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CASE: ABB ELECTRIC SEGMENTATION CASE, P. 113

The ABB spreadsheet illustrates the use of choice-based segmentation as applied at ABB
Electric. It is designed to accompany the ABB Electric segmentation case.

On the Model menu, select Choice-based Segmentation (abb.xls) to see the Intro-
duction screen.

Introduction | %]

Choice-based Segmentation
ABB Electric segmentation case

This workbook concerns the concept of segmentation based
on customer loyalty as implemented at ABB Electric. In
particular, it shows (1) sample data of the type ABB used, (2)
choice modeling using multinomial logit, and (3) the value to
ABEB of using this segmentation approach.
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On the Main Menu select View Customer Descriptors and click OK. This will bring

you to the main worksheet containing customer descriptor data on eighty-eight customer
firms.

* Tutorial 4, June 2005
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Click the Sort Data button to unprotect the spreadsheet if you want to use Excel’s
sort function on this database. Sorting can be helpful for answering the first question in the
exercise.
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Next go to the Model Menu, choose Main Menu, and then select View Customer
Attitude and Choice Data to view a list of the ratings of the suppliers by the same eighty-
eight customers whose descriptor information you saw earlier.
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Click the Run Model button to develop choice-model estimates from the selected data.
A dialog box will prompt you to specify the data range for the choice model. The column
titled “Choice” contains data values that are either O or 1. A “1” means that the customer
chose the corresponding supplier (A, B, C, or D).
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When you select the data range, please include the “Customer ID,” “Purchase Vol-
ume,” “District,” and “Choice” columns as well as the title bars for the variables selected
for analysis.

Note: Although you must select contiguous areas for processing, you can trim the input
data beforehand. For example, you can delete outliers or discard variables from the set.
We recommend that you set the calculation mode to manual on the Tools menu, choose
Options, then Calculation, and then choose Manual if you wish to make several modi-
fications to the data at once.
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Message boxes may pop up to indicate the status of the processing. When a message
box appears, click OK to continue.

After the program executes the choice model, it will calculate each customer’s prob-
ability of purchasing from each of the suppliers. In addition, it computes MNL (multinominal
logit) coefficient estimates for all the variables included in the model.

You will now see a table showing the coefficient estimates for each independent variable
and the associated statistics. The three dummy variables, D1, D2, and D3, capture the impact
of suppliers’ overall reputations. In addition columns Prob{1} through Prob{4} summarize
the choice probabilities of each supplier for each customer.

X Marketing Engineering - abb
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Click Paste Data to pass the estimated purchase probabilities for all customers on to
the descriptor sheet.
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The column labeled “Type” indicates the loyalty segment to which a customer belongs.
The column labeled “Misclassified” indicates whether, on the immediately previous occasion,
a customer purchased from a supplier who did not have the highest choice probability.

We assign customer firms to one of the four segment types (loyal, competitive, lost, and
switchable) using a simple heuristic:

® Loyal, if the firm is a current customer of ABB (i.e., purchased from ABB on the im-
mediate previous purchase occasion) and its probability of choosing ABB is greater
than 0.80.

m Competitive, if the firm is a current customer of ABB and its choice probability is
less than 0.80.

m Lost, if the firm is: (1) not a current customer, and (2) its probability of buying from
one of the competitors is greater than 0.80, or its probability of buying from ABB
is less than 0.15.

m Switchable, if none of the above applies.

We can also use formal statistical methods to test for the significance of the differences
in probabilities between individual firms in the analysis.



