutions you would like to review is based on the number of seg-
ments you are expecting to find in your market. If, for example, you were

It is important to involve
yourself in the cluster
analysis rather than leave
it solely in the hands of
an external agency.
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expecting the number of segments to be between five and eight, it would
be in order to request separate data runs for a four-cluster solution, a five-
cluster solution, a six-cluster solution, along with a seven-, eight- and nine-
cluster solution, requiring a total of six separate data runs. The cluster
solution producing the best result, which is a decision principally based on
the solution that contains the most distinctive clusters, is then selected.

For these initial cluster runs, it is also useful to review the profiling char-
acteristics associated with each cluster and how other key data appears for
each cluster. In particular, if the data has been collected through research
you have commissioned for your project, you could use this as an oppor-
tunity to look at the features that appeal to each cluster (their KDFs),
which is an area of questioning we would suggest is included in the sur-
vey. A complete run of all the questions in the survey should, however, be
deferred until you have selected the preferred cluster solution.

As an alternative to predetermining the cluster solutions you would
like to see, there is occasionally the option of choosing to see what cluster
solutions are produced at various levels of ‘difference’. Depending on the
outcome, you then select a higher or lower level of difference until you
arrive at a cluster solution that produces the best result. Referring to the
example appearing in Table 8.4, here we see difference scores ranging
from just over 7 to just under 37 for a small selection of micro-segments, so
in the option being discussed here, what you could request is to see the
clusters that are produced when the level of difference is set at no more
than 8 (which would be three clusters in the example).

Finally, as the main focus of the analysis will be the different scores
given to the benefits by each cluster, it is worth giving some thought to the
format you would prefer to work with. The options tend to be either a
presentation of the benefit scores numerically, or as points either side of a
central line to indicate how the score for a particular benefit in a cluster
varies with the overall average score given to that benefit by the sample as
a whole. These two options appear in Table 8.8.

A further alternative is to have the clusters positioned on a two-
dimensional map which shows their overall relative positions to each
other for all the benefits, as illustrated in Figure 8.7.

Table 8.8 Standard formats for comparing clusters

Format 1: Benefit scores as numbers Format 2: Benefit scores as variations

Market DBCs Cluster 1 Cluster 2 Market DBCs Cluster 3 Cluster 4

Access 6.3 1.6 Access ��� �

Eco-friendly 2.9 8.3 Eco-friendly � ��

Reliability 7.0 3.7 Reliability �� ���

Price 1.8 3.1 Price � �

Note: The vertical line in ‘Format 2’ represents the average score for that benefit across the whole sam-
ple, with stars on the left of the vertical line indicating where a score for a cluster is below the average
and stars on the right indicating where a score for a cluster is above the average. The number of stars
indicates the extent of the difference around the average. Where a score for a particular benefit in a
cluster is equal to the average score, no star appears.
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The distinctiveness of each cluster becomes immediately apparent
using the format illustrated in Figure 8.7. It is also the format available in
the software package the authors have been involved in developing.

Segment checklist
To determine whether the clusters qualify as ‘market segments’, apply the
checklist as follows:

Volume/Value The size of each segment must be sufficient to justify
the expense of developing specific offers for them and
the expense of taking these offers into the market. The
‘size’ test for each segment should already have been
cleared. Segments have to be measurable.

Differentiated Is the offer required by each segment sufficiently dif-
ferent from that required by the other segments? This 
is where the marketing strategies appropriate for one

Cluster 1

Cluster 3

Cluster 2

Cluster 5

Cluster 4

Cluster 6

Figure 8.7 Comparing clusters using a two-dimensional map
(Note: In this example, a six-cluster solution, the clusters are fairly
well separated from each other (using the mid-point of each circle)
and therefore look quite distinctive. Other cluster solutions may
improve on this separation (distinctiveness) or worsen it. The size of
each circle can either represent the number of customers in each
cluster or the quantity they account for.)
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segment are checked to ensure they are distinguishable
from the marketing strategies developed for the other
segments.

Reachable This is where the different segments are checked to
ensure that the marketing strategies appropriate for
each of them can be directed towards them in some way.
Each segment must, therefore, have some distinctive
characteristics that can be used to identify the customers
it represents, thereby enabling us to communicate with
them and distribute our products and services to them,
for example:

� distinct television viewing, radio listening, news-
paper or magazine reading profiles; and/or

� distinct characteristics which can classify them by
who or what they are, such as socio-economic group,
type of company; and/or

� distinct characteristics which can classify them by a
geographic area, such as postcodes; and/or

� distinct characteristics which can classify them by
their purchasing preferences, such as purchasing
patterns, distribution channels, distinct benefits
looked for, distinct response to prices.

This is discussed in more detail after the final item on
the checklist.

Compatibility This is where you rigorously check your own com-
pany’s ability to focus on the new segments by struc-
turing itself around them organizationally, culturally, in
its management information systems and in its decision-
making processes. Such changes may not be possible
immediately, therefore the organization’s ability and
willingness to evolve to the required structure should
be tested.

The checklist questions appear towards the end of this section after a final
look at segment profiling and reachability.

Profiling revisited
Profiling, and its importance in segmentation, was covered in Chapter 6
when we looked at the components of a micro-segment. There we dis-
cussed standard approaches to profiling, namely demographic/firmo-
graphic, geographic, geodemographic and psychographic profiling, and
the possible use of acquisition routes (outlets and channels) along with the
other interests and product usage characteristics of customers to reach
particular segments. Now that the segments are fully developed, there are
the additional possibilities of distinguishing between them by relying on
the strength of their individual propositions to self-select their target cus-
tomers, by how the offer is communicated to them or even by price bands.
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Whereas in the above example the company in question was using a short
series of questions to verify what segment a customer was from, some
companies have used this approach as their sole method of determining a
customer’s segment. These questions, sometimes referred to as the ‘golden
questions’, have been used by sales representatives when with prospec-
tive clients to assess quickly what selling message they should follow, and
by telephone sales staff to determine what sales line should be adopted
when either prospecting or receiving enquiries.

A financial services company in the European Union looking at how
customers segmented in a particular market they specialized in,
found that the standard approaches to profiling did not adequately
distinguish between the segments. However, there were major
differences between the segments in terms of the propositions
they would respond to and they believed that these in themselves
would overcome the problem. After some initial tests proved that
this was the case, they moved to a regional launch using direct
response advertising in the press. To further verify that the propo-
sitions were hitting their target segments, respondents who tele-
phoned the company were asked a series of short questions, their
answers to which enabled the company to check which segment
the respondent was from.

The match between the segment a proposition was targeting
and the segment the respondent was from proved to be
extremely high, so the campaign was extended to other regions
in the knowledge that the individual propositions would reach
their target segments.

A world-wide credit card company has developed and put into
effect a ‘golden question’ routine for its telephone sales staff. For
every prospecting call or new enquiry, the computer-generated
screen-prompt starts with these golden questions. Once the cus-
tomer, through their answers, has indicated the segment they are
from, the screen prompt seamlessly transfers to the sales routine
designed specifically for that segment.

While this has certainly increased the time required for each
call, the increased success rate has more than compensated for it.
Periodically, current customers have their segment re-verified
through the same routine.

In other cases, companies have used a mix of current knowledge and feed-
back from sales calls to allocate customers progressively into their respect-
ive segments.
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When reviewing the profiling information you have put together, it is
important to remember that it is not necessary to have the identical profile
for all the customers in a segment, as we are just looking for one distinc-
tive, but usable, characteristic, or one particular distinctive set of ‘condi-
tional’, but usable, characteristics, such as ‘medium-sized companies and
privately owned’ or ‘single and gym-club member and aged 30–35’. It is
also not necessary for all the customers in a segment to have this single, or
conditional set of, distinctive characteristic(s), as long as the majority
have. Table 8.9 provides an example.

From the above table, you could now state that ‘Segment 1 was predomi-
nantly in the age group 41–50’, and that ‘Segment 2 was predominantly in
the age group 31–40’. These distinctions could therefore be used to reach
one or the other segment. If, however, the concluding segments had a less
focused age structure, you would then conclude that ‘age’ was not a pro-
filing discriminator between segments in the market being looked at and
an alternative would have to be found. This alternative may, of course, be
a ‘conditional’ set of profiling characteristics which could include age. For
example:

Let us assume that for the market represented by Table 8.9, you 
were not satisfied with the result when using age profiles as a means of 
distinguishing between segments. If it was known that in this market all
of the micro-segments originating from customer group ‘B’ did not own a

The ability to reach customers with their segment-specific offers is a key measure
of success for a segmentation project. Addressing the issue of profiling early in
the project and exploring a wide range of potential profiling attributes will make
an important contribution to this success. What cannot be ignored, of course, is
that any difficulties you may have with this issue are of no concern to your cus-
tomers, just as it is of no concern to you as a customer of other businesses.
Customers, including you, will not change their buying preferences simply to slot
themselves into an administratively convenient segment for any company.

Marketing
insight

Table 8.9 Segment age profiles in a market

Segment 1 Segment 2 
(2200 units) (3050 units)

Micro-segments Vol/val by age: Micro-segments Vol/val by age: 
Age ranges Age ranges

31–40 41–50 31–40 41–50

A2 150 A1 250
A3 1250 A4 350
B2 300 A5 200
B3 500 B1 250

C1 2000

Total 450 1750 2800 250
Segment (%) 20.5 79.5 91.8 8.2
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If, despite all that has been tried and tested, you still have a cluster popu-
lated by customers who are difficult to isolate and reach, and assuming
they are customers you would like to do business with, first ensure that
there are not some other attributes that could be used to identify them. As
a last resort, you may simply have to be pragmatic and modify the ideal
segmentation picture to one that can be effectively implemented.

Checklist questions
For every cluster generated, check out your answers to the following ques-
tions (of the seven questions, questions 2, 3, 4, 5 and 7 are the most impor-
tant; it is therefore essential that they each can be answered by a ‘Yes’):

1 Can this segment be sized by a set of 
measurable parameters (for example, volume, 
value, number of customers)? Yes [ ] No [ ]

2 Has the segment achieved sufficient size to 
make it worth being considered a significant 
business opportunity? (This should have been 
covered earlier in this chapter, which will also 
have ensured you have not excluded those 
segments with strategic potential, either 
because of unmet needs, or because they are 
at an early stage of their growth curve.) Yes [ ] No [ ]

3 Can the customers in this segment be served 
by a distinctive marketing strategy that they 
will respond to and other segments will not 
be attracted to? (This should, by definition, 
have been built into the segment.) Yes [ ] No [ ]

4 Can this segment be reached by sales and 
distribution channels you currently use, or 
could use? Yes [ ] No [ ]

5 Can you identify and reach customers in this 
segment by means of a distinctive and cost 
effective communications strategy (for 

With the increasing sophistication of multidimensional profiling packages,
many of which are capable of being run on desk-top PCs, and the extension of
this technology into business marketing, the problems that have sometimes
been faced with profiling segments defined by their needs are increasingly
becoming problems of the past.

This sophistication, however, does not mean that the packages define seg-
ments. Their value is in enabling you to identify the characteristics associated
with the customers in a specific segment.

Marketing
insight

car, namely ‘B2’ and ‘B3’ in Segment 1, along with ‘B1’ in Segment 2, then
a more targeted description of customers found in Segment 1 would be,
‘41–50-year-olds and 31–40-year-olds with no car’, which would give you a
93.2 per cent hit rate. This would, of course, have no effect on the hit rate
for Segment 2, though it already stands at a very acceptable 91.8 per cent.
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example, promotion, selling, direct marketing, 
advertising)? Yes [ ] No [ ]

6 Can this segment be clearly identified by a 
set of common characteristics and can you 
describe it? Yes [ ] No [ ]

7 Can your company adopt a structure, 
information and decision-making system 
which will enable you to serve this segment 
effectively? Yes [ ] No [ ]

You may also want to consider your answer to the following question,
which applies to segments that are to be served through independent
intermediaries who have an important role in the marketing mix required
by the segment:

8 Will your intermediaries play their part in the 
marketing activity required by the segment? Yes [ ] No [ ]

With your clusters successfully through the checklist, you have now not only
arrived at how the customers in your market segment themselves, you also
have segments you can work with, develop propositions for and profit from.

Now that the internal project has completed the phase of developing seg-
ments, it is time to consider if there are any information gaps that need to be
filled before you commit resources to any of the segments you have arrived at.
If there are such gaps, this is the point at which to complete the research brief
and look at commissioning an external market research company to provide
the substantive evidence you may be challenged to provide.

Justifying the expense of a market research project may also have to depend
on the strategic implications which emerge from the findings of the internal
segmentation project. In this regard, you may find it useful to progress
through the next phase of the segmentation process, prioritizing and selecting
segments, and present these conclusions as part of your proposal for funding.

Depending on how accurate you believe your concluding segments are in rep-
resenting the market, it is possible to take account of them in the design of the
sample frame for any follow-up research you commission. This would be espe-
cially appropriate for the initial, small-scale detailed study intended to provide
the qualitative insights, rather than for the subsequent, larger-scale study that
would use these insights to develop the quantitative conclusions. In particular,
coverage of the different profiling characteristics that occur between segments
and the different features they focus on could be specified in the sample frame.

However, depending on the range of specifications built into the sample
frame, this could lead to an unnecessarily large sample size in terms of cost
and/or in terms of the number of interviews required to capture the different
buying criteria found across the market, and may need to be scaled down.
Focusing on the really key differences between the concluding segments will
help here.

The number of interviews for the quantitative phase should be based on a
statistically valid sample size to ensure it captures all the different types of
decision-makers in the defined market. However, if certain decision-makers 

Marketing
insight

Market
research note
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Process check
With all the details in place for identifying how the customers in your
market split into segments, this, the fifth step in the segmentation process,
provides guidelines on how this data can be built into segments, thereby
completing the first phase of the segmentation project.

We began by summarizing the three components of a ‘market segment’,
namely their needs, profiling attributes and a volume or value figure, all
of which will already be embedded in your micro-segments. Two ques-
tions were then raised which we suggested should be considered before
proceeding to build the micro-segments into market segments, and these
concerned:

1 the minimum economic size a segment needed to have to justify the
development of a distinct marketing strategy for it; and,

2 the number of segments, and therefore the number of different market-
ing strategies, it was believed the company could actually work with.

A detailed section then looked at the process of ‘clustering’, which is the
term usually used to describe the combining of like-minded customers into
segments.

We introduced this section by first highlighting the order of events in a
clustering process, which starts with merging customers who are an exact
match with each other, followed by finding very close matches to these cus-
tomers and then progressively decreasing the level of similarity customers
are required to have with each other before they are merged (more often
referred to as ‘increasing the difference’ between customers). We made the
point, however, that forcing customers together who were really quite dif-
ferent from each other in terms of their needs simply to achieve segment
size targets and/or the preferred number of segments, should be avoided.
A cluster derived this way would not qualify as a market segment because,
by definition, these consist of a group of customers within a market who
share a similar level of interest in the same, or comparable, set of needs.

We then moved on to highlight the possibility that in addition to build-
ing clusters using all the decisive buying criteria (DBCs), it is possible to
look at building clusters with only some of the DBCs, a move that would
depend on how well the micro-segments came together to form distinct
segments using all the DBCs.

Guidelines were then presented on how manual clustering could be con-
ducted for projects with a manageable number of micro-segments, a situ-
ation that would apply to most internally resourced segmentation projects.
We discussed how to proceed with visual clustering using pattern analysis,
along with some alternative formats to consider, and we presented the 

were of particular interest to the company, quotas could be specified for them
and added to the overall sample frame. For the analysis of the market as a
whole, any over-represented decision-makers would then be scaled down to
reflect their true position so as not to distort the final results.
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procedures to follow if building clusters from a mathematical base was
preferred. Where appropriate, shortcuts were suggested to speed the clus-
tering process along.

This was followed by a brief review of how to isolate the most import-
ant DBCs for the clustering process, which may be required for manual
clustering if a large number of DBCs appear for each micro-segment, and
a section with comments about ‘acceptable differences’.

Because not all projects find their micro-segments coming together into
a clean set of segments, some suggestions were put forward on how to
approach three of the most mentioned concerns that occur with clustering.
These covered ‘homeless’ micro-segments, fewer clusters than expected,
and more clusters than expected.

The section on clustering finished with a brief review of the clustering
techniques you may come across and some guidelines on what to look for
when working with an external agency running the clustering analysis on
your behalf.

Finally, we presented a series of key questions that each cluster must be
checked against before it qualifies as a segment. These principally check
on its size, its distinctiveness, its reachability and its compatibility with
the company. Some final comments on segment profiling and reachability
were also included here, because with the segments now fully developed
there are additional possibilities for distinguishing between them.

Case study
As will be recalled from the previous chapter, a total of ten market DBCs, with the inclusion of
price, were identified in the Agrofertilizer Supplies’ project, all of which were graded for each
of the 34 micro-segments using the total sum approach for illustrating their relative importance.
The segmentation team were now faced with sifting through these 34 micro-segments to
uncover the market segments that, unbeknown to the company, had been there all along.

Manual clustering was certainly possible for the internal project, especially when the most
important DBCs were identified for each micro-segment, but with access to a clustering pro-
gramme the team delegated this task to technology.

A selection of micro-segments and their DBC scores appear in Table 8.10, with the selection
designed to illustrate how two pairs of micro-segments could be clustered manually.

For the 34 micro-segments generated in the case study, Figure 8.8 illustrates where they
started from, in terms of their preliminary segments, and how they ended up.

As can be seen from the final clusters, the preliminary segment structure, which basically
distinguished between the final users according to their different application for the product,
was a good starting point. Most of the final clusters are based on important differences that
existed between the members of a preliminary segment. Only one of the final clusters,
Segment 7, covers more than one preliminary segment, a cluster which, interestingly, is the
segment that is very price sensitive – a purchase priority that will often bring together mem-
bers from different preliminary segments. The final segments and their market DBC scores
appear in Table 8.11.
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Table 8.10 DBCs and their scores for a selection of micro-segments in the case study

Market DBCs Micro-segments

A4 G4 G6 M2 M3

Innovative/new 18 – – – –
Sophisticated 4 – – – –
Proven/traditional (reassurance) – 20 20 29 32
Healthy-looking crop or grass – – – – –
Healthy-looking animal stock – 25 25 – –
Service (qualified help) – – – 6 4
Ease of handling – 8 10 – –
Maximum output/yield per acre 12 – – – –
Convenience/easy access to supplies – 42 40 21 18
Price 66 5 5 44 46

Total 100 100 100 100 100

Note: ‘A’ identifies micro-segments originating from the Arable preliminary segment, ‘G’ for
micro-segments from the Grassland preliminary segment and ‘M’ for micro-segments from the
Mixed preliminary segment.
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Figure 8.8 Before and after clustering for the case study
(Note: ‘A’ identifies micro-segments originating from the Arable preliminary segment, ‘G’
for micro-segments from the Grassland preliminary segment and ‘M’ for micro-segments
from the Mixed preliminary segment.)
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As you will have noticed, one of the segments consisted of only one micro-segment (Segment
5). It may well be a segment in terms of the different requirements it is looking for, but is it a big
enough segment to warrant its own marketing strategy? With respect to the volume of product
bought by each of the concluding segments, Figure 8.9 summarizes this as a pie chart.

Segment 5, although only consisting of a single micro-segment, is, in fact, one of the 
larger segments.

When assessing each of the seven segments against the four criteria on the segment 
checklist, it was clear that two of the criteria could be met without any further consideration.

Table 8.11 The concluding segments and their market DBC scores for the case study

Market DBCs Segments and their market DBC scores

S1 S2 S3 S4 S5 S6 S7

Innovative/new 40 5 10 – – – 20
Sophisticated 15 – – – – – 5
Proven/traditional (reassurance) – 20 5 20 35 30 –
Healthy-looking crop or grass – 5 25 – 5 – –
Healthy-looking animal stock – – – 25 5 – –
Service (qualified help) – 25 10 – 15 5 –
Ease of handling – 20 15 10 25 – –
Maximum output/yield per acre 30 – 20 – – – 10
Convenience/easy access to supplies – 15 10 40 10 20 –
Price 15 10 5 5 5 45 65

Total 100 100 100 100 100 100 100

Note: ‘S1’, ‘S2’ and so on represent ‘Segment 1’, ‘Segment 2’ and so on.

Figure 8.9 The volume attributed to each segment for the case study
(Note: The quantities are kilotonnes (ktn) of fertilizers.)
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250 ktn
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All the segments were large enough to justify a distinct marketing strategy, and they were all
quite different from each other in terms of what they required. The difficulty, at least initially,
appeared to be with the profiling characteristics of the final users in each segment, and with
the company’s ability to adopt this new segmented approach in its activities.

Although some profiling criteria were tracked throughout the Agrofertilizer project, the two
of most interest being farm size and formal level of agricultural training, none came through
as being really distinctive identifiers for the different segments. The reality was that the seg-
mentation team had not given profiling sufficient thought and attention. Fortunately, how-
ever, most of the segments by their very nature narrowed down the possible range of farms
that would be found within them. This shortfall, therefore, was easily surmountable for
Agrofertilizer Supplies.

At a later date, once the findings and implications with respect to a new marketing strategy
had been presented, the segmentation team, working alongside the sales force and assisted by
a simple series of questions about the farm and the farmers’ buying practices, began to allocate
farmers to segments, concentrating first on the customers of Agrofertilizer Supplies.

The only item now remaining on the checklist was company compatibility.
Although presenting different offers in the market was not new to the company (after all, it

already had two brands), rigorously following this approach for a larger number of segments
looked too difficult, particularly as the company had, in fact, largely dismissed its two-brand
strategy on the grounds of its ability to deliver any commercial advantage, and its belief that
the farmers could see through it anyway. The reality here, however, was that the company did
not like running with a two-brand strategy. Research for Agrofertilizer Supplies’ segmentation
project found that farmers clearly differentiated between the two brands, seeing them targeted
at different requirements. To convince the company of this fact, tapes made during some of the
group discussions were played at a sales and marketing conference, attended by senior execu-
tives from across the company. They ‘heard’, but it was still going to prove difficult.

The next difficulty originated from the product-focused structure of the company. What was
being called for now was a segment-focused structure at the ‘front end’, in other words, at the
customer-facing end of the business. Critically, the ‘power’ of the product managers looked to
be under threat. Segment managers would begin to control the external marketing activity of
the business and start specifying the product requirements, with the product managers focus-
ing on the crucial link that is required between marketing and production. This was not accept-
able! Not immediately, anyway.

The majority of staff in Agrofertilizer Supplies, however, signed up to the conclusions
enthusiastically. This included staff in one of the most critical links with the marketplace, the
sales force.

In a matter of only a few months, after a very successful test of the conclusions in the 
marketplace with a new product targeted at one of the segments, the company took its leap 
of faith.

The market had won!

Case study conclusion
As was mentioned in Chapter 4 when first introducing the case study, although Agrofertilizer
Supplies is based on a real company, certain facts have been modified for reasons of commer-
cial confidentiality and to assist in demonstrating the process in practice. This has enabled us
to bring into this case study observations made in the many other segmentation projects with
which we have been involved.

The status of the project for Agrofertilizer Supplies at the end of this first phase of the seg-
mentation process is summarized in Figure 8.10. This figure also shows the formal titles given
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Further examples
The first example for this chapter is a case study, written by a company that
has applied segmentation to their business. This appears in Chapter 15.

For the next example we take a further look at profiling.
Identifying which customers are to be found in the concluding seg-

ments, along with the ability, or even willingness, of companies to struc-
ture themselves around segments, are the two most frequent problems
companies have with the checklist.

to each of the segments by Agrofertilizer Supplies. Each title represents the best overall
description for their particular segment.

Although the segmentation team took this project through the steps featured in Chapters 9
and 10 before putting together their marketing objectives and strategies, we shall have to leave
Agrofertilizer Supplies at this point. However, the output from these next steps, a segment
portfolio, can be found towards the end of Chapter 10 in Figure 10.6.

A more detailed look at ‘Agrofertilizer Supplies’ as it really was, including how the cus-
tomer insights gained from the segmentation project contributed to a new, and highly suc-
cessful, marketing strategy, can be found at www.marketsegmentation.co.uk.

Figure 8.10 The segmentation process – Steps 1 to 5

5. Forming Segments
S7 Price

Dependent

S6
 Cheap
Tradit.

S5
Brand
Traditional

S4 Extensive
stock

S3
Intensive
Grass

S2
Mainstream
Arable

S1 Leading
Arable

Segment
reality check:

size
differentiation
reachability
      and
compatible with
the company!

1. Define the Market

3750 ktn
30%

950 ktn

1450 ktn

1350 ktn A1 to A17 G1 to G13 M1 to M4

2. Market Mapping

Farmers
[180 000]

40%

Arable –

3. Who Specifies What*
Arable (A)

Key Discriminating Features

Manufacturers Importers Distributors Consultants Specialist
publications

240 ktn

2195 ktn

100 ktn

445 ktn

2885 ktn

3750 ktn 1250 ktn 3345 ktn 3240 ktn 355 ktn

355 ktn

2250 ktn

[126 000] Grassland –

Mixed –

Preliminary 
segments
(optional):

* What, where, when and how:
product, brand, consultancy, quality,

intensity and so on

profiled (to identify them) and sized
Micro-segments

65 ktn

Grassland (G) Mixed (M)

Total UK market – 3750 ktn
Agrofertilizer’s share – 30%
Leveraged quantities –

4. Why
Micro-segments

Innovative/new
Proven/traditional
Healthy crop/grass
Healthy stock
Sophistication
Maximum output
Brand (quality)
Brand (service)
Distributor (conv.)
Price (cheapest)

score

score

score

score

score

Total 100100 100

Decisive
Buying
Criteria A1 to A17 G1 to G13 M1 to M4

Project scope:
United Kingdom
Nutrients for commercial crops
None required

Size: 3750 ktn
Geographic area:
Purpose of the purchase:
Practical considerations: �
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Although in one recent case in the distribution sector the company 
carrying out the project completely overlooked the need to collect profiling
information, in most instances where profiling is a problem it is because the
information collected was not extensive enough. This is because it is diffi-
cult at the outset of a project to know what profiling information will enable
you to distinguish between segments. The only solution when the project
has reached this far in the process is to go back and investigate further.

It may, however, be the case that a segment does consist of all types of
customers, from all walks of life, with absolutely nothing that can be used
to distinguish them easily from any other customer, and for whom even
the proposition they are looking for is unusable as a means of isolating
them. Thus far, this has only been encountered once:

Some years ago an airline wished to investigate whether a 
‘segment’ existed that consisted of customers with a fear of fly-
ing. It was considered at the time that an improved offer could be
put together the better to meet their requirements! A research
project was commissioned and reported back. There was certainly
a group of customers who did have a fear of flying. The difficulty
was, however, that they did not fly in any particular class, did not
watch any particular programmes or read any particular papers,
they did not come from any particular socio-economic group,
were not of any particular age group, neither were they from any
particular part of the country, and so on.

The research project did, however, establish what their real
needs-based buying requirements were. Unfortunately, only
Scotty on the Starship Enterprise had the technology!

For a more down to earth project, Table 8.12 presents a summary of demo-
graphic profiles for the concluding segments in a study of the USA’s his-
torical romance novel market.

Finally, we take a further look at the issue of company compatibility.
With respect to the difficulty companies may have in focusing onto the

concluding segments, the most productive approach is to anticipate this
problem at the very beginning of the project and start pre-empting it at 
an early stage. It is often by involving a wider audience in the project,
through actively seeking their contribution and sharing with them the
project’s progress from the earliest stages, that difficulties associated with
the ‘mindset’ of the business have a more than equal chance of being over-
come. This should be one of the key responsibilities of the segmentation
team, who should be kept regularly informed of progress by the core
group conducting the detailed work (see Chapter 3).

In planning the launch of a segmentation project, a number of com-
panies have held an opening workshop attended by a cross-section of key
personnel in their company, the objective of the workshop being to obtain
the enthusiasm and support of the participants for the project, as well as
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preparing them for the possibility that the outcome may require some
internal and external changes if the company is to become truly customer
focused. Briefings beforehand have identified specific issues to be
addressed in the workshop, the areas of questioning to be expected and,
on some occasions, the individuals to focus on and engage during the
workshop, either because they are key to the success of the project and/or
they are likely to provide the stiffest resistance to it.

Other project teams have drawn up lists of key influencers in the com-
pany, attached a member of the team to each of them to ‘account manage’
them, and then worked out for each key influencer their strengths, weak-
nesses, opportunities and threats with respect to the segmentation project.
This would then be followed by a plan of engagement to both obtain and
retain their support.

With segmentation being such a strategically critical issue, initiatives
along these lines can never be regarded as ‘over the top’.

Organizational issues in market segmentation are looked at in Chapter 14.
With an enthusiastic following across the business, and, through regular

feedback, no big surprises, even structural changes that may be required can
be moved from the ‘can’t be done’ box into the ‘leave it with me’ category.
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Table 8.12 Segment demographics of the historical romance novel market (USA)

Demographic Segment 1 Segment 2 Segment 3 Segment 4 
(Movers and shakers) (Isolated readers) (Young swingers) (Laggards)

Age Average age: Average age: Average age: Average age: over 
31–40 41–50 30 and under 50 years

Children One or no children At least one child Most have no Most have grown 
children children

Education High school High school One-third have Least education
education education college degree

Employment Most employed; Half are employed; Most employed; More unemployed; 
and income family income family income income less lowest income

of $20 000 of $20 000 than $20 000

Source: Schnaars, S. P. and Schiffman, L. G. (1984). ‘An application of segmentation design based on a hybrid of
canonical correlation and simple crosstabulation’. Journal of the Academy of Marketing Science, 12 (Fall), 187.
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Exercises
Considering the resource flexibility of your company, along with any tech-
nical considerations which could impact on the company’s ability to tailor its
propositions:

1 How large would a segment need to be for it to be seen as an economically
attractive group of customers?

2 How many segment-specific strategies could your company effectively man-
age at any one time?

Consider the same questions with respect to your two main competitors.
If, as best as you can determine, either one or both of your two main com-

petitors would require a lower threshold for economic viability and/or could
handle a greater number of segment-specific strategies:

3 What are the factors that enable them to do this?
4 What would your company need to do in order to match or exceed their

capabilities?

Involve colleagues in your deliberations on the above, especially question 4.

One of the greatest challenges a company faces with an approach to segmen-
tation that is different from the one they have been used to, is its ability to
focus on these new segments structurally, culturally, in its management infor-
mation systems and in its decision-making processes.

Consider what the top five challenges would be in your company to imple-
ment effectively a segment-focused approach to its business. Note them down,
with the most difficult appearing first and the least difficult appearing last.

For each of these internal challenges, identify the ‘owner’, in other words,
the key individual who controls this part of the company’s operation, and
develop a short series of actions that would be required to obtain their enthu-
siastic support for incorporating a new segmented approach into their area of
responsibility.

Now add a new name at the top of the list, namely the chief executive,
assuming the chief executive has not already appeared, and develop a short
series of actions that would be required to win their support, as without it,
there will be little progress elsewhere in the company.

This chapter has principally focused on the mechanics of forming segments,
and an exercise based on the mechanics requires completion of the steps that
precede it in the process. The final exercise, therefore, is to apply the process
to your market and then take the micro-segments you develop through the
clustering sequence contained in this chapter.

There now follows a series of worksheets appropriate to this step. Make as
many copies of these worksheets as you need.

Exercise 8.2

Exercise 8.3

Exercise 8.1
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Clusters/Segments

Market DBCs

Profiling

Category Group Specification

Acquisition 
routes

Size

Note: The worksheet in Table 8.14 can be used for completing the profiling details in the above table. If you are also
using this step as an opportunity to add KDF details to each segment, structure this information along the same lines
as that for recording the profiling details, and add this to the above table. The worksheet in Table 8.15 can be used
for compiling the KDF details.

Table 8.13 Worksheet – recording clusters/segments, their DBCs, profiling characteristics and size
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Segment: Profiling group:

Size: Profiling specifications

Micro-segments and their size vol/val vol/val vol/val vol/val vol/val

Total

Segment % 100%

Note: For a selected profiling group, distribute each micro-segment’s volume or value total between its applicable
profiling specifications and add up the total for each specification. Either enter this total on Table 8.13, or recalculate
it as a percentage of the segment as a whole and enter this percentage on the table. A worked example appears in
Table 8.9.

Segment: KDFs
Size:

Micro-segments and their size vol/val vol/val vol/val vol/val vol/val

Total

Segment % 100%

Note: Enter each micro-segment’s volume or value total to its applicable KDFs and add up the total for each KDF.
Either enter this total on the table created to complement Table 8.13, or recalculate it as a percentage of the segment
as a whole and enter this percentage on the table.

Table 8.14 Worksheet – calculating the profiling characteristics for a segment

Table 8.15 Worksheet – calculating the KDF details for a segment
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Micro-segments Difference Difference Square root
and DBC scores between squared of total 

scores difference

Market DBCs (a) (b) (a) � (b) ���

–
–
–
–
–
–
–
–
–
–
–
–
–
–
–
–
–

Total 100 100 –

Table 8.16 Worksheet – calculating the difference between micro-segments/clusters
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Micro- Volume/ DBC score � Micro- Volume/ DBC score � New cluster 
segment/ value weight segment/ value weight (CL1)
cluster cluster

Size:

Weight – % Weight – % 100%

DBC score Weight (a) � (b) DBC score Weight (c) � (d) DBC score
Market DBCs (a) (b) (e) (c) (d) (f) (e) � (f)

Total 100 – 100 – 100

Table 8.17 Worksheet – calculating weighted average DBC scores for a cluster
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Cluster run no:

Cluster generated Cluster generated Cluster generated
CL … CL … CL …

Micro-segments/clusters contained in each new cluster, and size

Micro/CL Size Micro/CL Size Micro/CL Size

Total Total Total

Table 8.18 Worksheet – cluster run record
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Chapter 9

Determining the 
attractiveness of 
market segments
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Summary
It is neither essential, nor always desirable, to serve every segment in the market. The
financial and managerial resources of the company need to be focused into those seg-
ments that provide the greatest opportunities for the organization to achieve its object-
ives. This chapter looks at how a company determines segment attractiveness and is the
sixth step in the segmentation process, as illustrated in Figure 9.1.

Stages 1–3 – Developing segmentsStages 1–3 – Developing segments

Steps 1–5 – Market; mapping; decision-
makers; transactions; segments

Stage 4 – Identifying your target segmentsStage 4 – Identifying your target segments

Step 6 – Segment attractiveness
Measuring segment potential

Figure 9.1
The segmentation
process – Step 6

This step requires an objective assessment of segment attractiveness using data external
to the organization. The criteria themselves will, of course, be determined by the organi-
zation carrying out the exercise, but it is important to remember that the criteria should
be independent of the organization’s position in its segments. As one of these criteria is
likely to be the size of the segments, it is essential that you have access to up-to-date fore-
casts that can help you establish their size by the end of the chosen time period, which is
usually three years ahead. The reason for such a lengthy period is that you are interested
in sustainable competitive advantage, not just the short-termism that comes with looking
only one year ahead.

Segment attractiveness on its own as a basis for allocating scarce resources can, how-
ever, be misleading and needs to be balanced with the company’s competitive position in
each segment before any segment-specific strategies are developed. Assessing the com-
pany’s competitiveness by segment is looked at in the next step.

This chapter is organized as follows:

� A ‘fast track’ for those looking for a quick route through the key points
� A discussion about portfolio analysis
� An introduction to ‘segment attractiveness’ and an overview of the steps it involves
� Defining the time period for segment attractiveness
� A brief review of the team for this phase of the project
� Factors to consider in segment attractiveness
� How to indicate the relative importance of each factor
� Defining the parameters for each factor so that segment potential can be gauged
� How to evaluate the attractiveness of segments
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Fast track
� List the factors you wish to consider in comparing the attractiveness of

your segments – these will generally fall under the headings of ‘growth
rate’, ‘accessible segment size’ and ‘profit potential’ and should be agreed
with key colleagues.

� For each of the factors, weight their relative importance to each 
other according to your own particular requirements by distributing
100 points between them, with these weightings also agreed with key
colleagues.

� Define the high, medium and low parameters for each of the factors
selected, where very high scores 10 and very low scores 0, again with
the agreement of key colleagues.

� Take one of the segments and, based on the parameters, determine its
score for each factor at the end of your planning period (usually three
years), ensuring that it is an objective assessment based on data external
to the organization, multiply these individual scores by the weight that
has been given to its respective factor and divide by 100, then add all
these together to arrive at a total between 0 and 10, and repeat for each
segment, as illustrated in Table 9.1.

� Transferring the results on to a portfolio matrix
� A brief discussion as to why the results may not be as expected
� A review of this step in the segmentation process
� Examples
� Exercises to help you further with segment attractiveness

Table 9.1 Fast track – segment attractiveness evaluation (Year 3)

Segment Weight Parameters Segment 1 Segment 2
attractiveness

High Med Low Score Total Score Totalfactors
10–7 6–4 3–0

Profitability 35 	15% 10–15% �10% 8 2.8 3 1.05
Volume growth 25 	10% 5–9% �5% 10 2.5 2 0.5
Size (m) 15 	100 33–100 �33 1 0.15 10 1.5
Competitiveness 15 Low Med High 6 0.9 2 0.3
Seasonality 10 Low Med High 9 0.9 5 0.5

Total 100 7.25 3.85

Note: The attractiveness factors, their weightings and parameters remain constant for each segment.
Only the scores are specific to each segment. Parameters described as ‘low’, ‘medium’ or ‘high’ should
be associated with a measurable definition to avoid subjective interpretation.
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A worksheet for listing segment attractiveness factors, their weights
and parameters, and for calculating the segment attractiveness scores,
appears in the Exercises section of this chapter.

� Transpose the results on to the vertical axis of a portfolio matrix, as illus-
trated in Figure 9.2. Ensure the scale from the point of origin to the high-
est point allows a spread of segments between them rather than having
the segments all grouping together at one or the other end of the scale.

Low

High

Segment 1

Segment 2

Relative company competitiveness
(assessed in Chapter 10)

Se
gm

en
t

at
tr

ac
tiv

en
es

s

Year 3

Year 3

Figure 9.2 Fast track – plotting segments on the portfolio matrix
according to their attractiveness
(Note: To ensure a spread of segments along the attractiveness axis,
the point of origin has been set to ‘3.0’ and the highest point set to
‘8.0’. Segments positioned in the lower half of the matrix should not
be treated as unattractive, they are simply less attractive than
segments positioned in the top half of the matrix. The cash they
generate will be an important contribution to the investment
required in those segments appearing in the top half.)

A worksheet for plotting segments on the portfolio matrix appears in
the Exercises section of Chapter 10. When completed, this portfolio will
enable you to see the balance between sales growth, cash flow and risk
for your company.

Readers who have established an agreed list of attractiveness factors, their
weights and parameters, and are confident that they have made an object-
ive assessment of segment attractiveness may go straight to Chapter 10.

This concludes the fast track for Step 6 of the segmentation process.
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Portfolio analysis
Portfolio analysis, for the purposes of this book, is simply a means of assess-
ing a number of different segments, first of all according to the potential of
each in terms of achieving an organization’s objectives, and second according
to the organization’s ability to take advantage of the identified opportunities.

The idea of a portfolio is for a company to meet its objectives by bal-
ancing sales growth, cash flow and risk. As individual segments grow or
shrink, then the overall nature of the company’s portfolio will change. It
is, therefore, essential that the whole portfolio is reviewed regularly and
that an active policy is pursued towards the move into new segments and
the exiting of old segments.

Widely referred to as the ‘Directional Policy Matrix’ (DPM), portfolio
analysis offers a detailed framework which can be used to classify possible
competitive environments and their strategy requirements. It uses several
indicators to measure the dimensions of ‘segment attractiveness’ on the one
hand, and ‘company competitiveness’ on the other. These indicators can be
altered by management to suit the operating conditions of particular markets.

The purpose of the matrix is to diagnose an organization’s strategy
options in relation to the two composite dimensions outlined above.

However, before describing in detail how to use the DPM, it is worth
considering its antecedents.

The Boston Matrix
Portfolio analysis initially came out of the work of the Boston Consulting
Group, begun in the 1960s, and it has had a profound effect on the way
management think about their market and their activity within it.

There are basically two parts to the thinking behind the work of the
Boston Consulting Group. One is concerned with market share and the other
with market growth, which we would translate into segment share and segment
growth. These are brought together into a simple matrix, which has import-
ant implications for the firm, especially in respect of cash flow. Cash is a key
determinant of a company’s ability to develop its segment portfolio.

The Boston Matrix can be used to classify a firm’s position in each seg-
ment found in the market according to their cash usage and their cash gen-
eration along the two dimensions described above, namely relative segment
share and rate of segment growth. This is summarized in Figure 9.3.

The somewhat picturesque labels attached to each of the four categories
give some indication of the prospects for the company in each quadrant.
Thus, the ‘question mark’ is a segment in which the company does not have
a dominant position and, therefore, a high cash flow, though it may have
had such a position in the past. It will be a high user of cash because it is a
growth segment. This is also sometimes referred to as a ‘wildcat’.

The ‘star’ is probably a newish segment in which the company has
achieved a high share and which is probably more or less self-financing in
cash terms.

The ‘cash cows’ are segments where there is little additional growth, but
a lot of stability, in which the company has a leading position. These are
excellent generators of cash and tend to use little because of the state of the
segment.

Definition:
A portfolio plots 
markets, segments or
products using at least 
a two-dimensional matrix
in order to balance
growth, cash flow 
and risk.

Definition:
The Boston Matrix
classifies a firm’s products
according to their cash
usage and their cash
generation using market
growth and relative
market share to
categorize them in the
form of a box matrix. 
For the purposes of this
book it has been adapted
to classify a market’s
segments.
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‘Dogs’ often have little future and can be a cash drain on the company.
They are probably segments the company should exit, although it is often
very difficult to leave ‘old friends’.

The art of managing segments as a portfolio now becomes a lot clearer.
What we should be seeking to do is to use the surplus cash generated by
the ‘cash cows’ to invest in our ‘stars’ and to invest in a selected number of
‘question marks’.

General Electric/McKinsey Matrix
The approach of the Boston Consulting Group is, however, fairly criticized
because of its dependence on two single factors, namely relative segment
share and segment growth. To overcome this difficulty, and to provide a
more flexible approach, General Electric (GE) and McKinsey jointly 
developed a multi-factor approach using the same fundamental ideas as
the Boston Consulting Group.

The GE/McKinsey approach uses industry attractiveness and business
strengths as the two main axes, and builds up these dimensions from a num-
ber of variables. When applying this to segments, the first (vertical) axis is
relabelled segment attractiveness. We have also relabelled the horizontal

High Low

Low

High

Relative segment (market) share
(ratio of company share to share

of largest competitor)

Segment (market) growth
(annual rate in constant
money relative to, for
example, GNP growth)

���

‘Star’

Cash generated ���

Cash used

0

�

���
��

‘Question mark’

Cash generated

Cash used

�

���

��

‘Cash cow’

Cash generated

Cash used

�

0
�

‘Dog’

Cash generated

Cash used

Figure 9.3 The Boston Matrix
(Note: Although ‘high’ is positioned on the left of the horizontal
axis it can, if you prefer, be placed on the right. The definition of
high relative segment share is taken to be a ratio of one or greater
than one. The cut-off point for high, as opposed to low, segment
growth should be defined according to the prevailing circumstances
in the defined market. As well as being a positive figure there is no
reason why the dividing line on the vertical axis cannot be zero, or
even a minus figure.)
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axis, relative company competitiveness. Using these variables, and some
scheme for weighting them according to their importance, segments are
classified into one of nine cells in a 3 � 3 matrix. Thus, the same purpose
is served as in the Boston Matrix (namely, comparing investment oppor-
tunities among segments) but with the difference that multiple criteria are
used. These criteria vary according to circumstances, but generally
include some, or all, of those shown in Figure 9.4.

High LowMedium

Low

High

Medium

Size
Segment growth
Pricing
Segment diversity
Competitive structure
Segment profitability
Technical role
Social
Environment
Legal
Human

Size
Growth
Share
Position
Profitability
Margins
Technical
Strengths/weaknesses
Image
People

Invest/grow Selectivity/earnings Harvest/divest

Relative company competitiveness

Segment
attractiveness

Figure 9.4
The GE/McKinsey
Matrix
(Note: Although
‘high’ is positioned
on the left of the
horizontal axis it
can, if you prefer,
be placed on the
right.)

It is not necessary, however, to use a nine-box matrix, and many man-
agers prefer to use a four-box matrix similar to the Boston box, while using
the GE/McKinsey definitions for the axes. This is the preferred method-
ology of the authors as it seems to be more easily understood by, and useful
to, practising managers.

The four-box matrix is shown in Figure 9.5. Here, the circles represent sales
into a segment, with each circle being proportional to that segment’s contri-
bution to turnover. The position of each segment on the matrix is determined
by its attractiveness and the company’s competitive position within it.

The difference in this case is that, rather than using only two variables,
the criteria which are used for each axis are totally relevant and specific 
to each company using the matrix. It shows:

� segments categorized on a scale of attractiveness to the company;
� the company’s relative strengths in each of these segments;
� the relative importance of each segment to the company.

An example of an actual segment portfolio directional policy matrix 
is presented in Figure 9.6. The procedures contained in this chapter 
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and Chapter 10 will equip you to produce your own directional policy
matrix.

For a more detailed discussion of portfolio analysis, readers are referred
to McDonald (2002), Chapter 5.
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Segment 8

Segment 5
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Segment 1

Segment 6
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Forecast position
in 3 years
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Invest/build

Maintain

Manage
for cash

?

no change

Figure 9.5
The McDonald 
four-box DPM
(Source:
McDonald, M.
(2002). Marketing
Plans: How to
Prepare Them, 
How to Use Them.
Oxford:
Butterworth-
Heinemann.)
(Note: Although
‘high’ is positioned
on the left of the
horizontal axis it
can, if you prefer, be
placed on the right.)

Figure 9.6
Directional policy
matrix for a
portfolio of
segments
(Note: Segment
attractiveness has
only been calculated
for the final year.
Relative company
competitiveness has
been calculated for
both the current
year and the final
year.)
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Segment attractiveness
Segment attractiveness is a measure of the potential of a segment to yield
growth in sales and profits. It is important to stress that this should be 
an objective assessment of segment attractiveness using data external to
the organization. The criteria themselves will, of course, be determined by
the organization carrying out the exercise and will be relevant to the 
objectives the organization is trying to achieve, but the criteria should be
independent of the organization’s position in its segments.

Put another way, imagine you have a measuring instrument, something
like a thermometer, which measures not temperature but segment attract-
iveness. The higher the reading, the more attractive the segment. The
instrument is shown in Figure 9.7. Estimate the position on the scale that
each of your segments would record (should such an instrument exist) and
make a note of it.

Definition:
Segment attractiveness 
is a measure of the
potential of a segment 
to yield growth in sales
and profits.

High
i.e. many supporting factors

Low
  i.e. fewer supporting factors

Segment
attractiveness

Figure 9.7
Measuring segment
attractiveness

The procedure to follow when determining segment attractiveness can
be summarized as follows:

1 List the factors you wish to consider in comparing the attractiveness of
your segments – these will generally fall under the headings of ‘growth
rate’, ‘accessible segment size’ and ‘profit potential’.

2 For each of the factors, weight their relative importance to each other
according to your own particular requirements by distributing 100 points
between them.

3 Define the high, medium and low parameters for each of the factors
selected, where very high scores 10 and very low scores 0.

4 Take one of the segments and, based on the parameters, determine its
score for each factor, multiply these individual scores by the weight that
has been given to its respective factor and divide by 100, then add all these
together to arrive at a total between 0 and 10, and repeat for each segment.
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Precisely how this is done is a matter of management judgement, but it is
important to follow three golden rules:

1 Never do this in isolation.
2 Make sure your key colleagues are in agreement over the factors,

weightings and parameters to be used.
3 Whenever quantitative information, or techniques such as market

research, is available, it should be used in preference to opinions, no
matter how well founded these opinions might be.

Before looking at each of the segment attractiveness steps in turn, consid-
eration should be given to defining the time period being scored and to the
team that should be involved at this stage of your segmentation project.

Time horizon
Prior to commencing the analysis of segment attractiveness, it is important
to define the time period being scored. Three years is recommended. A seg-
ment that is attractive today will not automatically be equally attractive in
the future. A particular change that can occur is the size of segments. Some
segments could have shrunk in size by the end of the time period, while 
others, including any anticipated new segments, could have increased in
size, and therefore increased their attractiveness. It is essential that you have
up-to-date forecasts available to help determine both the size of the seg-
ments by the end of the time period and the size of your presence within
them, which will help you in the next chapter. To this end, you will require
sales forecasts for the current products/services, and for any new products/
services your current policies plan to introduce during the time period.

Although it is easier and quicker to determine how attractive each seg-
ment will be at the end of the planning period only (Year 3), it can be quite
useful to assess attractiveness at two points in time: today (Year 0) and in
Year 3. This gives the resulting portfolio matrix a visual indication of each
segment’s dynamics. The directional policy matrix presented in Figure 9.6
has segment attractiveness calculated only for the final year. In such cir-
cumstances, segments can only move horizontally – that is, along the
same level of attractiveness – with their direction of movement deter-
mined by your own company’s activity within them (and therefore your
company’s changing relative business strength within each segment).

This chapter covers both options and therefore looks at determining
segment attractiveness for the end of the planning period, which we will
assume to be Year 3, and for today (Year 0). Segment attractiveness in Year
3 is defined as a measure of the potential of a segment to yield growth in
sales and profits during the next three years (that is t0 to t � 3, where t
represents time), with Year 0 representing the current attractiveness of a
segment based on the past three years (that is t � 3 to t0).

Segmentation team
To ensure that the appropriateness of the selected attractiveness criteria is
high and that the scoring is realistic, it is recommended that the same cross-
functional team involved in developing the segments should continue
with this second phase of the segmentation project, which involves both

Segment attractiveness
could be calculated for

both today and the end
of your planning period,

though it is easier and
quicker to carry out only

the calculations for the
final year.
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the current step and the step that follows it. This mix will continue to
encourage the challenging of traditional views during their discussions.
There will also be the continuing need for a core group of two to three
individuals to carry out the detailed work, the core group reporting back
to the full team for consultation, comment and guidance, just as they did
during the previous phase of the project.

Circumstances may also be such that the continuing presence of an out-
sider to act as a facilitator for the process and to continue offering an object-
ive and alternative viewpoint to the discussion could still be warranted.

Defining segment attractiveness factors
Here, you should list the factors you wish to consider in comparing the
attractiveness of your segments. The criteria must be specific to the mar-
ket and must not be changed for different segments in the same market.
This will be a combination of a number of factors, though they can usually
be summarized under three headings:

1 Growth rate – Average annual forecast growth rate of revenue in that seg-
ment (percentage growth of 2001 over 2000, plus percentage growth of
2002 over 2001, plus percentage growth of 2003 over 2002, with the total
divided by three: in other words, the number of years being looked at). If
preferred, compound average growth rate could be used. Clearly, in
determining segment growth rates, you will need to take into account the
supportiveness (or otherwise) of the overall business environment.

2 Accessible segment size – An attractive segment is not only large, it also
has to be accessed. One way of calculating this is to estimate the total
revenue of the segment during the selected time span, less revenue
impossible to access, regardless of investment made. Alternatively, total
segment size can be used, which is the most frequent method, as it does
not involve any managerial judgement to be made that could distort the
true picture. This latter method is the method advised here.

3 Profit potential – This is much more difficult to deal with and will vary
considerably, according to segment. For example, Porter’s Five Forces
model (1985) could be used to estimate the profit potential of a segment,
as illustrated in the example appearing in Table 9.2. Although the 

Table 9.2 Porter’s Five Forces model

Profit potential Sub-factor Segment rating Weighted 
sub-factors weight 10 � Low factor score 

(Total 100) 0 � High (weight �
rating) � 100

1. Intensity of competition 50
2. Threat of substitutes 5
3. Threat of new entrants 5
4. Power of suppliers 10
5. Power of customers 30

Profit potential factor score
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factors for this table are taken from Porter (1985), the table itself, and the
methodology shown, were devised by the authors.

Alternatively, a combination of these and market-specific factors
could be used. In the case of the market for pharmaceuticals, for example,
the sub-factors could be those appearing in Table 9.3.

Table 9.3 Profit potential sub-factors in the market for pharmaceuticals

Sub-factors Weight Rating Weighted
(Total 100)

High Medium Low
factor score

� Unmet medical 30
needs (efficacy)

� Unmet medical 25
needs (safety)

� Unmet medical 15
needs (convenience)

� Price potential 10
� Competitive intensity 10
� Cost of market entry 10

Profit potential factor score

These are clearly a proxy for profit potential. Each is weighted 
according to its importance. The weights add up to 100 in order to 
give a profit potential factor score, as in the Porter’s Five Forces example
(Table 9.2).

Naturally, growth, size and profit will not encapsulate the requirements of
all organizations. For example, in the case of an orchestra, artistic satisfac-
tion may be an important consideration. In another case, social consider-
ations could be important. In yet another, seasonality may be crucial.

It is possible, then, to add another heading, such as ‘risk’ or ‘other’ to
the three headings listed earlier. In general, however, it should be possible
to reduce it to just the three main ones, with sub-factors incorporated into
these, as shown.

The specific criteria to be used will require the approval of key execu-
tives, but a generalized list of possible factors contributing to segment
attractiveness (from McDonald, 2002) is shown below. It is advisable to
use no more than an overall total of five or six factors, otherwise the exer-
cise becomes too complex and loses its focus.

Segment factors
Size (money, units or both)
Growth rate per year
Sensitivity to price, service features and external factors
Cyclicality
Seasonality
Bargaining power of upstream suppliers
Bargaining power of downstream suppliers

It is advisable to use no
more than five or six
factors for segment

attractiveness, otherwise
the calculations become

too complex and lose
focus.
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Competition
Types of competitors
Degree of concentration
Changes in type and mix
Entries and exits
Changes in share
Substitution by new technology
Degrees and types of integration

Financial and economic factors
Contribution margins
Leveraging factors, such as economies of scale and experience
Barriers to entry or exit (financial and non-financial)
Capacity utilization

Technological factors
Maturity and volatility
Complexity
Differentiation
Patents and copyrights
Manufacturing process technology required

Socio-political factors
Social attitudes and trends
Laws and government agency regulations
Influence with pressure groups and government representatives
Human factors, such as unionization and community acceptance

A worksheet for listing segment attractiveness factors, along with the
other data required for calculating segment attractiveness scores, can be
found in the Exercises section of this chapter.

Weighting segment attractiveness factors
For each of the factors for segment attractiveness, weight their relative
importance to each other according to your own particular requirements
by distributing 100 points between them.

Given that the overall aim of a company is usually represented in a
profit figure, and that profit is a function of:

Segment size � Margin � Growth

it would be reasonable to expect a weighting against each of the attract-
iveness factor headings listed earlier in this chapter to be along the lines
shown in Table 9.4.

An even higher weighting for growth could be understandable in some
circumstances (in which case, the corresponding weightings for the others
should be reduced). These factors could then be combined with market
specific factors, resulting in a table along the lines shown in Table 9.5.

It is important to note that the segment attractiveness factors and their
weightings for the market being evaluated cannot change whilst construct-
ing the DPM. Once agreed, under no circumstances should they be changed,

Segment attractiveness
factors and their
weightings for the
market being evaluated
cannot change whilst
constructing the DPM.
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otherwise the attractiveness of your segments is not being evaluated against
common criteria and the matrix will become meaningless.

Defining the parameters for each segment
attractiveness factor
You now need to determine high, medium and low parameters for each of
the factors selected so that the potential of each segment can be gauged,
where very high scores 10 and very low scores 0. An example is given in
Table 9.6.

Scoring the segments
For each of the concluding segments arrived at in Steps 1 to 5, you can
now establish how attractive each is to your business as follows: Take one
of the segments and, based on the parameters, determine its score for each
factor, ensuring that it is an objective assessment based on data external to

Table 9.4 Example weightings of segment size,
margin and growth

Factors Example weight

Growth rate 40
Accessible segment size 20
Profit potential 40

Total 100

Table 9.5 Weighting segment attractiveness factors

Segment attractiveness factors Weight

1. Volume growth potential 25
2. Profit potential 25
3. Potential segment size (volume/value) 15
4. Vulnerability 15
5. Competitive intensity 10
6. Cyclicality 10

Total 100

Note: The simplest way of administering the distribution of
weights is first to arrange the attractiveness factors in a
descending order of importance, score the most important
out of 100 and then score each of the others relative to this
score. Reset them back to 100 by adding up all the individual
scores, divide each individual score by this total and multiply
the answer by 100. The weightings given to each factor is a
matter of management judgement.
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In this example, an overall attractiveness score of 7.25 out of a possible
maximum score of 10.0 places Segment 3 in the highly attractive category
for Year 3.

A worksheet for listing segment attractiveness factors, their weights
and parameters, and for calculating the segment attractiveness scores,
appears in the Exercises section of this chapter.

It should be noted that if in carrying out Steps 1 to 5 you concluded 
your market had less than five segments, there is little point in using 
the DPM.

Table 9.6 Parameters and their scores for the segment attractiveness factors

Segment Parameters
attractiveness factors

High (10–7) Medium (6–4) Low (3–0)

Growth GNP � 2.5% GNP GNP � 2.5%
Profitability 	15% 10–15% �10%
Size �£5m £1m–£5m �£1m
Vulnerability Low Medium High
Competitive intensity Low Medium High
Cyclicality Low Medium High

Note: ‘GNP’ refers to Gross National Product. Parameters described as ‘low’, ‘medium’
or ‘high’ should be associated with a measurable definition to avoid subjective inter-
pretation. For example, the parameters for competitive intensity could be based on the
number of competitors in each segment. The precise scores given to the parameters is a
matter of management judgement.

Table 9.7 Segment attractiveness evaluation (Year 3)

Attractiveness Weight Segment 1 Segment 2 Segment 3
factors

Score Total Score Total Score Total

Growth 25 6 1.5 5 1.25 10 2.5
Profitability 25 9 2.25 4 1.0 8 2.0
Size 15 6 0.9 5 0.75 8 1.2
Vulnerability 15 5 0.75 6 0.9 6 0.9
Competition 10 8 0.8 8 0.8 4 0.4
Cyclicality 10 2.5 0.25 3 0.3 2.5 0.25

Total 100 6.45 5.0 7.25

the organization, multiply these individual scores by the weight that has
been given to its respective factor and divide by 100, then add all these
together to arrive at a total between 0 and 10, and repeat for each segment.
A worked example of this quantitative approach to evaluation is given in
Table 9.7.
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Plotting the position of
segments on the portfolio
matrix
Transpose the results of your segment attractiveness evaluation on to the
matrix, writing the segments on the left of the matrix. Still using the matrix,
draw a dotted line horizontally across from each segment, as shown in
Figure 9.8.

Segment 1

Segment 2

Segment 3

High

Low

Year 3

Year 3 

Year 3 
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Figure 9.8
Plotting segments
on the portfolio
matrix according to
their attractiveness
(Year 3)

A worksheet for plotting segments on the portfolio matrix appears in
the Exercises section of Chapter 10.

In considering the position of each segment on the ‘attractiveness’ axis
at some earlier point in time (say, Year 0), it is important to remember that
they can only move vertically if the matrix also shows their level of attract-
iveness for a future period. This implies carrying out one set of calcula-
tions for a future period (say, in three years’ time, as in Figure 9.8) based
on your forecasts using the agreed segment attractiveness factors, in order
to locate segments on the vertical axis for Year 3, then carrying out another
set of calculations for the present time (Year 0) using the same segment
attractiveness factors. A reworked Table 9.7 illustrating the position of
each segment in Year 0 appears in Table 9.8.

The present (Year 0) sees a change in the attractiveness of the three seg-
ments, with Segment 1 in the leading position, rather than second place,
and Segment 3 in third position, rather than first place. Clearly, therefore,
during the period of the plan, the attractiveness of Segments 1 and 2 deteri-
orates while the attractiveness of Segment 3 improves, and improves to such
an extent that it topples Segment 1 from its leading position. By comparing
Tables 9.8 and 9.7 it can be seen that the principal changes are concerned
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Table 9.8 Segment attractiveness evaluation (Year 0)

Attractiveness Weight Segment 1 Segment 2 Segment 3
factors

Score Total Score Total Score Total

Growth 25 10 2.5 7 1.75 8 2.0
Profitability 25 8 2.0 8 2.0 6 1.5
Size 15 5 0.75 7 1.05 6 0.9
Vulnerability 15 6 0.9 4 0.6 7 1.05
Competition 10 6 0.6 7 0.7 5 0.5
Cyclicality 10 2.5 0.25 3 0.3 2.5 0.25

Total 100 7.0 6.4 6.2
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Year 0

Figure 9.9
Plotting segments
on the portfolio
matrix according to
their attractiveness
at the beginning of
the planning period
(Year 0)

with ‘growth’ and ‘profitability’. The positions of the segments for Year 0
can now be transposed on to the matrix, as in Figure 9.9.

It has to be said that, in practice, it is quicker and easier to carry out only
the calculations for the final year of the planning period, in which case the
circles on the DPM can only move horizontally with changes to your com-
pany’s relative strength in each segment.

It is worth repeating that, once agreed, under no circumstances should
segment attractiveness factors be changed, otherwise the attractiveness of
your segments is not being evaluated against common criteria and the
matrix becomes meaningless. Scores, however, are specific to each segment.

It is also worth stressing that segments positioned in the lower half of
the matrix should not be treated as unattractive. All this means is that they
are relatively less attractive than segments positioned in the top half of the
matrix. In addition, it should not be forgotten that the cash generated from
those segments in the lower half of the matrix (particularly the lower left
quadrant) will be an important contribution to the investment required in
those segments appearing in the top half of the matrix.
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In the examples shown in Tables 9.7 and 9.8, it can be seen that for all
three segments, none of them have a weighted attractiveness score lower
than 5.0. If the vertical axis was scaled from 0 to 10, this would put all three
segments in the ‘highly attractive’ zone. Should you have only three seg-
ments, which is unlikely, this would obviously be a nonsense. To over-
come this problem, it is suggested that the scale on the attractiveness axis
is established along the following lines:
1 Take the lowest score and round it down to the next whole number to

define the point of origin (which would be 4.0 in our example).
2 Take the highest score and round it up to the next whole number to

define the highest point (which would be 8.0 in our example).
This will always ensure a spread, which is, of course, the whole point of
using the device in the first place. Table 9.9 shows a more likely spread of
weighted attractiveness scores.

Table 9.9 The range of weighted attractiveness scores in a market with
nine segments

Attractiveness Weight Segment 1 Segment 2 Segment 3
factors

Score Total Score Total Score Total

Profitability 35 8 2.8 9 3.15 6 2.1
Growth 30 3 0.9 4 1.2 4 1.2
Size 20 3 0.6 5 1.0 5 1.0
Competition 15 9 1.35 5 0.75 7 1.05

Total 100 5.65 6.1 5.35

Attractiveness Weight Segment 4 Segment 5 Segment 6
factors

Score Total Score Total Score Total

Profitability 35 7 2.45 7 2.45 5 1.75
Growth 30 7 2.1 8 2.4 2 0.6
Size 20 4 0.8 6 1.2 2 0.4
Competition 15 8 1.2 7 1.05 5 0.75

Total 100 6.55 7.1 3.5

Attractiveness Weight Segment 7 Segment 8 Segment 9
factors

Score Total Score Total Score Total

Profitability 35 5 1.75 2 0.7 3 1.05
Growth 30 3 0.9 1 0.3 5 1.5
Size 20 9 1.8 2 0.4 2 0.4
Competition 15 2 0.3 2 0.3 8 1.2

Total 100 4.75 1.7 4.15
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When the final result is not what you expected
The first time managers try using the DPM, they frequently find that the
points of intersection from the two axes for their individual segments do not
come out where expected. One possible reason for this is a misunderstand-
ing concerning the use of segment attractiveness factors. Please remember,
you will be most concerned about the potential for growth in volume, growth in
profit, and so on for your company in each of your segments. For example,
even if a segment is mature (or even in decline), if the potential is there for
your company to grow in this mature segment, then it would obviously be
more attractive than one in which there was little or no potential for you to
grow (as would be the case, for example, if you already had a high share in a
segment). Likewise, even if a segment is currently very profitable for your
company, if there were little or no potential for profit growth, this segment
might be considered less attractive than one which was currently not so prof-
itable to your company, but which offered good potential for profit growth.

As a closing comment, it is worth remembering that in some markets,
certain segments have to be served in order for the company to be a cred-
ible player in the market, even though the segment may be unattractive to
your company. An example of this may be a large customer in an attractive
segment that has a subsidiary in another, less attractive segment.

Process check
Before committing resources to any particular segment, it is important to
measure the potential of a segment to yield growth in sales and profits,
and this, the sixth step in the segmentation process, provides guidelines
on how to determine segment attractiveness. This on its own, however, is
insufficient for making investment decisions, as it is important that the
company also assesses its competitive strength in each segment before
making any commitments. Company competitiveness by segment is looked
at in the next chapter.

Because both the attractiveness of segments and the company’s competi-
tive position in each of them will be transposed on to a ‘Directional Policy
Matrix’ (DPM), we began with a review of portfolio analysis. This review
covered the Boston Matrix, the GE/McKinsey Matrix and the McDonald
four-box DPM. The latter matrix is used in the segmentation process.

We then took a detailed look at segment attractiveness, which we opened
with a brief review of the steps it involves, along with three golden rules
we suggest you follow when working through these steps. Briefly these
golden rules were: never do this alone; it requires agreement with key 
colleagues; and, whenever available, use quantitative information in pref-
erence to opinion. We also made suggestions as to the time period you
should consider scoring and the team to work with.

The detailed sections for determining attractiveness began with a discus-
sion about the factors you may wish to consider when comparing the attract-
iveness of your segments and pointed out that these tend to fall under
three headings, namely, ‘growth rate’, ‘accessible segment size’ and ‘profit
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potential’. We then moved on to how each of these factors should be given
weightings to indicate their relative importance to each other for your
company, and pointed out that the segment attractiveness factors and
their weightings for the market being evaluated cannot change whilst con-
structing the DPM.

So that the potential of each segment can be gauged, the next step we
detailed looked at giving high, medium and low parameters to each of the
factors selected, with very high scoring 10 and very low scoring 0. With all
the factors agreed, weighted and their parameters established, we went on
to present the routine for calculating segment attractiveness scores.

We then illustrated how the segment attractiveness evaluation is trans-
posed on to the matrix using the vertical axis and discussed the possibility
of showing both the present as well as the forecast position of segments on
the matrix. We pointed out that the scale of this axis should be adjusted to
ensure that it allows a spread of segments between the point of origin and
the highest point, but also made the point that segments located in the
lower half of the matrix should not be treated as unattractive. They are bet-
ter thought of as being relatively less attractive than segments positioned
in the top half of the matrix

Finally we put forward a possible reason why the results may not be
what you expected.

Examples
The first example is of a company that preferred to consider the present,
rather than forecast the future, the reason for this being the difficulties
they foresaw with predicting future changes.

To arrive at the attractiveness of segments in their market, this company
used growth and return on sales as the factors, weighted 35 and 65 respec-
tively. Not surprisingly, this resulted in all the high-profit segments receiv-
ing high attractiveness scores and all the low-profit segments receiving
low attractiveness scores. The chief executive, however, was not satisfied
with this analysis as the company was under pressure from the financial
institutions to achieve growth in business and profits because, over the
last few years, these had both remained static. A look into the future was
clearly essential.

The factors were therefore changed so that they now encapsulated
potential for growth and profits over the next three years. Using their best
estimates of what these might be for each of the segments, the attractive-
ness scores were recalculated. The result was quite dramatic in that the
resulting attractiveness positions of the segments now showed most of the
high-profit segments of today at the lower end of the scale in three years’
time, since few of them were growth segments and the company already
had a high share in most of them.

The chief executive could now see opportunities for the company to
meet the demands of its shareholders.

The second example concerns a clothing manufacturer who had com-
pleted a segmentation project in one of its markets and identified five 
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distinct segments. One of these segments stood out as being extremely
attractive in that, while it accounted for approaching 20 per cent of the
population in the market, it accounted for over 35 per cent of the sales. For
the company in question, it did not matter how they cut the attractiveness
factors, this segment always came out on top. As it was also a segment in
which they had very little presence, the opportunity this presented them
with was very tempting.

In just under a year, the company was ready to launch a new range of
clothes targeted at this segment.

It was a disaster.
The segment had specific requirements with respect to certain style-

related attributes of the clothing, as well as to the positioning associated
with the brand appearing on the label. They also had a very clear prefer-
ence with respect to the type of distribution outlet they felt comfortable 
in buying their clothes from. Although all three of these criteria had been
understood by the company, the company was very entrenched in a style
of clothing they were renowned for, which did not have the attributes this
segment was looking for, they had a very strong brand name associated
with this style which they felt compelled to associate with every garment
they produced, and the company only ever dealt with a type of distribu-
tion outlet the segment in question rarely, if ever, visited.

The segment was certainly attractive, but what the company had failed
to assess was their capability in meeting the needs of this segment and,
therefore, be seen by the customers it represented as a potential competi-
tor for their business. In other words, they had failed to assess their rela-
tive competitive strength for this segment.

The lesson from this example is that segment attractiveness cannot be
looked at in isolation and must be seen alongside relative company com-
petitiveness before decisions are made about which segments a company
is to target. Company competitiveness is looked at in the next chapter.
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Exercises
Table 9.10 contains details about five segments in a particular market. The
information categories are those that will be used to determine segment
attractiveness.

Table 9.11 contains the importance weightings of these segment attractiveness
factors along with their scores using the parameters of high, medium and low.

Exercise 9.1

Chap-09.qxd  8/18/04  4:18 PM  Page 304



Determining the attractiveness of market segments 305

With the above in mind, see if you can complete the segment attractiveness
scoring for Segment 1 in Table 9.12. Alternatively, take a copy of the work-
sheet in Table 9.16 and use this for Exercise 9.1.

Table 9.10 Segment details for Exercise 9.1

Segments Segment attractiveness factors

Segment Growth Competitive Profitability Vulnerability
size (%) intensity (%)
(£ millions)

Segment 1 20 12 Low 17 Low
Segment 2 120 2 High �10 High
Segment 3 20 11 Low 20 Medium
Segment 4 80 9 Medium 14 Medium
Segment 5 100 6 Medium 11 High

Table 9.11 Parameters and their scores for the segment attractiveness factors in
Exercise 9.1

Segment Parameters
attractiveness factors

Weight High Medium Low
(Total 100) (10–7) (6–3) (2–0)

Segment size 15 	100 33–100 �33
Growth 25 	10% 5–9% �5%
Competitive intensity 15 Low Medium High
Profitability 30 	5% 10–15% �10%
Vulnerability 15 Low Medium High

Table 9.12 Attractiveness factor scores for Segment 1 in Exercise 9.1

Segment Weight Score Total
attractiveness factors

Segment size � 15 1 � 0.15
Growth � 25 �
Competitive intensity � 15 �
Profitability � 30 �
Vulnerability � 15 �

Total

You can check if your answer is correct by looking at Table 9.13 and com-
paring your result with that appearing in this table. You will note that there
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has to be an element of judgement in the scoring, but as long as you are con-
sistent, the conclusions will not be affected.

As it is important to be clear about how the total segment attractiveness
score is calculated, Table 9.14 presents a second opportunity to work this
through, but, on this occasion, for Segment 2. You can check your answers by
looking at Table 9.15.

Table 9.13 Attractiveness factor score ranges for Segment 1 in Exercise 9.1

Segment Weight Score Total
attractiveness factors

Segment size � 15 1 � 0.15
Growth � 25 (7–10) � (1.75–2.5)
Competitive intensity � 15 (7–10) � (1.05–1.5)
Profitability � 30 (7–10) � (2.10–3.0)
Vulnerability � 15 (7–10) � (1.05–1.5)

Total (6.10–8.65)

Table 9.14 Attractiveness factor scores for Segment 2 in Exercise 9.1

Segment Weight Score Total
attractiveness factors

Segment size � 15 10 � 1.5
Growth � 25 �
Competitive intensity � 15 �
Profitability � 30 �
Vulnerability � 15 �

Total

Table 9.15 Attractiveness factor score ranges for Segment 2 in Exercise 9.1

Segment Weight Score Total
attractiveness factors

Segment size � 15 (7–10) � (1.05–1.5)
Growth � 25 (1–2) � (0.25–0.5)
Competitive intensity � 15 (1–2) � (0.15–0.3)
Profitability � 30 (1–2) � (0.30–0.6)
Vulnerability � 15 (1–2) � (0.15–0.3)

Total (1.90–3.2)
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To complete the picture, the attractiveness score for Segment 3 works out at
8.05, for Segment 4 it comes to 5.55 and for Segment 5 it comes to 4.15. If you
have not worked out a score for Segment 2, assume it to be 2.35.

With all the scores to hand, the segments can now be positioned on the
attractiveness axis of a portfolio matrix. This has already been completed for
Segments 3 and 5 in Figure 10.11 which can be found in the Exercises section
of the next chapter. Alternatively, take a copy of the portfolio matrix work-
sheet which also appears in the Exercises section of the next chapter, establish
a scale and position the segments on the vertical axis.

Develop a set of criteria for judging segment attractiveness in your company and
develop a scoring and weighting system for these criteria. A copy of Table 9.16
can be used for this exercise. Do not forget the three golden rules: never do this
alone; obtain agreement from key colleagues; and use quantitative informa-
tion in preference to opinion, whenever this is available.

Now calculate the attractiveness scores for the segments in your market and
locate their position on the vertical axis of a portfolio matrix. A copy of the
portfolio matrix worksheet in the Exercises section of Chapter 10 can be used
for this.

Exercise 9.2
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Table 9.16 Worksheet – calculating segment attractiveness

Description Description

Segment 1: Segment 4:

Segment 2: Segment 5:

Segment 3:

Segment Parameters Segment 1 Segment 2 Segment 3 Segment 4 Segment 5
attractiveness 

Weight

High Med Low Score Total Score Total Score Total Score Total Score Totalfactors
10–7 6–4 3–0

Total 100 Total Total Total Total Total
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competitiveness and 
the portfolio matrix
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Summary
To complement the analysis of segment attractiveness, it is essential that the company
assesses how well equipped it is to deal with each segment before finally deciding where
to focus its financial and managerial resources. However, no matter how ‘fit’ your com-
pany may be in meeting the needs of a segment, customers will make their choice based
on which of the competing companies is, in their view, the ‘fittest’. It is, therefore, the
company’s relative competitiveness that has to be balanced with segment attractiveness
in order to determine where the greatest realizable opportunities are to be found for the
organization.

Assessing relative competitiveness and balancing it with segment attractiveness is
looked at in this chapter. It is the seventh and final step in the segmentation process, as
illustrated in Figure 10.1.

Stages 1–3 – Developing segmentsStages 1–3 – Developing segments

Steps 1–5 – Market; mapping; decision-
makers; transactions; segments

Stage 4 – Identifying your target segmentsStage 4 – Identifying your target segments

Step 6 – Segment attractiveness
Measuring segment potential

Step 7 – Company competitiveness
Company strength by segment

Figure 10.1
The segmentation
process – Step 7

In order to arrive at a realistic assessment of company strengths, it is necessary to look
at the performance of companies in terms of how it is perceived by customers in relation
to the needs they are seeking to satisfy. This step, therefore, requires ‘perceived’ per-
formance as opposed to ‘true’ performance to be measured.

This chapter is organized as follows:

� A ‘fast track’ for those looking for a quick route through the key points
� An introduction to ‘company competitiveness’ and an overview of the steps it involves
� Defining the time period for company competitiveness
� Factors to consider in company competitiveness for each segment
� The weightings to be allocated to these factors
� Defining the parameters for competitiveness so that company strengths can be

gauged
� How to evaluate the competitiveness scores for your company and your competitors in

each segment

Chap-10.qxd  8/17/04  4:15 PM  Page 311



312 Market Segmentation

Fast track
� For each segment, list the needs they are seeking to satisfy – these, along

with ‘price’, were identified in Step 5 as their Decisive Buying Criteria
(DBCs) – and note the constituents of the offer required to deliver each
DBC successfully (frequently referred to as ‘Critical Success Factors’
(CSFs) in a portfolio matrix, many of which will be aligned to the seg-
ment’s Key Discriminating Features (KDFs)).

� Associate a weight with each DBC that reflects its relative importance
(and, therefore, the relative importance of its constituent CSFs) to the
segment. This was also identified in Step 5, though where the relative
importance of a segment’s DBCs remain expressed as symbols, they now
need to be expressed numerically and 100 points distributed between
them as follows;
1 Convert the symbols to numbers with each ‘half-star’, for example,

being equivalent to a single unit, thus ‘���✰’ (three and a half stars)
is equivalent to ‘seven’.

2 Add up the individual numbers to arrive at a total for the segment.
3 Divide each individual number by the total and multiply the answer

by 100.
If required, refer to Table 10.3 later in this chapter for a worked example.

� Set the parameters for competitiveness to ‘highly competitive’ scoring
from 10 down to 7, ‘competitive’ from 6 down to 4 and ‘uncompetitive’
from 3 down to 0 – these are fixed and do not change.

� Take one of the segments and, in considering the CSFs required to
deliver each DBC, separately score your own company’s and your main
competitors’ current (Year 0) performance for each DBC based on the
parameters for competitiveness as perceived by the customers in the seg-
ment, multiply these individual scores by the weight that has been
given to its respective DBC and divide by 100, then add all these together
to arrive at a total between 0 and 10 for each company, as illustrated in
Table 10.1.

A worksheet for listing the DBCs, along with their constituent CSFs,
and for calculating the competitive scores for the segments appears in
the Exercises section of this chapter.

� Now assess for the segment your own company’s competitiveness rela-
tive to the competition by dividing your company’s total weighted score

� Transferring the results on to a portfolio matrix and illustrating the size of each seg-
ment along with your share

� How different time periods and different strategic assumptions for your company and
your competitors can be used to produce a Directional Policy Matrix (DPM)

� A review of this, the final step in the segmentation process
� Examples of segment portfolios
� Exercises to help you further with relative company competitiveness
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by the highest total weighted score of the competitors, expressing the
result as a ratio (your company : best competitor). For Table 10.1 this
would be 6.3 : 7.1 � 0.89 : 1.0 (0.89 being 6.3 
 7.1).

� When the company’s relative competitiveness scores have been calcu-
lated for each segment, transpose the results on to the horizontal axis of
the portfolio matrix, as illustrated in Figure 10.2, using a logarithmic
scale ranging from 3x to 0.3x (normally sufficient for most projects). At
the point of intersection with the appropriate attractiveness line, draw
a circle to represent the forecast size of the segment in Year 3.

A worksheet for plotting segments on the portfolio matrix appears in
the Exercises section of this chapter.

� Capture your company’s share of each segment as a ‘cheese’ in each cir-
cle. Alternatively, your company’s own sales into each segment can be
used to determine the size of the circle. This analysis should indicate
whether your portfolio is well balanced or not, and should give a clear
indication of any problems.

� Now introduce some dynamics into your matrix for it to become a
Directional Policy Matrix (DPM). For example, re-score your relative
competitive strength for each segment assuming that your company con-
tinues with the strategies already in place, or based on realistic assump-
tions about your competitor’s strategies but with your company
standing still, or some combination of either of these. Also consider
showing the position of segments using the competitiveness of Year 0
with the attractiveness of Year 0, and then redraw these for Year 3 along
with any of the competition scenarios you have developed. This will see
segments moving vertically as well as horizontally in the matrix.

Readers who have established a realistic assessment of relative competi-
tiveness and completed the portfolio matrix may go straight to Chapter 11.

Table 10.1 Fast track – competitive strength evaluation (Year 0)

Segment 2

DBCs & CSFs Weight Your company Competitor A Competitor B

Score Total Score Total Score Total

1. Product 45 6 2.7 8 3.6 4 1.8
2. Service 25 8 2.0 8 2.0 8 2.0
3. Image 20 6 1.2 5 1.0 4 0.8
4. Price 10 4 0.4 5 0.5 7 0.7

Total 100 6.3 7.1 5.3

Note: The scores are based on the parameters for competitiveness as described in the
previous bullet point and are as perceived by the segment. The DBCs and CSFs are
abbreviated to a single word in this table due to limitations on space. An example of a
more detailed listing can be found in Table 10.2 later in this chapter.
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This concludes the fast track for Step 7 of the segmentation process.

Company competitiveness
Company competitiveness, for the purposes of this book, is a measure of
an organization’s actual strengths in each segment, in other words, the
degree to which it can take advantage of a segment opportunity. Thus, it is
an objective assessment of an organization’s ability to satisfy segment
needs relative to competitors.

The procedure to follow when assessing company competitiveness can
be summarized as follows:

1 For each segment, list the needs they are seeking to satisfy – these, along
with ‘price’, were identified in Step 5 as their Decisive Buying Criteria
(DBCs) – and note the constituents of the offer required to deliver each
DBC successfully (many of which will be aligned to the segment’s Key
Discriminating Features (KDFs)).

High

Low

Segment 1

Segment 2

Relative company competitiveness
(Year 0)

Se
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tt
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s
(Y
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r 3

)

High Low

(Cash neutral)

(Cash generator)

(Cash user)

(Cash neutral)

Year 3

Year 3

Size of the segmentPoint of intersection

3x 0.3x1.0

Figure 10.2 Fast track – plotting business positions on the portfolio
matrix for each segment according to their relative competitive strength
(Note: Although ‘high’ is positioned on the left of the horizontal 
axis it can, if you prefer, be placed on the right and its scale can be
extended if circumstances require it. To portray the relative size of
each segment, the easiest approach is to draw each circle with the
radius proportional to that segment’s share of the total market.)

Definition:
Company
competitiveness is a
measure of an
organization’s actual
strengths in each
segment (in other words,
the degree to which it
can take advantage of a
segment opportunity).
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2 Associate a weight with each DBC that reflects its relative importance
(and, therefore, the relative importance of what is required to deliver
the DBC) to the segment. This was also identified in Step 5, though
where the relative importance of a segment’s DBCs remain expressed as
symbols, they now need to be expressed numerically and 100 points
distributed between them.

3 Set the parameters for competitiveness to ‘highly competitive’ scoring
from 10 down to 7, ‘competitive’ from 6 down to 4 and ‘uncompetitive’
from 3 down to 0 – these are fixed and do not change.

4 Take one of the segments and, in considering the constituents of the
offer required to deliver each DBC, separately score your own com-
pany’s and your main competitors’ performance for each DBC based on
the parameters for competitiveness as perceived by the customers in the
segment, multiply these individual scores by the weight that has been
given to its respective DBC and divide by 100, then add all these together
to arrive at a total between 0 and 10 for each company.

5 Now assess for the segment your own company’s competitiveness rela-
tive to the competition by dividing your company’s total weighted score
by the highest total weighted score of the competitors, expressing the
result as a ratio (your company : best competitor).

Repeat the above steps until the company’s relative competitiveness scores
have been calculated for each segment.

A key emphasis in the above summary, and a golden rule for assessing
company competitiveness, is that the performance of each company
included in the analysis is as perceived by the segment. Therefore, ‘perceived’
performance should be used in preference to ‘true’ performance, even
when there are discrepancies between them, and whenever market research
information is available, it should be used in preference to opinions, no
matter how well founded these opinions might be.

Time horizon
The choice of time period to be scored is clearly linked to the decisions on
time periods made in the previous chapter, this being either today (Year 0)
or at the end of the planning period, with three years being the recom-
mended time horizon.

It is suggested that the calculations for company competitiveness should
first be carried out for the start of the planning period (Year 0). This
enables you to establish a fixed position on the portfolio matrix for your
company in each segment against which the forecast outcome of alterna-
tive strategies and assumptions for the planning period can be seen when
plotted on to the Directional Policy Matrix (DPM). If you have only calcu-
lated segment attractiveness for a single year, the impact of any changes in
your company’s activities will only move segments horizontally – that is,
along the same level of attractiveness. However, if you have determined
segment attractiveness for both the start and end of the planning period,
any changes to your company’s relative competitive strength will see seg-
ments move both horizontally as their attractiveness changes and verti-
cally as your relative competitive strength changes. This is shown on
Figure 10.7 which appears later in this chapter.
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Competitiveness factors
These factors will be principally a combination of an organization’s rela-
tive strengths versus competitors in connection with customer-facing needs
in each segment, namely those that are required by the customer. These
were identified in Step 5 as their DBCs, with each concluding segment
having its own importance rating of the market’s DBCs, which, you will
recall, also included ‘price’. To win the business in any particular segment,
therefore, the company has to be relatively more successful than its com-
petitors in matching up to the segment’s DBCs.

This ‘success’ is in relation to the constituents of the offer required to
deliver each DBC and these are frequently referred to as ‘Critical Success
Factors’ (CSFs); this is the term most often found in marketing text books
and papers when describing the business strengths/competitiveness axis
of a portfolio matrix. For example, delivering to the customers in a seg-
ment the perception that they are being ‘innovative’ may require a com-
pany to be seen at the forefront of product development, for its outlets and
channels to be the most modern and for its promotional activity to adopt,
if not pioneer, the latest techniques and so on. Assessing competitiveness
related to the DBC of being ‘innovative’, therefore, will require an assess-
ment of a company’s performance with respect to all the appropriate con-
stituents of ‘innovation’ as perceived by the segment. There may, of
course, be only a single CSF required to deliver a DBC rather than several.

As will be apparent from the preceding paragraph, many of the CSFs will
be aligned to each segment’s KDFs. Therefore, if you have not already con-
solidated the KDFs for each segment, now is the time to do so. A worksheet
to help calculate these details appeared in the Exercises section of Chapter 8.

The CSFs can often be summarized under the following headings:1

� product requirements;
� price requirements;
� promotion requirements;
� place (distribution and service) requirements.

In the same way that ‘profit’ on the segment attractiveness axis can be 
broken down into a number of sub-headings, so can each of the above 
be broken down further and analysed, with the sub-headings based on
those that are relevant to the segment. For example, in the case of pharma-
ceuticals, product strengths could be represented by:

� relative product safety;
� relative product convenience;
� relative cost effectiveness.

In your review of how well your company can meet the requirements of
each segment, you may well need to consider questions such as:

� Do we have the right products?
� How large is our segment share?

Competitive ‘success’ is
in relation to the
constituents of the offer
required to deliver each
DBC; frequently referred
to as ‘Critical Success
Factors’ (CSFs).

1As mentioned in Chapter 7, the traditional four Ps of the marketing mix, namely product, price,
promotion and place, are sometimes extended into a number of other ‘Ps’ such as people and
processes.
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� How well are we known in this segment?
� What image do we have?
� Do we have the right technical skills?
� Can we adapt to change?
� Do we have enough capacity?
� Can we grow?
� How close are we to this segment?

It should be stressed, however, that the answers to these questions should
not be confused with customer-facing CSFs. They will only tell you in
what ways you have to change to satisfy your customer’s needs.

It will be clear that a company’s relative strengths in meeting customer-
facing needs will be a function of its capabilities in connection with the CSFs
relative to the capabilities of the best competitor. For example, if a depot is
necessary in each major town/city for any organization to succeed in any
segment, and the company carrying out the analysis does not have this,
yet the competition does, then it is likely that this will account for its poor
performance under ‘customer service’. Likewise, if a major component of
‘price’ is the cost of feedstock, and it is necessary in some segments to have
low prices in order to succeed, any company carrying out the analysis
which does not have low feedstock costs, while competitors do, will find
that it is this which accounts for its poor performance under ‘price’.

Clearly, this type of assessment of a company’s capabilities in respect of
CSFs could be made in order to understand what has to be done in the
organization in order to satisfy customer needs better. This assessment,
however, is quite separate from the quantification of the competitive
strengths/position axis, and its purpose is to translate the analysis into
actionable propositions for other functions within the organization, such
as purchasing, production, distribution and so on.

Weighting the factors
The weightings allocated to the competitiveness factors, namely the DBCs
and their constituent CSFs, will, of course, be specific to each segment and
will reflect the relative importance of the DBCs to each other as observed
for the segment in Step 5. An example is shown in Table 10.2.

Table 10.2 Weighting DBCs and their constituent CSFs

Segment 4

DBCs and their Critical Success Factors Weight

1. Delivery reliability: �95% within 30 minutes of the agreed time 50
2. Product technical performance: temperature range tolerance 25
3. Leading edge image: e-business, product materials pioneer 15
4. Price 10

Total 100
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In those cases where the relative importance of a segment’s DBCs remain
expressed as symbols, such as stars and half-stars, they now need to be
expressed numerically and 100 points distributed between them. This
requires the following steps to be carried out for each segment;

1 Convert the symbols to numbers with each ‘half-star’, for example, being
equivalent to a single unit, thus ‘� � � ✰’ (three and a half stars) is
equivalent to ‘seven’.

2 Add up the individual numbers to arrive at a total for the segment.
3 Divide each individual number by the total and multiply the answer 

by 100.

A worked example appears in Table 10.3.

Table 10.3 Expressing the relative importance of DBCs numerically

Segment 2

DBCs DBC rating As a number Reworked

1. Product technical performance � � � � ✰ 9 41
2. Leading edge image � � � 6 27
3. Delivery reliability � � ✰ 5 23
4. Price � 2 9

Total 22 100

If a segment’s DBCs have each had their importance rated on a scale of,
say, 1 to 10, these can be reworked so that they total 100 by following steps
2 and 3.

Defining the parameters for competitiveness
The parameters for competitiveness are very straightforward, as they are
common to all the CSFs. They consist of:

� highly competitive (which has a score range of 10 down to 7),
� competitive (with a score range of 6 down to 4),
� uncompetitive (scoring from 3 down to 0).

While we would recommend the above scoring structure for the para-
meters, they are, however, a matter of management judgement.

Scoring your company and your competitors
For each individual segment, refer to the parameters for competitiveness
and score your own company and each of your main competitors out of 10
on each of the DBCs based on the customer’s perceived assessment of your
and their performance with respect to the CSFs, multiply the individual

Competitiveness scores
are as perceived by the
customers in the
segment.
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scores by their respective weight and divide by 100, then add these
together for each company to arrive at a total between 0 and 10 as shown
in Table 10.4. This calculation should first be carried out for the start of the
planning period, namely Year 0. This enables you to establish a fixed po-
sition on the portfolio matrix for your company in each segment against
which the forecast outcome of alternative strategies and assumptions for
the planning period can be seen when plotted on to the DPM.

Table 10.4 Competitive strength evaluation (Year 0)

Segment 3

DBCs & CSFs Weight Your company Competitor A Competitor B

Score Total Score Total Score Total

1. Delivery 50 6 3.0 9 4.5 4 2.0
2. Product 25 8 2.0 6 1.5 10 2.5
3. Image 15 8 1.2 8 1.2 6 0.9
4. Price 10 5 0.5 6 0.6 3 0.3

Total 100 6.7 7.8 5.7

Note: The scores are based on the parameters described in the previous section and are
as perceived by the segment.

From this table it can be seen that:

1 this company is not the segment leader;
2 all competitors score above 5.0.

The problem with this and many similar calculations is that rarely will
this method discriminate sufficiently well to indicate the relative strengths
of a number of segments in a particular company’s market portfolio, and
many of the SBU’s segments would appear on the left of the matrix.

Some method is required to prevent all segments appearing on the left of
the matrix. This can be achieved by using a ratio, as in the Boston Matrix,
which is calculated for each segment by dividing your company’s total
weighted score by the highest total weighted score of the competitors.
This will indicate a company’s position relative to the best in the segment.

In the example provided, Competitor A has most strengths in the seg-
ment so our organization needs to make some improvements. To reflect
this, our total weighted score should be expressed as a ratio of Competitor
A (the highest total weighted score). Thus,

6.7 : 7.8 � 0.86 : 1.0 (0.86 being 6.7 
 7.8)

If we were to plot this on a logarithmic scale on the horizontal axis, this
would place our organization to the right of the dividing line as shown in
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Figure 10.3 (we should make the left hand extreme point ‘3x‘ and start the
scale on the right at ‘0.3x‘).

0.86

1.0 0.3x3x

Figure 10.3 Plotting a relative competitive strength score of 0.86
(Note: If our company had scored 7.8 and the highest competitor’s
score had been 6.7 the ratio would work out at 1.16 : 1.0 and place
our organization to the left of the dividing line.)

A scale of ‘3x‘ to ‘0.3x‘ has been chosen because such a band is likely to
encapsulate most extremes of competitive advantage. If it does not, just
change it to suit your own circumstances, for example, 10x to 0.1x.

A worksheet which can be used for these various calculations appears
in the Exercises section of this chapter.

Producing the portfolio
matrix
Once you have completed the competitive evaluation for Year 0, you can
plot your position for each segment by drawing a vertical line from the rele-
vant point on the horizontal scale, as shown on Figure 10.4, so that it 
intersects with the appropriate segment’s horizontal line (initially from
the Year 3 calculations).

A worksheet for plotting segments on the portfolio matrix appears in
the Exercises section of this chapter.

Now, at the point of intersection for each segment, draw a circle with
the radius of each circle proportional to that segment’s share of the total
market, which will be based on your forecasts of size if the attractiveness
is for Year 3. (Please note that to be technically correct, the radius of the 
circle should be the square root of the area occupied by the circle: that is,
segment size divided by pi, namely 3.14.2) This can then be transferred 
to a four-box matrix with your company’s share put as a ‘cheese’ in each 
circle, as on Figure 10.5.

2We suggest to only two decimal points!
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Figure 10.4
Plotting business
positions on the
portfolio matrix for
each segment
according to their
relative competitive
strength
(Note: Although
‘high’ is positioned
on the left of the
horizontal axis it
can, if you prefer,
be placed on the
right. The three
segments on the
vertical axis are as
they appeared in
Figure 9.8 in the
previous chapter.)
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Figure 10.5
The initial segment
portfolio matrix
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Alternatively, your company’s own sales into each segment can be used
to determine the size of the circle. This can be seen on Figure 10.6 which is
the segment portfolio matrix for the case study, Agrofertilizer Supplies. In
practice, however, it is advisable to do both and compare them in order to
see how closely actual sales match the opportunities.
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S1

Brand
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Cheap
Traditional
S6

Relative company competitiveness
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Extensive
Stock
S4

Price
Dependent
S7

Figure 10.6
The segment
portfolio matrix for
the case study
(Note: ‘S5’, ‘S3’ and
so on represent
‘Segment 5’,
‘Segment 3’ and so
on as listed in
Chapter 8.)

The purpose of the portfolio matrix is to see how the segments in a mar-
ket relate to each other in the context of the criteria used. This analysis
should indicate whether the portfolio is well balanced or not, and should
give a clear indication of any problems.

The DPM
It is now possible to start being creative in your use of the matrix and
redraw your portfolio along a number of alternative lines by, for example:

1 re-scoring your relative competitive strength for each segment assum-
ing the company continues with the strategies already in place;

2 re-scoring your relative competitive strength for each segment based on
some realistic assumptions about your competitors, but assuming your
company just stood still;

3 a combination of the above.
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By including these new locations of the segments on the original portfolio
matrix, the resulting matrix will indicate whether your own position is
getting worse or better. With the attractiveness scores being kept at Year 3,
then it will be clear that the circles can only move horizontally along the
axis as all that will change is your competitive strength. Alternatively, you
could show the position of the segments on the portfolio matrix as they
are today, using segment attractiveness for Year 0 and the relative com-
pany competitiveness for Year 0, and then redraw the segments to show
their attractiveness position in Year 3 along with any of the competition
scenarios you have developed for Year 3. In such a case, the circles can
move both vertically and horizontally, as is the case in Figure 10.7.
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in 3 years 

Figure 10.7
The DPM

Process check
This, the seventh and final step in the segmentation process, provides
guidelines on how to assess relative company competitiveness in each
segment. The outcome of this analysis, when balanced with segment
attractiveness, can then be used to determine which segments provide the
greatest opportunities for the company to achieve its objectives.
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We began with a brief review of the steps involved in assessing company
competitiveness for each segment. Here we highlighted the point that the
assessment of your company’s performance and that of your competitors
is based on how it is perceived by the customers in a segment, even if this
is at odds with what you know to be the ‘true’ performance.

After a brief review of the time period you should consider, we turned
to the competitiveness factors to be included in the evaluation and pointed
out that these were directly linked to the DBCs identified for each segment
in Step 5. Here we emphasized that what was actually measured was each
company’s performance in relation to the constituents of the offer required
to deliver each DBC, frequently referred to as ‘Critical Success Factors’
(CSFs). We then pointed out that the weightings allocated to the competi-
tiveness factors were those recorded for each segment’s DBCs in Step 5.

Next, we looked at the parameters for measuring a company’s com-
petitiveness before illustrating how the weightings and competitiveness
scores for each factor were used to calculate the individual competitive
strengths of your company and your main competitors in each segment. 
A simple procedure then followed which converted your company’s 
total weighted score to a relative competitiveness score using the highest
total weighted score of the competitors. This calculation, we pointed out,
was to prevent all the segments appearing on one side of the portfolio
matrix.

We then illustrated how the relative competitiveness evaluation is
transposed on to the horizontal axis of the portfolio matrix and how, at the
point of intersection with the attractiveness scores for each segment, a cir-
cle can be used to depict the size of each segment. We suggested your com-
pany’s share could be portrayed as a ‘cheese’ in each circle.

Finally, we went on to illustrate how using different time periods and
various assumptions about your company’s strategies and those of your
competitors could be used to illustrate the dynamics of the segments in
your defined market on a Directional Policy Matrix (DPM).

Examples
The art of portfolio management is for a company to balance sales growth,
cash flow and risk. Using the picturesque labels associated with the four
quadrants of the Boston Matrix (Figure 9.3 in the previous chapter), we
should be seeking to use surplus cash generated by ‘cash cows’ to invest
in ‘stars’ and a selected number of ‘question marks’.

Figure 10.8 shows a well-balanced portfolio. There is one large ‘cash cow’,
two sizeable ‘stars’, and three emerging segments presenting growth
opportunities for the future. There are only two small ‘dogs’.

Figure 10.9 shows a poorly balanced portfolio. The company has no
‘cash cows’. There is only one small ‘star’. It has three ‘question marks’ and
three ‘dogs’, one of which is a sizeable segment. There could be cash flow
problems with this company.
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Figure 10.8
Well-balanced
portfolio
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Figure 10.9
Poorly balanced
portfolio (1)
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Figure 10.10 also shows a poorly balanced segment portfolio. This com-
pany is probably cash rich, with three sizeable ‘cash cows’. However, all
the danger signs are evident. There is only one small ‘star’ and one small
‘question mark’ presenting growth opportunities for the future.
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Figure 10.10
Poorly balanced
portfolio (2)

Exercises
Continuing with the segments identified for Exercise 9.1 in the previous chap-
ter, Table 10.5 contains details about Segment 1 which can be used to deter-
mine relative competitiveness.

Exercise 10.1

Table 10.5 Competitive strength as perceived by Segment 1 in Exercise 10.1

Market DBCs & CSFs Weight (Total 100) Company A Best competitor

Product performance 35 High Medium
Image with segment 25 High Medium
Service availability 25 High Low
Price 15 Medium High

Note: The parameters for competitiveness are common to all the DBCs and their con-
stituent CSFs.

With the above in mind, see if you can complete the relative competitive
strength score for Company A with respect to Segment 1 in Table 10.6.
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Alternatively, take a copy of the worksheet in Table 10.11 and use this for
Exercise 10.1. Assume that the parameters being used for competitiveness cor-
respond to the following scores:

� ‘High’, 10 down to 7;
� ‘Medium’, 6 down to 4;
� ‘Low’, 3 down to 0.

Table 10.6 Relative competitive strength evaluation for Segment 1 in 
Exercise 10.1

DBCs Weight Company A Best competitor

Score Total Score Total

Product � 35 8 � 2.8 5 � 1.75
Image � 25 � �
Service � 25 � �
Price � 15 � �

—— ——
Total Total

Relative competitive strength of Company A: : 1.0

You can check if your answer is correct by looking at Table 10.7.

Table 10.7 Relative competitive strength score ranges for Segment 1 in
Exercise 10.1

DBCs Weight Company A Best competitor

Score Total Score Total

Product � 35 8 � 2.8 5 � 1.75
Image � 25 (7–10) � (1.75–2.5) (4–6) � (1.0–1.5)
Service � 25 (7–10) � (1.75–2.5) (0–3) � (0.0–0.75)
Price � 15 (4–6) � (0.6–0.9) (7–10) � (1.05–1.5)

Total (6.9–8.7) Total (3.8–5.5)

Relative competitive strength of Company A: (2.29 : 1.0–1.25 : 1.0)

If you would like the practice, Table 10.8 contains details about Segment 2
which can be used to determine relative competitiveness in Table 10.9. You
can check your answers by looking at Table 10.10.

With similar information to hand about the other segments, the relative
competitiveness score for Segment 3 works out at 0.49, for Segment 4 it comes
to 1.08 and for Segment 5 it comes to 2.02. If you have not worked out a score
for Segment 2, assume it to be 0.62.

With all the scores to hand, the company can now be positioned on the
competitiveness axis of a portfolio matrix for each segment. The location of
each segment in the matrix can then be established by drawing a vertical line

Chap-10.qxd  8/17/04  4:15 PM  Page 327



328 Market Segmentation

Table 10.9 Relative competitive strength evaluation for Segment 2 in 
Exercise 10.1

DBCs Weight Company A Best competitor

Score Total Score Total

Product � 25 8 � 2.0 5 � 1.25
Image � 15 � �
Service � 20 � �
Price � 40 � �

—— ——
Total Total

Relative competitive strength of Company A: : 1.0

Table 10.10 Relative competitive strength score ranges for Segment 2 in
Exercise 10.1

DBCs Weight Company A Best competitor

Score Total Score Total

Product � 25 (7–10) � (1.75–2.5) (4–6) � (1.0–1.5)
Image � 15 (4–6) � (0.6–0.9) (7–10) � (1.05–1.5)
Service � 20 (4–6) � (0.8–1.2) (4–6) � (0.8–1.2)
Price � 40 (0–3) � (0.0–1.2) (7–10) � (2.8–4.0)

Total (3.15–5.8) Total (5.65–8.2)

Relative competitive strength of Company A: (1.03 : 1.0–0.38:1.0)

from the relevant point on the competitiveness axis so that it intersects with
the appropriate segment’s horizontal line drawn from its position on the
attractiveness axis. A partially completed portfolio matrix for this exercise
showing the positions of Segments 3 and 5 appears in Figure 10.11 to which
you can add the remaining segments. Alternatively, take a copy of the work-
sheet in Figure 10.12 and use this to complete the exercise.

You will note in Figure 10.11 that, because of the attractiveness scores
established in the previous chapter, the scale ranges from 2.0 to 9.0 to ensure
a spread of segments on this axis. The range of attractiveness scores is from

Table 10.8 Competitive strength as perceived by Segment 2 in Exercise 10.1

Market DBCs & CSFs Weight (Total 100) Company A Best competitor

Product performance 25 High Medium
Image with segment 15 Medium High
Service availability 20 Medium Medium
Price 40 Low High
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2.35 (the assumed score for Segment 2) to a possible maximum score of 8.65
for Segment 1.

The portfolio matrix is almost complete. What remains to be done is to indi-
cate the sales quantity for each of these segments. This is achieved by drawing
a circle proportional to the sales quantity at each segment’s point of intersec-
tion. It is often a matter of trial and error to establish the best basis for draw-
ing these circles. If, for example, the range was from twenty units to sixty units,
you may decide that every twenty units is equivalent to 5.0 mm of diameter.
This would mean, for example, that thirty units would be shown as 7.5 mm
and fifty units as 12.5 mm. If this proved to be too large or too small, then
change it to suit the diagram.

For each of the segments in your market, assess your performance and that of
your main competitor for their DBCs, preferably as perceived by the segment.
This, however, may need to be an informed judgement at this stage.

Position your company for each segment on the competitiveness axis of the
portfolio matrix you developed for Exercise 9.2 and locate the point of inter-
section with the appropriate attractiveness score. Now, indicate your current
sales for each segment with a circle using an approximate scale of your own
choice, making the circle diameter proportional to the sales quantity.

Comment on the current portfolio.
Indicate approximately the size and position of the segments in three 

years time and outline the strategies you would pursue to achieve these 
objectives.

Segment 5 

3.0  0.3  2.0  1.5 1.0 0.6  0.4  

Segment 3 

Relative company competitiveness 
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Figure 10.11
Portfolio matrix 
for Exercises 9.1 
and 10.1

Exercise 10.2
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Market:

Segment: Your company Competitor: Competitor:

DBCs and their CSFs Weight Score Total Score Total Score Total

Total 100 Total Total Total

Your company’s relative competitive strength: :1.0

(Your lowest
score rounded

down to the next
whole number)

Low

Low
3x 0.3x

Relative company competitiveness

High

High
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(Your highest
score rounded
up to the next

whole number)

2.0 1.5 1.0 0.6 0.4

Figure 10.12
Worksheet –
portfolio matrix

Table 10.11 Worksheet – calculating relative company competitiveness
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Summary
In Chapter 5 when we looked at using a market map both to illustrate how a market
works and to identify decision-makers, it was pointed out that ‘market mapping’ as
defined and developed by the authors has become an increasingly important part of the
toolkit for marketers. Not only can it be used to provide an informative picture of the dis-
tribution and value-added chain that exists between final users
and suppliers, it can also be used to present your own company’s
performance on these routes to market and illustrate where your
sales and marketing resources are allocated. This provides a useful
check when evaluating your sales and marketing strategies, espe-
cially when looking at predicted changes to the market’s structure
and when comparing yourself with your key competitors on
where resources are committed.

This chapter looks at how to capture the above refinements on a market map. You are
also at the stage where you can plot your selected segments onto the market map and
consider what changes may occur in the market’s distribution and value added chain dur-
ing your chosen planning period. A more detailed discussion about the future shape of
markets, with particular reference to IT-enabled channels, occurs in the next chapter.

We recommend that Chapters 11 and 12 be read before proceeding to set market-
ing objectives and strategies, although it is an option to go straight to Chapter 13 if 
preferred.

This chapter is organized as follows:

� A brief review of market mapping in Chapter 5
� Time period for projecting market maps into the future
� Adding company share and quantities to the map, along with the number of com-

panies/customers found at each junction
� Extending the detail to junction types and introducing segments on to the map
� Noting the quantities decided at each junction type (market leverage)
� Detailed market maps in the tabular form
� A review of the chapter
� Examples of market maps

Enhancing the information
on your market map
A ‘market map’, you may recall from Chapter 5, defines the distribution
and value added chain between final users and suppliers of the products or
services included within the scope of your segmentation project. It was also
pointed out that this should take into account the various buying mech-
anisms found in your market, including the part played by ‘influencers’,
even though they may not actually feature in a transaction themselves.

Definition reminder:
A market map defines

the distribution and
value added chain

between final users and
suppliers, which takes

into account the various
buying mechanisms
found in a market,

including the part played
by ‘influencers’.

A reminder:
This book refers to

those who produce the
products or services

supplied to a market as
‘suppliers’.
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As in Chapter 5, we will focus on the use of diagrams to illustrate the
various points made in the text about market maps, but if you find that the
diagrammatic approach to market mapping is not to your liking, we also
include guidelines for constructing a market map in the tabular form.

Market mapping reviewed
We began by plotting the various stages that occur along the distribution
and value added chain between the final users and all the suppliers of the
products and services competing with each other in the defined market.
These stages we referred to as ‘junctions’ and they were represented as
cubes on the diagrammatic form of the market map. We then added the par-
ticular routes to market the products were sourced through. Then, to ensure
that your map presented a complete picture of the market, we covered the
inclusion of:

1 contractors or agencies who carry out the work on behalf of the final
users and, therefore, appear to ‘consume’ the product on their behalf;

2 third parties who make the purchase on behalf of the final user, such as
parents on behalf of their children or company purchasing departments
on behalf of employees;

3 purchasing procedures, such as those seen in business-to-business 
markets;

4 influencers and sources of advice, such as consultants, specialist reports
and websites set up to provide user feedback.

Next, we looked at quantifying the market map by initially marking at
each junction on the market map and along each route between these junc-
tions a volume or value dealt with by each of them. The market map this
resulted in appears in Figure 11.1, a repeat of Figure 5.10 in Chapter 5,
with the equivalent map in the tabular form appearing in Table 11.1, a
repeat of Table 5.2 in Chapter 5.

It is at this point we pick up market mapping for this chapter. For the
diagrammatic form we will, however, revert to using the horizontal for-
mat, an option introduced in Chapter 5, and Figure 11.2 re-presents Figure
11.1 using this format.

Looking to the future
Before enhancing the detail contained in your market map, this is an
opportune point at which to consider how the market may change in the
future and redraw the market map as it currently stands to reflect these
changes. The end of the time period selected for your portfolio matrix is
clearly the most appropriate time horizon for this projection.

Further quantification of the market map
In addition to showing at each junction and along each route the volumes
or values dealt with by each of them, note your company’s share and, if you
choose to, also show what this means in terms of the number of units for
your company, as illustrated in Figure 11.3. It is usually easier to do this
for the current year in the first instance. As suggested in previous chap-
ters, where figures are not available, guesstimates should be made.

A reminder: We use the
word ‘product’ to avoid
unnecessary references
to ‘services’, ‘not-for-
profit services, ‘capital
goods’ and ‘retail’. The
text is equally relevant
to these.
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75k
225k

60k

15k

105k

45k

180k

90k
90k

Final users
300k

Contractors
75k

Retailers
180k

Distributors
105k

Suppliers
300k

Figure 11.1
Initial quantification
of a market map –
figures
(Note: Using ‘Final
users’ as an
example: of the
300k units they
consume, 75k are
sourced through
contractors, and of
the 225k sourced
elsewhere, 180k are
sourced through
retailers and 45k
direct from the
suppliers. In most
cases the annual
figures for the
market would be
used. The quantities
are thousands (k) of
units. The total
number of units in
this market is
300 000 (300k).)

Table 11.1 Initial quantification of a market map in tabular form

Note: Using ‘Retailers’ (junction ‘C’) as an example and reading across the table (left to right);
180k units are sourced through retailers by final users and the retailers in turn source 90k of this
180k through distributors (junction ‘D’) and the remaining 90k direct from suppliers (junction ‘E’).

Market
Sourced through

size: A B C D E
300k Final users Contractors Retailers Distributors Suppliers

A 300k 75k 180k X 45k
Final users

B 75k X 15k 60k
Contractors

C 180k 90k 90k
Retailers

D 105k 105k
Distributors

E
300kSuppliers
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300k 105k 180k 75k

75k

225k

90k105k

90k

180k45k

60k
15k

Suppliers Distributors Retailers Contractors Final users

300k

Figure 11.2
Market map in the
horizontal format
(Note: A reminder:
The number of units
‘consumed’ by the
final users usually
equates to the
number of units
entering the
market. If you
follow the routes
through the map
you will observe
that, like the work
of an accountant, 
it all ‘balances’.)

300k 105k 180k 75k 300k

75k

225k

90k
(20k)

180k45k

60k 15 k

9%
(4 k)

28%
(50k)

24%
(54k)

28%
(84k)

28%
(50k)

90k

33%
(30k)

105 k

33%
(35k)

28%
(84k)

42%
(25k)

33%
(5k)

40%
(30k)

22%

Suppliers Distributors Retailers Contractors Final users

Figure 11.3 Market map with company share and number of units
(Key: Using the transaction between ‘Retailers’ and ‘Distributors’ as
an example; the total number of units that retailers acquire from
distributors is 90k, of which your company’s share is 33%, which
equates to (30k) units.)
(Note: Of the 84k units produced by the company, 4k go direct to 
the final users, 25k direct to contractors, 20k direct to retailers and
35k to distributors. Because the company knows that they have
around 40 per cent of the units sold through contractors, a total of
30k, of which they supply 25k directly, they have deduced that the
remaining 5k must come to the contractors through distributors (the
only other source of product for the contractors).)
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As a further addition to the market map, you could also note the 
number of companies/customers that exist at each junction. For the map
in Figure 11.3, this is 23 500 final users, 90 contractors, 434 retailers, 66 
distributors and 9 suppliers (these details appear later in Figure 11.5).

From the picture presented in Figure 11.3, we can immediately see 
that the company in question has a very poor share of direct sales to final
users (9 per cent, compared with the company’s overall market share of 
28 per cent) but clearly has a very good relationship with the contractors,
where the company has an overall share of 40 per cent. The company has
an even better relationship with contractors when it comes to direct 
supplies as the company’s share of this route to market is 42 per cent. 
The poor share of direct sales to final users may be nothing to be too con-
cerned about as these purchases only represent 15 per cent of the total
market. However, if the redrawn map for the end of the planning period
shows that direct purchases by final users were forecast to grow at the
expense of purchases through retailers, and this trend was expected to con-
tinue, then the company in question could have a serious strategic issue to
address.

An initial look at how your company currently allocates its sales and
marketing resources between the various junctions and routes to market
can be useful at this point. With the picture portrayed in Figure 11.3, it
would be interesting to see if this allocation could possibly be related to
the company’s success with direct supplies to contractors (42 per cent
share) compared with its poor performance in direct supplies to retailers
(22 per cent share) and its very poor performance in direct supplies to final
users (9 per cent share), or if it could be related in any way to the com-
pany’s better performance with distributors (33 per cent share) compared
to its market average share with retailers (28 per cent share). Access to
information about the sales and marketing activities of your key competi-
tors would help in this analysis. It would enable you to determine
whether, for example, the poor performance of your company was due to
the intense activity of competitors or simply down to the allocation of
your own resources not matching up to the importance of certain junc-
tions or routes to market.

Extending the detail to junction types
In Chapter 5 we listed for various junctions the different types of com-
panies/customers found there. What has now been developed for the ‘top
line’ picture of the market can be extended to the junction types. Once
again, it is usually easier to do this for the current year in the first instance.

The first stage for adding this detail is to redraw the market map so that
it now shows the various routes to market between the junction types.
However, for the junction you have segmented, you can now replace the
original junction types with segments and introduce into the map all the
outlet and channel details you have pulled together for each of them. But
rather than having each segment as a separate junction type, we suggest
you list the segments on which you intend to focus your financial and
managerial resources as separate junction types and group together the
other segments found at this junction.
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Figure 11.4 illustrates this first stage in extending the detail to junction
types and has replaced the original junction types listed for the final users
in Chapter 5 (Figure 5.11) with three individual segments and one which
covers all the other segments identified among the final users.

If it improves the clarity of your market map you could, of course, pro-
duce separate maps for each of your target segments.

The information already contained in the map appearing in Figure 11.4
is much more helpful than the ‘top line’ picture appearing in Figure 11.3.
We can now see where the various segments source their product from and

Segment 1Contractors

National

General

Suppliers Distributors Retailers Contractors Final users

Suppliers

Regional

Local Sheds

Specialists

Segment 3

Segment 4

Others

Figure 11.4 Market map with the routes between junction types
(Note: Segments 1, 3 and 4 represent the segments on which the
company intends to focus its resources. The remaining segments are
represented by ‘Others’. The junction types for retailers and
distributors are those that were listed in Chapter 5 (Figure 5.11).
Further details could be included in this map such as listing the
suppliers individually or by their junction types, as appears in Table
11.4 later in this chapter, or just separating out your company, and
adding the different methods used by the segments to contact the
businesses they source their product from (though this may benefit
from being presented as a separate diagram or table).)

You may find that for particularly critical and/or complex parts of your map it
often helps if the detail for these areas is captured in a separate diagram or
table away from the composite map in order to emphasize their importance
and/or portray them more clearly.

Marketing
insight
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it is a useful visual presentation of the distribution relationship between
retailers, distributors and the suppliers of the product.

Your market map is now at the stage where the details added to the top
line picture in Figure 11.3 can be extended to the map appearing in Figure
11.4 by including the quantities dealt with by each junction type, your com-
pany’s share and what this means in terms of the number of units for your
company. This detail could also be added to the various routes to market
appearing on your market map. This is illustrated in Figure 11.5, again
using guesstimates if necessary. The number of companies/customers at
each junction type is also included in this figure.

75k 40%60k 42%

45k 9%

General
[320]

Suppliers Distributors Retailers Contractors Final users

(25k) (30k)

35k
51% (18k)

Regional
[18]

Suppliers
[9]

300k 28% (84k)

National
[3]

45k
22% (10k)

25k
28% (7k)

Local
[45]

35k 29% (10k)

Specialists
[110]

Sheds
[4]

65k 38% (25k)

Segment 1
[2500]

Segment 3
[3000]

Segment 4
[5500]

Others
[12 500]

Contractors
[90]15k 33% (5k)

90k 22% (20k) 80k 19% (15k)

55k 36% (20k)

45k 42% (19k)

60k 40% (24k)

140k 15% (21k)

(4k)

20k 50% (10k)

Figure 11.5 Detailed quantification of a market map
(Key: Using ‘Specialists’ as an example; the total number of
companies/customers found here is [110] and the total quantity of
units they handle is 65k of which your company’s share is 38% which
equates to (25k) units.)
(Note: Figures for the routes to market between each of the segments
and the retailer junction taken as a whole appear in Table 11.3 later
in this chapter, with figures for all the routes to market, such as
between Segment 4 and all three retailers, appearing in Table 11.4.)
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At this level of detail, using separate diagrams for particularly critical parts of
the map and/or for each of your target segments could prove helpful. You
could also consider focusing this level of detail in the first instance on the
junction you have segmented and their immediate sources of the product. The
detail for the other junctions would then be developed later when consider-
ing your plans for these companies/customers.

Marketing
insight

Redrawing the map in Figure 11.5 for the end of the planning period and tak-
ing a more detailed look at how your company currently allocates its sales
and marketing resources between the various junction types and routes to
market, along with any equivalent information (or informed guesses) about
the activities of your competitors, would provide some very informative
insights at this point. Even more interesting would be to look at this in rela-
tion to where decisions are made in the market, which we look at next.

Adding market leverage to junction types
You will recall that we use the term ‘market leverage point’ to refer to a
junction where decisions are made about which competing product or
service will be purchased. For the market map we have been working
with in this chapter, the distribution of market leverage between the junc-
tions as it appeared in Chapter 5 (Figure 5.13) is re-presented in Figure 11.6
using the horizontal format.

300k 105k 180k 75k 300k

70%
decided

20%
decided

10%
decided

(10%
to go) 210k60k30k 300k

% of the
total market
 decided on

Suppliers Distributors Retailers Contractors Final users

– junction where market leverage is found

(30%
to go)(0%)

Key:

Figure 11.6
Market leverage
points on a market
map

This information could now be usefully extended to the junction types
(where they have been identified) along with an indication of your com-
pany’s share of the quantities decided on at each market leverage point, as
illustrated in Figure 11.7. As before, guesstimate these figures if they are
not known. You should be able to refine these figures from any follow-up
work generated by your segmentation project.
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60k 40%

110k 14%

40k 35%

20k 15%

10k

60k 42%

Suppliers Distributors Retailers Contractors Final users

60k  42%  (25k)

35k
51%   (18k)

45k
22%   (10k)Suppliers

[9]

300k  28%  (84k)

National
[3]

25k
28%    (7k)

Local
[45]

90k  22%  (20k)

15k  33%  (5k)

General
[320]

35k  29%  (10k)

Specialists
[110]

30%

65k  38%  (25k)

Sheds
[4]

80k  19%  (15k)

45k  9%  (4k)

75k  40%  (30k)

Contractors
[90]

Segment 1
[2500]

55k  36%  (20k)

20k  50%  (10k)

Segment 3
[3000]

45k  42%  (19k)

Segment 4
[5500]

60k  40%  (24k)

Others
[12 500]

140k  15%  (21k)

Regional
[18]

Figure 11.7
Detailed
quantification of a
market map with
leverage points
(Key: Using ‘Segment
3’ as an example;
the quantity
decided on by the
companies/customers
found at this
junction type is 
and your company’s
share of this
quantity is        .)35%

40k

In addition to showing the amounts decided on at each junction type you 
may also wish to note the amounts influenced by various junction types. Your
market map would then illustrate the full role of each junction type in 
the market.

Marketing
insight

As a further refinement to the market map presented in Figure 11.7, you
could also note the number of companies/customers with leverage in
each of the segments that have been listed. This could, of course, be
extended to other junction types where there is leverage but, as is likely to
be the case for contractors and retailers in Figure 11.7, on some occasions
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they make the decision and on other occasions they have to respond to
what their customers specify. In such instances only a total number as a
whole can be recorded.

Showing the current allocation of the company’s resources on this detailed
market map, along with the sales and marketing activities of your key com-
petitors, and then analysing the company’s position in the market, is an exer-
cise from which companies obtain a lot of value, as is then projecting what
this detailed market map could look like at the end of your planning period.

Marketing
insight

From the picture appearing in Figure 11.7 we could conclude that:

� Focusing resources into Segment 1 (accounting for 18 per cent of the mar-
ket) would appear questionable, as this segment delegates all their deci-
sions to contractors. The company’s share in this segment is, therefore,
down to the decisions made by contractors.

� Segment 3 (15 per cent of the market) specify 90 per cent of the product
they use and clearly justify having sales and marketing resources
expended on them, which is probably what the company does, seeing as
it has a healthy 35 per cent share of the product specified by this segment.
The 10 per cent this segment does not specify is, in fact, delegated to con-
tractors which, given what is shown about contractors, clearly accounts
for the company’s overall share of this segment being 42 per cent.

� All the customers in Segment 4 specify what product is to be bought
and, once again, the company appears to give these customers a fair
amount of attention, as they enjoy a very strong 40 per cent share of this
segment’s business.

� The company’s share in the remaining segments is, however, relatively
low at 15 per cent compared to its overall share of 28 per cent. On the face
of it this should be of concern to the company as these segments account
for 47 per cent of the market (140k out of 300k) and for 25 per cent of the
company’s sales (21k out of 84k), but this would very much depend on
such items as profitability and future growth.

� A particular weakness for the company appears to be in direct sales to
final users, as they have only a 9 per cent share of this business, all of
which will be specified by these final users. This may be because the
company has a poor infrastructure for direct sales because it is a very
weak performance compared to what the company appears capable of
achieving. As pointed out earlier in this chapter, how concerned the
company should be with this situation would depend on whether direct
purchases by final users were expected to grow in the future.

� The company’s position with contractors is very healthy, as noted earlier,
and it is interesting that when the contractors are specifying what prod-
uct is to be bought, the company’s share actually increases. Committing
resources to contractors clearly makes sense as they are responsible 
for 20 per cent of what is bought (60k units), and it is a strategy the
company appears to be pursuing.

� Turning to the retailers, it is clear that the company has a generally good
relationship with the general retailers (they give the company 30 per cent
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of what they specify) but something is not quite right with the Sheds
(their equivalent percentage is down to 15) but, fortunately, the Sheds
specify only 7 per cent of what is bought in the market. But that is the
position of the Sheds today. Whether this is a concern or not would really
depend on what was forecast to happen in the future.

When reviewing the allocation of resources with respect to Figure 11.7, it
should clearly be borne in mind that, despite the retailers accounting 
for only 10 per cent of what is specified in this market, it would clearly 
be wrong to assess the resources expended on them purely on this basis 
as they provide an important role in distributing the product to the final
users (handling 60 per cent of the total product in the market). The ques-
tion to consider is how much inconvenience would, for example, Segment
4 tolerate before abandoning their preferred brand? Likewise, the distribu-
tors play an important role in the market as they handle 35 per cent of 
the total.

Considering all of the above with respect to the future structure of 
the market would make a critical contribution to the company’s thinking
while developing their sales and marketing strategies for the next few
years.

Detailed market maps in the tabular form
If you prefer to present your market maps in the tabular form, Table 11.2
presents the market map in Figure 11.3 using this format.

Market
Sourced through

size: A B C D E
300k Final users Contractors Retailers Distributors Suppliers

A 300k 75k 180k
X

45k
Final users 28% (84k) 40% (30k) 28% (50k) 9% (4k)

B 75k X 15k 60k
Contractors 40% (30k) 33% (5k) 42% (25k)

C 180k 90k 90k
Retailers 28% (50k) 33% (30k) 22% (20k)

D 105k 105k
Distributors 33% (35k) 33% (35k)

E 300k
Suppliers 28% (84k)

Table 11.2 Market map with company share and number of units in tabular form

Key: Using ‘Contractors’ as an example; the number of units that are sourced through them is 75k of which your com-
pany’s share is 40%, which equates to (30k) units.
Note: As a further addition, you could also note the number of customers that exist at each junction – 23 500 final
users, 90 contractors, 434 retailers, 66 distributors and 9 suppliers.
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To extend the detail to junction types along the lines appearing in Figure
11.5 requires all the junctions that need to source the product to have a row
for each of their junction types. This would result in, for example, a total
of three rows appearing for retailers with ‘General’ retailers coded ‘CA’,
‘Specialists’ coded ‘CB’ and ‘Sheds’ coded as ‘CC’. This expanded table
could then accommodate the details appearing in Figure 11.5 as illustrated
in Table 11.3 (which, as you will notice, contains more details on the routes
to market for the individual segments than appears in Figure 11.5).

Table 11.3 Detailed quantification of a market map in tabular form

Note: Details on the product sourced by each of the segments from the retailer junction appears in this table. This was
not included in Figure 11.5, though it could quite easily have been. Additional rows are not required at the supplier
junction because this junction is the final source of the product.

Sourced through
Market
size: A B C D E
300k Segments Contractors Retailers Distributors Suppliers

AA 55k 55k X X X
Segment 1 36% (20k) 36% (20k)

AB 45k 20k 25k X X
Segment 3 42% (19k) 50% (10k) 36% (9k)

AC 60k
X

60k X X
Segment 4 40% (24k) 40% (24k)

AD 140k
X

95k X 45k
Others 15% (21k) 18% (17k) 9% (4k)

BA 75k
X

15k 60k
Contractors 40% (30k) 33% (5k) 42% (25k)

CA 35k 35k
General 29% (10k) 29% (10k) X

CB 65k 55k 10k
Specialists 38% (25k) 36% (20k) 50% (5k)

CC 80k
X

80k
Sheds 19% (15k) 19% (15k)

DA 35k 35k
Regional 51% (18k) 51% (18k)

DB 45k 45k
National 22% (10k) 22% (10k)

DC 25k 25k
Local 28% (7k) 28% (7k)

EA – EC 300k
Suppliers 28% (84k)
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The leverage information contained in Figure 11.7 can be added to the
‘grid squares’ in Table 11.3 containing the totals for each junction type.
Alternatively, insert an extra column for market leverage next to the list of
junction types and use this for recording the leverage information.

To extend the detail further so that it covers all the routes to market,
such as between Segment 3 and the two types of retailers they source
product through and between general retailers and all three distributors,
requires all the junctions the product is sourced through to have a column
for each of their junction types, including the suppliers if you choose to
extend the detail to them. This would result in, for example, a total of three
columns appearing for distributors, with each distributor type coded the
same as it was in Table 11.3. This fully detailed quantification of a market
map in the tabular form appears in Table 11.4.

Leverage information can be added to Table 11.4 in the ‘grid squares’ as for
Table 11.3 or by adding an extra column along the lines already described.

Chapter 11 review
This chapter provides guidelines on how the information on the market map developed
as part of the segmentation process can be enhanced, as market maps are a very strong
visual device for illustrating your own company’s performance and resource allocation in
the market. They can also be used to illustrate the activities of competitors in the mar-
ket and be redrawn to present the predicted structure of the market at the end of your
planning period.

We began with a brief review of the market maps developed in Chapter 5 and suggested
that the first enhancement could be the inclusion of your company’s share of business at
each of the various stages (‘junctions’) and routes along the map, with a further addition
at each junction being the number of companies/customers that are found there.

Next, we moved on to extending this detail to the different types of companies/
customers found at each of these junctions, pointing out that it would now be appro-
priate to introduce segments into the map and include all the outlet and channel details
that have been pulled together for each segment.

The final enhancement we put forward was the addition of decision-making informa-
tion (‘market leverage’) to the different types of companies/customers on the map. We
also pointed out that showing the company’s allocation of resources on this detailed mar-
ket map, along with those of your competitors, and projecting this picture into the future
was an extremely valuable exercise.

Throughout the chapter we noted that guesstimates would probably be required for
a number of these enhancements, though many could probably be refined at a later
date using insights gained from any follow-up work generated by the segmentation
project.

Chap-11.qxd  8/18/04  4:20 PM  Page 345



Sourced through

A B C D E

Market
Final users Contractors Retailers Distributors Suppliers

size: AA – AD BA CA CB CC DA DB DC EA EB EC
300k Segments Contractors General Specialist Sheds Regional National Local ‘Big 3’ Regional Other

AA 55k 55k X X X X X X X X X
Segment 1 36% (20k) 36% (20k)

AB 45k 20k 3k 22k X X X X X X X
Segment 3 42% (19k) 50% (10k) 67% (2k) 32% (7k)

AC 60k X 7k 43k 10k X X X X X X
Segment 4 40% (24k) 29% (2k) 42% (18k) 40% (4k)

AD 140k X 25k X 70k X X X 25k 20k X
Others 15% (21k) 24% (6k) 16% (11k) 16% (4k) –

BA 75k
X X X

5k 10k
X

45k 15k
XContractors 40% (30k) 60% (3k) 20% (2k) 56% (25k) –

CA 35k 7k 10k 18k X X X
General 29% (10k) 71% (5k) 30% (3k) 11% (2k)

CB 65k 23k 25k 7k 10k
X XSpecialist 38% (25k) 43% (10k) 20% (5k) 71% (5k) 50% (5k)

CC 80k
X X X

65k 15k
XSheds 19% (15k) 23% (15k) –

DA 35k 25k 5k 5k
Regional 51% (18k) 72% (18k) – –

DB 45k 40k
X

5k
National 22% (10k) 25% (10k) –

DC 25k 15k 5k 5k
Local 28% (7k) 47% (7k) – –

EA – EC 300k 225k 60k 15k
Suppliers 28% (84k) 37% (84k) – –

Table 11.4 Fully detailed quantification of a market map in tabular form

Note: The company whose share is being measured on this map is one of the ‘Big 3’ who, between them, supply 75 per cent of the market.
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Examples
The following is a selection of market maps pulled together by various
companies as part of their segmentation projects. The level of information
they contain is varied. All have been edited for reasons of commercial 
confidentiality.

The example in Figure 11.8 is for the case study, Agrofertilizer Supplies.
Figure 11.9 is for a market whose needs are currently met through the

use of very expensive, specialized technical equipment. This equipment is
found both in large companies and in smaller, specialist companies. It is a
development of the map in Chapter 5, Figure 5.21, and now has the tech-
nicians and final users separated into two distinct junctions whereas they
were originally combined into one junction.

The next example, Figure 11.10, is an extract from the market map
developed by a company supplying a particular type of equipment for use
in offices. The purpose of this extract was to illustrate the discrepancy
between the company’s established routes to market and the routes to
market used by the final users.

The final example in Table 11.5 is for a company manufacturing items
that are installed both in commercial and domestic premises. This com-
pany preferred to use the tabular format and their first look at the map for
their market appeared in Chapter 5, Table 5.3. The two percentages shown
in each grid square relate to the market shares held by the company’s two
brands sold in this particular market. The first of these percentages relate
to their premium brand which had an overall share in the market of 
41 per cent. The company’s second and less expensive brand had a further
17 per cent share of the market.
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[126 000]

2250 ktn

40%

Manufacturers Importers Distributors Consultants
Specialist
publications Farmers

850 ktn   27%

National
distributors  [5]

1250 ktn

Overseas
manufacturers

UK
manufacturers 2500 ktn

45%

Importers

1970 ktn  35%

Independent
distribs  [245]

Co-ops
& Clubs  [30]

525 ktn  25%

405 ktn  6%

Total UK market – 3750 ktn
Agrofertilizer’s share – 30%
Leveraged quantities –

370 ktn   21%

300 ktn   30%

1935 ktn   33%

400 ktn   38%

50 ktn   35%

215 ktn   49%

50 ktn   40%

290 ktn     3%

75 ktn   22%
65 ktn     8%

Distributor’s
consultants

Manufacturer’s
consultants

Independent
consultants  [150]

2385 ktn  34%

200 ktn  40%

355 ktn  15%

Specialist
publications

3750 ktn
30%

Farmers
[180 000]

Figure 11.8 Detailed market map example – Agrofertilizer Supplies
(Note: Only the leverage figures for the final users are illustrated on this market map, which also includes an
estimate of the number of farmers who decide on which fertilizer will be bought [126 000]. The quantities
are kilotonnes (ktn) of fertilizers.)
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(460)460

Total market – 1300 units
Company’s share – 11%

– Units decided on

Manufacturers
1300 units 140 units

100%

140 units
100%

140 units
0%

160 units  0%

40 units
0%

20 units
0%

20 units  0%

40 units
0%

60 units
0%

60 units
0%

300 units
7%

300 units
7%

240 units
17%

420 units
19%

620 units
10%

Distributor
(owned)

Sales force
1300 units1160 units  0%

200 units
0%

200 units

140

Buying groups
140 units

160Leading
institutions

300

Administration
360 units

240
Technicians
620 units

460 
Final users
1300 units

Figure 11.9 Detailed market map example – specialized technical equipment
(Note: The quantities, expressed as units, are pieces of equipment bought.)

5%

7%

0%

1%

15%

7%

5%

7%

4%

0%

0%

3%

24%

3%

1%

8%

9%

18%

4%

10%

10%

4%

6%

47%
Direct

field sales

Manufacturers

Company’s routes to market
Final users’ routes to market

Type A
Dealer chain

Type A
Independent

Type B
Dealer chain

Type B
Independent

Type C
Dealer chain

Type C
Independent

VARs

Buying
consortia

Retail

Direct
response

Other

Final users

Figure 11.10
Detailed market
map example –
comparing a
company’s routes to
market with the
routes used by the
final users
(Note: The impact
of this finding on
the company’s
distribution policy
was substantial,
with a major switch
of resources from
direct field sales to
a number of other
routes to market,
with a particular
emphasis given to
direct purchases
which were forecast
to grow rapidly.)
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Sourced through

A B C D E

Market
Final users Consultants Installers Distributors Suppliers

size: AA – AC BA CA CB CC CD DA DB DC DD EA EB
3275 Types Consultants In-house National f. Local ind. Contract. National Large ind. Small ind. Sheds Domestic Importers

AA 2015 X X 220 1235 515 X X X 45 X XResidential 40% 18%

AB 720 30 125 30 235 300 X X X X X XPublic 43% 16%

AC 540 300 X 30 180 30 X X X X X XComm’l 44% 16%

BA 330 30 20 100 180 X X X X X XConsult. 44% 16% 

CA 155 75 80 X X X XIn-house 42% 17%

CB 300 190 110 X X X XNational f. 50% 18%

Table 11.5 Detailed market map example in tabular form – items installed in premises
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Key: ‘Comm’l’ – Commercial; ‘In-house’ – In-house engineering; ‘National f.’ – National fitters; ‘Local ind.’ – Local independents; ‘Contract.’ – Contractors; ‘Large ind.’ – Large inde-
pendent; ‘Small ind.’ – Small independent; ‘Domestic’ – Domestic manufacturers.
Note: In addition to information about their own brands, the company also had information about the brands of their domestic competitors, though this information was 
limited to transactions by the distributors. This, however, enabled them to draw up a further table which illustrated sales by brand through the different types of distributors. 
The quantities are in thousands of units.

CC 1750 670 855 225 X X XLocal ind. 37% 15%

CD 1025 610 290 125 X X X
Contract. 48% 17%

DA 1545 1545 XNational 70% 21%

DB 1335 995 340Large ind. 18% 13% 

DC 350 175 175Small ind. 11% 4% 

DD 45 X 45Sheds 0% 0%

EA – EB 3275 2715 560
Suppliers 41% 17% 49% 21% –
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Chapter 12

Predicting market 
transformation
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Multi-channel strategy
formulation
The dotcom stock market bubble of the twentieth century could not carry
on indefinitely, and it duly burst early in 2000. With it, the prevailing 
attitude towards channel innovations using this high-profile channel 
also seemed to change.

Summary
We live in a time of rapid innovation. The FMCG companies which have long been held up
as examples of marketing excellence are themselves privately admitting that they have yet
to learn how to move beyond the continuous, minor innovations at which they are expert
towards the step-change innovations now demanded by the business environment.

While product innovation continues apace, with the internet
giving many opportunities for providing digitizable products and
surrounding services remotely, we believe that a dominant busi-
ness theme of the next ten years will be innovation in the route to
market – the channels by which the customer is communicated with
the product delivered. Companies such as Direct Line, First Direct,
easyJet, eBay and Amazon all compete by exploiting IT-enabled
remote channels to add value, reduce costs, or both.

How organizations should respond to the opportunities and threats of these IT-
enabled channels and use them to build profitable customer relationships, is the subject
of this chapter.1 Having segmented the market and understood customer needs, we now
need to consider such questions as which channels to use for what segments, and how
different channels should work together to meet customer needs.

This chapter is organized as follows:

� An overview of the process for multi-channel strategy formulation
� A discussion about the possible configurations of future market maps
� Matching channels to the different stages of the customer’s purchasing process
� How to assess the value of alternative channels against the needs of different 

segments
� Channel options and selecting between channel possibilities
� A review of some of the issues that may need to be addressed for the successful 

implementation of new channel tactics
� A review of the chapter
� Exercises to help you with future market mapping

A reminder: Because
there is not a general

consensus on the
distinction between

customers and
consumers, this book
subsumes both under
the title of ‘customer’.

1The authors are grateful for the substantial contributions of Liz Daniel, Dr Hugh Wilson,
Professor John Ward and Professor Adrian Payne to this thinking on planning for IT-enabled
channels.
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If the stagnating dangers of planning based on extrapolation of the past
are not to be replaced by fashion-led, highly expensive channel experi-
ments, some kind of synthesis is needed, in a process which endeavours to
allow for channel creativity and which is applied flexibly and without
dogmatism.

In this chapter, we will address this need by working through a process
for multi-channel strategy formulation, shown in Figure 12.1. The follow-
ing sections describe each stage in the process, and present diagnostic
tools for performing the stage.

The ‘just do it’ rhetoric of first-mover advantage, internet years and the new
economy in 1999 was supplemented by a rediscovery of the language of
profit, customer satisfaction and return on investment, and a recognition of
the need to safeguard hard-won brand values from being diluted by rushed
channel initiatives.

Marketing
insight

Analyse industry
structure

Future market mapping

Compare value
proposition

Determine
channel tactics 

Define channel
chains

Set channel
strategies

Current/potential channel combinations

Channel value curve

Strategy options

Structure
Human resources

 

Intermediation analysis

Fit with customer life cycle

Prioritization matrix

Project management
Figure 12.1
A process for 
multi-channel
strategy
formulation

The process outlined in Figure 12.1 draws extensively on existing plan-
ning processes and tools, but differs from them particularly in the follow-
ing respects:

1 The emphasis on evolving industry structures: Many planning methods
skip from an understanding of the industry’s current structure, perhaps
supplemented with PEST analysis (political, economic, sociological and
technological) and lists of opportunities and threats, to the issue of how
the organization should position itself within that structure. Our industry
structure analysis stage adds the important step of predicting how the
industry structure itself is likely to be changed as a result of channel 
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initiatives, quite independently of what position the planning organiza-
tion takes towards potential new channels.

2 The analysis of how channels combine to serve customers through their life
cycle: Rather than simply looking up the relevant chapter of a marketing
textbook corresponding to ‘the channels we use in our industry’, we
advocate a creative analysis of how channels might be combined to add
customer value, via the channel chain technique.

3 The adaptation of competitive strength analysis to the problem of channel
choice: Our ‘channel value curve’ provides an intuitively sensible ‘acid
test’ as to whether a channel innovation will, in fact, succeed.

4 The adaptation of the directional policy matrix to the evaluation of business
models: Often it is not competitors who compete, but business models. Yet
talk about business models can become an excuse for woolly thinking
and endless losses. The variant on traditional prioritization matrices we
outline allows the right business model to be chosen to best meet the
channel needs of customers as well as the organization’s objectives.

Future market mapping:
analysing industry 
structure
There is clearly little point in making decisions on what channels to use
until the future shape of the whole industry has been considered.
Therefore, once a market map of the current market structure has been
developed, it is necessary to consider what factors are likely to change the
flow of goods and services through this map. E-commerce is clearly one
such major factor.

Any analysis of forces affecting industry competition often proves very
useful for generating ideas on what changes might occur. These ideas can
be fed into a redrawn future market map.

We saw in Chapter 5 how to annotate a current market map with flows
of goods and services and made the point that one of the four principal
components of a market map is the inclusion of information sources. As
Evans and Wurster (1997) pointed out, physical and information flows
together represent the value added by each step in the chain. We can then
consider whether these components of value can be better provided by a
different configuration of the map.

One possible way in which the car dealer’s role might become unbun-
dled in future, for example, is shown in Figure 12.2.

Recent innovations such as direct car sales by manufacturers, or sales by
web-based intermediaries such as Autobytel, have begun to experiment
with these kinds of changes. Which of these experiments proves perman-
ent is, of course, another issue; but drawing market maps of this sort can
help a management team flesh out the possible options and identify the
relevant opportunities and threats.

There is little point in
making decisions on

what channels to use
until the future shape of

the whole industry has
been considered.

A reminder: The four
principal components of

a market map are final
users, the channel,

suppliers and sources of
information.
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New channels
There are five main ways in which the market map can be reconfigured:

1 Substitute/reconfigured products. A new channel may enable the under-
lying customer need to be satisfied in a different way (‘substitute prod-
ucts’). E-mail, for example, can substitute for physical post, providing a
threat to paper manufacturers, stationers and post offices, while online
distance learning provides a challenge to book publishers. Or customer
needs may be bundled into different product configurations (‘reconfi-
gured products’). To illustrate, the newspaper is a bundled product pro-
viding job advertisements, weather information, news, person-to-person
advertisements and so on for a bundled price. It is now competing with
internet services which either simply offer one of these components –
such as customer auction sites – or in other cases, combine some aspect
of the value provided by newspapers with other types of value – an
example being portals. A portal such as Yahoo! meets some of the needs
met by a newspaper, such as the day’s news, and acts as a gateway to
others, such as weather and auction sites, while also satisfying further
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needs not covered by the newspaper through the ability to search the
Web. It can be seen that reconfigured products add complexity to the
planning process, as two market maps from different industries may
‘collide’ and need to be considered together.

2 Disintermediation. As with other IT-enabled channels such as call 
centres, the internet can sometimes enable a link to be removed from 
the market map, by removing intermediaries whose primary function of
information transfer can be more effectively performed by other means.
Examples are telephone and internet banking; direct purchase from
clothes manufacturers via websites; and the bypassing of sales agents
and distributors by some consumer goods manufacturers who are sell-
ing direct to retailers.

3 Reintermediation. In some cases, a previous intermediary is replaced by 
a new online intermediary, rather than bypassed. Online sites which auto-
matically search for the cheapest car insurance are competing with tele-
phone-based brokers, which in turn caused the demise of the Automobile
Association’s high-street shops in the UK. General Electric’s TPN Register
provided an early successful example of an online marketplace between
suppliers on the one hand, and GE and its partners on the other.

4 Partial channel substitution. This forms a halfway house towards disin-
termediation, in which an intermediary’s role is reduced but not elim-
inated, through some of its value being provided remotely by the
supplier to the intermediary’s customer. Websites such as those of car
manufacturers may build a brand and provide customer information
while pointing customers to traditional outlets for actual purchase. This
is the model adopted by a card manufacturer we studied in its relation-
ship with retailers, where its website is supplementing its agent net-
work rather than replacing it.

5 Media switching/addition. Finally, the organizations which form the various
steps in the chain to the final user may remain the same, but communica-
tion between them may be partially or fully switched from one medium to
another. The many examples of this, the simplest type of transformation
of the market map, include Dell’s addition of the internet to its other
means of communicating with customers, and electronic components dis-
tributor RS Components, which has similarly added a Web channel to its
dominant telephone sales model, while still selling to the same customers.

Predicting what reintermediation will occur is particularly difficult, as the
possibilities are numerous. Will a given relationship – say, between CTN
(confectioners, tobacconists and newsagents) stores and the manufacturers
of the goods they sell – be a direct one? If so, will the shops buy from a range
of suppliers’ websites, or will the suppliers respond to tender requests pro-
vided electronically by shops? Or will there be a new intermediary acting as
a marketplace between the two? As shown in Table 12.1, the various possi-
bilities can be placed in an approximate order, from a supplier’s website
(such as Japan Airlines, which puts out open invitations to tender to sup-
pliers), at one extreme, to a vendor’s websites (such as Harvard Business
Review, which provides an electronic version at a cost) at the other.

Neutral marketplaces are midway between the two. An example is an
auction site, which is tied neither to the buyer nor the seller. Somewhat

� Definition:
Disintermediation is the

bypassing of an agent,
distributor, or other
intermediary with a
direct sales channel.

� Definition:
Reintermediation is 

the introduction of an
electronic marketplace 
or other intermediary

between customers and
suppliers who previously

traded directly.
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closer to the vendors are intermediaries such as Autobytel, which passes
on leads to a local dealer (though it has also more recently added a direct
sales operation). A more buyer-orientated intermediary we have already
referred to is TPN Register: set up by a consortium of buyers, it acts to
ensure that they gain low prices through economies of scale, as well as
gaining efficiencies in processing costs.

Which of these possibilities becomes the dominant trading mechanism
in a given relationship depends on the number of vendors and buyers,
and their relative power.

Table 12.1 Types of intermediaries

Website ownership Intermediary type Examples

Vendor controlled Vendor website Ernst & Young, HBR

Vendor orientated Vendor-run community Cambridge Information Net
Consortium Distributor thetrainline
Vendor’s agent Chemdex
Lead generator Autobytel
Audience broker DoubleClick

Neutral Market maker eBay, FastParts, priceline
Shop RS Components, Blackwells
Mall msn.com

Buyer orientated Purchaser’s agent Comparenet
Purchasing aggregator TPN Register, Covisint

Buyer controlled Buyer website Japan Airlines

Which type of
intermediary becomes
the dominant trading
mechanism depends on
the number of vendors
and buyers, and their
relative power.

Where there are few buyers and many suppliers, or buyer power is great, the
market will tend towards either individual buyer websites or buyer-orientated
intermediaries such as the Covisint exchange set up by several car manufac-
turers. Conversely, a small number of suppliers selling to large numbers of cus-
tomers will have the power to control the market through their own websites,
or through supplier-orientated consortia.

Marketing
insight

Large numbers of both suppliers and buyers will tend to use a neutral
marketplace to reduce the search and transaction costs of both parties,
though a supplier with a particularly strong brand and/or product differ-
entiation, such as Harvard Business Review or the medical journal The
Lancet, may choose not to participate in such marketplaces.

Reconfiguring the market map
To reconfigure the market map, therefore, we need to consider the potential
effect of each of our five broad changes in turn. In each case, we need to:

1 sketch the effect of the change on the market map, indicating who will
now provide the various aspects of value previously received by the
end customer;
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2 consider whether the value received by the end customer, in benefits
minus costs, is greater with the new structure (for each segment);

3 if the effect is positive for some segments, incorporate the transform-
ation in a revised market map.

Whether we regard the effect on customer value as positive depends on
the organization’s positioning within the relevant market. In terms of
Michael Porter’s (1985) three generic strategies (low cost, differentiation
or niche), this will imply:

� for low-cost strategies, an approximate parity needs to be ensured on
non-price buying criteria, while beating the competition on price;

� for differentiation strategies, excellence needs to be ensured on one or
more value-related criteria, while ensuring approximate parity on others;

� for niche strategies, strength needs to be high on criteria important to
the target niches.

Table 12.2 contains some additional questions for disintermediation, par-
tial channel substitution and media switching/addition.

Table 12.2 Evaluating potential changes to the market map/value chain

Type of reconfiguration Additional questions

Disintermediation Does the removal of an intermediary improve 
physical flows?
If so, can information flows or other value-adding 
services provided by the intermediary be as 
effectively handled by others in the chain?
Can the flow improvements be translated into 
enhanced value for the final users?

Partial channel Does the addition of an internet 
substitution communication channel improve information

flows (for example, cheaper communication with
the customer)?
Can the relationship with the intermediary be
redefined to deliver mutual benefit?

Media switching/ Within the current structure, can the internet 
addition reduce costs or add value for some 

communications?

This process may seem complicated, but in practice it is possible to
develop a good enough future market map in a couple of workshops. Asum-
marized example from a UK groceries company is shown in Figure 12.3.

The current market structure, represented by the unshaded boxes,
involves manufacturers reaching customers via a combination of the major
multiple supermarkets, independent stores and CTN stores. Our analysis
suggests that because the major multiples are few in number and hold
considerable buying power, their relationship with manufacturers will
either continue to be a direct one, using purchasing systems dictated by
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the multiples, or will be mediated by a buyer-orientated intermediary, as
shown in the potential future structure represented by the shaded boxes.

The many-to-many relationship between manufacturers and independ-
ents or CTNs, though, needs a more neutral intermediary, such as is pro-
vided currently by wholesalers. We predict a similarly neutral online
intermediary succeeding here, either through a new entrant start-up or
through media addition by a wholesaler. Likewise, the relationship
between manufacturers and suppliers is likely to include a neutral spot
market for commodity ingredients. These predictions appear consistent
with industry developments to date.

Towards a future market map in 
financial services
An example of a possible reconfigured market map is given for retail
financial services in Figure 12.4. Although this does not go as far as a fully
completed future market map, the shaded annotations suggest ways in
which the map might change in the future as a result of e-commerce.

Predicted changes include:

1 Fund managers go direct. Fund managers may find that e-commerce
makes it easier to sell their products directly to customers. The simplifi-
cation and transparency of pricing being encouraged throughout the
industry should help customers feel more comfortable buying products
direct: in fact they may prefer this route since they will not be swayed
by an agent who is receiving a large commission for their advice. The

Consumer
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Current market structure

Future market structure

Buyer orientated
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marketplace

Cash and carry
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home shopping
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ability of fund managers to present clear and easy-to-understand infor-
mation online about their products and their performance should
encourage such direct sales.

2 The customer becomes the configurer. Using e-commerce, customers may
be able to configure their own investment products from suppliers.
Currently this would be time-consuming and configurers have the sig-
nificant amount of regulatory knowledge which is necessary to under-
take this function. However, e-commerce applications that contain this
regulatory knowledge as ‘rules’ could allow customers to undertake
this function themselves.

3 There is a blurring of industry and customer information. Currently informa-
tion provided to agents and other professional advisers in the market is
quite distinct from that provided to customers. The former is more detailed
and may require specialist knowledge to understand. However, there are
already signs of the distinction blurring, with insurance exchanges, such as
eXchange, eMX and Misys, that have traditionally been wholesale or trade
exchanges now providing e-commerce routes to the final users.

4 Affinity groups may become trusted portals. Customers in the online world
may ‘join’ communities of interest, such as ThirdAge.com, a community
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for the over-sixties. These communities may be the route that many
choose for buying goods and services online.

5 There is a ‘dumbing down’ of advice. Currently many people wishing to
buy investment products turn to a trained, regulated financial adviser.
With e-commerce a rise of electronic agents offering advice is likely.
These will be rule-based algorithms that base product recommenda-
tions on the answers to a few simple questions. However, there is a
chance that such systems are over-simple and will miss subtleties in the
client’s situation, and hence result in the wrong product being bought.

6 E-commerce results in greater product switching. The ease of purchasing
products via e-commerce, particularly with interactive TV that provides
for flow-through sales, may lead to greater impulse buying and hence
greater switching when a customer realizes that they have bought an
unsuitable product. While sophisticated customers may gain, others
could lose financially if they withdraw prematurely from products
aimed at long-term investment. This is not only unsatisfactory for cus-
tomers but also for suppliers since they will face a significant adminis-
trative burden which they will need to streamline in order to cope.

7 E-commerce may cause cycles in customers’ buying patterns. In the short
term, many online customers may be tempted to buy direct from manu-
facturers. However, after time they may find that they either made the
wrong decision, have made a lot of money and now want to protect it or
are suffering from information overload. These factors will cause them
to go back to using advisers in their investment decisions.

A pattern similar to the one described was observed recently in the
USA where many customers transferred to no-load (no upfront fee)
funds via telephone and internet sales channels. As the value of their
investment increased, many were turning back to personal advice on
how to protect their investment.

Another factor resulting in a cyclic approach to financial advice is that
of market conditions. Advice is often seen as less important in a rapidly
growing bull market, since anyone can invest and make money. However,
as markets begin to slow down, customers’ confidence is reduced and
they return to sound sources of advice.

8 Smaller players are more nimble. Evidence of this in the investments mar-
ket is already being seen with small IFAs (Independent Financial
Advisers) adopting e-commerce services ahead of larger chains.

9 E-commerce encourages customers to serve themselves, but does not remove
face-to-face contact. By encouraging customers to use online services that
require them to register changes of address or premium amounts, the
agent or manufacturer is outsourcing some of the administrative bur-
den to the customer. However, many customers will continue to wish 
to combine electronic communication with face-to-face contact with
advisers, particularly for more complex products.

Similar effects of e-commerce can be expected to occur in other markets.
Whatever the specifics for your own industry, it is clearly sensible to

come to a view on the future shape of the market before taking decisions
on which channels to use for what purposes. Exercise 12.1 at the end of
this chapter suggests some steps for doing this in your own organization.
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Multi-channel integration:
channel chains
Once the future shape of the industry structure has been predicted, we can
combine this with what we already know about each segment and the
channels they currently use. Here, though, there is a complicating factor. In
many markets, customers do not use a single channel. Rather, they use a
number of channels in combination to meet their needs at different stages
of their relationship with the supplier. To represent the current channel use,
we therefore suggest the use of a new tool, channel chain analysis, which
we illustrate in Figure 12.5.

Channel chain analysis involves describing which channels are used at
which stages of the purchasing process. We have suggested what these
stages might be on the left of the diagram, but you can use whatever stages

In many markets,
customers do not use a
single channel. Rather,
they use a number of

channels in combination
to meet their needs at

different stages of their
relationship with the

supplier.
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Channel chain analysis
involves describing

which channels are used
at which stages of the

purchasing process.
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make most sense in your industry. The channels used to accomplish the
stage are listed against each stage. The channel used for one stage will often
affect which channel is likely to be used at the next stage, so the relevant
boxes are joined with a line.

In this example from the business-to-business PC market, three of 
the common channel combinations being offered by the various competi-
tors are illustrated. The channel chain on the left shows the traditional
account management approach, as used by most of the large computer
companies until the start of the 1990s, when most of the sales process 
was handled face-to-face by account managers. Still a model used for
larger computers or major contracts, it has tended, though, to be sup-
planted by other channel chains which offer better channel economics for
smaller deals.

The first of these new channel chains was the direct model pioneered by
Dell, illustrated in the middle of the figure. Here, press advertising formed
the dominant marketing tool, with further information provided by prod-
uct brochures and call centre staff. The actual order could be placed by a
number of means – often a traditional fax or order sent by post by the
accounts department.

More recently, Dell and its competitors have added the internet to the
channel mix, as illustrated on the right. But Dell is far from a ‘pure-play’
internet provider (the term used in the internet world when referring to a
company that uses only this channel). It has account managers for major
accounts, who build relationships and negotiate discount levels. The
account managers are freed from the details of product configuration and
pricing by the website, while the order itself is as likely to be placed by fax
or post as it is on the Web.

Different channels, then, are needed at different points in the sales 
cycle, and different competitors may adopt different approaches. The trick
is to offer a channel chain that is appropriate to the differing needs of a
company’s target segments. It is easy to imagine a fourth, pure-play chan-
nel chain which has a low cost structure and is appropriate to certain
price-sensitive segments – and, indeed, competitors adopting this approach
exist.

Having drawn the channel chains in current use, the next step is to con-
sider possible future channel chains. This requires experimentation with
channel chain diagrams to think through not just how the sale is to be
made, but also how every other aspect of the customer’s needs will be sat-
isfied. Will a mobile phone customer buying over the Web be able to return
a faulty phone to a nearby store? Will an e-hub be able to handle not just
price negotiations, but also information flows on stock levels, complaints,
returns and product development – and if not, what additional channels
will be needed?

As with the industry restructuring which we considered earlier, the acid
test as to whether these new channel chains will flourish is whether they
represent a better value proposition to the customer. We will return to this
topic in the next section.

There is a timing issue to be considered as well. Even if a channel chain
offers a theoretically better proposition to customers, they may not yet be
ready for it.

The trick is to offer a
channel chain that is
appropriate to the
differing needs of a
company’s target
segments.
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If one hopes to convert customers to the internet, for example, it is clearly
necessary to consider what proportion of the customer base has internet
access and how mature their use of it is. We recall one department store
which wasted millions on an aborted Web service in the mid-1990s
because it was simply too far ahead of its market.

As a slightly different approach, Exercise 12.2 at the end of this chapter
suggests some steps for considering how channels combine to meet cus-
tomer needs in your own organization.

Channel choice: the channel
value curve
Channel chain analysis may generate numerous possible bases of channel
competition.

In a reasonably pure market, in other words, one which is not too skewed by
regulation or monopolistic dominance, successful channel chains will be those
which offer the best value proposition to the customer.

Marketing
insight

At this stage, we need to compare the value proposition across the various
potential channel combinations we have identified.

For this purpose, we recommend drawing up a chart as shown in Figure
12.6, which we call a ‘channel value curve’. For each segment, the Decisive
Buying Criteria (DBCs) and weights indicating their relative importance
to the customer are listed. The ability of each channel, or channel chain, to
deliver against each DBC is then assessed judgementally on a scale of 1 to
10: the higher the score, the better this channel meets this DBC.

In this hypothetical example, the various means by which a book can be
purchased are compared. It can be seen that taking all the criteria together,
the internet best matches the needs of this particular segment. In reality,
different segments of the book market are clearly best matched to different
channels, which would show up clearly if the channel value curve was
drawn for each segment’s differing buying criteria.

Another simplification of this example is that, as we have seen, it is
often channel chains which compete rather than individual channels. In
these cases, the various possible channel chains would each be compared
against the buying criteria – so the channel chains would be listed in the
key at the top, rather than individual channels.

A channel chain innovation, like a product innovation, is likely to proceed
along the lines of Rogers’ (1962) bell-shaped diffusion of innovation curve.

Marketing
insight
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Other than looking at the lines by eye to decide which offers the best
match to customer needs, how can one determine which channel ‘wins’? An
alternative way of presenting the same information makes this clearer. In
Figure 12.7, the same underlying data – shown in Table 12.3 – is presented
as a stacked bar chart. The height of each section of the bar is proportional
to the score of a DBC multiplied by its weight, divided by 100. So the over-
all height of the bar gives an approximate measure of how well, taking one
thing with another, the channel meets customer needs. As with all analyses,
though, management judgement should be exercised in its interpretation.

2

4

6

8

10

30 15 15 15 10 15
0

Price Browseability Viewing
Convenience Added value services Accessibility

Decisive Buying Criteria

St
re

ng
th

Tel Store Post Net

Figure 12.6
The channel value
curve – books
example
(Note: The
weightings for the
DBCs are out of 100.)

0

1

2

3

4

5

6

7

8

St
re

ng
th

Tel Store Post Net

Accessibility

Price
Convenience
Browseability

Viewing
Added value services

Figure 12.7
The channel value
curve – an
alternative
presentation

Chap-12.qxd  8/17/04  4:17 PM  Page 368



Predicting market transformation 369

Both forms of presentation in Figures 12.6 and 12.7 have their advantages,
and you can use either or both. The main point is, one way or another, to
assess channels not against whether we, as a company, happen to like them,
but against which will ultimately win out in the eyes of customers.

Our interests do, though, come into the analysis when it comes to price.
The score of a channel chain against price-related factors, such as the total
cost including delivery, will be affected by the channel economics, which
will determine the price which any competitor using the channel chain
will be able to offer. One factor in assessing the channel economics is 
the transaction cost involved. The TPN Register business-to-business
exchange set up by General Electric, the first significant e-hub, saves GE
50–90 per cent on processing costs for each order. But acquisition and
retention costs should not be forgotten. The dotcom arm of one retail chain
recently discovered that customer acquisition through banner advertising
was costing £700 per customer, when the average sale was only £50 – good
news for the bricks-and-clicks retailer in its competition with pure-play
dotcoms, as it could leverage its physical stores for customer acquisition at
a cost of just £13 per customer. Conversely, the overall advantage of the
channel value curve compared with other channel chains will affect the
rate of diffusion of a new channel chain, and therefore the revenues
included in the channel economics analysis. So you will need to estimate
how much higher, or lower, your costs will be if you use a new channel
combination, before you can complete this chart.

Table 12.3 The channel value curve – calculations for the alternative presentation

Segment 5

DBC Weight Tel Store Post Net

Score Total Score Total Score Total Score Total

Price 30 6 1.8 4 1.2 7 2.1 8 2.4
Convenience 15 6 0.9 4 0.6 6 0.9 8 1.2
Browseability 15 1 0.15 8 1.2 5 0.75 7 1.05
Added value services 15 5 0.75 7 1.05 6 0.9 8 1.2
Viewing 10 1 0.1 10 1.0 7 0.7 7 0.7
Accessibility 15 10 1.5 8 1.2 6 0.9 4 0.6

Total 100 5.2 6.25 6.25 7.15

The main point is, one
way or another, to

assess channels not
against whether we, as
a company, happen to
like them, but against

which will ultimately
win out in the eyes of

customers.

The ideal way to do this is to work out the ‘Current Lifetime Value’ (CLV) for
customers in each segment – that is, the value of future revenues minus costs,
discounted to the present using an appropriate cost of capital. You can then
use the CLV model to work out how the customer lifetime value would be
affected by use of a new channel, by changing inputs such as transaction costs
appropriately.

Marketing
insight
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Whether or not you yet have customer lifetime value figures in your
organization, some rough calculations leading to a channel value curve
chart will help you to check whether you are proposing the right channel
for the right purpose.

The prioritization matrix:
defining channel strategy
As a result of the previous stages, the organization will have a list of pos-
sible channel innovations, and an assessment of the strength of each
potential channel combination’s value proposition to customers. All sorts
of exciting possible strategies typically emerge by this point. But as one
always has a limited budget and limited management time, it is now 
necessary to prioritize between the options available.

Our research suggests that companies can select from the following
broad channel strategy options:

� A single channel provider provides at least the bulk of its customer inter-
action through one channel. Direct Line and First Direct both started as
primarily telephone operations, while in the internet world the single
channel approach (pure-play) is represented by Amazon, eBay and so on.

� A channel migrator starts with one single channel, but attempts to
migrate its customer base onto another channel on the grounds of
increased value or reduced cost. EasyJet initially sold tickets by tele-
phone, but now provides financial incentives to its price-sensitive cus-
tomers to buy online, where the great majority of its tickets are now
purchased.

� An activity-based strategy uses different channels in combination to per-
form different tasks in the customer experience – that is, a channel chain
involving different channels at different points in the buying cycle. For
example, Thomas Cook’s corporate foreign exchange business uses the
internet to generate leads, a direct sales force to sign up new clients, and
a call centre or the internet to take orders.

� An integrated multi-channel approach involves offering different channels
to the customer without attempting to influence which the customer
uses. First Direct provides both telephone and internet banking as an
integrated service. While the internet service has much lower unit costs
and also has proved better for cross-selling, First Direct chooses to posi-
tion itself on customer service and accept the higher costs from those
customers who primarily use the telephone without penalizing them or
rewarding internet users.

� A needs-based segmentation strategy involves offering different channels
to different customer groups to meet their varying needs. Each of these
routes to market may use the same brand name, or different names. The
insurer Zurich’s multiple brands, including Allied Dunbar, Zurich and
Eagle Star, tend to concentrate on different routes to market where they
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have different strengths – direct sales force, IFAs, company pension
schemes – in order to serve customer groups with differing needs and
attitudes. Zurich has begun to rationalize this set of brands, though, to
achieve economies of scale across Europe and concentrate on the
brands with the best brand values.

� A graduated customer value strategy uses channels selectively according
to the financial value of the customers, with high-cost channels, such as
account managers, for high-value customers, and lower-value cus-
tomers steered toward the lower-cost channels such as the internet, call
centres or value-added resellers. The IT industry has long made use of
this approach. The UK’s clearing banks, though, are in danger of doing
the precise opposite, offering the high-cost branch network to the
lower-value customers who prefer not to bank by telephone or internet.

How are we to choose between these approaches? Although the channel
value curve will determine which approaches are likely to succeed in the
market as a whole, an organization will typically not have the resources to
pursue all viable options – some of which may, in any case, deliver little
value to shareholders, despite being accepted by the market. It is this
dimension of attractiveness to the organization which we have not yet con-
sidered fully. The answer is to use a variant of the directional policy matrix,
the tool we used when looking at prioritizing and selecting segments.

The variant we have developed, termed the ‘prioritization matrix’, is
explained in full in Exercise 12.3 at the end of this chapter. It is sum-
marized in Figure 12.8.
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with the current business model

Score on segment DBCs, such as: 
•  Convenience
•  Product functionality
•  Brand image (specified)
•  Price

Selective
–  redesign
–  wait

Figure 12.8
The prioritization
matrix
(Note: Although
‘high’ is positioned
on the left of the
horizontal axis it
can, if you prefer,
be placed on the
right.)
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In brief, this approach compares opportunities such as e-commerce
projects against two dimensions: attractiveness to us and attractiveness to
the segment. In many ways it is just like the directional policy matrix. But
in assessing the horizontal axis, attractiveness to the segment, we compare
not rival competitors but rival business models. In other words, if we are
considering selling via a Web/call centre combination rather than a direct
sales force, how would this business model compare in the customer’s
eyes with their current way of doing business?

You may have spotted that we have already done much of the work to 
fill in this matrix in previous tools. The rival business models are often 
different channels, or channel combinations, which we have identified 
in the ‘channel chains’ tool. We have compared these against customer
needs using the ‘channel value curve’. So the horizontal axis simply corre-
sponds to the position of each proposed way of doing business on the chan-
nel value curve compared with the current model. A better value curve than
the current business model will correspond to a position well to the left 
of the matrix. In fact, using the alternative presentation shown in Figure 12.7,
the position on the horizontal axis can be determined mathematically by
comparing the height of the bar chart for each proposed channel, or channel
combination, with the height of the bar chart for the current model.

We have found that using this tool provides a welcome structure to the
board’s decision-making debate and rapidly sorts out which projects are the
top priorities. It also forces the proponents of a project to ask the right ques-
tions early on, increasing the quality of proposals put to the board. Exercise
12.3 explains exactly how to use the tool for your own organization.

Determining channel tactics
Once strategic decisions about channel choice and channel combinations
have been made, the work is of course only just beginning. Here are just
some of the areas where we have found that channel innovations can go
wrong in practice.

Organizational structure can be a barrier to change if it encourages the
organization to think and act around existing channels rather than new
ones. One organization told us how its powerful sales force directors gave 
a highly successful call centre channel a decidedly mixed reception, as it
reduced the business coming through their direct sales force. Turkeys rarely
vote for Christmas, so the structure may need radical overhaul to reflect a
new channel strategy. Sales directors, incidentally, often make good direc-
tors of internet strategy, because they are thoroughly unimpressed with
technology and fads, and concentrate on serving customers profitably.

A particular issue facing many organizations is whether to ‘spin out’ a
business using a new channel. Much in vogue during the internet euphoria
of 1999 and early 2000, setting up a separate company to exploit the inter-
net or a ‘direct’ call centre business has had varying success. A logical
approach is to consider spin-outs when the channel value curve suggests
that a pure-play strategy is appropriate to one or more customer segments.

The prioritization matrix
rapidly sorts out which
projects are the top
priorities.

Organizational structure
can be a barrier to
change if it encourages
the organization to
think and act around
existing channels rather
than new ones.
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Where the customer need is for a hybrid model, though, innovation needs
to be wedded with integration.

Reward systems can
become tied to a

particular channel,
hence distorting

behaviour in favour of
maximizing returns from

that channel.

This hybrid, semi-detached approach seems appropriate for the many
companies requiring a multi-channel model, particularly in the cases of an
integrated multi-channel strategy or activity-based strategy which we dis-
cussed earlier.

As with organizational structure, reward systems can become tied to a
particular channel, hence distorting behaviour in favour of maximizing
returns from that channel. As profits ultimately come from satisfied cus-
tomers, a more beneficial approach is to provide rewards based on cus-
tomer profits or, ideally, customer lifetime value.

The chief executive of a major retailer’s Web service found that
store managers were not encouraging customers to visit a low-
cost Web channel because they feared it would reduce their
annual bonuses. The chief executive therefore worked with the
store managers to define metrics which would estimate how
much trade was generated by each store for the website, as well
as measuring business passed in the other direction from the web-
site to local stores. These metrics could then be used to reward
managers to act in the best interests of the business.

Just as IBM initially set up its PC division with considerable auton-
omy, later ‘roping it in’ to exploit synergies with the rest of the
business, so Gap initially set up its Web operations with highly
independent departments which, however, were kept within the
company in order to integrate them as time went on. Another
successful example of melding independence with synergy is
Thomas Cook, which has reintegrated ThomasCook.com Ltd back
into the business.

Finally, project management for large IT-enabled projects is never easy.
Evidence from an in-depth study of numerous projects suggests that the
use of software packages, where these are available, not only reduces risk,
but also acts to embed and encourage best practice. Channel innovators
may well find, as with innovators in other IT-enabled areas, that packages
are not yet sufficiently mature to meet the whole of their needs; but it is
certainly worth making a thorough exploration of what is available. A
staged approach to project management is also likely to reduce business
and technical risk, as well as being more likely to keep the board on side
through delivery of quick wins.

Implementation is never easy, but those organizations which develop
their channel strategy by focusing on their customers, not their products
or their cost base, will reap the rewards of high loyalty and high customer
lifetime value.
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Exercise 12.1

2Adapted from McDonald, M. and Wilson, H. (2002). The New Marketing: Transforming the 
Corporate Future. Oxford: Butterworth-Heinemann. Used with kind permission.
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Exercises2

Take one of the segments in your market that you propose to serve and, using
your earlier analysis, note the ways in which their needs can/will be better met
by e-commerce. Repeat this for each of your selected segments.

Chapter 12 review
This chapter provides a structured process for multi-channel strategy formulation. This is
to ensure that the most appropriate channels structure is put together for each of your
selected segments, with a particular reference to IT-enabled channels.

We began with a brief summary of the complete process and then took a detailed look
at the first of the five stages it involves. For this first stage we considered the future
shape of the whole industry and put forward five main ways in which the current mar-
ket map may be reconfigured. These covered substitute/reconfigured products, disinter-
mediation, reintermediation, partial channel substitution and media switching/addition.
We made the point, however, that predicting what reintermediation will occur is particu-
larly difficult given the numerous possibilities, but provided some guidelines on which 
of the possibilities may become the dominant trading mechanism. Possibilities for the
future were then discussed using two reconfigured market maps.

The second stage then looked at the use of channel chain analysis to describe which
channels were used by each segment at the different stages of the purchasing process.
This was to recognize the fact that in many markets customers use more than one chan-
nel to meet their needs at different stages of their relationship with suppliers.

Next, we looked at the basis for selecting which of the new channel chains will flourish.
We pointed out that the only arbiters here were the customers themselves and that they
will assess the alternatives based on which offers each segment the best value proposition.
We recommended using a channel value curve to help with this stage of the process and
suggested how you could determine which channel chain would be the ‘winner’.

We introduced the fourth stage of the process by highlighting a number of broad chan-
nel options that companies were able to select from and suggested using a variant of the
directional policy matrix to assess which option would be the most attractive to the com-
pany. This prioritization matrix rapidly sorts out which projects are the top priorities.

Finally, we discussed some of the issues that may need to be addressed by companies
for their new channel tactics to be implemented successfully.
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Redraw the market map as it will be at the end of your planning period, 
say, in three years’ time, given your knowledge about likely developments in
the market such as new entrants, new channels, industry consolidation, and so
on. The worksheet for market mapping in the Exercises section of Chapter 5
can be used for this part of the exercise. Make as many copies as you need.

Now draw up a list of e-opportunities for your organization under the
headings of ‘cost reduction’ and ‘value creation’.

For each segment you propose to serve, consider what different means of
communication customers use, leading to the purchase they make. The work-
sheet in Table 12.4, which you can copy for this exercise, indicates (as column
headings) the major steps in any purchase process as they were presented in
Chapter 2 when we re-described the process of communicating value. Against
each step, indicate what means is used by the decision-maker to perform the
step. Thus, in each vertical column, what percentage of this task is currently
completed using this medium?

How, from the customer’s point of view, could this sales process be improved?
Re-assess the percentages in these columns as they will be at the end of your
planning period taking account of e-commerce or other new media.

Exercise 12.2

Table 12.4 Worksheet – the communications mix

Purchase phase

Initiate Exchange Negotiate/ Commit Exchange
Channel/Medium dialogue information tailor value

Offline advertising 
(TV, press, etc.)

Direct mail

Sales force/
face-to-face contact

Telephone

Electronic

Other (state:)

A completed example of the worksheet for this exercise is illustrated in
Table 12.5 and shows figures for the current year along with figures for the
end of the planning period.

In any rows where you envisage the percentage changing, list the opportu-
nities for your organization under the headings of ‘cost reduction’ and ‘value
creation’.
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This exercise is based on the prioritization matrix which can be used:

1 to decide on the relative importance of a number of possible channel ini-
tiatives, such as, for example, e-commerce projects;

2 as a first-cut prioritization to decide which potential opportunities should
be developed into a full proposal;

3 as a second-cut prioritization to help the board prioritize limited resources,
taking into account ‘soft’ issues such as strategic fit as well as ‘hard’ finan-
cial issues;

4 to help depoliticize debates about prioritization, and to sell the conclusions
reached.

The tool is, though, no substitute for the development of carefully researched
financials such as return on investment calculations, which should be done 
in parallel and used to inform the vertical axis, particularly for a second-cut 
prioritization.

First, select a business unit the opportunities for which you wish to priori-
tize. This may be the organization as a whole, or one of the markets it serves.

Using a copy of the worksheet in Table 12.6, list the channel-related oppor-
tunities, such as e-commerce projects, which you wish to prioritize. These may
be projects in development, projects which have gone live or possible future
projects.

Now, using the same worksheet, determine the attractiveness of each
opportunity to the organization as follows:

1 List the opportunity attractiveness factors for your organization, in other
words, the factors that attract you to one opportunity rather than another.

Exercise 12.3

Table 12.5 The communications mix

Channel/Medium Purchase phase

Initiate Exchange Negotiate/ Commit Exchange 
dialogue information tailor (%) value
(%) (%) (%) (%)

Direct mail 85 60 20 20 None
60 40 10 10

Sales force/ None 5 10 None 95
face to face 5 10 90

Telephone 5 10 40 80 None
5 10 20 70

E-mail 5 5 30 None None
20 10 35

Website 5 20 0 0 5
15 35 25 20 10

Note: The figures indicate what percentage of each purchase phase is completed
using the listed communication channel/medium with the first figure relating to the
current year and the second figure relating to the end of the planning period.
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Table 12.6 Worksheet – calculating channel-related opportunity attractiveness to the organization

Name and description Name and description
Opportunity 1: Opportunity 4:

Opportunity 2: Opportunity 5:

Opportunity 3:

Opportunity Parameters Opportunity 1 Opportunity 2 Opportunity 3 Opportunity 4 Opportunity 5
attractiveness

Weight

High Med Low Score Total Score Total Score Total Score Total Score Totalfactors
10–7 6–4 3–0

Total 100 Total Total Total Total Total

Note: The attractiveness factors, their weightings and parameters remain constant for each opportunity. Only the scores are specific to each opportunity.
Parameters described as ‘low’, ‘medium’ or ‘high’ should be associated with a measurable definition to avoid subjective interpretation.
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For example: impact on revenue; impact on margins; fit with the organiza-
tion’s mission; fit with the organization’s skills; IT difficulty; business change
difficulty and so on.

2 For each of the factors, weight their relative importance to each other
according to your own particular requirements when comparing oppor-
tunities by distributing 100 points between them.

3 Define the high, medium and low parameters for each of the factors
selected, where very high scores 10 and very low scores 0.

4 Take one of the opportunities and, based on the parameters, determine its
score for each factor at the end of your planning period (usually three
years), multiply these individual scores by the weight that has been given to
its respective factor and divide by 100, then add all these together to arrive
at a total between 0 and 10, and repeat for each opportunity.

Examples of completed attractiveness evaluations following the above proce-
dure can be found in Chapter 9 where it was used to calculate segment attrac-
tiveness.

When determining attractiveness to the organization:

1 Keep the factors to between three and six if possible for simplicity. Consider
deleting factors with a weighting of less than 10, or combining them with
other factors.

2 The factors should have nothing to do with customer take-up, which is
dealt with in the following analysis. Therefore, assume project success, from
the point of view of the customers, in your scoring. For example, in assess-
ing the ‘impact on revenue’ of a new website, assume that customers will
like it and use it.

3 Clear factors, weights and parameters on this axis with key colleagues
before proceeding.

4 Keep factors separate from each other.
5 Research your financial scores as carefully as you can, particularly for a second-

cut prioritization.
6 If the results do not match your intuitive feelings, consider whether you

need to iterate, or whether your intuition needs updating!

Now determine the attractiveness of your proposed new business models to
each of your selected segments as follows:

1 From the competitive strength evaluation conducted in Chapter 10, transfer
to a copy of the worksheet in Table 12.7 the Decisive Buying Criteria (DBCs)
and constituent Critical Success Factors (CSFs) for one of the segments you
propose to serve. Also transfer to the worksheet the weighted importance
of each DBC for this segment.

2 In the column headed ‘Current model’, enter the competitiveness scores
and totals for your company as they appeared when evaluating your com-
petitive strength for Year 0. ‘Current’ refers to your company’s ‘traditional’
way of doing business, such as selling via a direct sales force, or selling over
the Web with your current site.

3 In each of the columns headed ‘New model’, list the new channel-related
opportunities you are considering for this segment.

4 Take one of the new opportunities and score its attractiveness to the seg-
ment out of 10 for each DBC initially for Year 0, with ‘highly attractive’ scor-
ing from 10 down to 7, ‘attractive’ from 6 down to 4 and ‘unattractive’ from
3 down to 0 (these are fixed and do not change). These scores are as per-
ceived by the customers in the segment. Enter the scores for each new
opportunity you have listed.
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5 For each opportunity listed, multiply the individual scores by the weight
that has been given to its respective DBC and divide by 100, then add all
these together to arrive at a total between 0 and 10.

6 To arrive at a number representing the ‘attractiveness to customers’, sub-
tract the ‘Current model’ total from each ‘New model’ total and enter these
at the bottom of the worksheet.

Once the calculations for Year 0 are complete, a further copy of the worksheet
can be used to determine attractiveness for the end of the planning period.

When determining attractiveness to a segment:

1 It should be approached from the customer’s perspective. Whenever pos-
sible, therefore, customers should be asked for their views. Alternatively,
involve a small cross-functional team of those in your organization who are
close to the customer.

2 Include all the segment’s DBCs, even if they are unaffected by the new busi-
ness model(s) you are proposing.

3 If the opportunity is targeted at a different stakeholder group, such as the
supply-side, modify these instructions to assess the attractiveness factors 
(as opposed to DBCs) for this group. These could include: margin achieved;
transaction costs; fit with the organization’s procedures; scope for building a
long-term relationship and so on. A recruitment site might be assessed on,
for example, range of vacancies, ease of obtaining information and so on.

The attractiveness scores can now be plotted on a prioritization matrix:

1 Transpose the organization’s attractiveness scores for each opportunity on
to the vertical axis of the prioritization matrix in Figure 12.9 and label each
intersection on the vertical axis with the opportunity number and/or name.
Ensure the scale from the point of origin to the highest point allows a
spread of opportunities between them rather than having the opportun-
ities all grouping together at one or other end of the scale (a suggestion as
to how to obtain a spread appears in Figure 12.9).

2 Now transpose the segment’s attractiveness scores for the opportunities eval-
uated for it on to the horizontal axis of the prioritization matrix in Figure 12.9
using a scale ranging from �2 to �2 (normally sufficient for most exercises).

Table 12.7 Worksheet – calculating channel-related opportunity attractiveness to a segment

Segment Current model New model New model

DBCs and their CSFs Weight Score Total Score Total Score Total

Total 100 Total Total Total

Attractiveness (new model total minus current model total)
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3 Locate the points of intersection as illustrated in Figure 12.10.
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In addition to producing a separate prioritization matrix for each segment,
consider transferring all the segment attractiveness scores on to a single 
prioritization matrix to produce a consolidated picture of the new opportunities
being evaluated. Identify the applicable segment for each intersection on the
horizontal axis.

When you have completed the prioritization matrix, consider the implica-
tions for the organization’s resource allocation:

� Where should the investment in, for example, money and management
time go?

� For these high-priority opportunities, what needs to be done to ensure that
your envisaged scores on the segments’ DBCs are reached?

Finally, with respect to the prioritization matrix:

1 Do not take the cross-lines too literally! What matters is the relative pos-
ition of your opportunities, not their absolute position on your grid.

2 Consider interactions between opportunities. If you invest in one oppor-
tunity, such as a direct sales channel, will that affect your revenue or profits
through another, such as an agent’s network?

3 However, you cannot hold back the tide! If customers wish to switch to a
new way of doing business (represented by a position towards the left of
the prioritization matrix), ‘cannibalization’ of your traditional business may
be necessary if you are not to leave a competitor to fill the gap.
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Chapter 13

Setting marketing 
objectives and strategies
for identified segments
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Marketing objectives: what
they are and how they relate
to corporate objectives
There are no works on marketing which do not include at least one para-
graph on the need for setting objectives. Setting objectives is a mandatory
step in the planning process. The literature on the subject, though, is not
very explicit, which is surprising when it is considered how vital the set-
ting of marketing objectives is.

An objective will ensure that a company knows what its strategies are
expected to accomplish and when a particular strategy has accomplished
its purpose. In other words, without objectives, strategy decisions and all
that follows will take place in a vacuum.

Following the identification of opportunities and the explicit statement
of assumptions about conditions affecting the business, the process of 

Summary
It will by now be clear that, following the analysis that takes place as part of the seg-
mentation process, realistic and achievable objectives, along with their associated strat-
egies, should be set for the company’s key segments. As it is the setting of objectives that
forms a key step in the marketing planning process, it is at this point that segmentation
becomes directly linked with marketing planning which, in turn, means that the object-
ives have to be developed within the framework of the overall corporate plan.

Once agreement has been reached on the broad marketing objectives and strategies,
those responsible for the programmes of marketing activity can then proceed to the
detailed planning stage, developing the overall strategy statements into sub-objectives.

Unless the setting of marketing objectives and strategies is carried out well, everything
that follows will lack focus and cohesion. In previous chapters, you have gone to a lot of
trouble to develop an in-depth understanding of your market and to select the right tar-
gets. The purpose of this chapter is to ensure that you score a bull’s-eye on your selected
targets!

This chapter is organized as follows:

� A discussion about what marketing objectives are and how they relate to corporate
objectives

� How to set marketing objectives
� What competitive strategies are and how they can be used to gain competitive advantage
� How to start the process of marketing planning
� A brief review of product development as a growth strategy
� An introduction to marketing strategies and how to set them
� A review of the chapter
� Exercises further to help you analyse the gap between sales and financial objectives and

long-term forecasts

Definition:
A marketing objective is

the quantification of
what an organization

sells (its products) and to
whom (its segments).

A reminder: We use the
word ‘product’ to avoid
unnecessary references

to ‘services’, ‘not-for-
profit services’, ‘capital
goods’ and ‘retail’. The
text is equally relevant

to these.
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setting objectives should, in theory, be comparatively easy, the actual
objectives themselves being a realistic statement of what the company
desires to achieve as a result of market-centred analysis, rather than gen-
eralized statements born of top management’s desire to ‘do better next
year’. However, objective-setting is more complex than at first it would
appear to be.

Most experts agree that the logical approach to the difficult task of set-
ting marketing objectives is to proceed from the broad to the specific. Thus,
the starting point would be a statement of the nature of the business, from
which would flow the broad company objectives. Next, the broad com-
pany objectives would be translated into key result areas, which would 
be those areas in which success is vital to the firm. At one level, key result
areas would include, for example, market penetration and the overall
growth rate of sales. At a lower level, ‘market penetration’ could well be
stepped down to ‘segment penetration’. The third step would be the cre-
ation of the sub-objectives necessary to accomplish the broad objectives,
such as sales volume goals, geographical expansion, segment extension,
product line extension, and so on.

The end result of this process should be objectives which are consistent
with the strategic plan, attainable within budget limitations, and compat-
ible with the strengths, limitations and economics of other functions
within the organization.

At the top level, management is concerned with long-run profitability
which may well extend into market-related objectives; at the next level in
the management hierarchy, the concern is for objectives that are defined
more specifically and in greater detail, such as increasing sales and seg-
ment share, moving into new segments, and so on. These objectives are
merely a part of the hierarchy of objectives, in that corporate objectives will
only be accomplished if these and other objectives are achieved. At the next
level, management is concerned with objectives that are defined even
more tightly, such as to create awareness among a specific target segment
about a new product, to change a particular customer attitude, and so on.
Again, the general marketing objectives will only be accomplished if these
and other sub-objectives are achieved. It is clear that sub-objectives per se,
unless they are an integral part of a broader framework of objectives, are
likely to lead to a wasteful misdirection of resources.

For example, a sales increase in itself may be possible, but only at an
undue cost, so that such a marketing objective is only appropriate within
the framework of corporate objectives. In such a case, it may well be that
an increase in sales in a particular segment will entail additional capital
expenditure ahead of the time for which it is planned. If this were the case,
it may make more sense to allocate available production capacity to more
profitable segments in the short term, allowing sales to decline in another
segment. Decisions such as this are likely to be more easily made against a
backcloth of explicitly stated broad company objectives relating to all the
major disciplines.

Likewise, objectives should be set for advertising, for example, which
are wholly consistent with the wider marketing objectives. Objectives 
set in this way integrate the advertising effort with the other elements 
in the marketing mix and this leads to a consistent, logical market-
ing plan.

The logical approach 
to the difficult task of
setting objectives is to
proceed from the broad
to the specific.

A reminder: In the 
not-for-profit sector,
customer satisfaction is
obviously a proxy for
‘profitability’.
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So what is a corporate objective and 
what is a marketing objective?
A business starts at some time with resources and wants to use those
resources to achieve something. What the business wants to achieve is a
corporate objective, which describes a desired destination or result. Most
often this is expressed in terms of profit, since profit is the means of satis-
fying shareholders or owners, and because it is the one universally accepted
criterion by which efficiency can be evaluated, which will, in turn, lead to
efficient resource allocation, economic and technological progressiveness
and stability. How it is to be achieved is a strategy. In a sense, this means
that the only true objective of a company is, by definition, what is stated in
the corporate plan as being the principal purpose of its existence.

This means that stated desires, such as to expand segment share, to cre-
ate a new image, to achieve an x per cent increase in sales, and so on, are
in fact strategies at the corporate level, since they are the means by which
a company will achieve its profit objectives. In practice, however, com-
panies tend to operate by means of functional divisions, each with a separate
identity, so that what is a strategy in the corporate plan becomes an object-
ive within each department.

For example, marketing strategies within the corporate plan become
operating objectives within the marketing department, and strategies at
the general level within the marketing department themselves become
operating objectives at the next level down, so that an intricate web of inter-
related objectives and strategies is built up at all levels within the frame-
work of the overall company plan.

The really important point, however, apart from clarifying the differ-
ence between objectives and strategies, is that the further down the hier-
archical chain one goes, the less likely it is that a stated objective will make
a cost-effective contribution to company profits, unless it derives logically
and directly from an objective at a higher level.

Corporate objectives and strategies can be simplified in the following way:

Corporate objective

� desired level of profitability

Corporate strategies

� which segments and which products (marketing)
� what kind of facilities (operations, distribution, IT)
� size and character of the staff/labour force (personnel)
� funding (finance)
� other corporate strategies such as social responsibility, corporate image,

stock market image, employee image and so on

It is now clear that at the next level down in the organization (in other
words, at the functional level) what products are to be sold into what seg-
ments become marketing objectives, while the means of achieving these
objectives using the marketing mix are marketing strategies. At the next level
down there would be, say, advertising objectives and advertising strategies,
with the subsequent programmes and budgets for achieving the objectives.
In this way, a hierarchy of objectives and strategies can be traced back to
the initial corporate objective. Figure 13.1 illustrates this point.

Definition:
A corporate objective

describes a desired
destination or result.

Most often this is
expressed in terms of

profit.

The only true objective
of a company is, by

definition, what is
stated in the corporate

plan as being the
principal purpose of its

existence.

Definition:
Corporate strategies

define how corporate
objectives are to be

achieved through the use
of its resources.
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Corporate mission

Define the business and its boundaries
using considerations such as:
– distinctive competence
– environmental trends
– consumption market trends 
– resource market trends
– stakeholder expectations

Corporate objective
e.g. ROI, ROSH, ROCE, RONA, etc.

Corporate strategies
e.g. Involve corporate resources, and must be within corporate
business boundaries

Product

Operations

Personnel

Finance

Corporate image (with
stock market, public
and employees),
social responsibility, etc.

Physical facilities

Funding

Size and character
of labour force

Functional audits
emphasizing
differential SWOT analyses and assumptions

Marketing

Operations

Finance

Personnel

Objectives/
Strategies/
Programmes

Direct mail
Internet
Advertising
Personal selling
Sales promotion, etc.

Product

Price

Promotion

Place

e.g. Product ‘X’
 Segment share
 Outlet penetration
 Profitability

Responsibility
Timing, etc.

Sub-objectives,
Strategies,

Programmes,
Budgets

Appropriation budgets

Consolidated budgets

e.g. Product quality
 Product positioning
 Product design
 Product improvement
 Product packaging

Marketing audit

Internal Sales
Market share
Profit margins
Product range
Product development
Pricing
Promotion
Distribution, etc.

External Economic
Market
Competitive

Environments

Customer and
market audit

Product audit
SWOT

Market segmentation

Assumptions

Environmental audit
Other marketing mix elements audit

Marketing objectives
Product range, segments, channels (what
we sell, who we sell it to – quantitative,
e.g. segment share, outlet penetration,
volume, value, etc.)

Ansoff Matrix
Gap analysis

Marketing strategies

4Ps (pursue opportunities, defend against
threats, build on strengths, balance
product portfolio, correct weaknesses, etc.)

Product life cycles
Diffusion of innovation
Product portfolio
Segment share
Segment growth
Experience effect

Products and markets

Figure 13.1 Objectives and strategies in a corporate framework
(Source: McDonald, M. (2002). Marketing Plans: How to Prepare Them, How to Use Them.
Oxford: Butterworth-Heinemann.)
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How to set marketing
objectives
The Ansoff Matrix (1957) can be introduced here as a useful tool for think-
ing about marketing objectives. It is a concept normally written in terms of
‘markets’, but for the purposes of this book we will substitute (where
appropriate) ‘segment’ for ‘market’.

A firm’s competitive situation can be simplified to two dimensions only,
products and segments. To put it even more simply, Ansoff’s framework is
about what is sold (the ‘product’) and to whom it is sold (the ‘segment’).
Within this framework, Ansoff identifies four possible courses of action
for the firm:

1 Selling existing products to existing segments.
2 Extending existing products to new segments.
3 Developing new products for existing segments.
4 Developing new products for new segments.

The matrix in Figure 13.2 depicts these concepts.

Definition:
Igor Ansoff is a famous

American planning guru
who constructed a matrix

known as the Ansoff
Matrix, which had two

dimensions and four
boxes – existing products,

new products, existing
markets, new markets.

New Existing

New

Existing

Increasing technological newness

Increasing
segment
newness

Products  

Se
gm

en
ts

Diversification

Segment
penetration

Product
development 

Segment
extension

Figure 13.2
The Ansoff Matrix

It is clear that the range of possible marketing objectives is very wide,
since there will be degrees of technological newness and degrees of seg-
ment newness. Nevertheless, Ansoff’s Matrix provides a logical frame-
work in which marketing objectives can be developed under each of the

Chap-13.qxd  8/17/04  4:17 PM  Page 389



390 Market Segmentation

four main headings above. In other words, marketing objectives are about
products and segments only.

Commonsense will confirm that it is only by selling something to some-
one that the company’s financial goals can be achieved, and that advertis-
ing, pricing, service levels and so on, are the means (or strategies) by
which it might succeed in doing this. Thus, pricing objectives, sales pro-
motion objectives, advertising objectives, and so on should not be con-
fused with marketing objectives.

Marketing objectives are generally accepted as being quantitative com-
mitments, usually stated either in standards of performance for a given
operating period, or conditions to be achieved by given dates. Performance
standards are usually stated in terms of sales volume and various measures
of profitability. The conditions to be attained are usually a percentage 
of segment share and various other commitments, such as a percentage of
the total number of a given type of distribution outlet.

There is also broad agreement that objectives must be specific enough to
enable subordinates to derive from them the general character of action
required and the yardstick by which performance is to be judged. Object-
ives are the core of managerial action, providing direction to the plans. By
asking where the operation should be at some future date, objectives are
determined. Vague objectives, however emotionally appealing, are counter-
productive to sensible planning, and are usually the result of the human
propensity for wishful thinking, which often smacks more of cheerleading
than of serious marketing leadership. What this really means is that it is
unacceptable to use directional terms such as ‘decrease’, ‘optimize’ or ‘min-
imize’ as objectives, because it is logical that, unless there is some measure
or yardstick against which to measure a sense of locomotion towards
achieving them, they do not serve any useful purpose.

Ansoff defines an objective as ‘a measure of the efficiency of the
resource-conversion process. An objective contains three elements:

1 the particular attribute that is chosen as a measure of efficiency;
2 the yardstick or scale by which the attribute is measured;
3 the particular value on the scale which the firm seeks to attain.’

Marketing objectives, then, are about each of the four main categories of
the Ansoff Matrix:

1 Existing products in existing segments. These may be many and varied and
will certainly need to be set for all existing major products and segments.

2 New products in existing segments.
3 Existing products in new segments.
4 New products in new segments.

Thus, in the long run, it is only by selling something (a ‘product’) to some-
one (a ‘segment’) that any firm can succeed in staying in business profitably.

Pricing objectives, sales
promotion objectives,
advertising objectives,
and the like, should not
be confused with
marketing objectives.

Objectives are the core
of managerial action,
providing direction to
the plans.

A two-year study of the top 35 industrial companies by McKinsey and Company
revealed that leader companies agreed that product/segment strategy is the
key to the task of keeping shareholders’ equity rising. Clearly, then, setting
objectives and strategies in relation to products and segments is a most impor-
tant step in the marketing planning process.

Marketing
insight
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Simply defined, product/segment strategy means the route chosen to
achieve company goals through the range of products it offers to its chosen
segments. Thus, the product/segment strategy represents a commitment
to a future direction for the firm. Marketing objectives, then, are concerned
solely with products and segments.

The general marketing directions which lead to the above objectives
flow, of course, from a product life cycle and portfolio analysis. However,
when drawing up the objectives, we must concern ourselves with both the
life cycles and portfolio analysis of our segments and the life cycles and
portfolio analysis of our products in our chosen segments. The link between
these two concepts is illustrated in Figure 13.3. For a full explanation,
please refer to McDonald (2002).

Marketing objectives are
concerned solely with

products and segments.

Definition:
A product life cycle plots

the volume or value of
sales of a product from
its launch to its decline

and withdrawal.
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Product 2
Product 1

Time

Product 3

Segment 1

Figure 13.3
Product life cycles
within segments

The marketing directions which come out of life cycle and portfolio
analysis revolve around the following logical decisions, with a brief guide
to the appropriate strategies also listed. Please note that, although we refer
to the labels invented by the Boston Consulting Group (for example, ‘cash
cow’), such labels should not generally be used in connection with the
directional policy matrix and are used here only for the purpose of explan-
ation. We have suggested more appropriate labels for the directional pol-
icy matrix in Figure 13.5 and Table 13.1, both of which appear after the
following review.

� Maintain – This usually refers to the ‘cash cow’ type of product/seg-
ment (segments that fall in the bottom left-hand box of the Boston
Matrix which we first discussed in Chapter 9 and summarized in Figure
9.3 which, for ease of reference, is repeated in a simplified format in
Figure 13.4) in which the company enjoys a competitive position, and
reflects the desire to maintain a competitive and profitable position,
even though it is acknowledged that these products/segments are not
as attractive as other products/segments in terms of achieving the 
organization’s objectives.
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The emphasis will be on maintaining present earnings in the most
profitable products/segments, rather than aggressive growth, while
activity in those that are less profitable should be considered for cutting
back. Marketing effort should be focused on differentiating products to
maintain share of key segments. Discretionary marketing expenditure
should be limited, especially when unchallenged by competitors, or
when products have matured. Comparative prices should be stabilized,
except when a temporary aggressive stance is necessary to defend 
segment share.

� Improve – This usually refers to the ‘star’ type of product/segment
(segments that appear in the top left-hand box) and reflects the desire 
to improve the competitive position in attractive segments which look
as if their attractiveness will continue, or even improve. The obvious
objective for such segments is to maintain your sales/volume growth
rates at least at the segment growth rate, thus maintaining segment
share, or to grow faster than the segment, thus increasing segment
share.

Three principal factors should be considered:
1 Possible geographic expansion.
2 Possible product line expansion.
3 Possible product line differentiation.
These could be achieved by internal development, joint ventures or
acquisition.

The main point is that, in attractive segments, an aggressive marketing
posture is required, together with a very tight budgeting and control
process to ensure that capital resources are efficiently utilized.

High Low

Low 

High

Relative segment share 

Se
gm

en
t g

ro
w

th

‘Star’ ‘Question mark’ 

‘Cash cow’ ‘Dog’

Figure 13.4
The Boston Matrix
(basic outline)
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� Harvest – This usually refers to a particular category of ‘dog’ type prod-
uct/segment (segments that appear in the bottom right-hand box, but
towards the mid-point vertical line of the matrix) where the company
has a moderately good to poor position (as opposed to an unquestion-
ably poor position) and reflects the desire to relinquish competitive
position in favour of short-term profit and cash flow, but not necessar-
ily at the risk of losing the business in the short term. These are some-
times referred to as ‘cash dogs’.

The reality of low growth should be acknowledged and the tempta-
tion to grow sales into these segments or grow sales of those products
at the previous high rates of growth should be resisted. They should not
be viewed as a ‘marketing problem’, which will be likely to lead to high
advertising, promotion, product development and inventory costs, and
therefore to lower profitability. Some of the ‘maintain’ policies may still
be appropriate, but with more of an eye on profit and cash flow.

Finally, the attention of talented managers should be focused on these
‘cash dogs’.

� Exit – This usually refers to the genuine ‘dog’ type of product/segment
(segments that appear in the bottom right-hand box, but well to the
right of the mid-point vertical axis), also sometimes to the ‘question
mark’, and reflects a desire to divest because of a very weak competi-
tive position or because the cost of staying in it is prohibitive and the
risk associated with improving its position is too high. Generally,
immediate divestment is the preferred course of action, unless there is
still the opportunity to generate some cash with minimal marketing
expenditure.

� Enter – This usually refers to the new and most promising emerging
products/segments where it has been decided to invest for future 
product/segment leadership (selected segments that appear in the top
right-hand box).

As already stated, however, great care should be taken not to follow slav-
ishly any set of ‘rules’ or guidelines related to the above. It should be
stressed that there can be no automatic policy for a particular segment or
product, and SBU managers should consider three or more options before
deciding on ‘the best’ for recommendation. Above all, SBU managers must
evaluate the most attractive opportunities and assess the chances of suc-
cess in the most realistic manner possible. This applies particularly to new
business opportunities. New business opportunities would normally be
expected to build on existing strengths, particularly in marketing, which
can be subsequently expanded or supplemented.

In addition, the use of pejorative labels like ‘dog’, ‘cash cow’ and so on
should be avoided.

A full list of marketing guidelines as a precursor to objective setting is
given in Figure 13.5. A fuller list is set out in Table 13.1 which includes
guidelines for functions other than marketing. One word of warning, how-
ever: such general guidelines should not be followed unquestioningly.
They are included more as checklists of questions that should be asked
about each major product in each major segment before setting marketing
objectives and strategies.

The use of pejorative
labels like ‘dog’, ‘cash

cow’ and so on should
be avoided.

General guidelines
should not be followed

unquestioningly.
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It is at this stage that the circles in the directional policy matrix can be
moved to show their relative size and position in three years’ time. You
can do this to show, first, where they will be if the company takes no action
and, second, where you would ideally prefer them to be. These latter 
positions will, of course, become the marketing objectives. Precisely how
this is done was shown in Chapter 10. It is, however, the key stage in the 
marketing planning process.

High

Relative company competitiveness

Low

High
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Low

Invest for growth

Defend leadership, gain if possible.

Accept moderate short-term profits and, if
necessary, negative cash flow.

Consider geographic expansion, product
line expansion, product differentiation.

Upgrade product development effort.

Aggressive marketing posture, i.e. selling,
advertising, pricing, sales promotion,
service levels, as appropriate.

Opportunistic

The options are:

1   move it to the left if resources
     are available to invest in it;

2   keep a low profile until funds
     are available;

3   divest to a buyer able to
     exploit the opportunity. 

Maintain segment position,
manage for sustained
earnings 
Maintain segment position
in most successful product
lines. 

Prune less successful
product lines, unless
necessary to market
success.  

Differentiate products to
maintain share of key
segments. 

Limit discretionary
marketing expenditure.

Stabilize prices, except
where a temporary
aggressive stance is
necessary to maintain
segment share.

Selective*

Acknowledge low growth.

Do not view as a
‘marketing’ problem.

Identify and exploit growth
segments.

Emphasize product quality
to avoid ‘commodity’
competition.

Systematically improve
productivity.

Assign talented managers.

Manage for profit

Prune product line
aggressively.

Maximize cash flow. 

Minimize marketing
expenditure. 

Maintain or raise prices at
the expense of volume. 

(All of these are on the
assumption that such
products are not essential
to market position.)

Figure 13.5 Strategies suggested by portfolio matrix analysis
(Note: ‘Selective*’ refers to those segments or products which fall on or near the vertical
dividing line in a directional policy matrix.)
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Table 13.1 Guidelines suggested for different positioning on the directional policy matrix

Main thrust Invest for Maintain segment Maintain Manage for Opportunistic 
growth position, manage selectively cash development

for earnings

Segment Maintain or Maintain or  Maintain Forgo share Invest 
share increase slightly milk for selectively for profit selectively 

dominance earnings in share

Products Differentiation – Prune less Emphasize Aggressively Differentiation –
line successful. product prune line 
expansion Differentiate for quality. expansion

key segments Differentiate

Price Lead – Stabilize Maintain Raise Aggressive –
aggressive prices/raise or raise price for share
pricing for
share

Promotion Aggressive Limit Maintain Minimize Aggressive 
promotion selectively promotion

Distribution Broaden Hold wide Maintain Gradually Limited
distribution distribution selectively withdraw coverage

pattern distribution

Cost control Tight control – Emphasize cost Tight control Aggressively Tight, but not 
go for scale reduction, viz. reduce both at expense of 
economies variable costs fixed and entrepre-

variable neurship

Production Expand, invest Maximize capacity Increase Free up Invest
(organic, utilization productivity, capacity
acquisition, for example, 
joint venture) specialization/

automation

R&D Expand – invest Focus on specific Invest None Invest
projects selectively

Personnel Upgrade Maintain. Reward Allocate key Cut back Invest
management in efficiency, tighten managers organization
key functional organization
areas

Investment Fund growth Limit fixed Invest Minimize Fund growth
investment selectively and divest

opportunistically

Working Reduce in Tighten credit – Reduce Aggressively Invest
capital process – reduce accounts reduce

extend credit receivable, 
increase 
inventory turn
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Competitive strategies
At this stage of the planning process, it would be helpful to explain devel-
opments in the field of competitive strategies, since an understanding of
the subject is an essential prerequisite to setting appropriate marketing
objectives.

One of the principal purposes of marketing strategy is for you to be able
to choose the customers, and hence the segments, you wish to deal with.
In this respect, the directional policy matrix discussed in Chapter 9 is par-
ticularly useful. The main components of competitive strategy are:

� the company;
� customers;
� products/services;
� competitors.

So far, we have said very little about competitors although, clearly, if we
are to succeed we need to work hard at developing a sustainable compet-
itive advantage. The important word here is ‘sustainable’, as temporary
advantages can be gained in numerous ways, such as, for example, a price
reduction or a clever sales promotion.

Most business people would agree that as segments mature, the only
way to grow the business without diversifying is at the expense of com-
petitors, which implies the need to understand in depth the characteristics
of each important segment to the company and of the main competitors in
it. We briefly referred to the leading thinker in this field in Chapter 9,
namely Michael Porter of the Harvard Business School, and any reader
wishing to explore this vital subject in more depth should refer to his book,
Competitive Strategy (1980).

Perhaps the best way to summarize this complex subject would be to
tell a story.

If we are to succeed, we
need to work hard at
developing a sustainable
competitive advantage.

Imagine three tribes on a small island fighting each other because
resources are scarce. One tribe decides to move to a larger adja-
cent island, sets up camp, and is followed eventually by the other
two, who also set up their own separate camps. At first it is a
struggle to establish themselves, but eventually they begin to
occupy increasing parts of the island; eventually, many years later,
they begin to fight again over adjacent land. The more innovative
tribal chief – that is, the one who was first to move to the new
island – sits down with his senior warriors and ponders what to
do, since none are very keen to move to yet another island. They
decide that the only two options are:

1 Attack and go relentlessly for the enemy’s territory.
2 Settle for a smaller part of the island and build in it an impreg-

nable fortress.
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These two options, namely terrain or impregnable fortress (or both), are, in
fact, the same options that face business people as they contemplate com-
petitive strategy. Let us look in turn at each of these options, continuing for
a moment longer with the military analogy, and starting with terrain.

Just look at what used to happen in the computer industry when
GE, Rank Xerox, RCA, ICL and others attacked the giant IBM in its
core segments. The larger competitor was able to win the battle.
So, all things being equal, a company with a larger segment share

Imagine two armies facing each other on a field of battle. One
army has 15 soldiers in it, the other 12 (depicted by circles). Imagine
also that they face each other with rifles and all fire one shot at the
other at the same time, but they don’t all aim at the same soldier!
Figure 13.6 depicts the progress of each side in disposing of the
other. It will be seen that after only three volleys, the army on the
right has only one soldier remaining, while the army on the left,
with eight soldiers remaining, is still a viable fighting unit.

At start After first volley

After second volley After third volley

Figure 13.6 The importance of market share

One interesting fact about this story is that the effect observed here is geo-
metric rather than arithmetic, and is a perfect demonstration of the effect of
size and what happens when all things are equal, except size. The parallel
in industry, of course, is segment share.
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Put yet another way, look for a moment at the economists’ model of sup-
ply and demand shown in Figure 13.7.

Here we see that when supply is greater than demand, price will fall,
and that when demand exceeds supply, the price will tend to rise. The
equilibrium point is when supply matches demand. The only way a com-
petitor can avoid the worst effects of such a situation is by taking one of
the following actions:

1 being the lowest cost supplier;
2 differentiating the product in some way so as to be able to command a

higher price.

Michael Porter (1985) combined these two options into a simple matrix, as
shown in Figure 13.8.

It can be seen that Box 1 represents a sound strategy, particularly in
commodity-type markets such as bulk chemicals, where differentiation is
harder to achieve because of the identical nature of the chemical make-up
of the product. In such cases, it is wise to recognize the reality and pursue

than another should win in the long term over a smaller competi-
tor. Or should they? Clearly, this is not inevitable, providing the
smaller companies take evasive action. Staying with the computer
industry, just look at how successful NCR have been with their
‘global fortress’ strategy (for example, Automatic Teller Machines
(ATMs) for the financial market) and, more recently, Dell
Computers, each of whom focused on particular segments in the
overall market not dominated by the likes of IBM.

In 1992 and 1993, IBM got caught unawares, with disastrous
financial results, by quicker-moving, smarter, smaller competitors.
They have now recovered by regrouping and re-segmenting their
market, just as Rank Xerox did in the 1970s to recover from the
successful entry of the Japanese with smaller photocopiers. IBM
have also used their enormous market power and reach to take
advantage of the new but substantial markets for services.
However, recent developments at Xerox leave the question of
their future wide open.

In the market for banking services, First Direct in the UK took a commanding
position by means of a differentiated product, dispensing with all the para-
phernalia of expensive branches.

Marketing
insight

In the market for insurance, Direct Line in the UK completely changed the
rules of warfare by dispensing with brokers, with a consequential saving in
premiums for customers.

Marketing
insight
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a productivity drive with the aim of becoming the lowest cost producer.
It is here that the experience effect becomes especially important.

Very briefly, the experience effect, which also includes the ‘learning
curve’, is recognition of the fact that the more we do something, the better
we are at doing it. Included in the experience effect are such items as bet-
ter productivity from plant and equipment, product design improvements,
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Figure 13.7
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Figure 13.8
Cost versus
differentiation
matrix
(Source: based on
Porter, M. E. (1985).
Competitive
Advantage –
Creating and
Sustaining Superior
Performance. New
York: Free Press.)

Definition:
The experience effect,

which also includes the
‘learning curve’, reflects

the improvements
(usually resulting in

lower costs) that result
from economies of scale,

learning and improved
productivity over time.
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process innovations, labour efficiency, work specialization, and so on. In
addition to the experience effect, and not necessarily mutually exclusive,
are economies of scale that come with growth. For example, capital costs do
not increase in direct proportion to capacity, which results in lower depre-
ciation charges per unit of output, lower operating costs in the form of the
number of operatives, lower marketing, sales, administration, and research
and development costs, and lower raw materials and shipping costs. It is
generally recognized, however, that cost decline applies more to the value-
added elements of cost than to bought-in supplies. In fact, the Boston
Consulting Group discovered that costs declined by up to 30 per cent for
every cumulative doubling of output. This phenomenon is shown in
Figure 13.9.

Cost decline applies
more to the value-
added elements of cost
than to bought-in
supplies.
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ts

Cumulative output
Figure 13.9
The impact on unit
costs of the learning
curve

There is sufficient evidence to show that this real cost reduction actually
occurs, in which case it follows that the greater your volume, the lower
your unit costs should be. Thus, irrespective of what happens to the price
of your product, providing you have the highest segment share (hence the
biggest volume), you should always be relatively more profitable than
your competitors.

Many companies, however, such as Jaguar and BMW, could not
hope to be low cost producers. Consequently, their whole cor-
porate philosophy is geared to differentiation and what we have
called ‘added value’. Clearly, this represents a sensible strategy for
any company that cannot hope to be a world cost leader and,
indeed, many of the world’s great companies succeed by means of
such a focus and locate themselves in Box 2 (in Figure 13.8). Many
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Only Box 4 remains. Here we can see that a combination of commodity-
type markets and high relative costs will result in disaster sooner or later.
A position here is tenable only while demand exceeds supply. When, how-
ever, segments in these markets mature, there is little hope for companies
who find themselves in this unenviable position.

An important point to remember when thinking about differentiation as
a strategy is that you must still be cost-effective. It is a myth to assume that
sloppy management and high costs are acceptable as long as the product
has a good image and lots of added value. Also, in thinking about differ-
entiation, please refer back to the section on benefit analysis in Chapter 7,
for it is here that the route to differentiation will be found. It is also clear
that there is not much point in offering benefits that are costly for you to
provide but which are not highly regarded by customers: in other words,
benefits which are not their important DBCs. So consider using a matrix
like the one given in Figure 13.10 to classify your benefits. Clearly, you will
succeed best by providing as many benefits as possible that fall into the
top right-hand box.

of these companies also succeed in pushing themselves into Box 3,
the outstanding success box, by occupying what can be called
‘global fortresses’. A good example of this is NCR, who dominate
the world’s banking and retail markets with their focused techno-
logical and marketing approach. American Express is another.

Companies like IBM, McDonald’s and General Electric, however,
typify Box 3, where low costs, differentiation and world leader-
ship are combined in their corporate strategies.
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Figure 13.10
Cost/benefit matrix
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The main point here, however, is that when setting marketing objectives,
it is essential for you to have a sound grasp of the position in your seg-
ments of yourself and your competitors and to adopt appropriate postures
for the several elements of your business, all of which may be different. It
may be necessary, for example, to accept that part of your product port-
folio is in the ‘Disaster’ box (Box 4). You may well be forced to have some
products here, for example, to complete your product range to enable you
to offer your more profitable products into your chosen segment(s). The
point is that you must adopt an appropriate stance towards these prod-
ucts and set your marketing objectives accordingly, using where appro-
priate the guidelines given in Figure 13.5 and Table 13.1.

Finally, here are some very general guidelines to help you think about
competitive strategies.

1 Know the terrain on which you are fighting (the market and its 
segments).

2 Know the resources of your enemies (competitive analysis).
3 Do something with determination that the enemy is not expecting.

Where to start – gap analysis
Figure 13.11 illustrates what is commonly referred to as ‘gap analysis’.
Essentially, what it says is that if the corporate sales and financial object-
ives are greater than the current long-range trends and forecasts, there is a
gap which has to be filled.

This gap can be filled in six ways:

1 improved productivity (for example, reduce costs, improve the sales
mix, increase prices, reduce discounts, improve the productivity of the
sales force and so on);

2 segment penetration (for example, increase usage, increase segment
share);

3 new products;
4 new segments (for example, new user groups, enter new segments, geo-

graphical expansion);
5 a combination of new products and segments;
6 new strategies (for example, acquisition, joint ventures, licensing, 

franchising).

ICI is an example of a company that is proactively changing its
global strategy by systematically moving away from bulk chemi-
cals in Box 1 (in Figure 13.8) towards speciality chemicals in Box 2
and then going on to occupy a ‘global fortress’ position in these
specialities (Box 3). This, however, is proving very difficult in this
mature market.
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Another option, of course, is to reduce the objectives!
Gap analysis is best done in two separate steps. Step 1 should be done

for sales revenue only so, under the gap, in Figure 13.11, reducing costs is
not relevant as we are only interested in revenue growth. Step 2 should
then go through the same stages, but this time looking at the profit and
costs implications of achieving the sales growth.

A detailed methodology for completing both steps is given in the
Exercises section of this chapter.

If improved productivity is one method by which the profit gap is to be
filled, care must be taken not to use measures such as ‘to reduce market-
ing costs by 20 per cent overall’. The portfolio analysis undertaken earlier
will indicate that this would be totally inappropriate for some segments
(although it may be applicable to some of the products at the later stages
of their life cycle sold into these segments) for which increased marketing
expenditure may be needed, while for others a 20 per cent reduction in
marketing costs may not be sufficient.

As for sales growth options, it is clear that segment penetration should
always be a company’s first option, since it makes far more sense to attempt
to increase profits and cash flow from existing products and segments ini-
tially, because this is usually the least costly and the least risky. This is so
because, for its present products and segments, a company has developed
knowledge and skills which it can use competitively. Associated with this
is the growing interest in customer retention and there is now much evi-
dence to show that keeping existing customers can be a source of ever-
increasing profits.

For the same reason, it makes more sense in many cases to move along
the horizontal axis of the Ansoff Matrix for further growth before attempt-
ing to find new segments. The reason for this is that it normally takes
many years for a company to get to know its segments and to build up a

Time

Objective

New strategies

Diversification

New segments

New products

Segment penetration

Productivity

Trend/forecast

Gap

Sa
le

s

Figure 13.11
Gap analysis

As for sales growth
options, it is clear that
segment penetration

should always be a
company’s first option.
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reputation. That reputation and trust, embodied in either the company’s
name or in its brands, is not so easily transferable to new segments, where
other companies are already entrenched.

It is essential that you ensure that the method chosen to fill the gap is
consistent with the company’s capabilities and builds on its strengths.

Exactly the same applies to the company’s operations, distribution and
people. Whatever new products are developed should be as consistent as
possible with the company’s known strengths and capabilities. Clearly,
the use of existing operations capacity is generally preferable to new
processes. Also, the amount of additional investment is important. Tech-
nical personnel are highly trained and specialized, and whether this com-
petence can be transferred to a new field must be considered. A product
requiring new raw materials may also require new handling and storage
techniques, which could prove expensive.

This is also why many companies that diversified through acquisition
during periods of high economic growth have since divested themselves
of businesses that were not basically compatible with their own distinctive
competence.

The Ansoff Matrix, of course, is not a simple four-box matrix, for it will
be obvious that there are degrees of technological newness, as well as
degrees of segment newness. Figure 13.12 illustrates the point. It also
demonstrates more easily why any movement should generally aim to
keep a company as close as possible to its present position, rather than
moving it to a totally unrelated position, except in the most unusual 
circumstances.

Nevertheless, the life-cycle phenomenon will inevitably force companies
to move along one or more of the Ansoff Matrix axes if they are to continue
to increase their sales and profits. A key question to be asked, then, is how
this important decision is to be taken, given the risks involved.

A full list of the possible methods involved in the process of gap analy-
sis is given in Figure 13.13. An even more detailed list, including what
needs to be measured, is given in Figure 13.14. This also suggests that

For example, it would normally prove far less profitable for a dry goods gro-
cery manufacturer to introduce frozen foods than to add another dry foods
product. Likewise, if a product could be sold through existing channels using
the existing sales force, this is far less risky than introducing a new product
that requires new channels and new selling skills.

Marketing
insight

New products should be
consistent with the com-
pany’s known strengths
and capabilities.
Diversification is the
riskiest strategy of all.

It can now be appreciated why going into new segments with new products
(diversification) is the riskiest strategy of all, because new resources and new
management skills have to be developed. This is why the history of commerce
is replete with examples of companies that went bankrupt through moving
into areas where they had little or no distinctive competence.

Marketing
insight
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executives should try to discriminate between marketing expenditure
which is essential to maintain the business (maintenance) and marketing
expenditure to develop the business (development). From this it will be
seen that there is nothing an executive can do to fill the gap that is not
included in the list. The precise methodology to implement this concept
can be found in McDonald (2002).

At this point, it is important to stress that the ‘objectives’ point in gap analy-
sis should not be an extrapolation, but your own view of what revenue would
make this into an excellent business.

Marketing
insight

Increasing technological newness

Totally
unrelated
position

Present
position

Increasing
segment
newness

Figure 13.12
Technological and
segment newness

The word ‘excellent’ must, of course, be relative only to comparable busi-
nesses. If all the executives in a company responsible for SBUs were to do
this, and then work out what needed to be done to fill any gaps, it is easy
to understand why this would result in an excellent overall business per-
formance. Instead, what often happens is that executives wait until there
is a crisis before doing any strategic planning. For many such organiza-
tions, alas, during the late 1980s and early 1990s, it was all left too late and
many went bankrupt. In the late 1990s and at the dawn of the new century,
countless dotcom businesses jumped on the internet bandwagon with no
properly thought-out strategies, and their demise was inevitable.

One final point to make about gap analysis based on the Ansoff Matrix
is that, when completed, the details of exactly how to achieve the objectives
still needs to be worked out. This is the purpose of the strategic marketing

Chap-13.qxd  8/17/04  4:17 PM  Page 405



Cash and margin focus

Profit
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and efficiency)
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Take
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New
segments

Redevelopment of
capital resources

Capital utilization focus

Convert 
non-users

Existing
segments

New
segments

Growth focus

Cost
reduction

•Innovation
Diversification

•
•

Investment Divestment

Figure 13.13 Profit/division profit improvement options (after Professor John Saunders, Aston University, used with kind 
permission)
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R C
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R
R
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R
R
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R C
R C

R C
R C
R C

R C
R C
R C

Measurement Productivity Sales revenue
Costs (maintenance)
Costs (development)
Contribution

Sales revenue
Costs (maintenance)
Costs (development)
Contribution

Sales revenue
Costs (maintenance)
Costs (development)
Contribution

Sales revenue
Costs (maintenance)
Costs (development)
Contribution

Sales revenue
Costs (maintenance)
Costs (development)
Contribution

– better product mix
– better customer mix
– more sales calls
– better sales calls
– better promotion

For example:
– channel productivity
– recency, frequency,
   etc.

– product mix
– customer mix
– sales force controls

– promotional
   effectiveness
   measurement

– price monitoring
– discount monitoring

– debtor control

– product sales
– awareness
– outlet penetration

– outlet penetration
– new product awareness
– new product sales

– cross-selling
– retention
– acquisition
– motivation
– attitude
– awareness
– outlet penetration
– segment growth/decline

Key: R – revenue
       C – costs
 Con – contribution 

– licensing
– joint ventures
– acquisition

(new products in new
segments)

Diversification

– new geographical locations
– new segments
– new uses

Segment development

– totally new products
– incremental changes

Product development

– segment share growth
– segment decline
– segment growth

Segment penetration

– exits
– waste (cost) reduction
– reduce debtor days
– charge for deliveries
– reduce discounts
– increase prices

– sales promotion
– advertising
– direct mail
– internet
– call centres
– exhibitions
– other

Figure 13.14 Comprehensive list of options for filling the ‘gap’ and suggested measurements
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plan. So, gap analysis represents a very useful starting point in mapping
out the general route, which is why we suggest you start here, rather than
going to all the trouble of preparing a strategic marketing plan only to
have to change it later. The point is, however, that gap analysis using the
Ansoff Matrix is not a marketing plan.

New product development
Although it is not the purpose of this book to explore in detail any of the
sub-sets of marketing, such as market research, new product development
and diversification and so on, it would nonetheless be quite useful briefly
to outline the process of new product development and its relationship to
the gap analysis described earlier.

After new product development has been placed in a broad company
context through the company understanding how it relates to its market
and gap analysis, the organization must understand the micro consider-
ations. These involve the range of factors that must be taken into account
when a product is assessed in terms of its fit within the product portfolio
and its contribution towards objectives.

New product development can usefully be seen as a process consisting
of the following seven steps:

1 Idea generation – the search for product ideas to meet company objectives.
2 Screening – a quick analysis of the ideas to establish those which are 

relevant.
3 Concept testing – checking with the appropriate segments that the new

product ideas are acceptable.
4 Business analysis – the idea is examined in detail in terms of its commer-

cial fit with the business.
5 Product development – making the idea ‘tangible’.
6 Testing – market tests necessary to verify early business assessment.
7 Commercialization – full-scale product launch, committing the company’s

reputation and resources.

Marketing strategies
What a company wants to accomplish, then, in terms of such things as
segment share and volume is a ‘marketing objective’. How the company
intends to go about achieving its objectives is ‘strategy’. Strategy is the
overall route to the achievement of specific objectives and should describe
the means by which objectives are to be reached, the time programme and
the allocation of resources. It does not delineate the individual courses the
resulting activity will follow.

There is a clear distinction between strategy and detailed implemen-
tation, or tactics. Marketing strategy reflects the company’s best opinion
as to how it can most profitably apply its skills and resources to the 

Strategy is the route to
achievement of specific
objectives and describes
how objectives will be
reached.

Definition:
Marketing strategies are
the means by which a
company achieves its
marketing objectives and
are usually concerned
with the four Ps.
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marketplace. It is inevitably broad in scope. The plan which stems from it
will spell out action and timings and will contain the detailed contribution
expected from each department.

There is a similarity between strategy in business and strategic military
development. One looks at the enemy, the terrain, the resources under
command, and then decides whether to attack the whole front, an area of
enemy weakness, to feint in one direction while attacking in another, or to
attempt an encirclement of the enemy’s position. The policy and mix, the
ways in which they are to be used, and the criteria for judging success, all
come under the heading of strategy. The action steps are tactics.

Similarly, in marketing, the commitment, mix and type of resources as
well as guidelines and criteria that must be met, all come under the heading
of strategy. For example, the decision to use distributors in all but the three
largest segments, in which company salespeople will be used, is a strategic
decision. The selection of particular distributors is a tactical decision.

The following headings indicate the general content of strategy state-
ments in the area of marketing which emerge from marketing literature:

1 Policies and procedures relating to the products to be offered, such as
number, quality, design, branding, packaging, positioning, labelling,
and so on.

2 Pricing levels to be adopted, margins and discount policies for product
groups in particular segments.

3 Advertising, sales promotion, direct mail, call centres and the internet,
along with the creative approach, the type of media, type of displays,
the amount to spend, and so on.

4 What emphasis is to be placed on personal selling, the sales approach,
sales training, and so on.

5 The distribution channels to be used and the relative importance of each.
6 Service levels, and so on, in relation to different segments.

Thus, marketing strategies are the means by which marketing objectives
will be achieved and are generally concerned with the four major elem-
ents of the marketing mix as follows:

Product The general policies for product branding, positioning, dele-
tions, modifications, additions, design, packaging, and so on.

Price The general pricing policies to be followed for product
groups in market segments.

Promotion The general policies for communicating with customers
under the relevant headings, such as advertising, sales
force, sales promotion, public relations, exhibitions, direct
mail, call centres, the internet and so on.

Place The general policies for channels and customer service levels.

The following list of marketing strategies (in summary form) covers the
majority of options open under the headings of the four Ps:

1 Product
� expand the line
� change performance, quality or features
� consolidate the line
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� standardize design
� positioning
� change the product portfolio
� branding

2 Price
� change price, terms or conditions
� skimming policies
� penetration policies

3 Promotion
� change advertising or promotion
� change the mix between direct mail, call centres, the internet
� change selling

4 Place
� change delivery or distribution
� change service levels
� change channels
� change the degree of forward or backward integration

You should refer to McDonald (2002), Chapters 7–10, for a much more
detailed consideration of promotion, pricing, service and distribution.
These chapters describe what should appear in advertising and sales pro-
motion, sales, pricing and place plans. This detail is intended for those
whose principal concern is the preparation of a detailed one-year oper-
ational or tactical plan. The relationship between this detail and the stra-
tegic plan is in the provision of information to enable the planner to delineate
broad strategies under the headings outlined above. In Chapter 5 of the
same book, all the product options are covered.

Formulating marketing strategies is one of the most critical and difficult
parts of the entire marketing process. It sets the limit of success. Commu-
nicated to all management levels, it indicates what strengths are to be
developed, what weaknesses are to be remedied, and in what manner.
Marketing strategies enable operating decisions to bring the company into
the right relationship with the emerging pattern of market opportunities,
which previous analysis has shown to offer the highest prospect of success.

Marketing objectives,
strategies and profitability –
valuing key market
segments
Finally, guidelines follow on the profitability aspects of setting marketing
objectives and strategies for your key market segments.

It is strongly advised, however, that you consult your accountant when
considering this section, as the methodology described is quite complex
and the implications are very profound for the total organization.

Formulating marketing
strategies is one of the
most critical and difficult
parts of the entire
marketing process.
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Background/facts
� Risk and required return are positively correlated, in other words, as

risk increases, investors expect a higher return.
� Risk is measured by the volatility in expected returns, in other words,

the likelihood of making a very good return or losing money. This can
be described as the quality of returns.

� All assets are defined as having future value to the organization. Hence,
assets to be valued include not only tangible assets like plant and
machinery, but intangible assets, such as key market segments.

� The present value of future cash flows is one of the most acceptable
methods to value assets including key market segments.

� The present value is increased by:
– increasing the future cash flows
– making the future cash flows ‘happen’ earlier
– reducing the risk in these cash flows, in other words, improving the

certainty of these cash flows (hence the required return).

Suggested approach
� Identify your key market segments according to their attractiveness to

your company, as suggested in Chapter 9.
� Based on your current experience and planning horizon that you are

confident with, make a projection of future cash flows.
� Identify the key factors that are likely to either increase or 

decrease these future cash flows. We suggest identifying the top five
factors.

� Use your judgement to rank your segments according to the likelihood
of the events leading to those factors occurring. This will help you to
identify the relative risk of your key market segments.

� Ask your accountant to provide you with the overall required return for
your company: this is often referred to as the weighted average cost of
capital (WACC), or cost of capital.

� Now identify the required rate of return for each of your key segments
based on the WACC. (WACC is the return required from the average
segment.) A higher required rate will apply for more risky segments
and a lower rate for less risky segments. Your ranking of segments
above will help you to decide the required return based on your under-
standing of the risk of each of these key segments.

� We recommend a range of plus or minus 30 per cent of WACC provided
by your accountant.

� Thus (assuming your WACC is, say, 10 per cent) in your portfolio matrix
drawn up in Chapter 10, such as the one shown in Figure 13.15, you 
and your financial adviser may decide to use, say, 8.5 per cent for seg-
ments in Box 1 (in other words, a 15 per cent reduction on the WACC),
11.5 per cent for those in Box 2 (in other words, a 15 per cent premium
over the WACC), 13 per cent for segments in Box 3 (in other words, a 
30 per cent premium over the WACC) and 10 per cent for segments in
Box 4.

� Discount the future cash flows identified above using the risk-adjusted
rates to arrive at a value for your segments.
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� An aggregate positive net present value indicates that you are creating
shareholder value, in other words, achieving actual overall returns
greater than the weighted average cost of capital, having taken into
account the risk associated with future cash flows.
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Figure 13.15
The portfolio matrix
and valuing key
market segments

Chapter 13 review
This chapter has confirmed the need for setting clear, definitive objectives for all aspects
of marketing, and that marketing objectives themselves have to derive logically from
corporate objectives. The advantages of this practice are that it allows all concerned
with marketing activities to concentrate their particular contribution on achieving the
overall marketing objectives, as well as facilitating meaningful and constructive evalu-
ation of all marketing activity.

Because marketing objectives have to be set within the framework of the corporate
plan, we began by discussing the relationship between corporate objectives and mar-
keting objectives. In doing so we identified that a hierarchy of objectives existed within
organizations and that corporate objectives would only be accomplished if all these 
levels of objectives were achieved. We used this as the opportunity to explain the differ-
ence between an objective and a strategy because at whatever level you are in an 
organization, what you want to achieve at that level is an objective, how you plan to
achieve it is your strategy. For those responsible for implementing the strategies, they
set the required outcomes as their objectives and how they plan to achieve them

Chap-13.qxd  8/17/04  4:18 PM  Page 412



Setting marketing objectives and strategies for identified segments 413

References
Ansoff, H. I. (1957). ‘Strategies for diversification’. Harvard Business Review,

September–October, 113–24.
McDonald, M. (2002). Marketing Plans: How to Prepare Them, How to Use Them.

Oxford: Butterworth-Heinemann.
Porter, M. E. (1980). Competitive Strategy: Techniques for Analysing Industries and

Competitors. New York: Free Press.
Porter, M. E. (1985). Competitive Advantage – Creating and Sustaining Superior

Performance. New York: Free Press.

become, in turn, their strategies. The result is an intricate web of interrelated objectives
and strategies built up at all levels within the framework of the overall company plan.
By breaking down the overall objectives in this way, the problem of strategy develop-
ment becomes more manageable, hence easier.

Next, we discussed how to set marketing objectives and introduced the Ansoff Matrix
(Ansoff, 1957) as a useful tool for thinking about these objectives. Here we pointed out
that because it is only by selling something (a ‘product’) to someone (a ‘segment’) that
any firm can succeed in staying in business, this means that marketing objectives are con-
cerned solely with products and segments. We also introduced into the discussion the
need to relate the general marketing direction of these objectives to the life cycles and
portfolio analyses of both your products and your chosen segments and, while doing so,
provided some guidelines for appropriate strategies.

We then considered developments in the field of competitive strategies as it is only by
developing a sustainable competitive advantage that a company can hope to succeed.
Here we introduced a simple matrix for competitive advantage developed by Michael
Porter (1985) and briefly ran through its implications for companies.

With all the tools for objective-setting in place, we then looked at using ‘gap analysis’
as a start to the process of marketing planning. Here we identified six ways of filling the
gap between corporate sales and financial objectives and the current long-range trends
and forecasts when the latter were predicted to fall short of the former, and used the
Ansoff Matrix to identify where the least and most risky strategies were to be found.
Considerations with respect to the portfolio and life-cycle analysis were also discussed.

After a brief review of new product development we took a look at marketing 
strategies and how these were the means by which a company achieved its objectives
and were usually concerned with the four Ps. Here we emphasized that formulating 
marketing strategies was one of the most critical and difficult parts of the marketing
process.

Finally, we provided guidelines on the profitability aspects of setting marketing
objectives and strategies and how the location of segments on your portfolio matrix
could be used to distinguish between different rates of return required from each of
them.

Here it is worth stressing that the vital phase of setting objectives and strategies is a
highly complex process which, if done badly, will probably result in the considerable
misdirection of resources. For more detailed insights into this key aspect of marketing
and a practical guide to marketing planning, readers are recommended to refer to
McDonald (2002).
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Exercises
The Exercise shown here, concerned with carrying out a gap analysis, is in two
parts. The first part considers revenue and the second part considers profit.

A series of worksheets accompany this exercise. Make as many copies of
these worksheets as you need.

Objective – start by plotting the sales position you wish to achieve at the end
of your planning period, illustrated by point ‘E’ in Figure 13.16.

Next, plot the forecast position, point ‘A’ in Figure 13.16.
Re

ve
nu

e

Year 0 Year 2 Year 3

Budget

Year 1

E (objective)

D (new products/segments)

C (segment penetration)

A (forecast)

B (productivity)

Figure 13.16
Gap analysis –
plotting the
revenue positions
for Exercise 13.1

Productivity (NB Not all factors are mutually exclusive) Revenue

Better product mix (1)

Better customer mix (2)

More sales calls (3)

Better sales calls (4)

Increase price

Reduce discounts

Charge for deliveries

Total

Exercise 13.1
Part 1 – Revenue

Table 13.2 Worksheet – productivity actions to close the sales gap
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Productivity – are there any actions you can take to close the gap under the
headings in Table 13.2? Plot the total revenue value of these actions, point ‘B’
in Figure 13.16. (These represent cash and margin focus.)

Existing products/existing segments (segment penetration) – list your 
principal products on the horizontal axis of Figure 13.17 and principal seg-
ments on the vertical axis. In each smaller square, write in current sales 
(top left) and achievable sales during the planning period (bottom right).
Figure 13.17 represents the top right quadrant of the Ansoff Matrix (see
Figure 13.2).

Now, plot the segment penetration position, point ‘C’ in Figure 13.16. This
point will be the addition of all the values in the bottom right of the small
boxes in the Ansoff Matrix (Figure 13.17). Please note, revenue from product-
ivity actions (1), (2), (3) and (4) in Table 13.2 should be deducted from the seg-
ment penetration total before plotting point ‘C’.

New products/existing segments and existing products/new segments –
next, list the value of any new products you might develop for existing seg-
ments (Figure 13.18). Alternatively, or in addition, if necessary, list the value of
any existing products that you might sell to new segments (Figure 13.19).
Figures 13.18 and 13.19 represent the top right and bottom left quadrants
respectively of the Ansoff Matrix. Plot the total value of these, point ‘D’ in
Figure 13.16.

New products/new segments (diversification) – list the value of any new
products you might develop for new segments until point ‘E’ is reached. (This
step, along with the previous two steps, represents a sales growth focus.)

Capital utilization – if none of this gives you the required return on invest-
ment, consider changing the asset base. This could be:

1 acquisition;
2 joint venture.

Ex
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ts

Existing products

Figure 13.17
Worksheet – current
and achievable sales
revenue of existing
products in existing
segments

Chap-13.qxd  8/17/04  4:18 PM  Page 415



416 Market Segmentation
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Figure 13.19
Worksheet – sales
revenue of existing
products in new
segments

New products
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Figure 13.18
Worksheet – sales
revenue of new
products in existing
segments

Exercise 13.1
Part 2 – Profit

Objective – start by plotting the profit position you wish to achieve at the end
of the planning period, point ‘E’ in Figure 13.20.

Next, plot the forecast profit position, point ‘A’ in Figure 13.20.
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Productivity – are there any actions you can take to close the gap under the
headings in Table 13.3? Plot the total profit value of these actions, point ‘B’ in
Figure 13.20. (These represent cash and margin focus.)

Budget

Pr
of

it

Year 0 Year 1 Year 2 Year 3

A (forecast)

B (productivity)

C (segment penetration)

D (new products/segments)

E (objective)

Figure 13.20
Gap analysis –
plotting the profit
positions for
Exercise 13.1

Productivity (NB Not all factors are mutually exclusive) Profit

Better product mix

Better customer mix

More sales calls

Better sales calls

Increase price

Reduce discounts

Charge for deliveries

Reduce debtor days

Cost reduction

Others (specify)

Total

Table 13.3 Worksheet – productivity actions to close the profit gap

Existing products/existing segments (segment penetration) – list your princi-
pal products on the horizontal axis of Figure 13.21 and principal segments on
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the vertical axis. In each smaller square, write in current profit (top left) and
achievable profit value during the planning period (bottom right).

Now, plot the segment penetration position, point ‘C’ in Figure 13.20. This
point will be the addition of all the values in the bottom right of the small
boxes in the Ansoff Matrix (Figure 13.21).
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Figure 13.22
Worksheet – profit
value of new
products in existing
segments

Existing products
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Figure 13.21
Worksheet – current
and achievable
profit value of
existing products in
existing segments
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New products/new segments (diversification) – list the profit value of any
new products you might develop for new segments until point ‘E’ is reached.
(This step, along with the previous two steps, represents a sales growth focus.)

Capital utilization – if none of this gives you the required return on invest-
ment, consider changing the asset base. This could be:

1 acquisition;
2 joint venture.

Existing products
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Figure 13.23
Worksheet – profit
value of existing
products in new
segments

New products/existing segments and existing products/new segments –
next, list the profit value of any new products you might develop for existing
segments (Figure 13.22). Alternatively, or in addition, if necessary, list the
profit value of any existing products that you might sell to new segments
(Figure 13.23). Plot the total value of these, point ‘D’ in Figure 13.20.
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Chapter 14

Organizational issues in
market segmentation
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Segmentation as a company
exercise
Marketing’s contribution to business success in manufacturing, the provi-
sion of services, distribution or retailing activities lies in its commitment 
to detailed analysis of future opportunities to meet customer needs and 
a wholly professional approach to selling to well-defined market seg-
ments those products or services that deliver the sought-after benefits.
Achieving revenue budgets and sales forecasts are a function of how good
our intelligence services are, how well suited our strategies are, and how
well we are led.

Summary
The structuring of markets into clearly defined segments is undoubtedly a key input into
the company’s marketing plan. Segmentation not only identifies the customer groups
your company should focus its resources into, but also, through the detailed analysis
required in a professionally conducted segmentation process, identifies vitally important
elements of a successful marketing strategy. Having an organization which is both sup-
portive of the process and supportive of carrying through the findings into the market-
place is therefore crucial.

The purpose of this chapter is to raise and discuss the organizational issues associated
with segmentation, many of which need to be addressed at the very early stages of a seg-
mentation project.

This chapter is organized as follows:

� The vital role of the chief executive and top management
� How the need for formalized marketing procedures are related to company size and

diversity of operations
� Issues to take account of when planning for the segmentation process
� A further look at the issues relating to line management and gaining their support
� The importance of integrating the segmentation process into a marketing planning

system and, in turn, into a total corporate planning system
� Why an inclusive, cross-functional approach to segmentation produces the best results
� The importance of organizing the company’s activities around segments
� Further considerations with respect to integrating the selected segments into the

organization at the strategic level
� A brief discussion about management information systems and their support for the

selected segments
� Supporting a segmentation strategy with effective marketing tactics
� A suggestion on how to bring segments to life within the organization and help win

the support and enthusiasm of staff
� A review of this chapter

Chap-14.qxd  8/18/04  4:21 PM  Page 423



424 Market Segmentation

Support from the chief executive and top
management

There can be no doubt that unless the chief executive sees the need for a seg-
mentation review, understands the process, and shows an active interest in it,
it is virtually impossible for a senior functional marketing executive to imple-
ment the conclusions in a meaningful way.

Marketing
insight

This is particularly so in companies that are organized on the basis of div-
isional management, for which the marketing executive has no profit
responsibility and in which he or she has no line management authority.
In such cases, it is comparatively easy for senior operational managers to
create ‘political’ difficulties, the most serious of which is just to ignore the
new segments and their requirements entirely.

The vital role that the chief executive and top management must play 
in segmentation underlines one of the key points in this chapter: that it is
people who make systems work, and that system design and implementa-
tion have to take account of the ‘personality’ of both the organization and
the people involved, and that these are different in all organizations.

One of the most striking features we have observed is the difference in
‘personalities’ between companies, and the fact that within any one com-
pany there is a marked similarity between the attitudes of executives.
These attitudes vary from the impersonal, autocratic kind at one extreme
to the highly personal, participative kind at the other.

Any system, therefore, has to be designed around the people who have to
make it work, and has to take account of the prevailing traditions, attitudes,
skills, resource availability and organizational constraints. Since the chief
executive and top management are the key influencers of these factors,
without their active support and participation any formalized approach to
segmentation is unlikely to work. The worst outcome can be a chief execu-
tive and top management ignoring the plans built out of the segmentation
review and continuing to make decisions which appear illogical to those
who have participated in the segmentation process and in producing the
resulting marketing plan. This very quickly destroys any credibility that
the emerging plans might have had, leading to the demise of the proced-
ures and to serious levels of frustration throughout the organization.

Indeed, there is some evidence leading to the belief that chief executives
who fail, first, to understand the essential role of marketing in generating
profitable revenue in a business and, second, to understand how market-
ing can be integrated into the other functional areas of the business
through marketing planning procedures, are a key contributory factor to
poor economic performance.

There is a depressing preponderance of executives who live by the rule
of ‘the bottom line’ and who apply universal financial criteria indiscrim-
inately to all products and segments, irrespective of the long-term conse-
quences. There is a similar preponderance of executives with a utilitarian
mentality who see marketing as an unworthy activity that is something to
do with activities such as television advertising, and who think of their

The active interest of the
chief executive and top
management is vital if
any formalized approach
to segmentation is to be
successful.
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products only in terms of their technical features and functional charac-
teristics, in spite of the evidence that exists that these are only a part of
what a customer buys. Not surprisingly, in companies headed by people
like this, market-based segmentation reviews and marketing planning are
either non-existent, or where they are tried, they fail. This is the most fre-
quently encountered barrier to effective marketing.

Size and diversity
In a large diversified company operating in many markets, a complex
combination of market, segment, product and financial plans is possible.
For example, what is required at the individual segment level will be dif-
ferent from what is required at headquarters level, while it is clear that the
total corporate plan has to be constructed from the individual building
blocks. Furthermore, the function of marketing itself may be further func-
tionalized for the purpose of marketing planning, such as market research,
advertising, selling, distribution, and so on, while different markets and
different segments may need to have separate plans drawn up.

Let us be dogmatic about requisite planning levels:

� First, in a large diversified group, irrespective of such organizational
issues, anything other than a systematic approach to the issues addressed
in marketing is unlikely to enable the necessary control to be exercised
over the corporate identity.

� Second, unnecessary planning, or overplanning, could easily result from
an inadequate or indiscriminate consideration of the real planning needs
at the different levels in the hierarchical chain.

� Third, as size and diversity grow, so the degree of formalization in its
marketing processes must also increase. This can be simplified in the
form of a matrix as shown in Figure 14.1.
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The degree of formalization must increase with the evolving size and
diversity of operations. However, while the degree of formalization will
change, the need for a complete marketing planning system, along with all
its inherent processes, does not. The problem that companies suffer, then,
are a function of either the degree to which they have a requisite marketing
planning system or the degree to which the formalization of their system
grows with the situational complexities attendant upon the size and diver-
sity of operations.

Size
Size of operations is, without doubt, the biggest determinant of the two in
the type of marketing systems required.

In small companies, there is rarely much diversity of markets or products,
and top management has an in-depth knowledge of the key determinants
of success and failure. There is usually a high level of knowledge of both
the technology and the market. While in such companies the central con-
trol mechanism is the sales forecast and budget, top managers are able to
explain the rationale lying behind the numbers, have a very clear view of
their comparative strengths and weaknesses, and they are able to explain
the company’s marketing strategy without difficulty. This understanding
and familiarity with the strategy is shared with key operating subordi-
nates by means of personal, face-to-face dialogue throughout the year.
Subordinates are operating within a logical framework of ideas, which
they understand. There is a shared understanding between top and mid-
dle management of the industry and prevailing business conditions. In
such cases, since either the owner or a director is usually also deeply
involved in the day-to-day management of the business, the need to rely
on informational inputs from subordinates is considerably less than in
larger companies. Consequently, there is less need for written procedures
about understanding markets, SWOT analyses, assumptions, and market-
ing objectives and strategies, as these are carried out by top management,
often informally at meetings and in face-to-face discussions with subordin-
ates, the results of which are the basis of forecasts and budgets. Written
documents in respect of the target segments and their price, advertising
and selling strategies, and so on, are very brief, but those managers
responsible for those aspects of the business know what part they are
expected to play in achieving the company’s objectives. Such companies
are, therefore, operating according to a set of structured procedures, but in
a relatively informal way.

In small companies,
there is rarely much
diversity of markets or
products, and top
management has an 
in-depth knowledge of
the key determinants of
success and failure.

On the other hand, many small companies that have a poor understanding of
the marketing concept and in which the top manager leaves his or her strategy
implicit, suffer many serious operational problems.

Marketing
insight

These operational problems become progressively worse as the size of
company increases. As the number and levels of management increase, 
it becomes progressively more difficult for top management to enjoy an
in-depth knowledge of industry and business conditions by informal,
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face-to-face means. In the absence of written procedures and a structured
framework, the different levels of operating management become increas-
ingly less able to react in a rational way to day-to-day pressures.

In general, the bigger the company, the greater is the incidence of stand-
ardized, formalized procedures in their marketing processes.

Diversity of operations
From the point of view of management control, the least complex envir-
onment in which to work is an undiversified company.

For the purposes of this discussion, ‘undiversified’ is taken to mean
companies with homogeneous customer groups or limited product lines.
For example, a diverse range of products could be sold into only one sec-
tor such as, say, the motor industry, with this being the only ‘market’ in
which segmentation is required. Alternatively, hydraulic hoses could be
sold to many diverse sectors, but it is only the benefits being sought from
hydraulic hoses the segmentation work is required to consider. Both could
be classified as ‘undiversified’.

In such cases, the need for institutionalized marketing processes
increases with the size of the operation, and there is a strong relationship
between size and the complexity of the management task, irrespective of
any apparent diversity.

For example, an oil company will operate in many diverse markets around the
world, through many different kinds of marketing systems, and with varying
levels of segment growth and segment share. In most respects, therefore, the
control function for headquarters management is just as difficult and complex
as that in a major diversified conglomerate. The major difference is the
greater level of in-depth knowledge which top management has about the
key determinants of success and failure underlying the market or product
world-wide, because of its homogeneity.

Marketing
insight

Because of this homogeneity of market or product, it is usually possible
for headquarters to impose world-wide policies on operating units in
respect of things such as certain aspects of advertising, public relations,
packaging, pricing, trade marks, product development and so on, whereas
in the headquarters of a diversified conglomerate, overall policies of this
kind tend to be impracticable and meaningless.

The view is often expressed that common marketing processes in com-
panies comprising many heterogeneous units is less helpful and confuses
rather than improves understanding between operating units and head-
quarters. However, the truth is that conglomerates often consist of several
smaller multinationals, some diversified and some not, and that the actual
task of marketing rests on the lowest level in an organization at which there
is general management profit responsibility. Forecasting and budgeting
systems by themselves rarely encourage anything but a short-term,
parochial view of the business at these levels, and in the absence of the
kind of procedures described in this book, and found in books devoted to
the process of marketing planning, higher levels of management do not
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have a sufficiently rational basis on which to set long-term marketing
objectives.

Exactly the same principles apply at the several levels of control in a
diversified multinational conglomerate, in that at the highest level of con-
trol there has to be some rational basis on which to make decisions about
the portfolio of investments, and research has shown that the most suc-
cessful companies are those with standard marketing procedures to aid
this process. In such companies there is a hierarchy of market audits,
SWOT analyses, assumptions, objectives, strategies and marketing pro-
grammes, with increasingly more detail required in the procedures at the
lowest levels in the organization. The precise details of each step vary
according to circumstances, but the eventual output of the process is in a
universally consistent form.

The basis on which the whole system rests is the information input
requirements at the highest level of command. Marketing objectives and
strategies necessary to exploit the chosen segments are frequently synthe-
sized into a multi-disciplinary corporate plan at the next general manage-
ment profit-responsible level, until at the highest level of command the
corporate plan consists largely of financial information and summaries of
the major operational activities. This is an important point, for there is rarely
a consolidated operational marketing plan at conglomerate headquarters.
This often exists only at the lowest level of general management profit
responsibility, and even here it is sometimes incorporated into the corporate
plan, particularly in capital goods companies, where engineering, manufac-
turing and technical services are major factors in commercial success.

Here it is necessary to distinguish between short-term operational plans
and long-term strategic plans, both products of the same process.
Conglomerate headquarters are particularly interested in the progress of,
and prospects for, the major areas of operational activities, and while obvi-
ously concerned to ensure a satisfactory current level of profitability, are
less interested in the detailed short-term scheduling and costing-out of the
activities necessary to achieve these objectives. This, however, is a major
concern at the lowest level of general management profit responsibility.

To summarize, the smaller the company, the more informal and 
personal the procedures for segmentation and marketing planning. As
company size and diversity increase, so the need for institutionalized pro-
cedures increases.

The really important issue in any system is the degree to which it enables
control to be exercised over the key determinants of success and failure. A
formally designed system seeks to find the right balance between the flexi-
bility of operating units to react to changes in local market conditions and
centralized control. The main role of headquarters is to harness the com-
pany’s strengths on a world-wide basis and to ensure that lower-level
decisions do not cause problems in other areas and lead to wasteful dupli-
cation. At the same time, however, it must not stifle creativity.

There would be little disagreement that in today’s abrasive, turbulent
and highly competitive environment, it is those firms that succeed in
extracting entrepreneurial ideas and creative marketing programmes from
systems that are necessarily yet acceptably formalized, that will succeed in
the long run. Much innovative flair can so easily get stifled by systems.

The really important
issue in any system is
the degree to which it
enables control to be
exercised over the key
determinants of success
and failure.
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There is clearly a need, therefore, to find a way of injecting new enthu-
siasm into the periodic reviews of the market. Inertia must never set in. In
companies with effective marketing processes, whether these are formal-
ized or informal, this renewal of enthusiasm is often best achieved by the
involvement of senior managers, from the chief executive down through
the hierarchy. Essentially what takes place is a personalized presentation
of the findings in the review of the market and its segments, together with
the proposed marketing objectives and strategies and outline budgets for
the strategic planning period. These are discussed, and amended where
necessary, and agreed in various synthesized formats at the hierarchical
levels in the organization before any detailed operational planning takes
place. It is at such meetings that managers are called upon to justify their
views, which tends to force them to be more bold and creative than they
would have been had they been allowed merely to send in their proposals.
Obviously, however, even here much depends on the degree to which
managers take a critical stance, which will be much greater when the chief
executive takes an active part in the process. Every hour of time devoted at
this stage by the chief executive has a multiplier effect throughout the remainder
of the process. And let it be remembered that we are not, repeat not, talking
about budgets at this juncture in anything other than outline form.

While the segmentation task and the development of the findings into
marketing objectives and strategies is less complicated in small, undiver-
sified companies, and there is less need for formalized procedures than in
large, diversified companies, the fact is that exactly the same framework
should be used in all circumstances, and that this approach brings similar
benefits to all.

In a multinational conglomerate, headquarters management is able to
assess major trends in markets and products around the world, and is thus
able to develop strategies for investment, expansion, diversification and
divestment on a global basis. For their part, subsidiary management can
develop appropriate strategies with a sense of locomotion towards the
achievement of coherent overall goals.

This is achieved by means of synthesized information flows from the
bottom upwards, which facilitates useful comparison of performance
around the world, and the diffusion of valuable information, skills, experi-
ences and systems from the top downwards. The particular benefits which
accrue to companies using such systems can be classified under the major
headings of the marketing mix elements as follows:

� Product – control is exercised over the product range. Maximum effect-
iveness is gained by concentrating on certain products in certain mar-
kets, based on experience gained throughout the world.

� Price – pricing policies are sufficiently flexible to enable local manage-
ment to trade effectively, while the damaging effects of interaction are
considerably mitigated.

� Promotion – duplication of effort and a multitude of different platforms
and company images are ameliorated. Efforts in one part of the world
reinforce those in another.

� Place – substantial gains are made by rationalization of the logistics 
function.
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To which should be added the particular benefits which accrue from the
exchange of marketing information: there is a transfer of knowledge, a shar-
ing of expertise and an optimization of effort around the world.

The procedures which facilitate the provision of such information and
knowledge transfers also encourage operational management to think
strategically about their own areas of responsibility, instead of managing
only for the short term.

It is abundantly clear that it is through the complete process of segmen-
tation, marketing planning and planning skills that such benefits are
achieved, and that discussions such as those about the standardization
process are largely irrelevant. Any standardization that may be possible
will become clear only if a company can successfully develop a system for
identifying the needs of each market and each segment in which it oper-
ates, and for organizing resources to satisfy those needs in such a way that
it results in the best utilization of resources worldwide.

Planning for the segmentation process
A recipe for the failure or partial failure of segmentation is to assume that the
process appearing in this book can be implemented immediately and taken
all the way through to its conclusions in a matter of days, or even weeks.

If the outcome of the review is best put into effect by incorporating it
into a complete marketing planning system, then we are talking about
years, with the evidence indicating that a period of around three years is
required in a major company before a complete marketing planning sys-
tem can be implemented according to its design.

Failure, or partial failure, then, is often the result of not developing a
timetable for introducing a new system, to take account of the following:

1 The need to communicate why segmentation and reviews of segmenta-
tion are necessary.

2 The need to recruit top management support and participation.
3 The need to test the process out on a limited basis to demonstrate its

effectiveness and value.
4 The need for training programmes, or workshops, to train line manage-

ment in its use.
5 Complete lack of data and information in some parts of the world, or data

and information built either around products or around past ‘segments’.
6 Shortage of resources in some parts of the world.

Above all, a resolute sense of purpose and dedication is required, tem-
pered by patience and a willingness to appreciate the inevitable problems
which will be encountered in implementing the conclusions.

This is all closely linked to the next issue companies need to get right in
the segmentation process: line management support.

Line management support
Hostility, lack of skills, lack of data and information, lack of resources, and
an inadequate organizational structure, all add up to a failure to obtain the
willing participation of operational managers. The reasons for this are not
hard to find and are related to the initiator’s lack of a plan for segmentation.

It is through the
complete process of
segmentation,
marketing planning and
planning skills that
major benefits are
achieved.
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New processes inevitably require considerable explanation of the proce-
dures involved and the accompanying proformas, flow charts and so on.
Often these devices are most conveniently presented in the form of a man-
ual. When such a document arrives on the desks of busy line managers,
unheralded by any previous explanation or discussion, the immediate
reaction often appears to be fear of their possible inability to understand it,
let alone comply with it, followed by anger and finally rejection. They
begin to picture a headquarters as a remote ‘ivory tower’, divorced from
the reality of the marketplace.

This is often exacerbated by line management’s absorption in the cur-
rent operating and reward system, which is geared to the achievement of
current results, while the segmentation process, and its translation into
operational requirements through the marketing planning process, is
geared towards establishing the future revenue sources for the company.
Also, because of the trend in recent years towards the frequent movement
of executives around organizations, there is less interest in spending time
on future business gains from which someone else is likely to benefit.

Allied to this is the fact that many line managers are ignorant of basic
marketing principles, have never been used to breaking up their markets
into strategically relevant segments, nor of collecting meaningful informa-
tion about them.

This lack of skill is compounded by the fact that there are many countries
in the world which cannot match the wealth of useful information and data
available in, for example, Europe and the USA. This applies particularly to
rapidly-growing economies, where the limited aggregate statistics are not
only unreliable and incomplete, but also quickly out of date. The serious-
ness of this problem is highlighted by the often rigid list of corporate
headquarters’ information requirements, which is based totally on the
home market.

The solution to this particular problem requires a good deal of patience,
common sense, ingenuity and flexibility on the part of both headquarters
and operating management. This is closely connected with the need to con-
sider resource availability and the prevailing organization structure. The
problem of lack of reliable data and information can only be solved by devot-
ing time and money to its solution and, where available resources are scarce,
it is unlikely that the information demands of headquarters can be met.

It is for this reason that some kind of appropriate headquarters organ-
ization has to be found for the collection and dissemination of valuable
information, and that training has to be provided on ways of solving this
problem.

Again, these issues are complicated by the varying degrees of size and
complexity of companies. It is surprising to see the extent to which organ-
izational structures cater inadequately for marketing as a function. In
small companies, there is often no one other than the sales manager who
spends all their time engaged either in personal selling or in managing the
sales force. Unless the chief executive is marketing-orientated, detailed
studies of markets to determine the most appropriate segments for the
business are just not made.

In medium-sized and large companies, particularly those that are div-
isionalized, there is rarely any provision at board level for marketing as a
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discipline. Sometimes there is a commercial director with line manage-
ment responsibility for the operating divisions, but apart from sales man-
agers at divisional level, or a marketing manager at head office level,
marketing as a function is not particularly well catered for. Where there is
a marketing manager, that person tends to be somewhat isolated from the
mainstream activities.

The most successful organizations are those with a fully integrated marketing
function, whether it is line management responsible for sales, or a staff func-
tion, with operating units being a microcosm of the head office organization.

Marketing
insight

Segmentation as a stand-alone process will end up being an intellectually
challenging, but theoretical, exercise if the process and conclusions are not
incorporated into a marketing planning system.

Marketing
insight

However, it is clear that without a suitable organizational structure, any
attempt to implement a marketing process such as segmentation which
requires the collection, analysis and synthesis of market-related informa-
tion is unlikely to be successful.

Integrating the segmentation process into a
marketing planning system and into a total
corporate planning system

While effective segmentation requires there to be a marketing planning
system, in turn it is difficult to initiate an effective marketing planning sys-
tem in the absence of a parallel corporate planning system. This is yet
another facet of the separation of operational planning from strategic
planning. For unless similar processes and timescales to those being used
in the marketing planning system are also being used by other major func-
tions, such as distribution, operations, finance and personnel, the sort of
trade-offs and compromises that have to be made in any company between
what is wanted and what is practicable and affordable will not take place
in a rational way. These trade-offs have to be made on the basis of the fullest
possible understanding of the reality of the company’s multifunctional
strengths and weaknesses, and opportunities and threats.

One of the problems of systems in which there is either a separation of
the strategic corporate planning process, or in which marketing planning
is the only formalized system, is the lack of participation by key functions
of the company, such as research and development, information tech-
nology or production. Where these are key determinants of success, as is
frequently the case, a separate marketing planning system is virtually
ineffective.

Where marketing, however, is a major activity, as in fast-moving indus-
trial goods companies, it is possible to initiate a separate marketing planning
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system. The indications are that when this happens successfully, similar sys-
tems for other functional areas of the business quickly follow suit because of
the benefits which are observed by the chief executive.

Cross-functional involvement
The very nature of the segmentation process brings with it the temptation
to delegate the process in its entirety to the market research manager, or to
the marketing planning manager or, in the absence of a marketing plan-
ning manager, to the corporate planning function. This divorcing of the
process from operations is likely to result in a strong reluctance by line
management to accept the conclusions, especially if they represent a change
from current thinking, as well as resentment of the rigorous process it
involves and of the people who follow it.

It also has to be said that such an approach is unlikely to produce the
best results. Those staff in contact with the marketplace bring practical
experience to the process. Staff from other areas of the company bring a
different perspective to the issues addressed in the process, as well as a
further resource for creative thinking.

The detailed work required for segmentation does not, however, suit 
a committee environment. As suggested in Chapter 3, ‘Preparing for 
segmentation – avoiding the big mistakes’, a core team of two or three indi-
viduals needs to be established, whose job it is to carry out the detailed
work, commission externally contracted agencies as required or agree such
briefs with the relevant section of the company, use the cross-functional
steering group as a sounding board, and raise topics with other members
of staff as appropriate.

This raises the question again of the key role of the chief executive in
both the segmentation process and marketing planning as a whole. Without
both the chief executive’s support and understanding of the very serious
implications of initiating an effective segmentation review, everyone else’s
efforts will largely be ineffective.

Successful implementation
of segmented marketing
As was pointed out at the beginning of this chapter, it is impossible to
divorce implementation from the process of arriving at the concluding
segments. Of critical importance here are:

1 the support of the chief executive and top management;
2 a feeling of ‘ownership’ of the conclusions by the company’s key oper-

ating units engendered by their involvement in the process;
3 an institutionalized marketing planning process which can take the

results of the segmentation review and develop it into both a strategic
three-year plan and a one-year marketing programme.
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In addition, to operate effectively in the selected segments, the company’s
activities should, wherever practicable, be organized around them, rather
than around products, functions or geography. If this cannot be achieved,
the company’s market share goals and financial objectives are unlikely to
be reached. Increasingly, companies are organizing themselves around
customers and processes, such as product development, rather than solely
around products.

The world’s leading
companies now
organize themselves
around segments and
processes rather than
around products.

Many a company has been caught out by subtle changes in their several mar-
kets causing a product to become practically redundant. In consumer goods,
for example, many companies are beginning to admit that their rigid prod-
uct/brand management system has allowed their major intermediaries to take
the initiative, and many are now changing belatedly to a system where the
focus of marketing activity revolves around major segments rather than indi-
vidual products.

Marketing
insight

This consideration of ‘internal compatibility’ is so important that it should
be borne in mind whilst following the segmentation process. It is also one
of the criteria used to assess the suitability of a concluding segment, along
with size, differentiation and reachability.

Marketing departments can, of course, operate within the new segmen-
tation structure on their own and develop advertising and promotional
programmes accordingly: which is an implementation strategy referred to
as ‘bolt-on segmentation’ because of its high level of customer focus but
low level of organizational integration (see ‘Segmentation archetypes in
companies’ in Chapter 3). This approach will not, however, be as success-
ful as one which has both a high level of customer focus and a high level of
organizational integration, or ‘effective segmentation’ as this particular
archetype is called (Jenkins and McDonald, 1997).

Organizational integration can be looked at on three levels: the stra-
tegic, the managerial and the tactical.

Strategic integration through the mission
statement
Many organizations find their different departments, and sometimes even
different groups in the same department, pulling in different directions.
This often has disastrous results, simply because the organization has not
defined the boundaries of the business and the way it wishes to do busi-
ness in its mission or purpose statement.

Computer firms, such as AT&T for example, organize around end-
use markets and appoint multi-disciplinary teams to focus their
attention on their specific needs. The result is personnel, account-
ing, production, distribution and sales policies that are tailored
specifically to a unique set of market needs.
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Here, we can see two levels of mission. One is a corporate mission statement,
the other is a lower level, or purpose, statement. But there is yet another
level, as shown in the following summary:

Type 1 ‘Motherhood’, usually found inside annual reports designed to
‘stroke’ shareholders. Otherwise of no practical use.

Type 2 The real thing. A meaningful statement, unique to the organiza-
tion concerned, which ‘impacts’ on the behaviour of the execu-
tives at all levels.

Type 3 This is a ‘purpose’ statement (or lower level mission statement). 
It is appropriate at the strategic business unit, departmental or
product group level of the organization.

The mission statement should in itself consist of brief statements, which
should normally run to no more than one page and cover the following
points:

1 Role or contribution of the unit – for example, profit generator, service
department, opportunity seeker.

2 Definition of business – preferably in terms of the needs you satisfy or the
benefits you provide, rather than in terms of what you make. Do not be
too specific (for example, ‘we sell milking machinery’) or too general
(for example, ‘we are in the engineering business’).

3 Distinctive competence – these are the essential skills/capabilities/resources
that underpin whatever success has been achieved to date. This state-
ment should be brief, consisting of one particular item or the possession
of a number of skills that apply only to your organization or specific
SBU. A statement that could equally apply to any competitor cannot, by
definition, be a distinctive competence and is therefore unsatisfactory.

4 Indications for future direction – a brief statement of the principal things
you will do, and those you would give serious consideration to (for
example, move into a new segment). In some instances it may also be
appropriate to cover what you will never do.

Take the example of a high-technology company. One group of directors felt
the company should be emphasizing technology, while another group felt
technology was less important than marketing. With such confusion at the
top of the company, it is not hard to imagine the chaos further down.

Marketing
insight

A different example concerns a hosiery buyer for a department store group.
She believed her mission was to maximize profit, whereas research showed
that women shopped in department stores for items other than hosiery. They
did, however, expect hosiery to be on sale, even though that was rarely the
purpose of their visit. This buyer, in trying to maximize profit, limited the
number of brands, colours and sizes on sale, with the result that many women
visitors to the store were disappointed and did not return. So it can be seen
that in this case, by maximizing her own profit, she was sub-optimizing the
total profit of the group. In this case, the role of her section was more of a
service role than a profit-maximizing role.

Marketing
insight
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It is particularly in the ‘business definition’ and ‘indications for the future’
areas that the conclusions drawn from the segmentation review will have
an influence.

Managerial integration
In addition to adopting an organizational structure built around segments,
as discussed earlier, it will be necessary to provide management informa-
tion in a form that supports the new segmentation focus. It has to be said,
however, that changing organizational structures and management infor-
mation systems are not tasks that can be achieved overnight. Both will take
time, and it may take a great deal of determination to prevent the difficulties
that will be encountered becoming a justification for throwing out the seg-
mentation conclusions. Evolution, as opposed to revolution, may need to be
the order of the day, and the process of evolution will be slower the more the
‘new order’ challenges the status quo and the distribution of power.

Tactical integration
Here we are concerned with the ability of the organization at the oper-
ational level to be effective in the segment.

The advertising and promotions department needs to be able to target
their activities into the selected segments. Single approach solutions will
have to be dropped in favour of differentiated solutions, some of which
may need to employ techniques currently unfamiliar to the department.

The sales force will need to be trained both in distinguishing between
the different segments, and in the appropriate benefits to be highlighted
during sales meetings. Alternatively, of course, it may be possible to 
reorganize the sales group around the segments.

Differential pricing will need to be supported and understood within
the organization, as the days of the single pricing policy will most likely
have disappeared. This will be particularly difficult for the sales force, but
they will be helped by being given carefully targeted products/services,
supported by clear and distinctive promotional campaigns.

Distribution will also need to adapt, both in terms of the availability 
levels and channels required by the segments.

The human face in
segmentation
The personal dimension in segmentation is clearly very important: with-
out the belief and commitment of the employees to this method of looking
at the market, the segmentation process is all but sunk. But the ‘personal’
side of the segments themselves can help win the support and enthusiasm
of staff and, in doing so, encourage them to change any previously
entrenched ways.

In addition to adopting
an organizational
structure built around
segments, it will be
necessary to provide
management
information in a form
that supports the new
segmentation focus.
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This ‘personalizing’ of segments was certainly put to good effect in ICI
Fertilizers when a new marketing plan was rolled out at the end of their
extensive segmentation project. After internally researching the needs of
the target market (the company’s employees) and testing alternative
‘offers’, the seven segments which emerged from the project were named,
Martin, David, Oliver, Brian, George, Arthur and Joe. All seven of them
were captured as cartoon characters, with each drawing carefully tested
amongst the target market in terms of its ability to portray the profile of
the segment it was meant to represent. The cartoon depictions of Brian,
George and Joe appear in Figure 14.2.

A number of companies have turned to cartoonists in order to give a human
face to their segments and put their segments on first name terms. This has
the additional advantage of emphasizing that each segment is, in fact, a 
collection of living, breathing human beings who, just like the company’s
employees, look for the proposition that best meets their needs at a price they
perceive as providing superior value for money. If in doing this they find them-
selves having to switch brands, then that is exactly what the segments will do.

Marketing
insight

Figure 14.2
Personalizing
segments using
cartoon characters
(Drawings by Arthur
Shell)

Chapter 14 review
A successful segmentation project is one which results in a company implementing the
conclusions drawn from it. However, the degree of commitment to implementation is
directly related to the extent of an organization’s commitment to, and involvement in its
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segmentation review. In this chapter we looked at the organizational issues associated
with a company’s approach to segmentation and their approach to implementing the
conclusions.

We first highlighted the vital role of the chief executive and top management and
emphasized that it was essential to obtain their active support and participation.
Without it, any formalized approach to segmentation is unlikely to work. Their commit-
ment will not only make it far easier for the project to obtain the resources it requires
but will also help surmount any internal barriers to implementation.

Next, we discussed the parameters which drive the level of formalization a company
requires in its marketing processes. Here we identified company size and the extent of a
company’s diversity with respect to customer groups or products as the key determinants
of how formalized the marketing processes needed to be, with increases in formaliza-
tion being directly related to increases in size and/or diversity. Of these two, we sug-
gested that company size had the greatest influence. The point was made, however, that
when operating a formalized system, a careful balance was required between the flexi-
bility of operating units to react to changes in local market conditions and centralized
control. It is particularly important not to stifle creativity.

We then moved on to discuss the importance of planning for the segmentation process
and putting together a timetable for introducing it into the company. A number of issues
to be taken account of were identified, including the recruitment of top management
support and participation, training, and the difficulty some areas will have in obtaining
the information a market-based segmentation approach requires. We linked this to the
next consideration, namely, obtaining line management support and their willing partici-
pation both in the process itself and in the implementation of its conclusions. This was
also an opportunity to point out that the most successful organizations were those with
the marketing function fully integrated into its organizational structure.

Integrating the segmentation process and its conclusions into a marketing planning
system was discussed next because, if left on its own, segmentation becomes a sterile
exercise. We also pointed out that it was difficult to initiate an effective marketing plan-
ning system in the absence of a parallel corporate planning system.

To conclude the discussion of segmentation as a company exercise we looked at the
need to involve a number of functions from across the business in the project. However,
we emphasized that the detailed work required by the project was not suited to a com-
mittee environment and that this needed to reside with a core team of two to three
individuals.

We then moved on to discuss the implementation issues and began by emphasizing
the critical importance, once again, of the chief executive and top management, involv-
ing the key operating units in the process, and having an institutionalized marketing
planning process to ensure that the segmentation findings are embedded in the com-
pany’s strategic marketing plan and one-year marketing programme.

Our discussion on implementation then looked at the need to integrate the segmen-
tation conclusions into the company by ensuring that the company’s activities were
organized around them. To develop this theme, we first discussed the importance of a
company having a clear mission statement and pointed out that the conclusions drawn
from the segmentation review would influence some of the key statements in the mis-
sion statement. We then highlighted the importance of supporting an organizational
structure built around segments with appropriate management information, and sug-
gested that evolution rather than revolution was required here as such a change often
presents a major challenge to the company.
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We completed our discussion on implementation issues at the tactical level of a com-
pany’s operations and emphasized that to be effective in each segment, each element of
the marketing mix had to have a segment focus.

To conclude the chapter we suggested that as part of winning the support and enthu-
siasm of staff for the new segments, engaging the skills of a cartoonist to capture each
of them as a memorable character has worked well for many companies.
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Chapter 15

Using segmentation to
improve performance – 
a case study
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GlobalTech
This case study describes the use of market segmentation to assist in the
development of a service product. Customer requirements were captured
via qualitative research and the segmentation was completed through the
use of quantitative research. The result was a set of segments that enabled
the development of a new approach to delivering service whilst improv-
ing customer satisfaction.

GlobalTech is the fictitious name of a real company marketing high-tech
and service products globally. Customers are counted in hundreds of
thousands. The markets are mainly business-to-business with a very few
large customers buying thousands of items. Service is a major revenue
stream measured in billions of dollars. The lessons learnt from this case
study could be of interest to any organization having to care for large
numbers of customers.

Background

A failed segmentation
An internal GlobalTech team tried to complete a marketing audit in 2000.
This included market definition, market segmentation and quantification.
Each product division conducted their audit separately. They used mainly
brainstorming techniques to define their markets and to produce the data
required.

Summary
This chapter contains a case study written by a company that has applied segmentation
to their business. Although the case is based on the supply of services to business 
customers, it contains insights that are of interest to all companies, regardless of what
they supply or to whom they supply it.

This chapter is organized as follows:

� GlobalTech – developing service support for high-tech products

The real identity of the company has been disguised and, where necessary, the company
has modified any commercially sensitive data.

Additional case studies can be found at www.marketsegmentation.co.uk.

Markets transcend your internally-defined product divisions. Therefore, it is
best to understand the markets and monitor your overall performance in
those markets. To reshape market information to meet the needs of internal
reporting will lead to misinformation.

Company
insight 1
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On completion, the results were compared across the divisions. It rapidly
became apparent that each division addressed almost all the markets.
However, the market definitions they produced were different with signifi-
cant bias to just the products they offered. Similarly the segments each div-
ision identified where in conflict with the outputs from the other divisions.

On reflection it was agreed that the results were unreliable. They could
not be used to help shape future strategies or marketing investments.

GlobalTech was now in the uncomfortable situation of being in a market
information vacuum. Any confidence they had in their understanding of
the market had been destroyed. Consequently the decision was taken that
all future market analysis and understanding tasks would be supported
by appropriate investments in market research.

Do not rely on the internally gathered opinions of your sales and marketing
staffs to define markets and identify customer requirements and attitudes. Do
invest in the necessary market research to provide a reliable segmentation
and support for strategy and product development.

Company
insight 2

First market segmentation
The following year the segmentation was redone supported by extensive
qualitative and quantitative market research. The objective was to under-
stand and group into segments the product buyers in the overall market.

The qualitative study produced a very clear picture and definition of the
markets addressed by GlobalTech. It also provided the customers’ view of
the benefits they sought from the products and the differences in their 
attitudes towards their suppliers. The questionnaire for the quantitative
study was based on the results of the qualitative study. The result was
seven clearly defined segments.

This enhanced understanding of the market assisted the marketing of
hardware and software products but did not address service products or
customer satisfaction and loyalty issues.

The internal need
At the dawn of the twenty-first century the market life cycle had matured.
All but the more sophisticated products were perceived as ‘commodities’.
Consequently, the opportunities for effective product differentiation had
diminished. GlobalTech, in common with its competitors, was finding that
customers were becoming increasingly disloyal.

For many years, product churns and upgrades from existing customers
had accounted for some 70 per cent of GlobalTech’s product revenues.
Service and exhaust revenues1 almost equalled total product revenues.
Service was perceived to be a key influencer of loyalty. But the costs of
delivering service were becoming unacceptable to customers. Concurrently,
service pricing was coming under increasing competitive pressures.

1Exhaust revenues are those revenues that follow on, almost automatically, from an initial
product sale. These would normally include service plus training, consultancy, consumables,
supplies, add-ons and so on.
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The challenge was to increase loyalty whilst achieving a step function
improvement in margins. Thus, it was decided to invest in a better under-
standing of the service market as an enabler to delivering cost-effective
differentiation and loyalty.

This case history covers the project from inception to implementation.

The segmentation project

Buy-in
The GlobalTech main board director responsible for customer service spon-
sored the project. This was a critical prerequisite, as the outcome would
have a significant impact on the organization, its processes and behaviours.

Similarly, the project team included key members of service, marketing
and finance to ensure buy-in. However, at that time, it was deemed inappro-
priate to include representatives from all but two of the countries due to
travel implications, costs, and resource impacts. In retrospect this was not a
good decision.

Try and anticipate the scale of organizational change that may result from 
a major segmentation project. Then ensure the buy-in planned from the start 
of the project embraces all those who will eventually have a say in the final
implementation.

Company
insight 3

Business objectives
The project team agreed the overall business objectives as:

1 To develop strategies for profitable increase in market share and sus-
tainable competitive advantage in the service markets for GlobalTech’s
products.

2 To identify opportunities for new service products and for improving
customer satisfaction within the context of a robust customer needs 
segmentation, which can be readily applied in the marketplace.

3 To identify the key drivers of loyalty so that GlobalTech may take
actions to increase customer loyalty significantly.

4 To provide the information required to help develop a new and innovative
set of service products designed and tailored to meet differing customer
requirements while significantly reducing internal business process costs.

Results from the qualitative study
The output from the qualitative study was a thorough report document-
ing the results, in line with the desired research objectives. Some of the
more surprising aspects were supported by verbatims. A key output was
the polarization of very different attitudes towards service requirements
that some buyers had in comparison with others. For example:

� Some wanted a response within a few hours, whereas many others would
be equally happy with next day.
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� Some wanted their staff thoroughly trained to take remedial actions
supported by a specialist on the telephone. Others did not want to know
and would just wait for the service provider to fix the problem.

� Some wanted regular proactive communications and being kept up to
date. Others wanted to be left alone.

� Some would willingly pay for a premium service, under a regular con-
tract, whilst others would prefer to take the risk.

� The attitudes of professional buyers, procuring on behalf of user 
departments, were consistently different from those of the user 
departments.

Results from the quantitative study
The output from the quantitative study was extensive. Much of the output
was detailed demographic data, opportunities information and competitive
positioning comparisons. However, the focus was on a fairly extensive
executive summary for internal communications within GlobalTech. What
follows are summarized extracts from those outputs.

The segments
Six market segments were identified as a result of iterative computer clus-
tering. Initially the clustering routines had identified more segments but
by careful analysis these were reduced to what was decided to be the most
manageable level. Some previously very small segments were merged with
very similar larger segments. A summary of the six concluding segments
appears in Table 15.1.

Polarizations in attitude
The computer clustering generated the segments by grouping cus-
tomers with similar attitudes and requirements. This resulted in 
some marked differences in attitude between segments. As illustrated in
Figure 15.1, the Koalas really did not want to know about being trained
and having a go, but the Teddies, Polars and Yogis had an almost opposite 
attitude.

Satisfaction and loyalty
GlobalTech was measuring customer satisfaction for use both locally, as a
business process diagnostic tool, and globally, as a management perform-
ance metric. These satisfaction metrics were averaged across all customers,
both by geographic business unit and by product division to meet internal
management reporting requirements.

However, the outputs from the quantitative study clearly showed that
these traditionally well-accepted metrics were, in fact, almost meaningless.
What delighted customers in one market segment would annoy customers
in another, and vice versa. To make the metrics meaningful, they had to be
split by key criteria and the market segments.

Loyalty was obviously highest where GlobalTech’s ‘one size fits all’ ser-
vice deliverable coincidentally best matched a segment’s requirements, as
illustrated in Figure 15.2.
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Correlation between loyalty and customer
satisfaction
The life cycle for many of GlobalTech’s products in the market was moving
into the ‘commodity’ phase. Therefore, not surprisingly, customers were
becoming less loyal.

Each percentage point increase in loyalty translated into almost the
same increase in market share. Each percentage point in market share
added many millions of dollars of gross revenues. The cost of reselling to
a loyal customer was about one-sixth the cost of winning a new customer.
Consequently, each percentage point increase in loyalty had a significant
impact on the bottom line.

Because of this, the quantitative study included correlating the key drivers
of satisfaction and loyalty within each market segment. The qualitative study

Lots of account management and love required from a single preferred supplier. 
Will pay a premium for training and attention. If multi-site, will require supplier 
to effectively cover these sites. (Protect me.)

Like Teddy bears except colder! Will shop around for cheapest service supplier, 
whoever that may be. Full third party approach. Train me but don’t expect to be 
paid. Will review annually (seriously). If multi-site, will require supplier to 
effectively cover these sites.

A ‘wise’ Teddy or Polar bear working long hours. Will use trained staff to fix 
problems if possible. Needs skilled product specialist at end of phone, not a clerk 
who books appointments. Wants different service levels to match the criticality of 
the product to their business process.

Trash them! Cheaper to replace than maintain. Besides, they are so reliable that 
they are probably obsolete when they bust. Expensive items will be fixed on a 
pay-as-when basis, if worth it. Won’t pay for training.

My business is totally dependent on your products. I know more about your 
products than you do! You will do as you are told. You will be here now! I will 
pay for the extra cover but you will . . .!

Segment Description

Preserve their assets (however small) and use, for example an extended warranty 
to give them cover. Won’t do anything themselves, prefer to curl-up and wait for 
someone to come and fix it.

Andropov big bears

Grizzly bears

Yogi bears

Polar bears

Teddy bears

Koala bears

Larger companies.

Larger companies.

Large and small companies.

Not small companies.

Not small or very large companies.

17% of the market

29% of the market

11% of the market

6% of the market

9% of the market

Small offices (in small and big companies). 28% of the market

Table 15.1 GlobalTech’s segments
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identified some 28 key customer requirements of their service provider. The
quantitative study prioritized these to provide a shorter list of 17 common
requirements. The correlation exercise reduced this to only two requirements
that drew a significant correlation between satisfaction and loyalty:

� Providing service levels that meet your needs.
� Providing consistent performance over time.

0%

20%

40%

60%

80%

100%

Teddy

Be trainedWait for supplier to fix Have a go if it is simple

Koala Polar Yogi Grizzly Andropov
Figure 15.1
Differences in
attitude between
segments

38

32
30

59 59

32

Koala Teddy Polar Yogi Grizzly Andropov

% ‘very likely’ to repeat buy from GlobalTech

Figure 15.2
Loyalty to
GlobalTech by
segment
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Although GlobalTech was achieving the second, it was really only deliver-
ing the first in two of the market segments.

Segment attractiveness
As an aid to deciding where best to invest, a chart of segment attractiveness
was produced using attractiveness factors determined by GlobalTech.
Demographic data from the quantitative study was combined with internal
GlobalTech financial data. Each factor was weighed to reflect the relative
importance to GlobalTech. This highlighted quite a few issues and some
opportunities. For instance, the highest margins were coming from some of
the least loyal segments. The resulting attractiveness chart appears in
Figure 15.3.

Koala Teddy Polar Yogi Grizzly Andropov

Segment size $
Segment share $
Satisfied

Loyalty
Segment growth $
Very satisfied

Margin $
Margin %
Number of customers
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ttr

ac
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Figure 15.3
Segment
attractiveness for
GlobalTech

Competitive positioning
Fortunately for GlobalTech, its competitors did not appear to have an
appreciation of the market segments or the different requirements of their
customers. They were also mainly delivering a ‘one size fits all’ service
offering. However, there were some noticeable differences in their offer-
ings. These resulted in each major competitor being significantly stronger
in just one or two segments where their deliverables best matched the 
segment’s needs.

The quantitative study provided detailed rankings of the decisive buy-
ing criteria (DBCs) and their constituent critical success factors (CSFs) for
each market segment. These were to prove invaluable during the phase of
designing the service products and developing the strategy to achieve
competitive advantage.

Reachability
Key to GlobalTech successfully implementing any strategies or communi-
cations that were to be segment-based would be the ability to identify each
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customer by segment. As part of the quantitative study, two statistical
reachability tasks were conducted. The results were as follows:

1 A sampling of internal GlobalTech databases showed that there was suf-
ficient relevant data to achieve better than 70 per cent accuracy, using
computer imputation methods, to code each customer with its market
segment. This was considered to be good enough to enhance marketing
communications measurably, but might not be sufficiently accurate to
ensure that the most appropriate offer was always made.

2 Statistical analysis identified four ‘golden questions’ that would provide
acceptable accuracy in segment identification. These questions could then
be used during both inbound and outbound call centre conversations until
all customers had been coded.

The recommendation was to use both methods in parallel so that accuracy
would improve over time. The coding of larger customers, however, should
be given priority.

Understanding the different market segments helps in designing the required
offers. But do not get hung-up on reachability. It is not essential to code every
customer to the right segment from day one. Where you are not really sure, let
them see different offers and so position themselves. Similarly, be willing to
accept that within a large organization some buyers may fall into different mar-
ket segments, though the difference will only be on one or perhaps two buying
criteria rather than across all the buying criteria.

Company
insight 4

Strategy development and implementation

Market understanding and strategy development
The challenge now was for the project team to absorb and understand all
the findings from the two research studies. The team then had to turn that
understanding into realizable strategies. To achieve this, a workshop process
covering opportunities, threats and issues (OTIs) was used.

Briefly, the process involved an extensive, but controlled, brainstorming
session followed by a series of innovative strategy development workshops.

� A facilitator took the team systematically through every piece of rele-
vant information available.

� Using brainstorming, the team tried to identify every conceivable
opportunity, threat or internal issue associated with each item of 
information.

� The information was also then tested against a predetermined list of
business behaviours and processes in an endeavour to entice additional
and creative ideas out of the brainstorming.

� Using the DBCs and CSFs from the market model, strengths and weak-
nesses were added, thus turning the process into a SWOT.

� Similar ideas were merged and de-duplicated.
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� Each idea was given two scores in the range of 1 to 9. The first ranked the
probable financial impact, the second ranked the probability of success.

� The ideas were then grouped by the similarity of activity and where they
had the same or an overlapping financial impact. This ensured that 
double counting was eliminated and that opportunities and threats were
offset as appropriate. Any one group of ideas would take on the highest
single financial impact score and a reassessed probability of success
score.

� If the resolution of an internal issue was a prerequisite for capturing an
opportunity or overcoming a threat, then the issue plus associated costs
and resources was included in the same group as the opportunity or
threat. The norm was for a single issue to be attached to many groups.

� The groups were named and then ranked both by financial impact and
probability of success. This provided a prioritized short list of imperatives
that should deliver the maximum realizable benefits to both GlobalTech
and its customers.

� Iterative discussions developed this into an overall strategy with a
number of prioritized sub-strategies.

� Each sub-strategy was supported by a documented description of the
opportunity. At this stage encouragement was given to creating innova-
tive, yet simple, implementation options that would maximize the
chances of success. Each implementation option was supported by mar-
ket, revenue and organizational impact data, associated issues, resources,
costs, and required control metrics.

� Board members were involved in an option selections and investment
approvals process.

� Finally, the implementation programmes and project plans were created.

The strategy
The overall recommendation was to create a set of service deliverables 
tailored to the individual needs of each segment. These would be comple-
mented by a set of premium add-ons that could be offered to the appropriate
segments. By focusing on business process simplification during the design
of the offering for each segment, redundancy was eliminated.

The objective of each offering was to increase customer satisfaction sig-
nificantly with an emphasis on those items that would most positively
impact loyalty. Some offerings were quite different from others, both in
terms of the deliverable and the internal processes that made it possible.
This differentiation was also intended to create a measurable competitive
advantage in a number of the market segments.

A key to the implementation of the project was a recommended change
to the customer satisfaction metrics, so that they became an effective diag-
nostic tool for tuning the ongoing deliverables for each market segment.

Implementation
Throughout the project, the same core team had been intimately involved
with each stage of the project. They guided the work and took on board
the results. They delved deeply into the analysis and did their best to under-
stand the markets, their customer requirements and likely competitive
impacts. Finally they worked hard at developing the proposed strategies.
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They thought buy-in had been achieved by being sponsored by a main
board director.

The implementation roll-out across country boundaries became difficult.
Each country wanted their say. They had different views of their customer
needs and how things should be done in their country. They did not easily
understand or even accept the findings of the research and the meaning of
the outputs.

The majority of these internal barriers were eventually overcome.
Inevitably there were compromises. These led the project team into believ-
ing that not all the market segments would be fully satisfied with the new
offerings in all countries.
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as preliminary segments, 

123
Attractiveness of market

segments see Market
segment attractiveness

Behaviour of customers:
analysis of see Benefits; 

Price, customer behaviour
and

theories of, 202
psycho-socio, 202
rational, 202

Benefit, feature and advantage,
distinction between, 147

importance of understanding
benefits, 203–4

Benefit segmentation, 202–4
Benefits, 202–9

categories, 206–7
company, 206–7
differential, 207
standard, 206

Decisive Buying Criteria
(DBCs), link with, 212

definition, 202
examples, 229–32

case study, 227–8
exercises, 232–6
feature, advantage and

benefit, distinction
between, 147

feature to benefit analysis,
204–6

worksheet, 234
importance of understanding,

203–4
marketing mix and, 203

micro-segments and see Micro-
segments, Decisive
Buying Criteria (DBCs)
for

needs and, 202–5
uncovering real needs, 207–8,

209
uncovering unsatisfied needs,

208–9
uncovering unsatisfied needs,

techniques for, 220–6
bipolar map – opportunity

gap, 220–3
bipolar map – perceptual

map, 223–6
needs cascade, 223

worksheet, 234
see also Decisive Buying

Criteria (DBCs)
Bipolar maps, 220–3, 223–6

opportunity gap, 220–3
perceptual map, 223–6

BMW, 221–2
Bolt-on segmentation, company

archetype, 47
Boston Consulting Group, 288,

400
Boston Matrix, 288–9

definition, 288
developments, 289–90
marketing directions, 391–3
see also Portfolio analysis/

Directional Policy Matrix
(DPM)

Bottoms Up, case history, 59–60
Brewery, case history, 60–2
Business classification see

Standard Industrial
Classification (SIC)

Business classification, market
segmentation based on, 35–6

see also Market segmentation,
definition
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Business definition, 435
see also Market, defining a

Business-to-business market
segmentation see Market
segmentation

Business-to-consumer market
segmentation see Market
segmentation

Businesses, profiling see Profiling

Cs, the four, 17
four Ps and, 17

Car sales and financing, future
market map, 357

Case histories, 59–62
brewery, 60–2
off-licence chain, 59–60
sodium tri-poly phosphate, 60

Case studies:
a company’s own experience

see GlobalTech
company archetypes in market

segmentation, 41–5
illustrating the process of

market segmentation see
Agrofertilizer Supplies

‘Cash cow’, 288, 289, 391–2
‘Cash dog’, 393
Channels to market:

channel chain analysis, 365–7
exercise, 375

channel strategy options,
370–1

choosing between
(prioritization matrix),
371–2

prioritization matrix
exercise, 376–81

channel value curve analysis,
367–70

current structure, mapping see
Market mapping; Market
mapping, detailed

e-commerce, impact of see
Market mapping, future

future structure, mapping see
Market mapping, future

identifying customers by
market segment, as a
means of, 153–4, 156, 160

integrated marketing
communications and
distribution, 18–19

Key Discriminating Features
(KDFs) and, 153–4

market segmentation based
on, 36–7

see also Market
segmentation,
definition

marketing communication
channels see Marketing
communication

marketing process and, 19–20
multi-channel strategy

formulation, 355–72
process stages, detailed,

357–72
process stages, summary,

356–7
new channels, 358–60

effect on industry structure,
360–4

organizational issues with
channel changes, 372–3

sales process and, 23–4, 365–7
exercise, 375

Checklist for market segments
see Market segment
checklist

Chief executive support, 424–5,
429, 433

see also Organizational issues
Clustering, 246–62

acceptable differences, 257–8
checklist requirement, 262–3

computer-assisted, 246, 260–2
Market Segment Master,

xiii–xiv
80/20 rule for reducing DBCs,

256–7
example, case study, 269–71
exercises, 276
external agencies, working

with, 260–1
fast track, 240–1
fewer clusters than expected,

259
‘homeless’, micro-segments,

258–9
‘market segment’, definition,

242
mathematical, manual

approach, 251–6
consolidating cluster data,

253–5, 256
difference calculation, 252–3
difference calculations,

reducing, 252, 256
forming clusters, 253

preparation and first step,
251–2

worksheets, 277–81
more clusters than expected,

259–60
number of clusters/segments,

practical considerations,
245

see also Market granularity;
Proposition and
resource flexibility

order of events, summary, 
246

routines, alternatives, 246–7
size of a cluster/segment,

economic considerations,
243–5

checklist requirement, 
262

see also Market granularity;
Proposition and
resource flexibility

visual (pattern analysis),
manual approach, 
248–51

consolidating cluster data,
249–50, 251

formats, 249–51
forming clusters, 249–50
preparation and first step,

248–9
worksheets, 277–8, 280–1

worksheets, 277–81
see also Market segment

checklist
Coca-Cola Company, 34, 231
Communication, marketing see

Marketing communication
Company archetypes in market

segmentation, 41–8
bolt-on, 47
case studies, 41–5
effective, 47–8
sales-based, 46
structural, 46–7

Company benefits, 206–7
Company compatibility with

market segments, checklist
requirement, 263

checklist question, 267
examples, 274–5
exercise, 276
see also Company archetypes

in market segmentation;
Organizational issues
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Company competitiveness,
314–20

definition, 314
exercises, 326–9
fast track, 312–14
golden rule, 315
marketing process and, 15, 

16
portfolio matrix, positioning

on, 319–23
worksheet, 330

steps, detailed, 316–20
competitiveness factors

(DBCs/CSFs), 316–17
competitiveness scores,

calculating, 318–19
parameters for

competitiveness, 318
relative competitive

strength, calculating,
319–20

weighting the factors,
317–18

worksheet, 330
steps, summary, 314–15
team, 293–4
time horizon, 315
worksheets, 330
see also Portfolio analysis/

Directional Policy Matrix
(DPM)

Company diversity and
marketing procedures,
425–6, 427–30

Company objectives see
Corporate objectives

Company size and marketing
procedures, 425–7, 428–30

Compatibility with market
segments see Company
compatibility with market
segments, checklist
requirement

Competitive strategies, 396–402
components, 396
cost and differentiation,

strategic options, 398–402
Decisive Buying Criteria

(DBCs) and, 401
market/segment share,

importance of, 397–8
Competitive strength see

Company competitiveness
Computer support for market

segmentation, xiii–xiv

Consultants:
feature, including as, 152
market map, including on, 106–8

Consumers, 78–81
‘customer’ to include

‘consumer’, 80
customers and, 78–9
definition, 78
market definition and, 79–80
see also Customers; Final users

Core product/service, 152
Corporate objectives, 387

definition, 387
gap analysis and, 402
marketing objectives and, 385–7
marketing process and, 15

Corporate planning:
market segmentation and, 432
marketing planning and, 432–3

Corporate strategies, 387
definition, 387
marketing objectives and, 387

Costs:
cost and differentiation,

strategic options, 398–402
unit costs and market/

segment share, 399–400
Critical Success Factors (CSFs),

316–17
Decisive Buying Criteria

(DBCs) and, 316
Key Discriminating Features

(KDFs) and, 316
CSFs see Critical Success Factors

(CSFs)
Customer profitability,

companies measuring, 4
Customer retention:

companies measuring, 3
profitability and, 403

Customers, 78–81
behaviour, analysis of see

Benefits; Price, customer
behaviour and

behaviour, theories of, 202
psycho-socio, 202
rational, 202

consumers and, 78–9
‘customer’, use of in this 

book, 68
to include ‘consumer’, 80

definition, 78
e-commerce, impact of, 52

see also Market mapping,
future

identifying by market segment
see Profiling

market definition and, 79–80
market segmentation, role in,

33–4, 37
‘postmodern’, 51–2
profiling attributes, analysis of

see Profiling
profitability of, companies

measuring, 4
purchases, analysis of see

Micro-segments, Decisive
Buying Criteria (DBCs)
for; Micro-segments,
developing

purchasing process, changing
nature of, 21–2, 23–4

self-selection into market
segments, 156, 263–4

wants and needs, distinction
between, 73–4

Data requirements, summary,
53–4

planning for shortfalls, 430, 431
DBCs see Decisive Buying

Criteria (DBCs)
Decision-makers see Market

mapping, market leverage
points

Decisive Buying Criteria (DBCs),
212–13, 214–15

benefits, link with, 212
Critical Success Factors (CSFs)

and, 316
customer’s perspective, 212,

214
definition, 212
examples, 229–32

case study, 228
exercise, 232–3
identifying DBCs, approaches,

213
Key Discriminating Features

(KDFs) to DBCs, 213,
214–15

market’s DBCs, 217
micro-segments and see Micro-

segments, Decisive
Buying Criteria (DBCs)
for

price, including, 212
who to involve, 212
see also Benefits; Price,

customer behaviour and
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Defining the ‘market’ see Market,
defining a

Definition of the business, 435
see also Market, defining a

Definitions:
Ansoff Matrix, 389
benefit, 202
Boston Matrix, 288
company competitiveness, 314
consumer, 78
corporate objective, 387
corporate strategies, 387
customer, 78
Decisive Buying Criteria

(DBCs), 212
demographic/firmographic,

158
disintermediation, 359
experience effect/learning

curve, 399
feature (product/service), 

143
geographic, 158
Key Discriminating Features

(KDFs), 145
market, 71
market map, 100
market research, 54
market segment, 242
market segment

attractiveness, 292
market segmentation, 34

with its focus and its
purpose, 37

marketing, 13
marketing mix, 203
marketing objectives, 385
marketing strategies, 408
micro-segment, 143
portfolio, 288
product, 152
product life cycle, 391
psychographic, 158
reintermediation, 359
service, 152
socio-economic classification,

158
Standard Industrial

Classification (SIC), 160
Deliverables from market

segmentation,
questionnaire, xvii–xviii

Dell, 366
Demand and supply,

economists’ model, 398

Demographic/firmographic
profiling see Profiling,
demographic/firmographic

Demographics/firmographics,
market segmentation based
on, 35–6

see also Market segmentation,
definition

Determiners see Key
Discriminating Features
(KDFs)

Developing segments, 56–8, 67–276
steps, detailed, 67–276

forming segments see
Clustering

project scope see Geographic
scope of a project;
Market, defining a

representative sample see
Micro-segments,
developing

target groups see Market
mapping

understanding behaviour
see Benefits; Micro-
segments, Decisive
Buying Criteria (DBCs)
for; Price, customer
behaviour and

steps, summary, 56–8
Differential benefits, 207
Differentiated market segments,

checklist requirement, 262–3
checklist question, 266

Differentiation and cost, strategic
options, 398–402

Differentiators see Key
Discriminating Features
(KDFs)

Diffusion of innovation and
channel chains, 367

Directional Policy Matrix (DPM)
see Portfolio analysis/
Directional Policy Matrix
(DPM)

Directions, marketing, 391–3
see also Marketing objectives

Disintermediation, 359, 361
definition, 359

Distinctive competence, 435
Distribution channels see

Channels to market
Diversity of operations and

marketing procedures,
425–6, 427–30

‘Dog’, 289, 393
Doyle, P., 28

Economies of scale, 400
Effective market segmentation,

considerations for, 48–51
market granularity, 48–9
organizational, 49–51

see also Organizational
issues

proposition and resource
flexibility, 48

Effective segmentation,
company archetype, 47–8

80/20 rule, 150–2, 256–7
example, case study, 179–81

Electronic commerce 
(e-commerce):

channels to market, impact on
see Market mapping,
future

customers, impact on, 52
see also Market mapping,

future
international market

segmentation and, 69–70
End-uses of a product/service:

defining a market by, 76, 77
as Key Discriminating

Features (KDFs), 153
as preliminary segments, 123

‘Enter’, marketing direction, 393
Everitt, B. S., 260
‘Exit’, marketing direction, 393
Experience effect, 399–400

definition, 399

Fads and faddism, 7–8
Failure, avoiding, issues to

address, 430
see also Organizational issues

Fast tracks:
step 1 – defining the market,

67–8
step 2 – market mapping,

98–100
step 3 – who specifies what,

139–43
step 4 – why, 200–2
step 5 – forming segments,

240–1
step 6 – segment

attractiveness, 286–7
step 7 – company

competitiveness, 312–14
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Feature, advantage and benefit,
distinction between, 147

importance of understanding
benefits, 203–4

‘Feature’, definition, 143
Feature to benefit analysis, 204–6

worksheet, 234
Features see Key Discriminating

Features
Final users, 78

‘consumer’, definition, 78
market definition and, 79–80
market mapping and, 100,

101–2, 103–5, 109–14
Financial community’s

marketing information
needs, 4

Financial impact of marketing
expenditure, knowledge of, 7

Financial objectives see
Corporate objectives

Financial services, future market
map, 362–4

Firmographic (business
demographic) profiling see
Profiling, demographic/
firmographic

Firmographics/demographics,
market segmentation based
on, 35–6

see also Market segmentation,
definition

Five Forces model (Porter, M. E.),
294

Formalization requirements in
marketing, 425–30

Four Cs, 17
four Ps and, 17

Four Ps, 17–18
additional Ps, 18
four Cs and, 17
information transfer, benefits

of, 429
marketing process and, 17–18,

19–20
marketing strategies and, 409–10
see also Marketing mix

Gap analysis, 402–8
Ansoff Matrix and, 402–4
exercise – profit gap, 416–19

worksheets, 417, 418, 419
exercise – sales revenue gap,

414–15
worksheets, 414, 415–16

gap filling, detailed, 404–5
gap filling, summary, 402
portfolio analysis and, 403
worksheets, 414, 415–16, 417,

418, 419
see also Marketing objectives;

Marketing strategies
General Electric/McKinsey

Matrix, 289–90
see also Portfolio analysis/

Directional Policy Matrix
(DPM)

General Motors, 231
Geodemographic profiling see

Profiling, geodemographic
Geographic areas, market

segmentation based on, 36
see also Market segmentation,

definition
Geographic profiling see

Profiling, geographic
Geographic scope of a project,

68–70
e-commerce and, 69–70
fast track, 67, 68
international operations and,

69–70
see also Market, defining a

Geographic typologies of
products/services, 38–9

Global market segmentation see
International market
segmentation

Global products/services, 38, 39
GlobalTech (case study), 443–52

attitude and requirement
differences, 445–6

company competitiveness, 449
defining markets, 443–4
market segment

attractiveness, 449
market segments, 446
marketing strategy

development, 450–1
objectives, 445
organizational issues, 445,

451–2
reachability, 449–50
satisfaction and loyalty, 

446–9
‘Golden questions’, use of, to

identify customers by
market segment, 157, 264

Grocery sales, future market
map, 361–2

Growth rate, attractiveness
factor, 294

Haley, R. I., 60
‘Harvest’, marketing direction,

393
Hierarchy of objectives, 386, 

387, 428
How it is bought, features, 154–5

see also Key Discriminating
Features (KDFs)

Hybrid products/services
(geographically), 39

Hygiene factors, 148
see also Key Discriminating

Features (KDFs)

IBM, 397–8
ICI, 402
ICI Fertilizers, 437
Identifying customers by market

segment see Profiling
Implementation issues see

Organizational issues
‘Improve’, marketing direction,

392
Individuals, profiling see Profiling
Industry classification systems

see Profiling, Standard
Industrial Classification
(SIC)

Influencers:
feature, including as, 152
market map, including on,

106–8
Integrated marketing

communications see
Marketing communication,
integrated

Intel Corporation, 80
International market

segmentation, 37–9
projects, 69–70
segmentation models, 37–8, 69

Internet see Electronic commerce

J. Walter Thompson, 39
Jenkins, M. and McDonald, M., 41
Junctions and junction types see

Market mapping
Junctions and junction types,

identifying which to
segment see Market
mapping, market leverage
points to be segmented
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KDFs see Key Discriminating
Features (KDFs)

Key Discriminating Features
(KDFs), 144–55

categories, 152–55
how it is bought, 154–5
what is bought, 152–3
when it is bought, 154
where it is bought, 153–4

Critical Success Factors (CSFs)
and, 316

customer’s perspective, 163–4,
167

Decisive Buying Criteria
(DBCs) and, 213, 214–15

definition, 145
determiners/differentiators,

144–5
80/20 rule, 150–2

example, case study, 179–81
examples, 183–4, 185

case study, 178–81
exercises, 194–6
feature, advantage and

benefit, distinction
between, 147

‘feature’, definition, 143
guidelines, detailed, 147–52

basic entry requirements,
excluding, 148–9

correlated features,
merging, 150

customer’s view, 149
detail, level of, 147
features not benefits, 147
inclusive features,

unbundling, 150
influential features, 150–2
meaningless descriptions,

avoiding, 149–50
guidelines, summary, 146
hygiene factors/market

qualifiers, 148
identifying KDFs, approaches,

145
lifetime costs, covering, 155
micro-segments and see Micro-

segments, developing,
steps, detailed

organizing KDF data, 145–6
price, excluding, 155
‘product’, use of in this book, 68
worksheet, 195

Key market segments, valuing,
410–12

Lapsed customers, 123, 209
Learning curve, 399–400

definition, 399
Leverage points see Market

mapping, market leverage
points

Lidstone, J., 224
Life cycles, products and market

segments, 391
definition, 391

Line management support,
430–2

see also Organizational issues

McDonald four-box DPM, 290
see also Portfolio analysis/

Directional Policy Matrix
(DPM)

McDonald, M., 27, 41, 295, 388
McDonald, M. and Wilson, H.,

374
McKinsey, GE/McKinsey

matrix, 289–90
see also Portfolio analysis/

Directional Policy Matrix
(DPM)

‘Maintain’, marketing direction,
391–2

Management support:
line, 430–2
top, 424–5
see also Organizational issues

Market, defining a, 70–85
broad definitions, avoiding,

74–7
end-uses/applications, use

of, 76, 77
price ranges, use of, 76–7

capturing in a sentence, 78
company considerations, 81–5

capabilities, 81–4
SBU structure, 84–5

examples, 90–1
case study, 88–9

exercises, 91–4
fast track, 68
final user focus, 79–80

exceptions, 80
future products/services,

accounting for, 71–2, 72–3
importance of, 9, 14, 15–16, 70
‘market’, definition, 71
‘market hopping’, 75
‘market’ and ‘market segment’,

distinction between, 71

marketing process and, 9, 13,
14, 15–16

narrow definitions, avoiding,
71–3

product/service categories,
concerns with, 72–3

sizing, 85–7
wants and needs, distinction

between, 73–4
whose needs, 78–81
see also Geographic scope of 

a project
Market granularity, 48–9

number of market segments
and, 245

size of market segments and,
244

Market leverage points see
Market mapping, market
leverage points

Market managers and product
managers, 49–50

Market mapping, 100–22
constructing, 100–9, 111–13

junction types, 111–12
junctions and routes, 101–9
tabular form, 113
worksheet, 131

contractors/agencies engaged
by final users, 103–4

definition, 100
examples, 128–9

case study, 125
exercises, 131–3
fast track, 98–100
field sales force, including,

108–9
final users, 100, 101–2, 103–5,

109–14
excluding, 101
situations when overlooked,

103–4
future see Market mapping,

future
influence and advice,

including, 106–8
consultants, 106–8
information sources, 106

market leverage points, 114–18
‘cumulative’ decision-

making, 117–18
‘decision-maker’, use of in

this book, 97
leverage between junction

types, 121
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locating on a market map,
114–16

‘shared’ decision-making,
116–17

split between junction types,
121

market leverage points to be
segmented, 118–20

multi-junction projects,
119–20

non-leverage groups,
include or exclude,
120–1

‘shared’ decision-making,
120

market segments (current),
including, 112

purchasers acting for final
users, 103, 104–5

purchasing procedures,
including, 105, 111–12

quantifying, 109–11, 112–13,
114–18, 121

junction types, 112–13
junctions and routes, 109–11
leverage at junctions, 114–18
leverage between junction

types, 121
tabular form, 114

single entities with two roles,
covering, 108

suppliers, 100, 101–3, 109–10,
111, 112–14

excluding, 103
‘suppliers’, use of in this

book, 98
tabular form, 113–14

example, 129
worksheet, 131
see also Market mapping,

detailed
Market mapping, detailed, 333–45

analysing a market map, 337,
342–3

constructing, 337–9, 343–5
junction types and routes,

337–9
tabular form, 343–5

examples, 347
market leverage between

junction types, 340
‘market map’, definition

reminder, 333
market segments, including,

337–8

quantifying, 334, 337, 339–42,
343–5

companies/customers,
number of, 337, 339,
341–2

company share and units,
334, 339

influence by junction types,
341

junction types and routes,
339–40

leverage between junction
types, 340

tabular form, 343–5
sales and marketing resource,

allocating, 337, 340
‘suppliers’, use of in this book,

reminder, 333
tabular form, 343–5

example, 347
see also Market mapping

Market mapping, future, 357–64
exercise, 374–5
new channels, 358–60

disintermediation, 359, 361
media switching/addition,

359, 361
partial channel substitution,

359, 361
reintermediation, 359
substitute/reconfigured

products, 358–9
reconfiguring the market map,

360–4
car sales and financing, 357
financial services, 362–4
grocery sales, 361–2

see also Channels to market,
channel chain analysis;
Channels to market,
channel value curve
analysis

‘Market’ and ‘market segment’,
distinction between, 71

Market qualifiers, 148
see also Key Discriminating

Features (KDFs)
Market research:

definition, 54
marketing research and,

distinction between, 54
notes:

DBCs, importance scoring,
220

defining markets, 84

features and KDFs,
understanding of, 147

interviewees and micro-
segments, 163

market map, quantifying,
111

market map, verifying, 109
needs, interpreting, 209
price, relationship to

benefits, 211
profiling information,

collecting, 157
research brief, timing, 217
sample frame design, 122,

267–8
sizing segments, 173

research brief, completing, 267
structure of, for market

segmentation projects, 54
timing of, 137–8, 267

Market segment:
attractiveness see Market

segment attractiveness
checklist see Market segment

checklist
companies measuring

profitability by, 4
companies measuring

retention by, 3
components, 242
definition, 242
developing segments, steps,

detailed see Market
segmentation, developing
segments, steps, detailed

developing segments, steps,
summary, 56–8

forming from a representative
sample see Clustering

identifying customers by see
Profiling

reachable, checklist
requirement, 263

life cycle of, and of products
within a segment, 391

‘market’ and ‘market
segment’, distinction
between, 242

marketing objectives and,
389–93

number of, practical
considerations, 245

see also Market granularity;
Proposition and
resource flexibility
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Market segment (contd.)
objectives and strategies for

see Marketing objectives;
Marketing strategies

‘personalizing’ segments to
win company support,
436–7

portfolio analysis see Portfolio
analysis/Directional
Policy Matrix (DPM)

prioritizing and selecting
segments, steps, detailed
see Market segmentation,
prioritizing and selecting
segments, steps, detailed

prioritizing and selecting
segments, steps,
summary, 58

profiling, and profiling
requirements within a
segment see Profiling

share see Market share/market
segment share

size of, economic
considerations, 243–5

checklist requirement, 262
see also Market granularity;

Proposition and
resource flexibility

testing current views see
Preliminary segments

valuing key market segments,
410–12

Market segment attractiveness,
292–8

definition, 292
examples, 303–4
exercises, 304–7
fast track, 286–7
golden rules, 293
marketing process and, 15, 16
portfolio matrix, positioning

on, 299–301, 322–3
worksheet, 330

steps, detailed, 294–8
attractiveness factors, 294–6
attractiveness scores,

calculating, 297–8
parameters for

attractiveness, 297
weighting the factors, 

296–7
worksheet, 308

steps, summary, 292

team, 293–4
time horizon, 293
unexpected result, possible

reason, 302
worksheets, 308, 330
see also Portfolio analysis/

Directional Policy Matrix
(DPM)

Market segment checklist, 262–3
company compatibility, 263

examples, 274–5
exercise, 276

differentiated, 262–3
example, case study, 271–2
questionnaire, 266–7
reachable, 263
size, volume/value, 262

‘Market segment’ and ‘market’,
distinction between, 242

Market Segment Master, xiii–xiv
Market segment size, accessible,

attractiveness factor, 294
Market segmentation:

advantages, 55
case histories see Case 

histories
case studies see Case studies
company archetypes in see

Company archetypes in
market segmentation

corporate planning and, 432
customer needs focus, 33–4, 

37
data requirements, summary,

53–4
planning for shortfalls, 430,

431
definition, 34

with its focus and its
purpose, 37

deliverables, questionnaire,
xvii–xviii

developing segments, steps,
detailed, 67–276

forming segments see
Clustering

project scope see Geographic
scope of a project;
Market, defining a

representative sample see
Micro-segments,
developing

target groups see Market
mapping

understanding behaviour
see Benefits; Micro-
segments, Decisive
Buying Criteria (DBCs)
for; Price, customer
behaviour and

developing segments, steps,
summary, 56–8

failure, avoiding, issues to
address, 430

importance of, 9, 14, 15–16, 40
influence on the mission

statement, 435–6
international, 37–9

projects, 69–70
segmentation models, 37–8,

69
marketing planning and, 16,

40, 432–3, 433
marketing process and, 9, 13,

14, 15–16
needs-based approach to,

33–4, 37
organizational issues see

Organizational issues
organizational levels for, 53
periodically revisited, 53
predetermined approaches to,

35–7
channels to market, 36–7
demographics/

firmographics, 35–6
geographic areas, 36
products and services, 35
psychographics, 37

price, role of, 155, 209–11
prioritizing and selecting

segments, steps, detailed,
285–329

company strength see
Company
competitiveness

segment potential see
Market segment
attractiveness

prioritizing and selecting
segments, steps,
summary, 58

purpose, 39
‘rules’ for, 54–5

see also Market segment
checklist

situations appropriate for,
48–9
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success, planning for, issues to
address, 430

testing current views see
Preliminary segments

who to involve, 52–3, 293–4, 433
Market share/market segment

share:
experience effect and, 399–400
importance of, 397–8
return on investment and, 70
unit costs and, 399–400

Marketing:
definition, 13
expenditure, knowledge of

financial impact, 7
formalization requirements in,

425–30
information, financial:

disclosed in annual
accounts, 4

financial community’s
needs, 4

process, overview, 13–27
measurement, 13, 14, 25, 27
process cycle, 14
responsibilities, 14–15
strategy determination, 13,

14, 15–18
tactical implementation, 13,

14, 19–25
recapturing the strategy

domain, 9
review of, 3–9

academics, 8–9
consultants, 7–8
practitioners, 3–7

value creation, role in, 27–8
Marketing academics, review of,

8–9
recapturing the strategy

domain, 9
Marketing channels see Channels

to market
Marketing communication:

communicating the offer, 
20–5

integrated, 18–19
distribution and, 19
purchasing process and,

23–4
marketing process and, 17–18,

19–20
marketing strategies and, 409,

410

media switching/addition,
359, 361

sales process and, 23–4, 365–7
exercise, 375

see also Channels to market,
channel chain analysis;
Channels to market,
channel strategy options;
Channels to market,
channel value curve
analysis

Marketing consultants, review
of, 7–8

recapturing the strategy
domain, 9

Marketing directions, 391–3
see also Marketing objectives

Marketing mix:
benefits and, 203
definition, 203
information transfer, benefits

of, 429
marketing strategies and,

409–10
see also Four Ps

Marketing objectives, 385–94
Ansoff Matrix, 389–90
corporate objectives and,

385–7
corporate strategies and, 387
definition, 385
marketing process and, 14,

16–17
marketing strategies and, 387,

408
portfolio analysis/DPM and,

394
profitability and, 410–12
setting, 385–6, 389–94

marketing directions, 391–3
see also Competitive strategies;

Gap analysis
Marketing planning:

corporate planning and, 432–3
market segmentation and, 16,

40, 432–3, 433
marketing process and, 16, 18

Marketing practitioners:
attitudes towards, 6
recapturing the strategy

domain, 9
review of, 3–7

Marketing process see Marketing,
process, overview

Marketing strategies, 393, 408–10
definition, 408
marketing objectives and, 387,

408
marketing process and, 14,

17–18
marketing tactics and, 408–9
profitability and, 410–12

Media switching/addition, 359,
361

Micro-segments, 143–4
benefits for see Micro-

segments, Decisive
Buying Criteria (DBCs) for

clustering see Clustering
components of, 143–4
definition, 143
development of see Micro-

segments, developing
lapsed customers and

prospects, including, 209
Micro-segments, Decisive

Buying Criteria (DBCs) for,
212–20

customer’s perspective,
guidelines, 212, 214

example, case study, 227–8
exercises, 232–6
fast track, 200–2
identifying DBCs, approaches,

213
KDF tracking, 213, 214
price, including, 212
relative importance indicated

numerically, 217–20
apportioning a total sum,

218–20
scoring out of ten, 218

reviewing micro-segments
with DBCs, 217

steps, detailed, 214–17
confirming DBC agreement,

216–17
listing DBCs, 214–15
relative importance of

DBCs, 215–16, 217–20
worksheet, 235

steps, summary, 213
who to involve, 212
worksheet, 235
see also Benefits; Decisive

Buying Criteria (DBCs);
Price, customer behaviour
and
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Micro-segments, developing,
162–74

customer’s perspective,
guidelines, 163–4, 167

‘micro-segment’, definition
reminder, 162

duplicates, handling, 174
examples, 184–5

case study, 179–82
exercises, 195–6
fast track, 139–43
naming and labeling, 165
number of, 163

keeping control, 174–6
progressing with a large, 176

reviewing developed micro-
segments, 173–4

steps, detailed, 165–73
confirming KDF agreement,

169
listing KDFs, 167–8
profiling, 170–2
reality check, 170
reference groups, 165–7
relative importance of

KDFs, 168–9
sizing, 167, 172–3
worksheet, 195

steps, summary, 164
unattractive, dealing with, 175
who to involve, 162
worksheets, 195
see also Key Discriminating

Features (KDFs); Profiling
Mission statement, 434–6

marketing process and, 15
Monitoring value added and

received, 25
marketing process and, 9, 14

MOSAIC classification schemes,
160, 188, 193–4

Motivation of customers see
Benefits; Price, customer
behaviour and

Multidimensional profiling see
Profiling, multidimensional:

National products/services, 38
Needs:

benefits and, 202–5
market definition based on, 71
market segmentation based

on, 33–4, 37
uncovering real, 207–8, 209
uncovering unsatisfied, 208–9

uncovering unsatisfied,
techniques for, 220–6

bipolar map – opportunity
gap, 220–3

bipolar map – perceptual
map, 223–6

needs cascade, 223
wants and, distinction

between, 73–4
see also Benefits; Decisive

Buying Criteria (DBCs)
Needs cascade, 223
Neighbourhoods, classification

of, 159, 192
New channels, 358–60

effect on industry structure,
360–4

New product/service
development, 408

North American industry
classification, summary, 186

Number of market segments,
practical considerations, 
245

see also Market granularity;
Proposition and resource
flexibility

Objectives:
corporate see Corporate

objectives
hierarchy of, 386, 387, 428
marketing see Marketing

objectives
Occupationally-based

classification scheme 
(UK), 190

Off-licence chain, case history,
59–60

Operational/tactical support,
436

see also Organizational issues
Opportunity gap, bipolar map,

220–3
see also Needs, uncovering

unsatisfied, techniques for
Organizational issues, 49–51,

372–3, 423–37
chief executive support, 424–5,

429, 433
exercises, 276
failure, avoiding, issues to

address, 430
line management support,

430–2

marketing planning and
corporate planning
systems, need for, 
432–3

new channels and, 372–3
personalizing segments to 

win company support,
436–7

segmented marketing and, 55,
433–6

size, diversity, and marketing
procedures, 425–30

structure and compatibility
with market segments,
49–51, 55, 434, 436

checklist requirement, 263
examples, 274–5
exercise, 276
see also Company archetypes

in market segmentation
success, planning for, issues to

address, 430
tactical/operational support,

436
top management support,

424–5
who to involve, 52–3, 293–4,

433
Organizational levels for market

segmentation, 53

Ps, the four see Four Ps
Partial channel substitution, 359,

361
PC support for market

segmentation, xiii–xiv
Perceptual map, bipolar map,

223–6
see also Needs, uncovering

unsatisfied, techniques for
Periodically revisiting market

segmentation, 53
Personalizing segments to win

company support, 436–7
Piercy, N. F. and Morgan, N. A.,

41
Place:

marketing strategies and, 409,
410

see also Channels to market;
Four Ps

Planning for successful market
segmentation, 430

Porter, M. E., 294, 361, 398
Five Forces model, 294
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Portfolio analysis/Directional
Policy Matrix (DPM),
288–91, 322–3

Boston Matrix, 288–9
examples, 324–6

case study, 322
General Electric/McKinsey

Matrix, 289–90
McDonald four–box DPM, 290
marketing directions, 391–3
‘portfolio’, definition, 288
portfolio matrix, producing,

292–301, 314–22
company position see

Company
competitiveness

company share, illustrating,
320

market segment position see
Market segment
attractiveness

market segment size,
illustrating, 320–2

unexpected result, possible
reason, 302

time horizon, 293, 315
varying the competitive

assumptions and time
periods, 322–3

marketing objectives and,
394

worksheet, 330
‘Postmodern’ customer, 51–2
Potentially available market

(PAM), 83
see also Market, defining a

Predetermined approaches to
market segmentation see
Market segmentation,
predetermined 
approaches to

Preliminary segments, 122–4
example, case study, 125, 127
naming, 124
number of, 123
options for, 123
sizing, 124

Price, 155, 209–11
customer behaviour and,

209–11
measuring value, 210
price chasers and value

chasers, 155, 210–11
Decisive Buying Criteria

(DBCs) and, 212

marketing strategies and, 409,
410

price ranges, use of in defining
a market, 76–7

supply and demand, and, 
398

see also Four Ps
Prioritization matrix see

Channels to market, channel
strategy options

Prioritizing and selecting
segments, 58, 285–329

steps, detailed, 285–329
company strength see

Company
competitiveness

segment potential see
Market segment
attractiveness

steps, summary, 58
Procter & Gamble (P&G), 81,

230–1
Product/service, 152

‘core’ and ‘surround’, 152
definition, 152
development, new, 408
end-uses/applications of:

defining a market by, 76, 
77

as preliminary segments,
123

geographic typologies, 38–9
life cycle, 391

definition, 391
market segmentation based

on, 35
see also Market

segmentation,
definition

marketing objectives and,
389–93

marketing strategies and, 409,
409–10

‘product’, use of in this book,
68

substitute/reconfigured, 
358–9

see also Four Ps
Profiling, 156–62, 263–6

categories, 158
demographic/firmographic,

158, 159, 160
definition, 158
examples for businesses,

185–7

examples for individuals,
189–90

see also Profiling, socio-
economic; Profiling,
Standard Industrial
Classification (SIC)

examples, 273–4
case study, 272

geodemographic, 158, 159,
examples for businesses, 187
examples for individuals,

192
geographic, 158

definition, 158
examples for businesses, 187
examples for individuals,

190–1
identifying customers by

market segment,
alternatives:

‘golden questions’, 157, 264
other interests and product

usage, 160–1
outlets and channels used,

153–4, 156, 160
sales staff allocating them,

157, 264
self-selection by customers,

156, 263–4
market segmentation based

on, 35–6, 37
see also Market segmentation,

predetermined
approaches to

micro-segment and, 170–2
multidimensional:

examples for businesses, 
188

examples for individuals,
193–4

organizing profile data, 158
practical considerations, 

161–2
psychographic, 158, 159–60

definition, 158
examples for businesses,

187–8
examples for individuals,

193
reachable market segments,

checklist requirement, 
263

checklist questions, 266–7
requirements within a

segment, 265–6
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Profiling (contd.)
socio-economic, 190

class indicators, UK, 190
definition, 158
Registrar General’s ‘Social

Class’, 190
socio-economic

classification (SEC),
UK, 190

Standard Industrial
Classification (SIC), 160

definition, 160
North America, summary,

186
UK and Europe, summary,

185–6
worksheet, 195

Profit gap analysis see Gap
analysis

Profit potential, attractiveness
factor, 294–5

Profitability:
companies measuring by

customer/segment, 4
customer retention and, 403
marketing objectives,

strategies and, 410–12
Promotion:

marketing strategies and, 409,
410

see also Marketing
communication; Four Ps

Proposition and resource
flexibility, 48

number of market segments
and, 245

size of market segments and,
243–4

‘Proposition’, use of in this 
book, 14

Prospects, 123, 209
Psychographic profiling see

Profiling, psychographic
Psychographics, market

segmentation based on, 
37

see also Market segmentation,
definition

Psycho-socio customer
behaviour, 202

Purchases by customers, analysis
of see Micro-segments,
Decisive Buying Criteria
(DBCs) for; Micro-segments,
developing

Purchasing process, changing
nature of, 21–2, 23–4

Purpose statement see Mission
statement

‘Question mark’, 288, 289, 393

Rational customer behaviour,
202

Reachable market segments,
checklist requirement, 263

checklist questions, 266–7
see also Profiling

Realistically available market
(RAM), 83

see also Market, defining a
Recapturing the strategy

domain, 9
see also Marketing, process,

overview
Reconfigured/substitute

products, 358–9
Reconfiguring the market map

see Market mapping, future,
reconfiguring the market
map

Registrar General’s ‘Social
Class’, 190

Reintermediation, 359
definition, 359

Relative company
competitiveness see
Company competitiveness

Representative sample of
decision-makers see
Micro-segments

Resource and proposition
flexibility, 48

number of market segments
and, 245

size of market segments and,
243–4

Return on investment and
market/segment share, 
70

Revson, C., 85
Routes to market see Channels to

market

Sales-based segmentation,
company archetype, 46

Sales process, changing nature
of, 21–3

Sales promotion see Marketing
communication

Sales revenue gap analysis see
Gap analysis

Sales staff, use of, to identify
customers by market
segment, 157, 264

SBUs see Strategic business units
(SBUs)

Schnaars, S. P. and Schiffman, 
L. G., 275

Segment see Market segment
Segment attractiveness see

Market segment
attractiveness

Segmentation see Market
segmentation

Segmented marketing,
organizational issues, 
55, 433–6

see also Organizational issues
‘Segments’, use of in this book,

242
Self-selection by customers into

market segments, 156, 
263–4

Service see Product/service
Shell, A., 437
Size of market segments:

checklist requirement, 262
checklist question, 266

economic considerations,
243–5

see also Market granularity;
Proposition and
resource flexibility

Size of operations and marketing
procedures, 425–7, 428–30

Socio-economic profiling see
Profiling, socio-economic

Sodium tri-poly phosphate, case
history, 60

Specifiers/decision-makers see
Market mapping, market
leverage points

Standard benefits, 206
Standard Industrial

Classification (SIC) see
Profiling, Standard
Industrial Classification
(SIC)

‘Star’, 288, 289, 392
Strategic business units (SBUs),

85
defining a market and, 84–5
extending a project across

SBUs, 85, 226
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Strategies
competitive see Competitive

strategies
corporate see Corporate

strategies
marketing see Marketing

strategies
Strategy domain, recapturing, 9

see also Marketing, process,
overview

Structural segmentation,
company archetype, 46–7

Substitute/reconfigured
products, 358–9

Substitution, partial channel,
359, 361

Success, planning for, issues to
address, 430

see also Organizational issues
Suppliers:

market mapping and, 100,
101–3, 109–10, 111, 112–14

‘suppliers’, use of in this 
book, 98

Supply and demand,
economists’ model, 398

3M, 231
Tactical/operational support,

436
see also Organizational issues

Television areas UK, 191
Thornton, J., 59
Time horizon (portfolio

analysis), 293, 315
Timetable issues for successful

market segmentation, 430
Toothpaste, case history, 60
Top management support, 

424–5
see also Organizational issues

Totally available market (TAM),
83

see also Market, defining a

UK and European industry
classification, summary,
185–6

Unit costs and market/segment
share, 399–400

Value chasers and price chasers,
155, 210–11

see also Price
Value creation, role of

marketing, 27–8
Valuing key market segments,

410–12

Wants and needs, distinction
between, 73–4

What is bought, features, 152–3
see also Key Discriminating

Features (KDFs)
When it is bought, features, 154

see also Key Discriminating
Features (KDFs)

Where it is bought:
features, 153–4

see also Key Discriminating
Features (KDFs)

mapping see Market mapping;
Market mapping, future

see also Channels to market
Who see Profiling
Why it is bought see Benefits;

Decisive Buying Criteria
(DBCs); Price, customer
behaviour and

‘Wildcat’ (‘Question mark’), 288,
289, 393

Word usage in this book:
customer, 68

to include ‘consumer’, 80
decision-maker, 97

to include ‘current’ and
‘potential’, 137

product, 68
proposition, 14
segments, 242
suppliers, 98

Worksheets:
benefit analysis of KDFs, 234
channel strategy:

opportunity attractiveness
to a segment,
calculating, 379

opportunity attractiveness
to the organization,
calculating, 377

prioritization matrix, 380

clustering:
cluster run record, 281
DBCs, profile and size for

clusters/segments,
recording, 277

DBCs, weighted average
scores for a cluster,
calculating, 280

difference between micro-
segments/clusters,
calculating, 279

KDFs for a segment,
calculating, 278

profile for a segment,
calculating, 278

communications mix, 375
features, making sense of

meaningless, 194
gap analysis, profit:

existing products in existing
segment, 418

existing products in new
segments, 419

new products in existing
segments, 418

productivity actions, 417
gap analysis, sales revenue:

existing products in existing
segment, 415

existing products in new
segments, 416

new products in existing
segments, 416

productivity actions, 414
market map, 131
micro-segments:

DBCs, relative importance
of, and KDF link,
recording, 235

KDFs, profile and size,
recording, 195

portfolio analysis:
portfolio matrix, 330
relative company

competitiveness,
calculating, 330

segment attractiveness,
calculating, 308

Xerox, 222–3
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