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CUSTOMER SEGMENTATION 
 
Over the last thirty years, many firms have recognized the significance of focusing on customers as a key 
strategy in product development.  Mobile financial services in particular must take a customer approach, as the 
services require high levels of trust and behavior modification.  This is especially true if the customers are the 
unbanked in developing countries, who tend to have less exposure to technology and a lower risk threshold.   
 
With customer-focused marketing MFSPs need to identify their customers’ needs, both explicit - customers 
recognize their needs – and latent - customers are unaware of their needs.  Rather than thinking about selling a 
product, MFSPs need to sell a set of benefits to their customers.  These can be functional, emotional, or both.  A 
well-designed mobile money transfer product, for example, is selling the functional benefit of transferring funds 
quickly and inexpensively as well as the emotional benefits of security, convenience, and perhaps even status.  
This customer-focused approach is critically important for MFSPs because experience in other markets shows 
that uptake is dependent, in large part, on how successfully the MFSP identified the pain points for customers, 
and how closely their product offering aligned with customer values of convenience, lower cost, security, and 
ease of use.  
 
Each market segment has four key elements that both distinguish it from other segments and ensure that a 
MFSP can reach that market.  These elements are: 
 

Identifiable: The attributes for each segment should be easily distinguishable and have a unique set of 
characteristics that define it. Proxy indicators may be used.  For example, a customer’s comfort with 
technology may be approximated by mobile phone ownership, frequency of SMS messaging, and/or 
participation in electronic top-up service.  All of these parameters can be accurately measured, and will 
likely differ from segment to segment.   
 
Unique Needs:  Each segment is identified by a set of unique needs.  These are often the most difficult 
element to determine, especially in regards to the latent needs. 
 
Substantial: Each segment should be sufficiently large to warrant an MFSP’s limited resources and attention.  
In this context, size refers not only to absolute size, but also to growth rate and revenue potential.  
 
Accessible: A focus on accessibility of customer segments is important to remember because even 
experienced market research firms can develop sophisticated customer segments that are difficult to reach. 
Segments that are defined principally by psychographic variables, such as “middle-class couples who value 
security and status” can be difficult to target, even if the segment is identifiable, substantial, and has unique 
needs.   

 
Research firms use a number of variables that include geography, socio-demographic information, 
psychographic data, and behavior characteristics to uniquely identify a customer segment.  The components 
within each of these variables are described in the next section.   
 

Market Research 
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GEOGRAPHIC VARIABLES  
Factors concerned with location and distance  
 

Geographic Variables Description   

Region State, province, district, neighborhood, etc 

Population Size Value as high/medium/low or with specific numerical ranges 

Population Density & Designation Urban, peri-urban, rural 

Bank Branch Access Time required to travel to nearest bank branch 

ATM Access Time required to travel to nearest ATM 

MFS Access Time required to travel to nearest retail agent 

 
 

SOCIO-DEMOGRAPHIC VARIABLES 
Individual characteristics and social elements 
 

Socio-Demographic Variables Description   

Age Develop 4 or 5 categories of age (e.g., 18-25; 25-34; etc.) 

Gender Male/Female 

Ethnicity/Tribal  Attributes that make sense within specific contex 

Religion Hindu, Muslim, Christian – could even describe sects  

Family Life-Cycle Marital status, number of dependents, family size 

Education Elementary, secondary, university, technical/vocational 

Income  Develop 6-7 category ranges for personal and household income 

Working Status Salaried, student, self-employed, unemployed, part-time, retired  

Literacy Develop 3-4 categories for reading and writing 

 

 

PSYCHOGRAPHIC VARIABLES  
Pertain to a person’s lifestyle and are more complex to measure as answers are not binary and quantitative.   
Sometimes referred to as attitudinal variables since it measures people’s general feelings and predispositions. 
Responses provide a deeper understanding of customer segments and offer subtler clues on how to design 
appropriate products.   
 

Psychographic Variables Description  / Types 

Social Class May be related to occupation, education, income, and assets, but 
usually a description in itself 

Price Sensitivity General attitude toward price elasticity  

Brand Loyalty General attitude toward brand stickiness and loyalty status 

Technology Comfort General attitude towards technology (e.g., Perceived Usefulness (PU) 
and Perceived Ease-of-Use (PEOU)).   

 
 

BEHAVIORAL VARIABLES  

Identifying Customer Segments 
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Based on actual customer responses to a product. Unlike psychographic variables, behavioral variables do not 
denote a person’s general behavior towards items. These responses could either be behavior towards the 
MFSP’s mobile financial service or to that of a rival.  
 
 

Behavioral Variables Description  / Types 

Mobile Phone Usage – Data Frequency of data transactions per month  

Mobile Phone Usage - Voice Frequency of voice calls per month  

Mobile Phone – TopUps Frequency and volume of top-ups for prepaid accounts  

Mobile Financial Service Usage – 
Frequency 

Frequency of transaction - should also be plotted over a time-series to 
identify trends 

Mobile Financial Service Usage – 
Dormancy 

Related to frequency; measures inactivity. Typically defined by not 
transacting over a 60 or 90-day period. Many mobile financial services 
only have a 30 or 40% “active” user base.  

Mobile Financial Service Usage – 
Volume 

Amount per transaction or per time period (e.g., $10 per transaction or 
$30 per month).  This should also be plotted over a time-series to see 
identify trends. 

Mobile Financial Service Usage – 
Service Bundling 

Identifies customers who use two or more mobile financial services 
(e.g., P2P and bill payment) 

Buyer Readiness Stage The readiness of prospects to use the mobile service along six stages: 
Awareness -> Knowledge -> Liking -> Preference -> Conviction -> 
Purchase. 

Product Perceptions Customer perceptions of trust, safety, cost, comfort, convenience, 
simplicity, speed, and so on.   
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There are two mechanisms to build customer segment profiles: primary market research and customer database 
mining.   
 

Market Research: Primary market research, which directly engages customers, is a key data source for 
segmentation.  This involves administering a face-to-face quantitative survey, usually undertaken by a 
qualified market research agency.  Questions are close-ended and are often binary with yes/no responses, 
multiple choice, or on a Likert scale, which provide 5 or 6 points from Disagree to Agree.  The Likert Scale is 
particularly useful for questions that measure behavior, attitude, opinions, or values.    
 
Because they are cheaper and faster to conduct, qualitative market research, such as focus groups. and in-
depth interviews should be conducted to refine the questions on the quantitative survey as well as the 
attributes of the sample populations. Surveys usually have between 300 to 700 participants, although the 
precise number depends on the segments targeted and the statistical rigor desired. While larger sample 
sizes improve accuracy, they cost more and take longer to administer.  This trade-off that needs to be 
considered.   
 
Database Mining:  A rich source of customer information can be found in a MFSP’s databases, such as was 
the case to approximate market potential. MNOs already have customer responses to some of the 
geographic and demographic factors described above, and can make assumptions regarding some 
psychographic factors as well.  In some cases, one set of data might serve as a useful proxy for another type 
of data that is more difficult to find.  For example, a MNO might use frequency of outgoing text messages as 
a strong indicator of literacy. 

 

Crafting detailed customer segments based on the above data involves complex statistical techniques.  For this 
reason, many companies hire a market research agency to analyze the data and help with segmentation 
profiling.  It is beyond the scope of this document to detail the segmentation techniques, but two main types are 
briefly described: 
 

Cluster Analysis: This is the most common segmentation technique. It seeks to form “clusters” of customers.  
Because the purpose of marketing segmentation is to identify groups of customers who tend to be internally 
homogeneous but distinctly heterogeneous from other segments, cluster analysis seeks to identify which 
variables yield the greatest degree of association within a segment, while having the least amount of 
association to other segments.  This analysis is most appropriate when there is a significant amount of data 
and no prior hypotheses of the segments have been formed.   
 
CHAID Analysis:  Chi-Squared Automatic Interaction Detection (CHAID) is another popular analytical 
technique.   It is used to identify the interaction between a set of variables, and thus is most commonly used 
to make predictions.  For example, an output of CHAID analysis on a quantitative survey might find that a 
group with the most favorable response might be “literate micro-entrepreneurs with large families”, which 
is a combination of three variables: literacy, employment type, and family size.  Such an observation would 
not have been immediately observable in a simple data spreadsheet.    The main advantage to the CHAID 
method is the output is highly visual and easy for the reader to understand.     

 
 
 

 

Segmentation Process 
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Case Example: Mobile Network Operator Relaunches its Mobile Money Product 
 
Background 
The Head of Product Development for a mobile network operator is looking to improve its recently launched 
mobile money service, which so far has not met the CEO’s high expectations.   The company, with 2 million 
prepaid subscribers, is the second-largest operator in the country with a 40% market share and a strong 
presence in rural areas.  Since the launch of its mobile financial service products eight months ago, which 
includes prepaid top-up, utility bill payment, and person-to-person transfers, only 30,000 subscribers have 
registered.  Revenues from the service are well-below projections. 
 
Obtaining Data 
The manager decides it is time to reassess the customer base, while also making more effective use of the 
marketing budget, which is under pressure of being reduced.  After selecting an experienced local market 
research firm and conducting a few focus groups of the current mobile money partners, the manager and the 
research firm design a quantitative survey to be used with a sample size of 600 customers.  
 
While the research agency spends a couple of weeks administering the survey, the manager has another 
analyst mine the mobile money customer database for any insights. Through this process, it is determined that 
the average transactions per user were a modest 2 per month across all customers, yet only 33% of the 
customer base was “active” over the last 60 days.  Breaking down the data, this meant that while about 10,000 
customers (33% of their registered base of 30,000) were making an average of 6 transactions a month (quite 
high), the remaining 20,000 had made zero.  The analyst also learned, by classifying the number of transactions 
per month, that those customers transacting at least 3 times after they initially signed up ended up as regular 
users, while those who did not transact at least three times in the first month often became inactive.        
 
Customer Segments and Segment Attractiveness 
After using cluster analysis to sort through the quantitative survey data, the market research agency presented 
three customer segments: 
 

Urban On-The-Go:  This group is comprised of middle-income, primarily salaried workers, under-30 years 
of age with at least a high school education.  They are single, have no kids, and value anything that can 
save them time and safety, due to the high crime rate. They have bank accounts and have used electronic 
airtime top-up products.  They tend to get most of their news from a few popular radio stations.   
 
Hard-Working Migrant:  This urban segment comes from the poorer rural areas in search of a better life.  
They work long hours in the service sector as security guards, restaurant staff, handyman, and the like.   
They are overwhelmingly male, slightly older (30-45), and have a wife and children back home.   In surveys 
they were quite comfortable using technology. 

 
Rural Traditional:  This group has large families and derive income from selling crops.  Many have taken 
out a small loan from the local bank.  Many have heard about mobile money but few have used it.  Those 
hose who did had used the other MNO’s product, even though it was slightly more expensive.  In general, 
this segment expressed confusion in both the focus groups and through the survey about exactly what 

Key Lessons  Case Example  
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mobile money was and how it could be used.  Simplicity and value-for-price are key themes in their 
buying behavior.     

 
The manager carefully evaluated the attractiveness of the three segments. The Urban On-The-Go seemed to 
yield high-margins and are a good size.  The manager felt that his company’s products could compete with the 
other offerings in the market.  
 
The Rural Traditional are another good bet.  Operational costs were higher in the rural areas, making margins 
lower, but their enormous market size compensated for that.  Moreover, there was only some competition for 
mobile money among this group, and the MNO’s brand was well-respected in the rural areas.   Thus there 
seemed to be enormous potential for this underserved market segment.    
 
The manager is less confident about the potential of the Hard-Working Migrant.  On one hand, their growth 
rate is high and they send money home at least twice a month, representing a solid and reliable revenue 
stream.  But the data uncovered strong negatives: their overall size was small and they were fiercely loyal to 
the dominant MNO’s brand.   Moreover, there is a concern that any attempt to target the segment would be 
met a price war, a major advertising campaign, or other direct retaliation from competitors. The manager 
decides to avoid targeting this segment and instead focus on the other two.   
 
Marketing Actions  
With a good sense of the profiles of the two target segments, the manager decides to relaunch his company’s 
mobile money offering by modifying product and promotional attributes.  The analysis and marketing tactics 
are as follows:  
 
The company’s advertising campaign is revised to target the Urban On the Go segment and to emphasize the 
time savings they will obtain if they use their mobile phone for bill payment.  Advertising dollars are put into 
radio segments, since this is the most attractive media for this group.  Safety – a value cited by the group – is 
also mentioned in the ads.  A reward scheme is introduced that provides new customers, who transact at least 
3 transactions per month, a chance at winning a television.  The purpose is to decrease the high inactivity rate 
by inspiring new customers to transact more frequently. This young segment reacted very strongly to 
aspirational objects, such as new televisions, that showed their status.   
 
While the Rural Traditional segment had high awareness of mobile money, their financial knowledge was low.  
As a result, the manager decides to introduce a financial literacy component to the promotional strategy by 
hiring promoters at certain agent sites to explain how the service works to prospects.  Highly visual and 
engaging demonstrations are provided to overcome potential problems of fear, shyness, and illiteracy. 
Promoters emphasize the benefit of speed and efficiency, because the survey found that for most of this 
group, the closest bank branch was over one hour away.     
 
As a final measure, the pricing structure is changed, because the research showed that customers preferred 
the simplicity of a flat fee.  

  
 


