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The ability of health-care providers and insurers to survive in today’s groups (Forgionne, 1991). The present study supplements
prior research by illustrating how choice-based conjoint analy-highly competitive market requires that they thoroughly understand mar-

ketplace needs and use that information to deliver true customer value. sis can be used by managers to create health plans that opti-
mize value for the consumer and market share for the organiza-The objective of the present study is to illustrate how choice-based conjoint

analysis can be used to create health plans that optimize value for consum- tion offering them.
ers and market share for managed care organizations. The use of choice-
based conjoint analysis takes the guesswork out of health plan design and

Backgroundpromotion. By offering insight into consumer reactions to the range of
plan feature choices, the research program presented in this article can During the last several decades, numerous developments have
help to increase consumer satisfaction while aiding health plans to reach produced enormous changes in the health-care industry. First,
their objectives as well. The elimination of crises and ad hoc decision health care is one of the fastest growing sectors in the service
making raises the effectiveness and efficiency of managed care programs. industry. As Folland, Goddman, and Stano (1993) point out,
J BUSN RES 2000. 48.247–257.  2000 Elsevier Science Inc. All rights approximately 12.5% of all dollars spent on final goods and

reserved. services are spent on health care. This is a significant increase
from the estimated 8% spent on health care in 1976.

Second, a more relaxed regulatory environment combined
with oversupply (Steiber, 1987) have led to sharply increased

The ability of health-care providers to survive in today’s competitive pressures for health-care providers (Nelson and
highly competitive market requires that they thor- Goldstein, 1989). Competitive dynamism is not only evident
oughly understand the needs of consumers and then in the increased number of physicians and hospitals, but also

deliver true customer value; that is, managers must effectively in the emergence of such alternative delivery systems as HMOs
use their resources to maximize the perceived value of their and walk-in clinics.
product offerings to target customers. Historically, health Third, consumers of health-care services have become more
plans or health insurance programs were designed on the informed and sophisticated buyers of these services (Andaleeb,
basis of the preconceived notions of medical professionals 1994; Nelson and Goldstein, 1989). In addition, customer
(Ellsbury and Montano, 1990). Satisfaction delivered by such expectations have grown as their knowledge regarding health-
plans was, therefore, a hit-or-miss proposition. Today, deci- care services has expanded (Oliver, 1980). Thus, for a health-
sion support systems play an increasingly important role in care coverage organization to take a pro-active stance in today’s
management’s design of health plans for various consumer dynamic environment, managers must have knowledge re-

garding consumer reactions to alternative choices (Zeithaml
and Zeithaml, 1984). Furthermore, research shows that man-
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customer perceptions over time as the environment changes effort was the Employee Health Care Value Survey conducted
on behalf of Xerox, GTE, and Digital Equipment Corp. during(Gilbert, Lumpkin, and Dant, 1992). If the environment is
the fall of 1993 (Allen, Darling, McNeill, and Bastien, 1994).neglected, losses of market share and profitability will follow.
This survey was completed by 24,306 employees and wasThis focus on consumer perceptions and expectations by
used to develop methods for evaluating corporate health-caremanagement is a fairly recent development in the health-care
benefit strategies. This study made it possible to compareindustry (Chakraborty, Ettenson, and Gaeth, 1994). In the
health plans on more than 60 criteria. Another similar effortpast, employers offered health benefits to their employees,
was undertaken by the Commonwealth Fund in 1994 (Davis,selecting both the health-care coverage and the provider of
Collins, Schoen, and Morris, 1995). In this study, 3,000 adultsthat coverage. Consequently, the marketing efforts of health-
were surveyed regarding their experiences choosing eithercare coverage providers were usually limited to convincing
indemnity or managed care plans and their satisfaction withemployers of the desirability and superiority of their product.
those plans.The sales model was very simple and focused almost entirely

One approach to assessing perceptions is to have consum-on selling the health-care coverage product to management
ers rate individual plan attributes (Woodside, Nielsen, Wal-decision makers in the employer organization. If the selling
ters, and Muller, 1988). Another approach has been to useorganization was successful in getting management to buy
open-ended questions that ask consumers why they chose atheir product, then they were assured of being able to enroll
particular plan (Moustafa, Hopkins, and Klein, 1971). Unfor-100% of the employees, because employers typically offered
tunately, these two approaches fail to capture comprehensivelyonly a single health-care coverage program. Today, however,
and realistically the bases that consumers use when makingmore and more employers provide their employees with multi-
health-care coverage decisions. This is because asking con-ple health-care coverage choices. Employees can exercise their
sumers to evaluate health plan attributes in isolation frompurchasing power by the choices they make between compet-
the many attributes that enter into the health care coverageing plans (Rogers, 1995).
decision is unrealistic. Research has shown that health insur-Increasingly, consumers are shifting their dollar from in-
ance decisions are based on evaluating combinations of multi-demnity to managed care plans (Altman, 1987; Fein, 1986).
ple attributes (France and Grover, 1992). Research has alsoIn 1988, only 29% of the employed and insured population
shown that self-reports of attribute importance often providewere enrolled in managed care plans. This percentage in-
poor measures of the true importance of those attributes increased to over 50% in 1994 and is expected to continue
the consumer’s actual decision process (Ettenson, Wagner,to grow rapidly (Davis, Collins, Schoen, and Morris, 1995;
and Gaeth, 1988; Fishbein and Ajzen, 1975).Dimmitt, 1995). Thus, providers of health-care coverage are

faced with a more complex marketing problem. Their role
under the indemnity insurance system is basically restricted Conjoint Choice Modelingto being the payor. However, an organization offering man-
aged care coverage must also manage the delivery system. The limitations cited above have led managed care marketers
Management of a managed care organization must also make to use more sophisticated marketing research techniques to
their product’s features (e.g., limited physician networks, ac- improve their level of understanding of consumer health plan
cess to specialists by referral only, limited hospital networks, choice behavior. A technique that promises to deliver better
and precertification before hospitalization) palatable to the decision-making insights for managers is choice-based con-
enrollee (Dimmitt, 1995). Successful marketing efforts for joint analysis.
these organizations depend on having better knowledge re- Conjoint analysis is a multivariate technique used specifi-
garding consumer needs and wants in order to design a more cally to understand how respondents develop preferences for
desirable product for the target market (Case, 1989; Forgi- products or services. It is based on the simple premise that
onne, 1985; Forgionne, 1991; Explosive Growth in Medicare, consumers evaluate the value or utility of a product/service/

idea (real or hypothetical) by combining the utilities they1996; Weesner, 1990).
associate with each level of each attribute. It is unique among
multivariate methods, because the researcher first constructs

Growing Importance of Marketing a set of hypothetical products or services by combining the
possible attributes at various levels. These hypothetical prod-Research for Management
ucts are then presented to respondents who provide onlyDecision Making
their over-all evaluations of the hypothetical products/services.

The primary mechanism for managers to learn about consumer Thus, the researcher asks the respondent to perform a very
needs and to monitor their evolving perceptions of health- realistic task—choosing among a set of products. Respondents
care coverage options is marketing research. Researchers have need not tell the researcher anything else, such as how impor-
used a number of techniques in attempts to understand the tant an attribute is or their evaluation of the product on a

number of attribute ratings. Because the researcher constructshealth-care coverage choices made by consumers. One such
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