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ABSTRACT

Marketing Initiatives, Expenditure Effect on Organisational

Performance in the South African Health Care Market

Name of candidate: Mr Michael Mncedisi Willie
Supervisor: Dr Paul Hearn
Degree: MPhil in Marketing

This study assessed the effects of marketing expenditure, marketing initiatives
classified by type (financial and relational) and direction (positive and negative) and
their impact on organisational performance (OP) (financial measures) in the South
African health care market. The study considered two grounded theories, being the
resource-based view and dynamic capabilities theory (DCT). Furthermore, an
empirical review of research variables identified the specific variables. The method
of analysis was a quantitative research method based on the medical scheme
population. Data sources used were expenditure data collected from the regulator
over a three-year review period. A regression analysis approach was employed to
analyse the effect of marketing initiatives on organisational performance, mainly
Hierarchical Regression analysis, due to the distribution of the outcome or
independent variables, membership adjusted marketing expenditure. A lognormal
distribution was employed to model the data. The findings revealed that marketing
effectiveness affected marketing efficiencies. This factor was statistically significant
both in terms of capabilities and positional advantage. The results also showed the
effect of adaptiveness on marketing effectiveness. Lastly, the study found that the
operating model was not a mediating factor between marketing and organisation
performance. The study recommends further reviewing the operating model
employed by medical schemes and optimising resources such as marketing
capabilities through outsourced or insourced models. The study also recommends

that medical schemes invest in insourcing some of the activities where possible. In



instances where this is not feasible, medical schemes should develop performance
measures or contract management processes and tools to monitor the performance
of third parties who conduct marketing functions and closely align these to the

scheme’s growth strategies.

Keywords: Marketing expenditure, Marketing initiatives, Organisational

performance, South African Health care market,
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1 INTRODUCTION

1.1 Purpose of the study

This study assesses the effects of marketing expenditure, marketing initiatives
classified by type (financial and relational) and direction (positive and negative) and
their impact on organisational performance (OP) (financial measures) in the South

African health care market.
1.2 Context of the study

Many corporates employ marketing strategies as a vehicle to maximise the
shareholders’ return (Jemaiyo, 2013; Daniel, 2018). Rodriguez et al. argued that
companies have failed to demonstrate the values of marketing strategies (Rodriguez
et al., 2012). Various studies have measured the impact of poor marketing in Small,
Medium and Micro Enterprises (SMMEs) (Petrus, 2009; Nemaenzhe, 2010).
Marketing strategies should be both product and customer-focused, and quality and
price are at the centre of the value chain linked to the product (Owomoyela et al.,
2013). Literature also attests to the effect of promotional strategies on OP; effective
promotional strategies with their distribution outlets should also affect OP (Owomoyela
et al., 2013).

1.3 Business case

Medical schemes are non-profit organisations governed by trustees and registered
with the Council for Medical Schemes (CMS, 2019). Medical scheme membership is
a proxy for medical scheme performance regarding members covered for health care
services. However, membership in medical schemes has stagnated at just under nine
million lives for the past decade (CMS, 2019). On the other hand, non-healthcare
expenditure, including marketing and distribution, has been increasing and
outstripping growth in membership (CMS, 2019). In many instances, the increase in

marketing and advertising fees has not impacted growth in membership (CMS, 2019).



Merlis classified marketing functions into broad categories, including rating and
underwriting, broker commissions, and other marketing costs (Merlis, 2009). The CMS
currently reports brokerage, distribution, marketing, and advertising fees as one
component of non-healthcare costs (CMS, 2020).

Figure 1 below shows the growth in brokerage fees, and the data depicts an increase
in brokerage expenditure for open schemes that has significantly outstripped that of
restricted schemes; however, membership has remained low. The brokerage fee for
open and restricted schemes increased by 120 %, from R25.34 in 2012 to R55.63 in
2020. The increase in open schemes was half that experienced by restricted schemes.
The fee increased by 69 %, from R50.56 to R85.36 in 2020. Restricted schemes
spending on brokerage services accounted for just over 50 % of brokerage fees
pending in open schemes; this increased to 65 % in 2020.

Furthermore, an escalating increase in brokerage fees in open schemes is shown in
Figure 2 below. However, it shows a decline in open scheme membership, from 0.032
% from 4.95 million lives in 2015 to 4.83 million in 2020. Restrictions caused an
increase in membership from 3.87 million lives in 2015 to 4.07 million lives in 2020, an
increase of 3.75 %. The relative ratio of restricted schemes membership to open

schemes membership grew from 78 % to 84 % in 2020.
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1.4 Marketing expenditure - medical schemes

Understanding the unique sales variance created by the different components of
marketing activity is essential to understanding the impact of marketing initiatives,
expenditure on the bottom line (Terblanche et al., 2013). According to Bieze, the
marketing function of firms focuses on targeting the right products and services at the
right customers to contribute to overall firm performance (Bieze, 2010). A marketing
expense is an item of marketing expenditure intended to be a marketing-related
investment or expense (Kokemuller, 2020). Marketing expenditure is a function of the
volume of sales, advertising expenditures, salesforce expenditures, sales promotion
expenditures, distributors’ commission paid and the price of marketing investments
(Baidya & Basu, 2008). Specifically, in medical schemes, marketing expenditure is a
non-healthcare expense, mainly attributed to attracting new customers to the scheme,
effectively communicating product lines to customers, information sharing, and
advertising. Figure 3 below depicts components of non-healthcare costs in medical
schemes. Broker commission and distribution fees account for nearly 15 % of non-
healthcare expenditure. The medical scheme model has not reached most South
Africans, and membership has stagnated for over a decade (CMS, 2020). For
example, membership in open schemes has only increased by two (2) % over the
same period. Broker fees (broker commission, advertising, marketing, and other
distribution expenditure) other the other side linked to growth in membership have
increased significantly(CMS, 2020).
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Figure 3: Non-health care costs, including broker fees, marketing and
distribution costs; generated from the CMS annual reports 20018-2020

1.5 Problem statement

1.5.1 Main problem

Various quantitative measurements of marketing effectiveness include financial
measures such as return-on-investment (ROI). Morgan and Rego investigated the
impact of brand portfolios' scope, competition, and positioning characteristics on
publicly-traded firms' marketing and financial performance. The study included a total
of over seventy firms operating in consumer markets over ten years (Morgan & Rego,
2009). The study investigated brand portfolio characteristics such as firms’ marketing
effectiveness, efficiency, and financial performance (Morgan & Rego, 2009). The study
found that each characteristic explains a significant variance of firms’ marketing and
financial performance. Konak found an association between marketing expenditure
and firm performance (Konak, 2015; O’Sullivan et al., 2009). However, according to

O’Sullivan, the relationship between marketing performance measures and firm

5



performance has not been demonstrated empirically for non-for-profit entities such as
medical schemes (O’Sullivan et al., 2009). This study, therefore, assesses the
marketing factors (advertising, sales classified as brokerage fees, promotion,

distribution), expenditure and their impact on schemes’ performance.

1.5.2 Research questions

Marketing programs are at the top of the list in maximising shareholder value;
however, the effect of marketing expenditure on firm performance in not-for-profit
entities is yet to be explored (Baidya & Basu, 2008). Gbolagade, et al. contend that
marketing is a vital prerequisite of an Industry’s ability to strengthen its market share
and minimise the competition’s impact (Gbolagade, et al., 2013). This research study

sought to provide answers to questions outlined below:

e RQ1. What is the effect of marketing activity expenditure on OP?
e RQ2. What is the effect of marketing performance measures on OP?
e RQ3. What is the effect of marketing adaptiveness on marketing efficiencies?

¢ RQ4. What is the effect of marketing effectiveness on marketing efficiencies?
1.6 Contribution and significance of the study

Financial indicators assess the effectiveness of marketing initiatives. According to
Terblanche et al. (2013), financial measures account for more than 65 % of
performance measures used in marketing practice. Studies have shown the necessity
to move beyond sole reliance on economic indicators to measure marketing activities’
effectiveness (Baidya & Basu, 2008; Terblanche et al., 2013). Various marketing
performance assessment models have been used extensively in the literature. This
study will enhance the literature by providing critical insights into key drivers of
marketing expenditure. Furthermore, this study will equip and strengthen the body of
knowledge of the main objectives of marketing initiatives and their effect on OP. Lastly,
the study theorises a set of research directions intended to enable scholars to further
advance marketing expenditure and investments on their impact on OP in the main

non-for-profit entities such as medical schemes.



1.7

Delimitations of the study

Due to resource constraints and time pressures, the following items emerged as the

research limitations:

a)

b)

1.8

Due to limited member contact information access, the study did not include
members, management, and third-party perspectives. Member perspective is
also essential from the value of marketing initiatives. Thus, financial and
otherwise, resources and investments should be viewed as an added value to
members (Doyle, 2000). According to Terblanche et al. (2013), marketing
investments and strategies are evaluated based on their ability to enhance
value.

Medical schemes contract with more than one service provider; so, as a result,
these services are not standardised. Furthermore, marketing activities
potentially include ad-hoc marketing, marketing communication, product linked

and promotional marketing, sponsorships, communication services, and others.

Definition of terms

The following section provides the explanations of and definitions for the principal

concepts used in this research study.

18.1

Non-health expenditure

The term non-healthcare expenditure (NHE) describes all expenses that do not

relate directly to the cost of claims. These include:

administration fees;
managed care fees;
broker commission;
marketing, advertising, and distribution costs; and

bad debts and reinsurance costs.



1.8.2 Marketing expenditure

Marketing expenditure is a function of the volume of sales, advertising expenditures,
salesforce expenditures, sales promotion expenditures and distributors’ commission
paid and the price of marketing investments (Baidya & Basu, 2008). General marketing
expenditure includes marketing salaries, marketing research, promotions, public
relations, and advertising costs (Kokemuller, 2013). An item of marketing expenditure
is a payment made for a marketing-related investment or expense (Kokemuller, 2020).
According to Terblanche et al., understanding the unique sales variance created by
the various components of marketing activity serves as a first step to understanding

the impact of marketing on the bottom line (Terblanche et al., 2013 ).

1.8.3 Scheme type

The Medical Schemes Act of 1998 defines open schemes as those that offer open
membership. As a result, they accept anyone who wants to become a member and
pay the premium (Medical Schemes Act 131 of 1998). Closed or restricted
membership schemes are restricted to an employer or union (Medical Schemes Act
131 of 1998). Allowable definitions for determining membership include employment

in a specified profession, trade, industry or calling viz:

¢ employment bases or former employment used by a particular employer, or by
a class of employer; and
e membership or former membership of a profession, a professional association,

or a union.
1.8.4 Scheme size

According to the CMS classification, a large scheme has more than thirty thousand
(30,000) beneficiaries. A medium scheme has less than thirty thousand (30,000)
beneficiaries and more than six thousand (6,000) members (CMS, 2019). A small
scheme has fewer than six thousand (6,000) members (CMS, 2019). The Medical



Schemes Act of 1998 set the minimum size for new schemes as six thousand (6,000)
members (CMS, 2019).

1.9 Assumptions

The following assumptions related to the study have been made:

a) Secondary data is currently available, with a minimum of incomplete records.
b) During the period of the research, there were no definition changes to the
variables of interest. Any change in the description of variables over time could

potentially impact the interpretation of the data.
1.10 Ethics

Ethical considerations were complied with when conducting this research study. A
study by Yip et al. defines ethics regarding what is and what is not legitimate to do or
what moral research procedures involve (Yip et al., 2016). When considering issues
about ethics, of paramount importance is the notion of informed consent. Informed
consent refers to the researcher's responsibility to ensure that every participant
understands the nature of the implications of participating in the research. Ethical
clearance was sought from the Institute of Marketing Management (IMM)’s process
and was approved in May 2021. The researcher requested permission from the CMS
regarding the regulation of medical schemes to conduct the study and access the
medical schemes expenditure data (CMS, 2019). Other ethical considerations were

ensuring that the data was concealed and would only be used for research purposes.
1.11 Conclusion

This chapter highlighted the research objective, the research problem, and the
research questions for this study. Literature theories informed the background and the
justification for this study and the clarification of the findings. Chapter Two below
provides evidence, based on a literature review, regarding the need for this research

and the constructs underlying the study.



2 THE LITERATURE REVIEW

2.1 Introduction

Marketing activities and expenditure constructs in medical schemes were included for
the study. Various non-health components in medical schemes, including the brokers,
marketing, advertising, and distribution expenses were explored, and how these relate
to the sector’'s membership growth. Two grounded theories relevant to the study were
reviewed, viz. the resource-based theory and the dynamic capabilities theories which
were used to underpin the study’s conceptual framework. A literature review of
empirical research variables informed the conceptual framework. The chapter

concludes with hypothesis statements.
2.2 Theoretical grounding

Marketing theories provide a solid base for understanding, collecting, analysing, and
interpreting the realities and drawing research findings. This section describes a
theory-basis for assessing marketing activities and their effect on organisational
performance—a literature review on critical factors affecting marketing strategies was
also reviewed. The resource-based and dynamic capabilities theories and the

literature review were considered when developing the conceptual framework.
2.2.1 Resource-based theory (RBT)

This study followed a resource-based theory (RBT). An RBT provides a sound
theoretical framework for linking marketing initiatives to organisational resource
capabilities that improve performance (Bromiley & Rau, 2016; Nason & Wiklund,
2018). RBT in marketing research has increased significantly in the past decade
(Kozlenkova et al., 2014). Evanschitzky illustrated the importance of resources in firm
performance than industry structure (Evanschitzky, 2007). Furthermore, aid and
assets allow firms to implement strategies that alter an industry’s performance in ways
that uniquely benefit these firms (Gitahi & K’Obonyo, 2018). Investment in marketing,

research and development programs (R&D) potentially yields a competitive
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advantage, and these are often considered to be the critical determinants of a firm’s
performance (Krasnikov & Jayachandran, 2008). According to Morgan and Vorhies,
marketing capability directly increases firm performance and marketing capabilities
and synergistically affects a firm’s performance (Morgan, Vorhies & Mason, 2009).
Survival-based theory centres on the concept that organisations need to adapt to their
competitive environment to survive continuously. It differs from human resource-based
theory, which emphasises the importance of the human element in strategy

development.
2.2.2 Dynamic Capabilities Theory (DCT)

This study further considered the dynamic capabilities theory (DCT), an extension of
the RBT (Zimuto & Maritz, 2019; Kozlenkova et al., 2014; Efrat et al., 2018). A study
by Eisenhardt and Martin found that RBT misidentifies the effect of long-term competitive
advantage in dynamic markets (Eisenhardt & Martin, 2000). Other authors warned
against RBT use during turbulent or unprecedented times (Knudsen et al., 2021;
McKelvie & Davidsson, 2009). Others argued against Resource-Based Theory (RBT)
and challenged its implementation in unstable business environments (Mufudza,
2018). The author further advocated the use of dynamic capabilities in a turbulent
environment. He explained why some firms are more adaptive than others, saying that
more flexible firms performed better under uncertain environments (Mufudza, 2018).
According to Dyduch et al., DCT allows for conscious and skilful modification of a firm’s

strategic potential in a dynamic changing environment (Dyduch et al.,2021).

The author employed dynamic capability to illustrate value creation and capture during
unprecedented events such as COVID-19, which affected many organisations globally
(Dyduch et al., 2021). Denrell and Powell viewed dynamic capability as a theory that
explained how firms used resources to gain a competitive advantage in rapidly
changing environments and how it impacted market positions (Denrell & Powell,
2016). Takahashi et al. studied the influence of dynamic capabilities on OP and the
role of marketing capabilities (Takahashi et al., 2017). The study found that dynamic
capabilities influence OP only when mediated by marketing ability (Takahashi et al.,
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2017). Zhou et al. found that dynamic capabilities could affect firm performance
through product development and innovation (Zhou et al.,2019). With these insights,
organisations use marketing capabilities to understand their customers’ needs better

and develop strategies to serve them better (Fowler et al., 2000).

Furthermore, these enable companies to reach and identify new customers by
effectively analysing their competitors (Fowler et al., 2000). The study found that
dynamic capabilities influenced OP only when it was mediated by marketing ability.
Other studies also argued for the effect of marketing capabilities on a firm’'s
performance (Wilden & Gudergan, 2015; Kamboj & Rahman, 2015). Other studies
also linked marketing capability to optimal use resources to gain a competitive
advantage (Yu, Ramanathan & Nath, 2014; Kamboj et al., 2015; Takahashi et al.,
2017).

Denrell and Powell used operational capability, marketing capability, and marketing
resources to value the targeted customer base (Denrell & Powell, 2016). According to
McKelvie and Davidsson, the literature on dynamic capabilities and their development
primarily focus on large established firms (McKelvie & Davidsson, 2009). The author
furthers advocated the use of dynamic capabilities in new firms. The relationship
between dynamic capabilities and performance was also indirect (Zahra et al., 2006).
Corte and Gaudio argued that dynamic capabilities leveraged resource base is unclear
(Corte & Gaudio, 2012). The authors further contended that there is a need to
distinguish the influence of dynamic capabilities’ contribution on performance;
according to process-level and firms’ level (Corte & Gaudio, 2012). This study
employed dynamic marketing capabilities through the lens of both resources and firm’s

level in the private health sector in South Africa, primarily through medical schemes.
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2.3 Empirical Review (Research Variables)
2.3.1 Marketing initiatives

Marketing initiatives and their cost-related factors should target specific markets, and
any misaligned strategies would not achieve the desired results (Camilleri, 2018).
Understanding customer needs, value-add to customers, and the product offering by
the customer ideally makes the product appealing to them. Properly defined marketing
strategies targeted at specific market segments and properly allocating resources to

support enterprises yield a competitive advantage (Gbolagade et al., 2013).

Marketing strategies in every entity enable businesses to broaden their territory.
Marketing strategy is one of the vital and efficient strategies that medical schemes also
employ to enhance performance, gain a market share, or get a competitive advantage
(Dzisi & Ofosu, 2014).

These strategies potentially drive growth in the traditional business sector. Various
types of approaches are employed to attract new customers. Marketing strategy
typically includes product strategy, promotion, and other elements, and these lead to
tactical marketing activities invested in to gain marketing impact, significantly

increasing corporate profits. These activities typically include:

e advertising
e service
e branding

e retention programs
2.3.2 Marketing function and marketing measures

The marketing function of firms focuses on targeting the right products and services
to the right customers to contribute to overall firm performance (Bieze, 2010).
Marketing performance measurements are part of business processes that assess
marketing efforts’ (Clark et al., 2006). Lamberti and Noci suggest that the topic of

marketing performance measurement is still mainly unresearched (Lamberti & Noci,
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2010). According to Beize, two streams measure marketing performance, which

evolved with marketing perspectives (Beize, 2010). These two streams are:

a. Marketing productivity, and
b. Marketing audit.

A marketing audit aims to identify the opportunities, productivity audits
and marketing function audits (Chirla & Funar,2010). Marketing productivity measures

an agency’s ability to transform its resources into results (Beize, 2010).
2.3.3 Marketing productivity

Marketing productivity looks at a chain of marketing productivity attributes as depicted
in Figure 4 below (Rust et al., 2004). Rust et al. (2004) proposed the framework that
assessed marketing productivity and embraced tactical and strategic marketing
activities. The authors further linked this to financial impact measures such as ROI.
Cook and Talluri argued against using ROI to demonstrate marketing value (Cook &
Talluri, 2004).

The authors further argued that these theories had demonstrated a weak approach to
assessing marketing value (Cook & Talluri, 2004). The authors go on to depict over-
reliance on financial impact measures to assess marketing. There is extensive
literature on challenges that link the efforts of marketers on financial outcomes
(Hanssens & Dekimpe, 2017; Hanssens & Pauwels, 2016). Figure 4 below shows
other activities such as tactical marketing activities like advertisement campaigns and
other activities that can produce a marketing impact. Tactical actions depicted below
include actions that generate marketing. Given the two theories discussed earlier, this

research considered the following marketing actions of marketing productivity:

e Tactical actions (Advertising, service).
e Market Impact (Market share impact, sales).
e Financial impact (ROI, EVA).
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From the firm’s perspective, the study focused on the following areas:

e Strategies (Promotional strategy, product).
e Market position (Market share, sales).

e Financial position (Profit, cash flow, etc.).

Marketing Actions The Firm
Tactical Actions Strategies
»| Advertising, Promotion strategy, <
service improvements, etc. product strategy,

channel strategy, etc.

h 4 h 4

Customer Impact Marketing Assets
Impact on attitudes, »| Brand equity,
impact on satisfaction, etc. customer equity, etc.
v v
Market Impact Market Position
Market share impact, » Market share,
sales impact, etc. sales, etc.

v v

Financial Impact Financial Position

ROI, EVA, etc. Profits, cash flow, etc.

v

v v

Impact on Firm Value Value of the Firm

MVA Market capitalization,
Tobin's q

A J

Figure 4: Chain of Marketing Productivity (Rust et al., 2004)

Marketing audit measures try to determine the quality and effectiveness of marketing
inputs (Gao, 2010; Alsem, 2007). According to Lipnicka and Dado, marketing audits
contribute to the overall performance of companies (Lipnicka & Dado, 2013). Taghian
and Shaw found a positive association between the usage of market auditing and an
increase in market share, and they also found a more substantial increase in market
share than in overall financial performance (FP) (Taghian & Shaw, 2008). Other
studies depicted the underutilisation of marketing audits and barriers influencing the

implementation of marketing audits in companies’ practices, including ignorance and
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lack of knowledge of terms (Lipnicka & Dado, 2013). Other reasons given were the
lack of a marketing approach in the practices of companies and a lack of awareness
that such an audit might bring knowledge and findings that would increase the
company’s revenues. Other models have assessed marketing process performance.
Morgan et al. (2002) proposed a normative model for marketing performance
assessment depicted in Figure 5 below. The author described a multidimensional and
dynamic process that consists of four broad phases: (1) sources of advantage, (2)
positional advantages, (3) market performance (MP), and (4) FP.

Adaptiveness Effectiveness Efficiency
[} [ [y A ]
L4 Y \d v r
Resources Capabilities Positional Market Financial
Advantages Performance Performance
+ Financial + Individual ¢ Product e Customer + Revenue
* Physical + Single task + Service Perceptions + Margin
e Human e Specialized e Price “|e Customer “|e Cash flow
s Legal + Functional s Cost behaviors
« Organizational » Organizational + Image « Sales
+ Reputational s Delivery responses
« Informational e Market share
+ Relational

[ 4 L 1
L ) v

Stages of Marketing Performance Process

Figure 5: A normative performance measurement model, Bieze (2010) adapted
from Morgan et al. (2002)

Bieze (2010) reviewed Morgan et al.’s (2002) normative performance measurements
framework, and this study also assessed the three marketing performance stages,
including positional advantages, MP and FP measures. The study employed the

productivity marketing performance measures approach Beize (2010) and a modified
normative performance measurement model adapted from Morgan et al. (2002).
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2.3.4 Factors affecting marketing initiatives
a) Product offering

The research shows that informational and product development capabilities work
separately to improve more successful products (Kaleka & Morgan, 2017; Yu &
Ramanathan et al., 2016; Takahashi et al., 2017). Successful product development
affects a firm’s operating performance (Liu et al., 2014). Quality, efficiency, and
innovation also improve product development (Hosseini et al., 2018; Mbithi et al.,
2015; Urban & Streak, 2013; Solanki et al., 2020). Terblanche et al. considered
products as predictors of sales (Terblanche et al., 2013). The study investigated sales
and marketing expenditures over time. The authors showed each brand’s monthly

financial income statement during the study period (Terblanche et al., 2013).

Some studies argued against the positive effects of product development on firms’
performance. Nwokah et al. showed a significant association between product size,
design, profitability, sales volume, and customer loyalty (Nwokah et al., 2009).
Furthermore, the authors found that the nature of the substantial relationship between
distribution costs and sales was positive. There is, however, an opposing view on the
effect of product-market strategies and individual firm growth. Pleshko and Heiens
argued that the relationship between product-market strategies and individual firm
growth is not fully understood (Pleshko & Heiens, 2008). The average number of
products offered in medical schemes is 3; however, this varies by type and size. There
is currently no study commissioned to assess the effect of product offerings on

expenditures on marketing activities in the medical schemes industry (CMS, 2019).
b) Advertising

Advertising is the most widely researched variable of the promotional mix (Saif, 2018).
Rahman et al. investigated the effect of advertising efficiency in the health care sector
(Rahman et al., 2020). The authors found that advertising efficiency varies between
firms and that the higher the level of efficiency, the better the firm’s profitability is. They

showed that no study had investigated the impact of advertising efficiency on firms’
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performance (Rahman et al., 2020). The extent to which the amount of money spent
on advertising impacts firm performance was also assessed for the study. Rahman et
al. (2020) emphasised the importance of investigating the impact of the absolute rand
amount of advertising expenditure (Rahman et al., 2020). The author further argued

against bundling advertising with other forms of marketing (Rahman et al., 2020).

c) Marketing distribution

The distribution channel is a crucial component of the marketing strategy mix (Saif,
2018). Distribution expenses are all incurred in delivering the product from the
manufacturer to the end-user. Adimo and Osodo investigated the impact of distribution
channel differentiation on OP (Adimo & Osodo, 2017). Amara (2012) studied the effect
of marketing distribution channel strategies on a firm’s performance among
commercial banks in Kenya (Amara, 2012). The author found that marketing

distribution strategies result in increased sales, market share and profits.

d) Sector and firm size

The effect of sector and size is covered extensively in the literature; Zehir and Balak
studied the impact of sectoral differences on firms’ performance (Zehir & Balak, 2018).
The literature reveals the effect of product size on profitability and sales (O’Sullivan &
Abela, 2007). The authors controlled the firm’s size and age and found that it affected
its performance (O’Sullivan & Abela, 2007). Porto and Foxall found that firm size (log
of assets) was generally positive for market share and Return on Assets (ROA) but

sometimes hostile for Tobin’s Q (Porto & Foxall, 2020).

e) Operating model

The business operating model and other structural factors such as contracting have
various dynamics that affect a firm’s performance and survival. Saleh argued that
organisational structural elements should have effects on performance outcomes
(Saleh, 2015). The author further argued that the ability of the firm to manage its
resources best affected its levels of performance. Marketing capability controlling for

resources impacts operations’ capability (Yu, Ramanathan & Nath, 2014). The authors

18



further indicated a positive correlation between operations’ capability and efficiency
(Yu, Ramanathan & Nath, 2014). Kamboj et al. provided a new viewpoint to model the
functional capabilities of firms (Kamboj et al., 2015). The authors emphasised that a
firm with marketing capabilities leads to better FP than those focused solely on
operational capabilities (Kamboj et al., 2015). The study revealed that both marketing
and operations’ capabilities are significantly linked and positively influence FP. There
is, however, the body of knowledge that depicts a minor association between
organisational, functional dimension and performance. Previous studies paid little
attention to mediation analysis when examining the relationship between functional

capabilities and performance (Yu & Ramanathan et al., 2016).

f) Market share

Market share is an antecedent of cash flow and profitability and is another metric
frequently used by scholars and practitioners to measure firms’ performance (Hacioglu
& GOk, 2013). Hussain et al. and Chin et al. produced evidence that showed that OP
(Organisational Performance) affected market performance (MP) and (Financial
Performance) FP (Hussain et al., 2016; Chin et al., 2013; Lo et al., 2016; Li et al.,
2006). The authors took into account OP measures such as the organisation’s profits
(ROI), market share, and sales growth. Market share growth, profit ratio, sales growth,
or customer satisfaction are also considered OP determinants (Chin et al., 2013).
Market share, customer satisfaction, and productivity are the most popular non-
financially-based OP measures (Sethibe & Steyn, 2016).

However, another body of knowledge argued against the use of market share as a
measure of performance. According to Doyle, measures such as sales, market share
and consumer attitudes have little value as criteria for judging marketing strategies
(Doyle, 2000). The author further showed that these measures do not correlate with
how investors value a company (Doyle, 2000). Meyer and Ujah showed a negative
relationship between marketers’ discretionary advertising expenditure and a firm’s
performance (Meyer & Ujah, 2017). They found that market share contributed to higher

profitability but that its influence may have been exaggerated (Yannopoulos, 2010).
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g) Time lag

The time factor is one of the determining factors in assessing the performance of
marketing programs. Some marketing actions (e.g., sales promotions) take effect
quickly but have little lasting influence. By contrast, other marketing actions (e.g.,
service quality improvements, advertising) accumulate their influence over time (Rust
et al., 2004). Ataman et al. studied the long-term effects of marketing strategy and
found that the short-term plus long-term sales elasticity is 1.37 for product and .74 for
distribution. Conversely, the total elasticities for advertising and discounting are only
0.13 and 0.04, respectively (Atama, Heered and Mela, 2010).

2.4 Measurement of marketing effectiveness

There are various forms of marketing effectiveness measures used in the industry to
assess marketing strategy effectiveness. Marketing performance measurement
focuses on determining: (1) how well customer preferences are won and retained, (2)
to what extent they contributed to the stimulation, facilitation, and acceleration of sales,
and (3) how that impacted the firm’s overall performance (Bieze, 2010). A book by
Clark, Abela & Ambler gave numerous examples of marketing measures and a
combination of measures (Clark, Abela & Ambler, 2006). Farris et al. emphasised the
importance of combining various steps and showed how those could provide more
accurate information (Farris et al., 2010). Eusebio found that non-financial measures
such as consumer-based measures had a leading role in evaluating marketing
effectiveness (Eusebio et al., 2006). Management measures placed very little
significance on non-financial measurements to measure marketing efforts (Beukes &
van Wyk, 2016). Gao studied the various measurement of marketing effectiveness
(Gao, 2010). The study depicted the following six methods of marketing effectiveness:

e Financial measures (such as turnover, income generated, revenue, profits).
e Competitive market measures (such as advertising, promotional share, market

share).
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e Consumer behaviour measures (such as consumer penetration, loyalty and
customer gain).

e Consumer intermediate measures (such as customer satisfaction, repurchase
intention, brand recognition).

e Direct customer measures (such as distribution level, the profitability of
intermediaries and service quality).

e Innovativeness measures (such as product line, the performance of new

products and their revenue stream).

Marketing actions frequently create long-term value, yet this is often not recorded in
financial accounts (Bendle & Wang, 2017; Mizik & Nissim, 2011). Beukes and van
Wyk argued that managers need to ensure that marketing performance measurement
methods add value to their marketing efforts. Furthermore, non-financial key
performance indicators have reliance on financial statements and management
accounts (Beukes & van Wyk, 2016). This study included a combination of measures,
the foremost being; capabilities, financial measures, competitive market measures

and behaviour measures (Beize, 2010).

2.5 Conceptual framework

This research investigated various marketing initiatives and their effect on OP. The
study adopted a theoretical framework developed by Morgan et al. (2002). The
effectiveness of marketing considered market measures such as product offering,
distribution, and advertising. The product offering was measured by assessing the
number of benefit options offered by each scheme and the expenditure associated
with the marketing and distribution of the product. Two theories are discussed to
determine whether an investment in marketing resources linked to marketing activities

yields efficiencies and competitive advantage.
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Figure 6: Conceptual framework — marketing performance measurements:
Beize (2010) adopted from Morgan et al. (2002) and revised by the researcher.

2.6 Hypotheses of the Study

Based on the study objectives and the literature conducted, and the conceptual model,

the following lists the hypothesis statements of the study:

e H1: Marketing adaptiveness influences marketing performance.
e H2: Marketing capabilities influence marketing performance.

e H3: Marketing effectiveness influences marketing performance.
e H4: Marketing adaptiveness influences marketing efficiencies.
e H5: Marketing effectiveness influences marketing efficiencies.

e H6: Marketing performance influences marketing efficiencies.

22




2.7 Conclusion of the Literature Review

The study commenced with a review of marketing activities, followed by an exploration
of various non-health components in the medical schemes, including the brokers’,
marketing, advertising, and distribution expenses and showed how these related to
membership growth in the sector. The grounded theories were then reviewed,
including resource-based and dynamic capabilities theories underpinning the study’s
conceptual framework. The literature on empirical research variables revealed that
product development capabilities contribute to improved and more successful
products, ultimately leading to the bottom line. The literature also showed that market
penetration and product development growth strategies could better enhance
operating performance. However, another body of knowledge depicting the continuous
development of new products without measuring effectiveness does not always
translate to efficiencies in terms of OP. A theoretical framework on marketing
performance measures created by Morgan et al. (2002) was reviewed and considered
a more feasible approach for this study. This framework entails three main marketing
performance measurement stages: adaptiveness, effectiveness, and efficiency.
Marketing activity expenditure mainly consisted of resource-based components, which

included:

e Resources: to measure the effectiveness of the operating model.
e Capabilities: scheme type to assess the efficacy in the defined market.
e Positional advantage: Product offering to assess the effectiveness of resources

on products offered.

The theoretical framework considered essential aspects of marketing performance

measures and their impact on OP.
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3 RESEARCH METHODOLOGY

3.1 Introduction

This section aims to explain the methods used in carrying out this research, the study
design and the reasons for these choices. The methodology section discusses the
proposed research design, the sampling frame and the data analysis method to
respond to the research objectives (Ragab & Arisha, 2017). The section also presents
the structure of the data collection tool and explains the data elements that were
collected.

3.2 Research Design

The proposed method of data analysis was a quantitative research method, mainly
multiple regression analysis (Creswell, 2014). Regression analysis is a type of test that
analyses the effect between dependent (DV) and independent variable (INDV).
Hierarchical regression (HR) is one of several regression methods subsumed under
multiple regression (Ross & Willson, 2017). O’Sullivan and Abela carried out a three-

step hierarchical regression analysis (O’Sullivan & Abela, 2007).

The HR analysed the relationship between positional advantage measures, marketing
performance measures, and MP measures and their effect on the FP of the
organisations (Morgan et al., 2002). Various regression analysis techniques assessed
the impact of marketing activities on OP (O’Sullivan & Abela, 2007; Terblanche et al.,
2013; Hacioglu & Gok, 2013). Terblanche et al. examined the relationship between
marketing expenditures and sales using time series regression analysis (Terblanche
et al., 2013).

The study explored the effect of the ability to measure marketing on marketing’s
stature within the firm due to the data’s hierarchal nature that constitutes the effect of
a trend. The study found that marketing performance significantly impacted firm
performance and profitability (O’Sullivan & Abela, 2007). The authors entered firm size

and firm age into the model in the first step.
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3.3 The Target population and sampling
3.3.1 Population

The population is the complete set of study subjects whose characteristics are of
interest in the research (Martinez-Mesa et al., 2016). Alvi established a target
population, saying that: “a target population refers to all the members who meet the
criteria specified for a research investigation (Alvi, 2016). The population in this study
comprised medical schemes expenditure data.

3.3.2 Sampling and sampling method

This study employed a convenient sampling frame, a non-probabilistic sampling
method (Elfil & Negida, 2017; Wretman, 2010). A convenience sampling frame entails
a selection of participants in order of appearance, convenience and accessibility
(Martinez-Mesa et al., 2016). This method is quick, inexpensive, and timely, and the
sample elements are chosen according to their convenient accessibility and proximity
(Singh & Masuku, 2014).

The sample included open and restricted schemes with the highest marketing and
advertising expenditure in 2018. Furthermore, a comparison analysis was performed
between schemes that incurred marketing expenditure and those that did not. The
schemes accounted for were 66%, 68% and 63%, and the beneficiaries were 91%,
97% and 96% for 2018, 2019 and 2020, respectively.

Table 1: Sampling frame- Schemes included (79 schemes in 2019)

2018 52 8,085,445
2019 54 8,665,573
2020 50 8,579,090

Source: Generated from the CMS report (CMS, 2018, 2019 & 2020)
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3.4 The Research Instrument

3.4.1 Secondary data collection tool

Secondary data collection was the data specification described in Annexure A. The
data sourced from the CMS annual reports and the review period for the data collection
was the period 2018-2020. They also included characteristic medical scheme
information, financial measures such as medical scheme profitability and market share
and schemes demographic profile and membership information during the review
period. A study by Grgnholdt and Martensen considered market share (volume and
value), price, number of customers, and profit/profitability as the most valuable and
commonly used marketing performance measures linked to financial market results
(Grgnholdt & Martensen, 2006). This researcher adopted a similar approach.

However, a more hierarchal nature of the model included the time lag factor.

3.5 Data analysis and interpretation

This research aimed to understand the customer perception of marketing initiatives
and strategies employed by medical schemes. The study further sought to analyse
factors that impacted marketing expenditure in the South African health care market.
The techniques chosen depicted the test for relationships between marketing
initiatives and their effect on OP in the South African healthcare market. Descriptive
analysis summarised and described components of marketing initiatives expenditure
and marketing expenditure adjusted for beneficiaries to account for the size effect. A
multiple regression analysis was used to assess the impact of marketing performance
measures on OP, mainly using the hierarchical regression model (Ross & Willson,
2017; Morgan et al., 2002; Terblanche et al., 2013; O’Sullivan & Abela, 2007).
Hierarchical models are nested or grouped data sets; for example, there may be
multiple time points per person and multiple persons (Huta, 2014). The data were

grouped and entered as categorical variables in the regression model as follows:

e Timepoint variable: The Year 2018-2020.

e Operating model (Insourced vs outsourced).
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e Scheme type (Open scheme vs restricted scheme).
e Scheme size (Large, medium, and small schemes).

e Number of benefit options (1-2, 3-5, 6-10, 10+ benefit options).

The review period for the study was data collected from 2018-2020; thus, the analysis
comprised audited annual expenditure data. Market share, gross contribution income,
solvency and profit margins were used as dependant variables to assess OP
(Yannopoulos, 2010; Gbolagade et al., 2013; Taghian & Shaw, 2008; Porto & Foxall,
2020). The researcher used SAS (9.4) to analyse the data, and statistical significance

was detected at alpha < 0.05.

3.6 Conclusion

This chapter discusses the research methodology, data collection, processing and
statistical analysis techniques, sampling method, and statistical analysis. The next

chapter presents the results, the discussion, and the interpretation of the findings.
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4 RESULTS

4.1 Introduction

This chapter provides comprehensive results on the analysis conducted. This section
starts reporting with characteristics of medical schemes data used. It also presented
exploratory data analysis techniques such as descriptive statistics to identify missing
outliers. The regression analysis followed to test the effects of INDVs addressing each

of the research questions.
4.2 Descriptive Statistics

The analysis included a total of 79 medical schemes, which accounted for 8,9 million
lives in 2018. A total of 21 of the schemes were open schemes, while 58 were
restricted schemes. The average number of trustees in open schemes was eight
compared to 11 trustees in restricted schemes. Open schemes offered more benefits
than restricted schemes, with an average of seven benefit options compared to the
two benefit options offered by restricted schemes. Significantly more restricted
schemes operated in an outsource operating model compared to open schemes.
However, this was not statistically significant, 62.03 % vs 18.99 % , Chi-square =
1.171, p = 0.1912. More small schemes mainly used an outsourced operating model
rather than medium and large schemes, 32.91 %, 27,85 %, and 32.18 %,
respectively. These were also not statistically significant (Chi-square = 1.4778, p =
0.4776).

Nearly 90 % of the small, restricted schemes operated on an outsourced model
compared to the 11 % that used internal resources. 87% of mediumrestricted schemes
outsourced their functions compared to 13 % that used an insourced model. 75 % of
large restricted schemes outsourced their functions compared to the 25 % that used
an insourced model. Table 2 below depicts a membership decline of 0.23 % while
marketing gross contribution income and marketing expenditure increased by 14.12

% and 10.17 %, respectively. There was also a significant surplus generated by
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medical schemes in 2020, and this was appeared to be due to the impact of COVID-
19. The prioritisation of COVID-19 also resulted in the deferral of most electives.
Second, beneficiaries avoided visiting health facilities due to the fear of contracting the
virus. These factors contributed to lower utilisation rates of health services. When
discounting the effect of COVID-19, the respective increases between 2018 and 2019
comprised 0.4 % growth in membership, 7.05% in gross contribution income and a
7.42% increase in marketing expenditure.
Table 2: Medical schemes characteristics

2018 79 8,916,695 18,957 9,092 50,963
2019 79 8,953,076 18,234 7,621 49,403
2020 78 8,896,166 18,138 7,907 48,137
2018 79 R192,275,346,202 R334,405,000 R181,726,000 R1,116,729,000
2019 79 R205,827,894,000 R362,399,000 R182,250,000 R1,226,181,000
2020 78 R219,426,914,000 R365,339,000 R179,117,000 R1,372,528,000
2018 57 R1,140,208,000 R1,057,000 R150,000 R9,868,000
2019 57 R1,224,843,000 R1,060,000 R136,000 R11,441,000
2020 50 R1,256,113,000 R776,000 R206,000 R20,522,000
2018 79 R5,014,580,000 R1,344,000 -R12,359,000 R22,415,000
2019 79 R7,065,514,000 R8,820,000 -R883,000 R44,563,000
2020 76 R24,848,249,000 R48,105,500 R18,239,000 R107,455,500

** 25th Pctl: 25" percentile; 50th Pctl: 50" percentile, also depicted as the median; 75th Pctl: 75"
percentile.
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Table 3 below depicts FPs measures over the review period. Marketing expenditure
accounted for less than a % of gross contribution income, which accounted for 9.81 %
of net surplus after consolidation. Table 4 below further depicts that marketing
expenditure accounted for a more significant proportion of gross contribution in open
schemes than restricted schemes, accounting for 0.77 % and 0.33 %, respectively.
Similarly, as a proportion of net surplus, it accounted for more than three times the

ratio in restricted schemes; 15.78 % compared to 4.42 %, respectively.

Furthermore, marketing expenditure is a function of size. The number of options in
large schemes accounted for a more significant proportion of marketing effort and
offered more benefit options, which attracted higher marketing expenditure. However,
medium-sized schemes marketing expenditure accounted for a more significant
proportion of net surplus after consolidation than small and large schemes, at 18.26
%, compared to 1,02 % and 9.87 %, respectively. The table depicts no significant
differences in the performance of marketing expenditure when adjusting for the

operating model.

Table 3: Descriptive analysis of financial performance — 2018-2020

Marketing Expenditure / Gross Contribution Income Ratio (%) 0.59
Marketing Expenditure/Surplus Ratio (%) 9.81
Average Beneficiaries (Million) 8,92
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Table 4: Financial performance measures adjusted for size, scheme type,
operating model and number of benefit options offered

Scheme  Open 2,761,715 358,748,315 0.77 17,502,711 15.78
type Restricted 859,449 | 258,781,839 0.33 19,425,632 4.42
Scheme Large 3,484,705 576,705,492 0.60 35,298,528 9.87
ees Medium 126,909 25,717,099 0.49 695,125 18.26
Small 9,550 15,107,563 0.06 934,690 1.02
Operating Insourced 372,364 63,862,436 0.58 4,183,322 8.90
model Outsourced 3,248,800 553,667,718 0.59 32,745,021 9.92
Number of | 1 options 7,375 21,390,258 0.03 1,125,807 0.66
options 2 options 53,489 44,373,333 0.12 1,607,758 3.33
3 options 30,265 15,282,811 0.20 367,443 8.24
4 options 50,553 10,650,768 0.47 501,865 10.07
5+ options | 3,479,482 525,832,984 0.66 33,325,470 10.44

4.3 Research Objective:

4.3.1 RQ1l. What is the effect of marketing activity expenditure on
organisational performance?

Table 5 below depicts the Pearson Correlation coefficient between three marketing
activity measures adjusted for gross contribution income, surplus and beneficiaries.
All three measures were positively correlated, with the strong correlation between
marketing expenditure relative to gross contribution and marketing expenditure
relative to membership, rho = 0.99, p-value < 0.001. The correlation between
marketing adjusted for gross contribution income and net surplus was moderate;
however, this was also statistically significant, rho = 0.60, p-value < 0.001. The table
also shows a weak positive correlation between marketing adjusted from membership
and profit, rho = 0.47, p-value = 0.002. The results show that medical schemes

marketing expenditure accounted for less than a % of gross contribution income. The
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average expenditure was 0.534 % (SD = 0.649), the median expenditure was 0.190
% (IQR 0.05 % -0.830%). As a proportion of surplus, marketing expenditure accounted
for more than one percent; the average expenditure was 17 % (SD = 32.662), and the
median was 3.62 % (IQR: 0.900 - 3.540 % ). Marketing, when adjusted for the number
of beneficiaries higher than R100, the average expenditure of R123.548 (SD =
165.275) and the median expenditure was R33.90 (IQR: 11.92 -R171.80).

Table 5: Pearson correlation coefficient on marketing performance, p (P-value)

Marketing 0.19 (0.05 -0.83) 1
expenditure relative

to Gross

Contribution Income

Marketing 3.62 (0.9-13.54)  0.60025 (<0.001) 1
expenditure relative

to Net Surplus

Deficit

Marketing 33.9(11.92-171.8) 0.90912 (<0.001) 0.47486 (0.0002) 1
expenditure relative
to Beneficiaries

Sector or scheme type effect

The results indicated that closed or restricted schemes spent relatively less on
marketing compared to open medical schemes over the review period, with a median
(IQR) of R14.61 (R10.61 -R271.78) compared to R209.26 (R131.87 -R387.94), F-
value = 34.17, p-value < 0.0001.
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Figure 7: A box & whisker plot for marketing expenditure adjusted for
membership by scheme type

Size effect

Similarly, large schemes spend more on marketing expenditure compared to medium
and small schemes, with the median being (IQR), R128.74 (R33.90 -R268.57)
compared to R25.92 (R10.85 -R167.42) and R12.16 (R9.63 -R23.61), respectively.
These were statistically significant, F-value = 4.18, p = 0.0205.
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Figure 2: Box and whisker plot for marketing expenditure adjusted for
membership by scheme size.

Product offering effect

Benefit offering was one of the critical attributes to marketing expenditure, where
schemes offering five or more benefit options attracted significantly higher marketing
expenditure than schemes offering fewer options, with the median of R236.01
(R120.01- R379.95). Schemes with four or fewer benefit options experienced a
significantly lower median marketing expenditure with a median expenditure of R25.92
(R7.28- R77.99) and R14.14 (R11.04- R34.88), R13.82 (R12.16- R86.51) and R11.64

(R8.14- R21.30) for schemes with four options, three options, two and one option,
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respectively. These comparisons were also statistically significant, F-value = 10.07,
p<0.001.
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Figure 8: A box and whisker plot for marketing expenditure adjusted for
membership by the number of benefits options.

Operating model

The business operating model is one of the deterministic factors in marketing expense.

There were more schemes with an outsourced operating model compared to those
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with an insourced model. The median expense was higher in medical schemes that
insourced their functions with a median marketing expenditure of R103.33 (R72.09 -
R171.8) compared to R18.98 (R10.85 -R207.45) of schemes that had an outsourced
model. These were not statistically significant, F-value = 1.03, p = 0.314.
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Figure 9: A box and whisker plot for marketing expenditure adjusted for
membership by type of business operating model.
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Marketing performance

Figure 10 below depicts a box and whisker plot for marketing expenditure, adjusted
for membership and FP measured by net surplus/deficit after consolidation results. A
positive category depicts an increase in the net surplus, while a decrease describes a
decline or loss. The results showed that medical schemes that experienced a positive
FP spent twice as much as those that shared reductions or losses. The respective
median expenditures were R86.51 (R12.11 -R379.95) and R29.42 (R10.85 -R128.74).
These were, however, not statistically significant, F-value = 0.11, p = 0.7441.
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Figure 10: A box and whisker plot for marketing expenditure adjusted for

membership and financial performance (Positive depicts an increase in
marketing expenditure wholes Negative depicts a negative growth)
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Solvency performance

Figure 11 below depicts a box and whisker plot for marketing expenditure, adjusted
for membership and FP measured by net surplus/deficit after consolidation results. A
positive category depicts an improvement in solvency ratio, while a decrease
describes a decline. The results show that medical schemes that experienced a
negative FP in their liquidity spent twice as much as those that experienced an
increase in solvency ratios. The respective median expenditure was R90.99 (R12.14
-R373.98) and R25.92 (R11.36 -R141.67). These were however, statistically
significant, F-value = 6.25, p = 0.0154.
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Figure 11: A box and whisker plot for marketing expenditure adjusted for
membership and solvency performance (Positive depicts an increase in
solvency level while a negative describes a decline)
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Membership performance

Figure 12 below depicts a box and whisker plot for marketing expenditure, adjusted
for membership and membership growth measured. A positive category depicts an
increase in membership, while a decrease describes a decline. The results show that
medical schemes that experienced positive growth in membership spent more than
twice as much on marketing than those that experienced a declining membership
base. The respective median expenditure was R90.99 (R14.61 -R219.69) and R20.16
(R11.04 -R141.67), respectively. These were, however, not statistically significant, F-
value = 1.16, p = 0.2854.
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Figure 12: A box and whisker plot for marketing expenditure adjusted for
membership and membership performance
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4.3.2 RQ2. What is the effect of marketing performance measures on
organisational performance?

Marketing performance on organisational performance

This study also sought to test whether there was a relationship between marketing
expenditure and OP. Proxies for OP were membership growth, gross contribution
income growth, and surplus of deficit generated. The findings depicted that marketing
performance was not statistically significant compared to OP (market share or change
in membership) and FP (change in Change net surplus/deficit after consolidation
results), Chi-square = 1.289, p = 0.256; and Chi-square = 0.404, p = 0.525,
respectively. However, the results depicted that marketing performance affects gross
contribution income, Chi-square = 3.941, p = 0.047.
Table 6: Chi-square test between marketing performance on organisational
performance (Market share and financial performance)

N (%) Chi-square, p-value
Market share (change in membership)

Marketing Performance Negative Positive
Negative 35 (44.30) 12 (15.19) 1.289, 0.256
Positive 20 (25.32) 12 (15.19)

Financial performance (Gross Contribution Income)
Marketing Performance Negative Positive
Negative 13 (16.46) 34 (43.04) 3.941, 0.047
Positive 3(3.80) 29 (36.71)
Financial performance (Change net surplus/deficit) after consolidation results)
Marketing Performance Negative Positive
Negative 21 (26.58) 26 (32.91) 0.404, 0.5252
Positive 12 (15.19) 20 (25.32)

4.3.3 The goodness of Fit Tests

Figure 13 to 15 below depicts a model fit for marketing expenditure adjusted for
membership, gross contribution comes, and net surplus/deficit after consolidation. All
three models deviate from the normal distribution, and a Lognormal or Webull
distribution was considered most suitable for marketing adjusted for either

membership, gross contribution income or profits.
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Figure 13: Model Fit and HR Model Results: Marketing Expenditure relative to
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Figure 14: Model Fit and HR Model Results: Marketing Expenditure relative to

the net surplus deficit after consolidation
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Figure 15: Model Fit and HR Model Results: Marketing Expenditure relative to
Gross contribution Income

4.3.4 RQ3. What is the effect of marketing adaptiveness on marketing
effectiveness?

Table 7 below shows the results of the hierarchical model, the lognormal regression
analysis model. The results show that scheme type (Open vs restricted schemes;
Estimate = 1.8628, p-value <0.001), and OP (Estimate = 0.0008, p-value = 0.0011)
were associated to marketing performance measures. However, the operating model
was not significantly associated with marketing performance (Estimate = -0.6037, p-
value = 0.1021). The results also show that scheme size was moderately associated
with marketing performance. Solvency did not have effect on marketing performance
(Estimate = -0.0004, p-value = 0.9145). The results show the effect of adaptiveness

on marketing effectiveness. However, this was only in terms of capabilities rather than
resources.

42



Table 7: Lognormal Multiple Hierarchical Model to assess the effect of marketing
adaptiveness on marketing effectiveness: DV - Marketing performance, INDV-
Operating model, size, type, solvency and surplus

Parameter Estimate Standard 95% Confidence 4 Pr>|Z|
—Error Limits
Intercept 2.8097 0.7245 1.3897 4.2297 3.88 0.0001
Type Open 1.8628 0.4289 1.0222 2.7034 4.34 <.0001
Restricted Reference group
Size Large 0.9826 0.5153 -0.0273 19925 191 0.0565
Medium 1.0232 0.5568 -0.0681 2.1144 1.84 0.0661
Small Reference group
Operating Insourced -0.6037 0.3693 -1.3275 0.1202 -1.63 0.1021
Model Outsourced Reference group
Solvency -0.0004 0.0042 -0.0086 0.0077 -0.11 0.9145
Net Surplus Deficit after 0.0008 0.0003 0.0003 0.0013 3.26 0.0011
Consolidation

4.3.5 RQ4. What is the effect of marketing on marketing efficiencies?

Table 8 below shows the results of the hierarchical model, lognormal regression
analysis model. The results show that scheme type (Open vs Restricted schemes;
Estimate = 1.8628, p-value <0.001), scheme size (Large vs small schemes; Estimate
=-1.2945, p-value <0.001) and benefit offering and OP (Estimate = 0.0009, p-value =
0.0011) were associated to marketing performance measures. Solvency did not have
effect on marketing performance (Estimate = 0.0066, p-value = 0.1463). The results
show the effect of effectiveness on marketing efficiencies, which was statistically

significant for both in terms of capabilities and positional advantage.
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Table 8: Lognormal Multiple Hierarchical Model to assess the marketing
effectiveness on marketing efficiencies: DV - Marketing performance, INDV-
product offering, size, type, solvency, and surplus

Parameter Estimate Standard 95% Confidence z Pr>|Z]
Limits
Error
Intercept 5.5605 0.8446 3.9052 7.2158 6.58 <.0001
Type Open 0.9437 0.4124 0.1354 1.752 2.29 0.0221
Restricted Reference group
Size Large -1.2945 0.5338 -2.3407 -0.2483 -2.43 0.0153
Medium -0.8004 0.5406 -1.8599 0.2592 -1.48 0.1387
Small Reference group
Option 1 options -3.0856 0.8819 -4.814 -1.3572 -3.5 0.0005
stratification
2 options -1.5636 0.55 -2.6417  -0.4856 -2.84 0.0045
3 options -4.1415 2.1095 -8.2761 -0.007 -1.96 0.0496
4 options -3.2386 0.7028 -4.6161 -1.8611 -4.61 <.0001
5+ options Reference group
Solvency 0.0066 0.0046 -0.0023 0.0156 1.45 0.1463
Net Surplus Deficit after 0.0009 0.0003 0.0004 0.0015 3.27 0.0011

Consolidation

4.4 Conclusion

This chapter covered the analysis and the interpretation of the secondary obtained
data from the CMS annual reports. The results were summarised in tables and figures
to provide a picture of the research results. The next chapter provides the final

summary, conclusions, and recommendations.
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5 DISCUSSION OF THE FINDINGS AND RESULTS

5.1 Introduction

This chapter primarily summarises the research findings from the literature search and
the primary research conducted. Conclusions from the empirical findings of the
conceptual model formed the basis of this chapter. The chapter includes
recommendations made by the researcher on OP’s marketing initiatives, expenditure,
and impact made. The chapter ends with a set of limitations of the study and the areas

for future research.
5.2 Factors that impact marketing expenditure

Open schemes offered more benefits than restricted schemes, with an average of
seven benefit options compared to the two benefit options offered by restricted
schemes. Significantly more restricted 'schemes operated on an outsource operating
model compared to open schemes. However, this was not statistically significant, and
more small schemes mainly used an outsourced operating model than medium and
large schemes. The operating model is a function of resources and capabilities that
medical schemes have in carrying out their function. Large schemes spend more on
marketing expenditure compared to medium and small schemes. This finding is not
consistent with the American Academy of Actuaries study, which found that sales and
marketing costs for individuals and small groups to be higher since there is more one-
on-one contact, resulting in higher costs that attract higher commissions (American
Academy of Actuaries, 2009). The stagnant medical scheme membership for over a
decade has questioned the impact and value-add of marketing initiatives. Medical
scheme membership declined by 0.23% while marketing gross contribution income
and marketing expenditure increased by 14.12% and 10.17 %, respectively. Erasmus
et al. studied the effect of third-party service providers, such as administrators and
managed care organisations, in creating a profit (and growth) incentive into the not-

for-profit medical scheme environment (Erasmus et al., 2016). Brokerage fees in open
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schemes have increased significantly. However, the sector is experiencing a declining

membership.

Medical schemes incurred marketing expenditure as high as 2% of gross contribution
income. There is currently no maximum amount of marketing expenditure. However,
there is a set maximum amount for brokerage amount payable. On an annual basis,
the Minister of Health announces an increase in the maximum amount payable to
brokers by medical schemes regarding broker clients who are members of medical
schemes as per Section 65 of the Medical Schemes Act. This study did not conduct a
comprehensive review and analysis of brokers’ fees. However, marketing fees should
not be greater than brokerage fees as reported by the CMS, which contrasts with the
findings of this study. However, schemes reported marketing fees adjusted for
membership higher than the stipulated upper limit of brokerage fees. One of the
remedies is to review and unbundle the reporting of brokerage, marketing and
advertising fees. The CMS previously reported marketing and advertising fees
separate from brokerage fees. McLeod found that administration fees paid to
administrators accounted for 53% of non-healthcare expenditure in 2008 (McLeod,
2010). Services such as marketing and advertising accounted for 3.4%, while
expenditure on brokerage and distribution services accounted for 11.9% (McLeod,
2010).

The study found that marketing expenditure, on average, accounted for less than 1%
of gross contribution income. However, other schemes incurred a relative ratio of as
high as 2%. On the other hand, marketing expenditure accounted for 9.81% of net
surplus after consolidation over the review period. These figures are lower than those
reported in other countries such Filipino, Manala-O and Atieza studied the effect of
advertising expenditure on the firm performance of Filipino corporations (Manala-O
and Atieza, 2020). The authors analysed 57 corporations and found the advertising
expenditure ranged between 0.2 and 4.45% between -11.76 and 44.91% as a
proportion of revenue and net profit, respectively (Manala-O and Atieza, 2020). The
study did not include industries similar to private health insurance and only assessed

advertising than the overall marketing component. This research found evidence of
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medical schemes that reported significant spending on marketing activities, yet
showing a negative book value nor a declining membership in some instances.
Furthermore, marketing expenditure is a function of size and product offering. The
ability to measure marketing performance has a significant impact on firm
performance, profitability, stock returns, and marketing’s stature within the firm
(O’Sullivan & Abela, 2007).

Furthermore, a return on marketing investment should recognize these differences
and their implications for its FP. Restricted schemes generally offer fewer benefit
options than open schemes, attracting higher marketing expenditure (Willie 2021,
Mcload, 2010). This study found product differentiation as mediating factor between
marketing expenditure and performance. The number of options in large schemes
accounted for a more significant proportion of marketing, and that offer more benefit
options attracted higher marketing expenditure. However, medium schemes
marketing expenditure accounted for a more significant proportion of net surplus after
consolidation than small and large schemes, at 18.26% compared to 1,02% and
9.87%, respectively. The table depicts no significant differences in the performance of

marketing expenditure when adjusting for the operating model.

5.2.1 RO1l: What is the effect of marketing activity expenditure on

organisational performance?

This study assessed the effect of marketing activity expenditure on organisational
performance, and organisational performance measured at three levels, the effect on
revenue generated, market share, and profits. Haryanto and Retnaningrum used e
profit margin on sales (PM on Sales), return on assets (ROA), return on investment
(ROI), and return on equity (ROE) as proxies to measure formal performance
(Haryanto, T., & Retnaningrum, 2020). The authors showed that marketing
expenditure had a significant effect on PM on Sales, ROI, and ROE, partially. Their
study also showed that marketing expenditure had no impact on the return on assets
(ROA). Several studies have demonstrated the effectiveness of marketing activities in

dynamically generated products sales, revenue and profitability in a microenterprise
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(Porto, Costa & Watanabe, 2017). Firstly, the researcher conducted a correlation
analysis between marketing expenditure adjusted for membership and three
performance measures (market share, revenue, and profits). The results showed a
positive correlation amongst the three measures were to marketing activity
expenditure, with a strong correlation between marketing expenditure relative to gross
contribution and marketing expenditure relative to membership, rho = 0.99, p-value
<0.001. The correlation between marketing adjusted for gross contribution income and
net surplus was moderate; however, this was also statistically significant, rho = 0.60,
p-value <0.001. The table also shows a weak positive correlation between marketing
adjusted from membership and profit, rho = 0.47, p-value = 0.002. This study further
assesses the marketing expenditure relative to gross contribution and surplus
generated. Expenditure on marketing activities accounted for less than 1% of the gross
contribution. The average expenditure was 0.534% (SD = 0.649), the median
expenditure was 0.190% (IQR 0.05 - 0.830%). As a proportion of surplus/deficit after
consolidation, marketing expenditure accounted for more than 1%, the average
expenditure was 17% (SD = 32.662), and the median was 3.62% (IQR: 0.900 -
13.540%). Marketing, when adjusted for the number of beneficiaries higher than R100,
the average expenditure of R123.548 (SD = 165.275) and the median expenditure was
R33.90 (IQR: 11.92 - R171.80). The average marketing expenditure was higher than
the stipulated brokerage services fee. Section 65 of the Medical Schemes Act gives
the Minister of Health powers to set upper limits for the average amount charged per
member annually. The stipulated amount for 2021 was R101. 91 plus value-added tax
(VAT) — the 2020 fee was R98. 85 plus value-added tax (VAT) (CMS, 2021).

The study showed that marketing fees adjusted for membership were significantly
higher for open schemes than for restricted schemes, consistent with sector
characteristics. However, this does not always translate to growth in membership, as
depicted in the previous section. According to Bizcommunity, Public or 'open’ medical
schemes aggressively market themselves compared to large organisations with
restricted membership schemes (Bizcommunity, 2017). Restricted schemes are not

allowed to market themselves. Thus, marketing fees incurred in this sector are
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worrying. O’Sullivan and Abela investigated the effect of product size on profitability
and sales (O’Sullivan & Abela, 2007). The authors controlled the firm's size and age,
which affected the firm's performance (O’Sullivan & Abela, 2007). This study found
that large schemes spend more on marketing expenditure compared to medium and
small schemes. O'Sullivan and Abela found a correlation between product size,

profitability, sales volume.

Benefit offering was one of the critical attributes to marketing expenditure (O'Sullivan
& Abela, 2007). In particular, open schemes offering five or more benefit options
attracted significantly higher marketing expenditure than schemes with lesser options.
Nwokah et al. assessed the relationship between product size and other factors such
as product design and profitability, sales volume and customer loyalty were not
significant (Nwokah et al., 2009). However, many products often have higher
marketing and distribution fees, which does not always translate to improved OP
(Willie, 2021).

Studies have also shown that the business operating model and other structural
factors such as contracting have various dynamics to firm performance and survival.
Saleh argues that organisational structural elements should have effects on
performance outcomes (Saleh, 2015). The author further argues that the ability of the
firm to manage resources best will affect its levels of performance. This study found
that more schemes had an outsourced operating model compared to those with an
insourced model. The business operating model is one of the deterministic factors that
affect administrative functions; marketing expense irrespective of operating model
(insource/outsourced) will require investment in resources. Marketing capability
controlling for resources impacts operations capability (Yu, Ramanathan & Nath,
2014). The study revealed that both marketing and operations capabilities are
significantly linked and positively influence FP. There is, however, the body of
knowledge that depicts a minor association between organisational, functional
dimension and performance. Previous studies have illustrated that little attention is
paid to mediation analysis when examining the relationship between functional

capabilities and performance (Yu & Ramanathan et al., 2016).
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5.2.2 Q2. What is the effect of marketing performance measures on
organisational performance?

Marketing performance on organisational performance

This study also sought to test whether there was a relationship between marketing
expenditure and OP. Proxies for OP were membership growth, gross contribution
income growth, and a surplus of deficit generated. The investigation found marketing
expenditure was not statistically significant compared to OP (market share or change
in membership) and FP (change in Change net surplus/deficit) after consolidation
results, Chi-square = 1.289, p = 0.256; and Chi-square = 0.404, p = 0.525,
respectively. A significant number of studies conducted in different countries have
shown that marketing spending is an investment that creates value for the company
and positively impacts firm profitability, value, or sales (Konak, 2015; Manala-O &
Atienza, 2020). This study found that marketing expenditure affects gross contribution
income, Chi-square = 3.941, p = 0.047. The latter is consistent with Manala-O and
Atienza's study, which found a strong relationship between advertising expenditure
and revenue (Manala-O & Atienza, 2020). The authors further advise that
management should not disregard setting an annual advertising budget or forego

market growth opportunities.

5.2.3 RQ3. What is the effect of marketing adaptiveness on marketing
effectiveness?

The impact and effect of marketing adaptiveness have been studied widely in
literature—marketing adaptiveness on marketing effectiveness and the role of
marketing capabilities. Firms with strong marketing capabilities have superior financial
performance than those focusing solely on operational capabilities (Kamboja et al.,
2015).The results of this study showed scheme type (Open vs restricted schemes;
Estimate = 1.8628, p-value <0.001), and OP (Estimate = 0.0008, p-value = 0.0011)
were positively associated with marketing performance measures. However, the
operating model was not significantly associated with marketing performance
(Estimate = -0.6037, p-value = 0.1021). This finding depicts that the operating model
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in so far as resources are concerned did not affect marketing performance, this
findings questions the value of outsourcing marketing functions from both the learning,
value add and effectiveness perspective. There is also a key feature n outsourcing,
from the learning organisation and skills transfer perspective. This study shows some
of the shortcomings linked to outsourcing in the medical schemes environment. Park,
Lee and Morgan undertook an attempt to conceptualize and measure outsourcing
effects (level, benefits, and relationship quality with outsourcing providers) and learn
from a marketing perspective (effectiveness and efficiency) (Park, Lee & Morgan,
2011). The authors found that outsourcing may negatively influence the learning
process and cause learning loss (Park, Lee & Morgan, 2011). Other studies show a
positive effect of outsourcing marketing functions on performance, optimising this
model to gain a competitive advantage.

Yeboah found no statistically significant correlation between outsourcing and
organizational productivity, and there is a statistically significant correlation between
outsourcing and quality. There is a statistically significant correlation between
outsourcing and competitive advantage (Yeboah, 2013). Other studies link marketing
capability to optimal use resources to gain a competitive advantage (Yu, Ramanathan
& Nath, 2014; Kamboj et al.,, 2015; Takahashi et al., 2017). Denrell and Powell
considered operational capability, marketing capability, and marketing resources to
value the targeted customer base (Denrell & Powell, 2016). The results show the
effect of adaptiveness on marketing effectiveness. However, this was only in terms of
capabilities than resources. Kamboj et al. provided a new viewpoint to model the
functional capabilities of the firm (Kamboj et al.,2015). The authors emphasised that a
firm with marketing capabilities leads to superior FP than those focusing solely on
operational capabilities (Kamboj et al., 2015).
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5.2.4 RQ4. What is the effect of marketing effectiveness on marketing
efficiencies?
This study sought to investigate the effect of marketing effectiveness on marketing
efficiencies, in the main the normative performance measurement model outlined by
Morgan, Clark and Gooner. The outcome variable was marketing expenditure adjusted
for membership, and independent variables included scheme type, and the size has
used as a proxy for dynamic capability. Porto and Foxall found that firm size (log of
assets) was generally positive for market share. Large firms generally have adequate
resources to meet operational demands and have adequate capabilities. Takahashi
et al. studied the influence of dynamic capabilities on OP and the role of marketing
capabilities (Takahashi et al., 2017). The results of this study shows that scheme type
(Open vs Restricted schemes; Estimate = 1.8628, p-value <0.001) had a positive
effect on marketing, a negative effect on scheme size (Large vs small schemes;
Estimate = -1.2945, p-value <0.001) and a positive effect on benefit offering and OP
(Estimate = 0.0009, p-value = 0.0011) were associated to marketing performance
measures. Zhou et al. found that dynamic capabilities could affect firm performance
through product development and innovation (Zhou et al., 2019).Product development
and innovation through research ad development which some of the features of the
marketing function. Anggraeni, Nadirman and Hermina found that product innovation
and marketing strategies had a significant effect on increasing competitive strategies
and through competitive strategies. The study showed effectiveness on marketing
efficiencies, mainly related to capabilities and positional advantage in terms of benefits

offered.
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6 CONCLUSION AND RECOMMENDATIONS

6.1 Introduction

This chapter looks at the study conclusion, recommendations, study limitations, and
future study research areas. This study examined marketing initiatives, marketing
expenditure and their effect on OP in the South African Health Care Market. The study
population was medical schemes which are not-for-profit entities that provide funding
for relevant health care services in South Africa. The study considered two grounded
theories, mainly the resource-based view and the DCT. Furthermore, an empirical
review of research variables identified research variables. The method of analysis was
a quantitative research method on the medical scheme population. Data sources used

was expenditure data collected from the regulator over a three-year review period.
6.2 Summary of the findings

There is evidence of structural differences in medical schemes. The characteristics
between open and restricted define these. For example, the study found that open
schemes offered more benefits than restricted schemes, with an average of seven
benefit options compared to the two benefit options offered by restricted schemes.
Marketing expenditure adjusted for membership was significantly higher in open
schemes; the median was nearly sixteen times higher, statistically significant.
Secondly, there were disparities in the type of operating model used, which may also
reveal the optimisation of resources. The study found that restricted schemes operated
in an outsource model compared to open schemes, and more small schemes mainly
used an outsourced operating model than medium and large schemes. Nearly 90% of
the small, restricted schemes operated on an outsourced model compared to the 11%
that used internal resources. The business operating model is one of the deterministic
factors in marketing expense. There were more schemes with an outsourced operating
model than those with an insourced model, and the median expense was higher in
medical schemes that insourced its function. Thus, depicting the size factor, most of

the small schemes are thin in resources, and as a result, would outsource most of the
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functions. Marketing effectiveness and priorities are also a function of strategies and

growth strategies.

A small firm might focus on growing its market share and thus invest in growing sales
or membership base, while big firms focus on brand equity. The researcher
recommends that BoT contract based on a strong alignment between their marketing
strategies and strategic objectives and goals. Manala-O and Atienza confirmed that
some advertising programs aimed to increase short-term sales, whereas others are
intended for long-term brand value building (Manala-O & Atienza,2020). Literature
depicts that little attention has been paid to comparing the economic effects of R&D
and advertising between large firms and small firms in recent decades (Xu, Jian, Feng
Liu, & You-hua Chen, 2019). The authors investigated e effectiveness of R&D and
advertising across firm size classes and found that advertising is positively and
significantly associated with the financial performance of large firms, and R&D
expenditure has no significant influence (Xu, Jian, Feng Liu, & You-hua Chen, 2019).
The study also found that R&D and advertising expenditures have a negative impact
on the financial performance of small firms. This study also found that marketing
expenditure is a function of the size of a scheme where the marketing expenditure
accounted for less than a% of gross contribution income, which was significantly lower
for small schemes than medium schemes. Benefit offering was one of the critical
attributes to marketing expenditure, where schemes offering five or more benefit
options attracted significantly higher marketing expenditure than schemes with lesser
options. Schemes with four or fewer benefit options experienced a median marketing

expenditure significantly lower with a median expenditure.

The study found that medical schemes that experienced a positive FP in terms of gross
contribution income spent twice as much on marketing as those that showed
reductions or losses, and the expenditure in this regard was not statistically significant.
The study also found that medical schemes that experienced a decline in solvency
spent twice as much as those that experienced an increase in solvency ratios, and the
differences were statistically significant. Medical schemes that experienced positive

growth in membership spent more than twice on marketing than those that
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experienced a declining membership base; however, these were not statistically
significant. This study also sought to test whether there was a relationship between
marketing expenditure and OP. Proxies for OP were membership growth, gross
contribution to income growth, and surplus of deficit generated. The findings depicted
that marketing performance was not statistically significant compared to OP (market
share or change in membership) and FP. However, the results depict that marketing
performance affects gross contribution income. The results also show that scheme
size was moderately associated with marketing performance, and solvency did not
affect marketing performance. The results show the effect of adaptiveness on
marketing effectiveness, and this was only in terms of capabilities than resources. The
results show the effect of effectiveness on marketing efficiencies, which was
statistically significant for both in terms of capabilities and positional advantage.

6.3 Limitations of the study

Due to resource constraints and time constraints, the following items depict research

limitations:

a) The study did not include members, management, and third-party perspectives.
Member perspective is also essential from the value of marketing initiatives.
Thus, financial and otherwise, resources and investments should be viewed as
a value add to members (Doyle, 2000). According to Terblanche et al.,
marketing investments and strategies are evaluated based on their ability to
enhance value (Terblanche et al., 2013).

b) Medical schemes contract with more than one service provider; as a result,
these services are not standardised. Figure 16 below depicts an extract from
the CMS annual report showing marketing, advertising and distribution service
providers for a select list of schemes. Some medical schemes contract with at
most 18 for open schemes and 10 for restricted schemes, marketing service
providers; there is currently no guideline or monitoring of marketing fees.

c) Furthermore, marketing activities potentially include ad-hock marketing,

marketing communication, product linked and promotional marketing,
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sponsorships, communication services. These components of the marketing
function must be reported and measured separately to understand the value of

each.

Sisonke Health Medical Scheme == 1
Government Empoyees Medical Scheme s 2
Profmed s 4
Umvuzo Health Medical Scheme  wm 1
LA-Health Medical Scheme == 1
Bonitas se—— 1)
Fedhealth Medical Scheme == 1
Momentum  w= 1
Health Squared Medical Scheme == 14
Sizwe == 1
Hosmed e 3
Thebemed == 1
Medshield w3
Bestmed Medical Scheme 18
Keyhealth wom= 3
Discoery Health Medical Scheme w= 1

0 2 4 6 8 10 12 14 16 18 20
Count

Restricted Schemes

Open schemes

Figure 16: Selected list of medical schemes and the number of marketing
service providers they contracted. Generated from the CMS annual report, 2019-

2020, and data exclude ad-hoc marketing.
6.4 Recommendations for future research

The components of marketing functions in medical schemes are currently not
standardised across the sector. For example, expenditure on brokerage services is

not explicitly reported separately from marketing, adverting and distribution costs.
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Efforts should be to standardise and measure the performance of each of these
components separately. This recommendation is consistent with that made by the HMI
in that Medical schemes must report broker fees separately from distribution and other
marketing fees to the CMS, and the CMS must also make these separate figures

available in the annual report.

On an annual basis, the Minister of Health announced increases in the maximum
amount payable to brokers by medical schemes regarding broker clients who are
members of medical schemes, in terms of Section 65 of the Medical Schemes Act.
This study found that some medical schemes attract brokerage services higher than
the stipulated fee of R90 for 2019, and the regulator needs to employ stringent
measures for schemes that are currently not in a complaint with Section 65 of the
Medical Schemes Act. The revised amount is now R101. 91 plus value-added tax
(VAT) —the 2020 fee was R98. 85 plus value-added tax (VAT) (CMS, 2021).The study
showed medical schemes that incurred marketing expenditure far exceeding net
surplus by factors higher than 100%. There is currently no maximum amount of
marketing expenditure. However, there is a set maximum amount for brokerage
amount payable. The researcher recommends setting a maximum marketing
expenditure limit for medical schemes to curb unjustified marketing expenditure. Some

of the recommended benchmarks are the ratio not exceeding:
Marketing Expenditure /Gross Contribution Income Ratio (%) 0.59
Marketing Expenditure/Surplus Ratio (%) 9.81

Value add of outsourcing for the optimal use of resources to be reviewed. This study
found that the operating model did not influence marketing expenditure. Similarly,
marketing expenditure accounting for less than 1% of gross contribution income
indicates that this function could be insourced. The researcher recommends that the
Board of Trustees (BoT) consider insourcing as long term objective. At the same time,
skills transfer should be a key priority be a short strategy of building marketing function

capacity. Restricted scheme membership s restricted to a sector, employer group or
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union; thus, these schemes cannot attract membership outside their domain. This
study found that some restricted schemes incurred marketing expenditure, including
brokerage fees. Brokers operate mainly in the open medical schemes market. Most
restricted schemes do not contract directly with brokers since employees join medical
schemes as a condition of their employment. In 2020, seven medical schemes
reported some payments towards brokers. The comparison figure for 2016 was nine
schemes. The researcher recommends that restricted schemes seek exemption from
the Council for medical schemes for contracting with brokers; specific standards and

exemption conditions should be in place.

Furthermore, the researcher recommends that the regulator develops a framework
and guidelines for the correct reporting of marketing fees. Last, there should be a clear
demonstration of marketing expenders linked to schemes strategic objectives and
growth strategies, which should also add value to members of the scheme. Future
research should investigate various marketing strategies employed by medical
schemes and some marketing performance measures for non-for-profit entities such
as medical schemes. Future studies should also consider member, management, and

third-party perspective.

6.5. Conclusion

The study indicates that marketing expenditure influences medical scheme
performance. This study found that the operating model used by medical schemes
does not affect marketing expenditure. The role of third-party contracting on
organisation performance, from the market share to increasing membership in the
sector, is yet to be demonstrated. These models should add value to members and
align with the scheme's strategic objectives. Medical schemes need to develop
contract management tools for third parties and hold them to account. These may also
entail pay for performance programs. Brokerage services should also entail direct
contact with members, and brokerage services should be relooked at from the value
add perspective to members. There should be set targets for bringing in new
members, especially in open schemes. The results show the effects of adaptiveness
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on marketing effectiveness. However, this was only in terms of capabilities rather than
resources. Medical schemes should invest in methodologies for the optimal use of
resources. The findings were that the effects on marketing efficiencies were
statistically significant for both capabilities (sector analysis-open schemes) and
positional advantage (product offering options offered). This study found a significantly
higher number of options in open schemes, and the investigation also found a direct
correlation between the number of options and marketing expenditure. The health
market enquiry found that there are benefit options in medical schemes, and often

members cannot distinguish amongst these options.
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ANNEXURE A: DATA COLLECTION INSTRUMENT

Data Table Description

Column Description Data Column Header Notes Mandatory value:
Type yes = cannot be blank,
no = blank allowed
Scheme Reference Number | Integer Ref No Unique scheme reference number Yes
Scheme Type Text Scheme Type 1 = Open scheme, 2 = Restricted scheme Yes
Scheme Size Text Scheme Size A large scheme has more than thirty thousand (30,000) Yes
beneficiaries; a medium scheme has less than thirty thousand
(30,000) beneficiaries and more than six thousand (6,000)
members. A small scheme has fewer than six thousand (6,000)
members.
Operating Model Integer Operating Model | 1 = Insourced, 2 = Outsourced Operating Model Yes
Financial Year Integer Financial Year 2018-2020 Yes
Number of beneficiaries Integer Beneficiaries > 0 beneficiaries Yes
Number of members Integer Members >0 members Yes
Market share Integer Market Share > 0% N/A
Average age of Integer Age The weighted average age at scheme level calculated as of 1 Yes
beneficiaries January
Solvency ratio Integer Solvency > 0% Yes
Marketing expenditure Integer Marketing Expnt | > R10,000 per annum Yes

71



ANNEXURE B: RESEARCH PLANNING

Time-plan for completion of a research report

Gain Approval

April -May 2021

Gather Data

June-August 2021

Do Analysis

September-December 2021

Write Report

January -February 2022

Finalise Report

March 2022
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ANNEXURE C: ETHICS CLEARANCE

= Graduate
school

Ethics Clearance Form

Ethics clearance number:

Surname | Wiilie First name: Michael Mncedisi
Title (tick one): [ ] Prof ﬂ Dr [ x| wmr ms | ] other
Contact details Email address: 11824331@myregent ac.za

Phone number: 0761222369
Name of Supervisor(s) Dr Paul Hearn
and email address drpauhearn@absamail.co.za

Title of research: Marketing Initiatives Expenditure Effect on Organisational Performance in The South African
Health Care Market

Details (summary) of the research focus and anticipated outcomes:

The purpose of this study is to develop and test the concepiual model of the effects of markeling
expenditure, marketing initiatives classified by type (financial and relational) and direction (positive and
negative) and their impact on organisational performance (financial measures) in the South African health
care market. A Resource-Based Theory (RBT) will consider whether an investment in marketing resources
linked to marketing activities yield efficiencies and provide a competitive advantage. The effectiveness of
marketing effectiveness will consider market measures such as product offering, distribution, and
advertising. In this study, the researcher will assess marketing effectiveness using marketing perfermance
measures, organisational performance will be measured from both the market share and financial
performance perspective. Lastly, the study theories a set of research directions intended to enable scholars
to further advance marketing expenditure and investments on their effect on organisational performance
measured from the prism of Resource-Based Theory (RBT).

Is this research for degree purposes? % | Yes [j No
Iif 50, for what degree? m Honours X | MPhil PhD Other (specify):

Has it been approved by a properly || Yes No | X { Submitted & pending
constituted research panel?

Has it been approved by the relevant D Yes [j No m Submitted & pending
research committee?

Does this research involve human participants? m Yes ﬁ No

NB:If the Tesearch does not involve human pamctpants the remamdez of theform need not be compieted
WIth the exception of the signatures.

Where will the research be carried out?

South African medical schemies which have members across all nine provinces. The secondary data for this
work will be sourced from the Council for Medical Schemes {CMS} which is the regulator of medical
schemes,

What are the aims & objectives of the research relevant to human research participants?

What is the effect of marketing activity expenditure on organisational performance?
What is the effect of marketing performance measures on organisational performance?
What fs the effect of marketing adaptiveness on marketing effectiveness?

What is the effect of marketing effectiveness on marketing efficiencies?

Has appropriate formal permission been Yes ’ l Not [:l Pending {must be
obtained, If required (e.q. employer, land (attached) required supplied before

1
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awner, government department, eic.)? permission is granted)

Do you hove any financial or material D Yes, E No D Potential conflicts of
interest associated with your research current interest may exist
participanis or with the organisations that

you will work with during your research?

If yes, piease explain how you will manage any existing or potential conflicts of interest.

| How will data on human research participants be collected?

Formal interviews using questionnaires, schedule/list of questiens, or formal pretocol

Informal Interviews, semi-structured or open ended interviews

Ethnographic observation, participant observation, other descriptive and / or interactive methods
'Focus group', seminar/discussion group, or other group-orientated research

Participant, or 'action research' methods or technique

Cnline, emailed or paper-based surveys / questionnaires

X | Secondary data sources

X | Other research methods or techniques—specify
The data will be extracted from the CMS annual reports through a predefined data specification.

1S THE RESEARCH INSTRUWIENT APPROVED BY THE COMIMITTEE? YES: NO:
How will informed consent be E X I Formal [:;l informat or E] Other (e.g. public
obtained? {Signed form) Verbal speech)

Who will the research participants be {(name all categories)?
Medical schemes

Age range? | N/A

Does this research expose elther the participant or the researcher to any I:] Yes No
potential risks or harm that they would not otherwise be exposed to?

Will research invelve vulnerable categories? r_l Yes m Ao
If sq, state which ones:

Not applicabie

How will any existing vulnerabilities among research participants be addressed?

NB: The tetr, "Vulnerable categories’ includes, among others, children under 14, orphans, prisaner's, persans
with cegnﬂ:ve or commumcatlon chsorders, people who, are traumatlsed or currently in traumatic suuatsons

Research conducted among vu!nerable categones MUST be refen red to the Univers;ty Human Research Eth:cs
Committee (non-medical) for approval R L ‘ R R

Cun participants’ confidertiality be guaranteed? X 1 Yes No

Can anonymity be guaranteed in resufting reporis, theses or publications? X | Yes No

Explain how this will be done? What will participants be told in this regard?

The study introduction and permission letter includes details such as confidentiality and anonymity. This will
further indicate that alf the dote will be kept confidential and will remain anonymous and neither personal nor the
company information will beidentified in the final report.

NB: While confidentiality is desirable, but cannot be guaranteed in, for example, focus groups, or ethnographic
observation. Anonymity should be preserved in questionnaires, but cannot be offered in workshop
methodologies, focus group research, etc. All data however should be kept confidential and safe irom
unauthorised access once it has been collected. informants should have the right to remain anonymous in the
final report, and this must be respected in handling of all data refating to them.

What is to be done with the research dato after completion of the project?
X | Data to be destroyed
Data to be archived and preserved from unauthorised access for a period of ... ... years

N8: Alt data should be preserved in a way that respects the nature of the original participants’ consent.
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| How will the results be reported, and who will have access to this/these?
| X} Research report, dissertation or thesis will be availabie via the library or dissertation database
¥ _F Scholarly articles, conference papers, working papers

Other - specify :

| Company confirmation: Attach a letter from the organisation(s)/company{ies) you plan to use as the research
project sample to base your study on. The letter should indicate their awareness of the focus of your study as
well as their commitment to providing you access to the sample.

Signatures {Required)
Declaration: We, the signatories, declare that oll information on this form is correct ond that we will
strive to maintain the highest ethical standards in this research, recognising that ethical practice in
research is always o continuing process.

Date Name Signature

Applicant 25/05/2021 Michael Willie

Supervisor e — g
P R WA e

Panel Chalr Zg/g'/Zc)?'\ Vm)g. GMQQG ﬁ&la

Other Panel Member

i S

Updated: December 2019




ANNEXURE D: PERMISSION TO CONDUCT RESEARCH

Counci

Tt Bheschi=

MEMORANDUM
Reference: Masters of Philosophy in Marketing (MFhil)
Tar Chief Exegcutive & Fegistrar
From: Michael Willie
Date: 202008007
Subject: Approval fo conduct 3 research study

PURPOSE

1. The purpose of the submission is to request approval t o conduct a research study for the
fulfilment of a master's degree in philosophy (MPhil) from the Registrar.

BACKGROUND

2. | am a student at the Institute of Marketing Management (IMM), studying a Masters of
Philozophy (MPRil) degres.

3 The university requires that all students must cary out research projects in fulfilment of
the degree’s requirements.

4 |am therstore kindly secking for permission fo research “Marketing Expenditure and
Medical Schemes Performance in the South African Health Cars Market™

b | am doing my research with paricular reference to marketing expenditurs.

6. This study will seek to provide answers to the questions outiined below:
= \What are the factors impaciing on marketing expenditure in medical schemes?

= What are the percepdons of customers on marketing imitiabves underiaken by medical
schemes?
*  What is the relationship between markeding expenditurs and medical scheme performance?

Deputy Chainperson: fdv H Kooverjie- Chief Executive & Registrar: Or 5 Kahane
Block A, Emm Glades 3 Offios Fark, 430 MWich-Hepe| fesspe, Eoo Park, Cenfurias, [ME7
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T. The target population in this study will comprise of the medical scheme population and
medical scheme marketing expenditure data.

8. The primary data source for the study will be collected through a survey on members of
medical schemes.

9. The aim of including customers i o get customer perspectives on marketing iniiatves by
medical schemes.

10. The secondary data for this study will be sourced from the CMS annexures publizhed
annually on the CMS websrte.

11. The information gathered will be of academic purposes only.

L

MR MICHAEL WILLIE
GENMERAL MANAGER: POLICY, RESEARCH AND MONITORING
DATE: 0T/09/20E0
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