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and “Manage Customer-Centric Innova-
tion – Systematically,” April 2006).


Consider how Whole Foods – which 
offers premium-priced, private-label or-
ganic products – might use this approach. 
As its customers revisit their spending 
on food during the current downturn, the 
company should stop thinking of them 
as a single, generic segment. It might, 
for example, identify several segments: 
health-conscious customers who will 
still pay premium prices for products 
with apparently unique health benefi ts; 
frequent restaurant goers who need to 
trim dining-out expenses and would be 
tempted by less expensive Whole Foods 
gourmet take-out meals; and companies 
that need to rein in spending on boutique 
caterers and might substitute lower-
priced lunches from local Whole Foods 
stores. The opportunities for further stra-
tegic segmentation seem innumerable, 
especially given that customers’ needs 
can vary from store to store.


Finding advantage in a general reces-
sion by reconfi guring customer-segment 
portfolios may be a novel strategy, but 
it has already helped individual com-
panies in industries (rather than entire 
economies) under stress. For example, 
market-leading incumbents have used 
segmentation to trump competition, as 
Best Buy did to respond to Dell’s and 
Wal-Mart’s disruptive incursions into the 
consumer electronics area. Disruptors 
have also used segmentation to make a 
killing while incumbents hunker down, 


STRATEGY


Change with Your 
Customers – and 
Win Big 
by Ian C. MacMillan and Larry Selden


Companies should exploit an economic 
downturn by identifying and meeting 
emerging customer needs that com-
petitors can’t – or don’t even see. For 
consumers, the world is changing: Fuel 
prices are volatile, jobs and compensa-
tion are in jeopardy, loans are harder to 
get, and debts are more diffi cult to pay 
off. For B2B customers, volumes and 
margins are shrinking, credit is tightening, 
and suppliers are getting tougher. Under 
these pressures, customers need new 
types of offerings. It’s an ideal time to go 
on the strategic offensive and innovate.


Profi table innovation requires reseg-
menting your customers and creating 
new offerings that meet their new 
needs. The essence of this strategy 
is differentiation. Reconfi gure your 
customer portfolio by deciding which 
segments to continue investing in, which 
to divest, and, especially, which emerg-
ing segments to target. As you begin 
this process, start to treat your human, 
marketing, service, and R&D resources 
not as costs to eliminate but as potential 
targets of investment aimed at increas-
ing the profi tability of individual customer 
segments (see our HBR articles, “The 
Incumbent’s Advantage,” October 2008, 


as Apple did in the recorded-music and 
cell-phone industries.


The benefi ts of expanding market 
share, particularly in a slow economy, 
are clear. Segmentation can enable 
incumbents and potential disruptors alike 
to seize a greater share of an industry’s 
dwindling market capitalization as well. 
In a downturn, discriminating investors 
will richly reward improved earnings 
quality. Sustaining or growing your bot-
tom line during such times will translate 
into a price-to-earnings multiple that will 
outshine your competitors’ and, conse-
quently, into an increased share of your 
industry’s total pool of capital. While 
the competition mindlessly cuts costs, 
you should reconfi gure your customer 
segments strategically to increase both 
market share and market capitalization.
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CAPITAL STRATEGY


Lessons from the Past 
for Financial Services
by Matthew Sebag-Montefi ore and 
Nuno Monteiro


The staggering turmoil in the fi nancial 
services industry illustrates that even 
large fi rms can be highly vulnerable in 
tough times. But while the collapses and 
bailouts of 2008 are historic in magnitude, 
downturns occur regularly in the industry, 
and an analysis of their effects can be 
instructive as surviving fi rms plan for the 
future.


We conducted a study, with input 
from Niall Ferguson of Harvard Business 
School, of seven downturns affecting 600 
North American and Western European 
companies in banking, asset manage-
ment, consumer fi nance, insurance, 
investment, and specialty fi nance over 
the past 28 years. Our bottom-line conclu-
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