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Data-driven segmentation—the use of analytics to understand customer groups 
and tailor offerings to the needs of each—has the potential to transform govern-
ment services.

Governments Are Under Pressure 
Governments around the world face major challenges, including large budget deficits 
and increased demand from citizens for more effective services. 

Matching Services to Individual Needs 
By using data to understand the different circumstances, needs, and behaviors of 
the people they serve, governments can save money and deliver better, more 
personalized services. 

The Keys to Effective Segmentation
Six steps are crucial to a successful segmentation program, including being really 
clear about how the segmentation will be used and continually refining the analyti-
cal model to produce rapid improvements in service.

AT A GLANCE
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Leading companies have taken the maxim “Know your customer” to new 
levels. From retail giants like Amazon and Tesco to credit card companies like 

MBNA, segmentation—understanding customer groups and tailoring the offering to 
the needs of each—has been a core element of strategy for decades. Segmentation 
not only increases sales by providing customers with personalized products and 
services designed to meet their preferences; it also reduces costs by matching 
overhead to what is actually required to serve each customer group. Now this 
approach is set to transform how governments deliver services. 

The momentum behind this shift is powerful—and the potential rewards signifi-
cant. Several forces are driving the need for segmentation, including tight govern-
ment budgets that make efficiency critical, rising expectations from consumers that 
services should be customized to fit their lives, and growing awareness that govern-
ment agencies around the world are approaching similar problems in radically 
different ways. Moreover, the opportunities for sophisticated segmentation are 
expanding rapidly thanks to the advent of big data, advanced analytics, and greater 
computing power. The impact is likely to be profound, in terms of both the cost 
savings and the major improvements in the effectiveness of public services that can 
be delivered.

Segmentation strategies can be applied across most areas of government, including 
criminal justice, health, transportation, and taxation. Wherever citizens have 
different needs, motivations, or behaviors, segmentation has a role to play. For 
instance, some governments have already begun to use segmentation to help 
citizens get back into the workforce by tailoring unemployment services to their 
personal circumstances. And while government objectives can be different from 
those in the private sector, the best-practice operational principles are broadly the 
same. These include understanding where the greatest opportunity lies, having a 
focused set of objectives, and developing a well-paced plan of execution. Any effort 
must also deal head-on with the challenges   —for example, by providing clear 
communications to allay concerns about privacy or fairness. The essence of these 
messages should be that the same support does not work for everyone, but all 
citizens can expect to receive services appropriate to their individual circumstances.

The Need for Segmentation
For governments around the world, segmentation offers a powerful tool for address-
ing some key challenges. In the developed world, many countries are facing large 
budget deficits and the need to reduce spending on public services by targeting 

Several forces are 
driving the need for 
segmentation, includ-
ing rising expecta-
tions from consumers 
that services should 
be customized to fit 
their lives.
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them more effectively. At the same time, aging populations are raising the burden 
on health and welfare services. In developing countries, people are becoming more 
vocal about the services that they need. And since many programs are being offered 
in these countries for the first time, public-sector leaders can start with a clean slate 
and potentially leapfrog more developed countries. Finally, citizens everywhere, 
having become accustomed to the sophisticated products and services that they 
receive from the private sector, are increasingly demanding more effective and 
personalized services from their governments as well—one size fits all is now no 
more appropriate in public services than it is in banking, airlines, or retail.

In developed and developing countries alike, advances in technology have changed 
the equation. Big-data capabilities make data analysis more accessible and cheaper 
than ever. More information can be captured than in the past, with systems increas-
ingly able to integrate disparate, less structured data streams. And segmentation has 
the potential to be an even more powerful strategy for governments than for compa-
nies, because governments have access to better economic and social data and, in 
many cases, the added advantage of face-to-face contact with service users to further 
enrich their understanding of the needs and circumstances of each one. 

Regardless of country, the goal of segmentation is the same: to provide the best 
service to the right people at the lowest possible cost. This involves two key steps. 
(See Exhibit 1.) The first is analyzing the data to identify the key segments within 
the overall group being served. In the criminal justice system, for example, the 
population of prisoners would be examined and broken down into various catego-
ries according to the propensity for becoming a repeat offender. Tax agencies could 
segment according to the likelihood that various groups will avoid paying taxes. 
This is not a new idea; most agencies already prioritize groups of people in order to 
allocate scarce resources. But hard data and modern analytics can radically increase 
the sophistication with which segments are constructed and hence the quality, 
accuracy, and effectiveness of the resulting personalization. 

The second step combines data analysis and service design to determine which 
approaches or programs are best suited to each segment. In the case of the justice 

Identifying segments Designing services

Matching segments 
to services

Ongoing tailoring
and refinement

Data and 
analysis 

Source: BCG analysis.

Exhibit 1 | Two Steps to Delivering Better Public Services Through  
Segmentation
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system, that could involve identifying the kinds of support that are most likely to 
reduce recidivism for each of the various segments. Tax segmentation, meanwhile, 
could be used in conjunction with behavioral science to develop targeted communi-
cations for each category of taxpayer to improve collection rates—much as retailers 
use e-mail and coupons to motivate different customer behaviors. This is beginning 
to be introduced on a small scale, for example, by HM Revenue and Customs in the 
U.K.

Identifying the ideal strategy for distinct groups is not a simple, one-step process. To 
do it successfully, governments must draw on a wide variety of data sources, refin-
ing the models and adapting the services as evidence accumulates about which 
strategies best suit particular groups. 

Segmentation-based approaches are already embedded in many areas of government. 
Public hospitals, for example, use formal triage systems that segment patients based 
on their medical needs and route them quickly to the appropriate hospital department 
for care. Police and fire departments in many cities use increasingly advanced segmen-
tation to identify potential hot spots for crime or fires, deploy resources accordingly, 
and publicize the results to raise awareness.

In areas where segmentation is well-established, it can come to seem so natural that 
it is easily overlooked, even though it delivers value day in, day out. Often it is 
precisely in areas such as these that further innovation, based on modern data 
sources and analytics, can deliver the greatest benefits. Meanwhile, other government 
bodies are still in the early stages of integrating segmentation into their operations, 
with plenty of room to expand and enhance the effectiveness of their efforts. 

Bringing Segmentation to Government 
In the private sector, there are countless examples of major, multimillion-dollar 
improvements being delivered by small analyst teams with access to the right data 
and tools. In high-spending government departments, the impact of an effective 
segmentation strategy could be even greater thanks to the simple arithmetic of 
scale.

Segmentation programs should not require a steep upfront investment in analytics. 
Much of the data and analytical skills needed to get started already exist within 
government departments and ministries. What is required is a well-executed plan 
not only to identify distinct groups and the services best suited to them, but also to 
detail how those services will be delivered by government employees on the 
frontline. Based on our work with multiple government agencies, we have identi-
fied six steps to developing and implementing an effective segmentation program. 

Be really clear about how the segmentation will be applied. At the outset, 
governments should be clear about the scope and goals of the project. Ambiguity is 
the analyst’s worst enemy—and the surest way to create frustration. Public-sector 
leaders must know exactly what areas are suitable for segmentation, what they are 
trying to achieve, and what the options are for redesigning the service once the 
segments have been established. It does not make sense to sink effort into a sophis-
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ticated segmentation analysis if the government has no way to address the specific 
needs or issues facing the different groups.

Engage the wider organization in the implementation plan. In our experience, 
segmentation efforts usually fail not because of flawed analytics but because of 
poor implementation. Segmentation is much more than an analytics project; it 
requires the full participation of policy teams (and sometimes the wider public) to 
shape and sign off on the concept and on the resulting changes to operational 
processes. Also—crucially—it requires the support of frontline employees to make 
it a reality.

The key to success is having an effective multidisciplinary project team in place 
from day one. It should include stakeholders from the three main areas of policy, 
analytics, and operations. Each is vital in coming up with initial theories about 
what types of segmentation are most appropriate, the services that might be best 
suited to each segment, and the data sources required to build the model. Between 
them, they can anticipate potential roadblocks, including problems with the sourc-
ing and analysis of data, implementation challenges on the frontline, and concerns 
about privacy and fairness. (See the sidebar, “Safeguarding Trust.”). A comprehen-
sive implementation plan should be put in place, reflecting a detailed understand-
ing of which frontline processes may need to change and how workers should be 
trained to use the new approach. 

Build the segmentation model. While the implementation plan is being finalized, 
analysts will start to build the initial segmentation model, an effort that typically 
takes only a few weeks. The aim is to take the relevant population of service users 
and identify groups that share similar characteristics that make them likely to 
behave in similar ways.

Generally, more information leads to better segmentation. At this early stage, it is 
best to draw as much information as possible into the analysis software, which can 
automatically pick out the factors, or combinations of factors, that best characterize 
each segment. To ensure anonymity, all data that identify specific individuals 
should be stripped out. The remaining data pool should include demographic 
information about generic individuals, as well as data on the services they have 
used and the outcomes achieved. 

A tax department, for example, might collect demographic information like age, 
city, and profession and combine it with data on income, taxation history, and the 
results of past investigations in order to identify groups whose tax filings might 
merit closer inspection. The result is a set of segments, each defined by a few 
simple characteristics that the model has picked out as being highly predictive of 
certain outcomes and behaviors.

Refine—or design—a service for each segment. Often government services have 
been designed as if one size fits all. Identifying and closely studying different 
segments allows governments to customize the services offered according to the 
needs and preferences of each. In some cases, this process will reveal segments that 
require entirely new services.

Identifying different 
segments allows 
governments to 

customize the servic-
es offered according 

to the needs and 
preferences of each.
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Citizens know that governments have 
access to vast amounts of data. What 
they want in return are three things: 
trust in the security of their informa-
tion, transparency about how it will 
be used, and confidence that it will be 
used reasonably, in a limited set of 
situations in which the benefit to the 
individual or to society as a whole 
significantly outweighs the costs.

The biggest issues arise when informa-
tion that was gathered for one purpose 
is used for another. BCG research 
consistently shows that people trust 
organizations with their personal 
information only if the purposes to 
which it is put are well understood and 
do not extend to unapproved uses. (See 
The Trust Advantage: How to Win with Big 
Data, BCG Focus, November 2013.) In 
an increasing number of countries, this 
principle is enshrined in law. Thus, 
while governments may be able to use 
tax-filing information to improve tax 
collection, in most cases they may not 
use it to make decisions about citizens’ 
housing or health care. In other 
situations, such as when government 
agencies use data not traditionally 
considered to be within the public 
sector’s purview—credit ratings and 
Twitter feeds, for example—different 
considerations and sensitivities arise. 
Often there are no easy answers.

This reality need not prevent the 
sophisticated use of data in the public 
sector for purposes of segmentation. 
But governments must be careful. 
Although the process of gaining 
permission to use personal data may 
often be more onerous than it is in the 
private sector, it is still possible to 
access and use this information without 

undermining public support. In some 
cases, it will be necessary to tell people 
explicitly how the information is being 
used or to give them the chance to 
deny its use, through either an opt-out 
or an opt-in system. And such decisions 
will vary by country. In Finland, for 
example, where every individual’s tax 
return is published, citizens may be 
comfortable with the use of tax data in 
ways that U.S. citizens, for example, are 
not. Regardless of the reasons for 
collecting data, the ability to obtain 
permission for new uses largely 
depends on citizens’ overall level of 
trust in the government’s stewardship 
of personal data.

There are some best practices that all 
government agencies should follow. 
First, it is critical to make clear that 
people’s personal information is being 
used to deliver an enhanced service. 
That means explaining the benefits to 
the agency providing the service, its 
customers, and taxpayers. Second, 
exactly how data will and will not be 
used should be laid out in simple 
rather than technical legal language. 
Third, there must be controls in 
place—robust audits, for example—
that assure the public that personal 
information is being used only in the 
ways that have been agreed upon. 

Managing this process is not simple. 
But failing to address these issues can 
result in paralysis, preventing agencies 
from taking any action at all—or it can 
trigger an unwanted backlash from the 
public down the road. For govern-
ments, more than for other organiza-
tions, trust is critical, and the limited 
but effective use of personal data can 
play a key role.

SAFEGUARdING TRUST 
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It is critical to create a detailed picture of each segment—by, for example, draw-
ing up customer “pen portraits,” as in retailing, based on surveys of past and 
present job seekers. Interviews with frontline agency experts, surveys, focus 
groups, and trials with individuals in each segment should all be used. With those 
finely drawn portraits in mind, governments can then tailor delivery of the ser- 
vice to each group.

Improve the segmentation program over time. The first-cut segmentation is just 
a starting point. The analytical model will become increasingly accurate over time 
as more data are assembled on the various groups, including the services they were 
offered and the results that were achieved. This information provides a great deal 
of additional insight that should be used to both fine-tune the model and improve 
the offerings provided to each segment. As the data are collected and studied, new 
patterns will continue to emerge that reveal how people behave and how best to 
further improve the services provided.

Adapt the organization to a data-driven world. Public-sector organizations must 
adapt to a data-driven mindset. To capture the full benefits, leaders must adopt a 
test-and-learn approach, creating a feedback loop that starts small, quickly builds 
up a body of data for analysis, and refines and improves the service in near-real 
time. Data and analytics must be placed front and center in departmental strategy 
and be given a key role in driving policy and operational decisions.

Segmentation in Practice: Welfare to Work 
Few issues facing governments are as challenging—or as important—as reducing 
unemployment. Unemployment is a stubborn issue in many countries, but the 
challenges differ depending on the specific country’s economy, employment oppor-
tunities, and skills base. Many rich countries are confronted by the twin perils of 
large budget deficits and high unemployment in the wake of the global financial 
crisis. (See Exhibit 2.) Developing countries, meanwhile, are just starting to shoulder 
the responsibility of supporting the unemployed and are searching for where to 
begin. 

Regardless of the differences, all nations face a similar imperative: to find gainful, 
sustainable employment for as many people as possible in order to drive economic 
growth, reduce benefit expenditures, increase tax revenues, and maintain social 
cohesion. Efforts to transform unemployment programs have proven challenging. 
The U.K. government has implemented no fewer than seven major employment 
programs over the past 17 years. 

For many countries, one response has been welfare-to-work programs, in which 
advisors meet with job seekers to help them find the right employment opportuni-
ties. With over $600 billion spent annually on unemployment benefits and pro-
grams within the OECD, improving the system for compensating the unemployed 
and moving them back to work can save billions of dollars, as well as boosting 
economic growth. And much as the private sector has widely adopted segmentation 
strategies, governments are likewise finding that welfare-to-work programs are well 
suited to the approach. 

Much as the private 
sector has adopted 

segmentation strate-
gies, governments are 

finding that welfare-
to-work programs are 

well suited to the 
approach.
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Segmentation in the Private Sector. To gain insight into the value of applying 
segmentation to welfare-to-work programs, it can help to examine a private-sector 
example with some surprising parallels. Although welfare agencies and the collec-
tions departments of credit card companies may seem worlds apart, both involve 
interactions with customers, with the former providing support and interventions to 
help with job searches and the latter using different forms of communication to 
encourage the payment of bills. In both cases, customers have specific characteris-
tics that affect how they respond to whatever interventions are used. And in both 
cases, external providers are often enlisted to assist with critical elements of the 
process. (See Exhibit 3.) 

A central issue for credit-card-collections departments is how to proceed when card-
holders miss a monthly payment. In such cases, several decisions must be made:

 • What type of intervention is most likely to recover the outstanding payment? Is a letter, 
an e-mail, or a phone call the best way to make contact? The credit card company 
does not want to alienate the cardholder (or incur extra costs) by being too pushy, 
since he or she may simply have forgotten to make the payment. 

 • When is the best time to intervene? In the case of customers who are having 
trouble paying their bills, prompt action is critical. But the company does not 
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want to intervene too soon. If the customer is likely to eventually pay in full, 
waiting before making contact could lead to the avoidance of costly recovery 
activity and to higher profits. 

 • If overdue debt is sold to an external collections agency, what is a fair price? Ac-
counts must be priced at a negotiated level that is acceptable to both the credit 
card company and the buyer of the debt. This involves assessing the likelihood 
that the debt will be recovered. The price must be reasonable, such that the 
external agency is prepared to take on the cost and risks of collecting, while still 
creating as much value as possible for the credit card company.

To answer these and other questions, credit card companies use extremely sophisti-
cated segmentation models—in some cases built up over decades—that provide a 

Source: BCG analysis.

Exhibit 3 | Credit Card Collections and Welfare-to-Work Agencies Face Similar Segmentation 
Challenges

Credit-card-collections department Welfare-to-work agency

 • Customer fails to pay a bill Customer trigger Customer trigger  • New job seeker contacts job 
office/website/contact center

 • Data extracted automatically 
from system

Initial customer data 
collection

Initial customer data 
collection

 • Initial interview to collect key 
data

 • Statistical analysis of past 
cohorts identifies customer 
segments

 • Customers assigned to 
segments based on probable 
future behavior, such as 
likelihood of paying without 
intervention

Data-driven  
segmentation

Agent-driven 
assessment of need

 • Initial interview or form used 
to collect key data

 • Some structure to interviews, 
but limited in scope and not 
always consistently applied

 • Intervention and timing 
optimized for each segment 
through data analysis of past 
cohorts

 • In each segment, customers 
receive, at different intervals, 
different combinations of 
communications, such as 
letters, e-mails, or more 
intensive support

Make intervention 
decision

Make intervention 
decision

 • Agent determines 
interventions based on 
experience and guidelines

 • Effectiveness measured 
primarily through experience 
and word of mouth

 • Effectiveness of each 
intervention recorded and 
analyzed by segment

 • Data fed back into model to 
rapidly improve predictive 
accuracy

Track and measure 
outcomes

Track and measure 
outcomes

 • Interventions and outcomes 
logged and analyzed, but on 
an ad hoc basis

 • Effectiveness tracked less 
formally through discussions 
with agent

 • For some segments, debt may 
be sold to third-party 
collections agencies

 • Debt priced according to 
modeled likelihood of recovery 
for each customer segment

Pricing of outsourced 
contracts

Pricing of outsourced 
contracts

 • Some provision outsourced to 
private providers on success-
based contracts

 • Pricing of success fees 
hindered by poor data on 
success rates/costs by 
segment
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comprehensive “catalogue” of customer types. These companies are expert at 
predicting how different groups will behave. The challenge is setting cutoff points 
that minimize the number of “bad” customers who will default while continuing to 
provide services to the maximum number of customers. Getting this tradeoff 
correct is the key to profitability. For example, the best card companies establish 
acceptance criteria that simultaneously allow them to reject more than 80 percent 
of applicants who will likely default and provide cards to more than 80 percent of 
applicants who will not default.

Tailoring Programs to Boost Employment. The power of applying the segmenta-
tion approach to welfare-to-work programs is already becoming clear in some 
countries. In the U.S., unemployment insurance claimants are segmented within 
the Worker Profiling and Reemployment Services system according to how likely 
they are to exhaust their benefits. High-risk claimants are referred to employment 
support programs. In Australia, all unemployed workers are segmented according to 
the Job Seeker Classification Instrument, which factors in information such as age, 
occupation, and employment history. Companies that provide employment assis-
tance services are paid partly on the basis of the level of difficulty associated with 
finding employment for different groups. 

For governments that want to use segmentation to improve welfare-to-work programs, 
there are many types of potentially relevant information. Relevant data might include 
demographic information on past customers (such as age and education), as well as 
work history, including wages earned in previous jobs and information about interac-
tions with agency employees during previous periods in which unemployment benefits 
were collected. Information about where an individual lives could be factored in to 
shed light on the local job market, commuting options, and access to child care.  
Governments could also tap external data sources to build fuller profiles of job  
seekers.

This information is then analyzed using specialized statistical software and is 
overlaid with input from frontline agency workers to provide the basis for a break-
down of the current pool of unemployed individuals into distinct segments. Among 
the possible categories that might emerge: “self starters,” who are highly motivated 
and require little support; “quick winners,” who can find employment rapidly with 
appropriate support; the “skills short,” who are likely to have difficulty finding a job 
because of a lack of critical skills; and the “less motivated,” who display a lack of 
willingness to find or keep work. 

The key is to match each of these groups with services that are likely to maximize 
their chance of finding work while keeping costs in check. Among the service levers 
that can be tailored for each segment: the types of support offered (such as a 
resumé-writing workshop, interview training, or IT skills training); the frequency of 
contact with an advisor (daily, weekly, or monthly); and the means of communica-
tion (such as face to face, telephone, or webcam) and associated financial arrange-
ments. (See Exhibit 4.) And just as credit card companies use segmentation to price 
outsourced collections contracts, governments can use segmentation to determine 
payments and success fees for third-party welfare-to-work providers, based on the 
effort required to support the different groups.

The best credit-card 
companies establish 
acceptance criteria 
that allow them to 
reject more than 80 
percent of applicants 
who are likely to 
default.
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Building such advanced models takes time, but in the credit card business the 
rewards are well worth the effort. By adopting a similar mindset, committed gov-
ernments may be able to start reaping similar benefits. No doubt models that 
correctly predict customer behavior more than 80 percent of the time would be a 
great asset for most agencies.

The Segmentation Journey 
There is little doubt that segmentation is an extremely promising—and largely 
unexploited—way to improve the value that government delivers for the dollars it 
spends. There is a wide range of ways in which it can be used to reduce costs, 
improve service quality, and enhance social justice. Once governments start looking, 
they will find opportunities for segmentation across almost every area of public 
services. Multiple initiatives can be run in parallel, but at the start it is best to 
prioritize, moving ahead quickly on the easiest wins.

Segmentation is not a “once and done” exercise. Don’t wait. Start with whatever 
data are accessible, refine the approach continually, and make improvements over 
time. Learn from mistakes. Companies have built their segmentation models over 
the course of years and, in some cases, even decades. Likewise, government 
agencies will want to continually develop their models and capabilities. Analytics 
ought to be embedded in the policy decision-making process and should be 
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interact with
job seekers?

Interaction
type

Location

What 
support and
interventions
are available?

Who provides
services?
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provider

Different aspects of service design... 
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Agency premises Mobile location In home

Advisor
allocation

Consistency

Random Industry
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Barrier to work
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Duration
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10 minutes 20 minutes Varying40 minutes

Funding
model Payment for service Payment by results Hybrid model

Face to face Telephone E-mail Multiple

Skills-based
training Resumé writing IT skills Sector-based skills Language skills
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Attending advisor
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work placement
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Job
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search  tool

Work
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What conditions
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payments?

Minimum level of
job search activity

Attendance report

...should be tailored to the needs and behaviors of each segment

Source: BCG analysis.

Exhibit 4 | Different Types of Support Are Suited to Different Types of Job Seekers
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developed in partnership with policymakers and the frontline workers who 
deliver the services. A well-balanced team is needed to deliver practical and 
effective analytical tools.

It is important to note that moving down this path does not need to blow the IT 
budget. It is normally possible to pilot a segmentation effort with a few analysts, 
standard tools, and existing data, and to have it up and running in a few months. 
And while there are always reasons to delay—the search for the perfect model, lack 
of analytics skills, poor data, institutional inertia, and a sense that segmentation 
violates the ideal of equal treatment for all—the cost of inaction is far, far greater. 
After all, private companies—most of which have more limited data than govern-
ments—have delivered winning segmentation strategies that have become central 
drivers of their success. In multibillion-dollar public agencies, even modest im-
provements in efficiency will very quickly add up.
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