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Customer segmentation is way to develop a successful strategy and pricing policy in a competitive 

environment. By segmenting in the market it is possible to determine who the most likely customers 

are for your product, and to develop a set of product designs and prices that will most effectively 

target them. 

It also makes it possible to determine who the most appropriate targets are for your competitors, 

which can help identify actions that will have a significant impact on your competitors and will 

therefore be more likely to trigger a competitive response. A failure to properly segment the market 

when estimating demand will often lead to a poor and misleading characterisation of the way the 

market will respond to changes in prices and product designs. 

Specific objectives of segmentation are to find systematic variations among customer types in their 

beliefs, attitudes and preferences, purchase behaviours, and their impact on business performance.  

The goal is to find some meaningful and readily observable characteristics that describe customers 

who are similar on one or more of those dimensions. 

Common segmentation approaches 

Common approaches or criteria used to help you segment your customers include demographic or 

geographic variables, preference or purchase measures and behavioural characteristics. 

Common segmentation criteria 

Consumer markets Business markets 

Where people are buying a product or service 
for their own use.  Also known as Business to 
Consumer (B2C) market. 

Where people are buying a product or service 
for use in an organisation, usually one that 
employs them.  Also known as a Business to 
Business (B2B) market. 

Demographic: age, gender, marital status, 
family size and composition, occupation, 
income, education, ethnic background, religion 

Demographic: industry, company size (unit 
volume, number of employees, etc.), profit 
status (profit v non-profit), financial resources or 
performance, number of facilities under 
management 

Geographic: region, community type (urban, 
suburban, rural), climate 

Geographic: region country, community type 
(urban, suburban, rural), population, cost of 
living, average education or skill level 

Product preference/use: purchase size and 
frequency (usage rate e.g. low, medium, high), 
feature preference, brand loyalty, price 
sensitivity, usage occasions, product knowledge 
or experience 

Product preference/use: purchase size and 
frequency (usage rate), feature preference, 
brand or vendor loyalty, price sensitivity, risk 
aversion, product use, product knowledge or 
experience 

Psychographic: personality, lifestyle (beliefs 
and activities participating in), interests, opinions 

Purchasing structure and process: 
management structure, budget allocation 
process, allocation of purchase decision 
authority, role of the user in the purchase 
decisions, purchase process 

 

Customers may vary in their attitudes about products in a number of ways. They may have different 

beliefs regarding which products are available, the features of those products, and the ability of 

various products to satisfy their needs and desires. They may also have different priorities and 

preferences for product features and sensitivity to price. 
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Some examples of how customers may process their buying decisions are: 

 Product features - in the market for computers, video gamers value highly functional graphics 
and audio cards and are willing to pay a premium for them. Business users such as data 
analysts will be interested in certain aspects of a computer like the CPU speed and will pay for 
that capability but are less sensitive to video performance. They will tend to be more 
concerned with getting a good value for their investment. By contrast many seniors are 
primarily interested in computers that allow them to get their email and will be more sensitive 
to price. 

 Information presented - some customers may systematically process information concerning 
the product features and how important they are and try to optimise. These customers will tend 
to make a purchase decision based on which alternative they believe will give them the 
greatest benefits or utility per dollar spent.  

 Habit - customers may simply make choices based on habit, impulse or rules of thumb. For 
example, brand loyal customers may continue to choose their preferred brand as long as price 
is deemed acceptable while deal prone customers may simply choose the brand offering the 
best price discount in absolute or percentage terms. 

 Decision maker - customers may also differ in terms of who makes the purchase decision.  
When the decision maker is also the person who will use the product then much more 
attention is paid to the product’s performance; whereas, a decision maker whose priority is 
managing a budget will pay much more attention to the product's price.  This is particularly 
important in business-to-business markets in which multiple parties often have an impact on 
the choice decision.  A customer’s vendor choice may also influence the choice of products 
available as well as the information they can receive about the alternatives. 

Market segments will generally differ in terms of their potential for sales volume and profitability. Price-

sensitive customers are going to be more likely to search out competitive offers and choosing an 

alternative of acceptable quality that has the lowest price. The profit potential of the segments will 

tend to be small unless the seller has a cost advantage or the sales volume potential is sufficiently 

large to compensate for a small contribution per unit to generate scale economies.  Customers may 

also differ in the cost of serving them. 

In the insurance industry there are systematic variations across customer types in terms of both the 

likelihood and cost of claims filed.  Most insurance companies employ systematic actuarial analyses 

in setting both their offerings and rates, with different rates being charged to customers having 

different characteristics.  For example, auto insurers will charge higher rates to younger drivers 

because of historical evidence that indicates the drivers in that age group have higher accident rates. 

Using the common segmentation criteria table on page 1, consider the following to help you 

understand the segmentation of your market for your product/service: 

Name the product/service you are analysing. 

 

 

 

Is it a B2C or B2B? 
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What is the description of the geographic? 

 

 

 

What is the description of the product preference/use? 

 

 

 

What is the description of the psychographic/purchasing structure and process? 

 

 

This resource has been adapted from Scott Davis’s Approaches to Segmentation, originally published 

on Strategic Marketing Decisions. 

http://www.marketingdecisions.net/Arts-Notes/Segmentation1.html
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