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C R AC K I N G  T H E  B 2 B 
C L I E N T- S E G M E N TAT I O N 
C O D E

How CSPs can capture ICT value  
with a new segmentation strategy

Many communications service providers (CSPs) 
struggle to extract value from information and 
communications technology (ICT). We believe this 
is strongly due in part to an obsolete business-
to-business (B2B) customer-segmentation 
approach. In this Viewpoint, we propose a refreshed 
segmentation tactic that better positions telecom 
operators to capture the promising growth that 
ICT products and services can deliver.
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CRACKING THE B2B CLIENT-SEGMENTATION CODE

T H E  C U R R E N T 
S EG M E N TAT I O N  
U S E D  BY  M O S T  C S P s  
I S  AT  T H E  H E A R T  
O F  T H E I R  M I S TA K E S

To capture ICT growth, many CSPs emulated 
system integrators with limited success.

When building system integration–like 
professional services1 capabilities (which we 
differentiate from managed services2), the 
competitive disadvantage couldn’t be starker:

1. CSPs are usually unable to compete with 
the reach, scale, cost base, partnerships, 
and capabilities amassed by system 
integrators.

2. Consequently, CSPs find themselves 
competing with (or being a channel to) all 
kinds of players, including industrial system 
integrators like Siemens, IT system integrators 
like Accenture, technology providers like 
Samsung, software vendors like Oracle 
and SAP, hyperscalers like AWS, equipment 
manufacturers like Landis+Gyr, and product 
companies like Bosch.

3. CSPs cannot compete on the R&D front.

4. CSPs usually cannot compete size-wise.

5. CSPs usually have little value-add, so when 
they take on a general contractor role, they 
are forced to take high risks, with most 
customers allowing only little risk coverage.

6. Finally, this approach doesn’t work for small 
and medium-sized enterprises (SMEs), which is 
why the above-mentioned players don’t target 
SMEs (except with automated product delivery 
or managed services).

1 Professional services are services created for a single customer. Usually, 
they start with customer-specific requirements engineering. It is a 
one-to-one business model, where customers need to pay the entire 
R&D. Supplier efficiency stems from superior access to lower-wage 
workforce, horizontal capabilities, strong partner networks, etc. 

2 Managed services are services created for many customers. Typically, 
this begins with some insight into the configuration requirements of 
multiple customers, and then standardized, customizable services are 
provided. Over time, there is some degree of automation in buying and 
managing the service. Efficiency stems from platform economics.

IS THE ICT PROMISE 
ACHIEVABLE?

Most CSPs fail at capturing value from  
ICT market growth. But is this by nature?  
We think not.

The ICT services market is growing at a CAGR of 
8%-15% in most markets and is bigger than the 
connectivity market in most countries. However, 
many CSPs have not achieved their aspirations 
to capture any needle-moving value from this 
segment. This is because they are struggling with 
a fundamental set of questions: Is the investment 
justified in the longer term? Is ICT a “promised 
land” that’s hard to find? What’s needed to 
conquer it? Would the fact that CSPs already 
have a salesforce paid for by connectivity provide 
a sustainable cost advantage? Or does this 
promised land not exist, and CSPs should instead 
focus on efficiency and managing the deflation 
that software brings to connectivity?

In this Viewpoint, we make the case that the 
current segmentation used by most CSPs is at 
the heart of their mistakes. We believe that the 
way most CSPs segment and approach the market 
— and consequently tune their value propositions, 
organize their go-to-market, and eventually invest 
— directly results in “not winning” in ICT. To date, 
the wrong segmentation has hindered CSPs’ ability 
to profitably identify, propose, and close ICT deals.

So, yes, focusing on efficiency in connectivity is 
a safe bet. It is indeed the strategy to follow if 
the CSP’s position does not warrant a larger play. 
If pursued, however, efficiency and automation 
must be ruthlessly applied. Eventually, though, 
CSPs will need to accept that an increasing part 
of their connectivity business will fall prey to 
software players, disintermediation, and lower-
margin wholesale revenues. 

But it is absolutely possible for CSPs to capture 
value in ICT.

V I E W P O I N T A R T H U R  D .  L I T T L E
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WHY SEGMENT?

Many telecom marketing professionals believe 
size-based segmentation is the best and only 
approach. We think they are wrong. 

The ideal segmentation for B2B ICT services for 
CSPs would have a limited number of segments 
with a high level of similarities in required 
solutions within the same segment and, to a 
certain extent, across segments. The segments 
should optimize for channel costs while being 
suitable for value-up business cases rather than 
cost-down ones. 

Any ICT-relevant market segmentation must 
meet the following objectives:

 - Identify upcoming CAPEX to OPEX shifts. 
It’s crucial to understand, anticipate, and 
drive clients to shift ICT spending to OPEX.

 - Pinpoint decision makers within customer 
organizations who are incentivized not 
by cost-down, volume-discount business 
cases but by value-up ones. These people 
typically prefer an increase in productivity, 
stock turnover, and health/safety along 
with a reduction in waste, inventory, power 
consumption, and so forth, over a reduction 
in connectivity, compute, or storage costs. 
These services are typically sold to business 
units within customer organizations rather 
than IT departments, or procurement. 

 - Create value propositions that find a 
broader audience of decision makers.  
To win, CSPs need to justify how their offerings 
can help the business owner improve profit 
and loss performance and why the CSP is 
better positioned to address that pain point 
versus other providers.

Whatever segmentation that CSPs use impacts 
how channels, value propositions, products, 
campaigns, organizational structures, targets, 
key performance indicators (KPIs), and so 
on, are organized. Thus, changing customer 
segmentation is fundamental to the why,  
what, and how CSPs can play bigger in ICT.

M O S T  C S P s  H AV E 
E X P E R I E N C E D 
S I G N I F I C A N T 
D I F F I C U LT I E S  
I N  M A I N TA I N I N G 
P R O F I TA B I L I T Y

A few CSPs have been successful as system 
integrators. Swisscom hosts many core banking 
platforms, hundreds of SAP installations, 
and more. Similarly, Magyar Telekom has been 
successful, as has STC with its subsidiary STC 
Solutions, Singtel, SoftBank, and others. Success 
hinges on the convergence of certain market 
conditions, including: 

 - An ability to acquire multiple national ICT 
players, consolidating market capabilities 
and overcoming the low-value-add problem

 - Operating in somewhat closed markets 
due to cultural, language, or other centrally 
influenced barriers

 - Holding a strong position in (a somewhat 
closed) home market vis-à-vis the largest 
companies and governmental institutions 
in the country

However, most CSPs have experienced significant 
difficulties in maintaining profitability, as reselling 
margins are slim and upsides for incremental 
professional services are limited, while effort 
and risks are substantial. For some initiatives, the 
jury is still out. Orange Business, for example, has 
begun developing professional services that span 
the Internet of Things (IoT), industrial automation, 
cybersecurity, and more, focusing on clients 
globally, including off-footprint clients. However, 
Orange has yet to manage profitability. In another 
example, Telia’s Division X has grown beyond 
Sweden’s footprint into the broader Telia footprint, 
growing quickly and profitably. However, while there 
are few examples of ICT successes by CSPs acting 
as system integrators, we believe that cracking 
the code of B2B segmentation is the real key 
to ICT managed services’ success. 

V I E W P O I N T A R T H U R  D .  L I T T L E
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Can vertical segmentation work? No!

The verticals that CSPs usually go after include 
manufacturing, healthcare (e.g., Telia, DT, BT), 
mining (e.g., Telstra, ATT), and automotive  
(e.g., DT, Vodafone AT&T). This helps CSPs better 
understand the industry but a closer look shows 
this approach falls short:

 - Commonality within verticals emerges 
only at the very niche level. Verticals do 
not share commonalities in use cases. Take 
healthcare: there is no commonality between 
pharmacies, pharma companies, hospitals, 
doctors, or health insurers. Even one layer 
below, commonalities are rare (e.g., public 
versus private hospitals). Categories are too 
numerous and specificities are too high to 
allow for successful vertical segmentation. 

 - Given that segments’ needs are very specific, 
spending is hyper-specialized. Consequently, 
players with a global footprint can adequately 
service each niche. 

 - To make it work, CSPs often subcontract 
delivery bits. Doing so, they take on much 
larger risks than their margin share should 
carry. We see this behavior in so-called 
lighthouse projects (sizeable projects that 
are not profitable). It seems that sometimes 
customers buy because they anticipate that 
CSPs will lose money (see sidebar “Lighthouse 
project failure.”)

HOW NOT TO SEGMENT

Traditional B2B segmentation is unfit.

Often, segmentation is based on size, industry, 
or product (see Figure 1). Each segmentation 
paradigm shapes organizational mindset. Size-
based segmentations are fit for uniform products 
— not for ICT services, which focus on channel 
cost optimization.

Size-based segments may be delineated by number 
of employees, revenues, total spend, and so forth, 
none of which are perfect, as each has different 
advantages and drawbacks, but they all give a 
proxy for size. Any size-based segmentation is 
suitable for selling common products that fit across 
segments (e.g., undifferentiated SIM cards, phones, 
fiber). Such segmentation serves best in managing 
channel costs. It allows for differentiating care, 
managing client complexity, handling price-related 
governance, and so on. However, customers’ digital 
journeys can’t be clubbed into T-shirt sizes. There is 
too little similarity between them. 

There are three reasons size-based segmentation 
doesn’t work for ICT businesses: 

1. It provides no insight into which services 
or solutions to put into a portfolio and 
which to stay away from.

2. It does not help in understanding or addressing 
decision makers with a CAPEX-to-OPEX appetite.

3. It isn’t suitable for steering ICT sales efforts.

SoHo = small office/home office 
Source: Arthur D. Little

Figure 1. Legacy client segmentation

SoHo = small office/home office
Source: Arthur D. Little

Figure 1. Legacy client segmentation
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 - Manufacturing plants. These require robust, 
reliable networks for industrial IoT, machine-
to-machine communication, automation, 
and security. Low-latency, high-reliability 
networks are key.

 - Retail spaces. These require point-of-sale 
systems, inventory management, customer 
Wi-Fi, and security systems. ICT solutions 
include customer experience, data analytics, 
and security.

 - Stadiums and event spaces. These require 
large-scale, high-density connectivity; 
secure networks for ticketing; broadcasting 
capabilities; and real-time data processing 
for crowd management.

 - Public buildings. These require secure, often 
high-availability networks for public services, 
surveillance, and digital signage. ICT solutions 
may also support smart building technologies.

 - Warehouses. These depend on reliable 
connectivity for inventory management, 
automation, IoT, and logistics tracking.  
Low-latency, durable networks are essential.

HOW TO SEGMENT

We believe “place type” is appropriate  
for most CSPs.

CSPs need to deploy a segmentation that allows 
them to identify, address, and convert opportunities 
that can fund the go-to-market effort. We want as 
few segments as possible with as high of similarity 
as possible that lead to proposition areas suitable 
for value-up and optimizing channel costs. There 
are myriad ways of segmenting, but some don’t 
lend themselves to identifying addressable 
commonalities. Figure 2 illustrates a rundown 
of segmentation options.

We believe CSPs can successfully target their new 
digital products based on place type (see sidebar 
“Telstra puts the theory to the test”). Here are some 
examples of places where ICT and connectivity 
services can be easily interwoven:

 - Office buildings. These typically require high-
speed Internet, secure networks, collaboration 
tools, and unified communications. ICT 
solutions focus on productivity, security, 
and connectivity.

 - Parking garages. These often need IoT 
solutions, gate automation, surveillance 
systems, and payment systems. Connectivity 
for real-time data processing is crucial.

Lighthouse project failure 

A CSP took on a project as a general contractor for 
a battery manufacturing firm that wanted to create 
a digital twin for a new manufacturing plant. The 
CSP joined a consortium to sell its mobile private 
network (MPN) solution. The project, deemed a 
lighthouse project, involved deploying on-premises 
servers, modeling and visualization applications, 
virtual reality glasses, in-door positioning 
technology — and said MPN. The CSP had a very 
small stake in the entire project (<5%) yet took 
a large technical and delivery risk with limited 
expertise in the relevant technologies.  

Although the CSP attempted to hedge its risks, 
unsurprisingly, the project was not profitable 
and ultimately failed financially.

Lessons learned: Going down the vertical 
segmentation logic got CSPs involved in a lot of 
unique proofs of concept (PoCs), with interesting 
and grand ideas. However, more often than not, 
CSPs find themselves stuck with too small a share 
of the value chain, too large a portion of the risk, 
and too slim the capabilities to manage the risks 
accordingly. 

V I E W P O I N T A R T H U R  D .  L I T T L E
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Source: Arthur D. Little

Figure 2. Segmentation option space

Source: Arthur D. Little

Figure 2. Segmentation option space

SEGMENTATION 
TYPE

DESCRIPTION EVALUATION FEW/MANY 
SEGMENTS

SIMILARITY 
WITHIN 

SEGMENTS

SUITABILITY FOR 
VALUE-UP 

BUSINESS CASES

OPTIMIZATION 
OF CHANNEL 

COSTS

ASSESSMENT

Size Small, medium, 
large

• Optimizes channels for uniform 
products

• Doesn’t yield ICT opportunities
• Doesn’t approach high-value 

use cases

Industry
Pharma, energy, 
travel & transport, 
etc.

• Too many to cater to
• Doesn’t offer opportunities 

where CSPs can compete

Geography North, South, East, 
West

• Optimizes channels
• Doesn’t offer much incremental 

business insight or intelligence

Technology AR/VR, AI, etc.
• Requires global scale
• Difficult to identify target 

customers

Product domain
Fixed, mobile, 
cyber, cloud, IoT, 
etc.

• Doesn’t optimize channel cost
• Is difficult with crossovers 

(mobile backup) & bundling 
(fiber + cyber)

• Doesn’t focus on client value 
creation

Things
Cars, robots, 
wearables, smart 
home devices

• Too many categories; a key-
account approach is more 
feasible

• Doesn’t lend itself to 
segmented setup

• Usually requires experimenting

Place

Warehouses, 
living spaces, 
retail locations, 
venues, etc.

• Sizeable similarities in 
go-to-market & deployment

• Sufficiently close to discuss 
value-up rather than cost-down

Telstra puts the theory to the test 

Australia’s Telstra (knowingly or unknowingly) 
has been putting place-based segmentation 
to the test. It established a partnership with 
the Australian Football League (AFC) to provide 
digital solutions to its stadiums — all built on 
connectivity components such as 5G, MPNs, Wi-Fi, 
and fiber connectivity, plus other ICT connectivity. 
The company is working on a solution for Marvel 
Stadium that relies on the deployment of a 
private mobile network, IoT, edge computing, 
and AI. The solution will enable state-of-the-art 
digital use cases, including: 

 - Fully digitalized and automated parking 
reservation through the AFC app (including 
dynamic pricing based on a demand-supply 
curve)

 - Access to the stadium’s cameras from the 
app to allow viewers to choose the camera 
angle they like for watching the game on 
their smartphone

 - Bodycam transmissions, where available

 - Replay functionality

 - In-stadium, in-app purchasing of food and 
drinks with real-time order tracking, plus the 
ability to steer food and beverage salespeople 
to the areas with the most demand

 - Convenience information (e.g., length of toilet 
queues and similar)

 - Bespoke in-app and stadium advertising 
banners based on customers’ digital profiles

The pilot has been highly successful, and Telstra 
hopes to replicate its solution across many of 
AFC’s stadiums. Telstra also plans to replicate the 
solution in other sports stadiums, concert halls, 
and event venues. Other CSPs are following suit, 
including BT for retailers, Verizon for stadiums, 
and Telia for public transport systems. Thanks 
to the success of its pilot, Telstra has opened 
discussions with many venues to help it deploy 
advanced digital solutions that improve customer 
experience and maximize monetization potential. 
Telstra is just one example. BT has done similar 
for retail, Verizon for stadiums, Telia for public 
transport, and so forth. 

V I E W P O I N T A R T H U R  D .  L I T T L E
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4. Less competition. For example, stadiums 
are in competition for events, not visitors, 
and they are all interested in providing a 
superior visitor experience. This allows CSPs 
to efficiently target these businesses and 
offer them a wide variety of services.

CREATING A CANVAS  
OF OPPORTUNITIES

Think local, not software-only.

CSPs usually compete based on local business 
and operating models. Many solutions require 
exactly that — a local provider taking care of local 
specificities (e.g., regulation, site-related needs) for 
solutions with a strong connectivity requirement. 
Many use-case providers rely on customers either 
accepting a certain level of DIY (do it yourself) 
or employing system integrators and limiting 
themselves from scaling to SMEs. Plus, having a 
“local” requirement for a solution that needs to 
include connectivity equalizes the playing field with 
global players — and may give CSPs an advantage 
of local intimacy and proximity. Overall, the canvas 
of opportunity that CSPs should present to clients 
needs to be specific to place type and focus 
on locally specific, non-software-only solution 
opportunities (see Figure 3).

Here are several benefits CSPs can reap from 
place-based segmentation: 

1. Commonality in connectivity requirements. 
The buildings/businesses described above 
typically require multiple connectivity solutions. 
However, the context surrounding this 
connectivity demand links to value-up business 
cases, not cost-down. 

2. Commonality in use cases. Consider that 
a grocery store and a clothing retailer both 
require payment and cash handling, digital 
signage, loyalty, logistics, inventory, traffic 
measurement/management, customer 
experience, surveillance, targeted pricing, 
and so on. The replicability of such a solution 
ensures the scalability of the place-specific 
products offered by CSPs as they build their 
expertise in one or more domains.

3. Marketing clarity. Tying use case to place 
type provides guidance for CSPs. In general, 
if a use case relates to place, evaluate. If it 
doesn’t, don’t. Some questions to consider: 
Should a CSP focus on SAP transformations? 
No, if it is not related to a place. Should a CSP 
focus on a surveillance system that monitors 
the safety of workers? Yes, as this is specific to 
a type of place, not industry; this is replicable 
across similar places. 

SaaS = software as a service 
Source: Arthur D. Little

Figure 3. Canvas of opportunity

SaaS = software as a service
Source: Arthur D. Little

Figure 3. Canvas of opportunity
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2. Increase in equipment efficiency:

 - Optimization of energy consumption, 
including improving the bottom line by 
reducing energy costs for areas with 
high energy consumption and increasing 
sustainability in areas where energy is 
being wasted

 - Reduction of operational technology 
(OT) and information technology (IT) 
cybersecurity risks, including detecting 
non-typical behavior in OT & IT 
environments and simplifying compliance 
with industry standards and regulations

 - Improvement of process efficiency, 
including machine learning (ML)-
based control of production processes, 
automating production processes, 
and optimizing product quality control

 - Optimization of maintenance and 
monitoring, including reducing 
maintenance efforts through predictive 
maintenance and increasing production 
line insights and availability

Case example

A European incumbent has recently positioned 
a canvas of opportunities to a manufacturing 
company — presenting a total of nine value 
promises or business cases — using its sales 
effort efficiently (see Figure 4). The value 
promises center around three benefit categories 
(and the services all leverage connectivity and 
technological enablers):

1. Increase in labor efficiency:

 - Optimization of air quality within facility, 
including ensuring employee health by 
controlling air quality and automating 
compliance with environmental 
regulations

 - Productivity gains by connecting workers, 
including enhancing productivity through 
remote maintenance instructions and 
improving worker safety by displaying 
safety information and warnings

 - Improvement of security within facility, 
including enhancing on-premises security 
through protection (leading to fewer sick 
leaves) and reducing the number of false 
alarms

Source: A1 (used with permission)

Figure 4. European incumbent proposed solution to a manufacturer

Source: A1 (used with permission)

Figure 4. European incumbent proposed solution to a 
manufacturer
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WHAT’S THE WINDFALL?

CSPs’ core enterprise value proposition is based 
on WAN connectivity services, market segments 
that are now flat or declining. However, as 
compute workloads move to the cloud, use 
cases require technology deployments into 
formerly non-digital domains, where demand 
for connectivity is increasing — not only in volume 
and quality but also in functional capability and 
security. 

Those CSPs that understand when clients are 
migrating certain use cases to the cloud can 
better anticipate what services the client will 
need and when they will need them. These 
companies will be much better positioned to 
capture a share of the growing cloud-connectivity 
business than operators waiting for inbound RFPs 
(requests for proposal) for wholesale services. 

3. Increase in material efficiency:

 - Improvement of assets flow within facility, 
including increasing visibility on location/
movements of material and assets within 
facility and increasing efficiency by 
streamlining production processes 

 - Optimization of inventory management, 
including supporting the classification 
of materials by ML, saving time on error 
correction and manual classification 
and improving inventory KPIs through 
automation

It is evident that these solutions require CSP core 
services (e.g., WAN, LAN, IoT, edge computing). 
However, using this approach helped position this 
CSP to win. Of course, decisions may or may not 
have been the result of an underlying place-based 
strategy, but we can see that this approach works 
well for those who deploy it. 

V I E W P O I N T A R T H U R  D .  L I T T L E
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The muted success in capturing value from the ICT market for 

CSPs is self-inflicted and rooted in a flawed, outdated customer-

segmentation approach. In reality, CSPs can win in ICT without 

becoming a systems integrator. Some valuable points to consider: 

1 Size-based segmentations, or industry-based segmentations, 

are the root cause of CSPs missing out on opportunities they 

could capture. Indeed, such segmentations are very misleading, 

increase risks, and are usually not profitable. 

2 The most effective approach is to create a canvas of opportunity 

that can play on the strengths of CSPs and naturally build on 

connectivity to sell ICT.

3  The opportunities to present on that canvas shall be:  

place-related, local, and not software-only.

C S P s  C A N  W I N  I N  I C T  W I T H O U T  
B EC O M I N G  A  SYS T E M S  I N T E G R AT O R

CONCLUSION

C S P s  C A N  W I N  W I T H 
R I G H T  A P P R OAC H
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