Divide and Conquer Clustering: A Segmentation Technique for Open Banking-Type Data on UK Customers

In this paper we propose a new flexible method to segment individuals based on household status, financial status and financial behaviour tailored for transactional Open-banking type data. We analyse a sample dataset provided by a major financial service provider in the UK. The dataset consists of transactional records of 136,698
customers with registered accounts across 70 UK financial institutions. Particularly, all transactions to and from the customers’ accounts for the year 2017 are analysed. The dataset contains information on vendors, transaction category, transaction date, account type, as well as information on the users themselves. First, we develop a method to segment individuals based on household status, financial status and the dynamics of asset contributions. Experimental evidence shows that the proposed method performs on-par and in some cases even outperforms state-of-the-art segmentation models, with the added benefit of facilitating the creation of flexible hierarchies and nested structures. These hierarchies allow for simple and precise identification of which market segment a specific customer belongs to, given their household status, financial status and the dynamics of asset contributions. The model also provides probabilities of a customer belonging to the identified segments, enabling risk assessment of falsely allocating customers. After assessing the quality of the obtained segments, we analyse the results and highlight useful findings for identifying vulnerable or well-off market segments, and for targeting specific customer segments with financial services such as offering loans, credits and/or investment products. 




