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Abstract



Since the Dutch health insurance market changed a few years ago, companies have to cope with new market characteristics. The main goal of the implementation of a standard base health insurance was to increase competition on the health insurance market. Now, more then two years later, it is interesting to see how both consumers and companies have adapted to the new situation. 

This thesis is a research on both the consumer decision process for choosing a health insurance and also an analysis of how Dutch health insurers deal with the given situation. Research is done by questionnaire under students and an interview with the largest health insurer in The Netherlands.
Goal of this research is to analyse the consumer decision process and to learn in which way this process differs from other decision processes. Next to that, the study tries to learn which strategies health insurance companies apply in order to reach their targets and to assess how they adapt to the characteristics of both the market as well as the consumers. 

Results of the questionnaire show that the consumer decision process for choosing a health insurance is in line with theoretical expectations. While criteria for making a choice differ from mobile phone operators and health insurances, there seems to be a consistency among respondents. The respondents seem to have little knowledge about health insurance products and a large number of them is not the decision maker, but lets someone else decide (and pay) for them. 
Secondly, results of the interview show that health insurance companies apply all major theoretical strategies around pricing, segmentation and marketing. Insurers seem to be well aware of the characteristics of the market and the consumer decision process and have well adapted their strategy accordingly. Analysis of questionnaire and interview results shows that there are still possibilities for insurers in terms of reaching less informed consumers better and targeting decision makers better.
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Introduction



In January 2006 the Dutch health care system changed drastically. With the introduction of a new health insurance system the older system with public offered health insurances, private insurance and other central organized insurance disappeared. In this new health insurance the whole branch is commercialized and the consumers themselves are responsible for choosing a health insurance company and most of all for choosing the health insurance package which fits them the best. 
First we will give a short introduction on the rules and legislation concerning this new system. This new health insurance system now consists of three parts; basic insurance package and additional insurance, part of the legislation health insurance (in Dutch, Zvw; Zorgverzekeringswet) and the general legislation of extraordinary health expenditure (in Dutch, AWBZ: Algemene Wet Bijzondere Ziektekosten). The parts belonging to Zvw are focused on short-term (cure) and the AWBZ is focused on long-term (care).

Every person in The Netherlands is obliged to have a basic insurance package. The content of this package is determined by the Dutch Government (Department of Health Care) and consists of the minimum health insurance which should be available for everybody. In this way the basic insurance package is more or less the same at every health insurance company, but they do differ in other determinants e.g. premium, service and hospital choice. With this new system the Dutch government wants to establish a market regulated system. Because everybody, meeting the above mentioned requirements minus a few exceptions, are obliged to have at least the basic insurance package, health insurers have the obligation to accept everybody as their client when they request this package from them.

Most of the health insurers also offer their clients the possibility of additional insurance. This option is very similar to private insurance, because everybody can choose for themselves if they want any additional insurance and this can be specified to certain illnesses and treatments.
As a safety net there is still the AWBZ this insurance is obliged to everybody meeting the above mentioned requirement and there are no exceptions. This insurance is paid by the government through taxes. This way the government helps you when you are in need of long-term medical care and/or for big expenditures for which you could not prepare.

Result of the immediate commercial opportunities was that many new health insurance companies were founded next to the already existing companies. Because every consumer had to choose a (new) health insurer for the 1st of January 2006, the insurance companies spent hundreds of millions of Euros trying to reach and convince the consumers to buy (basic) health insurance at their company in order to expand their profit and market share. With this new health insurance system it is also much easier to change your health insurer. Where a consumer had to do a lot of work to change his health insurance from one company to another a few years ago, a consumer can now choose a new health insurance company per every 1st January. A few years ago there was also just a small number of companies and still most of the consumers were in the public health program. But like we said since the introduction of the new health insurance system there have been many new companies. And with so many companies the competition between them is more severe on the mass market and there will also be companies who will focus more on the niche markets with additional coverage packages. With this competition and specialization the price and quality of packages can and will differ and due to this reason it has become profitable for consumers to research this market thoroughly because they can choose a new health insurance company which fits them the best or is the cheapest at that moment.

The result of the formation of this competitive health insurance market was that before the introduction (January 1 2006) of the new health insurance system 18% of the consumers changed their health insurance company. But on the contrary after the first year (January 1 2007) of the new system the number of consumers who changed from health insurance company decreased to 4,4%. Although the increase of consumers who changed from health insurance company in 2006 was enormous, the 4,4% of 2007 is comparable again with the percentage of people who changed from health insurance company before the new system.

With these facts in mind we have found the cause for this research. As more and more health insurance companies try to grow their customer base, and competition on the health insurance market seems to rise, we find it interesting to learn more about the consumer decision process for choosing a health insurance. 
To research the situation on the Dutch health insurance market, the decision process of consumers and the marketing strategy of health insurance companies, we have determined the following central problem setting: 
Does the consumer decision process for health insurance packages differ from general consumer decision processes and do health insurance companies adjust their marketing strategy to the given situation?
In order to come to a concluding answer on this central question, we have created four sub questions which will be discussed in chapter 1.5 of this introduction. In the other chapters of the introduction, we will discuss social and scientific relevance and the used research method.

After this introduction, the thesis will be divided in several chapters, each addressing a different sub question and leading to it’s own contribution to the central problem setting. In chapter two, we will discuss the theory about the consumer decision process and how this process differs for health insurances. In chapter three we will analyze the results of a questionnaire survey which has been done on student of Erasmus University Rotterdam. Chapter four discusses theory on marketing and pricing strategy for companies and how these strategies are different for health insurance companies. Then, in chapter five, we will show the results of a survey done under Dutch health insurance companies, to learn how they cope with the given situation and try to use their strategies properly. The last chapter will conclude with an answer on the main question and will lead to recommendations.

1.2 Scientific and social relevance

Because this new health insurance system in The Netherlands was only introduced less than two years ago, it is still is quite a new phenomenon for both health insurance companies and costumers. Companies now have to compete for their customers more than before and consumers will have to decide themselves which health insurance to purchase.

A free health insurance market is still a new area for consumers and companies and because of this it is difficult to predict how both parties will act and thus what will happen. Therefore a research regarding on one side the decision process of health insurances of consumers and on the other side the current marketing strategies of the health insurance companies can give valuable inside in how well informed these parties are in one another. 

At the moment, little research has been done on both of these subjects, so while combining both the consumer decision process and the company’s marketing strategy in one research enables us to give better recommendations and see direct consequences of the found results.
This research we conduct will be done on both sides and we hope to get a better insight this way and that companies will be able to learn from our results and maybe change their marketing strategies to reach the consumers in a better way.

1.3 Research method

For this study, we will do both a survey and a literature study. First we will start with a literature study on the consumer decision process and how this might be different for health insurances. Next to that, we will also study literature to learn about the possible marketing strategies companies can apply and which particular strategies fit with service industries like health insurance. 

For the survey, we will questionnaire students about their decision process when choosing for a health insurance. These results will be compared to their answers on the decision process when choosing for a mobile phone operator. This way, we can find evidence for possible similarities or differences in the consumer decision process for regular services and health insurance. 

Then we will also do a small survey on Dutch health insurers, to learn more about the marketing, segmentation and pricing strategies they apply in their products and how they cope with characteristics of the Dutch health insurance market and their possible consumers. This survey will be done in terms of a interview with Achmea, the largest health insurer in The Netherlands. Although results from this interview are not representative for all health insurance companies, it gives a valuable insight in strategy in practice.
This way, we will be able to analyze the results of the surveys and test them with literature on both subjects. The literature study gives us more insight in the consumer decision process and companies marketing strategies in general and by testing these outcomes with the survey results, we will be able to find out how the real situation matches with expectations.

1.4 Problem setting and sub questions

The main question is:

Does the consumer decision process for health insurance packages differ from general consumer decision processes and do health insurance companies adjust their marketing strategy to the given situation.

Sub question 1:

What does the literature say about the consumer decision process and does this differ from the consumer decision process for a health insurance?

Sub question 2:

What is the consumer decision process when choosing a health insurance package and is this in line with expectations?

Sub question 3:

What does the literature say about marketing strategy for the health insurance industry and does this differ from general marketing strategies?

Sub question 4:

What is the marketing strategy for health insurance companies and does this correspond with the consumer decision process?

2. Theory about the Consumer Decision Process



To get a better understanding why consumers make certain choices we will first explain more about the consumer decision making process with the help of several articles and writers. The central question we will address in this chapter is: What does the literature say about the consumer decision process and does this differ from the consumer decision process for a health insurance?
The theory which is commonly used and explains the decision making process the best is the theory of rational behavior. This theory has been and is being used by many economists when they want to describe how consumers think and act. Because the consumer decision process is very difficult to explain and understand this theory plays an enormous role in Economics and Psychology. Because this process has so many different aspects and ramifications we will try to discuss and explain these further.

2.1 Traditional rationality

The traditional rationality, also called substantive rationality, is based on the principles that a person wants to maximize his outcomes and that he is able to make his perfect choice. With perfect choice we mean that this person first of all has all the existing information available, this means that all the different possible alternatives are known and can be taken into account. Secondly this person should have clear preferences for one alternative above another, which forms a perfectly shaped preference curve also called Utility Curve. Graphs with revenues and profits are also used as long as a person is able and is trying to maximize his outcomes. Third this person also has a perfect and complete view of the future, he knows all future outcomes of the possible choices he can make. At last the choice made is objective, the person has to take an objective look at the outcome of his preference curve how to get the maximized result.

This traditional form of rationality has been criticized a lot because it should not give a good reflection of the reality of the decision process. The statement that the substantive rationality theory is not a good reflection of the reality seems to be contra dictionary because when we process all the existing information and have an objective look, you should get the choosing environment as it is. Nevertheless this model is still being used because when you make the right assumptions this model can help you find the best possible outcome for your question. And of course when it is possible to meet all the criteria mentioned above this theory than nobody will be able to question the outcomes or the process of the decision.

2.2 Procedural rationality

While substantive rationality was questioned, procedural rationality was introduced. The difference between these forms is that procedural rationality tries to explain that the decision process of each individual person can and mostly will differ. With the fact that the decision process per person will be different than other people is not merely about the outcome but mainly about the information and environment which result in the outcome. Now we will explain why these persons can be seen as rational while they will not meet the hard requirements mentioned earlier.

When making a choice every person has its own mindset or scope of possible alternatives, there are several theories which describe this phenomenon. First there are so many different products available over the world which will fit their needs that it will be almost impossible to find and include all the different products when choosing. Further when a person wants to make a choice between the alternatives he has to include all the information about these products into his decision process. This will make it even harder to use everything because you will have to have the computational skills and means to do this and it will be almost impossible to know everything from a product from a little company in China for example.

Due to these problems the costs and mostly time it will take to be completely rational might be much higher than the price of the product itself. John Roberts and Prakash Nedungadi explained this rather clear. “Conceptualizations of the consideration set under the cost-benefit approach have been based on the notion that consumers weigh the costs of evaluating a brand in the consideration set against the benefits of adding (or dropping) the brand. As more brands in a market are examined, the expected utility of further research is believed to decline. However, the costs of research stay relatively constant, and as a result, there is an optimal number of brands that could be searched or considered by the consumer. An important characteristic of this approach is its (sometimes implicit) view of the consumer as engaging in deliberate, rational, utility-maximizing behavior when forming the consideration set” (Roberts and Nedungadi, 1995). This is also a possible reason why people spend less time to research a normal, simple or cheap product and will spend more time when choosing a for example more expensive luxury product. The costs and trouble have to weigh up to the benefits.

2.3 Consideration set

The products which are taking into evaluation are called the consideration set and this is also what John Robert meant with the optimum number of products. A person will search for information and products to put in his consideration set until he is satisfied with the content, at this point he has maximized his preferences concerning the number and type of products to be considered to his abilities and wishes. Because the choice for a specific product is made within the consideration set, we can say that the formation of such a set will be very important for the knowledge about the consumer decision process and the rationality around it. It also can and probably will be a good explanation why outcomes can differ drastically between different persons. The differences in a consideration set can come from for example interest, involvement, familiarity and environment.

2.4 Interest

It is very easy to say and it is probably also not the most rational behavior at first sight, but when a person has almost no interest in or affection with a certain product he will not put to much effort into the research concerning this product and thus in forming his consideration set. This does not look like it is rational behavior but this persons has reasons for his actions and he will have weighed the costs and benefits of his behavior. Explained this way we can say that even a person with little interest and little research done has behaved in a more or less rational way because this was his optimum number of products considered.

2.5 Involvement

The degree of involvement is very similar to the interest but involvement resemblances also where people search and how they are influenced during their research. Alice Tybout and Nancy Artz described the degree of involvement like this; “Because elaboration of stimulus information is a resource-demanding activity, variations in resource availability affect message processing and evaluation. Consistent with this notion is the repeated finding that when audience involvement is low, peripheral cues such as the message source affect judgment. By contrast, when involvement is high, more resource-demanding central cues such as the message content determine judgment”(Tybout and Artz, 1994). People with a low involvement are often also less interested in the products. These two things taken together it is safe to state that these people have little knowledge of the products when starting with their decision process. 

Due to the backlog in information and less willingness to research everything, they are more open to advertisements and especially also turn to and are open to advices from other people. When it comes to the sources of advice and information which are preferred by most people we can easily distinguish two different kinds of sources, expert opinions and family and friends. We will now discuss them briefly. When choosing a product an, unbiased, expert opinion is something most people appreciate when choosing a product or making their consideration set. Because people have the feeling that experts know what they are talking about and that they also have more information about the background and quality of the products. Experts can be for example a store employee, professor, doctor, intermediaries etc. Although the help of experts is very helpful, people still tend to trust the experiences and evaluations of friends and family even more. Normally friends and family have less information or knowledge of the products, but people can compare themselves with them, their people ‘like them’. Another point is that people more close to you can make a better estimation what is best suitable for you. A final remark is that friends and family are more trusted because the people making the choice know them and most of the time they do not know the expert.

Looking back at how people can be influenced by people surrounding them, we notice that word-of-mouth is still a very powerful and commonly used tool when people have to make decisions. The difference between high and low involvement emerges again when talking about sources of advice. Expert advice tends to be more in detail and advice from friends and family on the other hand tends to more general and global. This is conform to the quotation of Alice Tybout and Nancy Artz which mentioned that people with low involvement are overall influenced more globally by a stimulus where people with high involvement are led more by the specific content of a the stimulus.

2.6 Familiarity

Another big influence in the decision making and formation of the consideration set is the familiarity with the different products. Familiarity has to do with the level of confidence a person has in a certain product and this has influence on the process of choosing and on the forming of the consideration set. The influence of familiarity can be best described with past experiences with products and with brand recognition.

When people make their consideration set they will search for information and products until they are satisfied with what they have found. When a person is doing research for buying a product which is new to him, the degree of information he has in advance of the different products will be more or less the same. When a person is doing research for buying a product he already had, the degree of information he has on the different products will not be the same. For example when a person is researching the mobile phone market and he already has for example a Nokia, he will know more about Nokia’s than he knows about for example Samsungs. Like explained earlier a person will do research until he is satisfied with the result, when a persons has positive experiences with a product he will tend to be less judgmental towards this product (has a more positive attitude towards it) and he will be more easily triggered to buy the same product again. But when a person has negative experiences with a product he will be more judgmental and less triggered to buy the same product again.

We can explain this phenomenon through convenience and certainty. When a person has positive experiences and he has not got the feeling that he has to switch products he will easily choose the same product, because he knows he will be satisfied and that this product will fulfill his needs. This is convenient because it will save him time and trouble in researching many alternatives and he will be more certain that he will not run into any (negative) surprises. For negative experiences it is the other way around, but then they know which product not to choose and they will have a better focus on what they search for in a product.

Brand recognition also has a big influence on the familiarity of a product. When you have to choose between products or make a consideration set people tend to look at the products known to them at first. Besides that it is more convenient, it will take less time to search for products, they will often also have the feeling that products with a familiar brand are of better quality than other products. This can be explained with the global and specific knowledge discussed by Alice Tybout and Nancy Artz. They further wrote in their article that “Simonson (1992) finds that anticipating how one would feel about a wrong decision leads to more immediate purchase and greater preference for a well-known higher-priced brand over a lesser-known, lower-priced brand”( Tybout and Artz, 1994). Knowing that somebody always tries to maximize his preferences and satisfaction, we can say that somebody will buy a better-known, more familiar brand, more easily than an different brand.

Summing up the danger of past experiences and brand recognition is that when people are choosing and/or making the consideration set, they will not be as objective as they would like to be. A person will be influenced more quickly by his opinion of a certain product, he will be more subjective.

2.7 Environment

The last example which is of influence on the formation of a consideration set is the environment in which people find themselves. The environment consists of different aspects like culture, nature and people.

Culture is something on which a community or a belief is based on. It resembles an opinion or belief people share with each other. Through this means it is possible that a culture can put pressure on decisions people have to make and this way their consideration set is being influenced. For example a religion can influence people’s actions; this can be noticed in for example clothing line, birth control and marriages. But next to these phenomenon’s there are more examples of culture influences like; rice in Asia, baguettes in France and table manners in Japan. In short we can say that culture has to with where and how somebody has been raised.

Nature also has a big influence on the environment of people in decision making. With nature we mean e.g. temperature, desert and natural phenomena. The consideration set of someone living in the desert will differ from somebody living in a city and further the construction of a house will also differ if a house is being build in an earthquake area or not. Herbert Simon has an examples which fits this topic very well, he says in an article; “It appears that flood insurance is purchased mainly by persons who have experienced damaging floods or who are acquainted with persons who have had such experiences, more or less independently of the cost/benefit ratio of the purchaser”(Simon, 1986). And in the next subparagraph he also says; “Utility maximization is neither a necessary nor a sufficient condition for deducing who will buy insurance. The process of deciding – in this case, the process that puts the item on the decision agenda – is the important thing”(Simon, 1986). What Herbert Simon says here has many congruent aspects with what we have trying to explain, the choice people make does not always maximize in a traditional way because it is possible that the content of the consideration set was different.

The last factor of influence on the environment of a person choosing are people surrounding him. While people also play a role within culture, they also have influence in their own way. The influence of other people on the person choosing can be shown very easily by (fashion) trends. When people surrounding the person choosing all start wearing the same clothes or recommend them, this person will tend to choice the same product or at least take it into consideration. Good examples of this are for example mobile phones and MP3-players with in particular the I-Pod.

Another influence of people on the consideration set is the state in which the choosing persons or the surrounding people are at the moment they have to make the choice(s). This can be explained with the quotation of Herbert Simon concerning choosing insurance. When a person has to choice if he want to purchase insurance he will think of his past experiences and of these of the people around him. People living in a safe neighborhood with fewer break ins will be less tempted to buy insurance then a person in a neighborhood with many break ins. A part from the people or neighborhood around them people will be in very different states. This can be explained by the fact that there are poor and rich people, healthy and chronically ill people but also young and old people. Susan Edgman-Levitan and Paul Cleary discuss this in their article and a quote summarizing this is; “Making the right choice of a health plan is extremely important to older Americans. Older consumers need to establish a relationship with a physician and understand how to get the best care for their limited dollars. Their health care needs are likely to be more extensive than those of younger people” (Edgman-Levitan and Cleary, 1996).

Summing up we can say that the environment surrounding the people choosing and also their own (health)state can be of a big influence on the formation of their consideration set.

2.8 Future time

In the factors we discussed so far we did not discuss the affect of time (present or future) yet. In traditional rationality perfect knowledge is very important and within this perfect knowledge people are considered to know exactly what the future will bring them. This is of course very difficult to establish because a person can never know for certain what will happen tomorrow also because there are so many different things which have to be taken into account. Just like a person does not know what his health will be tomorrow, he also can not know if his preferences will not change over time. In procedural rationality this is taken into account in the fact that knowledge can not be perfect and that a person will make his choices based on the information he has (gathered) at the time he has to make his decision.

2.9 Conclusion
When we shortly recapitulate the theory we discussed concerning rationality we can distinguish two kinds of rationality, traditional or substantive rationality and procedural rationality. The major difference between these two types is that procedural rationality is more concerned with the process which leads to the decision and that substantive rationality has perfect objectivity and perfect knowledge as ground principals. What both types of rationality have in common is that they state that everybody has his own reasons for what he does or chooses and that we can these actions to the degree in which the mentioned factors influenced him while choosing, or forming the consideration set. When such a consideration set is formed we can assume that this meets the requirements of the person choosing and that it will result in maximizing his preferences or utility. Like we said consideration sets can differ drastically in size and this has much to do with the preferences of a person, because one person can be satisfied with the outcome while another person wants more information when choosing. While everybody has its own reasons and is acting to their preferences we can state that the persons who are wanting and searching for more information have more knowledge while choosing and/or making the consideration set and will approach the rational form of rationality closer than a person who is satisfied quicker.

3. Interpretation and analysis of survey results


In order to analyze the consumer decision process for choosing a health insurance, we have made a questionnaire. This questionnaire is filled in by over 80 students. This chapter will discuss and analyze the results from the questionnaire. 
Survey results

The survey (supplement 1) gave us 83 useful respondents for research. For a group of this small size it is common to use a higher significance level (of around 15% – 20%), therefore we choose to use a significance level of 15%. When we conducted the survey we tried to reach different fields of study, because we wanted to look if people from different studies behave differently when choosing. This focus gave us 25 (International) Economics, 23 (International) Business Administration, 10 Law, 7 Medicine students and 16 students with a different field of study. Besides field of study we also tried to reach male (57) and female (25), because we were wondering if was possible to notice a difference in behavior between genders.

3.1 Who makes the choice?

When we start with researching the decision process we start will looking if in fact the persons in this survey are making the decisions themselves. Immediately it stands out that there is a big difference in the number of respondents who choose their own health insurance and mobile phone provider. As table 1 & 2 (supplement 2) point out 90% of the respondents choose their own mobile phone provider against 49% who choose their own health insurance. Unfortunately the relation between respondents who choose both products themselves had a significance level of 0.343, which is much higher than 0.15. Thus we can say that there is not a relation between respondents choosing for a health insurance (insurance) and choosing for a mobile phone provider (provider) themselves. 

Almost the same difference in percentages stands out in the table if the respondents are paying for their own insurance and provider. 90% of the respondents pays for their own provider against 47% who pays for their own insurance, this can be seen in table 3 & 4. And again there is no significant relation between the respondents who pay for their insurance and their provider, significance level .181, but it is closer to significance than the relation between who chooses for the product.

But when we look at the relation between choosing and paying for the insurance themselves and choosing and paying for the provider themselves we do find a significant relation. As is shown in table 5 & 6, almost every respondent who chooses their provider or insurance is also paying for this. This explains why the percentages of respondents paying and choosing were so similar at the different products (89% - 90% and 49% - 47%).

Because we were also curious who did choose or who does pay for a respondents provider or insurance when they did or do not do it themselves, we asked everybody to fill this out. It immediately stands out that from the respondents who did not choose (40) and who does not pay (41) the insurance, by all but one the parent(s) made the decision and pays. From the 6 respondents who did not choose and do not pay for their provider, 3 times the parents made the decision and pays and 3 times their employer.

With these results we looked at the relation between the choice of respondents and if they have the same insurance or provider as his or her parents. This comparison (table 7 & 8) shows us that almost all the respondents from whom the parents have chosen their insurance, have chosen the same as they had. And also stands out that almost half of the respondents (18) have chosen the same insurance as their parents. Compared with the provider it shows that the respondents have fewer times the same provider as their parents, either their parents chose them or not. This comparison also shows that the respondents are less aware of which provider their parents have than insurance. 

3.2 Other influences

Because there is such a difference in the influence of parents on many respondents we wonder if the respondents are more influenced by friends or experts when choosing a provider and how these two factors than influence the respondents who choose their own insurance. Like we already said friends and experts were not the people who chose the insurance or provider but they can surely have had influence on the respondents when choosing.

To learn more about this influence we have a look at table 9 to 17 and at the answers our respondents gave on the question from whom they got advice. The tables show us that the respondents are not much aware of which health insurances their friends have and although more also not very much aware of which provider their friends have, this compared with the knowledge they have of their parents. Only 10 respondents know which insurance their friends have against 66 who know which their parents have. The knowledge of which products friends have can be seen as a first indicator of possible influence, another indicator is how much they choose on recommendation or advice from friends. The relationship between choice and recommendation of friends is not significant but is does show that 10 respondents choose their provider based on friends recommendation and that only 5 choose their insurance based on such recommendation. When we look at the degree of advice it shows that the respondents who got advice concerning insurance only 1 out of 24 was advised by friends against 6 out of 18 for a provider. Further it shows that 9 respondents got advice from experts for an insurance and 10 for a provider. Table 13 & 16 show that from the respondents who got advice from experts only 3 made their choice for a provider based on this recommendation against 9, thus all, used the advice for their insurance choice. 

3.3 Criteria importance

The results show us that 18 (provider) and 24 (insurance) respondents sought advice when choosing and often they followed this advice. What strikes us is that when we asked the respondents how much percent several criteria determined their choice for these products. These outcomes can be seen in graphs 1 & 2 (supplement 3). On average the choice for insurance is only for 9.4% determined by advice and for a provider this is even 5.6%. While the respondents based their choice on advice several times, they do not see this as an important factor for their choice. 

The outcomes from this question can be found in table 18 & 19 The differences between both products for company, recommendation and service are small but the differences between price and coverage are significant between both products. It shows us that, compared with provider, the respondents are less driven by price and more driven by coverage when choosing insurance. Further that when people choose for providers the price is clearly the most important criterion where for insurance the criteria price and coverage are of comparable importance. Further differences arise when we look at the reasons why the respondents have chosen their insurance and provider. The coverage (insurance vs network) was for 28 respondents a reason why they choose their insurance and for 45 a reason why they choose their provider. The price was for 39 the reason for their insurance against 61 for their provider. While the service scores low percentages for importance it was for 13 the reason why they choose their insurance and for 28 the reason why they choose their provider. 

We were curious if students from different fields of study behaved differently when choosing. The outcomes of our survey do not point in such direction; most of the respondents regardless of their study choose on the same grounds, the only small differences found were in the degree of importance for the different criteria.

Law students give a higher degree of importance for company and coverage and a lower degree of importance for price for insurance. Further give Medical students more importance for the service of their provider and Economics students give price a higher degree of importance than the other students. But the relation between fields of study concerning price as the reason for the choice was not significant (table 20 & 21). 

3.4 Switching

In spite of the fact that the price is the most important criterion for the respondents when choosing both these products, only 31 and 35 of the respondents would change insurer or provider when they could get the same service for €15 less. But if the respondents could get better service for the same price 31 would change provider and 51 would change insurance. When the respondents are asked if they would change when they could better service for €15 extra per year only 6 would change provider and 19 would change insurance but 22 doubted if they would change insurance. For this question there were no significant differences between the respondents from different fields of study. 
To try to explain these results we wondered if the respondents thought that changing from provider was harder than changing from insurance. But the outcome (table 22 & 23) is that an equal number (12 and 14) think it is difficult to change but 69 respondents do not think it is hard to change provider, where only 50 think that of insurance and 17 were not sure.

We also asked the respondents who changed from insurance or provider over the past two years. We see that 24 changed from insurance and that 27 changed from provider during those years. The most reappearing reasons to change was for both insurance and provider a better price and better coverage and the most reappearing reasons for not changing were satisfaction, best deal possible. A reason which only appeared for insurance was that a few persons used it so little that they have not paid much attention to their insurance.

3.5 Knowledge

Another item we wanted to research what the respondents’ knowledge was when choosing and what their knowledge is now. What stands out again is the difference between the knowledge respondents had/have of the different providers and insurances. As you can see in table 24 & 25 73 respondents thought that they were well aware when choosing a provider and only 41 thought this when choosing Insurance. And 63 respondents think they are still well aware of the different providers and only 29 thinks this concerning insurances. 
Because we know that not everybody choose their own insurance and provider we tested if the respondents who choose their own insurance and provider were well informed (table 26 to 29). It appears that there is a significant relationship between the respondents who were well informed when choosing and who choose their own insurance and provider. Further it also appears that the respondents who were well informed in the past now still are well informed of the different products and possibilities. 

Earlier we discovered that the respondents also looked for and evaluated advice from other people when choosing and we found that there is a significant relationship between the respondents who were well informed about insurances and who sought for advice. In table 30 & 31 it is shown that the majority of the respondents who were well aware of insurances and providers sought for advice. The relationship between awareness for providers and advice seeking is not significant but the table does clearly show that almost everybody who sought advice saw himself as a well informed person.

3.6 Male vs. Female

Like earlier we looked for differences in behavior or knowledge between fields of study and ages, but there were no (significant) differences in that field. But what appeared was that there were differences in behavior and knowledge between genders. Women appeared to be better informed in insurances when choosing than men, but this difference did not apply for providers. Besides that women were better informed when choosing they also had a different focus when they choose their insurance. Women paid significantly more attention to price, coverage and past experiences than men when choosing for insurance (table 32 to 36 and graphs 3, 4 & 5). 

To find a possible reason why women are better informed and behaving different for only insurances, we looked at the degree in which male and female use their insurance. We tried to obtain this information by looking at the number of family doctor, pharmacy visits etc. Table 37 & 38 clearly show that women visit a doctor and pharmacy more often than men and that the relation between gender and visits is significant. 

At last we also find that women, when choosing for a provider, were also more focused on price than men, but there was further not a significant difference on any other criterion.
3.7 Conclusion

When we look at the outcomes of the survey there are a few aspects which stand out. Many respondents did not choose and do not pay for their own health insurance in contrary with mobile phone provider. The persons who choose themselves were well informed of the different possibilities and the importance of the different criteria differs between the two products. While we could not find differences in behavior between fields of study we did find that women had more knowledge and choose different than men when choosing a health insurance. Further the respondents who were better informed were also the people who sought advice and mostly they got their advice from their family.
4. Literature study on marketing strategies for health insurers


In this part of the thesis we will discuss the different segmentation, pricing and retention strategies that health insurance companies can apply in order to get more customers and keep their current customers longer. First we will look at the different strategies at the different marketing and segmentation strategies that can be applied. Then we will discuss several pricing strategies that are common in service industry and concluding, we will evaluate strategies and possible actions in order to keep customer retention high.

The main question we will address in this chapter is: 

What does the literature say about marketing strategy for the health insurance industry and does this differ from general marketing strategies?


First we will look at the different strategies in reaching new customers. Then we will discuss the strategies companies can apply to keep customer retention high and make sure current customers stay with their insurance company.
4.1 Market segmentation and product differentiation
Every individual has his of her unique characteristics. This can be characteristics like age, gender, language, lifestyle and so on. These characteristics may influence the media affinity of the person (Galeotti and Moraga-González, 2007). These characteristics can be unified in several segments. A market segment is a group of people sharing the same characteristics what makes them share the same kind of product needs (Dickson & Ginter, 1987). A firm can make use of this market segments and make use of an appropriate target marketing campaign in order to efficiently reach their target audience. When dividing the group in segments it is useful for a company to understand their target audience. 
When addressing different types of customers with their product portfolio, companies can try to use different segments and create different types of segment focused products in order to reach the different segments in the best possible way. Market segmentation gives companies the possibility to reach customers with the same characteristics in a particular way, so they can create products that fit the given group of potential customers better (Smith, 1978). In this part, we will look at the different standard segmentation and product differentiation strategies that can be applied by companies and which segmentation strategies are particularly interesting for health insurance companies.


Differentiated marketing

As said above, once the target audience is identified, target marketing or differentiated marketing can be applied. Here the marketing strategy is based on recognition of market segments (Dickson & Ginter, 1987). Next to market segmentation, product differentiation is another common marketing concept. The concept of product differentiation is discussed regularly in the literature. The strategy of product differentiation is meeting human wants more accurately than the competition (Shaw, 1912). Further on in time, marketers recognized that both consumer perception and nonphysical product characteristics are important when a company wants to differentiate its product with their competitors (Chamberlin, 1965). This is particularly important in the health insurance market because people can not easily distinguish between the different health insurance packages. In other words, the physical product characteristics in the health insurance market seem to be less important compared to the nonphysical product characteristics. This fits with the fact that customer price sensitivity on health insurance products is low. As we will discuss further in the next chapter, these results make it extra important for companies to focus on customer service level and satisfied customers.  

Segmentation
In order to reach the right target audience the health insurance companies need to make a distinction and make different target groups. Marketing can be divided in segments geographically (regions), demographically (age, gender) or psychographically (attitudes, values or lifestyle). The last two are particularly important for the health insurance company. People need other health care at different stages in their life. However, also the psychographic characteristics are very important, although it may be hard to make segments on the basis of psychographic criteria. Once the right target audience is identified, the product can be customized to the given target group. When this strategy is done properly, it can lead to better results for health insurance companies. Even with the given standardized base health insurance package, it can still be very useful for companies to know and indentify their different target segments, as this can help them in both additional services and marketing to different groups.

4.2 Pricing strategies for health insurance companies

To increase efficiency and consumer choice in social health insurance, the Dutch government has implemented the use of market-forces in the Dutch health insurance market a few years ago. With the standardization of base health insurance packages, consumers can better evaluate differences between different insurers, so therefore competition should increase. Although some studies find evidence of limited price competition in the health insurance market, it is still important for companies to think thoroughly about their insurance prizes and how to use their prizes as a competition tool (Zeithaml, Parasuraman & Berry, 1985). A possible cause of the limited price competition is the low consumer price sensitivity (Schut & Hassink, 2002). This can be explained by the fact that consumers for many years have been insensitive to variations in price when making their insurance purchasing decisions (Babbel, 1985, p. 225). Still, with the new health insurance system with more standardization on health insurance packages and increased focus on insurance prizes, consumers should probably become more sensitive to price variations. Therefore, we will take a look at the different prizing strategies that are generally used and will discuss what particular strategy health insurance companies can apply to reach more consumers.

In general, literature states that companies can either choose to compete on price level or on product quality (Porter, 1980). Even when decided not to focus competition and marketing on price level, it is still important for companies to have a good price strategy, since it plays a role in the success of the company. To adequately address the issue of price setting, companies can roughly choose from one of three pricing strategies: cost based pricing, competition based pricing and demand based pricing. We will now further discuss these different pricing strategies.

Cost based pricing

This pricing method is most frequently used by insurance companies. It aims to set prices based on the calculation of the (expected) costs. Health insurance companies for instance make a calculation of the health costs they expect to have to pay and accordingly set the price for the package they offer. Literature says that this type of pricing method is used most by service companies, although the cost of service is the hardest to predict (Zeithamel, Parasuraman & Berry, 1985). Advantage of cost based pricing is that companies have more certainty about the covering of expected future costs they will have to make. 
Competition based pricing

The other way to look at pricing strategy is to look at the prices the competitor sets and adjust your prices accordingly. Although this is much simpler to use, this strategy might mot provide assurance of covering all costs (Zeithamel, Parasuraman & Berry, 1985) and therefore, this is not a common used strategy by insurance companies. That could also partly explain the current lack of price competition on the health insurance market. Even though competition based pricing creates the possibility of not enough coverage for costs, we think this type of price setting is very interesting for health insurance companies to take a closer look at. 

Demand based pricing

Last of all, companies can also set prices based on what they expect the consumer is willing to pay. This method is as hard as cost based pricing to apply, but offers the same uncertainty as competition based pricing. Next to that, it is also to be questioned how well consumers are able to indicate what they are willing to pay for their health insurance. The problem of expected risk and possible high health expenses is difficult for consumers to make good expectations for and therefore they possibly do not know what there willingness to pay is too. Therefore, this pricing method is not adequate for the health insurance companies.

As consumers’ price sensitivity for health insurances use to be low, it is easy to think about price strategy as not relevant for health insurance companies. But with the government using managed competition on the health insurance market (Enthoven, 1978) and the new health insurance system in The Netherlands, companies have to take a good look at their prices and when used properly, could benefit from the right pricing strategy. While most insurers use cost based pricing to set insurance prices, because it ‘guarantees’ a certain covering of expected costs, it could be interesting for health insurers to take a closer look at competition based pricing. This method is more aimed at competitors and could force companies to work more efficiently. Additionally setting prices more sharply in the current system of standardized health insurance packages could lead to more consumers willing to switch insurer and could then lead to more customers. 

4.3 Customer retention for health insurance companies

To increase the number of customers, a company has to look at two different aspects. Off course companies can use different strategies to reach new potential customers and try to bind them. As we have already seen in the previous part of this chapter, there are several ways and strategies to reach new customers. But next to that, companies also have to make sure their current customers will stay with the company and will not switch to a competitor. Especially in service industries, like for instance health insurance industry, retention of current customers is very important (Jones, Mothersbaugh & Beatty, 2000). With increased competition and costs of attracting new customers rising, companies are focussing more and more on customer retention (Berry, 1983). In order to focus on retention and make sure current customers will not go to another health insurer, health insurance companies have different strategies they can apply. In this chapter, we will take a look at the different strategies health insurance companies can use and what the expected result of these retention strategies will be.

Service quality

Off course, one of the most important parts of keeping current customers is to keep them happy and satisfied. For service companies, like health insurers, it is extra important to keep the service level up, to make sure customers will not be dissatisfied and possibly switch to another insurer. All health insurers have to offer in terms of product quality, is service. Therefore it is clear why insurers have to keep an eye on the service they offer and the satisfaction of current customers. According to the literature, there are several ways to keep the service level up and there are some critical factors which especially have to be suited correctly, because they have a bigger impact on perceived service level (Jones, Mothersbaugh & Beatty, 2000). 

The big four factors service companies have to deal with, are: intangibility, heterogeneity, inseparability and perish ability (Zeithaml, Parasuraman & Berry, 1985). According to the literature, companies can apply different strategies in order to deal with these factors. In fact, it is suggested that each unique characteristic of services gives specific problems and necessitates special strategies for dealing with them (Berry, 1980). When looking at service quality, especially heterogeneity is interesting to look at. The other three factors will be discussed in different parts of this chapter. Heterogeneity concerns the probable variability in service performance. As service quality essentially is subject to people involved, it is vulnerable to differences in quality of these people and organizational processes. Companies can do something in terms of process management en employee training, but in the end, the service level experienced by customers can change every time. For insurers this problem is a bit smaller, because, as a financial service company, most of the service offered is structured through processes and therefore less vulnerable to change. But still, as customers will have contact with insurer employees, training of these employees and offering adequate service to the customers is very important for health insurance companies to do. As said by Knisley: “The level of consistency that you can count on and try to communicate to the consumer is not a certain thing.” (Knisley, 1979, p.58). As the quality of a certain service level is impossible to guarantee, it is even more important for companies to make sure the perceived service level is high, so customers will not be disappointed. 

So next to the employee training and good direct contact with customers, companies can do some other things to take care of the different aspects of customer service. As stated in the literature, companies can either choose to industrialize or to customize their customer service (Zeithaml, Parasuraman & Berry, 1985). With industrialization, companies standardize different individual services in one organized pre planned service (Levitt, 1972). The benefit of this standardization is that companies can focus on fewer processes and therefore will be more able to make the process better. Next to that, heterogeneity will be lower, as there is less differential between the different processes, so the company can easily address problems in the same, constant, proper way. When sufficiently done, customers will benefit from this, because standard processes and customer requests can be handled more easily and efficient by the insurer. 

The other option for service companies to choose, when working on an increase of service level and decrease of service heterogeneity, is to customize different processes. This strategy is the opposite of the industrialization, and says that companies should individually address the different customer service requests a company is dealing with (Berry, 1980). With this strategy, processes are not standardized, but custom made to the individual customer with it’s own individual situation. As service is best suited to each individual customer, the service level should increase, because possible inefficiencies, caused by standardization, are kept out of the process and customers will be treated in it’s own specific way. This strategy does take more time and effort from companies, and when not sufficiently done lead to an increase in service level heterogeneity, so when implemented, companies do have to make sure they do it the right way.

Concluding, we can see that it’s very important for service companies, like health insurers, to make sure their service level is up. When the level of service, which is in the end their main selling point, is down, companies face unsatisfied customers who might want to switch to another company. In order to keep the service level up, there are a couple of things insurers can do. Next to good employee training, to make sure contact with customers is of a high level (employees are the face of the company, because they are the people customers have contact with), companies can do something about organizational processes as well. By choosing between industrialization or customization of customer service processes, insures can lower service level heterogeneity for individual customers. When heterogeneity is lower and customers are, multiple times, adequate being helped by the insurer, customer satisfaction rises and customer retention increases.

4.4 Switching costs

Next to a continuously high service level, there is another important ‘tool’ for health insurance companies to look at when thinking about higher customer retention. Different studies have been done on customer retention and why customer stay with a given company and one of the results is that customers tend to stay more with their current insurer when switching costs are high (Jones, Mothersbaugh & Beatty, 2002). In our case of the Dutch health insurance market, there are some regularities insurers have to deal with, regarding switching costs, but still it shows to be an important topic for companies to look at, when dealing with customer retention. 

Switching costs can be defined as the perceived economic and psychological costs associated with changing from one alternative to another (Jones, Mothersbaugh & Beatty, 2002). So, switching costs can be seen as the barriers that keep customer with their current service relationship, for instance a health insurance package at some health insurance company. This said, it’s interesting for health insurers to think about the switching barriers that exist on the market and what they can do in terms of creating barriers that might make customers not switch to another insurer.

These switching costs can be divided into three different categories: continuity, learning and sunk costs (Klemperer, 1987). Continuity costs resemble the costs in terms of lost performance benefits secured via continued patronage of a given service provider. Learning costs include costs of searching, gathering and evaluating information. These costs are further defined by looking at when the costs occur. This can be prior or after switching. Sunk costs are irrelevant costs from an economic point of view, but play a significant role psychologically in terms of prior investments in a given relationship (Guiltinan, 1989). 

Now we have defined the different types of switching costs, we can take a better look at the way health insurance companies can address these different types of costs in order to increase customer retention. We will look at the different categories and discuss the way and degree to which it can be a useful strategy for insurers to look at.

Continuity costs

When people stay with their current company, sometimes this leads to some kind of long term benefits. For instance when people get frequent flyer miles or get a special treatment because of the long term relationship. In terms of switching costs, people lose these benefits when changing to a different company, so that’s what continuity costs are about. For health insurant companies there seems to be less they can do in terms of creating continuity costs for their customers, but it might be a interesting subject of further strategy. As people are more and more encouraged to take a look at health care competition and switching barriers are decreasing (Turnball & Wilson, 1989) it is interesting or health insurers to try to create new switching costs, which keep customer retention high. For instance by giving current customers a discount on future insurance payments, they could create a type of continuity costs which makes people more reluctant to change to a different health insurer. 

Next to that, also interesting in terms of continuity costs, companies have to keep their service level up, because this might be another reason for people to be reluctant to change health insurer. As we have already discussed in the previous part about service level, companies should keep the quality of service high, so customers are satisfied. When also keeping an eye on switching costs, this subject becomes even more important, because the fear of people to loose certain level of service when changing to another health insurance, could keep them from changing. These, so called, uncertainty costs are an extra reason for companies to make sure current customers are satisfied with the service performance, because the customer fear of loosing service performance is especially prominent in service industries (Zeithaml et al., 1985).

Learning costs

When discussing learning costs, we will first talk about the costs that represent the consumer perceptions of the time and effort involved in seeking information about alternatives and evaluating them before switching (Zeithaml, 1981). These costs are called the pre-switching costs, as they occur prior to switching. In the case of health insurance, these pre-switching costs are especially the consequence of the need for information about other health insurance packages, coverage and additional information. Since the base health insurance package in has been standardized in The Netherlands, most of these pre-switching costs have disappeared. But still, people need to inquire information about other insurers, evaluate the different offerings and the time and effort to do so might keep them from changing at all. For health insurers, there is not much they can benefit from these pre-switching costs, because studies show that repurchase intentions are not significantly associated with pre-switching and evaluation costs (Jones, Mothersbaugh & Beatty, 2002). Therefore it is less important for health insurance companies in terms of customer retention strategies, to do much about these kinds of switching costs, because the results are not certain and also depend on the actions and strategies of different health insurers.

Another kind of learning costs, are the post-switching and setup costs. These costs present the time and effort involved after the switching. Next to learning about the procedures and structure of the new service company, people also have to spend time and effort in the correct set up of their desired service (Porter, 1980). For instance, when changing health insurer, customers have to get acquainted with the procedures and processes of the new company and learn how to claim health expenses. These costs can keep people from changing health insurer, so for health insurance companies it is important to make sure current customers are well acquainted with procedures and stay satisfied, so they feel reluctant to change to another company and be uncertain of service level offered at that new company. In order to reach new potential customers and make them switch from another insurer to your own, companies must make sure these switching and set-up costs are as low as possible, so people feel less reluctant to change insurance. 

Sunk costs

Last kind of switching costs we will discuss here are sunk costs. These costs are economically irrelevant, but psychologically play an important role, because customers still associate past (irrelevant) costs with future decisions (Guiltinan, 1989). These costs generally represent customer perceptions of non-recoupable time, money and effort invested in establishing a relationship (Jones, Mothersbaugh & Beatty, 2002). For companies these costs are less relevant, but still can be useful to think about in terms of customer retention. When customers are more satisfied with their current health insurance and have a longer (satisfying) relationship with the health insurer, people could see the effort and time spend in the past reason enough not to switch to another insurer. Therefore, insurance companies, again, should take a good look at satisfaction of customers and make sure they will not be disappointed by the health insurance company.

Concluding, we can see that switching costs are a second important topic to look at when discussing customer retention. The presence of switching costs could keep current customers from changing to another health insurance. As there are regularities about the health packages and standardization of these insurances, companies still can do something in terms of using switching costs for their own benefit. By making sure current customers are very satisfied with the service and procedures they currently have, they are more afraid of loosing certain service and the continuity costs make them more reluctant to switch to another insurer. Next to that, companies can do something to get new customers as well, as they could offer information about their products more easily, so learning costs are lower. When people get the information about health insurances more easily, the costs of gathering and evaluating information to switch to a new insurer will be lower and therefore, they might switch faster. Because companies can not do much about true switching costs, because they have to deal with regularities as well, it is more important that the perceived switching costs are high. When customers perceive the costs of switching to be higher, while in fact they might not be that high at all, companies could still get the required result in terms of customer retention.
5. Strategies of health insurance companies in practice


In the previous chapter, we have discussed several strategies companies can apply in order to let their customer base grow and increase profits. While these theories are widely described in academic literature, it is interesting to see how health insurance companies cope with strategy questions in the field of marketing, product differentiation and pricing. In order to find out, we have interviewed Jeroen Kemperman, a Business Development Manager at Achmea, the largest health insurer in The Netherlands. 

5.1 Segmentation strategy

During the first part of the interview, we focused on the way and degree Achmea uses segmentation strategies. It is interesting to see how Achmea uses their different health insurance brands to reach a broad group of customers. We asked Achmea whether they use segmentation strategies. The answer was that, since Achmea is a company with a number of different health insurance brands, they use these brands to address different parts of the market. Interpolis for instance, is only being sold through Rabobank, a Dutch bank, and therefore mainly focuses on Rabobank customers. “With special packages and prices for customers of the Rabobank, we try to use their network for our Interpolis health insurance”, Jeroen Kemperman said. 

Next to Interpolis, Achmea applies segmentation with the other brands as well. Avéro for instance is only sold through intermediaries and is consequently segmentated by means of intermediary selection and target groups of these individual intermediaries. Additionally, several health insurance brands, like Zilveren Kruis and Groene Land, are used by means of geographical and other segmentation strategies. Each of these brands has their own focus region and next to that also focuses on either collective or individual insurance contracts.

Concluding, we can see that Achmea uses different types of segmentation strategies, in order to reach a large customer base. By working regionally, or through intermediaries, Achmea can focus their brands on different parts of the insurance market. This strategy is well in line with the theory discussed in chapter three. 

5.2 Pricing strategy

As we have seen in the previous chapter, there are several pricing strategies that companies can apply. Cost based, competition based and demand based, are mainly the methods that companies can use to set their prices. Within industries there tends to be a general method of setting prices and especially insurance companies are used to applying the same method, which is focused on covering expected costs. Therefore it is interesting to see whether Achmea uses this cost based pricing strategy as well for their insurance products. 

“With the introduction of the new health care system in The Netherlands, with the standardized base package health insurance, we choose first to aim at increasing our market share. During that period, we focused on our competitors and set our prices according to their price level.” Jeroen Kemperman says. The price level at that time was not high enough to cover all expected costs. But, according to the Business Development Manager, “With the introduction, many people for the first time got the chance to change insurer and concequently were actively orientating on insurance offers. As Achmea’s goal was to increase market share and get these ‘new customers’ to buy insurance at on of Achmea’s brands, losing money in the first stage was not too bad.” Even though Achmea could afford to have a deficit in this introduction period, it set their cost targets in a way that, in the long term, the same price level would lead to profits. This way, setting a low, competition based, price had two benefits: first of all it led to an increase in market share, so Achmea nowadays has thirty percent of the Dutch health insurance market. And additionally by setting a low price, it also made people more cost conscious and therefore, efficiency went up. 

Now, a few years after the introduction of the new system and a large growth of market share, Achmea has chosen to set their prices while keeping a close eye on expected costs. This, cost based, pricing strategy is introduced with the knowledge that few people switch insurance and therefore, potential loss of market share is low. With higher prices, there is a better covering of expected costs and the required Return On Investment, of one percent, will be made. Along with their pricing strategy, Achmea uses a so called ‘disaster check’. With this check, Achmea tries to forecast what the worst case scenario is with a given price level. For instance, with the introduction of the new system, Achmea’s focus was on setting a competitive low price, to gain market share. While they knew the potential costs could be higher then expected returns, their disaster check gave them insight in the potential loss. Since this potential negative outcome was still acceptable, they could continue their strategy.

Jeroen Kemperman states that: “Setting prices is a combination of cost based and competition based strategy. With the introduction of the new system, the main focus was on competition and now, the main focus is on costs. So during the last few years, the pricing strategy of Achmea has changed”.

The pricing strategy Achmea applies for their insurances is in line with theory. As expected from literature, like most service companies, Achmea tends to focus more on cost based pricing. But with the introduction of the new health insurance system and accompanying strong competition, Achmea’s strategy to focus on competitors and use competition base pricing as strategy, worked out very well. 

5.3 Customer retention strategy

Last part of the interview and theoretical analyses is about customer retention and Achmea’s strategy to deal with this subject. As the largest health insurer in The Netherlands, with thirty percent market share, Achmea of course has a lot to loose in terms of customer base. But according to Jeroen Kemperman, “Achmea does not actively persuade people to stay with their current health insurance. This is mainly the consequence of the lack of conscious decision making by customers. It is standard for companies like ours, not to put too much emphasis on the end of a contract. When people are not aware of the fact they can possibly switch, most of them would not switch after all.” 

As we have seen in the questionnaire under students, most people believe switching a mobile telephone operator is easier to do then switching insurance. Next to that it is also shown that main reason for people not to switch insurance, is the fact that they do not want to orientate, find and evaluate information. According to Jeroen Kemperman, Achmea is not working of lowering these potential switching costs, as it mainly concerns smaller insurers who need to win market share over current competitors. Next to that, “making no choice, by continuing the current insurance, is a choice as well, so people are fine with that” says Jeroen Kemperman. 

With that in mind, it is important for Achmea to make sure current customers have no reason to want to switch insurance. One important potential reason to leave their current insurer could be dissatisfaction and therefore, customer satisfaction is very important for Achmea. To make sure customers stay satisfied, Achmea keeps a close eye on the quality of service level. The Business Development Manager says: “When people are satisfied with their current insurance and service provided by the insurer, you can expect them to continue their insurance and not possibly switch to another insurer.”

We can see Achmea is not actively focusing on customer retention in terms of persuading current customers to stay. And since people tend to automatically stay with their current insurer, there is no need for Achmea to do so. Even more, when too much emphasis is put on the potential decision (to switch or not), people might get too aware and evaluate their potential other options. 

But on the other hand, Achmea is actively working to make sure current customer have no reason to switch. Most important subject for this strategy is customer satisfaction and therefore, Achmea puts high emphasis on the quality of service level. Making sure quality of service is up and customers are satisfied is the main concern for Achmea in terms of customer retention.

5.4 Conclusion

Analyzing all information we have received about Achmea’s strategies from the interview, we can see that most of their strategies and actions are well in line with the theoretical issues discussed in the previous chapter. 

Firstly, by using different brands and insurances to target different customer groups, Achmea uses their segmentation possibilities properly. With both geographical, as well as demographical segmentation, Achmea uses multiple options to segmentate the insurance market and reaches a large customer base.

Secondly, it is interesting to see how Achmea handles their pricing strategy. In our theoretical discussion we saw that, in most service industries, companies tend to use cost based pricing. In line with expectations Achmea uses this method too, but not with loosing their competition out of sight. When insurance competition was highest, during the introduction of the new insurance system, Achmea focused on their competitor and set prices accordingly. This way, Achmea was able to get more market share and now, a few years later, with the implementation of cost bases pricing, they make sure returns are high enough. 

Finally, when we look at the customer retention strategy of Achmea, it is interesting to see Achmea’s focus on service level. As most customers are not active considering their insurance, it is logical Achmea does not put too much emphasis on the possible end of a contract as well. In this situation, with high perceived switching costs, it makes sense for Achmea to make sure people have no reason to consider leaving their insurer. While keeping service level up and customers satisfied, they have found an effective strategy for customer retention.

6. Conclusion 



Consumer decision process for choosing a health insurance
The basic principle of rationality is that a person is well informed when choosing for a product. The survey clearly shows that when a respondent chooses a product (mobile phone provider or health insurance) he or she is well aware of the different products available, according to his or her own perception. This was also proven by the fact that the respondents who make the choice are also the persons who seek for advice more often. From this fact we can conclude that the respondents undertake research until they are indeed satisfied with their knowledge of the products.

From the survey we can conclude that the advice seeking behavior is different for both products, because respondents sought advice from different sources for the different products. Overall was family the main source of advice which corresponds with the theory that people tend to trust family members’ advice most. What we conclude from the fact that the respondents sought more advice from experts concerning health insurance is that because they, and the people around them, had less knowledge of this product they turn and especially listen to the experts’ advice.

The reasons and criteria for the choice differ between these two types of products. For the product (mobile phone provider) for which the respondents had more knowledge when choosing and still have, they tend to choose more on the grounds of price, coverage and service compared with health insurance. The reason for this can be that they because they have more knowledge they are able to focus more on these aspects when choosing.

The difference between the decision process of male and female is something what stood out but we can ascribe this also to the fact that women have more experience and knowledge of health insurance and thus are able to base their choice on different aspects. Another reason for this difference is that because the women use their health insurance more, their interest and involvement in insurances will also be larger which will influence the time spend on research and formation of the consideration set.

Satisfaction of a product is an important reason for the respondents when they are thinking about changing of their mobile phone provider or health insurance. This corresponds with the theory that when a person is satisfied with his product he will not feel the urge to seek for another. 

The biggest difference found between both products was the fact that the health insurance was and still is being chosen and paid by the parents of our respondents. This outcome will probably be the result of the fact that our survey was focused on students. But this raises the question why these respondents do choose and pay for their own mobile phone provider and do not do this for their health insurance. Unfortunately we can not give an answer for these outcomes based on our survey.

The main conclusion concerning the consumer decision process is that the traditional theory of rationality does not apply for both products, but the theory of procedural rationality certainly applies here. The respondents try to maximize their outcome but they will stop researching the different possibilities when they are satisfied with their knowledge. We can also conclude that everybody has a different consideration set and the content of this set depends on the different criterion what the respondents found most important for him or her.  
Strategy for health insurance companies

There are multiple marketing, product differentiation, segmentation and pricing strategies companies can apply in order to reach their targets. These targets can differ, but in essence, there seems to be a general consensus among companies within industries about the use of these different strategies. At least, that is what our literature study shows. 

Service industries for instance, like the health insurance industry, tend to focus on quality of service level and keep a close eye on switching costs. In these industries, switching costs are an important aspect of customer retention and therefore important for companies to think about. Other key part of customer retention is customer satisfaction. Since service is the main thing health insurers have to sell, this is a very important aspect of their business. 
Another important aspect of strategy is about pricing. Theory shows that companies within industries tend to use the same pricing method. Service companies for instance are used to apply cost based pricing. In stead of looking at competitors’ prices or setting prices demand based, health insurers look at expected costs and set prices accordingly.

It is interesting to see how these theories are applied in practice by the biggest health insurer in The Netherlands, Achmea. The interview shows that Achmea makes good use of segmentation by means of using different brands for different target groups. Next to that, like most service industry companies do, Achmea has a strong focus on service level and customer satisfaction. In terms of pricing method, Achmea’s strategy is in line with theory as well. Although competition based pricing was applied during the introduction of the new health insurance system, nowadays Achmea uses a cost based pricing method for their insurances.

When we compare the results of the questionnaire with the interview results about Achmea’s strategy, it can be said that Achmea is well adapted to the characteristics of the consumer decision process for choosing a health insurance. By focusing on service quality and customer satisfaction, Achmea aims at the right targets. As we can see in the survey results, satisfied customers feel no urge to switch insurer, and it looks like Achmea already knows this, because they have implemented the consequences nicely. Even though segmentation is done properly, there are still possibilities for health insurance companies in terms of reaching the decision maker. Survey results show that students are not aware of all possibilities and most frequently are not the decision makers. By aiming on their parents or other influential parties, insurance companies can reach even more customers. 
7. Limitations and recommendations 



7.1 Limitations

Since this is relatively small research, there are some limitations to the results and outcomes. First of all, with the questionnaire we have focused on students from Erasmus University Rotterdam. While it is interesting to research the consumer decision process for this group, it is not representative for all consumers. Additionally, our group of respondents was 80 people, which is not particularly large. Therefore, significance of the survey results is low.

On the health insurers’ part, the significance is also lowered by the small sample size. Unfortunately enough we only had possibility to interview one company, Achmea. Since Achmea is the largest health insurance company in The Netherlands, the results are interesting, but not representative for all health insurance companies. 

In order to do better recommendations, further quantitative research should be done in the field of the consumer decision process for choosing a health insurance and more health insurers should be interviewed about applied strategies.

7.2 Recommendations

Survey results show that few students are aware of the reason behind the choice for their health insurance. The decision to choose one seems to be made by another person, most frequently their parents. Therefore, companies can do more in terms of reaching the right decision maker. By targeting on parents, companies can reach their children as well.

Next to that, research shows that there are clear reasons for choosing a health insurance and those reasons differ from other products. Although companies seem to be well aware of that, it needs to be underlined that companies keep a close eye on the aspects that are most important to the customers and adapt to these preferences.

8. Afterthought



In this last part of our thesis, we would like to look back at our research process and results. First of all, we would like to thank our supervisor, Aurélien Baillon, for his support, flexibility and critical comments all along during the research process. Additionally, we would also like to thank Dr. Sonja Wendel for being co reader and being willing to reading the thesis in such a short time. 
Unfortunately enough, because of a busy summer full of exams and resits, we had problems getting started and investing enough time to do our research. After a few weeks of literature study, we created a questionnaire and send it to a random group of friends and other students. The results in terms of sample size and outcomes were satisfying, so analysis as well as writing could be done. 

On the health insurers’ part, we had some bad luck with the interviews. Our initial plan was to interview three companies, but because of different reasons we only managed to interview Achmea. This gives some limitations for our research, but we still feel the interview is a valuable addition to the research and leads to interesting conclusions. Therefore, we would like to thank Achmea and Jeroen Kemperman for their corporation. 

Writing the paper itself was not much of a problem, although we did have some problems with writing our thesis in English. Hopefully we did not make too much mistakes in both spelling and grammar. At least we are happy with the result and believe this thesis has become an interesting research project.

Rotterdam, 22nd of August 2008,

Jorian van Acker
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Tables

1

	Did you choose your own health insurance?

	Yes
	 #41
  49%


	No, who choose it for you?
	 #40
  48%


	geen antwoord
	 #2
  2%


	n=83 


2
	Did you choose your own mobile phone operator? 

	Yes
	 #75
  90%


	No, who choose it for you?
	 #5
  6%


	geen antwoord
	 #3
  4%


	n=83 


3

	Do you pay for your own mobile phone operator?

	Yes
	 #74
  89%


	No, who pays it for you?
	 #6
  7%


	geen antwoord
	 #3
  4%


	
n=83 


4

	Do you pay for your own health insurance?

	Yes
	 #39
  47%


	No, who pays for you?
	 #41
  49%


	geen antwoord
	 #3
  4%


	
n=83 
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Count 

Crosstab

	 
	Did you choose your provider yourself
	Total

	 
	yes
	no
	 

	Do you pay for you mobile phone provider yourself
	yes
	75
	0
	75

	 
	no
	1
	5
	6

	Total
	76
	5
	81


Significance level 0.000
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Count

Crosstab 

	 
	Did you choose your insurance yourself
	Total

	 
	yes
	no
	 

	Do you pay for your insurance yourself
	yes
	34
	5
	39

	 
	no
	6
	35
	41

	Total
	40
	40
	80


Significance level 0.000

7


Count 




Crosstab
	 
	Did you choose your insurance yourself
	Total

	 
	yes
	no
	 

	What is your parents health insurer
	the same as mine
	18
	37
	55

	 
	don't know
	13
	2
	15

	 
	different
	10
	1
	11

	Total
	41
	40
	81


Significance level 0.00
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Count 




Crosstab
	 
	Did you choose your provider yourself
	Total

	 
	yes
	no
	 

	What is your parents mobile phone provider
	the same as mine
	9
	2
	11

	 
	don't know
	32
	3
	35

	 
	different
	35
	0
	35

	Total
	76
	5
	81


Significance level 0.00
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Significance level 0.366
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Insurance Criteria importance

	Students
	Criteria
	Company
	Coverage
	Price
	Recommendation
	Service

	Overall
	12.65%
	31.89%
	35.16%
	9.37%
	10.93%

	Medical
	14.71%
	34.29%
	32.14%
	8.14%
	10.71%

	Law
	18.50%
	39.50%
	28.00%
	6.20%
	7.80%

	Economics
	12.17%
	30.65%
	37.30%
	7.39%
	12.48%

	Business Administration
	9.43%
	32.74%
	33.70%
	11.96%
	12.17%


19

Provider Criteria importance

	Students
	Criteria
	Company
	Coverage
	Price
	Recommendation
	Service

	Overall
	10.69%
	24.94%
	46.70%
	5.62%
	12.05%

	Medical
	9.29%
	28.57%
	37.14%
	7.86%
	17.14%

	Law
	10.50%
	28.00%
	41.50%
	10.50%
	9.50%

	Economics
	8.24%
	22.60%
	50.32%
	5.00%
	13.84%

	Business Administration
	13.41%
	29.09%
	40.91%
	5.23%
	11.36%


20


Crosstab

Count 

	 
	Did you choose this insurance because of the price
	Total

	 
	yes
	no
	 

	Field of study
	(International) Economics
	14
	11
	25

	 
	(International) Business Administration
	11
	12
	23

	 
	Law
	4
	6
	10

	 
	Medicine
	3
	4
	7

	 
	Other
	5
	11
	16

	Total
	37
	44
	81


Significance level 0.313
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Significance level 0.478
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	Do you think it is hard to change your health insurance?

	Yes
	 #14
  17%


	No
	 #50
  60%


	Don't know
	 #17
  20%


	geen antwoord
	 #2
  2%


	
n=83 
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	Do you think it is hard to change your mobile phone operator? 

	Yes
	 #12
  14%


	No
	 #69
  83%


	geen antwoord
	 #2
  2%


	
n=83 


24

	Do you think you were well aware of the different health insurances available when choosing for one?

	Yes
	 #41
  49%


	No
	 #32
  39%


	Don't know
	 #7
  8%


	geen antwoord
	 #3
  4%


	
n=83 
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	Do you think you were well aware of the different mobile phone operators when choosing for one?

	Yes
	 #73
  88%


	No
	 #7
  8%


	Don't know
	 #1
  1%


	geen antwoord
	 #2
  2%


	
n=83 
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