For adviser use only. Not for use with customers.
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Using Behavioural
Economicsto
Improve customer

outcomes

- an introduction



Learning objectives

By the end of this session you will:

- Have an understanding of the science behind Behavioural Economics
* Know the MINDSPACE nudges

+ Have considered where and how Behavioural Economics can help deliver
better customer outcomes.

« Have an understanding of the 5 most impactful nudges for the Insurance
Market

« Have considered how you may be able to use them

M AVIVA
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What is Behavioural Economics?



W hat is behavioural economics?

behavioural economics

Noun —a method of economic analysis that applies psychological insights
into human behaviour to explain economic decision-making

* Behavioural Economics can help to improve interactions with customers

* Small, inexpensive contextual changes (“nudges”) can make disproportionate differences to customer behaviour.

* Only by test and learn can we truly establish what works (and it’s not always what we think).
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How can behavioural economics help you?

Lecture: 5%

Reading: 10%

Audio visual: 20%

Demonstration: 30%

Discussion: 50%

Practice by doing: 75%

Teach others: 90%

M AVIVA
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Understanding behaviour

Classical Economics Behavioural Economics

* Rational

* Predictably irrati ]
* Forward thinking SRR eI E!

+ Utility maximising resent biased

B AVIVA
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Classic v Behavioural - example

Local store High Street store
Radio Same radio
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Classic v behavioural - example

Local car dealership Another car dealership
I Car Same car |
£30,000 £29,990
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Classic v behavioural - example

Aviva: Public

Local store

Radio
£20

o:

Local car dealership

Car
£30,000

=

High Street store

Same radio
ilo

Another car dealership

Most people will
instinctively want to save
£10 for the radio but not for
the car.

£10 should always have the
same value from an
economic point of view.

Same car
£29,990

=
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Classic v behavioural - example

Organ Donation

Hen oo Study on
100.00% Organ donation

80.00%
60.00%
40.00%

20.00%

0.00%

Optin Opt Out
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System 1v System 2 thinking

Automatic, fast

Reflective, slow

* Unconscious * Conscious
* Associative * Analytic
* Low energy consumption * High energy consumption

M AVIVA
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System 1v System 2 thinking - exercise

The colour of the word (not the word itself)

Aviva: Public

Blue
Green
Red
Blue
Green
Red
Green
Red
Blue
Green
Red
Blue
Green
Red
Blue
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System 1v System 2 thinking - exercise

The colour of the word (not the word itself)

Aviva: Public

Red
Green
Blue
Green
Red
Blue
Green
Blue
Green
Red
Green
Blue
Red
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System 1v System 2 thinking - exercise

Blue
Green
Red
Blue
Green
Red
Green
Red
Blue
Green
Red
Blue
Green
Red
Blue
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Green
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W hat is behavioural economics?

behavioural economics

Noun —a method of economic analysis that applies psychological insights
into human behaviour to explain economic decision-making

* Behavioural Economics can help to improve interactions with customers

* Small, inexpensive contextual changes (“nudges”) can make disproportionate differences to customer behaviour.

* Only by test and learn can we truly establish what works (and it’s not always what we think).
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MINDSPACE - the nine key influencing principles of Behavioural Science

Messenger We are heavily influenced by who communicates information to us

Our responses to incentives are shaped by predictable mental shortcuts such

incentives as strongly avoiding losses, hyperbolic discounting, and mental accounting

We are strongly influenced by what others do

Defaults We ‘go with the flow’ of pre-set options

Salience Our attention is drawn to what is novel and seems relevant to us
Priming Our acts are often influenced by subconscious cues

Our emotional associations can powerfully shape our actions

We seek to be consistent with our public promises, and reciprocate acts

_ We act in ways that make us feel better about ourselves

W AVIVA
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Messenger

Messenger

Incentives

We are heavily influenced by who communicates
information to us:

» Figures of authority
= Someone like me
= Someone |l like

Salience

Aviva: Public .I AVIVA 19



Messenger

Messenger - - -
Financial services

Incentives

=

L L T
d
-4

Salience 1% -

Percentage poin

=
&

Envelope  FSA Salient Simplified Claims CEQ
logo  bullets process  signature

Source: Adams, P., & Hunt, S (2013). Encouraging consumers to claim redress: evidence from a field trial: occasional paper no 2. The
Financial Conduct Authority.

L
in response rates
Pl
4
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Messenger

Incentives

Our responses to incentives are shaped by
predictable mental shortcuts such as:

= strongly avoiding losses
= mental accounting
* hyperbolic discounting

Salience

Aviva: Public .I AVIVA 21



Incentive - tools

P‘\\ow ance tr acker

& Lifestyle

@ Annual health check

« Nutrition

&
®©
Health " 4
¢ Digi g
=
wn
c
-
o
~

Bereavement
Practical & emotional support
« Legal support and a practical guide

« Bereavement counselling
for adults and children

/
Merconnected ber®"
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Messenger

Incentives

We are strongly influenced by what others do

Salience

Aviva: Public .I AVIVA 23



Messenger

Incentives

We ‘go with the flow’ of pre-set options

Salience

Aviva: Public .I AVIVA 24



Defaults - tools

Messenger
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How to apply
Behavioural Economics
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W hat is behavioural economics?

behavioural economics

Noun —a method of economic analysis that applies psychological insights
into human behaviour to explain economic decision-making

* Behavioural Economics can help to improve interactions with customers

* Small, inexpensive contextual changes (“nudges”) can make disproportionate differences to customer behaviour.

* Only by test and learn can we truly establish what works (and it’s not always what we think).
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MINDSPACE - the nine key influencing principles of Behavioural Science

Messenger We are heavily influenced by who communicates information to us

Our responses to incentives are shaped by predictable mental shortcuts such

incentives as strongly avoiding losses, hyperbolic discounting, and mental accounting

We are strongly influenced by what others do

Defaults We ‘go with the flow’ of pre-set options

Salience Our attention is drawn to what is novel and seems relevant to us
Priming Our acts are often influenced by subconscious cues

Our emotional associations can powerfully shape our actions

We seek to be consistent with our public promises, and reciprocate acts

_ We act in ways that make us feel better about ourselves
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Nudges (there are a lot of them!

Aviva: Public

We will look 5 most impactful in
insurance discussions

1. Framing

2. Anchoring

3. Loss Aversion
4. Optimism Bias

5. Active Choice
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Which would you buy?

FRAMING
ErFeCT

P r— Framing - words can influence
Froge s thinking (and purchasing)

2070 Fat 0°L_Fm—\:m
@
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Framing - in an insurance market

* Use of words is key
* Avoid
» Insurance = Protection, Cover
Mortgage = Debt
Quote = Design bespoke solution
Apply = Qualify (not everyone can have protection cover)
Policy = Safety Net

Premium = Allocate, Set aside

YV V VY VY VY VY

Cancel = Lose (So “Cancel policy” becomes “Lose [valuable] protection”)

Aviva: Public .I AVIVA 31



Aucuoumr Errect

Anchoring - value is often set by
anchors which we then use as a

reference point when making
decisions

=VERSUSTHEMACHINES

Aviva: Public
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WINE LIST

WINE BY THE GLASS

wHITE

Anchoring - value is often set by
anchors which we then use as a

reference point when making
decisions

ROSE

Aviva: Public
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Anchoring - in an insurance market

Aviva: Public

Using a bigger picture (the benefit) to create an anchor point so
that the preferred choice (paying the premium) is more
acceptable

“Average UK household expenditure per year is over £X. You can
protect your family for this amount for the next 10 years should
you become seriously ill, get a disability or die for just £X each
month”

W AVIVA 34



Anchoring - in an insurance market

Account name: SethP&T
Account number: 11875429
Sort code: LIk
Branch sdentilier code: 1873

e Use detail on the Bank Statement T ot e Tiae T

M8 0 Homesere e F19041
A0na AN Cah F¥00.00 9041
A5/0118 R Nr Seath Pay Day 345100 3141

OIS (R Prirol Station 500 350641
D8 R Pethurace 600 34041
N8 R Mrs Semith Payy [y £1.2% 411641

Aviva: Public .I AVIVA 35



Loss Aversion

Aviva: Public

Loss Aversion - The thought
of losing something now is
more powerful than gaining
something in the future

- it hurts more to lose £200
than it feels good to win £200

W AVIVA 36



Loss Aversion - in an insurance market

Framing a question as either a loss or a gain...
 What would you have to give up?

* How would you benefit from having cover in place?

Putting Loss into Perspective

e Ask what the worst outcome would be if the action wasn’t taken.

200k Sum Insured Non Smoker
Total Premium

Age Term Premium over term
LOSS Of choice 45 20 £ 128.20 £ 30,768.00
50 15 £ 177.60 £ 31,968.00
55 10 £ 246.20 £  29,544.00

¢ The COSt Of delay. Standard rates as at Aug-14

Aviva: Public .I AVIVA 37



Loss Aversion - retaining business

What may the client be losing now?
Position other benefits that may be exclusive to the customer such as:

* Aviva DigiCare+
e Macmillan support

* Asyou enjoy the peace of mind your protection currently gives you, we would like to help make
sure you are not losing it and ensure you remain suitably protected no matter what.

* If you decide to take out protection again in the future, it is possible that you will no longer qualify.
As you get older the risk of health issues increases and these are taken into account when you take a
policy out - this may result in higher costs or not being offered cover.

* If you then decide to take out protection again in the future, it is likely that it will be more
expensive than you are currently paying because the price rises each year as you get older.

Aviva: Public .l AVIVA 38



OPTIMIsM
BT AS

ExreCTATIO/V

Optimism - the tendency to % =
overestimate positives

Aviva: Public .I AVIVA 39



Optimism - in an insurance market

* People prefer to think that a relatively likely Income Protection+ AVIVA
event won’t happen to them

» Important to avoid scare tactics but e ®
challenge their perception e
eveniflam!'llbe
back towork within
&months??

“I'llgelgickpaﬂmm B
MAVIVA my employer, so that
should cover me??

Individual Protection

2024 Claims and
Wellbeing Insight >

The numbers and beyond:
paying claims and being there
when it matters most.

%€| don't need income the L ES8730. Soura - ONS Famiy
protection cover
becausel have plenty
of savings??
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Optimism - in an insurance market

 Allow them to personalise it - ask them what
their “Plan B” is if the worst were to happen?

* this way, the likelihood is put in context
of the potential downside from the
clients perspective

* we can’tjudge how they see the
downside ourselves

Protection
Soft Skills

Aviva: Public .l AVIVA 41



Active Choice

Active Choice - making conscious
and deliberate choice

Aviva: Public .l AVIVA 42



Active Choice - in an insurance market

My shie_ld of prnte-_ctiun_ [}

AVIVA
Income Protection+ Adviser: | ] pate: [ ]
- .rs Cantact:
Life Critical el ] .
Livin ent 1 11 | Client 2
Insurance+ ving Illness+ _
Protection What if | can’twork? Client]l Clientl
W income Protection+ Full benefit oo This i gy ety cuch e agace
W income Protection+ 2 year benefit |m | mﬁ:::m'ﬁﬂ::l-':i, m.:i"
W Living CostsFrotection OO e
Hotee
yflcan’t
A Wwo,.
Decreasing N\ 4> Children’s What if I"'m critically ill?
upgrade i Crit oo
[ ] oo
A, 9 [m |
.‘_;y [ ] [mE |
Increasing - Ex;r;l;z:re ". oo
Fll Protection for me,
£ my family and
if What if | die? tmtl Clisetl | Tt r— ;
my future natie: ® Lifc nsurance- e
Tit
Jj v‘llilll‘:esé,ca Hotax
LI 0
CifI need suo®
Additional protection options o o
@ Global Treatment OO
AvivaDigiCare+ B Frochor Gonene oo
Hotee
Health &
Lifestyle Bereavement -
What if | need support? Ciarel Climi
W Aviva Digicare+ [mpm| -
Hotee

Raterta v pelicy condibon s far Sull Setsily on the cover you kv pat in place snd infarmason on hos the products mark.
Thes profucts have ne cah-in wsles st sy o,

K uimg- o reviem my cy reguiscty to reflect Bha chargea in Ife. My naxt protection revies
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Active Choice - in an insurance market

* Ok, let me explore if there are any avenues we can go down that will help with the
affordability without you having to lose all the protection you have now - does that
sound ok?

* Here are some options to make your premium more affordable if that could help:
e Reduce the pay-out amount: this will make your premium less expensive, and your loved ones be
protected for some critical costs

* Remove one or more of the rider benefits you are covered for, keeping just those that are the most
critical should the worst happen

* If short term affordability is an issue, we also have a premium holiday option that we can discuss

* If you would like to take up any of these options, | can arrange for a financial consultant to call you to
discuss

* Otherwise, would you like to keep your cover the same and remain fully protected?

W AVIVA 44



Learning outcomes

By the end of this session you will:

- Have an understanding of the science behind Behavioural Economics
* Know the MINDSPACE nudges

+ Have considered where and how Behavioural Economics can help deliver
better customer outcomes.

« Have an understanding of the 5 most impactful nudges for the Insurance
Market

« Have considered how you may be able to use them

M AVIVA
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Good luck
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