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Birds of a feather flock together.

Old Saying

Imagine a model in which each type of the key actors is explicitly
represented. Changes can then be evaluated by examining the reaction
of each of these individual actors. In other words, people, organizations,
and so on are divided into categories, and separate predictions are made
for each category. Because different types of people respond in different
ways to a given change, such a model has great intuitive appeal. Ele-
ments of this strategy were used in judgmental forecasting. This chap-
ter discusses such a strategy used with explicit and causal methods;
it is called the segmentation approach or multiple classification or
multilevel cross tabulation or configurational analysis, depending upon
your preference.

Segmentation approaches have been used in many fields. These ap-
proaches are often complex and generally expensive. The promise seems
high, however. Each actor is treated separately, thus allowing for more
realism. Segmentation also offers the advantages of decomposition de-
scribed in Chapter 4.

The approach is an old one. Orcutt (1961) was so taken with this
approach that he argued for a substantial effort by the government to
develop a segmentation model of the U.S. economy. People would be
born, go to school, marry, and live a full life in this simulation. John
F. Kennedy used such a model to forecast the effects of different strat-
egies in the 1960 presidential campaign (Pool, Abelson, and Popkin,
1965). Abelson and Bernstein (1963) described how segmentation could
be employed on the fluoridation issue. Burdick (1964) implied that the
approach is so powerful that it could be used by politicians for sinister
purposes. Lee (1961) advocated the segmentation approach as a su-
perior method for making psychological predictions, and Morgan and
Sonquist (1963) advocated its use in survey research.

In spite of all this promise and much activity with regard to seg-
mentation methods, their value in forecasting has been disappointing

see CURRIM, 19811. As a result, this is the least important chap-
ter in Part II. It is also the most speculative and the least empirical.
Perhaps its major benefit is to indicate what has not worked rather
than what has worked.

The plan of this chapter is as follows. First, the conditions favoring
the use of segmentation are described. The use of a priori analysis is
stressed here, as it was with econometric methods, for there are close

(e.g.,











o

270 Segmentation Methods

dependent segments if the relationships among segments could be mea-
sured with some accuracy.

Segmentation offers advantages over judgmental methods when there
are many segments and many data. Dependent segmentation can be
used to go beyond role playing, and trees can serve to analyze surveys.
Segmentation is advantageous to econometric methods when the data
suffer from interaction, nonlinearities, and causal priorities.

The arguments for a priori analysis in segmentation are similar to
those proposed for econometric methods. Of particular importance are
the selection of causal variables, statements on causal priorities, and
specifications of cutpoints.

Data needs for segmentation also parallel those for econometric
methods except that the segmentation method requires disaggregate
data. Survey data are particularly well suited for segmentation studies.

The analysis of the data differs according to whether trees or de-
pendent segmentation is used. For trees, one should use an a priori
analysis that is directly related to the variable of interest. As sum-
marized in Exhibit 9-5, exploratory and indirect approaches are ex-
pected to be less accurate and more costly. On the other hand, a priori
and indirect segmentation may be preferable when generality is a
major concern or when data are not available for the dependent vari-
able.

For dependent segmentation, the simulation approaches can capture
reality; however, they are complex, subject to error, and difficult to
understand. Furthermore, little evidence exists to recommend their
use in forecasting. The evidence on input-output analysis is more prom-
ising; it offers modest improvements for economy-wide predictions of
large changes.

Segmentation methods are typically better suited to assessing change
than to estimating current status because the data are frequently old.
An important exception is the prediction of the outcome of political
voting. The Port of New York Authority's study of the air travel market
was used to illustrate the application of independent segmentation to
estimating current status and forecasting change.

The use of combined forecasts was recommended, but no empirical
evidence could be found in this area. The use of segmentation for as-
sessing uncertainty was also illustrated, but again there was no em-
pirical evidence on its value.

Overall, the segmentation approach has been a hotbed of activity,
but little research has been done to determine which aspects contribute
to better forecasting.




