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Executive Summary

A Pittsburgh-based Internet company is going to launch its new business – selling medical insurance to small business online. Comparing to its previous business focusing on residents and families, this is the first time for the company to target small business customers. The company has made a lot of efforts to collect data and come up with a direction to do advertising. However, there is still a lot of information missing and it results in the difficulties for the company to do effective advertising. Based on the current effort of the company’s database marketing, we have suggestions such as data and analyses needed so that the company would be able to improve their marketing efficiency.

Background
Even though not all of small businesses provide medical insurance to their employees, small group medical premium still shared a big percentage of the insurance market. In 1998, the premium of small group medical insurance was $520 Billion, 47% of the total annual premium paid in 1998 (See Exhibit 1). 

More than half of all U.S. small businesses now offer healthcare benefits to their employees, up from 40 percent last year. However, they reflect rising healthcare costs is a major problem for them. Twenty-nine percent said their premiums had increased by 20 percent or more. Fifty-four percent said they would assume the extra costs themselves. But the percentage of those businesses saying they would reduce the amount employees are covered rose from 5% to 10%, and that of those saying employees would be made to pay a larger share of their premiums rose from 11% to 15%. 

In this case we will discuss a start-up company who has negotiated good deals with insurance carriers and would like to advertise the good news to these small businesses. The company would provide the insurance comparison-shopping for small businesses. However, they don’t have information about where the small businesses are. Therefore, they need more information for them to target small businesses effectively.

There are a couple of reasons for the company to advertise medical insurance to small businesses. According to studies, online health insurance may offer significant benefits for small businesses and consumers. Large employers have significant resources to help them and their employees sort through the complex health insurance choices that are made at both the company and employee level. By contrast, individuals and small employers are often poorly informed about the options available to them in the health insurance market. Though information is available to them through brokers or health plans, it can be time-consuming and daunting to research options, make product comparisons, and implement a decision.

Small businesses (under 100 employees) play an important role in American society. More than 90% businesses are small businesses. Moreover, small businesses are increasingly establishing themselves on the Internet. When asked about growth strategies for the next 12 months, exactly 50% of the surveyed small and mid-sized businesses (SMBs) pointed to the Internet as the most favored strategy. This was a 17-percentage point jump over last year
. Approximately, 88% of SMBs now have computers. Internet use has continued to increase at a steady clip and 53% of SMBs now have a web page, up from 32% in 1998. Currently, 85% report they use the Internet, up from 65% in 1998. 

One more reason for the company to sell medical insurance online is that US small businesses spending on online transactions and purchases grew more than 1,000 percent, rising from $2 billion in 1998 to $25 billion in 1999. According to the Access Markets International (AMI) Partners, the small business online purchase will register $118 billion by 2001(See Exhibit 2). It also forecasts that 1.3 million small businesses are interested in using the Internet to collaborate or pool with other small businesses to buy in groups to obtain better prices for products and services.

The Company

The direction is very clear to the company. They need to find out their small business market to sell the medical insurance to them. In addition to medical insurance, the company also has other good deals such as cheaper electricity, gas, long distance telephone rates, etc. Therefore, they decide to start from the states that they are actively doing businesses. However, they just have pieces of data that from Small Business Administration about how many small businesses in each state, what kinds of industry in each state and the small business profiles in each state. They also have estimates about the percentage of small businesses that use Internet. They have one more piece of data that show the uninsured percentage in each state. However, they don’t know the industries in which that the small business employers may be interested in their services. 

Current Efforts of Database Marketing

Internal database coupled with geographical data

Due to the broker licenses needed in each state to sell insurance and the limited marketing budget, the company has to prioritize the states to target. Therefore, the company adopted three criteria to narrow down its target markets: existing customer, potential market size, and higher health costs. Existing customers would help to market the company by word of mouth; bigger potential market size and higher health costs would increase the business opportunity of the company. Currently the company has over 2,000 small business customers nationwide. Therefore, they’ve selected 11 states ranked by number of small business customers they have in each state. These states are PA, CA, NY, TX, FL, GA, NJ, MA, OH, MI, and IL.
In order to get the geographical distribution of small businesses, the company got a statistical data file from Small Business Administration. The data file included lots of information regarding the number of small of small business firms and employees categorized by industry and firm size in each state. Exhibit 3 shows the sample data of the file. By sorting the number of firms and employees of small businesses, the new order of these 11 states is CA, NY, TX, FL, IL, PA, OH, NJ, MI, GA, and MA.

According to other researches from Employee Benefit Research Institute, the company found the variation of uninsured percentage across states is highly correlated to health costs. For instance, if health care costs were higher in New York than in Vermont, a higher percentage of uninsured would be expected in New York than in Vermont.
 Therefore, the company got the uninsured percentage in each state from National Center of Health Statistics (See Exhibit 4). Coupled with the data they got from Small Business Administration, they found both the number of small businesses and the uninsured percentages are higher in CA, NY, and TX. 

Insurance carrier availability and the Company’s offer coverage also are matters for the target scopes. For instance, if the online insurance company who partners with the company cannot offer policies in NJ, NJ would be dropped out of the target list because the company has to provide the comparison shopping advantage for customers in these states. Moreover, the coverage of other offer such as electricity, natural gas, and telephone is also important for the company to decide the marketing strategy. If the company also has other good deals in these states, their bundling services would be more attractive to small businesses.

Industry Data Collection

Based on the data file of Small Business Administration, the company has got a rough idea that certain industries such as health services, special trade contractors having more small businesses (See Exhibit 5). 

Even though the company has narrowed down the target scope, it still has difficulties in finding out the industries most likely using Internet and the industries having higher uninsured rates. Moreover, the company needs more detailed information about the associations of its target industries and if the associations offer health insurance to their member companies. Therefore, the company would be able to target the associations of their target industries and increase the marketing efficiency.

Recommendation

Based on the current status of database marketing efforts of the company, we have the following recommendations to help the company to increase their marketing efficiency.
· Find out the industries that highly use Internet

A couple of market research companies have done a lot of studies for this topic. For instance, National Small Business United, Zdnet, Forrest Research, Cahners In-Stat Group and many other organizations have evaluated the use of the Internet by small businesses. The company needs the information because online advertising might be the only approach for the Company to do the advertising in the beginning. Moreover, the company need to cross-sell to its customers through Internet. Therefore, some industries such as restaurants; gas stations, and constructors who may not have a lot of Internet access may not be the target markets in the beginning.

· Find out the growth rate of the small businesses by industry and state

The company needs to know the growth rates across industries in small businesses. Even small businesses are set up quickly; however, some of them die quickly as well. Therefore, the Company needs to figure out which industries grow quickly and stably. Targeting these industries would help the robust growth of the Company's businesses. Small Business Administration would have this kind of data.

· Find out more information about the average income and health insurance premium by industry and profession

So far the company has not taken income and premium into their consideration. However, they might matter if customers are interested in the company’s offers. Department of Labor Bureau and National Center of Health Statistics have done researches related to the topic.

· Find out the data of target portal/destination sites

Companies such as Media Metrix have statistics about certain websites. For example, Media Metrix can tell you how many people who click through portal websites such as AOL, Yahoo have interested in healthcare and the geographic distribution (e.g. Zip code) of these people. It would be valuable for the company to find out where their potential customers are.
· Find out associations in the target industries

Once the target scope has been narrowed down by states and industries, selecting proper associations to target would be another important step. The company has to analyze which associations to target by their sizes and the services to their members etc. For instance, if the association also provides insurance service, the company has to analyze if the insurance offer by the association is competitive. In order to improve the marketing efficiency, the company would like to find out the associations that have more members or don’t offer group insurance service so that the company would have opportunities to develop its market. Once the company knows which associations to target, the company can put banners on those websites or send emails to members of those associations.

In addition to targeting the associations of these small businesses, we also suggest the company utilize its individual customer base – over 300,000 members – to encourage them to tell their employers, union, and associations. Through both the downward (from employers) and upward (from employees) strategies, the company should be able to improve the marketing efficiency in its new market.

Exhibit 1 1998 Annual Premiums Paid
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Alabama Nonclassifiable Establishments 1 Firms 405 100 100 304 82 15 3

Alabama Services Nec 2 Firms 96 74 82 11 63 7 4

Alabama Engineering, Accounting, Research, Managem 2 Firms 3207 2379 2629 380 1588 513 278

Alabama Membership Organizations 2 Firms 5135 4476 4875 218 2778 1181 517

Alabama Museums, Art Galleries, & Botaanical & Zoo 2 Firms 52 43 50 2 25 12 6

Alabama Social Services 2 Firms 1840 1386 1583 183 672 372 342

Alabama Educational Services 2 Firms 503 276 421 34 163 56 57

Alabama Legal Services 2 Firms 2321 1998 2094 215 1505 342 151

Alabama Health Services 2 Firms 5393 4347 4734 392 2085 1590 672

Alabama Amusement & Recreation Services 2 Firms 1031 670 809 188 396 151 123

Alabama Motion Pictures 2 Firms 306 247 260 32 153 66 28

Alabama Miscellaneous Repair Services 2 Firms 1120 907 953 114 644 168 95

Alabama Automotive Repair, Services, & Parking 2 Firms 2587 2172 2267 275 1454 499 219

Alabama Business Services 2 Firms 3909 2586 2916 628 1672 558 356

Alabama Personal Services 2 Firms 2544 2093 2225 270 1440 426 227

Alabama Hotels, Rooming Houses, Camps, & Other Lod 1 Firms 30588 24042 26398 3023 14820 6036 3186

Alabama Hotels, Rooming Houses, Camps, & Other Lod 2 Firms 667 399 528 81 183 97 119

Alabama Holding & Other Investment Offices 2 Firms 242 165 187 25 139 19 7

Alabama Real Estate 2 Firms 2639 2154 2238 337 1731 292 131

Alabama Insurance Agents, Brokers, & Service 2 Firms 1546 1324 1384 115 1041 194 89

Alabama Insurance Carriers 2 Firms 162 36 47 16 26 8 2

Alabama Security & Commodity Brokers, Dealers, Exc 2 Firms 186 117 120 34 97 8 12
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Iowa 10.9% South Dakota 16.4%
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Exhibit 2 U.S. Small Business (SB) Market Number of SBs Purchasing Online/Value of Transaction


Exhibit 3 Sample data about small businesses

 

Exhibit 4 Percentages of Uninsured Nonelderly Americans, By State, 1998


Exhibit 5 Top 20 Industries with more small businesses

	Rank
	Industry

	1
	Health Services

	2
	Special Trade Contractors

	3
	Business Services

	4
	Eating & Drinking Places

	5
	Wholesale Trade - Durable Goods

	6
	Miscellaneous Retail

	7
	Engineering, Accounting, Research, Management

	8
	Membership Organizations

	9
	Real Estate

	10
	Personal Services

	11
	Legal Services

	12
	Automotive Repair, Services & Parking

	13
	Building Construction

	14
	Wholesale Trade - Nondurable Goods

	15
	Insurance Agents, Brokers & Services

	16
	Automotive Dealers & Gasoline Service Stations

	17
	Food Stores

	18
	Motor Freight Transportation & Warehousing

	19
	Agricultural Services

	20
	Social Services





Insurance


$1.1 Trillion





Individual Term Life 


$7Billion





Dental


$2 Billion





Private Passenger Automobile


$119 Billion





Medicare Supplement


$7Billion





Small Group


Medical 


$520 Billion





Individual & Family Medical 


$93 Billion





Fixed Annuities


$38 Billion








� Source: 19th annual Dun & Bradstreet (D&B) Small-Business Survey


� Source: Small Business – The Internet’s Mini-Me, June 23,2000; www.emarketer.com/estats/20000623_smb.html


� Source: The Uninsured in Southwest Border States: Q&A, Employee Benefit Research Institute, June 2000


� Source: A. M. Best Company, May 1999


� Source: AMI-Partners


� Source: Small Business Administration, Office of Advocacy


� Source: Employee Benefit Research Institute


� Source: Small Business Administration, Office of Advocacy and the Company’s Marketing Dept.





