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ALL 
CUSTOMERS 
DIFFER

Customer 
Heterogeneity

‣ Most basic issue facing managers, as they make strategic 
marketing decisions for their firms is that all customers differ 

• Customer heterogeneity is variation among customers in terms of their 
needs, desires, and subsequent behaviors 

‣ In response, firms are targeting smaller & smaller segments 

• Mass marketing → niche marketing → 1 to 1 marketing 

• Competitive race as firms target smaller segments  

• But, it is hard to effectively compete in all segments 

‣ Drivers 

• Matches inherent customer desires (real, perceived) 

• Faster response to customer trends and changes 

• Technology enabled (more economical to target/customize) 

• Only limited by tradeoff in efficiency (cost) versus benefit of better match to 
need (solution)

4Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London, p. 35.
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ALL 
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DIFFER

Sources of Customer 
Heterogeneity

5Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London, p. 36.
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What price can they afford to pay (income), how long does the 
product need to last (quality, warranty), when will they use the 
product (battery powered, size), and are there any special usage 
features that they need (waterproof)?

An individual’s personal decision weightings across functional 
attributes based on his or her personal circumstances

BMW paid $25 million to have James Bond drive a BMW in the 
movie Skyfall, based on the belief that Bond’s image would be 
aspirational to many potential target customers (e.g., men aged 
from 30 to 50 years).

Firms’ attempts to build linkages between their brands and 
prototypical identities or meanings

Motorcycle riders often wear leather (functional and image driven,) 
and Goths like the color black because of their desire to identify 
with the image of a specific user or social group.

Customers actively seek products that they feel will support or 
promote their desired self-image

A child raised closer to the equator, in warmer climates, will 
typically have a higher preference for spicy foods, as a carryover of 
past periods when spices were used to preserve and help mask 
the taste of food more likely to spoil in warmer climates.

An individual’s life experiences capture events and experiences 
unique to his or her life that have lasting impact on the value 
and preference he or she places on products and services, 
which in turn affects preferences independent of individual 
differences.

Favorite colors, Big 5 personality traits (openness, 
conscientiousness, extraversion, agreeableness, neuroticism).
A person’s stable and consistent way of responding to the 
environment in a specific domain.ALL 

CUSTOMERS 
DIFFER

Sources of Customer 
Heterogeneity

6Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London, p. 36.
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CUSTOMER 
HETEROGENEITY

A Fundamental 
Assumption of 
Marketing Strategy

• Customer heterogeneity is a fundamental 
“problem” that all firms must address when 
developing an effective marketing strategy  

• Customer heterogeneity may be latent or hidden 

• Customers vary on some underlying preferences, but no firms are 
supplying offerings that fit their desires, so those preferences are not 
evident 

• Customers might not even know of their diverse preferences, 
because they have no options to evaluate  

• Assuming all customers are the same is a recipe 
for failure, at least in the long term, as competitors 
will better satisfy subsegments with more aligned 
offerings, leading to a downward spiral in which the 
firm has fewer, less profitable customers that are 
more costly to serve.

7Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London, p. 38-39.



MARKETING PRINCIPLE #1

AND AN EFFECTIVE MARKETING STRATEGY

MUST MANAGE EVER-PRESENT

CUSTOMER HETEROGENEITY. 
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Legal 
constraints 

Economic 
constraints 

Technological 
constraints 

Innovative 
constraints 

Definition and Reasons

Latent customer heterogeneity  

is defined as potential differences in desires that are unobserved 
and have not become manifest in customer purchase preferences 
or behaviors yet.

9

LATENT 
HETEROGENEITY

Latent customer heterogeneity can stem from several constraints:

Source: Palmatier, R.W. & Sridhar, S. (2017): Marketing Strategy - Based on First Principles and Data Analytics, Palgrave, London, p. 39.


