Sheffield
Hallam
University

Strategic customer relationship marketing and re-intermediation models in the insurance
industry

BRAIN, Alun Lloyd

Available from the Sheffield Hallam University Research Archive (SHURA) at:

http://shura.shu.ac.uk/9447/

A Sheffield Hallam University thesis

This thesis is protected by copyright which belongs to the author.

The content must not be changed in any way or sold commercially in any format or medium
without the formal permission of the author.

When referring to this work, full bibliographic details including the author, title, awarding
institution and date of the thesis must be given.

Please visit http://shura.shu.ac.uk/9447/ and http://shura.shu.ac.uk/information.html for
further details about copyright and re-use permissions.


http://shura.shu.ac.uk/information.html

Strategic Customer Relationship Marketing and

Re-intermediation Models in the Insurance Industry

Alun Lloyd Brain

A thesis submitted in partial fulfilment of the requirements of
Sheffield Hallam University
For the degree of Doctor of Philosophy

April 2014



DECLARATION

| certify that the substance of this thesis has not been already submitted for any degree and is
not currently being submitted for any other degree. | also certify that to the best of my
knowledge any assistance received in preparing this thesis, and all sources used, have been

acknowledged and referenced in this thesis.



Abstract

Strategic Customer Relationship Marketing and Re-intermediation Models in the

Insurance Industry

This research uses a case study of a UK car insurance company to investigate the
relationships among price aggregator (re-intermediation) purchase channel, purchasing
habits, marketing response models, marketing mix variables, business models, and
strategic customer relationship marketing. The introduction of aggregators within the
industry has changed the UK car insurance environment substantially in terms of the
above core aspects. The research explores the following questions. How do the insights
map to the particular business contexts of the case company and its drive for sustained
growth and profitability? How does re-intermediation relate to strategic marketing
planning and implementation via the marketing mix? How can the results help to
reposition the case company with regards to its future growth and profitability through an
integrated business model? How has the performance of existing distribution channels
been affected by the advent of price comparison models?

A wide range of statistical models and data mining tools were applied to this research,
including vector autoregressive (VAR) modelling, general linear regression, quantile
regression, autoregressive, moving average; autoregressive integrated moving average,
GARCH, logistic regression; decision trees and neural networks models. The research
also uses scenario testing for business model understanding and hypothesis testing for
marketing framework. These methods allowed the researcher to better understand the
new aggregator enriched environment.

By way of main theoretical and practical contributions to knowledge, the study
provides an in-depth knowledge of the insurance re-intermediation problem and the
construction of an Integrated Business Re-intermediation Model (IBRM) that enhances
growth and profitability of company x, and insurance companies in general. This the first
to study the effects of reintermedation within the UK car insurance industry which
compares the business prospects of the case car insurance company pre- and post-joining
an aggregator. The analyses show that price aggregator channel significantly interact
with other channels in influencing the customer retention rates and life time values
available to the company and hence its future growth and profitability. Insights from the

IBRM model could be used to develop the car insurance and related businesses further.
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Chapter 1: Introduction

1.1 Introduction

The purchasing of car insurance has changed dramatically in the last thirty years. The
Road Traffic Act 1988 (c. 52) requires that ‘a person must not use a motor vehicle on a
road... unless there is in force in relation to the use of the vehicle by that person such a
policy of insurance’ (UK statue law data base, no date). This law makes it a legal
requirement for drivers in the UK to purchase car insurance and as such car insurance is
often viewed as price inelastic: ‘the overall demand for these products does not decline
significantly when the price increases’ (Hoyt et al., 2006, p.8). This does not mean that
the market is not competitive, as customers will tend to go for the cheapest price.

Price comparison sites (aggregators) have had a major effect on both the way people
buy their car insurance and the car insurance industry itself (David, 2008). Therefore, the
focus of this thesis is to explore the impact price comparison sites have had on the car
insurance market.

This research uses an established UK car insurance company as a case study. The
empirical investigation of price comparison sites will provide useful information about
the effect of price comparison sites on the car insurance industry from purchasing habits,
marketing, marketing response models, business models and strategic customer
relationship marketing. These issues have been discussed separately in the literature, but
not combined for UK car insurance (Morgan et al., 2006; Keller and Lehmann, 2006;
Papatla and Liu, 2009; Stone and Foss, 2002; and Hanssens et al., 2003).

Moreover, this research will have wider implications for market re-intermediation in
general, including for example the effects of social networking and electronic media
channels and as is the case with music and e-books, and platform migration (use of phones
instead of computers, for example). Hence, to make this research contemporary the
researcher explores at appropriate sections of this thesis channel conflicts and electronic

media distribution channels.



1.2 Rationale for research

The key rationale for this study is as follows. Firstly, there is a dearth of research into the
UK car insurance. Secondly, although there are some studies of reintermediation, there
is no comprehensive study of the key aspects of how aggregators have affected the UK
car insurance industry. Studying these key aspects will provide a better understanding of
how price comparison sites have affected the UK car insurance industry. This study
explores these aspects using data from an established car insurance company, particularly
the business model and strategic customer relationship marketing ideas.

Financial aggregators are a relatively new phenomenon, so this research is the first
to measure their impact within the UK car insurance industry, albeit for the case company.
The research, therefore, compares the behaviours of the case car insurance company pre-
and post-joining an aggregator, as revealed by the key themes studied. Understanding
these effects will provide insight for senior managers of the insurance company involved
as well as other industries who wish to include aggregators in their distribution mix.

As will be described later in this thesis, the research will enable informed decisions
as to whether aggregators will be beneficial for their own companies or not, in any country
that has price comparison sites. For instance, companies will understand what main parts
of the business are affected for example sales, marketing and customer retention. The
emphasis, therefore, is that all the channels through which the customer can make contact
and purchase their car insurance are fully explored.

This knowledge will also allow senior management to focus their marketing activities
for improved efficiency and operations. Also, this research will allow senior management
to focus on not just gathering new customers, but on retaining profitable customers.

By using appropriate statistical and data mining tools to study the full impact of
aggregators within the UK car insurance as a case study, the research contributes to the
literature base on strategic customer retention analysis and market response modelling.

In summary, this study provides a comprehensive analysis of the effects of price
comparison sites on a case company within the UK car insurance industry. Moreover, it
provides some insights into the current state of the UK car insurance industry and how

companies are adapting to the industry’s new reintermediation channel of distribution.



1.3 Rationale for choosing the UK car insurance as a case study

Car insurance is a legal requirement in the UK, so all car owners in the UK must have a
car insurance product. In 2011 the UK car insurance industry received £13.3 billion in
premiums and insured 23.8 million private vehicles (ABI, 2012). These figures
demonstrate the significant size of the industry and the wider business implications of this
research.

The research will provide a detailed insight into the UK car insurance company which
is used here. This study will help this company understand their efficiencies and any
weaknesses in their current strategy. As mentioned earlier, the results have wider
marketing implications for electronic commerce-related work in other industries (Doherty
and Ellis-Chadwick, 2010).

As a tool for customers to contact an insurance company, price comparison sites
represent ‘a relatively neutral business model with respect to the buy side’ (Domowitz,
2002, p.154). This gives the power to the customer and leaves the car insurance
companies to adapt to their new business climate. This demonstrates that customers and
insurance companies need to work together so they can both reduce costs and thus be
beneficial to each other. Interest therefore lies in this relationship being a reflection of
market response within the UK's car insurance industry.

Numerous papers discussing marketing response models, disintermediation,
reintermediation (cybermediation) and strategic customer relationship management tend
to keep all these subjects separate and do not consider the UK car insurance industry (see,
for instance, Bouwman et al., 2005; Dumm and Hoyt, 2003; Sophonthummapharn, 2009;
Verhoef and Donkers, 2005). Hence, studying these issues together will provide a better
understanding of the industry in its current state and provide a further strategic insight for
the case company used in this research.

The arrival of price comparison sites has produced a major shock to the distribution
channels. Financial price comparison sites are not just located in the UK, but are also
being used in other EU and non EU countries, which means that this research could be

adapted for business development in other financial organisations and countries.



1.4 Research Issues

As noted earlier, this study aims to assess the effect of aggregators have had for the case
company using some statistical models and data mining tools in studying the holistic
impact of aggregators on key business aspects such as customer value, retention,
relationship management and strategic marketing, which contribute to the growth and
profitability of an insurance business.

1.4.1 Objectives of the research

The specific objectives of the research are as follows:

1. To explore the effects of re-intermediation and the marketing mix on the profitability
of car insurance business in general, using an established car insurance company as a
case study.

2. To explore the suitability of own/different types of business models for car insurance
financial management for an established car insurance company, and map alternative
scenarios which will guide the future management of growth and profitability of an
established car insurance company based on the business models

3. To explore the implications of these results for acquiring and retaining customers in

the context of re-intermediation for the case company.

1.4.2 Research questions

The main research questions associated with the research objectives are as follows:

1. Research Question 1: How does reintermediation relate to strategic marketing
planning and implementation via the marketing mix, in helping the researcher to
reposition the case company with regards to its future growth and profitability?

2. Research Question 2: How has the performance of existing channels been affected
by the advent of price comparison models with respect to customer retention, new

business and profitability?



Based on insights from the foregoing research questions, it is expected that the study
will yield an improved understanding of business process modelling for managing growth
and profitability in the car insurance industry in the context of re-intermediation. Given
the limited number of similar studies in the field, the research findings may provide useful
input into future studies beyond the UK.

To reflect the linkages among the key aspects in the research, including the
knowledge domain (DK), problems studied and why (PS|W), methodology and
contributions to knowledge (CsTK), the following conceptual framework is provided for
this research.

In order to make the chapter more focused on the rationale for the study and the study
objectives, further details on the background to the study are presented in Appendix 1 of
the thesis.



Figure 1.1: Conceptual framework of research

Knowledge Domain

Key concepts explored in the research
include:
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Purchasing habits; marketing mix,
marketing response models; business
models, and strategic customer
relationship management.

Methodology

The research explores statistical techniques
such as:

¢ VAR modelling for market response
Regression and data mining models to
locate ‘good’ customers

e Time series models such as AR, MA,
ARIMA and GARCH for business
modelling insights

e Scenario testing for business model
understanding

e Hypothesis testing for marketing
framework

Problems studied and why

e How do the insights map to the
particular business contexts of the
case company and its drive for
sustained growth and profitability?

e How does reintermediation relate to
strategic marketing planning and
implementation via the marketing
mix

e How can the case company be
repositioned with regards to its
future growth and profitability
[through an integrated business
model]?

e How has the performance of existing
models been affected by the advent
of price comparison models?

Business Context

Insurance business
context (car)

e Within e-environment

o Specifically for

company x and

competition

Business Modelling

Critical understanding
of business models

e  Within financial

services generally

Insurance businesses

Existing models for

company x

Contributions to knowledge

¢ Anin-depth knowledge of the insurance reintermediation problem (theoretical contributions)
e  Construction of an Integrated Business Reintermediation Model (IBRM) that enhances growth and
profitability of company x and insurance companies in general (practical contribution)
o This s the first study to investigate the effects of reintermedation within the UK car insurance

industry

o  The model compares the behaviours of a case car insurance company pre- and post-joining an

aggregator

o The model components include insights from strategic marketing planning, marketing
reintermediation |e-business and modelling for growth and profitability

o It will enable informed decisions as to whether aggregators will be beneficial for their own
companies or not, in financial services businesses subject to price comparison sites

Dissemination of research results

e Production of PhD thesis; scholarly publications; within company seminars and workshops; continual use

of model within business development of company x.




1.5 Indicative structure of the thesis

This thesis is divided into 8 chapters. Chapter 1 provides the aims and objectives of the

study, research questions and the study motivation.

Chapter 2 presents a general literature review of the different aspects of the study related
to the objectives and following the broad headings in the conceptual framework.

Chapter 3 introduces the research methodology including the sources of data, the

underlying principles and data analysis techniques.

Chapter 4 explores the effects of reintermediation on different customer acquisition
channels, acquisition rates, retention rates, and marketing spend. The effects of

aggregators are monitored using a vector autoregressive (VAR) modelling approach.

Chapter 5 uses alternative scenarios and different statistical modelling approaches to
investigate different aspects of the business model such as marketing, sales, retention and

return on investment.

Chapter 6 implements related customer segmentation analyses based on predicted

customer value, actual customer value and predicted renewal rate.

Chapter 7 reviews different marketing techniques in order to develop a new marketing

framework for the case company (and hence the UK car insurance industry).

Chapter 8 summarises the research findings, including the implications of the research
for the UK car insurance industry. This chapter also summarises the main contributions

of the research to knowledge



Chapter 2: Literature review

2.1 Introduction

This chapter critically reviews the literature on econometric and applied statistical/data
mining models as applied to marketing, customer campaign and response modelling
(customer analytics) and reintermediation, with an emphasis on the UK car insurance
market. The chapter starts with an overview of the knowledge domain, followed by the
theoretical issues studied.

Car insurance in the UK is not a well-researched area; one rare study of the UK car
insurance industry was discussed by Blythe and Hackley (2005), who noted how Frizzell
Insurance targeted its audience. They found that Frizzell Insura

nce had adapted their marketing so that it attracted one particular type of customer
and did not attract high risk customers.

In this section the emphasis is placed intuitively on the key aspects of these issues,
whilst more technical treatment of related ideas is presented in appropriate subsequent
chapters of the thesis: for example, ideas related to customer relationship management
are explained briefly in this chapter and developed in more detail in chapter 6.

In a nutshell, the strategy for literature review used in this thesis is a distributed model
in which key concepts are explained in this chapter and more technical aspects of these
concepts, including relevant modelling equations are presented in future chapters. For
easy follow-through, the chapter headings are informed by the key sections of the
conceptual framework (CF) in chapter 1 (figure 1.1) of the thesis.

2.2 Knowledge domain

2.2.1 Purchasing habits

Consumers use the different distribution channels to gather information for shopping.
Weltevreden (2007) found that customers will use the internet as a source of information
for their purchases from a bricks and mortar shop, and vice versa. Companies that make
themselves available on different platforms enjoy the exposure of being more contactable,
even though there may be some conflict in the channels.

The way a customer can purchase car insurance in the UK is always evolving, for

example from brokers, to phone, to internet and mobile phones. With UK price
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comparison sites (aggregators) trying to persuade customers to use them instead of going
to the insurance companies directly, this is having an effect on the way consumers
purchase their car insurance. 'Firm marketing efforts, channel attributes, channel
integration, social influence, situational variables, and individual differences' (Neslin et
al., 2006, pp.101) all contribute to the customer purchasing journey. From the list there
Is not one overriding factor, so it could be best practice for a company to use as many
contact points as possible, especially when aggregators have their own marketing spend.

How people purchase products is very important with the internet opening up new
avenues that were previously unavailable. In 2012, price comparison sites in the U.S. are
not prevalent as in the UK, with the traditional distribution channels still the main choice
for car insurance purchases (Honka, 2012). This could be due to factors as a reluctance
to change shopping habits, as well as internet speeds. Another factor to consider is that
within Europe, the UK has one of the highest proportions of online shopper (Ofcom
2011). This demonstrates how new financial price comparison sites are and how their
impact in other countries is still in development

To predict that all countries will be adapting financial price comparison sites in the
very near future would be short-sighted as they require both fast internet speed and for
insurance companies to be fully compatible.

Price comparison sites display car insurance quotes a customer would get if they
contacted the insurance company directly, so the price strategy of contacting the company
directly has to be amended for the price comparison market. Ataman et al. (2010) found
that the two main factors that affected sales were product and distribution. The product
criteria must be relevant and whereas insurance can be bought at three different levels
(comprehensive, third party fire and theft and third party only), where comprehensive
cover tended to be the most the most preferred choice. Although this study does not
consider the different types of insurance cover, this would provide a potential avenue for
future research.

The distribution of the product must also be considered in the context of evolving
technologies. For the UK car insurance industry, the internet has changed the way people
shop and gives customers the choice of going to numerous companies without speaking
to anyone to get a price. Price comparison sites have expanded this by giving the customer
a choice of getting quotes from many companies by just visiting one website. Atamen
(2009) does not mention the importance of how the distributor gets the customer in the

first place, and also the product’s brand equity, which is generated through advertising.



2.2.2 Marketing

Selling car insurance directly to the customer is not new, with Direct Line adopting this
route in 1985, but this does not mean it should not expect any shocks to the system. When
a company does experience a shock, for example the arrival of aggregators, it has been
shown that marketing can play ‘an important role in turning around declining
performance’ (Pauwels and Hanssens, 2007, p.307). If the company were to keep its
advertising the same and remain non-adaptive to its new environment, then this may cause
the company to lose market share. Marketing departments need to evaluate the situation
thoroughly and in the case of price comparison sites, either join them or fight them.
Whichever scenario the company chooses, they must change their marketing strategy.

The main goal of marketing is to attract customers to the business. Marketing has to
‘capture the tastes and standards of every one of its targeted market segments (Meyer and
Schwager, 2007, p.10). Marketing can be considered as one of the core departments in
any business. It is up to the marketing department to arrange the strategy that attracts the
company’s ideal customers, while at the same time staying within the confines of the
marketing budget. Marketing provides the face of the company to the public while also
needing to be adaptive to new surroundings.

Without marketing, there will be no way of distinguishing one company from another
in the same industry so effectively. The arrival of aggregators has meant strategic
marketing planning is increasingly important for the car insurance industry. Marketing
develops a company’s brand equity, the value of the brand, which companies can increase
through marketing communication effectiveness and brand awareness (Stahl et al., 2012).
Within the internet environment (online) the company’s website presents the first contact
between the customer and the insurance company, the ‘customer experience’ (Dayal et
al., 2000), but aggregators have the ability to influence this experience as they become
the first point of contact.

Aggregators can potentially give the insurance company extra customers, so if the
company joins an aggregator the marketing strategy needs to be adjusted. Within the
marketing department, ‘selling via intermediaries requires that marketing effort is
directed at both the intermediaries and the end customer’ (Harrison, 2000, p.91). The
insurance company would prefer the customer to contact them directly instead of via an
aggregator, as this would save the insurance company money, but with the aggregator
marketing budget greater than the insurance company budget, the marketing strategy

needs to be modified. The insurance company may have to demonstrate with its marketing
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that it is a premium product at a reasonable price and that ‘customers pay lower prices in
aggregate, but not all customers are better off” (Thomas, 2012, p.38). This scenario would
hopefully make more customers contact the company directly, but if the customer does
purchase via an aggregator, they should expect a high-quality product.

Using the marketing strategy to increase the value of the brand (the brand equity),
therefore, cannot be underestimated, either for the companies on price comparison sites
or for the sites themselves. It has been shown that ‘consumers are likely to be more
receptive to trying on-line offerings from a trusted brand name’ (Delgado-Ballester and
Munuera-Aleman, 2005, p.193). Due to aggregators being online, this does not mean that
the traditional (off-line) marketing should not be used. A company that has developed a
good reputation off-line can expect the reputation to be transferred to the internet.
Building brand trust will help brand equity, which could give an insurance company a
better standing when being compared against a different insurance company with a
cheaper price.

Being able to measure the effectiveness of advertising is important for companies, as
the marketing department has to keep to its budget and use it wisely. It has been shown
that marketing does have an impact on sales, though not always immediately (Pauwels
and Hanssens, 2007). To fully understand the impacts of aggregators in relation to
marketing, market response models need to be developed.

2.2.3 Marketing response models

Marketing response models have been used in the industry for over 40 years, since the
creation of the Bass Model in 1969. Marketing models are normally developed to help
businesses understand how productive their marketing spend is within the current market.
The models provide information for the business to help them generate greater revenue.
Models that want to compare themselves with competitors tend to view all marketing
spend as one variable against the competitors’ spend.

Market response models are flexible enough to be used for different scenarios. Onishi
and Manchananda (2013) demonstrate how the new media (blogs) and traditional media
(TV) interacted with each other to predict sales. Joshi and Hanssens (2009)’s research
show a direct relation between marketing and stock performance on movie launches.
Simon and Sullivan (1993) and Srinivasan and Hanssens (2009) find relationships with

marketing and brand equity, which also affect a company’s stock market prices. This
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demonstrates response models’ flexibility and how they can be implemented within the
UK car insurance industry in an aggregator environment.

So far the review has discussed the applications of the market response models
without mentioning the models themselves, which tend to be complex. Comparing
multifunctional and functional forms, it has been shown ‘that the linear and multiplicative
approximations are too simplistic for capturing realistically the complexity of the sales
response phenomenon’ (Pantelidaki and Bunn, 2005, p.518). The models tend to be
complex due to the interactions between the variables and lag effects of marketing.
Interaction between marketing is not new with Borden (1964) using the term ‘marketing
mix’ since 1949. Market response models are typically multivariate statistical time series
with different specifications depending on prior knowledge of the relationships among
variables and their time-varying behaviours. They are discussed in some detail in Chapter
4 of the thesis.

Market response models are not simplistic and can be difficult to understand, which
can cause a problem with implementation. For any type of response model to be implanted
‘depends critically on two characteristics...simplicity and robustness’ (Hanssens et al.,
2005, p.433). There are many different advertising outlets, for example TV, radio and
magazine. To address all these in a response model may prove problematic in
implementation. For the case company, the marketing department does not come from a
statistical background with the capability to formulate many different scenarios, but to
not give people the choice of different models in itself may inhibit the implementation.

Another issue to consider when implementing a model is its usability within a
company. The model needs to be ‘simple, robust, easy to control, adaptive, as complete
as possible, and easy to communicate with’ (Little, 2004, p.1852). This research will need
to address how to provide the model and the best format for the company to use. This
raises the issue of whether a trade-off needs to be considered between complexity and
usability. In a sense, the approach taken in the research is to build insights from the
models intuitively into the proposed IBRM for car insurance in a way that marketing staff
can understand them. Ultimately the choice should be with the company on their desired
method of using the model and the preferred choice of the company. As mentioned earlier,

more technical issues of market response modelling are covered in chapter 4.
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2.2.4 Business model

Business models help align company strategy to the changing environments of a business;
in this research, the IBRM shows how the case company can remain profitable in an
aggregator environment. The need for the development of a new business model extends
beyond enabling aggregators in the car insurance environment. Teece (2010) states that a
business model “cannot be assessed in the abstract, its suitability can only be determined
against a particular business environment and context” (ibid., pp.191). From this point of
view, the business model must be specific to its environment and would be difficult to
use in a completely different scenario, e.g. selling petrol at a petrol station. The business
model applied should assess the way a firm combines a value proposition with supply
chain management, the interface with customers, and a revenue (Boons and Ludeke-
Freund, 2013). Additionally, Girota and Netessine (2013) note that whenever new
technologies are developed, there is a lack of business models to accommodate these.
Thus this research contributes to the development of a business model that encompasses
aggregators, by focussing on the generating customer value for the customer as well as
for the company.

Between 1995 and 2010, the number of publications referring to 'business model’
has increased substantially, but without a unified view of the concept (Zott et al., 2011;
Lambert and Davidson, 2013). Within the research carried out by Zott et al. (2011), four
important themes about business models were discovered: 'a new unit of analysis, a
systematic perspective on how to do business, encompassing boundary-spanning
activities... and focusing on value creation' (ibid, pp.1038).