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Foreword

At the Financial Conduct Authority we aim to put consumers at the heart of our regulation.
This includes helping them to be informed about financial decisions, by carefully designing the
information they receive. Effective communication is especially important when firms put things
right after they have gone wrong, such as telling consumers about potential compensation
(known as ‘redress’).

The public sector is focusing on how best to provide people with information using advances
behavioural economics, which builds psychology into economics. In the US the Office of
Information and Regulatory Affairs at the White House spearheads an initiative on disclosure
and simplification as regulatory tools, underlining the critical role of testing and highlighting
the benefits of field trials (also called randomised controlled trials or RCTs). In the UK, the
Behavioural Insights Team at the Cabinet Office has led similar research, also focusing on trials.

By working in real settings and by repeating trials, RCTs build hard evidence that will likely
apply to future regulatory interventions. RCTs have a number of benefits. The most relevant to
this paper are that they produce results that are simple to understand and easy to apply, and
that they provide precise quantitative information that allows us to pin down the impact of our
interventions. This research delivers clear and unambiguous results that will be practically useful
for future redress exercises and have already proved helpful.

While RCTs are increasingly used in the public sector, to our knowledge this is the first use
by a regulator in the UK. This method could be used to build evidence on the impact of
a variety of important regulatory interventions, especially where consumer behaviour makes
these interventions difficult to design effectively, such as mandatory information disclosures.

(%/T«/Aw)\“%a

Peter Andrews
Chief Economist, Financial Conduct Authority
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Executive summary

Redress to consumers following the mis-selling of financial products is an important regulatory
tool to secure an appropriate degree of protection for consumers, one of the three operational
objectives of the Financial Conduct Authority (FCA). In 2011/12, excluding compensation for
payment protection insurance (PPI), the FSA helped obtain over £150 million worth of redress
for consumers. The FCA's focus on the consumer will continue to ensure that consumers receive
appropriate redress.

While large redress exercises such as PPl receive considerable publicity, many instances where
consumers are due redress understandably do not. In these cases, the firm alerts customers
to a potential issue, often in the form of a letter that gives customers information, which they
need to answer. We believe that some customers do not respond, even when they have been
mis-sold and when it would be in their interest to act. One reason may be that the relevant
information is obscured or more complex than necessary, or that consumers suffer from inertia.
Firms alone may not have sufficient incentives to correct these issues.

This research focuses on how to encourage consumers who may be due redress to respond to
letters. We worked on a real case, with a firm that was voluntarily writing to almost 200,000
customers about a failing it's sales process. Influenced by new and exciting advances in
behavioural economics, we tested different potential improvements to the firm’s letter using
an RCT. And we used rigorous quantitative techniques to analyse the responses.

The results are clear, surprising in magnitude and direction, and challenge current accepted practice.

What did we test?

We begin with a simple, intuitive model of consumer behaviour, in part informed by findings
from behavioural science. People receive a lot of mail in the post and have to sift through it in a
limited amount of time. Much of this is marketing, which they may have little interest in. People
have to decide which letters to open, which letters to look at and which letters to read in more
detail. Even if a consumer reads a letter and is minded to act on it, there may be further barriers
to responding, e.g. concern that calling a helpline may be time-consuming. People may intend
to respond, but procrastinate or forget. Much of this decision-making is quick and automatic,
rather than slow and deliberative.

This model suggests how firms might help consumers to pay suitable attention to communication
about redress. The envelope, to be opened, needs to be appropriately distinctive. The key
messages must be as salient and immediate as possible; firms need to reduce any excess
verbiage. Firms need to reassure consumers that claiming redress will be as easy as possible.
Consumers may respond better to letters sent by an authoritative individual or organisation.
Firms should remind people to respond.

April 2013 Financial Conduct Authority
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We developed changes to seven features of the communication (the ‘treatments’), and these
are listed below in the order that consumers may receive them: changing the envelope, five
changes to the firm's letter and sending a reminder. The ‘control’ is the original envelope and
letter designed by the firm with no reminder, see Annex 1.

Treatments

1. Envelope Adds a message to ‘act quickly’ to a plain envelope

2. FSA logo Uses the FSA logo in the letter head

3. Salient bullets Replaces the two bullet points at the top of the letter with more salient
v bullet points

4. Simplified Makes the body of the letter simpler and more concise, by reducing the
A 4 text by 40%

5. Claims process Includes a sentence in bold explaining that the claims process would only

\

take five minutes

6. CEO signature Uses the firm CEQ’s signature to sign the letter, instead of a generic
‘Customer Team’

<

7. Reminder Sends a second letter three to six weeks after the first

Over a five-week period the firm contacted different groups of consumers with various
letters. Some were the firm's original letter, while others included different combinations of
the treatments. For each of the seven features listed, we randomly vary whether a particular
customer received the treatment or control version. As we vary seven features, each with
two versions, there were 128 possible combinations in total and so 128 groups of customers.
We made sure that each of these groups was the same in terms of the important customer
characteristics we could observe, such as age and amount of redress owed.

What were the results?

The firm's original letter, the control with no treatments, received a 1.5% response rate, using
our primary statistical model. Compared with other redress exercises undertaken by the FSA,
this response rate is particularly low, although understandable in this particular setting.*

The changes we made had a marked effect on response rates. To begin, we use a basic statistical
model with no interactions between the treatments. As Chart 1 shows, Salient bullets had the
largest single effect, increasing response rates over the control by 3.8 percentage points, just
over 2.5 times compared to the original letter. Simplified and Claims process each increase
response by 1.4 percentage points, almost doubling the response rate. Envelope had only a
small positive effect and there was no impact of FSA logo. Unexpectedly, there was a small
but statistically significant decrease in response using CEO signature. As Reminder has clear
interaction effects, we discuss it below.

There are several reasons. First, many consumers had already been provided with a refund from the firm on their own initiative.
Second, a number may also have been happy with the sales process and not felt in need of redress. Third, the potential value of
redress was low, the average redress due was only £21. Fourth, the relationship between the firm and the consumer had already
ended, which may mean the firm has an out-of-date address or that the consumer is less likely to open the envelope.
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Chart 1: Effect of treatments relative to control, no interaction effects

4% -

3% A

d
o
=S

Percentage point increase
in response rates
N
X

0% -

-1 % J
Envelope  FSA Salient  Simplified Claims CEO
logo bullets process signature

Notes: Includes 5% confidence intervals

Because we vary each of the treatments independently (‘crossing’ treatments), we can carefully
estimate the effect of multiple treatments, and so find the effect of the ‘best letter’, with the
best combination of treatments. Our primary statistical model therefore allows for interactions
between different treatments. As we can see in Chart 2, while Salient bullets and Simplified each
encourage response separately, having both together has less of an effect than merely adding the
two separate responses — a ‘negative interaction’. Alternatively, we find that Reminder, which was
a copy of the original letter and so can interact with the other treatments, has much more effect
if it has Salient bullets — a ‘positive interaction’. We are able to improve response rates to almost
12%. This is equivalent to an additional 20,000 people responding to claim redress. Overall, the
best letter increases the response rate by over seven times compared to the control.

Chart 2: Effect sizes including interactions
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We found a number of other relevant results:

e Reminder letters were sent out between three and six weeks after the original letter and
responses are significantly higher when sent at the three week point.
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e Overall, gender plays little role in response to the letter. There are two main areas where
this is not the case: only women are affected negatively by CEO signature and women react
significantly more than men to Salient bullets.

¢ In contrast, there are marked differences across different age groups. With the control letter
the middle-aged respond the least and older age groups respond far more. But the pattern
changes for the best letter: the young respond the least and response increases with age. So
our treatments have the greatest relative effect on the middle-aged, who are arguably the
busiest.

e There are fewer marked differences across those people due different amounts of redress.
With the control letter there is little change in response between those who are due £50
or more and those who are due less than £10. But with the best letter, there is a stronger
relationship between response and redress due; however, this variation is still less than the
variation in response with age. The fact that response rates to the control letter did not vary
much with the size of redress suggests that the control letter failed to focus consumers’
attention on the amount of redress owed.

What did we learn?

Our results provide hard evidence on what did and did not work in this particular setting. Taken
as a whole, the results are compatible with our simple model of busy people reviewing quickly
the post that they receive.

The surprise in our findings is in the overall magnitude of the effects and the relative effect
of different treatments. Our small improvements to what was already a clear letter had a
dramatic impact. While we anticipated some impact based on our knowledge and experience
of relevant research, the overall effect was much bigger than we expected. We also did not
predict the overall pattern of results across the treatments; and, we did not expect any negative
effects at all. Difficulty in predicting results when applying psychological insights is common. It
underscores the importance of original research instead of extrapolating results from different
contexts.

Knowing objectively and quantitatively which elements of a letter are the most important helps
our supervisors' dialogue with firms regarding communication with customers about redress.
Our findings underline the importance of the precise design of the communication.

By generating evidence from real settings, RCTs can build reliable evidence that will likely apply
to future redress exercises, especially if we can repeat trials and validate their conclusions. The
research highlights the potential for RCTs to provide evidence to aid regulatory decisions. The
results are not only reliable, but simple to understand and easy to apply.
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1.

Introduction

Redress to consumers following the mis-selling of financial products is an important component
of consumer protection. Large redress exercises receive considerable media attention. Financial
firms paid out £11.8 billion in compensation to consumers after mis-selling private pension
plans in the 1990s. Given the current level of provisions, compensation payments for Payment
Protection Insurance (PPl) could overtake that figure. Both cases were, understandably, well-
covered by the press.

However, most instances where consumers are due redress do not receive publicity. In these
cases, the firm alerts customers to a potential issue, often in the form of a letter to which
consumers must respond. Although response rates to these exercises vary widely, they are
sometimes lower than we might expect. It is possible that consumers do not respond even
though they are due redress. This research focuses on how to encourage consumers who
are due redress to respond. Working with a firm that was voluntarily writing to customers
about a failing in its sales process, we apply rigorous quantitative techniques in the form of a
randomised control trial to test behaviourally-informed improvements to the firm’s letter.

Traditional economic models assume that customers make a fully rational choice to respond or
not based on the costs and benefits associated with each choice. Initially, the customer will make
a decision to open the letter based on time constraints. Then, the customer will fully process
the information in the letter and make a decision to respond that depends on an estimation of
whether she has been mis-sold, the compensation she might be due and the costs she faces in
responding. If expected compensation outweighs costs, then she will respond.

The simplest traditional models would allow consumers to process information effortlessly.
One minor modification is to assume that consumers still make rational choices but face a
variety of transaction costs in opening, reading and dealing with mail." Consumers are busy and
have a limited ability to sift through their mail. They need to prioritise. If letters do not appear
important, they will not open them, not read them, or just skim them to detect whether it is
worth reading in greater detail.

This modified rational model provides the basis for our research design. In addition, evidence
about the behaviour of imperfectly rational consumers helps us consider how people process
information and what causes them to act. Specifically, we focus on three areas to develop our
research: how to highlight the key messages; who communication should come from and be
associated with; and, the importance of reminding people to take action.

We vary seven features of the original letter designed by the firm. We randomly assign each
customer to receive the treatment or control version of each of these features. This randomised
controlled trial (RCT) allows us to estimate the causal impact of each of these different
treatment variations and the potential interactions between treatments. In doing so, we are
able to establish the best combination of treatments, the ‘best letter’.

April 2013 Financial Conduct Authority
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Recent use of RCTs in UK policy has been spearheaded by the Behavioural Insights Team (BIT) at
the Cabinet Office.? Trials and the use of psychology in policy are tightly linked: once we allow
for a richer model of consumer behaviour, we need empirical evidence to determine actual
consumer responses to policy. To harness behavioural insights policymakers need to embrace
new forms of research. Of particular relevance to this research, the BIT has used several RCTs
to establish that making small changes to letters can have large effects on when and whether
people pay their taxes.

We build on these studies by applying similar insights to a specific financial regulation problem,
redress. We also advance the research methods used in UK policy and regulatory research. We
test multiple treatments simultaneously and independently, allowing us to discover quickly the
best combination of treatments. The large population in this study and careful stratification
of the population allows us to analyse the results for specific sub-populations, e.g. different
age groups, to add further detail and nuance to our findings. These are not merely technical
considerations: our results will help firms and the FCA to develop letters that resonate with
customers and ensure that redress is appropriately delivered.

We have written this paper for policymakers, other regulators, interested firms and consumers.
We report only the headline results in the main text; however the underlying analysis is
statistically rigorous and has been academically peer-reviewed. We include our econometric
outputs and summary statistics in the Annex. Further details are available on request.

We organise this paper as follows. The first section provides more detail on the context in
which the research took place, the second section briefly explains the research design we use,
the third section provides the results from the study and the final section provides some high-
level conclusions and indications for further research.
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2.

Research Context

10

When firms do not follow the Financial Conduct Authority’s (or previously the FSA's) Rules
or Principles, and consumers incur financial losses as a result, we will strive to ensure that
customers receive adequate compensation, or redress. Redress can be considered as a particular
subset of compensation, whereby consumers are returned to the financial position they would
have been in without any wrongdoing. In some cases, the firm alerts customers to a potential
issue requiring redress, through letters that customers need to answer. While we always strive
to ensure these letters are as good as possible, we have never before systematically tested
ways to improve them. This research shows how the FCA will use the most up-to-date research
methods to improve outcomes for consumers.

The research is based on a redress exercise voluntarily undertaken by a financial services firm
(the “firm’), at the time under FSA supervision. The firm was planning to write to approximately
200,000 former customers to address past inadequacies in its sales process. The letters asked
those who felt they had been misled when sold their product to call the firm'’s helpline to discuss
the sale. 100% of those customers who felt they were misled received a refund. Working
in partnership with the firm, we use this mass communication exercise to run a randomised
controlled trial. Our main outcome measure is whether the customer responded to the letter to
claim a refund. We also have data on those customers who called without requesting a refund
but do not focus on it in this paper. We observe the response of each individual customer, their
particular characteristics and which treatments they received.

The population of consumers included in our test had each bought a single product between
2010 and 2012 and had subsequently cancelled the product between one and six months after
starting to pay the monthly premium. ® Customers were originally sold one of several products.
Our sample covered all adult ages and just over half were male. Because customers on average
cancelled their product after just over two months of payments, the level of total redress due
was relatively small. Mean (median) total redress per customer was £21 (£16). A full set of
summary statistics is in Table 1.
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3.
Research Design

Why use a randomised controlled trial?

Our research design is based on a randomised controlled trial (RCT). In RCTs, some individuals
or groups are assigned to a ‘control’ intervention that is then compared to a ‘treatment’
intervention. RCTs have been used extensively in medical testing and increasingly in policy
development. The use of control and treatment groups allows a direct comparison of outcomes.
And by randomising the allocation of a medicine or a policy intervention, the approach removes
problems relating to selection bias and therefore allows us to draw conclusions about the
causal effect of interventions on the mean outcome. These features make it especially powerful
in evaluating the impact of our interventions.

This research uses an RCT design conducted in a real-life setting; such trials are often called
‘field trials’. RCTs conducted in this way have a number of benefits over other RCTs and other
research designs. By working with real consumers, we can reliably estimate the impact of
our treatments on real decisions. In contrast, in a focus group or other qualitative research,
a consumer can focus far too much on the different letters, evaluating them in a completely
different manner than in a natural setting when they might give cursory attention to the letter.*
Expert opinion also has a number of known problems: in particular in this setting, experts
may know too much about a given area and what seems best to them may not lead to the
most effective presentation of information for the average consumer.> RCTs conducted in a
laboratory experiment may provide clear and manageable environment for testing, but results
may not extrapolate as well to the real world.® We recognise that other forms of research also
have their strengths, especially in situations where outcomes might be hard to measure in the
real world.

By working in a real setting, and by repeating experiments to establish convincing results, RCTs
build hard evidence that will likely apply to future redress exercises. RCTs therefore have a
number of benefits. They can provide causal evidence that can rule out conventional wisdom.”
They can provide causal evidence in favour of things that most people would never think
particularly plausible.® And, most importantly for this research, they provide precise quantitative
information that allows us to pin down effect sizes.’?

Our ‘control’ is the letter the firm would have sent to customers in the absence of this research.
We then split this letter into seven specific features. For each feature, we develop seven
alterations or additions to the control version, the treatments. For each feature, either the
customer receives the firm’s version — the ‘control’ — or an alternative — the ‘treatment’. We
stratify customers based on their observable characteristics and assign each customer to either
treatment or control versions of each feature. While the stratification is not essential given
our sample size, it increases power and improves our ability to analyse the results of particular
sub-groups, e.g. the elderly. The assignment of a particular feature to a specific customer is
randomised and is independent of the assignment made for all other features.

Financial Conduct Authority April 2013 1
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What treatments did we test?

The modified rational model of consumer behaviour described in the introduction is the basis
for our treatments. Behavioural insights help us consider how to reduce these transaction costs
and help us develop three hypotheses which we will test in this research. First, if information
is not salient it may not be attended to and may not affect economic choices. So we thought
firms could highlight key messages by using simple language or by bolding the most relevant
text.! Second, who delivers a message can change its impact, over and above the content of
the information given. Similarly, images included in a letter can have an important impact on
response rates."" So we thought carefully about whom the letter was from and what logos to
include. Third, people are likely to be busy and may forget, so we thought firms should remind
them."?

These three considerations motivate the seven different treatments we tested, as summarised
below. We order the treatments in terms of how the consumer may receive them — envelope
first, then top to bottom as they read the letter.

Treatments

1. Envelope Adds a message to ‘act quickly’ to a plain envelope

<

2. FSA logo Uses the FSA logo in the letter head

<

3. Salient bullets Replaces the two bullet points at the top of the letter with more salient
v bullet points

4. Simplified Makes the body of the letter simpler and more concise, by reducing the

text by 40%

5. Claims process Includes a sentence in bold explaining that the claims process would only
v take five minutes

6. CEO signature Uses the firm CEQ’s signature to sign the letter, instead of a generic
A 4 ‘Customer Team’

7. Reminder Sends a second letter three to six weeks after the first. Reminder letters

were identical to the original letter the customer received; apart from a
message at the start of the letter stating that this was a reminder letter.

We expected that those treatments that acted most directly to reduce the transaction costs
of responding would have the largest effect; so Salient bullets, Simplified and Claims process
were expected to have the biggest effect. Since Envelope would act on the first barrier to
responding — actually opening the letter — we expected it would also have a strong effect. We
had fewer preconceptions about the impact of FSA logo, CEO signature and Reminder, simply
because it was harder to second-guess how these different messengers would be perceived
by consumers.

Our research is unable to pin down the precise channels whereby our treatments have an effect
and we recognise that any effects of these treatments are not purely ‘behavioural’, in that they
only act on imperfectly rational behaviour. Making information more salient can just be seen
as reducing the transaction costs of opening or reading a letter. Images, logos, signatures and
repeated letters might signal the importance of the communication to a rational consumer. So
any effects could be explained by the model of rational consumers with limited time described
above. The aim of this research is not to understand the precise mechanism. Rather, we aim
to determine what works in practice, exclude what doesn’t work and provide ideas for further
research in this area. Context is important, so we will look to repeat the research in other
settings to understand what works across situations.
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How did we assign the different treatments?

Assigning the different treatments randomly is essential to ensure we are able to draw
conclusions from our results. Randomisation ensures, especially with the large population that
we work with, that we can consider the groups receiving different combinations of treatments
to be balanced on unobservable characteristics (e.g. the likelihood that they were genuinely
mis-sold), as well as observable characteristics. Therefore statistically significant differences in
response rates between the groups, assuming that standard errors are correctly calculated,
must be caused by the allocation of the treatment. This is the power of randomisation.

We control for observable characteristics of consumers by stratifying our population of just
under 200,000 customers using the following six characteristics: age; gender; number of days
since the purchased the product; type of product purchased; the number of monthly premiums
paid by the consumer; and, the amount of potential redress (in pounds sterling, size of premium
multiplied by number of months paid).

Stratifying across these variables generates over 1,800 different strata — homogenous sub-
groups. Stratifying in this way allows us to look at the effect of our treatments on specific
sub-groups, such as the elderly or women. It also increases our statistical power, which reduces
our standard errors and allows us to test for differences between groups with more accuracy,
though this is a minor concern given the sample size.

Our five letter treatments and the Envelope treatment are each assigned to 50% of the
population. We ‘cross’ these treatments, generating 64 unigue combinations (two to the
power of six), which we assign across stratum. Because of capacity constraints, we are limited
to sending approximately 20,000 reminder letters. These are randomly assigned across the 64
letter groups before the letters are sent. Table 2 shows mean and standard deviation figures
for selected demographic variables for each of the seven treatments to demonstrate balance
between our groups.

Financial Conduct Authority April 2013 13
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Overall, our analysis shows that we can increase response rates by seven times to 11.9% by
applying the right mix of treatments. Five out of seven of our treatments had a positive and
significant impact on response rates, and this was robust to various different models and
controls. Salient Bullets was our most effective treatment, followed by Simplified, Claims
process, Reminder and Envelope. We also find some interaction effects between Salient
bullets and Simplified and between Salient bullets and Reminder. This section discusses the
analysis we undertake. It builds our statistical analysis from a simple model without interactions
and looks in more detail at the impact of reminder letters before testing for the presence of
interaction effects. It finishes by testing how the effect of our treatments varies with customer
characteristics such as age and amount of redress owed. We use standard Ordinary Least
Squares regressions throughout, as this is most appropriate when considering binary dependant
variables. However, our results hold in general for other regression models such as probit.

Basic statistical model

We first analyse the data assuming no interaction effects between treatments. Because the
reminder letter is almost the same as the original letter, we omit the Reminder treatment
from this analysis as we clearly expect interaction effects (e.g. people who receive a reminder
letter with Salient bullets may respond more). This basic statistical model therefore captures
some of the impact that in reality would be a result of the consumer being allocated to receive
a Reminder. However, although the magnitude of impacts may not be precise, the relative
ordering of effects should be valid, since the allocation of Reminder is random and independent
to the allocation of all other treatments. See Annex 2 for the basic model specification.

Under this basic model, we find that the modelled response rate with no treatments is 1.9%.
Compared with other redress exercises undertaken by the FSA, this response rate is particularly
low. However, there may be a number of reasons why our particular sample may have very low
response rates. First, some consumers had already been provided with a refund from the firm
on their own initiative. Second, a number may also have been happy with the sales process and
not felt in need of redress. Third, as they only held one product, the potential value of redress
was low. Fourth, the relationship between the firm and the consumer had already ended,
which may mean the firm has an out-of-date address or that the consumer is less likely to open
the envelope. We also have data on average response rates from people outside our sample
which shows that, for other customers, response rates were higher. For current customers, the
response rate was approximately 20%. For cancelled customers with more than one product,
this was approximately 5%. These figures support the view that our particular sample would
be particularly difficult to reach, regardless of the letter that the firm sent.
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Several of our letter treatments had a statistically significant impact. The relative impact, which
we are interested in at this stage, varied greatly. The main treatment effects are reported in
Chart 1 below, and the detailed regression outputs are included in Table 3.

Chart 1: Basic model of treatment effects
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Of our letter treatments, Salient bullets had the biggest positive effect (+3.9 percentage points),
followed by Simplified (+1.4 percentage points) and Claims process (+1.4 percentage points). To
put these effects into tangible terms, applying these three treatments across the entire sample
would increase response rates by 7,500, 2800 and 2,700 respectively.

Our results support other research findings showing that apparently minor changes to how
information is presented can have a significant impact on response rates. What is most
striking from our results is the magnitude of the effect and that some treatments performed
significantly better than others. The impact of Salient bullets and Simplified highlight the
importance of presenting the information clearly and succinctly to help the customer to quickly
read and understand the decision that is required. They support the hypothesis that most
readers are busy, that letters are skimmed and that even innocuous but irrelevant language
can reduce engagement with the information. The strong impact of Claims process supports
our initial hypothesis that readers need reassurance that making a claim will be quick and easy.
In our control group, the absence of information about the process creates uncertainty. In
the face of this uncertainty, customers may rationally substitute this missing information with
past experiences or public perceptions of customer helplines and poor customer service in the
financial services industry and decide it is not worth the effort.

Other treatments that we expected to have a strong effect had a significantly weaker or in
some case no impact. Envelope has a small positive effect of 0.2 percentage points. Given
the magnitude of our other results and the strength of the anti-procrastination message, we
expected a stronger effect. One explanation for this is that in our treatment, we vary two
different elements of the envelope at the same time and the effect of these two changes may
be confounding each other. The treatment removed the firm’s logo and added an additional
message of importance and action. The presence of the logo could work to increase responses
if consumers are aware of the brand and associate it with a product they previously purchased.
Alternatively, it could decrease responses if consumers distrust the brand or fear that the
envelope contains unwanted marketing material. Over this effect, we overlay the impact of
the importance and anti-procrastination message. Unfortunately at this stage we are unable to
disentangle these effects; this would be an interesting area for further work.
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Interestingly, counter to our expectations, CEO signature reduced response rates by 0.3
percentage points. As noted, our research design does not enable us to provide a clear rationale
for this. It could be that consumers’ view the CEQ’s signature as disingenuous since they may
perceive that he was not personally involved, reducing the credibility of the message. The CEO
was a man, so it is possible that this led some people to reduce their trust in the letter.'?

FSA Logo had no impact when compared to the average letter. Research conducted by the
FSA shows that the brand is not very well known among the general public and it is likely
that the logo itself is even less well known." This could to some extent be driving the results,
although there may be other interactions with the logo that we cannot test for, for example
between the Firm’'s logo and brand identity and the FSA’s. Despite the possible interactions
between the two organisations, the results provide evidence that can help decide when
and how firms should use the FCA's logo in the future. Although firms operating in the UK
must display information about whom they are authorised and regulated by, we have never
required firms to include references to the FSA more prominently.’”® Such results prove the
importance of testing our policy proposals to ensure they are effective, before applying more
generally.

Reminder letters

Having looked at the treatments we apply to the letters and envelope, we now look at the
effect of sending consumers a letter reminding them of the situation and the need to respond.
The Reminder treatment had the same combination of treatments as the first letter: randomly
allocated to be sent at either three, four, five or six weeks after the initial letter; and, only if no
response was recorded from the original mailing after three weeks.

This analysis seeks to answer the policy question: ‘what is the impact is of sending a reminder
letter for those people who have not responded after three weeks?’ Receiving a reminder letter
increases response rates by 2.6 percentage points. It is worth highlighting that this is a slightly
different sample group than the previous analysis and that the effect sizes are therefore not
directly comparable. This is because the analysis only looks at the treatment effect for those
people who had not responded to the initial letter after three weeks. As in the previous section,
it also ignores any interactions that may occur between Reminder and the other treatments.
The treatment effect is therefore only the effect of sending a notional ‘average’ reminder letter.
We would expect an even stronger effect if we were to look at reminder letters with our most
effective letter treatments.

Looking at only those people who received reminder letters, we can also test the optimal
number of weeks' delay before sending the reminder letter. This is possible because we also
randomly varied the time delay between the initial mailing and the reminder mailing, from
between three and six weeks. Among those who did not respond after three weeks, we find
that an additional week'’s delay reduces response rates by 0.5 percentage points and that this is
statistically significant. We can see this relationship if we look at the average response rates to
the reminder letter, for those people who did not respond after three weeks, shown in Chart
2. One explanation for these findings is that for longer delays, consumers are less likely to
recall the original letter, therefore reducing the strength of the importance signal that a second
letter might provide. We were unable to test the impact of reminder letters at shorter intervals,
although we suspect that sending letters earlier would increase response rates further; this
would be an interesting area for further work.
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Chart 2: Average response rates to reminder letters at different time intervals
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Overall, our analysis of reminder letters indicates that they are a cost-effective way of increasing
the amount of redress claimed by consumers. The reminder letters prompted a meaningful
increase in response rates. Using information provided from the firm we are able to estimate
the costs of each mailing letter. Based on this, and the estimated redress paid out as a result of
the reminder letters, we can calculate the rate of return on the costs of mailing. Based on the
notional average response rate from reminder letters, a reminder resulted in extra compensation
worth 233% of the firm’s mailing costs. Combining this analysis with the analysis of the most
effective variations to the letter would increase the cost effectiveness of letters even further.

Chart 3 plots the response rate to the first mailing against response rate to the reminder
letter for each of the 64 different letters (two versions of six treatments). It clearly shows that
response to Reminder is correlated with the response rate to the original letter. Remembering
that Reminder includes the same treatments as the original letter, this implies that there is
some interaction between Reminder and one or some of the other treatments. The reminder
letter provided a prompt, but better letters provided a better prompt. The next section will
investigate this interaction in more detail.

Chart 3: Response rates by letter in initial and reminder mailings
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Robustness and interaction effects

This section discusses in more detail the robustness of our results and the presence of
interaction effects. We incorporate the reminder letter treatment into the analysis of the six
letter treatments so that we can look precisely at the relative impact of these, and the potential
interaction effects between them.

We test our basic statistical model against several alternative specifications to ensure they are
robust in order to develop our analysis. First, as we would expect, our treatment effects do not
materially change when we include control variables used in the randomisation of treatments
(column 4 in Table 4). Second, we test several alternative specifications with different interaction
effects (columns 2 and 3 in Table 3).

Interaction effects are when two or more treatments have a different effect on the outcome
together, than when applied separately. In other words, the total effect of two interventions
at the same time is either more or less than the sum of the individual effects. We do not have
any strong expectations on the possible interactions between different treatments since we
felt many of our treatments could act through multiple channels. However, we did reasonably
expect that within the two broad types of changes to the letters — those that reduce transaction
costs and those that signal importance — there could be negative interactions. For example, two
signals of importance such as FSA logo and CEO signature might increase responses by 0.1%
each, but in combination they only increase response rates by 0.15%. In addition, and as noted
above, we expect a positive interaction between Reminder and other treatments.

We discard an extended statistical model including all interactions at all levels since we believe
the higher-level interactions are not realistic and that these reduce the predictive power of our
model. We then test the impact of including all interactions at the two-way level (see column 2
in Table 3). For the seven treatments, we find only two significant interactions. The interaction
of Salient bullets and Simplified is significant and slightly negative; while the interaction of
Salient bullets and Reminder is significant and positive. The interaction of Salient bullets and
Simplified we interpret as indicating that they could work through a similar channel, namely
making clear to the reader the precise nature of the letter. Having them individually increases
response rates by significant amounts, but having them together does not increase response
rates by as much as the simple addition of the two treatments. The positive interaction of
Salient bullets and Reminder indicates that making the bullet points salient increased response
rates for those people who received a first letter, but also made those people who received a
second similar letter respond more as well. It is worth repeating here that the reminder letters
were identical to the original letter the customer received in every way, apart from a message
at the start of the letter saying that it was a reminder letter.

Finally, we use this to develop our primary statistical model (column 3 in Table 3), in which we
include the negative interaction of Salient bullets and Simplified and the positive interaction
of Salient bullets and Reminder. The results of this can give us an estimate of the cumulative
impact of our effective treatments (see Chart 4).
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Chart 4: Best letter treatment effects including interactions

12% 1

]
H

m B

]

8% 1

6%

Response rates

4% 1

2% A

oo I

Control Envelope Salient Simplified Claims Reminder Total
bullets process

B Salient bullets + Reminder interaction (positive)
B salient bullets + Simplified interaction (negative)
M Individual effects

The relative impact of treatments does not change significantly from those illustrated in the
basic model discussed above, and we find all other treatments to be additive. Under this
analysis we are able to assess the total combined impact of our effective treatments. We
are able to improve response rates to almost 12%. This is equivalent to an additional 20,000
people responding to claim redress. This includes the average effect of sending a reminder
letter. As seen in the previous section, we can improve this even further if we were to send
everyone a letter after three weeks. This analysis uses our data to provide an estimate of effect
sizes, but because of the way we have crossed treatments, we are also able to compare the
subset of people who received the control version of the letter and those who received this
precise combination of treatments. These two groups had response rates of 1.3% and 11.5%
respectively. This comparison validates our modelled results.

When applying the individual treatments to the control letter (Table 8), FSA logo has a positive
impact at the 5% significance level. While we cannot place too much emphasis on this result,
given the negligible impact the treatment has elsewhere, it may be that the logo is acting to
increase the perceived importance the reader places on the letter. When that letter is less direct
the logo may act as a signal to persuade readers that they need to expend the extra effort to read
the letter carefully. When combined with other treatments that improve the salience, readability
or informational content of the letter, then this signal no longer has any significant impact.

Testing for relationships with individual characteristics

As discussed, the richness of our dataset and the process of stratification allow us to investigate
the particular characteristics and circumstances of individuals and how they respond. In this
section we use our primary statistical model to look at the relationships with gender, age and
refund amount, as well as attempting to find some proxies for unobserved characteristics such
as wealth, consumer types and poverty.

We find that our treatment effects are broadly similar between genders. When we look at
the sample as a whole, women were affected significantly more by Salient bullets then men
(column 1 in Table 4). For women, Salient bullets increased response rates by 4.9 percentage
points, while for men this was 3.6 percentage points.
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If we look at each gender group separately, then we find only minor differences (Table 5). For
men, we cannot statistically reject that the effect of CEO signature is zero; it has no impact on
response rates. However, if we look at women, the treatment has a significant and negative
effect (see Chart 5). On the particular impact of CEO signature, it is worth noting that the
CEO is a man. There are a number of possible explanations. First, women could be negatively
affected by introducing a personalised signature in general — that it is perceived as false or
disingenuous and therefore reduces propensity to respond. Second, women could be less likely
to trust or respond to messages delivered by men. There is some literature on gender and trust,
although this does not provide conclusive evidence on the level of trust that women place in
men.'® However, the literature indicates that the level of trust exhibited by women is variable
and dependant on the precise experimental setting." It could be that under real life trials,
gender differences do make a difference to the level of trust. Unfortunately in our research we
are unable to determine whether this is a general or gender-specific effect. Further research
that also varied the gender identity of the signatory would be able to provide some answers.

Chart 5: Gender differences in treatment effects
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We are also able to investigate how response rates might change with age and test to see if
any of our treatments have different effects at different ages. We find a convex relationship
between average response rates and age. Age is negatively related to response rates while
age-squared is positively related to response rates. Those over retirement age are most likely
to respond, followed by the young and then lastly the middle-aged. Our hypothesis is that the
middle-aged are most likely to be time-constrained by family and/or work commitments. This
makes them less likely to open, read, consider or respond to the letters.

We find that Salient bullets, Simplified, Claims process and Reminder all have a positive and
statistically significant interaction with age (Table 4), suggesting that the older the recipient, the
bigger the effect of the treatment. Chart 6 plots a line of estimated response rates at discrete
intervals based on age under two circumstances: the response rate without any treatments and
the response rates for letters that include these four treatments. The regression is run at discrete
intervals and this means that the confidence intervals are wider than if we were to plot a smooth
relationship of age and response rates. Despite this, we think the chart clearly illustrates how our
treatments reverse the low response rates seen in the middle-aged. We interpret this as possible
support for our theory that by increasing the speed with which busy readers can assess the
relevant information we are able to improve the decisions made by this group.
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Chart 6: Control vs. best letter, response rates by age
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Economic theory would suggest that for any given level of transaction costs, higher pay-
offs result in higher response rates. There is some significant correlation between the redress
amount owed and the response rate from the average letter, each £10 worth of redress is
correlated with an increase in response rates of 0.05 percentage points. We are unable to
determine causation, since there may be countervailing unobserved variables that increase with
total amount of redress (such as income) that would make people less likely to respond.

We find that some of our treatments improved outcomes more for those who were due more
redress. This was true for Salient bullets, Simplified and Reminder, where the interaction with
total amount owed is statistically significant and positive (Table 4). From a policy perspective,
this is an important finding, since firms’ letters should rightly target those consumers who are
owed the most redress. As in the analysis for age, Chart 7 displays estimated response rates on
a number of different subsets of the population comparing response rates in the absence of
treatments and with the three treatments we know interact with age. There is a similar pattern
of interactions between response rates and monthly premiums but the monthly premiums do
not significantly affect response rates in general. This is interesting, since the monthly premium
is displayed on the letter and is therefore potentially more salient, but does not affect average
response rates, only increasing response rates through our treatments.

Chart 7: Control vs. best letter, response rates by total amount owed
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Finally, we are able to match each individual consumer to several other pieces of demographic
and consumer data. By doing so we attempt to identify specific characteristics that may
help explain whether certain groups respond more or less to these letters and whether our
treatments have stronger effects on certain groups. We look at the Experian Financial Strategy
Segments (FSS), Indices of Multiple Deprivation (IMD) and average mortgage value (Table 9).
For each of these, we note that the data are averages based on postcode or other geographic
regions. This may lead to significant measurement errors, especially when the characteristic
of interest is highly variable in the postcode area. Our analysis is therefore speculative at this
stage, although this provides a potential area for future work. We would like to test for further
relationships with, for example, average educational attainment, but the data we have found
relates to the 2001 census. When the full 2011 census data is available, it may be possible to
extend our analysis.

FSS groups segments the population based on age, income, wealth and other indicators.'® We
can match FSS segments to individuals based on postcode information. We find that there
appears to be no strong relationship between particular FSS groups and response rates or
treatment effects. Belonging to the ‘Sunset Security’ group has a significant correlation with
increased response rates; being part of this group would indicate an increase in response rate
of 1 percentage point. However, this effect disappears if we also control for age, suggesting
that the FSS adds nothing over the variables that we already have.

The Indices of Multiple Deprivation (IMD) is a government index that looks at the relative
deprivation in small geographical areas based on a number of factors affecting living standards
including income, employment, education and crime.'® We test whether deprivation may make
consumers more or less likely to respond. There may be several reasons why deprivation may
alter response rates. Areas with high levels of unemployment or low levels of income may have
higher response rates in general, as they may have lower time costs of responding relative
to those who are employed or on higher incomes. Areas with lower levels of education may
respond better to treatments that reduce the cognition costs of processing the information. As
with the FSS groups, although we find some relationships between these indices and response
rates, if we also control for basic characteristics such as age and total amount of redress, then
such effects disappear.

We match our results to average mortgage values from 2012 for the first section of each
individual's postcode. An increase in average mortgage values of £10,000 is correlated with a
reduction in response rates of approximately 0.06 percentage points. This fits with a rational
model where we would expect the wealthy to respond less due to their higher value of time
reducing the relative net benefit of responding.
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5.
Conclusions

Our research has confirmed other recent findings in UK public policy that show that subtle
changes to the presentation of information can have large effects. The cumulative effect of our
treatments is statistically and economically meaningful, even in this particular context when the
payoffs are small. Of the three broad areas our research tested, our results show that tailoring
the letters to increase the readability of letters is the most effective. This, combined with the
evidence that the middle-aged respond the least, suggests that when people do open these
letters, they process the information very quickly. Reminding people helps and we think this is
likely to work as a prompt as well as a signal of importance. Finally, personalising the messenger
or including a credible third party does not improve response rates. We believe that the broad
messages from our results can be applied in other redress exercises and we are already doing
so to help improve consumer outcomes.

The broad range in consumers’ response rates to our different treatments supports the need
for testing and experimentation in the development of public policy. As has been found in
numerous other trials, it is very difficult to predict what will have the biggest impact or indeed
any impact at all. Similarly, in a regulatory context, proposed policy interventions do not always
have the expected consequences. RCTs can allow us to identify unexpected consequences
among a smaller population (though there are some well-known caveats) and therefore avoid
any wider detrimental impacts of misguided interventions. In our opinion, RCTs especially field
trials where we are able to observe real world responses, are especially useful in overcoming
conventional wisdom and challenging policymakers’ own prior beliefs about useful interventions.

In the context of communications and the provision of information, there are a number
of areas where we can extend our analysis. We aim to test further changes to consumer
communications, in particular methods to help consumer reduce procrastination and the effect
of different channels of communication (such as emails or text messages). Where possible,
we also aim to test and improve our own communications to firms to understand how firms
respond to our letters. We also believe that applying the same methods to disclosures about
products could also make this information more effective and ensure that financial consumers
are informed, and therefore empowered, as best as possible.
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Annex 1:
Comparison of letters and envelopes

Telephone [N
Mon-Fri: 9am-5.30pm
Sat: 9am-1pm

Policy reference: I

* You bought I with [ which
you cancelled

* This letter contains important information, please read it carefully and
respond if necessary

Dear [

In September 2010, you took advantage of our offer of [N when you
purchased our [ . You cancelled the policy

in February 2011 and the premium you were paying at the time was £3.99.

We are committed to the ongoing improvement of the products we offer and our
service and we welcome all feedback from our customers. Therefore, we would
like to know if you cancelled your policy because you were in any way dissatisfied
with the product or the way it was sold to you. It may be that you are entitled to a
refund.

What you need to do

If you would like to discuss this with us please feel free to speak to one of our
friendly team on [N between 9am - 5.30pm, Monday to Friday or 9am
- 1pm on Saturdays quoting your policy reference .

Yours sincerely,

Customer Services Team
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Telephone I
Mon-Fri: 9am-5.30pm
Sat: 9am-1pm

A ©

Policy reference: [y

» You could be entitled to a refund on the e
[ you bought :

» If you have any concerns about the product or how we sold it to you, e
please call

Dear

In May 2011, you bought our [ |, including

our opening offer of [N . You cancelled the policy in December
2011 and the premium you were paying atthe ime was £4.99.
We would like to know if you cancelled your policy because you were in any way
dissatisfied with the product or the way it we sold it to you. If so, you could be o

» entitled to a refund.

What you need to do

If you have any concerns, please call us on [N between 9am - 5.30pm,
Monday to Friday or 9am - 1pm on Saturdays quoting your policy reference

We will review your case on the telephone and you will know if you are due a e
! refund within five minutes.

2. FSA logo
3. Salient bullets
4. Simplified
5. Claims process

6. CEO signature
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Firm logo

NN

N =
T ===

N
= N
N N

Premier

IMPORTANT: PLEASE READ AND ACT QUICKLY

1. Envelope
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Annex 2:
Model equations

Basic regression (excluding the effect of reminder)

6
= Z BT + &
t=1

Where Vi |s either 1 if individual iresponded or () otherwise; # is the set of treatments we
tested; 73" is 1 if individual 7 was assigned treatment ¢, and 0 otherwise; and, & is the stratum
clustered error term.

Regression with two-way interactions

Zﬁfruzz;ﬁsr TS + g

t=1S5=2
s>t

Regression with interactions at all levels

ZﬁchJrzzﬁfsT Tuzzzﬁfw STy

t=1S5=2 =13=2r=3
§>( s>t >3

o+ 51,2,3,4,5,6,7ﬂlTiZTET;}TiSTiGTi? + g
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Endnotes

10.

11.

12.

13.

. For such a model, see Huck and Rasul (2010).
. See Cabinet Office (2012).

. As each product triggered a separate letter in the redress exercise, we limited our trial to

consumers who only had one product and therefore would only receive one letter. This
avoids potential confusion from customers who would receive two or more letters with
potentially different features.

See Graves (2012) for a cogent critique.

See Kahneman (2012) for a summary of research on expert opinion. For a particular
example of the failure of expert opinion on information disclosure for financial products,
see Bateman et al (2011).

See Levitt and List (2009) on limits to what can be learned from laboratory studies.
See Fryer (2011) on the lack of effect of teacher incentive pay on student tests score.

See Bertrand, Karlan, Mullainathan, Shafir and Zinman (2010) who established that placing a
photo of an attractive woman on a direct mail solicitation for a consumer loan in South Africa
increased direct mail loan take-up as much as reducing the interest rate by 2% a month.

There are a number of drawbacks of RCTs including cost and whether the results will hold
when a particular policy is implemented more widely, for example if this changes the market
equilibrium. For the debate on the use of RCTs (and causal identification more generally) in
economics, see Deaton (2010), Heckman and Urzua (2009), Imbens (2009) and Levitt and
List (2009).

See DellaVigna (2009) and Chetty, Looney and Kroft (2009) for examples of the importance
of salience in economic decisions. See Kahneman (2012) and Cabinet Office (2012) on the
use of highlighting key messages by the use of simple language or bolding relevant text.

See Cabinet Office (2012), Cialdini (2007) and DellaVigna and Gentzkow (2010) on the role
of the messenger in the impact of a message. See Bertrand, Karlan, Mullainathan, Shafir
and Zinman (2010) for an example the importance of images.

See Karlan, McConnell, Mullainathan and Zinman (2011) on the role and importance of
reminders.

Orbell, Dawes, and Schwartz-Shea (1994) show, using a prisoner’s dilemma experiment,
that men are less trusted in general than women.
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14.

15.

16.

17.

18.

19.

Just over a third are aware of the FSA according research conducted in February 2012
www.fsa.gov.uk/static/fsaweb/shared/documents/pubs/consumer-research/crpr86.pdf

See FSA Handbook GEN 4.1.
Although Orbell, Dawes, and Schwartz-Shea (1994) show that men are less trusted in
general than women, more detailed studies have not found that women specifically trust

men less, for example Buchan, Croson and Solnick (2008).

Croson and Gneezy (2009) investigate a range of experiments and find that the level of
trust displayed by women varies according to the particular experimental setting.

See this link for details on the Experian FSS — www.experian.co.uk/business-strategies/
financial-strategy-segments.html

See this link for details on the IMD — www.gov.uk/government/publications/english-indices-
of-deprivation-2010

April 2013 Financial Conduct Authority


http://www.fsa.gov.uk/static/fsaweb/shared/documents/pubs/consumer-research/crpr86.pdf
http://www.experian.co.uk/business-strategies/financial-strategy-segments.html
http://www.experian.co.uk/business-strategies/financial-strategy-segments.html
https://www.gov.uk/government/publications/english-indices-of-deprivation-2010
https://www.gov.uk/government/publications/english-indices-of-deprivation-2010




Financial Conduct Authority

FINANCIAL CONDUCT AUTHORITY

© Financial Conduct Authority 2013

25 The North Colonnade Canary Wharf London E14 5HS
Telephone: +44 (0)20 7066 1000

Website: www.fca.org.uk

All rights reserved



	_GoBack
	Blank Page

