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Segmentation – Our Philosophy

Too often segmentation schemes fail to yield any meaningful benefit because they are too abstract and difficult to operationalize, they are poor segmentations that do not reflect market reality, or because senior management is not committed to implementing a segment specific product and marketing strategy.  Based on our experience with a variety of clients across different industries most organizations have experienced some or all the above at various points.

To be successful, this program must move beyond mere segmentation and tracking.  While segmentation and tracking studies can generate interesting and useful discussions, they often do not lead to any meaningful or profitable action plans.  The challenges facing The Washington Post are significant enough that they demand a new “world view” and specific plan of action.  While segmented targeting is one important ingredient of such a plan, the plan must be larger and more far-reaching in scope.  Furthermore, the segmentation that forms the basis of the plan must meet the six Golden Rules.

1) Different.  If they aren’t very different on key dimensions that can be addressed then they are not actionable.

2) Responsive. You must be able to develop marketing communications that address the needs of the desired segments.

3) Reachable.  Each segment must be describable in a way that allows them to be identified and targeted.

4) Interested in different benefits.  Segments must not only differ on demographic and psychographic characteristics, they must also differ on the benefits sought from the product.  If everyone wants the same thing from your product there is no reason to segment them.

5) Profitable.  The expected profits from more effectively reaching your buyer segments must exceed the costs of developing multiple marketing programs and/or creating new products to reach those segments.

6) Manageable.  Don’t let the statistics be the sole determinant for the number of final segments.  We believe in determining the range of segments that can be meaningfully targeted and communicated with and creating a statistical model that supports this approach.  For tactical purposes it may be useful and manageable to do additional “dividing and conquering” of these master segments.

The Solution

We have identified a number of indicators or “success metrics” for a segmentation study to be successfully developed and implemented.

1) Senior Management and Key Staff Buy-In.  It is critical to involve senior management on the front end to identify the purpose or business rationale for doing the segmentation in the first place.  If there is no understanding and/or agreement as to how the segmentation scheme relates to the business decisions then it is not worth doing.  Further, there must be some agreed upon plan of implementation before the first interview is ever conducted; this is where key staff come into play.  It is these people (e.g. marketers and other functional areas) that will carry out whatever plan is developed.

2) Adhering to the six golden rules.  We will keep the six golden rules ever-present in every phase of our client engagement from the research design to the reporting and subsequent marketing plan support.

3) Using the proper segmentation scheme.  We think there is a flawed, a less flawed, and a right way to develop a segmentation model.  The flawed approach involves poor basis variables for the segmentation (e.g. attitude statements that have little or no relationship to actual behaviors).  This can be made worse by a myriad of other bad practices – for example, “mixing” types of basis variables together (e.g. behavior, attitude and demographics), using a spatially oriented algorithm and not conducting any diagnostics.  The less flawed approach avoids all the mistakes of the flawed approach but still use a spatially based algorithm for deriving customer segments.  These are classification algorithms that group cases together that are "near" each other according to some ad hoc definition of "distance" (e.g. Euclidean).  

The right way is a model-based approach which use estimated membership probabilities to classify cases into the appropriate cluster – latent class analysis. Advantages over traditional types of cluster analysis include:

· It is more reliable and stable because it uses probabilities to assign segment membership.  There are also statistics that indicate the quality of the segmentation scheme.

· It is more flexible because the basis variables used for the segmentation can be continuous, categorical (nominal or ordinal), or any combination of these.

· It increases the chances of demographically different segments by using demographic variables as covariates 

4) Develop the segmentation based on solid hypotheses about the market.  Segmentation schemes can (and often should) be used as confirmatory versus exploratory manner.
5) Hire a firm that is also focused on the implementation.  The chances of success are greatly increased if the firm selected to conduct the market research is equally involved after the data has been collected and analyzed.  Prime Group partners and senior staff are market researchers by necessity and market strategists by design.  This means that our real deliverable is the interpretation, the strategy or plan and most importantly, a commitment to work with the client to help manage the execution.
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