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Who?

Who are we?

We are the Behavioural Economics Team of the Australian Government, or BETA. We
are the Australian Government’s first central unit applying behavioural economics to
improve public policy, programs, and processes.

We use behavioural economics, science, and psychology to improve policy outcomes.
Our mission is to advance the wellbeing of Australians through the application and
rigorous evaluation of behavioural insights to public policy and administration.

What is behavioural economics?

Economics has traditionally assumed people always make decisions in their best
interests. Behavioural economics challenges this view by providing a more realistic
model of human behaviour. It recognises we are systematically biased (for example,
we tend to satisfy our present self rather than planning for the future) and can make
decisions that conflict with our own interests.

What are behavioural insights and how are they useful for policy
design?

Behavioural insights apply behavioural economics concepts to the real world by
drawing on empirically-tested results. These new tools can inform the design of
government interventions to improve the welfare of citizens.

Rather than expect citizens to be optimal decision makers, drawing on behavioural
insights ensures policy makers will design policies that go with the grain of human
behaviour. For example, citizens may struggle to make choices in their own best
interests, such as buying insurance that represents value for them and provides cover
they actually need. Policymakers can apply behavioural insights that preserve
freedom, but encourage a different choice — by building in time and space away from
high-pressure sales environments and giving people the chance to adequately review
and consider add-on insurance products.
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Executive summary

Add-on insurance is insurance offered to consumers as an add-on when they buy a primary
product (the main item consumers buy). Examples include travel insurance when buying a flight
and extended warranties on items like phones, laptops, or whitegoods. Numerous reviews have
found consumers often receive poor value for money, experience pressure to buy, and have
low levels of understanding of and engagement with the add-on insurance market (Australian
Securities and Investments Commission [ASIC], 2016a, 2016b, 2016¢c, 2019; Productivity
Commission, 2018; Royal Commission into Misconduct in the Banking, Superannuation and
Financial Services Industry, 2019; Treasury, 2019).

A number of behavioural biases and heuristics come into play when people consider insurance
generally, including loss, risk, and regret aversion. By tacking an offer onto the end of the
primary purchase, the sales environment for add-on insurance heightens these and other
barriers such as sunk cost bias and anchoring to the price of the main product. These are
further exacerbated during in-person sales, where the rapport a sales person builds during the
consumer’s purchase of the primary product may make it harder for the consumer to say ‘no’.

The Government has agreed to address these concerns through a deferred sales model, with
ASIC to be given power to mandate the content of an information statement at the start of the
deferral period. BETA partnered with ASIC to design and test an information statement to
address some of these barriers and help consumers make more informed decisions by
intervening in the sales process and providing an opt-out mechanism. In particular, the
intervention sought to highlight the fact add-on insurance is not compulsory, prompt consumers
to consider the value of the insurance and their personal circumstances, and encourage them
to shop around. We also tested devices such as colour, icons, the government crest, and an
Australian dollar coin to engage people in the content of the statement. We tested the effect of
seeing an information statement, as well as variations of different statement designs, using a
framed field experiment with a nationally representative sample of 6,243 people.

We found being given any information statement substantially decreased sales of add-on
insurance in our experiment. Of people who were given an information statement, 29 per cent
bought add-on insurance compared to 38 per cent of people who were not given an information
statement. This is a 24 per cent reduction: a large and statistically significant difference. The
impact was similar across all statement designs.

Our findings support the use of timely, clear, targeted and engaging prompts to better inform
consumers and help slow down the decision-making process. They also suggest the
information statement gave people ‘permission’ to turn down the offer by reminding them they
weren’'t legally required to buy add-on insurance. Looking ahead, research in real-world
settings can help determine the long term impact of an information statement on demand for
add-on insurance in Australia. Regardless of the final design, an information statement can act
as an effective intervention to help create a buffer between the main sale and add-on sale,
giving consumers space to make a decision.

Behavioural Economics Team of the Australian Government
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Why?

The add-on insurance market isn’t delivering value-for-money to consumers

A review by ASIC found consumers can expect to receive an average of just nine cents in
claims per dollar of the premiums they pay for some types of add-on insurance sold with a
motor vehicle. This is substantially less than what consumers receive from better-value
insurance, such as comprehensive car insurance policies, which pay out at least 50 cents per
dollar or more (ASIC, 2016a). Another ASIC review found the high-pressure sales environment
for car yard add-on insurance affects people’s understanding and decision-making, which helps
sustain sales of low-value add-on insurance (ASIC, 2016b).

Reviews by the Productivity Commission and the Royal Commission into Misconduct in the
Banking, Superannuation, and Financial Services Industry (the Royal Commission) have also
identified a number of issues with car yard add-on insurance and the way it is sold. In addition
to the high number of poor value add-on insurance products, the reviews found evidence of
commission-driven conduct including salespeople pressuring consumers to buy add-on
insurance; insurers paying more in commissions to salespeople than to consumers in claims;
and low levels of consumer understanding and engagement (Productivity Commission, 2018;
Royal Commission into Misconduct in the Banking, Superannuation and Financial Services
Industry, 2019).

The sales environment for add-on insurance limits consumers’ ability to make
optimal choices

Information on insurance is often complex, ambiguous, and difficult for consumers to compare
(ASIC and Dutch Authority for the Financial Markets, 2019; Kunreather, Pauly, & McMorrow,
2013). Important pieces of information consumers need to make informed choices about
insurance tend to be buried in product disclosure statements, financial services guides, or key
fact statements, which most consumers don’t read (Insurance Council of Australia, 2017).

This problem is heightened for add-on insurance. Consumers are typically focused on the main
item they are buying, and have given little or no thought to an add-on they may be offered at
the close of the sale. Time and fatigue can also hamper consumers’ ability to make informed
choices (Treasury, 2019).

Government is creating space for consumers to consider add-on products
without the end-of-sale pressure or fatigue

Based on recommendations from the Productivity Commission and the Royal Commission, the
government will introduce an industry-wide deferred sales model (DSM) to build a buffer
between the sale of the main item or product and the sale of any add-on insurance. Specifically,
sellers will need to wait at least four days before they can sell add-on insurance to a consumer
who buys a primary product or service. Separating the sale of add-on insurance from the main
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purchase will allow consumers time to consider whether they need the add-on insurance
without the high-pressure sales environment add-on insurance is currently sold in.

Consumers will also be given a short information statement about add-on insurance. The
statement will allow consumers to opt-out of receiving any further follow-up about add-on
insurance related to the main product or service they buy (Financial Sector Reform (Hayne
Royal Commission Response - Protecting Consumers (2020 Measures)) Bill, 2020). The
information statement will also highlight the important characteristics of add-on insurance
consumers should take into account when considering the purchase of add-on insurance. The
design and evaluation of prototype information statements is the subject of this report.

As well as improving consumers’ ability to identify and reject lower-value insurance products,
the combination of these interventions may have the added benefit of reducing sales of poor-
value add-on insurance products and ultimately increase the quality of add-on insurance and
competition in the market. Empowering consumers to reject poor-value products should place
competitive pressure on insurers to improve the design, price, and value of their products.

Behavioural insights can help highlight some important
issues with the sale of add-on insurance to consumers

The risk of loss can loom disproportionately large for many consumers

People tend to have distorted risk perceptions, leading us to be more inclined to buy add-on
insurance and pay more for it than we should. It is rational to weigh up costs and risks, and we
often do this well — but sometimes cognitive biases and heuristics mean we overweigh the
likelihood of an event and favour avoiding loss more highly than making a gain. As a result, we
may buy overpriced or poor-value insurance when we could have got a better deal elsewhere,
or buy insurance we may not have needed in the first place.

One of these distortions is loss aversion, the tendency to favour avoiding losses more than
making gains of the same amount (Tversky & Kahneman, 1991). People are typically also risk
averse and will seek to minimise their risk exposure even if the probability or potential impact
of the risk is low. One reason these distortions are more problematic when considering add-on
insurance is the circumstance in which add-on insurance is sold. Tacked onto the purchase of
a main (and bigger) purchase, the possibility of missing out on the benefits of the main
purchase (because of loss or damage, cancellation, or some other change of circumstances)
is especially heightened, making the add-on insurance product seem more relevant and
necessary than it may actually be.

In particular, when considering risks in isolation rather than part of the broader circumstances
in which we are likely to need insurance coverage, many of us consider the risk much greater
than it often is (Rabin & Thaler, 2001). It would be rational to buy insurance costing at most as
much as an expected loss, but risk and loss aversion tend to increase our willingness to pay
and the price we are willing to accept (Johnson, Hershey, Meszaros, & Kunreather, 1993). This
may explain, in part, why many overpriced add-on insurance products have persisted in the
market.

Regret aversion is also a factor, and may lead people to buy insurance to hedge their bets and
provide ‘peace of mind’. This can be heightened by the availability heuristic, our tendency to
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draw too heavily on recent or memorable events or stories, leading us to over- or underestimate
the likelihood of something happening rather than drawing on facts. These factors can be
exacerbated in an add-on insurance sale, where a salesperson or company is likely to place
particular emphasis on what could go wrong (even if it is very unlikely), prompting potential
consumers to imagine future regret rather than consider the possibility of a loss actually taking
place (Baker & Siegelman, 2013).

The decision to buy an add-on insurance product may be affected by the cost
of the primary product, rather than other, more relevant indicators

The cost of the primary product may be seen as both a sunk cost and a reference point or
anchor, leading the add-on product to seem cheap in comparison, particularly relative to the
loss, risk, and regret people seek to avoid (Baker & Siegelman, 2013; Tversky & Kahneman,
1974). Sunk cost bias is the tendency to spend more than we otherwise would have (be it
money, time, or effort) because of how much we have already spent (Arkes & Blumer, 1985).
When considered on the whole, sunk cost bias leads us to think of additional costs differently
to the main sale, and can lead costs to outweigh benefits in the long term.

This is related to mental accounting, the tendency to set up mental ‘accounts’ for different items
or activities (Thaler, 1980; 1985). For example, people may split their money into different
mental accounts for groceries, rent, or petrol. Although this is often a useful budgeting strategy,
mental accounting can sometimes lead us to spend more than we need to or view savings or
unexpected gains differently than we would if they came from a different source. In the case of
add-on insurance, if the primary product is cheaper than expected, the offer of add-on
insurance may be more attractive to spend these ‘bonus’ savings on. Rather than considering
savings as funds to be kept or spent elsewhere, some consumers may buy add-on insurance
because they have already mentally allocated a certain amount of money to spend on the
primary purchase.

Consumers may buy add-on insurance because it is convenient, and are less
likely to scrutinise it when they are overloaded or fatigued

Because add-on insurance exists inherently as an addendum to the primary purchase,
consumers rarely scrutinise the value of add-on insurance in the same way they might a
primary purchase or compulsory insurance (Treasury, 2019). The convenience of being offered
the insurance immediately may also lead more consumers to proceed with the add-on product
on offer rather than search for other options, minimising the friction costs associated with further
research (Kunreather, Pauly, & McMorrow, 2013).

Even for consumers who intend to read the fine print or research the add-on insurance, the
process of buying the primary product can leave them overloaded with information and mentally
fatigued. This is a particular issue in car yards or other in-person sales, where consumers may
have spent hours considering a large amount of information and making numerous decisions
relating to the primary product, let alone doing the same for an add-on insurance offered at the
end of the sale process (ASIC, 2016b).

It can also be particularly difficult to decline the offer of add-on insurance from a salesperson
with whom the consumer may have spent a lot of time, and who they may like and trust. In
some cases, consumers may even be more inclined to buy a product when the salesperson
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has disclosed they will make a commission or could benefit from the sale, because this
disclosure makes the salesperson appear more trustworthy (ASIC, 2016b).

Box 1: Behavioural insights concepts

Anchoring is the effect a number (whether relevant to later decisions or not) can have on
subsequent judgements or estimations (Tversky & Kahneman, 1974).

Availability heuristic is the tendency to over or underestimate the likelihood of an event
or risk based on memorable, recent or ‘available’ information, rather than more relevant or
holistic information (Tversky & Kahneman, 1974).

Decision fatigue describes the effect long periods of decision-making can have on choices
made later in the period (Vohs, et al., 2008).

Information overload is the effect of having too much material or detail, often creating too
many choices or decisions about which information is most important or relevant. Provided
with too many options, people can often make sub-optimal decisions (Simon & Stedry,
1969).

Loss aversion is the tendency for people to behave differently when facing a loss
compared to a gain of the same amount; people much prefer avoiding losses than making
gains (Tversky & Kahneman, 1991).

Mental accounting describes peoples’ tendency to set up mental accounts for outcomes
that are psychologically separate (Thaler, 1980; 1985).

Regret aversion is the effect anticipated regret has on our decision-making. Fear of
missing out, changing one’s mind, or looking back in hindsight can impact intentions and
behaviour more than other types of negative emotions or assessments of risk (Brewer,
DeFrank, & Gilkey, 2016).

Risk aversion is the tendency to avoid or hesitate in making risky decisions, even ones
where the stakes are low and even when there is a potential gain to be made (Rabin &
Thaler, 2001).

Sunk cost bias or the sunk cost fallacy describes instances when people continue a
behaviour or action, even when the costs of doing so outweigh the benefits, because of
time, money, or effort already spent (Arkes & Blumer, 1985).

Behavioural Economics Team of the Australian Government
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What we did

We designed an information statement aimed at helping consumers quickly
and easily gauge value for money, and prompt them to consider their need for
add-on insurance

Some consumers may be unaware add-on insurance is not compulsory, unlike other insurance
they may have bought in the past or even in relation to the primary product or service (for
example, third party car insurance is compulsory, but tyre and rim insurance is not). To make
this point salient, we capitalised the phrase ‘not compulsory’ and bolded ‘you do not legally
need to buy it’, and put these at the top of the information statement, making them the first
things consumers read (see Figure 1).

To counter some of the behavioural factors which contribute to consumers buying poor-value
add-on insurance, we also included three key questions to prompt consumers to consider their
need for the add-on insurance:

e Is the product on offer a good deal for me?
e Could | get a better deal from a different provider?
e Dol need and understand this insurance?

In doing so, we aimed to make it easy for consumers to breakdown the complex concept of
insurance and risk into three succinct topics. Even if consumers cannot answer them right
away, the questions may prompt them to pause and scrutinise the add-on insurance more
closely, potentially delaying or deferring the purchase until they have time to consider the
insurance and their circumstances more carefully.

One key metric of value for money for insurance is the claims ratio (see Box 2). The claims
ratio is a complex financial metric, and one consumers are not currently shown when buying
insurance. Improving the claims ratios of add-on insurance has long been a focus for ASIC. In
their report, A market that is failing consumers: The sale of add-on insurance through car
dealers (ASIC, 2016a), ASIC indicated insurers need to increase low claims ratios or potentially
face mandatory disclosure of their claims ratio to customers (p. 9).

To test whether this type of information is useful in helping consumers assess the value of add-
on insurance, we added a claims ratio to some of the information statements. We attempted to
make the claims ratio as easy to interpret as possible by using a natural frequency figure
($X/$100). Although different from a true ratio, we know most people are better at interpreting
absolute numbers than ratios or percentages (Burson, Larrick, & Lynch Jr, 2009; Kirkpatrick &
Epstein, 1992). We also provided a written explanation (for example: ‘this means for every
$100 paid in premiums by consumers, $60 is kept by the insurer and others, and $40 is paid
out to consumers who successfully claim’) and added the line ‘a higher claims ratio is better’ to
provide some guidance to the consumer in assessing the value.

Behavioural Economics Team of the Australian Government
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Box 2: What is a claims ratio?

The claims ratio represents the average amount paid out to consumers in claims, per dollar
paid in premiums. It is an objective measure of the average value of an insurance product
to consumers holding the product; a higher claims ratio indicates better value. For example,
insurance with a claims ratio of $40/$100 means for every $100 paid in premiums by
consumers, $40 is paid out to consumers who successfully make a claim and $60 is kept
by the insurer (e.g., to pay for the cost of administering claims and for profit) and others
(e.g. those who make a commission selling the insurance).

We used colour, icons, and the images of the government crest and an
Australian dollar coin to catch people’s attention

We added a government crest to signify authority and distinguish the information statement
from marketing material. To further prompt people to pause, we used the colour red to signify
‘stop’. We also used an exclamation point and triangle (a universal symbol for warning) to draw
the eye to key prompts in the statement. To compare a bolder and stronger warning theme to
something more neutral, we also designed a statement with a blue colour and more subtle
symbols (question marks).

Acknowledging some consumers may benefit from a visual explanation of the claims ratio, or
may spend less time reading the text explanation, we designed an alternative, visual display of
the claims ratio. Using a pie chart to show the different ‘wedges’ consumers can expect to get,
compared to what the insurance provider and others keep, we aimed to make salient how little
consumers stand to gain compared to those who profit from add-on insurance. We also used
a dollar coin to represent the whole pie, linking the value for money to something monetary,
familiar, and tangible (see Figures 1 and 2).

Behavioural Economics Team of the Australian Government
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We designed and tested variations of an information statement using red or blue, and

varying claims ratios (or no claims ratio)

Company Name may offer you additional insurance
when you buy a product or service

Product Name® IS NOT COMPULSORY
You do not legally need to buy it

Australian Government

You can say “no” to being offered again by ticking here* D

If you are unsure, consider your situation and ask yourself:

A Is the product on offer a good deal for me?

Insurer, seller, and People who claim i . o
athers keep: get: The claims ratio on Product Name® is

$20 /5100

That means for every $100 pzid by consumers, the
insurer and others lceep 580, and $20 is paid out to
people who successfully claim,

A higher claims ratio indicates better value

A Could | get a better deal from a different provider?

There are many other companies providing insurance in Australia.
Consider shopping around for a better deal.

A Do | need and understand this insurance?

If you don’t
You should make sure you understand what the policy covers and what it

‘get’ it,
excludes. This will help you decide whether you need Product Name®, don’t get it
whether you can afford to cover any potential loss or damage yourself, or (o}
if you already have insurance that will cover any potential loss or damage. o
To find out more about buying insurance, visit the MoneySmart website at E : Z

https://www.moneysmart.gov.au

To reduce the of poor-quality insurance products b
show you this in jon shee they fi
insurance rance th mpany tries to sel

s applies fo future centact about the insurance preduct the company is offering you as an add-on to your
nary purchase. They may stil contact you akout other preducts.

Figure 1: Design of the information statements
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TravelWe Il IS NOT COMPULSORY
Ve £ not legilly need o buy it

You can say "no” o being olfered aggin by ficking here” [

If you are unsure, consider yaur situation and ask yoursel:

() 1s tha produci on offer & good deal for ma?
R b | Fengl ks
pt

Yov can say "ne” 1o being offered again by ticking here* [ ]

If you are unsure, consider your situation and ask yourself:

[ —

(@) Is the product on offer @ good deal far meT
540 / $100

() Could 1 get a beller deal frem a differant provider?

(2) I the procuct on offer o geod deal for me?

The daims ratic on Produt Name™ s

40/ 100

Figure 2: Variations of the information statements

We tested six information statement designs using a framed field experiment

We conducted a framed field experiment with a nationally representative sample of 6,243
Australian adults. In addition to closely matching population demographics on age, gender, and
location, we also recruited participants from a full range of socioeconomic backgrounds.’ A
person’s financial circumstances and socioeconomic background can affect their decision-
making, and those in less advantaged circumstances may especially benefit from being alerted
to the (poor) value of add-on insurance (Anand & Lea, 2011; Sheehy-Skeffington, 2020).

Box 3: What is a framed field experiment?

A framed field experiment is a type of evaluation conducted with a sample of people drawn
from the population of interest (in this case, all Australians), in which participants make
choices in settings which approximate how they make decisions in real life (for example,
sitting in front of their own computer in their own home, buying flights). Importantly, in a
framed field experiment, people are randomly separated into two or more groups, in a
manner similar to flipping a coin. People in a ‘treatment’ group receive an intervention (in
this case, an information statement) while people in the ‘control’ group receive the
business-as-usual experience (in this case, no information statement). On average, the
difference in outcomes between people in a treatment group and in the control group
reflects the causal impact of the interventions. Because of this randomisation, framed field
experiments are a powerful empirical method for estimating a policy’s quantifiable impacts.
It's important to note, however, participants’ decisions in a framed field experiment (e.g., to
buy or not buy add-on insurance) do not have the same consequences as ‘real world.’

" Full demographic details of the sample are included in the Technical Appendix.
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Add-on insurance takes many forms, and is sold across a wide variety of industries both online
and in-person. Acknowledging this, we included three different shopping scenarios in order to
assess the effectiveness of the information statements across a range of contexts. We
conducted the experiment via a survey, which had two parts. In the first part, participants
completed one of three hypothetical shopping scenarios: buying a phone, buying flights, or
getting a loan. In each shopping scenario, participants were given options to choose between
(for example, different destinations to fly to) which were used to customise their scenario and
make it more realistic.

After participants made a decision about the primary purchase, they were shown an
advertisement for add-on insurance, as they often would in a real shopping experience. For
those in the phone scenario, participants were offered an extended warranty; for flights, travel
insurance; and in the loan scenario, participants were offered consumer credit insurance. The
add-on insurance was presented on a colourful, attractive flyer, using a number of marketing
tactics to mimic how add-on insurance is sold in the real world (see Figure 3).

After participants had considered the insurance, they were randomly assigned to see either
one of six information statements (in the intervention conditions), or to simply proceed to the
next page (the control condition, reflecting what consumers currently experience when offered
add-on insurance). For those who saw an information statement, they were asked to read and
interact with it as they would in real life (e.g., by clicking the opt-out box or hyperlinks) before
continuing to the next page.

They were then offered the add-on insurance at the ‘checkout’ and asked whether they wanted
to add it to their purchase. Once the ‘sale’ was complete, the shopping scenario (and
experimental) section of the survey finished. In the second part of the study, we then asked a
range of questions to gauge participants’ engagement with, and understanding of, different
parts of the information statement?.

2 For a copy of the full study (experiment and follow-up survey) see Appendix 3.
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Figure 3: Add-on insurance advertisements for travel insurance (flight scenario), extended
warranty insurance (phone scenario), and consumer credit insurance (loan scenario)
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What we found

In short

People who saw an information statement were 24 per cent less likely to purchase
add-on insurance. If we apply this to a figure of 2,263,136 add-on insurance sales for
one years, this is a reduction of over half a million sales.

The information statement helped slow down the decision to buy add-on insurance.
In particular, the ‘insurance is not compulsory’ statement and opt-out section drew
people’s attention, and may have helped give consumers ‘permission’ to say no to
add-on insurance.

There was no difference in the effects of red versus blue information statements.

The claims ratio did not help people make purchasing decisions — it was not well-
understood and may have confused and distracted people.

Most attention was paid to elements in the top half of all information statements.

We found the information statements decreased sales of add-on insurance

Information statements had a large impact on reducing sales of add-on insurance in our
experiment. On average, 29 per cent of people who saw an information statement bought add-
on insurance, compared to 38 per cent of people who did not see an information statement.
This represents a 24 per cent reduction in purchases of add-on insurance overall (see Figure
4).4

3 This figure is taken from the ‘Who is selling insurance’ report, which cited 565,784 add-on insurance
sales during the July-September 2017 quarter (General Insurance Code Governance Committee, 2018).

4 This difference is statistically significant (p < .001) with a sample size of 6,243. We have a high degree
of confidence in this result due to the large effect, large sample size, and small p-value, coupled with a
rigorous pre-registered design. See Appendix 1 for information on BETA’s approach to statistical
significance. Full statistical tables are included in Appendix 2.
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Figure 4: Information statements reduce purchases of add-on insurance

Additional analyses highlighted some differences between scenarios

We also conducted some additional exploratory analyses which indicated the proportion of
people who bought add-on insurance varied across the three shopping scenarios, but the
information statement was effective in each (see Figure 5)5. Importantly, purchasing behaviour
in each scenario was reflective of what we expect for the different primary products. For
example, people were more likely to buy travel insurance (38 per cent overall) than loan
insurance (28 per cent overall), which is consistent with travel insurance being the most
common type of add-on insurance sold in Australia (General Insurance Code Governance
Committee, 2018). These results suggest people were paying attention to the scenarios and
treating the decision to buy add-on insurance as they would in ‘real’ life.

5 The difference between the information statement and control conditions was not statistically significant
in the consumer credit scenario, percentage point difference -3.7%, p = .190, n = 2058.
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Figure 5: Percent add-on insurance purchases across the three scenarios

We found no evidence to suggest either colour is more effective than the
other: both are good options

Both red and blue information statements had similar effects on purchases of add-on
insurance. Slightly fewer people who saw a red information statement bought add-on insurance
(28 per cent) compared to those who saw a blue information statement (29 per cent). However,
more people who saw blue information statements clicked the opt-out box: 23 per cent,
compared to 20 per cent of people who saw red information statements.® On balance, these
findings do not suggest one colour is more effective than the other, and either is likely to be a
good option for a final design.

We found no evidence to suggest the claims ratio helped people recognise or
reject low-value add-on insurance

Those who saw an information statement with a claims ratio were less likely to purchase add-
on insurance (28 per cent) overall compared to those who saw a statement without a claims
ratio (30 per cent). However, this difference was small, not statistically significant, and masks
evidence suggesting the claims ratio was a source of confusion.

For example, 29 per cent of people bought add-on insurance when their information statement
showed them a Jower (worse) claims ratio ($20/$100), compared to those who were offered a
moderate (better) claims ratio ($40/$100) (30 per cent). If the claims ratio helps consumers

6 This difference was statistically significant, p = .037, n = 5,336. The rate of opt-out was pre-registered
as a secondary outcome measure (the primary outcome measure was purchasing decision). The analysis
comparing red and blue was also pre-registered.
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make an informed decision about add-on insurance, we should see more people rejecting
insurance with a lower claims ratio than a moderate one.

Additionally, including a claims ratio section reduced the number of people who opted out of
follow-up. Among those who saw a claims ratio, 20 per cent of people opted out of follow-up,
compared to 24 per cent among those who did not see a claims ratio.”

Further analyses: survey results

The claims ratio was polarising and poorly understood by many

In the second component of the study, the survey, we asked people which regions of the
information statement drew their attention first (see Figure 6). We also asked people which
regions they liked or disliked. Whereas the sections with “this insurance is not compulsory” and
the opt-out box were consistently well-liked, the claims ratio coin ‘pie chart’ and explanatory
textbox were both liked by some (23 and 28 per cent respectively) and disliked by others (12
and 17 per cent respectively).

More concerning, those who selected the claims ratio (textbox or coin) as their favourite part
of the information statement were much more likely to buy add-on insurance overall (38 per
cent) than those who selected it as their least favourite part (14 per cent). They were also more
likely to say the claims ratio section influenced their decision to buy add-on insurance (81 per
cent saying it influenced them ‘a lot’ or ‘a bit’, compared to 55 per cent who disliked it).

We also found evidence to suggest the people who liked the claims ratio were less likely to
understand it. In response to two comprehension questions about the claims ratio, those who
said they liked it the most were also less likely to get both questions right (37 per cent) than
the whole sample (44 per cent). Those who got both claims ratio questions wrong were also
more likely to be financially insecure (30 per cent) compared to those who got both questions
right (18 per cent),® suggesting those who most need help to make informed decisions about
add-on insurance may be most confused by the claims ratio.

When combined with the heat map results showing what caught people’s attention, these
findings suggest the claims ratio section was poorly understood, may have misled some, and
may have detracted from other parts of the statement — grabbing, but sapping, people’s
attention (see Figures 6 and 7). This suggests this section of the information statement should
be excluded from final designs in its current design and format.

7 This difference was statistically significant (p < .001) with a sample size of 5,336. We have a medium
degree of confidence in this result due to the small effect, large sample size, and small p-value. This
outcome measure (rate of opt-out) was pre-registered as a secondary outcome measure, and the
analyses were pre-registered as well.

8 ‘Financially insecure’ participants were those who would not be able to come up with $2,000 at short
notice. 30 per cent of those who got both claims ratio questions wrong were in this cohort. We also asked
whether participants had faced a range of shortages in the past 12 months, as an additional measure of
financial insecurity. 49 per cent of those who got both claims ratio questions wrong said they had faced
‘none’ of the shortages; whereas 76 per cent of those who got both claims ratio questions right gave this
answer.
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Figure 6: Heat maps of areas grabbing people’s attention

Participants who saw an information statement were asked to click what drew their attention first on the
information statement. The colours in the heatmap represent concentration of clicks — the darker the
pink area, the more clicks. Green signifies fewer clicks; white signifies no clicks.
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Figure 7: Comparison of claims ratio and white space

The information statement without the claims ratio had more white space. Our findings suggest less is
more: the claims ratio section detracted from other parts of the statement, in particular the opt-out box,
which fewer people ticked when a claims ratio was present.

The ‘this insurance is not compulsory’ statement and opt-out regions
influenced people’s buying decisions

In follow-up analyses we found across all statements, the ‘this insurance is not compulsory’,
and 'you can say no' statements drew people’s attention the most. These were also the most
liked, with 32 per cent and 31 per cent of responses selecting these respectively (they were
rated as ‘neutral’ by around 65 per cent of the sample, and disliked by around 4 per cent).

Further, when we asked people why they chose not to buy the add-on insurance, those who
saw an information statement were more likely to say it was because the insurance was not
compulsory (30 per cent), compared to those who saw no statement (25 per cent). More people
(25 per cent) also said they would shop around, another key message from the information
statement, compared to those who saw no statement (19 per cent).® Combined, this suggests
the information statement acted as an effective reminder or notification about the fact add-on
insurance is not compulsory, and prompted people to consider their options to opt-out of follow-
up and shop around for different deals.

9 Participants could select more than one reason for not buying insurance. The most common reasons
for not buying insurance overall were “| don’t think | will need it' (40%), and ‘The insurance was too
expensive’ (38%), regardless of whether participants saw the information statement or not.
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Discussion &
conclusion

Our findings suggest an information statement presented to consumers before
the sale of add-on insurance can help slow down the decision to buy

We found information statements reduced the number of people who bought add-on insurance
in our experiment. Those who saw an information statement and didn’t buy add-on insurance
were more likely to cite the fact it wasn’t compulsory and to say they would shop around as
their reasons for declining the offer (compared to those who didn’t see a statement). This
suggests the information statement slowed down the decision-making process and gave
consumers permission to say no to add-on insurance.

Overall, either colour works well: People responded similarly to information statements in either
red or blue. We also found people liked and were drawn to things at the beginning of the page,
and tended to focus most on the first half. This supports putting the most important information
for consumers in the top section of the statement.

More needs to be done to understand the impact of the claims ratio

We didn’t find evidence to suggest the claims ratio helped consumers decline poor-value add-
on insurance. This is consistent with ASIC’s conclusions in the ‘Disclosure: Why it shouldn’t be
the default’ report, which suggests complex financial information alone is often insufficient to
help consumers make optimal decisions, and can even have harmful backfire effects (ASIC
and Dutch Authority for the Financial Markets, 2019). We found the presentation of the claims
ratio information was both unclear to those who understood the concept of the claims ratio, and
may have given false confidence to those who didn’t understand it. Additionally, our research
suggests the claims ratio section may detract from the opt-out box, an important mechanism
for protecting consumers from further follow up about add-on insurance. For these reasons,
further research into the most effective display of the claims ratio is warranted, as well as
careful consideration of the merits of including the claims ratio information relative to other
aspects of the information statement.

Ongoing testing will help shed light on how the information statement (in
conjunction with the deferred sales model) performs in the real world

Our survey experiment allowed us to test different information statements across multiple
shopping scenarios, using a randomised controlled trial in a framed field experiment with a
large and nationally representative sample. We are confident the findings from this study
support the use of timely, clear, and engaging prompts to help slow down the decision-making
process, remind consumers add-on insurance is not compulsory, and provide them with an
easy mechanism for opting out of any follow-up.
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Our study was a framed field experiment that simulated shopping scenarios and purchasing
conditions as closely as possible; we did not test actual add-on insurance purchasing. Further
research with consumers in real-world settings will help determine the long term impact of the
information statement (and associated deferred sales period) on sales and quality of add-on
insurance in Australia.
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