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In today’s volatile and competitive economy, mass
marketing is no longer the most efficient or cost-effective
option to reach a target audience. With a limited
marketing budget, why spend your resources marketing
to an audience who is not likely to use your products
and services? Market segmentation allows you to identify

those who are likely to benefit from your products and
services and those who are not viable prospects.
This white paper illustrates the benefits of segmentation
research for a variety of marketing needs.

What is Segmentation Research?
Segmentation research explores a target audience based on in-depth information beyond demographic
characteristics and basic category behaviors. In typical market research studies, variation in responses can
be identified through statistical analysis based on demographics such as gender, age, ethnicity, region, and
income. However, when examining the market as a whole, this method of analysis does not give marketers
and researchers the ability to understand and tailor their strategies to address the complexity of consumer
personalities and their decision-making considerations.
Segmentation is a valuable research tool to develop and implement more effective strategies during all phases of
the marketing process – from product development through advertising campaign messaging. A segmentation
study uses individuals’ responses to questions concerning their core demographic makeup as well as
attitudinal, behavioral, and psychographic questions to identify and target distinct consumer groups within
the marketplace.
For a segmentation scheme to be actionable, or for it to be possible to identify and market to the resulting
segments in the future, the members of each segment must think and behave similarly to one another and
must also think and behave differently from the members of other segments. Additionally, the segments must
be based on stable, real-world criteria, making some intuitive sense regarding the people they include.
Figure 1, below, outlines the core criteria for market segmentation:

The segment must represent a real situation that exists in the
environment, not a data-only situation.
The segment is defined by core variables that can easily be
applied in other planning and marketing efforts.
The segment represents an ongoing consistent situation that
permits extraction of value within a reasonable amount of time.
The segment must be able to be effectively reached through
specifically targeted distribution or communication initiatives.
Figure 1: Criteria for Creating Strong and Actionable Segments
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Figure 2, below, is an example of a segmentation for the casual dining marketplace. These segments are based
on a wide variety of data points that encompass consumers’ demographics, attitudes, behaviors, lifestyle and
psychographics, category and brand perceptions and preferences.

Segment 1

Health-Conscious
Avoiders

Segment 3

Segment 2

Casual Dining
Lovers

Penny
Pinchers

Segment 4

Impulsive
Purchasers

• Demographics
• Attitudes about health, eating, and exercise
• Eating and exercise behaviors
• General lifestyle and psychographics (e.g., life satisfaction scales,
decision-making approaches, etc.)
• Perceptions of and attitude toward the casual dining category in general
• Perceptions of and attitude toward specific casual dining restaurants,
including perceived differences between brands

Figure 2: Segmentation Scheme

Figure 2: Segmentation Scheme

As illustrated above, segmentations are generally more investigative in nature and provide actionable information
with which to identify and differentiate distinct groups of target consumers. Segmentation research can provide
information about how to target and market to groups based on what they think, how they feel, and how they
act, in addition to basic demographic classifications.

How is Segmentation Research Conducted?
Questionnaire Development:
A W5 segmentation survey instrument includes a broad array of scalar batteries addressing consumer attitudes,
behaviors, and psychographics. We do not employ a “standard” survey instrument, but develop a customcrafted set of measures in addition to category- and brand-specific measures to address the strategic objectives
driving the research initiative.
We believe in working closely with the client to identify needs, extract relevant information from existing research,
and conduct exploratory qualitative research to expand upon our industry knowledge prior to designing the
survey instrument. As a result, each client’s segmentation study truly reflects their unique, outstanding research
needs and is positioned appropriately to reflect the culture of the organization. In developing a custom questionnaire for clients, W5 covers a variety of topics, including but not limited to:
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• Category Behaviors: Including usage and purchase patterns both generally and within a
		 client’s category
• Beliefs: Attitudes and beliefs in general and those specifically impacting category decisions
• Personality: Attributes, elements, and drivers that offer insight to respondent personalities
• Psychographics: Factors underlying attitudes that drive behaviors
• Purchase: What habits and practices exist amongst consumers and what elements influence or
		 drive purchase?
• Brand: Both brand awareness and affinity
• Influences: What people, media, opinions, etc. influence attitudes and behavior?
• Media Profiles: With what traditional and new media channels do respondents engage?
• Demographics: Standard measures such as age, ethnicity, and income but also may include
		 category or client-specific measures

Sample Size:
A sample size of N=600 to N=2,000 is recommended
in market-oriented segmentation studies to allow for
the construction and analysis of alternative groups. This
large sample is required so that within-group similarities
and between-group differences are statistically reliable
and can therefore be examined in depth. Additionally,
large sample sizes ensure that all appropriate and meaningful cohorts or demographic groups are included
enabling a clearer picture of the true opportunities and
challenges that exist.

Pre-Segmentation Data Analysis:
With each study, W5 develops a detailed tab plan to
guide development of data tabulations, representing
all questions in the quantitative survey and appropriate
banners summarizing sub-groups of respondents.
Upon development of data analysis tools, W5 conducts
a thorough quality control review of all data files, data
tables, cross tabulations, and other research results
used in the quantitative analysis. W5 applies best
practices quality control procedures to ensure analysis
and reporting is conducted to the highest standards
and is in compliance with applicable regulations and
client specifications. W5 desires to not only meet, but
exceed, client expectations regarding the quality of
the research analysis; to that end, W5 consultants work
closely in teams to review all quantitative analysis tools.
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For a segmentation scheme
to be actionable, or for
it to be possible to identify
and market to the resulting
segments in the future, the
members of each segment
must think and behave
similarly to one another
and must also think and
behave differently from the
members of other segments.
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How Are Segments Derived?
Segment composition is defined after study completion based on consumers’ demographics, attitudes, behaviors, psychographics, and category and brand-specific perceptions and preferences. The profiling of the segments focuses on understanding the following two key marketing issues:
1. What consumer segments exist and what is the relative size of each segment?
2. What are the behaviors, attitudes, and needs of each segment? How do they differ between segments?
Once defined, the value of each of these segments can be derived by looking at measures such as purchase
likelihood and frequency. Figure 3, below, outlines the approach W5 takes to developing a custom segmentation model:

STEP 1:
DEFINE SEGMENTS

Demographics
Attitudes
Behaviors
Lifestyle and Psychographics
Category Perceptions
Brand Perceptions

Segment 2

Segment 1

Segment 3

Penny
Pinchers

Health-Conscious
Avoiders

Segment 4

Casual Dining
Lovers

Impulsive
Purchasers

E.G., PURCHASE LIKELIHOOD AND FREQUENCY

STEP 2:
DETERMINE VALUE

Low
Value

Moderate
Value

High
Value

Figure 3: Custom Segmentation Model

W5 has the experience, knowledge, and analytical tools to accurately identify homogenous groups of consumers based on segmentation data. We recognize that the development of accurate, identifiable, and actionable consumer segments is both a science and an art. As such, we employ a multi-phased statistical approach
to identify the most appropriate and actionable segment groups for each of our clients.

1. Factor Analysis:
W5 conducts a factor analysis as the first step of multivariate data analysis in developing the segmentation
scheme to identify and describe the specific groups that exist within the marketplace. The use of factor analysis
is based on the assumption that there are a few hidden, or underlying, factors that manifest themselves in the
values of a full set of variables. As such, factor analysis is employed to reduce a full set of attitudinal, behavioral,
psychographic data points into a smaller set of variables, known as underlying “factors.”
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For example, regarding the casual dining marketplace, a desire to remain fit may be an underlying factor that
manifests itself through such variables as frequency of exercise, calorie-counting behavior, avoidance of fast
or pre-packaged foods, and general attitudes about the importance of daily activity and healthy eating. The
factor analysis is conducted to identify these underlying factors.

2. Cluster Modeling:
In order to generate the segmentation scheme, W5 produces cluster modeling of the data. To develop cluster
solutions, W5 first identifies statistically significant differences in the underlying factors as determined in the factor
analysis. W5 then identifies the factors that are relatively strong and relatively weak in explaining or predicting
consumer behavior. The respondents who share like factors are then grouped into “clusters” of consumer types
who can be described and targeted with relative ease.
Clusters consist of individuals who share a number of attitudes, behaviors, and psychographic characteristics.
The process of defining the clusters, which is done by means of multivariate statistical modeling, is a combination
of both science and art. The number and specificity of the clusters depends on the number of respondents
included, the questions asked, and which questions are ultimately included in the cluster definition. However,
W5 recognizes that results are not merely data-driven; they must also make theoretical sense and be appropriate
to the business objectives at hand.
Typically, three or more alternative cluster solutions are developed for initial consideration. These cluster solutions
are then evaluated and considered based on each client’s specific needs and objectives to determine the
most actionable, reliable, and logical segmentation scheme.
In the following simplified example, outlined in Figure 4, four theoretically sound clusters emerged:

Figure 4: Example Cluster Solution

Health-Conscious Avoiders: Exercise regularly and try to maintain a balanced diet, try to prepare all
meals at home so they know what goes into their food and can determine
calorie content and nutritional value
Penny Pinchers:

Exercise when they can and want to maintan a balanced diet, but find it
hard to do so; look for the most economical and convenient food options

Casual Dining Lovers:

Rarely exercise and are not interested in pursuing an active lifestyle; rarely
cook meals at home, opting instead for the convenience and efficiency of
casual dining restaurants

Impulsive Purchasers:

Exercise when they can and maintan a balanced diet when they are not
“on the run”; find that they are often eating “on-the-go”
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3. Discriminant Analysis:
W5 then employs a discriminant analysis to test the reliability of the segmentation scheme. First, the sample
is divided into two parts, with the discriminant analysis conducted on one half of the sample to define the
classification function. The other half is identified using the resulting classification function. The newly identified
segments are then compared to the segments identified in the original segmentation scheme. This process
permits the testing of the reliability of the classification function through measurement of how accurately the
function classifies the second half of the sample into the original segments.

Discriminate
Discriminate
Analysis
Analysis

Classification
Classification
Function
Function

W5 then applies
W5 then applies
the classification
the classification
function to Group 2
function to Group 2
to test its reliability
to test its reliability

Health-Conscious Avoiders
Health-Conscious Avoiders

Penny Pinchers
Penny Pinchers

Casual Dining Lovers
Casual Dining Lovers

Impulsive Purchasers
Impulsive Purchasers

Figure 5: Discriminant Analysis

Using a discriminate analysis and testing the reliability of the segmentation scheme and classification function
ensures that the resultant consumer segments are expected to be stable over time.

4. Predictive Algorithm:
The classification function developed through the discriminate analysis can be provided to the client to support
future research. This algorithm is based on a condensed list of attitudes, behaviors, and psychographics that
defined clusters in the segmentation so clients can quickly classify segment members in future research studies
with a certain degree of reliability. Typically, predictive algorithms offer reliability between 0.65 and 0.70,
meaning that they are able to accurately classify respondents into the correct segment between 65% and 70%
of the time, compared to the overall segmentation conducted previously. A predictive algorithm is useful in
follow-up studies to examine and understand consumer differences in opinions related to product development,
pricing, and concept and message development, for example.

The
The predictive
predictive algorithm
algorithm will
will
be
be used
used to
to classify
classify future
future
research
participants
into
research participants into the
the
appropriate segment
segment through
through
appropriate
a condensed
condensed list
list of
of questions
questions
a

Figure 6: Application of a Predictive Algorithm
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In-Depth Reporting
W5 serves not only as a research partner, but also as an analytical partner. As in all research engagements,
W5 provides a full Final Report detailing the relevant findings of the research including a series of actionable
conclusions, recommendations and specific key findings, demonstrated and illustrated through a series of
graphs, charts, and tables. Figure 7 below represents an example of W5’s approach to in-depth reporting:

20%

BY THE NUMBERS

BY THE NUMBERS
Believe that product quality is the most important factor in their
Segment A uses the product infrequently
decision making process for new purchases.
nearly one-half (44%) using on less
weekly basis.

Segment B feels
EMPOWERED by
understanding
product quality and
differences

Say they are not loyal to
the product.
Prefer competitor
products.
Conduct extensive research about
their product purchases before
making a decision.

Figure 7: Example In-Depth Reporting
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Within the Final Report, W5 provides in-depth profiles of each segment that provide an overall reference. In
addition, W5 also develops “snapshot” takeaway slides featuring key segment information as shown in Figure 8.
Beyond descriptive measures, W5 produces key implications for communications, strategy, product development,
etc. depending on the specific study needs and objectives.

Impulsive
Purchasers

Health-Conscious
Avoiders

Penny
Pinchers

Casual Dining
Lovers

31%

29%

22%

18%

89 economic value score

76 economic value score

99 economic value score

107 economic value score

Feel generally responsible for their own health;
although chance may
play a role in health,
they feel in control.

Health-Conscious
Avoiders feel primarily
responsible for their
own health. They do not
believe that good or
bad health is a matter
of chance.

Feel responsible for their
own health but express
concern about the cost
of healthy eating, gym
memberships, etc.

Do not feel there is
anything they can do
to improve their health;
think that good and
bad health are a matter
of chance.

• Worry about the cost
of health eating, gym
memberships, etc.

• Do not understand
their caloric needs
and view exercise as
waste of time

• Time often stands in
the way of their
healthy cooking
or exercise
• Try to cook meals at
home but often eat
out when running
errands

• Make time for health
• Avoid casual dining
restaurants and
rarely eat out.
• Focus on cooking
and eating at home

• Exercise as often as
they can, usually less
than 2x per week

• Category spend
primarilly coffee and
related beverages

• Average Weekly
Category Spend:
$23.62

• Exercise 3-5 times
a week

• Mostly married
with children

• Try to cook at home
but complain about
cost of health food.
Feel casual dining
saves time and money
• Typically exercise less
than once a week
• Average Weekly
Category Spend:
$41.33

• Lowest Average
Weekly Category
Spend: $16.55

• Younger, mostly single
without children

• Mostly married, many
have children

Figure 8: Hypothetical Consumer Segment Profiles
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• Rarely cook at home;
typically eat at casual
dining or other
restaurants due to
convenience
• Rarely or never
exercise
• Highest Average
Weekly Category
Spend: $76.81
• Younger, mostly men
without children
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Frequently Asked Questions
What are the benefits of working with W5 for segmentation solutions?
W5 possesses a wealth of experience developing relevant and actionable segment solutions for our clients. W5
understands that a gap often exists between theoretical marketing research and marketing and sales. As such,
W5 works closely with each client to identify key business objectives, developing consumer segments that not
only make statistical sense but also bring target consumers to life, allowing for a full understanding of what the
target audience is really about – from a behavioral, attitudinal, and psychographic perspective.

How are W5’s segmentation studies different from those developed by other
research companies?
W5 does not subscribe to the idea that a client’s needs can be met with a “standard” segmentation survey instrument. Although we believe it is important to refer to previous research and our industry knowledge when developing survey instruments, we do not rely on standard or previously designed and implemented approaches.

How can the results of a market-oriented segmentation study be applied to my
business strategies?
W5 recognizes that market segments must be relevant and actionable, meaning the client is able to use behaviorally, psychographically, and attitudinally-based segments to address their business strategies. While profiling
resulting consumer segments, W5 focuses on such lines of questioning as desired products/services, specific
category behaviors, the role of brand in consumer decision, purchase likelihood, information-seeking behavior,
and media usage. These lines of questioning allow W5 to make clear recommendations regarding the best
products to market to a particular segment, and the best channel through which to reach this target segment.

Want to know more? Visit our website at www.W5insight.com
Contact us at inquiry@W5insight.com or by phone at 919.932.1117 for more information
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W5insight.com
W5blog.com
919.932.1117
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W5 is a boutique custom marketing research firm. We focus
on answering who, what, when, where, and why people
relate to products, services, and brands. W5 conducts fullservice marketing research and research strategy services
for Fortune 500s and leading advertising agencies.
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