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NAVRH METODOLOGIE SEGMENTACE
ZAKAZNIK U VYBRANE SPOLECNOSTI

MARKET SEGMENTATION — CASE STUDY
OF A SELECTED COMPANY



Souhrn:

Tato diplomova prace se zabyva segmentaci trhusfidlenosti s ohledem na vybranou
spole&nnost Projec& Engeneering (personalni agenturu Z&éemou na nabor ICT
specialist). Tato spateost ma svoji zavedenou marketingovou strategizaalou na
osobnim pistupu, spolehlivosti, flexibili, znalosti ICT prosedi, ktera je komunikovana
zakaznikm.

Teoretick&ast diplomové prace poskytujéshled gistupi k segmentaci a segmeéitiéch
technik, které pomohou s porozémim segmentace jako takové i segmentace, ktera je
sowasti praktick&asti této prace.

V prakticec¢asti jsou ICT spoknosti segmentovany pr@eély vybrané spolaosti.
Dvoustepova shlukova anlyza, ktera je provedena programeB8SS je pouzita k odkryti
jednotlivych shluki. Pro veSkeré odkryté segmenty je vypracovan pnefitaklad
zkuSenosti a diskuzi s odborniky v oblasti HR mianie!.

Segmenting evaluation matrix (Segmentaci hodnaoetice , metoda k zacileni
segment) je pouzita k porozugmi vztati mezi jednotlivymi shluky a pomaha se
zacilenim. VesSkeré vysledky jsou zpracovany v riglrra doporteni, které maji pomoci
spole&nosti s rozhodovanim na které segmenty by &a macilit.

Kli¢ova slova: segmentace trhu, shlukova analyza, sggmngepositioning, targeting,



Summary:

This diploma thesis deals with market segmentaiid@T companies with regard to the
selected company Proje&Engineering (personnel agency focused on recruith@h
specialists). This is an existing company, which tieir marketing strategy based on
personal approach, reliability, flexibility, knowdge of the ICT industry which is
communicated to their potential customers.

The theoretical part of this diploma thesis prosidesummary of possible segmentation
approaches and techniques which helps with undhelisigq. segmentation itself. It provides
necessary background knowledge for the practiaal pa

In the practical part, ICT companies are segmefaethe purpose of the selected
company. The two-step cluster analysis is doneR§SSto uncover segments. All
uncovered segments are developed based on expearddiscussions with HR
marketing experts and the profile is then creaié@. segmenting evaluation matrix is used
for better understanding of relations between ehgsivhich helps with targeting. All

results are considered, proposals and recommendatce created to help the company
with decisions about which segments the companyldharget.

Key words: market segmentation, cluster analysigirenting, positioning, targeting
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1. Introduction

The central theme of this diploma thesis is markegmentation. Marketing experts
describe market segmentation as the cornerstonenamfern marketing. Uncovering
divergent customers’ needs and wants, their masighyeffective allocation of resources,
is linked to commercial success and emphasizedgtrever competitors.

Success is of course influenced by many differaatars. However, without the first step,
which is market segmentation, it is impossiblegach it.

The selected company ProjeEngineering is a small IT company with a department
performing as a personnel agency focused on ICTiats. Their performance cannot be

accurately evaluated. They still feel the needhapsg their targeted group of customers
that helps them with simplification and economiaatiof inner processes that lead to

customer satisfaction.

2. Objectives of the Thesis

Project& Engineering, the selected company, has not tatgeteany particular segment

untill recently. Their customer care dropped behimdontinuous and systematic work,
because each of their current customers needsaspace. Any work with customers and
addressing new customers is expected to be e&sier company implements a prepared
CRM system and targets their interest to particidastomers. The results of any
segmentation take effect after implementation a&stl dperation. The aim of this diploma
thesis is to prepare data based on which the coymmdecide which segment to target.

The main objective of the diploma thesis is to tdfgrsegments for the purposes of the
selected company.

The main hypothesis is: ICT business-to-busineskeh&an be segmented for the needs
of personnel agencies.

Partial objectives have to be fulfilled to reacle tmain objective. The aim of the
theoretical part is to define a theoretical basisemmentation with regard to business-to-
business markets of services.



The practical part of the diploma thesis includesabjectives. The first one is gathering
data needed for segmentation. This data has toifgeg and filtered before it can be used.
The next step is defining segment variables. Thre objective of the practical part is to
identify segments, check, and follow the developn@éruncovered segments. Comments
and recommendation to targeting are provided irctmelusion.

3. Methodology

Literature research was used for the definition sumehmarization of the theoretical basis
of segmentation with regard to business-to-busimasskets of services methods of
specifications , comparison were used.

The data for this analysis was gathered from theedina database which includes all
companies enrolled in trade and register of thec&zZRepublic. ICT companies were
filtered based on their belonging to CZ-NACE (Czekidustrial Classification of
Economic Activities). ICT sector includes followirggoups: CZ-NACE 26.1, 26.2, 26.3,
26.4, 26.8, 46, 58.2, 61, 62, 63.1, 95.1. The sddtering criterion is the legal form of a
company. Entities belonging to the group of eneapur-physical person were sorted out
because of the assumption that physical peopledvoat use the services or personnel
agencies and their large number would negativellpence the clustering method. All
continuous variables were standardised.

The two-step cluster analysis is done by the si@dissoftware SPSS. It is used for
segment identification. The reason for the usagteftwo-step clustering analysis is the
large size of the data set and that both catedarah continuous variables are used. The
first step of the analysis is preclustering. Tha @ to reduce the size of the matrix that
contains distances between all possible pairs séxaAs the second step is hierarchical
clustering, an algorithm which qualifies how famgpeach two cases are is used. It starts
with identifying individual pairs of customers wlare most similar in terms of basis
variables then nearby cases can be added to the yatil all cases have been joined
graphical representation of the method is a derabgrResult from the analysis are
expanded and proceed for future development ofarisis

The discussions with specialists in field of HR kating ( Olga Kulikova Product
manager of LMC and Co-owner at T&CC s.r.o0., ZdeNovak Managing director of



Project & Engineering s.r.o., Jana Laboha Dividitenager at Personnel & Engineering )
proves that uncovered segments with cluster arsafye reasonable and will help develop

defined segments.

The segmentation evaluation matrix is a targetireghod that is suitable for examining
whether the segments are able to operate withiextsting marketing mix. This method is
used for the comparison and visualization of théndd segments based on criteria of
attractiveness and segment qualifying .

The results of segmentation evaluation matrix aaketbpment of clusters are discussed in

the proposals and recommendation.
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4. Theoretical Part

4.1 .Introduction to Market Segmentation

Market segmentation plays an important role in phactical marketing strategy. In the
past, companies produced their products and they tied to sell them. Nowadays, it
doesn’t work like that. There is always the riskttthe company may produce something
which nobody will want. However, there is still ardand for different kinds of products or
services. Companies have to know what is demandddnhat is worth producing, if it
makes a profit. The new “mass” market is full otiatlant choices; the market is split into
several micro markets with different wants, perimas, preferences, and buying criteria so
the company has to change the process form makprgduct and selling it into a new
concept of value delivery that is necessary for petitiveness.

Marketing has to adapt to this change. A markesingtegy gives a guide, direction, goals
for better orientation and marketing managementtjmes. It specifies market orientation,
focuses on customers, and it includes a currematsin of the company's possibilities and
sources with regard to the company goals. Markesitrgtegy creation is based on
marketing research. The most important part of merketing research is marketing
segmentation. A market is not homogenous; a compangot connect with all customers
in a large, broad market because consumers vamgdbas various criteria. Companies

need to identify in which market segments they @aerate effectively.

The question of marketing segmentation level shdwdd discussed. Mass marketing
provides one product to all buyers, which can leabbwer costs, lower prices and higher
margins. This approach is interesting because gedpotential market is created. Coca-
Cola applied this strategy when it sold only onedkof Coke in 6.5-ounce bottles (Kotler,
2006). There was no need for segmentation. Nowadlaigsapproach is not applied. Even
Coca-Cola had to launch different products.

Companies tend to do micromarketing at one of feuels(Kotler, Keller, 2006, 240 p.):

segments, niches, local areas, and individualshédicare specifically defined customer
groups seeking distinctive mix of benefits with aky very specific needs. They are
identified by dividing segments into subsegments.

11



The new trend is reflected on local marketing. Mdirkg activities tend to be closer and
personalized as much a possible. This leads toriexp@l marketing that is promoting a

product or a service not only thought the connectibfeatures and benefits of the product
but also with experience that is connected withpifeeluct.

The market segmentation concept is understoochdmfl a competition advantage based
on choosing the right segments. The goal is to igeoxustomer value and customer
satisfaction for a particular segment and profiririt. Most companies are not able to
serve the whole market; they are focusing on pddicsegments. These segments are
identified based on customer needs and satisfac@roduct or service that is designed
for the segment should fulfill both. The businesgid behind the segmentation is a firm’s
presumption that maximum profits are achieved whecing levels discriminate between
segments. Market segmentation represents diffeterti of a market into identifiable
groups of customers or smaller markets (market setsh The aim of market

segmentation is to satisfy needs by an appropmaid&eting program.

Many firms apply segmentation because they belithat it helps them build their
competitive advantage and thus enhance businefssmance.

Examples of a market segment definition:

“Market segmentation is the process of groupingilsintonsumers or business
customers together in a market segment, in whietltéimsumer or business customers
exhibit similar requirements and buying charactgcs.” (Dibb, Simkin, 2009, 1 p.)

“Market segments consist of groups of people oaargations that are similar in
terms of how they respond to a particular marketimg or in other ways that are
meaningful for marketing planning purposegVyers, 1996, 16 p.)

Customers who share a similar set of needs andsvastin the same market segment
(Kotler, Keller, 2006, 240 p.). These segmentsnarttecreated but they occur naturally and
it is the marketer's task is to identify them id@rto adjust the design, price or delivery of

a product or service.

The process of segmentation is most usually desttrdn models of consumer markets
however similarities between all kinds of markets de seen and the process can be

12



applied. The common framework of a broader conoépharket segmentation consists of
the following steps (Koudelka, 2005, 145 p.):

1. Definition of the market
2. Determination of the important criteria
3. ldentification of segments

4. Development of segments

The process of segmentation can be described ora specific way. For example, the last
point above can include the steps below:

» Identification of needs that are different for partar segments
* Naming of segments

< Evaluation of behavior of each segment

» Estimation of segment size

It is a very specific view of the segmentation @®s Various approaches occur in
different publications. Myers's (1996) concept esgnts a slightly different and more
practical approach to segmentation. The framewofkth® general procedure for
segmenting markets consists of the following steps:

1. Decide on segmentation variables

2. Decide on data analysis methodology

3. Apply methodology to identify several segments

4. Describe all segments using basis and other vasgabl

5. Select target segment(s) to pursue

6. Develop marketing mix for each target segment.
Some similarities can be recognized when compdhege two processes. Recognising the
criteria is a very important step. The variables igentified based on these criteria. The

identification of segments is naturally the nexdpstThe identified segments need to be
developed for better understanding and for futung@ases. The Myers's process of market

13



segmentation takes it much farther. The next ste¢pa selection of the right segments and
it continues with the development of the marketimg for each targeted segments.

The principles of the above mentioned process gisatation can be easily seen in the
well-known market segmenting, targeting and positig (STP) marketing. The STP
marketing can be understood as tree steps of thékeMaegmentation (Dibb, Simkin,
2009) The segmentation process of market segmemtitithere to identify segments and
develop them to provide as clear picture as passibl

Segmenting

The first step is meaningful identification of segms. Segments are clustered according to
base variables (also called segmentation variabBesje variables (or a combination of
variables) should enable the creation of clusteith wifferent requirements. Identified
segments are examined and a profile of each segieenteated. The last step of
segmenting is checking the validity of the segm#émis emerged.

Targeting

The targeting stage selects which and how many eetgnma company will serve. The
company must balance between attractiveness of esggrapportunities, available

resources and capabilities of company with regard@dmpetition. Two main questions
have to be answered. The first question addresseketmg strategy that describes the
problem of the number of segments to target. Theorgk one is of assessing the
attractiveness of segments that particularly adkisiwsegments should be targeted.

Positioning

Positioning follows the segmenting and the targetatage. The aim is to create and
implement a chosen image of a product or serviatsumer, to position the product in
the mind of the targeted customers. Because théuptas being placed among existing
brands, customers must be convinced of the valubeoproduct and see its place in the
market compared with competing products. As a fatelp in each targeted segment,
companies have to understand consumer perceptfoal main products. In reaction to

this knowledge, companies need to create apprepmaarketing programs towards
consumers that fit to consumer perceptions.
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Positioning provides a connection between a tasgategy and the marketing program
that were developed. The product has to fulfilldibons that the market segment requires,
the product should have suitable customer servaggyropriate price, convenient

distribution channels ... In practice, positioning afproduct or brand is affected by
customer belonging to the market segment, braradf,itsrganization behind the brand,

competitors and other market conditions (Dibs, $imR009).

4.1.1. Segmentation Barriers

Every process is accompanied with problems andaolest, which have to be dealt with.
Knowing where the barriers are helps preventingioaty problems. Managers may tend
to just trust their instincts about the market eatithan spend time and energy with
uncertain segmentation research. Things that makeegmentation useful for managers
are the simplicity of choices and the clarity afuks which help them make a decision in
each step of segmentation.

Segmentation barriers occur before, during and aftgmentation. Dibb, Simkin (2009)
show the range of barriers before during and afegmentation and devide them into
several categories. Infrastructure barriers oceenedefore the start of the segmentation
process. Corporation inflexible behavior and restgt to new ideas, lack of general
marketing knowledge and experience, poor undersigndf segmentation, and poor
communication can be mentioned as examples ofrsaf@ocess barriers cause problems
during the process of segmentation, influence tieatmn of segments or target market
strategy. Implementation barriers describe probl#matarise after the segmentation when
results of the segmentation are to be implemenfegmentation barriers can be
categorized as relating to operation, structurel @adership; resources and skills; the
marketing information system and data; and comnatiwoic and coordination.

Because there are many barriers that may bloclessfid segmentation, practitioners need

to recognize these barriers in order to prepaectife strategies how to overcome them.

One more important clarification has to be madee Tdifference between market
segmentation and customer segmentation has to pkimed. Both are understood
similarly, they are using similar techniques angdrapches. The difference is that customer
segmentation segments existing customers of a aoynpad it is mostly used for

15



consumer markets. The example of customer segnantabn be segmentation of
customers of a supermarket.

4.2.Segmenting

Segmenting is the initial part of the segmentatncess. The phrase represents the
executive stage of the actual segment uncovering.

4.2.1. Base Variables

Base variables, in other words market criteria, arderstood as characteristics connected
to the market, customers, their needs and wantgraatucts that are used for uncovering
market segments. They are, for example, the maiket location, gender, price... The
same characteristics can also be used for targetirigis case marketers talk about criteria
of attractiveness.

Base variables have a wide range of classificaMarketers differ between dependent and
independent variables, customer based and prodngte based variables, variables
connected to consumer market or business-to-bissimegket. The classification has a
purpose in clarification of variables that are stdd and their usage in the segmentation

process.

Dependent variables respond to (depend on) thepémtkent variable and they must be
explained or understood during the experiment (@lanusage rates, satisfaction ratings).
Usually there is only one dependent variable thatxplained by independent variables by
a model. Indendented variables are used to expl@ndependent variable (example:

geographic area product category). The distincbetween dependent and independent
variables enables distinction among statisticahnegues that are used for segmentation

purposes.

Because the practical part deals with businesssinbss market segmentation it is
focused on variables connected with it. The moshroon type of business-to-business
market base variables mentioned by Meyer (1996%l@oen in the Figure 1 blow.
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Figure 1 Business to Business base variable

‘ Busines to Business base variables ‘

| Consumer based | | Product/service based |
| Type of business | | Uage quantity |
[ Company size | | Type of application |
| Geogrephic location | | Purchasing process |
[ Key accounts | [ Buying criteria |

Source: Own source

Company size shows a distribution of size. A ddfdr type of business does not
necessarily need to have different needs. On thgary, smaller companies usually have
different needs than larger ones within the samsniess. The geographical location of
consumers is useful when the company has to chebsd area to serve and to find out
where the customer concentration is high. Key Aotoes a special marketing mix that is
provided for large consumer business partners. Bpicial marketing mix is worth
launching with respect to size of the firm. Thasa$ represent a particular segment.

Usage quantity is used because the size of a cong@es not always corespond to its
needed quantities of goods and services. The tiypppdication of a product/services plays
a major role. A product can be used for productbwery different final products. The

purchasing process can vary in several ways suclorganization, power centers,
competitive bidding and general purchasing policiégying criteria are used to judge
competitors (example: lowest price, technical ssiptation, delivery, or combination).

17



Apart from the mentioned classification, Dibb andnldn (2009, s.9) present base

variables of business markets:

« Business demographics (business, location, industctor, size...)

e Operating variables (technologies implemented, reanmwhich products are
used...)

e Purchasing approach (purchasing policy, buyingeresttucture...)

» Situational factors (size or order, context in vihpzirchase is being made or
urgency ...)

» Personal characteristics of the buyer (demograpifestyle, personality ...)

4.2 .2. Effective Market Criteria

Market segmentation is useful and valid in the azfseriteria of segmentation adequacy.
This adequacy is formulated in five key criteriantiened by Kotler , Keller (2006,
262p.).

1) Measurable: a segment is measurable and assessetharket potential with
variables that are determined, for example sizauochase power

2) Substantial : a segment is sufficiently large, @&rno reach the largest possible
homogenous group

3) Accessible : a segment has to be effectively reheind served

4) Differentiable: segments are distinguished by déifees if they respond
similarly to different marketing-mix elements.

5) Actionable : effective programs can be formulat@dattracting and serving the

segments

Dibb, Simkin (2009) also use the first three abmentioned points but their fourth point
is Usefulness that describes existence of ben@fitgided by a segment. The fifth point is
Stability of segments which should be guaranteedshort- and also long-term

perspectives.

This approach is very important and it is descriimeghany publications, even if the names
of the main criteria are not the same, but theggle is similar. To see the similarities we
can compare the previous criteria with ideal madegments criteria form dhlavek,
Ko&an, Suler (2001, 642 p.)

18



1) Homogeneity — customers belonging to one segmeontildhhave same or
similar reactions to the marketing mix

2) Heterogeneity - customers belonging to differeagmnsents should have
different reactions at least to one variable ofrtteeketing mix

3) Size — a segment should be big enough to be alpitade profit

4) Measurability — without the knowledge of size, necdion can be made
without risk

5) Accessibility — a company should be able to opemt¢he chosen market

segment

Even if all seven (five Kotlers , Kellers and adufital two mentioned by Dibb, Simkin)

criteria are fulfilled, it does not guarantee tiffeeiveness of segments.

4.2.3. Approaches to Market Segmentation

The general process of segmentation is constantekfer, several approaches may be
applied in practice. Myers (1996) mentioned altémeaapproaches of segmentation based
on customer segmentation and product/service sdgii@n a priori versus post hoc
segmentation. Dibb, Simkin (2009) see main directiof segmentation in an intuitive and
systematic approach that are explained in greaethd Both authors agree on alternative

approaches of post hoc and a priori segmentation.

The author sees meaning in all classificationshefrhentioned approaches. The author is
convinced that no single approach will be usedratfice and ideas from other approaches
will be adopted. Usually, each approach has amnaitee one to choose from. Decision-

making should be based on logic

Figure 2 shows possible alternatives of market@gugres in sequential steps.
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Figure 2 Approaches to market segmentation

[ Approaches to market segmentation ]

1 | 1
| Based on marketing mix || Customer based || Product/Service Based |
—f.";

\“‘-——

—

[ Experlienca " Expe;iment ” Deductive slagmentatian " Inductive St;gmentatinn I

Third step

——
| A priori || Post hoc |

Source: Own source

First of all, marketers should decide whether thegy segmentation based on the marketing
mix, customer or product based approaches. The atiagk mix is intertwined with
segmentation but nowadays the trend is to segnagimé¢mrthan focus on the customer or
product/service. Decision-making is influenced by variables that are used in the process
of segmentation. Customer based segmentation iesalMferences in characteristics of
customers (demographic, needs...). Product/servisedosegmentation specifies physical
features of products (benefits customers want fibiem, usage rates...). Marketers
decided to which side they incline or whether thaly combine both variables where one
supports the other.

Marketers can base segmentation either on thetivagwr the systematic approach. The
intuitive approach is often connected with qualatstudies and the systematic approach
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is usually based on quantitative studies. Thisoisanstrict rule, both the quantitative and
qualitative research are involved in practical aaions with regard to any existing
schemes and operations of the company. Quantitadisearch is more costly and time
consuming but the gained results are more precideaathoritative. This approach uses
many different mathematical and statistical methdtsvertheless, implementations have
to be coherent with intuitive or managerial logikhe created models have to fulfill
statistical, qualitative, and strategic criteria. sSkmpler and more intuitive solution is
feasible through qualitative research. The qualgatapproach is based on using

elaborated interviews and group discussions.

The intuitive approach is based on intuition andarketing instinct. Relatively precise
estimations can be made this way by experiencedeteas or as a part of a marketing
experiment.

The systematic approach specifies an endeavor efotrerall inspection. It uses the
majority of available resources and sees the segi@m from different points of view. It
has an advantage over the intuitive approach itimh@mation gathered. Two main
directions of the systematic approach are chaiaetbéras deductive segmentation and
inductive segmentation.

Deductive segmentation uses the segmentation kdgelef competitors and it takes into
consideration the “general” knowledge and appligs the needs of the company. In case
the marketers “copy” market differentiation, theavh to have a clear understanding of the
company’s background. What are the subjects (ify thee competitors, they offer
complementary goods, or if they are distributovg)at is their strategy or marketing mix,
what are segments that they serve? Answers to thesstions give them important
information. They indicate which segmentation cigteare used. These criteria are tested
by time and experience and they show which segnaetalready covered and which are
not. Marketers create a new and more powerful nhaskgmentation based on this

information.

The inductive approach describes a situation whmaaketers investigate possible
segmenting criteria to discern relevant market sedm Marketers differentiate a priori
segmentation or post hoc segmentation based aetireenting criteria.
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A priori segmentation means that there is one @adr segmenting criterion that

distinguishes to witch segment a customer belohgse. number of segments and factors
are known or believed in advance. Post hoc segin@mtsystematically examines criteria

relations. The number of segments and their seledsithe result of the analysis.

4.2.4. Techniques of Market Segmentation

Figure 3 Techniques of segmentation

[ Techniques of segmentation ]

—[ Deductlive segmentation ]

- Marketing reports |

Message monitoring |

-I Content analysis ]

—| Inductive segmentation

-I Determination of important criteria I

Cross tabulation technigues I

Analyze of variance ]

Simultaneous multi-variation techniques ]

-I Segment identification I

|—[ Dependence technigues ]

Automatic Interacrtion Detector [F\ID}I
Chi-squered AID (CHAID) |

Regresion and Discriminant Analysis ]

-[ Interdependence techniques ]

Parlial clustering |

Hierarchical clustering ]

-I Segment development ]

Vizualization

Source: Own source
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The techniques used for the analysis and the imifon reflects the approaches
explained above. A method associated with the deducsegmentation is called a
marketing report. Marketers keep professional jalsriand other papers that are published
either in some paper form or on the internet. Tihfsrmation is unfortunately only the
surface of the problem. Another technique is “sehplbservation of competition and their
usage of marketing tools, communication towardsoruers or business partners. The
content analysis is a marketing technique thatesyatically analyses any message. This
can be done by monitoring the appearance of anriagskment, publications on TV,
internet, or magazines. This uncovers addressadesdg. The limitation of this technique
is that there can be insufficient or unclear messagnt by competitors. This approach is
influenced by subjectivity during the classificatiof the messages. The content analysis is
a technique of collection of all published datareeted to the product and their analysis.

The techniques of the inductive approach servetingose of distinguishing techniques of
data collection techniques and techniques of aizal{oudelka, 2005). The data
collection can use secondary data, which usualgsdoot provide sufficiently specific

information, or primary data that are more accubateit is more expensive to gain them.
This is a pre-step of the future analysis.

The techniques of the data analysis may precedseveral steps that respond to the
segmentation stages. The particular technique septe one stage or marges more of
them. The first stage determines important critetiee second step is identification,

developing of these segments is the next step @whlization of segmentation helps

understanding of the whole situation (Koudelka,20®6 p.).

Marketers apply cross tabulation techniques, apalyd variance, or simultaneous multi-
variation techniques (factor analysis) to deterntime important criteria /base variables.
The most used and the easiest procedure is thes Gioglation. Associations and relations
of variables are examined or contingency tables umed. The disadvantage of this
technique is that the result of a pair comparisbseweral variables is chaotic and unclear
for interpretation. However, this technique is cement as a partial step for verifying the
dependence of variables. When they are highly digo@n one of the variables can be
omitted in the given set of criteria.
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The identification of segments follows criteria miiécation. The techniques ramify into
dependence techniques and interdependence technithuedependence technique is used
where one dependence variable needs to be expléipeddependent variables. The
Automatic Interaction Detection (AID) is a sequerteehnique that determine segments
based on the determination of combinations of its¢ &nd second most important criteria
and then gradually by the importance of criterigorAblem may occur when criteria needs
to be ordered by their importance. The Chi-squal® fethod was developed for a
practical calculation of AID.

The interdependence technique analyzes only indigmervariables. The cluster analysis
searches for customers that are the most unifiettheir respond to the marketing mix

according to given segmentation criteria. Two gahstrategic decisions have to be made.
Which criteria will be used and how many segmentslve uncovered? This problem is

one of the most difficult parts of interpreting put when many possible cluster can be
identified. A statistic finish and soft skills hate be involved at this point because the
final judgment is based on balancing several factidyers (1996) discussed these factors:

» Statistical significance of differences betweerstdus

* Cluster size

e Sample size

* Meaningful cluster profiles on the basis variahlsed to form these segments

* Cluster decomposition

* The range of segments of possible interest to neanagt

» Cluster profiles on demographic and other varialoteused as basis variable
Number of basis variables? There is unfortunatekinailar answer, it depends on the
research that is made.
The patrtitioning clustering method is the most widesed method which tends to create
clusters of roughly equal sizes. Partitioned clusteis a method in which customers
within the group are more similar then the onesidetof the group that was created. It is
based on the data set connected to entities aid¢lsegnition into a homogenous group.
The method supposes that the actual number ofectuss known. The hierarchical
clustering method starts by identifying individyegirs of customers in terms of the basis
variables, similarity measures of all of the eatare made and pairs of the most similar
ones are grouped. These groups are based on itararity measures, then grouped
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again until any meaningful segments are recognizbt method is sometimes used as a
pre-step of partition clustering for identificatiohthe number of clusters.

4.3.Targeting

The previous parts of this thesis describe how mpamy can identify market segment
opportunities. As a second step, the company halsdose how many and which segments
to target. This part already belongs to marketeting.

4.3.1. Targeting Strategies

The targeting strategy describes the options afraber of segments that a company can
target. A company can tend to either a differeatatf an undifferentiated approach to the
market. The basic options are as follows. The massketing strategyis an
undifferentiated approach. In this case, one prbaducservice is offered to customers
across different market segments. This approacalseésl when a company does not feel
differences in customers’ needs. However, this garen is not used in practice. The
single-segment strategy when a company focuses on only a single segniid.is based
on the development of a single product or serviwd ts carefully offered to specific
customers. This specialization on one product camigky in case that the segment will
lose it's economic power or the need for the prbdscdramatically changed. The
multisegment strategig the approach somewhere in-between. It targéfsreint products
or services to different segments. This approacfavsrable for its risk spread among
different segment. That is why it is widely adopted

Kotler, Keller (2006, 262p.) extended these basiatagies and evaluated five different
strategies. Each of the strategies is defined éyelations of a product and the market.

Single segment concentration occurs when a comfmauged on only one segment. It is
specialized, has strong knowledge of the segmemrtisjeachieves a strong market
presence. If the company is a leader in that Spesgigment, they can earn a high return on
investments. There is a threat that an existingpaom extends their operations and covers
the segment or a new substitution product is cteaecompetition that can have bad
influence on the previous company's earnings. Ehtiite reason why many companies are
focused on more segments. Whatever they do, thep keed costs and when being
present in more segments, they can control the@h@dwer in a more flexible way.

25



Selective specialization is when a company selestslly the most profitable markets.
The company operates at objectively the most dittea@and appropriate markets, usually
these segments are not consistent but provide d gabection against risk.

Product specialization means that a company pradageoduct which is sold at different

market segments.

Market specialization occurs when a company comatrd® on satisfying a particular
market segment by providing many products whicksathe needs of the customers of

that specific segment.

Full market coverag happens when a company's sito serve the whole market. Only
few large companies are able to successfully martaged provide a large selection of
products at all market segments. Undifferentiateatketing means that a firm ignores
segment differences and operates on the market asake with only one offer.

Differentiated marketing operates at different segts, wher different products are

designed for different segments.

From the perspective of risk, it seems that theengsggments are covered the less risk
there is. Differentiated marketing usually bringermsales but also more costs have to be
considered, for example: product modification costanufacturing costs, administrative

costs, inventory costs, and promotion costs.

Segment by segment invasion plans, updating segm@amschemes, and ethical choice of
market targets have to be considered among altdsts mentioned above. Segment by
segment invasion plans are created when a company { expand. A company creates a
plan when and to which segments it is going to edpahe market is changing and that is
the reason why marketing plans have to be updatédake into account the way how the
company will continue to work in the future. Mark&rgeting may create public

controversy, usually when it is connected with enéible social groups such as children,

pensioners or promoting potentially harmful proguct

4.3.2. Selecting Segments to Target

The selection of segments is about choosing whpdtific market segments will the
organization target. The decision should be maderding to previous information about
segments with the emphasis on segments attractisebeasiness success, and the firm’s
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possibilities with regard to competition. Severabic questions have to be answered and
considered. Does the company have enough resotrdasget the segment? How much
will it cost? Does the company have any existingk@iashares? Is the company planning
on any other production? Is there a possibilityuse economies of scale? Does the
company have sufficient product expertise, can et developed? Is the segment big
enough? What is the level of competition within gegment? What trends are affecting
the behavior of the segment? What can negativalyoarpositively affect the segment’s
potential? And the major question, which takes icwnsideration all above mentioned -
What is the possible profitability of the segmemt? sum it up, a company has a goal to
maximize its profit and it is influenced by the iket; competitive, economic,
technological, and environmental factors.

Targeting can be done on the basis of the intuibibane marketer but a more systematic
approach is recommended. The selection criteriadsnde be chosen and set at the
beginning because the selection criteria form tbeision-making process later on. The
selection criteria choice varies depending on futiechniques that will be used, needs of
the company base on an analysis and many otheordathat have impact on the
organization's assessment of the target markeicttteness. Dibb, Simkin (2009) present
a list of them. It includes knowledge about thesBrg market share and market
homogeneity; existing product expertise on whiandihganization can build on; likelihood
of production and marketing scale economies; custareeds, size, structure, and growth
of segments; corporate resources. The nature otdhepetitive environment influences
also decision-making processes. An attractive sagman be served by very strong
competitors so it would not be hard to reach a hpmbfit there. The marketing
environment and market trend influences and forepsesent threats and/or opportunities
when marketers are able to work with them.

The selection criteria derived form the factors timered above have to be in balance,
profitability does not have to be the most valualble attractiveness criterion is very
important. “Baskets” of criteria are considered practice. Some criteria are more
important than others, so there needs to be a gsoder weighting the selected
attractiveness criteria, for those various modwds were created.

Examples of the most common attractiveness criteriafitability, market growth, market
size, likely customer satisfaction, sales volumkelihood of sustainable differential
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advantage, customers price sensitivity, stabilityhe market, barriers to entry, supplier
power, threats of substitutes...

An important consideration has not been includet] which is time perspective. The
business practices and plans are commonly doneeglyaor for each year separately in
Europe. Companies are focused on short-termismintpertance of reporting increases
current profitability. However, managers have taeniake responsibility also for future
gains. There should be a balanced basket of aveaess criteria that includes a mix of
both short- and long-term issues, inward-lookind aatward-facing.

4.3.3. Targeting Selection Tools

Targeting selection tools build on the attractiveamneriteria explained above. Measures of
segment attractiveness have been developed. FonpéxaDirectional policy matrix
(DPM), the ABC sales contribution analysis, andgegment evaluation matrix (SEM)

Directional Policy Matrix (DPM)

DPM is known also as the market attractivenessAagsi strength model. DPM employs
multiple measurement and observations, it enableasiet of variables to be considered
and acknowledges the varying impact, and alsoadtuates the relative merits of different
product, brands or market segments. The usageiloeddrelow focuses on targeting the
most suitable segments.

Marketers select unique sets of variables. Theeetan categories; each category is
associated to one axes of the matrix. The vertdmhension represents market
attractiveness, it includes aspects related tontlagket, such as expected profitability,
seasonality, economies of scale, availability tvellgp competitive advantage, industry
sales... The horizontal axes represents businessg#irefor example, relative market
share, price competitiveness, product quality &atirtical experience, financial resources,
managerial expertise... These are internal issueguanio the organization. Score and
value is given for each attractiveness criteriomnikng is computed from that. The
ranking of attractiveness criteria are numberedhi& category of horizontal axis and
vertical axis. Thus each one number occurs. Thes®ars are used for positioning on the
targeting map. This procedure has to be done foh eegment. An example of the
calculation of one segment is shown in the Tablard it is graphically expressed in the
figure 4 below.
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Table 1 DPM example

Vertical dimension

(market attractiveness criteria)

Horizontal dimension

(business strength criteria)

Score Weighting Ranking

Score Weighting Ranking

Relative market

Market size 0.5 250 12.5 share 1.0 50.0 50.0
Expected Price

profitability 0.0 10.0 0.0 competitiveness 0.5 10.0 5.0
Seasonality 1.0 40.0 40.0 Product quality 0.0 40.0 0.0
Economies  of

scale 1.0 25.0 25.0

total 100 77.5 100.0 55.0

Source: Own source

L
Q
=

market attractivness criteria

Low

Strong

Weak

business strenght criteria

Figure 4 DPM example

Source: Own source

The purpose of the model is to highlight the madstetive segment and avoid wasting.

The best situation for the company is when the sedgns placed in the upper left corner.

If the computed segment is colored black, the 8d@nais good in comparison to other

segments.
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There are several main stages of the process atigeg¢Dibb, Simkin, 2009, 187 p.). The
first one identifies the mix of personnel that isirgy to participate in the selection of
criteria. A debate and a workshop follow in orderccteate a balanced set of criteria. Each
of the participants determines variable valuesyages of all input are made. The next
stage is to plot the result on the DPM.

The ABC sales Contribution analysis

The ABC analysis focuses on the current situatiois. a simple but effective way how to
show both the level of sales and the financial voftthese sales of the organization. It is
an analysis of sales versus the financial conivbutThe ABC analysis is used as a
supportive tool because it takes into account tdmdyfinancial side.

Segment Evaluation Matrix (SEM)

The SEM is used for helping to choose between rgiffesegmentation approaches and
makes appropriate targeting decisions. The SEMipres market segments in sale values
and marketing activities. Some similarities betwden SEM and the DPM can be seen in
two main dimensions in which marketers operate. éle@v, SEM uses the segment
qualification and the segment attractiveness. Bgenent qualification criteria describe if
a segment can be served effectively within thein onarketing mix. Examples include:
the segment should have common user needs andctehatics, characteristics of the
segment should be measurable, each segment shegieined by a similar distributional
channel... Segment attractiveness criteria were @yreescussed, they describe what best
fits to a company goal. For example, the segmemt, sSegment growth, profitability, price
sensitivity, regulatory influences, and barriergidry...

The SEM creation process starts with criteria sieleavhere emphasis has to be put to the
sensitive and balanced choices. A decision ondfative importance of each criterion set
has to be made, using value and score rankindgieinalculation. Ranking of each segment
is entered into the matrix. Each quarter of therimdias specific characteristics tied to the
segment that is placed there. These characteristightly change with each studied

situation, whether it is showing an existing pradiaca current segmentation scheme, an
existing product in a new segmentation scheme wapreduct in a current segmentation

scheme, or a new product in a new segmentatiomszhiglarketers can compare relative
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segment positions or placing in the matrix. Examgl the interpretation of the matrix
(Dibb, Simkin, 2009, 124 p.)

Figure 5 SEM example

ALl - Easy to enter to enter

- Highly competitive ay not be attractive in

- Low entry barriers
- Useful use of spare

o 1
c (pottentially very. ;
= lucrative) Reiacity
=
=}
o
E oy
g - Dificult to enter
§ Potentially attractive - Avoid investments
- High entry costs - Operation costs may not
... _be justified
- Long term opportunities
wort investing in - Consider
resegmentation
Low I - Seek scale econom
High Low

Segment attractiveness

Source: Dibb, Simkin, 2009, 124p.

4.4.Positioning

Because positioning works with customer percepdibout the product, companies have to
know or focus on their customer perception. Itatéintiates a company’s product form
other competing firms in the market place. Targgtinds suitable segments and
positioning operates within the segments.

As was mentioned before, positioning is about coresuperception. The background for
their understanding of a product is determined ey ¢competitive structure of markets.
Marketers distinguish tree simple levels: produgtesiority, product differentiation, and
product parity (Myers, 1996). The best situatiomuss when a product is superior and
“has no competition”.

Effective positioning is not just about superioritipat is a rare situation. Mayers (1996)
defined several requirements. Uniqueness is the bassc principle: a product is different
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in some way from all of the competitors' produdtisis unique thing needs to be somehow
important to customers. When the difference isgimicant it does not have any influence
on customers. The third requirement has to do beéfievability of promotion. Any claims
that are connected to the product must be credihistomers must believe it and they do
when the claim is reasonable and true.

4.4.1. Positioning Techniques

Figure 6 Positioning techniques

Positioning techniques

Simple

L

Quadrant analysis |

! | Importance and uniqueness ratings

_— Sophisticated

Positioning maps
—| Perceptual positioning maps | 2

—I Preference positioning maps |
Myers, 1996
Factor analysis

—| Correspondence analysis |

—I Psychometric tests |

—| Qualitative marketing research |

—| Focus group discussion | S

: | Dibb and Simkin, 2009

Mapping games

—l Positioning based on laddering |

Source: Own source

The knowledge of customer perception is essental positioning. Several different
techniques are used form very basic ones to exlyeswphisticated ones. Position
techniques are shown at Figure 6.
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A product profile belongs to the simpler techniqugsnple graphs are based on average
ratings given by basic questionnaires that reptesginen characteristics of a product. In
this case, only descriptive and perceived perfooearatings are used. Problem occurs
because there are no comparison and importanog @itithe product. Example of profiles
of two products represents the Figue 7.

Figure 7 Positioning profiles
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Source: Own source

The quadrant analysis is based on surveys thatoasiite importance of attributes and
performance of several companies. The performaheaach attribute is laid out on the
horizontal axis and the importance of the attribartethe vertical axis. Each of these plots
can be divided into quadrants which represent qdai situations of the company, then
the attributes are put into it.

Importance and uniqueness rating is a simple repdne output is made up of the

consumer ratings of attributes' importance andutiigueness of the product. The previous
techniqgue does not distinguish between all comgefinoducts. And also graphical

visualization is made.

For visualization, summarization, and clearer imajethe perception, marketers use
positioning maps which belong to the more sophastid techniques. This technique is
based on mathematical and subjective approacheagnddsto summarize customer
perception into a map. Customer researches whiehtifg¢g dimensions for mapping
represented by axes of the map plays a key roley ©re important marketing mix
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requirements. Products are placed into two dimeasispaces. These spaces are defined in
terms of attributes that identify either locatiorthe space or axes of the map.

Positioning maps are sometimes wrongly called Péued maps. A positioning map is
only an arch over all of the approaches and teci@sigPerceptual maps are the most used
type of positioning maps. The techniques that asedufor perceptual maps are
multidimensional scaling and discriminant analyfidyers 1996). Myers (1996) split
positioning maps into two main categories: percaptmaps and preference maps.Some
other techniques include the factor analysis aedctirrespondence analysis. Even if the
outputs of these techniques have a similar forthatjnterpretation of the maps is different
according to the way the positioning spaces wenstcocted.

The most popular techniques which are connectedostioning maps and which are
published in Dibb and Simkin ( 2009) are:

1. Psychometric tests using quantitative scoring mas#ic scales

2. Qualitative marketing research, typically in thenfioof focus group discussion

3. Participants in a focus group discussion depictimg relative positioning on a
flipchart of prepared board, and selection ther@ssevariables for the axes

4. Perceptual mapping games

Laddering techniques are not positioning map teghes. “This psitioning strategy in this
context is based on the translation of an attrilsuteo the personally relevant reason why
it is important to the consume{yers, 1996, 363p. ). It is based on the mean-kadry
where its purpose is to represent connections legtweoducts and a customers.

This is just a short outline of techniques, marchiteques have been developed since then.
The creation of positional maps is nowadays suppdrly software and it is not possible to
name all of them or to explained them in depth wuthe whole concept and extension of
the diploma thesis.

4.5.Business Market

What is the difference between business customescansumers? Business customers
are understood as participants in the businessidorbss (B2B) market. Is there any
difference in the segmentation processes? Thigiqnesccurs when business markets are

segmenting. The publications focused on such togics usually focused on the
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segmentation of consumers and the segmentationsifidss customers is mentioned only
partially. The foundation of the segmentation peses is for both the same; differences
are determined by differences between businessrogss and consumers.

The explanation of the differences introduces dsslenharacteristics of the business
market that are enormously important. Understandimgse is a part of any market
segmentation, understanding customers is thestiest to satisfying them thus reaching the
goal of the organization.

Understanding involves appreciation of the charaties and profilation of the targeted
consumers; Key Customer Values, which describe riguyneeds and requirements;
consumer feeling about the product; the composiioiine buying center; buying decision

process, and influencing factors.

What are distinctive characteristic of businesskei@ Business customers emphasize on
economic benefits (consumers emphasize on psyadbaldienefits). Usually more people
are involved in the formal decision process andetlieno rule stating that those that make
the decisions are then directly involved with thheduct or service. Moreover, there is a
place for price negotiation. The number of busimasstomers is smaller. However, they
are big players; consumers are counted in diffeseales. Even if the buying process is is
formal and is influenced by many policies, thereasplace for personal settings,
interpersonal relationships, and intuition. Theghase is more often made directly from
suppliers. The reasons for it can be that they lauye quantities and any intermediary
would be too expensive; suppliers may satisfy dpedusiness needs and provide
customized products or packages. The purchasé igseften more risky then consumer
purchases. The reason for that is the higher vafutae products, long term contracts,
complicated purchase processes, issues connectadhaioges suppliers ... Business
markets may be characterized by geographic orientaDemand is derived from the
demand in the consumer market, thus consumerseailjirinfluence the whole business

market.

The typical buying decision process is broken domin several follow-up stages(Dibb,
Simkin, 2009, 58p.): need recognition, developm&Enproduct and supplier satisfaction,
search for products and suppliers, evaluation afdygcts relative to specifications,
selection and ordering of suitable product and Bepperformance. This typical process
happens in different variations but basically tlne in all B2B relations. However,
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marketers should have a concrete image of theimguyrocess. The decision process is
formed by many influences(Dibb, Simkin, 2009, 62penvironmental (economic
conditions, political, legal and regulatory issuescial trends, competitive forces),
organizational (purchasing policies, buying objees$i available resources) interpersonal
(cooperation, conflict and power relationship wittthe buying center), individual (age,
gender, education, job status, personality)

Business buyers seek different benefits; it depemdtheir stage in the purchase decision
process (Kotler, Keller, 2006, 261p.). Each of fhnecess also requires different cannel
preferences. First-time prospects are customers avhRoinexperienced, they have not
purchased anything yet so they need somebody wierstands the business to help them,
someone they can trust. They prefer personal contdh a salesperson instead of a
catalogue or on-line purchasing. The more expegieustomers have, the more they know
what they want they are focused on buying and areeropen to electronic cannels that
support short time delivery. Novies are customehn® &lready started their business but
they need easy-to-read manuals, hotlines, and latgebble business sale representatives.
Sophisticates are customers who are experiencey. Wwant speed maintenance and repair
benefits, product customization and high professisnpport.

Other classification is based on the type of sgllilh segmentation scheme that classifies
buyers into three groups and is based on variquestyf selling (Kotler, Keller, 2006, 260

p.).
Price oriented customers (transactional sellingyefer the lowest price

Solution oriented customers (consultative sellingpey value more benefits and advice

Strategic value customers (enterprise selling)ey tralue co-investing and participating in

the customers’ business

4.6.Service Market

As the business market has a particular charanterise same applies for the market of
services. The market can be characterized in tefmmearkets (business and consumer) and
products (product and service). The recruitmenvisermarket is characterized as an
industrial market of services (Kincl, 2004, 176 ip.pther words a B2B service. There are

also companies which operate on markets which ddinto the concrete distribution.
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Material products can be provided with servicesioe versa. The supply of a recruitment
agency is pure service as the Figure 8 below inekca

Figure 8 Markets

Business market of product |@EEIEIEEERE 18 Gl =gV [of=1S

Consumer market of product | Consumer market of services

Source: Kincl, 2004

Marketing connected to services is influenced byyneharacteristics that are different
forms of material products. It is immaterialityseparability, variability, transience and the
inability to hold service (Kincl, 2004, 114 p.).

When services are immaterial, they cannot be insgeand they cannot be touched or
viewed. That is the reason why customers usuatiik for a guarantee or any evidence of
quality to reduce uncertainty and help them in dirog between competitive offers. They
are characterized as inseparable because theysaaflyuproduced and consumed at the
same time. The production process of servicesusllysimportant for customers because
they are involved in it, on the contrary of the gwotion of material goods. Variability of
services means that they are anomalous from tlikedsetorm due to dependence on
whom, when, and where they are provided or theycastomized for a specific request. It
was already mentioned that services are producécamsumed at the same time so any
holding in storage is not possible. They usuallgntd be used later on or put to stock.
Ownership of services is usually limited accordiaghe specific use of the services.

The service marketing triangle plays (Figure 9) iamportant role in the marketing
strategic decision process and an understandirggy ablmarketing in the services of
companies. It represents the fact that a compangtighe only player.
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Figure 9 The service marketing triangle

FIRM (Strategic Business Unit)

Internal Marketing External Marketing

EMPLOYEES CUSTOMERS
Interactive Marketing

Source: Kincl, 2004

The corners of the triangle represent major paeiais, that is the firm (strategic business
unit), employees (the real service delivery persang customers. There are three major
types of marketing that are connected to always pasicipants: Internal, External, and
Interactive marketing. Only a well-balanced coniwectof the tree types of marketing

mentioned above guarantee successful services.

External marketing is used to make promises. A @wpmakes and communicates
promises to customers about the expectations,tyualithe way of delivery of a service.
Traditional ways include promotion, advertisinglesapromotion and price creation. But
external marketing is just the beginning. Intersetimarketing should keep the promises
given. The employees deliver the services so theyhe major elements that influence if
the promises are kept or not as well as customatisfaction. Internal marketing is
connected to the allowance of the promises. Employeave to be skilled to be able to
deliver the services, to be motivated, and theyehawave appropriate tools to do it.

Even the marketing mix of services has its own #igsc The original 4Ps of marketing

were extended. The most common variants are (K2@f4, 121 p.):

» Product, price, place, promotion, physical evidepes®ple, process
* Product, price, place, promotion, physical evidenmople, process, productivity

and quality
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* Product, price, place, promotion, programming, pegmrocess, partnership

As was mentioned above, services have its own ctaistics. These characteristics
influence the marketing mix (Kincl, 2004, 121 p.):

* Product is usually a process, services are imnadteletermining factor is quality

* Prices are relevant factors because it plays aroritapt role in the customer's
decision-making process. The higher the price thkdn the expectation about the
quality of the services. It is very important ta@ 8p relevant prices.

« Distribution canals are usually short because sesvtannot be held in stock and it
is usually connected to specific locations so thakes it harder to deliver.

* People who are playing any roles in a marketinggse influence it by their own
approach and personality.

* Processes require division of a process into lbgiteps. The process can be
perceived from the diversity and/or complexity poiof view. Jane&kova,
Vastikova in Kincl (2004, 126 p.) define tree opiersal systems. Mass services
are characterized by low personal interaction, hggandardization, and high
possibility to replace labor by mechanization. @uostservices allow high rate of
customization. Professional services are providgsgecialist; these services are
usually nonrenewable and need high customer invodw.

* Physical evidence includes places where the serae provided or produced, and
any material that is used during the process ofiyzimg or that is needed for the
services. All the previously mentioned needs t@adjeisted to the specifications of

the provided services and to the customers.
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5. Practical Part

5.1.Introduction

The aim of this part of the thesis is to uncoverketsegments of ICT companies for the
purpose of personnel agencies. This influence<tiijréhe determination of segmentation
variables and the development of clusters.

The companies pride themselves with their advacastbmer care and services which can
be easily true due to their professionalism, fléitjband creativity to work. However, to
serve and address companies with diametrical needwefficient and worth to lots of
effort that can be invested into new customersgdtamng should improve the current
situation with is not bad but can be better.

Because segmentation has many levels, it is a igneshether ICT companies already
belong to one meaningful segment or not. The deimiof a segment says that all
members of a particular segment respond to a p&timarketing mix. ICT companies do
not respond to a same marketing mix so it is megnito segment ICT companies. The
next question is weather the chosen methods areaigl weather the uncovered segments
fulfill effective segmentation criteria. The appr@te segment variables have to be
chosen in order to be able to uncover new segm&ata has to be collected for the
following analysis.

The first step is to run a cluster analysis on I€mpanies in the SPPS program. The
output of the cluster analysis uncovers a few segsnieased on the quantitative variables
which are the number of employees, turnover, numiferpremises and economic
classification. The reason for the analysis is &b lgasic information of the segments and
ensure that the segments are sufficiently large.

The second step is to develop the uncovered segniEme customer profile is defined by
the needs of customers, decision making processrdiu@gnces. The definitions of the
segments are based on group discussions wherapbeaence of professionals is applied.
Moreover, the criteria of attractiveness and thgnsmt qualification criteria will be

determined for each segment and then it will bed dee the Segment evaluation matrix
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which helps with the evaluation of the segments pravides data for the targeting
decisions.

A recommendation, which is based on the performealyais, is made for the &E

company.

5.2.The ICT Sector

The ICT sector is going to be segmented because ihgerception that most of the ICT
specialists (main interest of the selected compavyk in the sector. It is important to

understand the segment and to know main charaatsriglated to personnel agencies for
the segmentation and definition of segment vargable

The dynamic development of the ICT sector refleg®wing influence of ICT
technologies on modern economy. The developmentCadf modifies processing of
information which enables work with larger data amésier access to them.
Communication is much easier and faster nowadayssd influences activities that are
not directly connected with information and comnuation technologies, for example
manufacturing, distribution, management, marketingpurchasing. These activities are
parts of all business activities.

The Sector of Information and Communication Techgms became also one of the most
important sectors in the Czech Republic. It createsgnover that makes 5.1 percent of the
total turnover in the business enterprise sectothen Czech Republic. It employs 2.7
percent of all employed people in the Czech Repudiid 53 percent from that is for ICT
services (Skarlandtova, 2011).

The ICT sector is defined by CZ-NACE (Czech IndiastClassification of Economic
Activities). The ICT sector is sectioned into famain groups. ICT manufacturing (CZ-
NACE: 26.1, 26.2, 26.3, 26.4, 26.8), ICT trade (SZCE: 46.5), Telecommunication
(CZ-NACE: 61), and IT services ( CZ-NACE: 58.2, 35) (Skarlandtova, 2011).

The ICT sector employed 141 003 people in the 288&9. This number is continuously
increasing, it increased form 135 847 in the yd¥52Skarlandtova, 2011). The absolute
numbers are rising as well as the relative shatetaf employment in the Czech Republic.
It was 2.5 in the year 2005 and 2.7 in the yea©9200he highest share of 53 percent of
employed people work in the IT service industry g@&ndtova, 2011). The IT service
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industry is the only one where the number of emgidiogeople is rising, the other numbers
are slowly decreasing in other sectors of the I@dustry. IT services include activities
connected with programming and related activittega processing and data hosting, and
computer repairs.

In terms of segmentation, it is interesting thatp&tcent of total employed people are
working for companies that have 250 or more emmey¢ghe biggest companies according
to classification of Czech statistical office) ahe second highest percentage is 38 percent
for companies with 0-49 employees(Skarlandtova120TIhis share is constant from the
year 2005 which suggests that some stability is dstribution. Another interesting point

is that there is only 70 of the biggest companied employ the 42 percent compared to
the 31 207 enterprises in the ICT sector that eyg@s the rest 58 percent.

The turnover in the ICT sector was 626 326 mil Cidkhe year 2009 which makes 6.1
percent of the total turnover in the business @nies sector. ICT services create only 26
percent of the turnover and 64 percent are crelayethe companies with 250 or more
employees(Skarlandtova, 2011).

Some interesting points can be seen form the pergpeof ICT specialists because the
ICT sector does not employ only ICT specialists bls#b needs positions of different
professions. There is 114.2 thousand ICT speaalstrking in the Czech Republic which
was 2.3 percent of the total employment in the \Z#9. Their average gross monthly
wage is 43 952 CZK compared to 27 825 CZK of trst. rEerom an examination of data
from the Czech statistical office, the highest wagee in Prague and also the highest
wages are paid in the companies with 250 to 999@reps (Skarlandtova, 2011). The
positive impact on employment is above-average safeis influence of demand for ICT
jobs allows choosing the most appropriate emplay&as second point of view is that
personnel agency charges are derived from the cowingesalaries.

According the data form the Czech statistical effibe biggest share of IT specialists are
male form 25 to 35 years old(Skarlandtova, 201hesE people are willing to invest and
build their careers. They are not afraid of leagnand changing their jobs, so they are
good clients.

Interestingly enough, the structure of the ICT wéokce as individual roles shows that a
high percentage of IT dealers work across the I1€CIcs.

42



The rising numbers of employees in the ICT seda@ positive indicator for the personnel
agencies focused on ICT professionals. Moreovdh bBbsolute and relative numbers of
IT specialist are rising.

The web page budoucnostprofesi.cz was createdtégna from the National Observatory
of Employment and Training which is focused on lalboarket issues, especially the
competitiveness and human resources, forecastinlg rséeds and training issues.
According to their IT service sector analysis, thason why the sector has undergone a
very dynamic development (turnover grew annuallylBy26%, ie on average three times
faster than the GDP of the economy and increagbdarnperiod 2000-2007 amounted to
about 20%) in the past 15 years is thanks to logtsgplenty of skilled workers and
investment incentives (Narodni obser¥arantstnanosti a vz#avani, 2011). The ICT
service employment growth was associated with migleenand for more technical careers
(programmer, tester, IT technician) as well astireosectors of the Czech economy, while
the demand for analysts and IT executives rose graaually.

ICT professions are characterized by a high pramporbf university educated workforce.
However, according to www.budoucnostprofesi.cz (daf observatozantstnanosti a
vzaklavani, 2011) there are skill gaps between whatpaones really need and what
schools perceive as trends in the demand. Theefldemand for occupations in the ICT
services will be affected very differently than dhemand of today's trends. What is likely
to persist is an excess of demand over the sudplgbor. As in other sectors, the labor
cost will gradually converge with Western Europel dine cost advantage will gradually
disappear. That could mean a significant problemnless a corresponding rise in
productivity and quality of graduates appears, @sfig their language skills and soft
skills which are still perceived as a clear weaknaghe ICT labor market in international
comparison. That is why the CR will focus on kegducts and services with higher added
value - especially in the field of development aradie.

The main factors which will affect ICT services aptbfessions in the coming years
include(Narodni observataantstnanosti a vadavani, 2011):

» Technological and market modification - tools f@wnapplications are going to be
simpler, number of specific solutions will decreasedemand for purely technical
oriented professions will fall.
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» Cost changes - some occupations with relatively &mldled value (programming,
testing) may be lost and progressively squeezeafahie Czech labor market. The
Czech ICT market will also be increasingly exposedluctuations in the global
economy, previously mentioned difference in wagelewill be reduced.

* Changes in sourcing business model - the expeostddevelopment will force the
Czech companies to provide services on-site (thetylin other countries. The
current ICT centers in the CR may maintain the tgraent of a functional and
technical design, but programming will be implensehin a more cost-effective
locations.

« Changes in the investment policy of global compari€he demographic and cost
reasons decrease the attractiveness of the CRrrirs tef localization of major
outsourcing centers of the investment support sesviype. But a great opportunity
for the CR is the large German market, where it campete with German
language skills (although this is the Czech ICTkeos who are not sufficient)

* Changes in the structure of ICT companies — pdaityjumedium-sized ICT firms
will be in danger; their competitiveness will belueed thus worsening the access
to the outflow of customers and quality employeesgtobal players. On the
contrary, very small businesses and individuals loanefit from new trends in
software development and appropriate support

* Growth requirements for ICT ergonomics - demands dreater convenience,
intuitiveness and safety of these technologies widrease with the growing
number of ICT users,

* The increasing penetration of ICT into other sexter software will be an
increasing component of the functionality of procuc

* The growth in importance of trade and businessgssibnals — the factor for the
competitiveness of "customer facing” and peoplerdgd "information design and
management” is increasingly important in some segspe such as
telecommunications,

5.3.Project & Engineering s.r.o, the Selected Company

Project & Engineering s.r.o (&) is a small consultancy company with its resigeinc
Prague. The company specializes in solutions andcss in information technology and
search for resources across branches (human resptimancing, consulting and advisory
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services, marketing, business development). Thacpkar division, which the thesis is
about, works as a personnel agency focused on [&Eiaists. The division works
independently under the name PersorfaeEngineering. This company specializes on

direct search based on contacts that were bullbipears of existence on the market.

5.3.1. Mission and Vision of the Selected Company

“We do the small thing” is the catch phrase of Bcog Engineering. It represents the idea
that even if the recruitment process is complicated only a small part of the actual
business. The company does this small thing for, ymlps you with this complicated
process and makes it easier, and you can focuownbusiness. &E is not a "typical”
personnel agency, the work is mostly based on peaflsmntact. The company has built
over 15 years of experience in the ICT market dand still systematically extending.
Because there is not just the recruitment depattnben also the IT development
department, it does know ICT and they know thecstme of the key ICT companies and
IT departments of large customers. They are awidnew they work and what they need.

On the basis of personal contact with a candidatesal knowledge, his achievements,
experiences, and ambitions they can find a smatibar of suitable candidates that are
presented to the searching company. The demandimgpany is not then overwhelmed
with irrelevant curriculum vitaes. They work withraidates who are available in the labor
market.

They know that the best candidate can be a topiaigcn one situation who will
immediately bring a competitive advantage, in aapothkituation the best candidate is
somebody who will accept the company conditionslzmbme gradually built as a
full-fledged member of the team. Therefore, theyagls want to know the strategy of the
searching firms, specific requirements and undedstheir corporate culture. The selection
process consists of proving hard skills but alsét s&ills. How to fulfill specific
requirements of different requirements of custormdtrss openness and flexibility that is
integral part of their approach.

Mission: Taking part in the clients success byding a lasting partnership in which the
Personnel & Engineering is the partner who is pegbao understand their needs and

deliver quality solutions quickly and with measueatesults(Projec& Engineering, 2011).
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Vision: The vision is to become the most populanpany that is recognized by long-term
partnerships and high standard services. The aita ontribute to client's building of
professional and executive teams, to ensure antieeway to achieve their goals(Project

&Engineering, 2011).

The RRE does not have the ambition to become the lead¢ha market of personnel

agencies; they just want satisfied partners.

Values: Appreciation by the customer has been eshbly taking care of them well, their
needs and interests are at the heart of everythergonnel and Engineering do (Project
&Engineering, 2011).

* Interest - to understand the needs of each clethtei alpha and omega because this
leads to a long-term partnership.

* Reliability - ethics and trustfulness is a mattecaurse

* Access - a satisfied customer is the most importedsure of our work done.

e Quality - a well done job is a common standard

5.3.2. The Internal Processes of the Company

Describing the fundamental process in the companghallenging because there is no
straight product line. In real life, there are sav®pen positions and a mass of candidates
that are treated. On one side, there are demawdmg@anies searching for employees that
sign contracts with E. These contracts control basic conditions. Thenatling
company welcomes tha&fE does not require an exclusive contract, comnmmssidased

on success and the service usually comes with arimguaranty. E visits the client to
get to know the client and to clarify the expectas in case the client is new. The& P
searches in its internal database as well as aeyna databases like Jobs.cz and actively
searches for candidates and also puts the offetseoR&E website. When the candidates
are found, they are personally tested for hardsaitiskills and expectations are clarified
on both sides. In case the candidate fits the reonts, he or she is forwarded to the
demanding company for a final selection proces&E PRgets paid when the chosen

candidate is hired.
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This seems like a simple process. In case t&&i fnds several candidates with a specific
profession, only one is usually suitable for thendaded company and so the process is
reversed. RE can approach companies with the offer of capalolential employees
(candidates that are qualified but they have nanbehosen yet). Addressing these
companies is based on contacts and knowledge difthempanies. The reason why it is
done is to capitalize on already invested effortimding and testing candidates. The fact
that usually more positions are opened at the dame has to be acknowledged. One
company searches for several open positions atea Bimilar positions may be duplicated
across companies. The last case is very convebematuse it refers to search in the same
pool of candidates.

P&E always finds a place for negotiation with cliemitscause they are flexible and

creative. However, the price limits are always set.

As it is clear from the text above, th&P strategy is unique and based on socialization

within the ICT sector and the emphasis on cust@agsfaction, not low cost prices.

The last question is who are customers. The ansaample now. Any company which
searches for ICT specialists operating on the Czechket. Today, P&E actively
cooperates with 15 companies of different sizesfandses (software companies, banks,
telco companies, wholesale of candies...)

It is also relevant to explain that ICT specialiate understood as employees with an
experience in their field. No special definitionneeded because for example IT managers
can be perceived as ICT specialist or rather masage

Weakenesses of P&E:

* P&E is a small department (tree employees) with &ohit (especially human)
resources

« Unsystematic work which affects long cooperatiauriient cooperation is based on
personal contacts), lack of older data, thus olyigt

* Insufficient presentation on the internet (SEO it website). Especially IT

professionals use internet to search for jobs.

Strengths of P&E:
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* Long-term experience in HR and in the environmén€ad companies
* High standard of work, creativity and flexibilitigdt accompanies it
e Terms of provided contracts

» Space for negotiation

5.3.3. Competition

Lets simplify it and say that&E is a regular personnel agency. A trend can bieatin
the rising number of personnel agencies, the nurmbagencies rose from 372 in 2002 to
629 in 2007, which is 1.7 times more(Kupka, 20The number of agency employees in
the same period also grew significantly, more thames as much (Kupka, 2011). There
were global economic changes in the year 2008 kuodaanew classification of economic
activities was accepted. Unfortunatelly, since thiee data are not fully comparable.
However, the decrease in real numbers is significkncan be demonstrated in the
decrease of the number of placed employees butiralagency revenues that have fallen
during it by half (Kupka, 2011).

These numbers include all companies that searcjolboior individuals, place individuals

into demanding companies and provide consultanmycas for job opportunities.

Job portals like Jobs.cz or monster.com are comsuurces of open positions and
candidates. They help with searching for more comnuis. The advantage of these
agencies is their accessibility because they ameoruthe internet with huge numbers of
items in the database and they are relatively chEag disadvantage of them is that they
do not search actively for new possible candidaied do not make preselections for
demanding companies. Some job portals have a $patian, for example they are

focused on some geographical area or they focua particular industry. For example,

there iswww.pracevit.czwww.ictjobs.cz for IT jobs and many others that provide similar

services.

New sources of information about people and careeessocial networks, especially
linkedin.com and Twitter. It is possible to seafoh professionals who are not actively
searching for job, see connections and previousréxmce, and also promote open
positions. | would classify these social networksrenlike an indirect type of competition

because it still serves more like a source of mfmtron than a personnel agency in the
Czech republic. LinkedIn is not customized for @eech Republic and thus many people
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are not able to use it actively. However, it iehable source of candidates, especially for
managers and ICT specialists.

A wide range of personnel agencies are operatintp@market, from small local agencies
with limited portfolios of services to large intational companies with long lists of
services they provide. They usually provide recnemt, search and selection of
employees, recruitment processes, outsourcing,uitew@nt advertising, consultancy
services, payroll services and many others. Exanopléhese personnel agencies are
Grafton recruitment s.r.o. or Menpover spol. s..#ERSPEKTIVA CZ, s.r.0. can be
named as one of the companies focusing on the diuisiny. They are searching for all
types of employees; the most common are for middid upper management. An
advantage of personal agencies is that they dtengtivery expensive even though they
offer professional services. Their disadvantagescannected with communication and
clarity of company goals, and others connected \&itly services that are outsourcing.
Most of the personnel or staffing agencies are ig¢me the Czech Republic; they do not
specialize on specific positions. Many specialipedsonnel agencies exist in the Western
Europe, for example for nursery services of forestfic staff (The Benefits of a
Specialized Recruitment Agency). Maybe this is § where the Czech market is going to
develop and smaller specialized agencies will e tabfind a place on the market.

Headhunting is used for recruitment of top manageid very specific professions. It is
usually expensive but necessary in case a compaeysnto fill a position in top
management and does not have internal resources.

Local newspapers play a significant role in regiofiise Czech Republic is known for a
generally small willingness to travel to work soist easier to search in local media.
Unemployment is higher in specific regions tharthie capital city so the unemployed are
searching for a new job more actively, and commamie not have a problem to find
employees. On the other hand, they have to saitleai employee with lower skills,

because skilled IT specialist already went to bigigges for in order to get higher salaries.

Recommendation is a common way how to find reliadnieployees. It is usually very
cheap, based on personal contact and proceedsiificamal way. Some companies have
inner programs that in case current employees rewmd somebody who is then hired, he
gets a provision.
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Any company has to notify the Labor office abouy apen positions. These Labor offices
are huge sources of information about open positemd people can actively approach
companies that are searching for employees. Ldffioes also record job applicants.

5.4.Segmentation

Segmentation is the core subject of this diplonesith The company&E is focused on
recruitment of IT specialists. There are severgnsmts in which they can find their

customers.

One segment is based on companies/institutions diiferent business activities that
needs to maintain information technology in the@mpany, even elementary schools have
their “IT specialists” who take care of their conigns, education software etc. Companies
within this sector usually do not need deep knogtedf specialized fields of ICT. Finding
employees is not usually so hard there and it & @i small part of their recruitment

activities. The number of employees in these ITadlepents is small.

The second segment is made up of companies wik ldrdepartments but their business
in not in the ICT field. For example, banks haveyéalCT departments to support their
activities in the field of payment transactiongemet banking etc. These companies are
usually larger and have their own resources forurgnent. However, they commonly
cooperate with personnel agencies. The reasondiomaking a deeper segmentation of
these companies is because this segment is sndlitas hard to identify it. These

companies are counted just in single units.

The third segment, which is going to be examined segmented, is ICT companies.
These companies employ the highest share of ICTiamts who are a perspective
commodity for personnel agencies focused on ICTitisdthe reason why ICT companies
would be considered in the next steps of the setatien analysis. One more presumption
should be made and it is that the share of nond@Xialist in these companies is small so

we do not take it into consideration.

Approaches to segmentation were described in teerd¢iical part. The customer based
approach is going to be applied because the pratkeit is hard to qualify and it is
variable. Both intuitive and systematic approachefp with the segmenting of ICT
companies. The idea behind it is that hard datassattstical analyses of companies would
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be provided with knowledge of professionals. Teghes that are used belong to the
inductive post hoc segmentation approach.

Two-step clustering techniques are used, it beldogke independence techniques of the

segment identification.

The two-step clustering method is used when laaja dets are used. In this case, there
were 6429 items which were included in the analy&ither advantage of the two-step

clustering method is that either categorical ortemous data can be used. As the name
suggest, there are two steps that are run autaafigtio the SPSS program after the basic

set up.

Segmentation continues with the development oftetasn which the Segment Evaluation
Matrix (SEM) is included where it helps with tariget

5.4.1. Barriers of Segmentation

The knowledge of barriers helps preventing possiotblems and misinterpretations of

segmentation as it is described in the theorepiattl

Lack of experience with segmentation and HR manketnight cause problems in any step
of the segmentation process. Elimination is readhed discussion with HR marketing
experts and with the use of the statistical metvfadustering.

The interpretation of results of the clustering Imoek is inaccurate because the gained data
Is not normally distributed so that during the rptetation long right trail of distribution
has to be considered.

Data form the Albertina database, which represathtsompanies that are signed up in the
Czech trade register, is used for the cluster amalyhis does not reflect companies which
are really working. The list of ICT companies cezhby eProfil.cz includes approximately
eight hundred items(Ats Consulting, 2011), the &®ab and Engineering database
includes approximately six hundreds items and theerina database that includes more
than six thousand entities which are signed upsé&ftae all ICT companies with filtered
physical entities. The reason why the data formAHh®ertina database is used is that it
represents all companies, the complexity of infdramathat is not influenced by their own
presentation on the internet.
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5.4.2. Determination of Segmentation Variables

The selection of base variables was influencedhbyatvailable data. One of the variables
that would be nice to have is a number of the opesitions during a year and a
seasonality of recruitment. This is hard to megstmepanies (except the largest one) are
not able to define it properly. Because these a@aa not available so they are just
estimated and taken into consideration while theelbgment of segments is done.

The first decision about variables is whether te gsistomer based or product based
variables. The reason for choosing customer base@bles is that perception about
product is strongly affected by its presentatiord dhere is a clash between general
understanding of personnel agencies and wB&E Boes. Without the experience of the

particular product, no reasonable result cann@dneed.

Customer based variables are used to define custorimem the basic point of

differentiation like size, place, and activity.

Base variables that are used include: year turnawember of employees, number of
premises, size of a municipality where the compapgrates, and classification of
economic activity (derived prevailing OKEclassification)

All variables are independent variables that armeoted to customers.

5.4.3. Results of the Two Step Cluster Analysis

The cluster analysis input data was filtered adogrdo needs of segmentation during the
analysis of the two steps. Several steps with miffedata sets were proceeded in order to
gain the best result with regard to the currerdtegy of RE. Each step contains output
from the SPSS (Appendix- Output of SPSS analysigrpretation of clusters and reasons
why any modification of the data set was made. iftberpretation of clusters represents
the clusters’ means that is influenced by a righgltrail distribution of data. For example,
if the mean is 6-9 employees then it means thaetigethe highest share of companies
with this number of employees but they can havegladn number of employees. All of the
results of the two step analysis described belovwewegaluated as good which means that

the cluster silhouette measures are cohesion-defara
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The output from the SPSS software(Appendix- OutgusPSS analysis, SPSS output 1)
shows the result of the two-step cluster analysa$ was run with all the data at the first

step. Two large segments were uncovered.

Table 2
Cluster 1 2 3
Percentage 52% 46% 2%
Turnover 5 -9 mil. 5 -9 mil. 300 - 499 mil.
Number of employees 6 — 9 employees 6 — 9 empfoyee 200 employees
Number of premises 0-1 0-1 3
Size of municipality Prague Small municipalit{est Prague, | Prague, Brno

Brno, Ostrava)

Source: own research

Table 2 shows the results of the analysis. It shine@sonly significant difference between
two biggest clusters (cluster 1 and cluster2) wiisctine size of municipality. It shows the
only difference between Prague and small munidipaliand the influence of large

companies as outliers in the last segment.

Companies in regions search for employees in areifit way. They still use mainly local
sources that &E is not able to provide in a sufficient way. Alsersonal contact which is

important for their cooperation is limited.

The second step was to exclude outliers (Appenéxctuded outlierspecause their huge
numbers with small occurrence influence the stasistike the result of cluster 3 shows.

Table 3
Cluster 3 Cluster 2 Cluser 1
Percentage 50% 45% 5%
Turnover 5 -9 mil. 5 -9 mil. 100 - 199 mil.
Number of employees 0-1 0-1 1
Number of premises 0-1 0-1 2
Size of municipality Prague Small municipalities Brno (occasionally Prague)

Source: own research
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Cluster 1 shows that excluding outliers helped whthdistribution within clusters.

Because Prague, as a city of a large size, hagmlyda large impact on segmentation, |
decided to analyze only the companies in Pragubemext steps. The second reason is
that RRE is placed in Prague. The localization is moreveorent for communication and
cooperation and &E is not able to serve the whole republic in itsrent state with its
current sources. Also the differentiation betwekrsters is not significant for the purpose
of personnel agency.

The SPSS Output 5 represents the segmentatioragbi®icompanies (with outliers). The
reason why outliers were again included was thay thre important companies that
employ a large share of ICT specialists, as wastioreed earlier, and thus they can be
interesting segments for targeting.

Table 4
Cluster 1 Cluster 3 Cluster 2 Cluster 4
Percentage 71% 24% 4% 1%
Turnover 5 -9 mil. 100 - 199 mil. 60-200 mil 1060
Number of employees 0 6 — 9 employees Around S8l@yaes 300-500 employees
Number of premises 0 More then 1 More then 2 Aro2ind

Source: own research

It is obvious form Table 4 that the largest clustentents of the smallest companies and
outliers of large companies created the smalleghsat.

The next step was to exclude the large outlienmésaay as in the previous step because it
is influencing the composition of results) and gmalthe economic classification of each

cluster.
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Table 5

Cluster 3 2 1

Percentage 70% 26% 4%
Turnover 5 -9 mil. 100 - 199 mil. 100 - 199 mil.
Number of employees 0 6-9 6-9
Number of premises 0 More then 1 More then 2

Source: own research

Frequencies of economic activity were created fachecluster. There is the most
significant share of Publication, supply and sofsva&onsultancy in all the clusters.
However, other software services and hardware d@amsy occur in the second sector
which is also significant (Appendix- Output of SP®8alysis ). Similar results are
recognized in the analysis below showing clusteth additional variables of economic
classification. The output of the two-step clusteethod of Prague companies without
outliers is shown in Table 6.

Economic classification of variable was applied aas additional variable to the data
filtered as Prague companies without outliers beedhe quality of results in the previous
analysis was evaluated as poor thus the cohestbeeparation of clusters was bad.

Table 6
Cluster 5 Cluster 3 Cluster 6 Cluster 4 Cluster 2 Cluste
Percentage 47% 15% 12% 11% 10% 5%
Classification of Publication, | Other Hardware Other Activities in | Other software
economic activity supply and | software consultancy | activities the field of delivery and
software delivery and related to computer software
consultancy | software computer technology | consultancy
consultancy technology
Number of companies 1341 421 361 324 271 147
Turnover 1-2 mil CZK| 10 - 29 mil. 10 - 29 mil. 10 - 29 mil. 1-2 mil CZK 0Q - 199 mil.
Number of employees 1-5 6-9 6-9 6-9 1-5 50-99
Number of premises 1 or none 1 or none 1 ornong ornbne 1 or none More then 2
Size of municipality Prague Prague Prague Prague | Prague Prague

Source: own research
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All the changes in the data set of the clusterirrgendone to find a suitable number of
segments. These segments are measurable, theis spenparable, and their number is
convenient for future development.

The output of the two-step clustering analysisrprieted in the table 6 creates reasonable
clusters and development of each cluster is donexh chapter.

5.4.4. Development of Clusters

The development of clusters is done based on aigigm with HR marketing specialists
and their qualified estimations. Only the clustéxam the final result in Table 6 are
developed. The problem of a not regularly distoutlata set was mentioned and in this
place | would like to mention it again becauseas Influence on interpretation. A profile
and a Segment Evaluation Matrix is developed feheduster.

Cluster 5 — Small SW companies

Customer profile: These are small companies withaximum of 10 employees
and small turnover. Their field of activities isntwected to the software industry (IT
services). They do not have a firm structure obmgany. They often do not trust
and do not understand advantages of personal ageribey prefer to find new
colleagues on their own. These companies work basgzersonal relations so they
use mainly personal contacts and recommendationsn vwdearching for new
employees, they try to avoid paid services conmetderecruitment. In case that
they are not able to find suitable candidates, thetyely approach a personnel
agency, to be able to do it, the personnel agemsyth have easily described
services, advantages and they have to be abledat feasily on the internet.

Needs of customers: They usually do not searchdéap specialization of their
employees; they rather search for employees withdar scope of specialization.
They are not able to offer a high salary. The fiatibn of employees is high in
case they perceive it as a startup of their cane@ther cases the fluctuation is low.
Their specific needs are hard to identify, theynibelves are not even able to
define it and prepare a meaningful job description.
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Decision making process/buying process: There usllysone person who makes
the decisions and for that person it is usuallythetonly thing to take care of, they
are usually owners or managers of the company.

Influences of decision making process: The persapgroach of the decision
maker influences the process and the biggest imflereis money because these
companies have small budget. Understanding of paed@gency’s services is core

for their decision making.

Table 7 SEM Cluster 5

Cluster 5
o Scc | Weighti . ] Scc | Weighti | Rank
Segment qualification Ranking| Segment attractiveness
re [ng re [ng ng
Common user needs a o
o 1{33.3333] 33.33| Profitability 1| 8.33333 8.33
characteristics
Identifiable competitio 0.5] 266667 13323 | Barriers to entn 1| 5.333:| 5333
Identifiable communication m 05]216667 10823 | Payment habit 05| 266667| 1333
o Sustainable competitiv
Common distribution channel 1]18.3333 18.33 0.5| 11.6667] 5.83
advantage
Total 75.83 80,83

Source: own research

Cluster 3, 4 — small or middle-size companies

Customer profile: These are companies with 6 tab®hore employees and the
turnover is in the range of 10 to 50 mil CZK or morhey operate at the IT market
in a wider range of activities, except hardwaresttancy. These companies are
able to cooperate with a personnel agency but giseglly do not actively address
them, they do so only in extreme cases. The remadoncluster 3 and 4 were

merged is because they belong to the group ofdhee ssize and they have similar
characteristic.

Needs of customers: These companies search formoorhlT specialist but also

IT specialists with specific skills which is notsyato find. They are open to
cooperation in case the HR manager is not ableatvage all applicants or that they
are not able to find a specialist. They can obtaw employees regularly or
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fitfully, that depends on the strategy of a compaflyese companies are learning
how to work with their own HR marketing and promatgen positions on their
websites or on job portals (Podnikatel.cz, 2010) .

Decision making process/buying process: dependd@imoncrete structure of the
company.

Influences of decision making process: The managens&ructures of these
companies depend on many factors. A very impoitaditator is if the company
has a human resource manager and if he has enouglotmaintain the whole HR
agenda. In case he does not have enough timeuirjmseful to offer HR services
to help them and in case they are able to manageabenda it is probably better
to offer them experience in IT connected to HR.

Table 8 SEM Cluster 3,4

Cluster 3,4

o Scc | Weighti . ] Scc | Weighti | Rank
Segment qualification Ranking| Segment attractiveness
re [ng re [ng ng

Common user needs a

[En

1121.6667| 21.67| Profitability 21.6667| 21.67

characteristics

Identifiable competitio 0.5]23333: 1167 | Barriers to entn 1 3C| 300C
Identifiable communication m 05 20 100C | Payment habit 05 30| 1500
o Sustainable competitiv
Common distribution channel 1 35 35.00 0.5] 18.3333 9.17
advantage
Total 78.33 75.83

Source: own research

Cluster 6— small or middle HW consultancy companies

These companies have similar features as clustarel® and all of their changes
come form their HW specialization. There is smai@nd for new employees in
hardware in general because their fluctuation iy Vew and the community of
these specialists is small, they do know each @hdrthey are able to maintain the
demand themselves.
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Table 9 SEM Cluster 6

Cluster 6
o Scc | Weighti . ] Scc | Weighti | Rank
Segment qualification Ranking| Segment attractiveness
re [ng re [ng ng
Common user needs a o
o 1 35 35.00| Profitability 1| 26.6667 26.67
characteristics
Identifiable competitio 05 20 100C | Barriers to entry 1 25| 2500
Identifiable communication m 0.5] 166667 8.33 | Payment habit 05 30| 150C
o Sustainable competitiv
Common distribution channel 1(28.3333] 28.33 0.5| 18.3333 9.17
advantage
Total 81.67 75.83

Source: own research

Cluster 2 — small IT companies

These companies are similar to cluster 5 becaese ttompanies are characterized
by their extremely small size. There is just orféedence, that the number of these
companies is smaller and their scope of activitsewider. It is hard to identify
what a company does and what are its needs. Alsodaabase of candidates can
be insufficient for serving their needs.

Table 10 SEM Cluster 2

Cluster 2
o Scc | Weighti . ] Scc | Weighti | Rank
Segment qualification Ranking| Segment attractiveness
re [ng re [ng ng
Common user needs a o
o 1 20 20.00| Profitability 1 20| 20,00
characteristics
Identifiable competitio 0.5]41.6667 2083 | Barriers to entn 1] 53,333{| 5333
Identifiable communication m 05 15 7.5C | Payment habit 05| 166667 8.33
o Sustainable competitiv
Common distribution channel 1]23.3333 23.33 0.5 10| 5.00
advantage
Total 71.67 86.67

Source: own research

Cluster 1 — large companies

Customer profile: These companies are large playeften international
corporations with strong corporate cultures andci§iperequirements that are
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defined for each company. They do have their ovemurament systems and they
cooperate with more personal agencies. Because dteyarger and successful,
they pay higher wages so the candidates approaah dlatively and a creation if an
inner database is easier. This cluster is smaléut strong.

Needs of customers: They search for deep knowlefigespecific field, but they
are also able to train skills that they need sg dre sought-after by graduates and
also may search for recent graduates themselvest HIR department is usually
workloaded and any help with the number of irretévapplicant saves them time

for other important activities. Their demand fomwnemployees is high and regular.

Decision making process/buying process:

they arenopor cooperation;

complicated selection procedures which are dongianparticular time periods are

commonly used.

Influences of decision making process: It deperidthey are able to find the

candidate on their own or if it is hard to find dadates for the positions.

Table 11 SEM Cluster 1

Cluster 1
o Scc | Weighti . ] Scc | Weighti | Rank
Segment qualification Ranking| Segment attractiveness
re [ng re [ng ng
Common user needs a L
L 1(28.3333] 28,33| Profitability 1| 36.6667 36.67
characteristics
Identifiable competitio 05 20 10,0( | Barriers to entn 1 20| 200C
Identifiable communication m 05 15 7,5(] Paymnt habits 0,5 266667| 1333
o Sustainable competitiv
Common distribution channel 1| 36.6667 36,67 0,5| 16.6667] 8.33
advantage
Total 82.50 78.33

Source: own research

Table 12 contains a SEM summary of all clustergufg 10 and Figure 11 show graphical

presentation of SEM.
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Table 12 Summary of SEM

Segment Segment Size

gualification attractiveness
Custer! |7583 8083 47%
Cluster
3,4 78.33 75.83 26%
Cluster ¢ |81.,67 75.83 13%
Cluster . | 7167 86.67 9%
Cluster : |82.5C 78.33 5%

Source: own research

Figure 10 SEM

High

Segment qualifying

Low

m

High

Low

Segment attractiveness

Source: own research

Figure 11 SEM

High

Segment qualifying

High

Low

Segment attractiveness

Source: own research
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The SEM (figure 10, figure 11) shows whether theawered segments can be served
effectively with its own marketing mix. There is amportant relative position of the
segments towards each other because the scalee ahdltrix is based on managerial
judgment as is shown in Figurel0 and Figure 11lmRtee first point of view, no segment
is staring, does not have the highest segmentfopadiion and segment attractiveness at the
same time.

Clusters 3,4(small or middle-size companies )an@ngall HW consultancy companies)
have smaller attractiveness but higher segmentfigaséibn. It means that it is easy to
enter and address new companies. These segmentsomnbg attractive in the long term.

However, it is the second largest segment and tiwédldoe enough customers for small

companies like RE.

Cluster 1 (large software companies) has the higbegment qualification, it even has
hard success and lower segment attractivenesk, Ehows what to expect and how to

serve companies in this sector which makes th@sateresting.

Cluster 5 ( small SW companies ) takes a placenasportant segment in term of market
qualifying and market attractiveness where itléeed in the middle, on the other hand the
segment is interesting with their large size.

Cluster 2 (small IT companies) is expressive witfhirsegment attractiveness compared to
other clusters but to serve them is extremely diffiso segment qualifying is low and it
makes the segments uninteresting for the purpoteeafelected company.

5.4.5. Fulfillment of Effective Market Criteria

Effective market criteria were described in theotietical part. Segments that fulfill these
effective market criteria are perceived as coryaaticovered segments.

The size of segments is more of less equal. Tlgesamumber of companies is included in
the cluster 5 of small SW companies. The problerth vihis segment is that these
companies are very small and their purchasing pasvemall. On the contrary, cluster
number 1 is made up of the largest companies wtiexie need of new employees is
regular and their purchasing power is strong.
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All segments are able to be reached and servediffiertent approaches have to be chosen.
Segments are differentiated and they each respoaddifferent marketing mix. There is
an exception in cluster 3 and cluster 4 becaussetbegments react to a similar marketing
mix so they were merged into one segment.

Effective programs can be found for attracting eseiment. However, these programs are
very different, for example the cluster 5 of mi@ompanies would react passively but
clear promotion on internet would be fine.

All segments can be perceived as stable in the tiermy perspective.
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6. Proposals and Recommendations

The aim of this part is to comment the createdtelgsin context to the situation of the

P& E company and provide recommendations.

The cluster number 5 (small SW companies) crestdhe largest segment thus it is

interesting because of its large scale of posstustomers. These companies prefer
cheaper ways how to find employees. In a case wheseare not able to find a candidate
with own resources, they actively search for hald ¢hey are able to pay for it. The

important point is that these companies searclvelgtand only in certain cases they are
not successful. Any active promotion will probabigt be effective. The recommendation
Is to publish a website with a clear message awdsininto a regular search engine
optimization to be visible on the internet.

The fact that these companies work in software strgumight help with promotion and
addressing them as well as with effective recruithte these companies.

Threads for the segment is influence of large imternational companies and trend of
simplification software decrease of demand.

Clusters 3 and 4 were merged together becauseithpeeception that they are responding
to the same marketing mix. Also, a segment thdarnge enough to be interesting for
targeting with existing strategy occurs after thergmg which is an advantage. The
disadvantage is that companies in this segment brusictively and regularly addressed
and appeal to cooperation. The first contact isagsrthe hardest one because it is not clear
whether the companies have HR departments or wha sharge of the recruitment
activities. A CRM or another system to maintain tegts and activities with companies
should be set up. Data from the past can becommportant source of information for
future decision making processes and any commuaicatith companies.

Another complication in this segment is the widega of company activities and many
professions in case that a company builds an owabedae of candidates. There is one
exception of salesmen in IT because they are negdedery filed of the IT business.
Sales departments were the only ones which wengostgal even when the financial crisis
occurred. Nowadays it is one of the most stable axt#nded professions. Another
guestion is how much is a salesman an IT spedakssimilar problem occurs with SEO
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marketers, it is hard to say if they are includedGT or in marketing. There are many
professions with overlapping categories. A persbrmoenpany focused on ICT has to
decide whether to be open to these positions or Regarding IT salesmen, | would
recommend to be open to them because there isgaigetial in having them.

This segment is stable as a whole that is convefoerfuture interest.

Cluster 6 (small or middle HW consultancy companisesiot an interesting segments for
P&E because this segment is small, as the SEM asahmss shown, the segment
attractiveness ration is the smallest. The commgumitHW consultancy is small and
closed. However, | believe that these companieddvol willing to cooperate but it would

be hard to fulfill obligations and find suitablenchdates in the current resources &f&2

Companies in cluster 2 (small IT companies) areéindjgished by their wide range of
activities, small size and turnover. It is nerlypiossible to create a marketing mix for this
cluster. Together with its small potential of usggesonnel agency services, this segment

becomes uninteresting.

The last uncovered segment includes the largestd@mpanies. These companies have
large purchase power and it might be interestin@utget them even if there are only a few
of them in the segment. The most important charnatites are that these companies have
large and stable demand for new employees whicheoanre the stability of &E. The
main obstacle here is that these companies putagts for personnel agencies and
becoming a partner is not easy and takes lotsSfoiftef

Witch segment to target?

P&E should target and address its main activity tostelrs 3,4 (small or middle-size
companies). It is also worth putting effort intogring a contract with a few large
companies form cluster 1 to ensure future stabilityall cases, good presentation on
internet helps a lot, companies should also intestearch engine optimizations to be
visible for potential customers form cluster 5 (micompanies)

The first step is to prepare a high-quality websiith a clear message stated for small
companies and with appropriate information (for rapée references and contacts) for
larger companies. Investments to search enginenigatiions follow, it is important to be

visible on the internet in case any company woiklel to actively approach&E.
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P&E should start a CRM that would maintain all cotdaand activities with customers,
prepare a database of companies in cluster 3 #ebcaddress these companies and work
with them regularly. This sector should be the nsa&ator to target.

To avoid possible variations in demand of cooprgatiompanies (thus the incomeg P
should ensure cooperation with a few large comarmnecase there is agreed cooperation,
P&E can start to work on searching candidates far tiyggen positions and not wait until
cooperation with new companies is installed. Inectmat B E has enough clients form
cluster 3,4 they can focuse on them because tleeprdy a personal agency working for
them so the probability of finding suitable candetawhich bring charges is higher.

For the purpose of stability ofSfE can addressed not just ICT companies but algo bi
companies which do not operate ICT, but with géalT departments are potential
customers and they belong to the same marketing amixompanies in cluster 1 (the
largest ICT companies).

The advantage of the solution is that ICT markemisre or less stable (Hill, 2011),
targeting to tree of the segment does not reqangel changes in current operation of the
company and ensure stability of the company. Thadliantage is that this model is very
attractive and smaller personnel agencies canyeaddpted and large personnel agencies
are large enough to serve whole ICT market. Inr&utsolution can be to create clear
unique recruitment product ( now they bet on fldky) based on product based
segmentation (not current customer based segmamtati

All clusters that RE was recommended to target are large enough toreereough
customers and no rapid changes in the few nearestsyare expected even when
considering that the ICT industry is young withaeatfdevelopment.
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7. Conclusion

The theoretical part of this diploma thesis exaihe core of market segmentation. It
provides a summary of possible segmentation appesa@nd techniques which also
provide necessary background and context for thetioal part.

ICT companies were segmented for the purpose ofstiected company Projeét
Engineering in the practical part of this thesi&EPworks as a personnel agency on the
market of ICT specialists. The two-step analyses by SPSS were used to uncover
segments. Data which were used for the segmentatene gain form the Albertina
database which includes all companies in Czecle tragister. A total number of 6 clusters
were uncovered. Description was developed for efjngents based on experience and
discussion with HR marketing experts. Clusters weerged in step two, they did not
respond to effective segmentation criteria bec#lusg respond to the same marketing mix.
All clusters were included in the Segmenting Eva@uwa Matrix which helped with
targeting.

Three of the newly created clusters are suitabtetlie company interest. Projeé&t
Engineering can target to these clusters withoytlarge changes of their current strategy
or worries about sustainability.

The stated hypothesis (Uncovered segments, thau#edble for the company interest, can
be identified by the defined methodology. ) carcbefirmed.
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9. Appendices

9.1 Appendix- Output of SPSS analysis

Source: own research, output of SPSS program
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SPSS output 4
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SPSS output 5
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L cinnostij. n.
m Poracenstvi v oblasti
hardwaru
Publikovéni, dodévicy a
O poradenstyi v oblasti
softwaru
Zprostiedkovani obchodu

SPSS output 7

Clusters
Feature Importan e
Oo0OnsOos0n 7
Cluster 5 3 & 4 = 1
Label
Description
S REEAN 1477 1289 1331 asal 5.1
RESH @21y (a1 (32 71 (147
Faatiure=

pr_POCPROV
216

pr_POCPRON pr_POCPROV
0.47 0.28

pr_POCPROY pr_POCPROY pr_POCPROM
021 0.43 0.37
pr_WELOBEC pr_WELOBEC pr_ELDBEC pr_vELDEEC pr_ELODBEC pr_WELDBEC
procenta procenta procenta procenta procenta procenta
1.00 1.00 1.00 1.00 1.00 1.00
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9.2 Appendix - excluded outliers

Excluded outliers:

- because of number of employees (.>1)
IBM Global Services Clivery Cente
Tieto Czech s.r.

Accenture Services, s.r

DHL Information Services (Europ:
AutoCont CZ a.¢

Hewlett- packard, s.r.i

IBM Ceska republika, s.r.

CEZ ICT Services, a.

RWE Interni sluzby, a.

- because of number of premises( >11)
AutoCont CZ a.¢
Ostravska univerzit- Servis, s.r.c

Stapro s. r.

- because of turnover (>1,6)
AutoCont CZ a.¢

Hewlett- packard, s.r.i

IBM Ceska republika, s.r.

CEZ ICT Services, a.

RWE Interni sluzby, a.
Seznam.cz, a

SAPCR, s.1.0

Oracle Czech, s.r.

T-Systems Czech Republic i
AVG Technologies CZ, s.r.

Tieto Czech s.r.

Asseco Czech Republic, ¢

Ness Czech, s.r

Sun Microsystems Czech s.
Accenture Central Europe B.V., @
Siemens IT Solutions d Services, s.
Home Credit International, a
Face UP NET, s.r.

Soft- tronik, a.s
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