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1 Foreword

Our Mission! makes it clear that we want to be more transparent and accountable to
the public, and that evaluation is a critical part of getting our interventions right.

Finding out whether our past interventions have been effective and what impact
they have hadis animportant part of developing a strong evidence base to guide our
decisions — both our decisions over which issues to prioritise, and our decisions over
how best to intervene to tackle harm. It is also widely recognised —including by the
National Audit Office —as best practice for regulators.

This framework outlines how we approach measuring the impact of our interventions.
It explains why we do ex post (after the event) impact evaluation, how we choose
specific interventions to study, and how we ensure that our evaluations are robust,
impartial, and therefore credible.

Studying the impact of our interventions is not new for us —and this document
contains examples of impact evaluation work by the FCA and FSA before it. However
thisis the first time we have set out a framework of this kind for consultation, and
committed to a programme of ex post impact analysis.

We welcome your feedback on this framework; both technical feedback about the
opportunities for and limitations of this type of analysis, and also views on whether this
approach assures the credibility of this work, and enhances both our accountability
and our capacity to learn from experience. We welcome views from firms, consumer
groups, other regulators, academics and our other stakeholders.

J e

Mary Starks
Chief Economist and Director of Competition

1 Our Mission: www.fca.org.uk/news/press-releases/fca-publishes-mission-business-plan-2017-18
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2 Executive summary

Our Mission, published in April 2017, provided a framework for our strategic choices. It
explained how we serve the public interest by improving how financial markets function
and how firms conduct their business. It also explained how we regulate to deliver
good outcomes for a wide range of users of financial services, including individuals and
businesses.

At the heart of our Mission is a decision-making framework that starts with
identification of harm, moves on to use of diagnostic tools and remedy tools, and

finishes with evaluation of our decisions.

Figure 1. Our decision-making framework

Our Mission: The decision-making framework
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This discussion paper (DP) focuses on the evaluation part. It sets out how we intend
to use ex postimpact evaluation to assess the impact our interventions have had on
consumers, firms and markets. Our evaluation work will feed back into our decision-
making and how best to use our diagnostic and remedy tools.



2.4

2.5

2.6

2.7

2.8

2.9

2.10

2.11

Financial Conduct Authority DP18/3
Ex postimpact evaluation framework Chapter 2

Ex postimpact evaluations are only a component of the way we assess the

impact of our interventions. They are different to other approaches (such as post-
implementation reviews and thematic reviews) because they focus on quantifying the
impact. They will also focus initially on discrete interventions: (i) rules and guidance;

(ii) remedies from market studies; and (iii) market wide recommendations stemming
from thematic reviews. Specific firm interventions are not currently in scope, nor are
regulatory activities such as authorisations or enforcement. We are still considering
ways to assess the impact of such activities.

In the Feedback on Our Mission there was support for more post-event evaluations
and measuring outcomes as an important way to promote our accountability. We have
started a pilot programme that includes ex post impact evaluations of 3 interventions:
bringing additional benchmarks into the regulatory and supervisory regime,
Guaranteed Asset Protection insurance remedies, and lowering of barriers to entry in
retail banking.

In the Mission Feedback Statement, we committed to undertake at least 1 ex
post evaluation per year. We will keep this number under review. We will select the
interventions we evaluate by considering several factors:

» whether enough time has passed since the intervention for the effects to be
observable

o the scale or strategic significance of the intervention

« whether the intervention was novel, and the learning potential offered by an
evaluation

o the likely tractability and reliability of an ex post impact evaluation —whether we
expect to get a meaningful result

There are 3 key challenges in undertaking ex post evaluation of our impact.

The firstis in ensuring enough time has passed since the intervention to allow any
remedies to have been implemented and identifiable changes in behaviour to take
effect: yet, not solong to have passed that things have moved on too much.

The second is whether we can quantify and attribute any observable impact to our
interventions rather than to other changes in the market. We aim to address this
challenge by embedding evaluation into our policy-making —being clear from the start
about what we need to be able to measure in order to understand the impact of the
intervention. However, sometimes events will intervene and it will be impossible to
distinguish the effect of our interventions from other market developments.

The thirdis to ensure the robustness and credibility of our evaluations. We will do this
by either commissioning them externally or, where carried out by FCA staff, ensuring
they are peer reviewed by external experts. We expect to publish most, if not all, of our
evaluations, so they will also be subject to external scrutiny.

By addressing these challenges and being transparent about the effectiveness of our
work and learning from our past, ex post impact evaluations will contribute to a body of
‘what works' evidence across regulation and public policy. They will be a critical element
of our commitment to being an effective regulator.
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3 Why and what we evaluate

Introduction

The role of evaluation in our Mission

Our Mission commits us to using our regulatory tools to prevent and reduce harm
in a cost effective way (creating public value). We have adopted a decision-making
framework (see Figure 1) to focus decisions on public value.

We identify and diagnose harm, and decide whether it is cost effective to use remedial
tools available to us to address that harm.

Evaluation is central to the decision-making framework because we must understand
the impact of our work in order to improve our performance. It allows us to learn from
this process by understanding whether remedies have been effective. Over time,
evidence from evaluation research will inform our prioritisation decisions, and allow us
to focus on remedies that are more likely to be effective.

The Mission highlighted a three-tier approach to measure how we are doing.

1. Operational efficiency: Measuring our operational efficiency by assessing all
our internal operations against a Value for Money (VfM) framework based on the
National Audit Office's (NAO's) criteria of economy, efficiency and effectiveness.

2. Impact of our interventions: Measuring the impact of the interventions we make
using our available tools, to identify what works and what does not. We will also
keep the indirect effects of our interventions on the way markets work under
review to build up a more detailed picture over time.

3. Outcomes in markets: Looking at markets and sectors as a whole to identify
common root causes, which we can tackle at both a market and firm-by-firm
level. This will help us to define the ways we want a sector to improve in both the
short and long term and how we will measure the results.

This DP focuses on the second tier of the three-tier approach. We set out how
we intend to approach an aspect of our formal evaluation work: ex post impact
evaluations.
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Structure of this DP

The paper builds on previous evaluation work, including other regulators' experience.?
It describes our intended approach to ex post impact evaluation by outlining:

* what we mean by ‘ex postimpact evaluation’

e whyexpostimpact evaluation is important for us

o the scope and scale of ex post impact evaluations

¢ how we will select which interventions to evaluate

o how we will conduct ex post impact evaluations

the key challenges

We welcome views on the approach we have set out and we invite comments on a
number of questions which are at the end of the paper.

2 See for example: Office of Fair Trading (2006) Evaluation strategy for market studies, OF T 862; and various evaluations by the CMA
including on BAA market investigation remedies:
assets.publishing.service.gov.uk/media/57399d43ed915d152d00000b/evaluation_of_baa__market_investigation_remedies.pdf.
See also recommendations by the NAO on measuring effectiveness including: NAO (2014) Regulating financial services
www.nao.org.uk/wp-content/uploads/2015/03/Regulating-financial-services.pdf; NAO (2016) Financial services mis-selling:
regulation and redress www.nao.org.uk/wp-content/uploads/2016/02/Financial-services-mis-selling-regulation-and-redress-
Summary.a.pdf; NAO (2016) Performance measurement by regulators www.nao.org.uk/wp-content/uploads/2016/11/
Performance-measurement-by-regulators.pdf
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What we mean by ‘ex post impact evaluation’
3.8 There is a range of ways in which we can measure the impact of an intervention. The
following diagram shows how they fit together.
Causal Chains, CBAs, IAs For an example of causal chain see
L. _ e Annex 2 of CP18/3, Consultation on SME
FCA activities S ”.“"“”9 rule§ e Co.nb'de' thg . access to the Financial Ombudsman
For example rule ;z??pjm;:n;?:r\w\éh"lzk\]rswu;!tt‘?/’vveesri‘:?m!‘ Service and Feedback to DP15/7: SMEs
eve the intende . duc _ e X
making 2 Cost Benefit Analvsis (Ender FSMA) as Users of Financial Services, at www.
o ay - ' fca.org.uk/publication/consultation/
and also an Impact assessment (under cp18-03.pdf For an example of CBA see
the Enterprise Act) that outlines the cost Annex 1 of CP14/29 CLlaran{eeci Asset
U IS @ U BrEiviay. Protectioninsurance: a competition
remedy, at www.fca.org.uk/publication/
consultation/cpl4-29.pdf
Implementation See for example PS17/14, Markets
The rule is impl ted aft in Financial Instruments Directive Il
Outputs cor?sr;ttgalt?o‘:p;:gzn SREIEEEe implementation - Policy Statement
P ' I, at www.fca.org.uk/publications/
policy-statements/ps17-14-mifid-ii-
implementation
Thematic reviews and multi-firm See for example TR16/9, Review of
. int ti general insurance intermediaries
Intermediate DECVEREODS professionalindemnity insurance:
outcomes They centre around firm's compliance Report on the thematic project, at
and practices, thus improving the www.fca.org.uk/publication/
effectiveness of the rules in operation. thematic-reviews/tr16-9.pdf
Post implementation reviews See for example the Post-
(PIRs) implementation review of the
Retail Distribution Review, at
PIRs provide an overall view of whether the www.fca.org.uk/news/news-stories/
rule was implemented as intended, the post-implementation-review-retail-
firms are still complying and the state of distribution-review
the market. They do not tend to make
explicit causal links.
Ex post impact evaluations See for example FCvA OP 27,
) e ) Benchmark regulation and market
Final Measure what the impact of our quality www.fca.org.uk/publications/
outcomes intervention was. They try to control for occasional-papers/no-27-benchmark-
the effects of other market changes in regulation-market-quality and two
the business environment and thus make FSA studies on the impact of retail
explicit causallinks. disclosure requirements (OP32
www.fsa.gov.uk/pubs/occpapers/
op32.pdfand OP39 www.fsa.gov.uk/
pubs/occpapers/op39.pdf
3.9 Ex post impact evaluations represent the focus of this framework (see also Annex 1 for
more detail).
3.10 Ex postimpact evaluations look to measure the impact of specific FCA interventions

after the event. Impact evaluations focus on assessing what effects interventions have
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had on consumers and other buyers of financial services®, firms and market outcomes.
They do this as rigorously as possible by attempting to establish a counterfactual® and
so control for the effects of other material changes in the business environment. They
assess whether the intended outcomes have been achieved, what has worked, and if
something has not worked, why not.

The key difference between ex post impact evaluations and other types of review work
is the focus on quantifying the impact (and with it, where possible, the costs and the
benefits) of the intervention. That said, we will generally use a mix of quantitative and
qualitative tools (such as feedback from firms or consumers). It is important that we do
not over-focus on those impacts that are most straightforward to quantify.

These evaluations do not focus on internal process nor on whether we came to the
right judgements. Those are covered by our Internal Audit and Risk functions.

Why ex post impact evaluation is important for us

Ex postimpact evaluation makes us a better and more effective regulator in a number
of ways:

o [thelps us to make better decisions in the future. It helps us learn what works and
why. It informs the choice of intervention methods and tools. It also helps inform our
prioritisation. If we find that the issues identified in a market are still occurring and
our interventions have not had the intended effect, we will consider our next steps
and whether to take further action.

o [t provides a strong evidence base for ensuring market changing regulations are
proportionate and also for repealing ineffective regulation.

e ltincreases transparency regarding our effectiveness in delivering our objectives.
We want to be clear to our stakeholders and organisations such as the National Audit
Office about how our actions have added public value.

» It helps us demonstrate, as well as understand, our net impact. Under the
Enterprise Act we have a duty to report on the direct costs we impose on firms.
Those costs need to be set against the benefits we bring to consumers and society
through our operations and policies.”

The scope and scale of ex post impact evaluations

Our ex post evaluation programme will focus on identifying market wide (rather than
firm specific) effects on outcomes (for example the extent of consumer benefits
achieved from introducing competition remedies), which have occurred because of our
interventions. Specific firm interventions are not currently in scope, nor are ongoing
regulatory activities such as authorisations or enforcement. We are still considering
ways to assess the impact of such activities.

3 Throughout the document when we refer to ‘consumers’ we refer to both retail consumers and other buyers of financial services, for
example companies who buy financial services, or pension fund and charity trustees.

4 The counterfactual attempts to define what would occur in the absence of an intervention.

5 See NAO (2016) The Business Impact Target: cutting the cost of regulation

www.nao.org.uk/wp-content/uploads/2016/06/The-Business-Impact-Target-cutting-the-cost-of-regulation.pdf
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The initiatives initially covered by the ex post impact evaluation effort will fall into 3
broad categories:

e rules and guidance
» interventions arising from market studies
e market wide recommendations stemming from thematic reviews

We are committed to undertake at least 1 ex post impact evaluation per year, but we
will keep this number under review. We have started a pilot programme of work that
includes ex post impact evaluations of 3 interventions: bringing additional benchmarks
into the regulatory and supervisory regime (see box 1 and FCA OP 27°), Guaranteed
Asset Protection insurance remedies (see box 3), and the 2013 lowering of barriers to
entry in retail banking.”

6 FCA (2017) OP 27: Benchmark regulation and market quality
www.fca.org.uk/publications/occasional-papers/no-27-benchmark-regulation-market-quality

7 See Bank of England and Financial Services Authority ‘Review of requirements for firms entering into or expanding in the banking
sector' (2013), at www.fsa.gov.uk/static/pubs/other/barriers-to-entry.pdf
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4 How we evaluate impact

How we will select which interventions to evaluate

Undertaking ex post impact evaluations requires us to use our resources and often to
make ad hoc data requests from firms. We are mindful of the need to consider value
for money in the work we do. We will undertake them only when it is proportionate to
do so, for a subset of our interventions. As explained in Our Mission, where it is less
cost-effective to conduct detailed analysis, we will monitor key market indicators that
help show the impact of our interventions.

We will select and prioritise evaluations according to the following criteria®:

e Time since the intervention. Enough time needs to have elapsed to observe change
since the intervention (see paragraphs 5.2-5.5).

o Scale of the intervention. We are more likely to evaluate an intervention which
addresses a significant harm, generates market upheaval or has large ongoing cost
to firms.

* Novelty of the intervention, or uncertainty over outcomes at the time. It is likely to
be more valuable to evaluate the impact of uncertain or novel interventions. Where a
remedy has been trialled, for example, and we have strong ex ante (before the event)
evidence as to impact we may be less likely to evaluate ex post or, if we do, to focus
on particular aspects.

o Learning potential. We are more likely to evaluate an intervention where there is
potential to act on lessons learnt from the evaluation and those lessons may have
relevance to future work (such as extensions to policies) or other markets. This
means we are likely to consider both those interventions that are perceived to have
worked well and those that are perceived to have worked less well.

o Likely reliability of the evaluation (or strength of counterfactual). This affects the
type of evaluation we could adopt, as the key constraint is often our ability to identify
relevant counterfactuals against which impacts can be measured. If a market has
experienced a range of external shocks or there have been multiple interventions, or
data have not been collected at implementation, it will be very difficult or impossible
to establish the impact of a particular intervention. See paragraphs 5.6-5.10for a
discussion of these challenges.

» Data availability. We will also consider whether the data needed to conduct the
evaluation are likely to be available or easily attainable. We are mindful that data
requests can create a burden on firms. We will consider the best ways to collect the
information to undertake the evaluation and balance the rigour gained against the
costs this would entail.

8 The selection criteria are broadly based on those proposed by NERA for the FSA in 2004, as well as criteria for selecting ex post
evaluations used by a few government departments. See NERA Economic Consulting (2004) The FSA's Methodology for Cost-
Benefit Analysis.

11
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How we will conduct ex post impact evaluations

4.3 Our work willinclude both quantitative and qualitative aspects, as is best practice in
evaluation across UK government and internationally.’

4.4 We will look to measure the outcome of our interventions in the market against what
would have happened without the intervention (or counterfactual). This will allow us to
understand our impact robustly and learn any lessons to inform future interventions. A
few methodological approaches can help us measure with some confidence the extent
to which we have caused any effects in the treated market. For example, 'difference in
difference’, a statistical technique that studies the differential effect of a treatment on
a 'treated’ group versus an 'untreated’ or comparison group.’® Attributing the changes
observed is a central consideration for the evaluation design. See Annex 2 for a brief
description of research designs and methods we can use.

4.5 We will seek to value the benefits of the intervention and relate these to the cost of
the intervention. Where feasible, we will make a comparison with ex ante costs and
benefits. This will allow us to identify areas where we systematically and materially
under or overestimate outcomes of an intervention, and inform key assumptions
typically used in CBAs (cost benefit analyses) '

4.6 The aim of our ex post impact evaluations will be to assess the impact of our
interventions in the market. In particular, whether we have made a positive difference.
We will do this by focusing on the fundamental changes we expected. We do not
propose that ex post evaluations consider all detailed aspects of the interventions, nor,
for example, re-run a CBA.*2

4.7 For our analysis, we will generally start by using any regulatory data'® we already
routinely collect from firms and existing consumer surveys, such as the Financial Lives
Survey. Where these data are not sufficient for us to be able to estimate the impact
of anintervention, we will consider what further data need to be gathered and how
frequently.

4.8 In addition to the quantification described above, we will also seek to understand the
mechanisms by which the intervention has influenced the outcomes observed. We
will often include a 'process evaluation’ element'®, for example a check that remedies
have been implemented as intended based on qualitative discussions with firms or
consumers.

9 See for example the Independent Evaluation Group, World Bank at http:/iegworldbankgroup.org/methodology and also
the evaluation work of the European Bank for Reconstruction and Development at www.ebrd.com/what-we-do/evaluation-
methodology.html. In the UK, see evaluations produced by the Competition and Markets Authority.

10 See Box 1 for an example and FCA Occasional paper 27, '‘Benchmark Regulation and Market Quality', 2017, for more detail.

11 See also Department for Transport (2016) Strengthening the links between Appraisal and Evaluation, by Frontier Economics
www.gov.uk/government/uploads/system/uploads/attachment_data/file/540733/strengthening-the-links-between-appraisal-and-
evaluation.pdf

12 This is inline with NERA 2004: 'We recommend that ex post analysis investigate specific policy impacts in depth, rather than
necessarily attempting an evaluation of the total net impact. For example, compliance costs should only be addressed in ex post
analysis where these are thought to be significant to the overall cost-benefit balance, and where ex post analysis is likely to yield
significantly improved estimates over ex ante analysis.” See NERA Economic Consulting (2004) The FSA's Methodology for Cost-
Benefit Analysis.

13 On the importance of using administrative data see also the NAO report on Evaluation in Government, 2013, at
www.nao.org.uk/report/evaluation-government/

14 See HM Treasury (2011) The Magenta Book, Guidance for Evaluation
www.gov.uk/government/uploads/system/uploads/attachment_data/file/220544/magenta_book_part_b.pdf

12
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4.9 Box 1 provides an example of how we will use both quantitative and qualitative
analysis.

Box 1: Bringing additional benchmarks into the regulatory and supervisory regime

While we have regulated the London InterBank Offered Rate (LIBOR) since 2013, in
April 2015 7 additional benchmarks (the ICE Swap Rate, the ICE Brent Index, SONIA,
RONIA, WM/Reuters 4pm London Closing Spot Rate, L BMA Gold and Silver Prices)
were brought into the regulatory and supervisory perimeter for the first time.

By using a mixture of quantitative and qualitative techniques we are constructing
a detailed picture of the effects of bringing the additional benchmarks into the
regulatory perimeter.

For the ICE Swap Rate we carried out an in depth statistical analysis (published in
Occasional Paper 27%°). We used a 'difference in difference’ approach to compare
outcomes for swap tenors for which a regulated benchmark is calculated to tenors
for which itis not calculated, controlling for a number of other factors. The outcomes
for tenors for which a benchmark is not calculated represent our ‘counterfactual’: for
this subset of tenors there should not be an effect of the regulation. Therefore, the
difference in behaviour between these 2 classes of tenors can be attributed to the
regulation itself. We focused our analysis on a number of market quality measures
such as spreads and depth in the underlying market on the representativeness of
the benchmark itself. In the paper, we estimated direct benefits stemming from the
regulation in the region of $4m-7m. These only accounted for a single tenor and a
single trading venue. Overall benefits are likely to be significantly larger.

For forex benchmarks (WM/Reuters 4pm London Closing Spot Rate) we are planning
to use a similar technique. Our rules apply only to the regulated benchmark calculated
at 4pm but other (unregulated) benchmarks are calculated at other times of the day -
it is this latter class of benchmarks that will represent our counterfactual.

For benchmarks for which constructing a counterfactual is not possible (eg SONIA
and RONIA which are based on all trades that take place in a day) we are using a
different approach. We are relying on desk based research and interviews with a
number of market participants to assess what happened to the market as a result of
our intervention. By discussing the changes with benchmark administrators, market
participants and users of the benchmarks we can construct a reasonably detailed
picture of the perceived effects of the regulatory change. Although the results will not
be as robust statistically they can still shed light on the changes experienced in the
market.

15 Financial Conduct Authority (2017) Benchmark regulation and market quality, Occasional Paper 27
www.fca.org.uk/publications/occasional-papers/no-27-benchmark-regulation-market-quality
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Embedding a culture of measurement of impact

We will strengthen the links between ex ante CBA and ex post evaluation. This will make
our ex post impact evaluations as robust and effective as possible and help ensure we
have a continuous and viable programme of ex post impact evaluations.

We have a legal obligation to undertake CBA ahead of imposing new regulatory
requirements. CBAs, as well as the analysis undertaken in market studies, help provide
areliable baseline for ex post impact evaluations.

We will share any lessons learnt through the evaluations and maintain that knowledge,
so that decision-making is informed by the evidence produced by ex post impact
evaluations.

Box 2: Strengthening the links between ex ante CBA and ex post evaluation

Planning evaluation at early stages (eg prioritisation and CBA) is beneficial in 3 key
16.
ways

First, it clarifies thinking around the anticipated outcomes that should be included in
the ex ante CBA. Constructing a causal pathway'’ which sets out the causal chain of
events from implementation to outcomes is an effective way to visualise the theory
of change underpinning the CBA. This enables us to critically evaluate each link in
the chain in a systematic manner. It ensures that the benefits discussed in the CBA
are well-founded and evidence-based. Often more than a possible outcome can be
expected (for example lower prices or expanded product range or higher quality or a
combination of these are all potential positive outcomes of an intervention aimed to
improve competition) and the causal chain will reflect this.

Second, it can help ensure consistency in ex ante CBA and ex post impact evaluation.
For example, it could help to align the 'without intervention' case in the CBA (often
referred to as the ‘do minimum’) and the 'without intervention' (or counterfactual)
case in the evaluation.

Third, it can prompt us to store and collect the data needed for the evaluation, where
a decision is made that such an evaluationis likely to meet the selection criteria in
Section 7. Itis important to remember the key assumptions underlying the CBA
modelling. This will allow future evaluators to explore the causes of any discrepancies
between outcomes in the ex post impact evaluation and the outcomes expectedin
the CBA.

Further, by identifying the key indicators needed for the evaluation against what
data are available, evaluators can identify gaps in the data that require bespoke
data collection, including baseline data, and monitoring. Itis crucial that this is done
at the ex ante CBA stage because any additional data must be collected before
implementation, and in some cases before the Consultation Paper is published.
This is due to potential ‘anticipation’ effects - for instance, prices or sales strategies
responding immediately after the announcement.

16 See Department for Transport (2016) Strengthening the links between Appraisal and Evaluation, by Frontier Economics
www.gov.uk/government/uploads/system/uploads/attachment_data/file/540733/strengthening-the-links-between-appraisal-and-
evaluation.pdf

17 A causal chain, or pathway, or logic model, describes the causal mechanisms by which an intervention addresses the identified
market failure and reduces the harm, leading to costs and benefits. It does this by linking the intended intermediate and final
outcomes with the intervention inputs, activities, processes and theoretical assumptions (see Logic Model Development Guide, WK
Kellogg Foundation, 2004, www.bttop.org/sites/default/files/public/ W.K.%20Kellogg%20LogicModel.pdf)
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Box 3 provides an example of an intervention where the ex post impact evaluation
mirrors closely the ex ante CBA, while attempting to provide additional information on
the relative outcomes of 2 remedies.

Box 3 - Guaranteed Asset Protection - an ongoing ex post impact evaluation

In July 20148, we published the general insurance add-on products market study final
report. The market study identified significant consumer harm in the sale of add-on
Guaranteed Asset Protection (GAP) insurance'® products. It estimated total consumer
overpayment for add-on GAP products to be around £76-121 million (out of an
estimated market size of £152 million).

This overpayment was attributed to the point of sale advantage held by add-on

sellers, as well as a lack of consumer understanding of GAP insurance products. We
considered that this provided add-on sellers with a significant competitive advantage
over standalone sellers. To address this harm we introduced 2 remedies: i) a deferred
opt-in period to delay GAP insurance purchase; and ii) mandatory information provision
by add-on sellers to consumers.*°

Our remedies?®! aimed to make competition between add-on and standalone
providers work better. We expected this to lead to: i) an overall decrease in the number
of consumers purchasing add-on GAP insurance; and ii) an increased proportion

of consumers shopping around and purchasing GAP insurance from standalone
providers.

To assess the extent to which these impacts occurred, and if these impacts arose
due to our intervention, our ex post evaluation is looking at the change in the following
indicators, many of which were considered in the ex ante CBA:

o the price of add-on GAP insurance

e the guantity of add-on GAP insurance sold

e the marginal cost of supplying add-on GAP

o the share of add-on GAP insurance sales to total GAP sales

o the share of add-on GAP insurance sales to car sales

e consumers' understanding of, and shopping around for, GAP insurance
We plan to:

« understand what has happened in the market since our intervention through
insight gathered from discussions with industry trade bodies and an analysis of
market-level industry data

e undertake econometric analysis of firms' data to diagnose and isolate the impact of
our interventions on the GAP market

e commission a survey of those consumers who have recently purchased cars, and
so have had the opportunity to purchase GAP insurance following our intervention

18 www.fca.org.uk/publications/market-studies/general-insurance-add-ons-market-study

19 GAP insurance provides cover for a financial shortfall that can occur when: i) a customer's vehicle is written off or stolen; and ii) the
settlement from the motor insurance pay-out is insufficient in paying back its original value at purchase or the remaining finance
value. It can be purchased from the car seller (ie as an add-on) or from a standalone provider.

20 The remedies required firms distributing GAP insurance in connection with a car sale to: i) provide customers with prescribed
information to help them shop around and be more engaged when making decisions about purchasing the product; and ii) introduce
a deferral period, which means GAP insurance cannot be introduced and sold on the same day.

21 www.fca.org.uk/publication/policy/ps15-13.pdf
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5 Key challenges

Ex postimpact evaluation can be complex and challenging. Experience to date and
from other regulators shows that sometimes findings from evaluations are mixed or
unclear. There may be uncertainty around the quantified net benefits, or there may
be positive elements of interventions even when they have not worked as anticipated
overall, or the impact of some interventions simply cannot be evaluated with any
degree of robustness. In this section, we explain some of the key challenges and how
we will address them.

Time since the intervention

While we have undertaken many activities since we were established in 2013, there

is often alag between our activities and resulting market changes. For example, it
may take time for market study remedies to be implemented as rules, for compliance
systems to be put in place and for identifiable changes in behaviour to take effect
(although some behaviours might change in anticipation of rule changes). Even after
implementation, some effects might happen immediately (eg pay day price cap), while
others will take longer (eg consumers' learning and plans for firms to innovate or enter
the market) so we may only expect the full benefits of an intervention to come about
some time later.

Undertaking an evaluation too soon may lead to no impact being identified and an
inability to quantify any benefits to consumers, even though these materialise later on.
On the other hand, waiting too long before evaluating an intervention:

o makes it too difficult to attribute impact to the intervention, as other factors also
affect the market (eg it is difficult to evaluate the impact of Retail Distribution Review,
in light of the activities brought about by the Financial Advice Market Review)

* may lead to memory recall problems when asking firms and consumers about the
intervention

o delays remedial action to address shortcomings in the intervention

If we are interested in the exact impact of a measure, we may look at impacts right
around the intervention date so that we do not conflate with broader trends and
dynamic responses. However, if the remedy was introduced with dynamic interactions
between firms and consumers in mind, we may be more interested in looking at the
outcome after enough time has passed for these effects to have taken place. Both are
valid approaches in evaluation.??

Planning for evaluation at an early stage helps to address this timing challenge. For
example, by collecting and monitoring any necessary data, and then undertaking the
final impact evaluation assessment at the appropriate later stage.

22 See also Financial Stability Board (2017) Proposed Framework for Post-Implementation Evaluation of the Effects of the G20 Financial
Regulatory Reforms www.fsb.org/wp-content/uploads/Framework-for-the-post-implementation-evaluation-of-the-G20-financial-
regulatory-reforms.pdf
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Quantifying and attributing impact to the FCA - ie whether the intervention
has caused the change in outcomes

The counterfactual may be difficult to identify. This makes impact difficult to
quantify, as markets may change over time due to factors external to the FCA (such
as innovation).?® Establishing the right counterfactual is crucial to estimating impact
correctly. For example, a lack of positive change in outcome measures after an
intervention may not be a bad result. There might have been a negative change if the
intervention had not taken place. Other regulatory changes happening around the
same time also need to be taken into account.

There may be instances where we do not have a strong counterfactual, or where

this cannot be identified in advance. This is inevitable because we want to focus on
evaluating areas that matter, not just those where the counterfactual is most robust.
In some cases we may judge itis important to go ahead with an evaluation because we
canlearn from it even if the counterfactualis not as robust as we would like.

Sometimes we need to accept that it may not be possible to fully quantify the impact
downstream of an intervention upstream. For example, the total net impact on
consumers resulting from lowering barriers to entry in banking through a change in
the authorisation process. In addition, some outcome measures might be difficult to
quantify (eg quality, innovation) and we need to rely on proxies.

Very often, our interventions include a package of inter-related remedies, rather than
a single remedy, and we need to decide whether we want to understand individual or
combined effects. For example, with Guaranteed Asset Protection (GAP) (see box 3)
we asked firms to provide information at point of sale and decoupled the sale of the car
from the sale of GAP. In the evaluation, we may want to learn about the relative value

of those 2 remedies. In other instances, we may only be interested in the combined
effect. An evaluation will want to demonstrate the value and effectiveness of the policy
but also learn about whether it needs refining.

In some cases, there will be various actors involved (eg HMT, the BoE, the European
Commission or the CMA). It may be hard to separate the work of the FCA from that
of others (for example, our changes to remuneration in banking occurred alongside
the EC's bonus cap). In those instances, we propose to review particular outcomes
of an intervention ex post rather than attempt to measure every aspect or the whole
intervention. For example, we may decide to focus on whether there are signs of
improved conduct and whether the market is ‘cleaner’, rather than attempting:

1. to disentangle the effect of each policy requirement on firms and consumers®*

2. to separate contributions of the FCA from other organisations, if it is reasonable to
suppose our intervention had a part to play

23 See Office of Fair Trading (2006) Evaluation strategy for market studies, OF T 862

24 Jill Rutter in her paper 'Evidence and Evaluation in Policy Making' acknowledges this difficulty by stating that "the more natural
reaction was to accept it was not possible [to test a policy] rather than working out what parts of the policy could be tested".
See www.good-government.info/files/evidence_and_evaluation_in_template_final_0.pdf
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Ensuring robustness and credibility

To be credible, evaluation work needs to be robust and done with sufficient
independence. We have discussed how we intend to deliver robust ex post impact
evaluations by embedding evaluation at paragraphs 4.10- 4.13. We anticipate the
robustness of our evaluations will increase over time.

We are committed to independent ex post impact evaluations. We will either externally
commission them or, when we undertake them internally, building on knowledge and
expertise from across the FCA, we will seek input from independent external experts.
They will peer review the method and the quality of evaluations.?® Any ex post impact
evaluation will be led by a different team from the one that introduced the intervention
being evaluated.

We will consider whether to publish our evaluations on a case by case basis, to take into
account potential commercial sensitivities. We expect to publish our evaluations in
most cases. This will ensure transparency and credibility of the work and will allow it to
contribute to the body of public policy evidence on effective regulatory interventions.

25 Other regulators, including the CMA, use the same approach to ensure independence of their evaluations.
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6 Consultation

Questions

1. Do you agree with the initial focus on assessing the impact on markets of rules,
market studies remedies and market-wide recommendations from thematic
reviews?

2. Do you agree with our commitment to undertake at least 1 ex post impact
evaluation per year?

3. Do you agree with the criteria we intend to use to select which interventions to
evaluate ex post?

4. Do you agree with how we intend to ensure the independence of our ex post impact
evaluations?

5. Are there any other challenges we should consider from undertaking ex post impact
evaluations?

19
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Annex 1

Activities relevant to the measurement of
impact of interventions ex post

The table below shows that different types of evaluations might be useful in different
instances. For example, the cumulative effects analysis might be useful for advocacy
purposes and Post Implementation Reviews could give us a good idea of the state of
the market and whether future action is needed.

Measuring the
impact of the FCA

What it involves

How to use for measuring
impact

Monitoring relevant
metrics *

Develop indicators to help monitor the
development of financial markets on aregular
basis, with a focus on what matters to consumers,
such as product quality or suitability of financial
advice —eg granular data on product prices,
volumes and quality, and personal characteristics
of the buyer. It may also include looking at trends
over time (eg from the Financial Lives Survey).

[t helpsidentify issues eg remaining market
imperfections or consumer harms that could
subsequently be examined in detail during
evaluations.?®

To provide data that enable ex
postimpact evaluations.

Indicators need to be examined
and framed carefully, to avoid
mis-interpreting negative or
positive movements (egan
increase in volume of complaints
may be due to anincrease in
awareness, rather than the
worsening of a problem).

Market research*

Undertake qualitative or quantitative research
to gather consumers' own views on topics of
interest, such as the impact of new regulation.

[t brings in the consumer view and adds useful
insightin terms of consumer behaviour and
attitudes inrelation to financial services.

Animportant research tool
often usedin ex postimpact
evaluations to provide consumer
context.

Thematic reviews*

Review to assess firms' compliance (eg regarding
suitability of advice) and practices, for instance

in how firms treat consumers or undertake sales.
They highlight areas of non-compliance that may
lead to enforcement action or guidance to firms
that need help in complying, so improving the
effectiveness of the rules in operation.

(When thematic reviews provide
recommendations, then the effectiveness of
those recommendations could also become the
object of an ex post evaluation.)

To provide information on firms'
compliance and practices in
response to our interventions.
This can feed into ex postimpact
evaluations.

26 See Financial Stability Board (2017) Proposed Framework for Post-Implementation Evaluation of the Effects of the G20 Financial
Regulatory Reforms www.fsb.org/wp-content/uploads/Framework-for-the-post-implementation-evaluation-of-the-G20-financial-

regulatory-reforms.pdf
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Post- Captures all kinds of ex post reviews but often Where counterfactual currently
implementation means assessing the impact through discussion difficult to establish, eg RDR.
reviews (PIRs) with firms or consumers, after an intervention has

beenimplemented.

It provides useful information on compliance,
implementation issues and the state of the
market after anintervention, but says less on
whether the state of the market is a direct result
of our intervention.

Ex postimpact A subset of PIRs that attempts to establish the For tightly focused interventions
evaluations counterfactual (what would occur in the absence (eg Guaranteed Asset Protection
of anintervention). They measure the impact of rules at Box 3).

interventions on outcomes in a way that controls
for the effects of material changes in the business
environment. It can include qualitative discussions
with stakeholders to help understand why results
are as they are.

It canalsoinclude studies which show that both
intermediate and final outcomes have changedin
the direction we expected along an agreed causal
pathway (from the implementation of the policy to
the realisation of benefits). Data analysis, coupled
with views from stakeholders, helps establish a

counterfactual.
Measuring the Focuses on a particularimpact and group of For example to measure
impact of types of similar activities eg our deterrent effect. An the value of our competition
activity example of this are the OF T studies on the enforcement.

deterrent effect of competition enforcement
(OFT 962, OFT 1391)%”. OF T 1391 showed that
sanctions and enforcement in the UK appear to
have a substantial deterrent effect. It reported
that for every cartelinvestigation, 28 cartel cases
are deterred. In the case of other commercial
agreements and abuse of dominance for every
OFT investigation, 40 and 12 cases were deterred
respectively.

This type of study shows the value of a group
of activities, by surveying key players such
as competition lawyers or heads of risk or

compliance.
Analysing cumulative | Measuring market cleanliness (benefit). For example to measure trustin
impacts** Assessing the cumulative burden of FCA markets.

regulation (costs).

* These are not types of evaluations but they provide important information to enable measurement of impact ex post.

** This type of studies is of particular interest where there have been multiple changes within the market (eg changes to regulation, multiple
regulatory interventions from different authorities etc).

27 Office of Fair Trading (2007) The deterrent effect of competition enforcement by the OF T, by Deloitte, OF T 962; Office of Fair
Trading (2011) The impact of competition interventions on compliance and deterrence, OF T 1391
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Research designs we may use

There are several research designs and methods that can be used in ex post
evaluation. The following tables® outline those we are more likely to adopt.

Designs and
methods

Description

Example of use

Unconstrained d

esigns

Quasi Use a comparison group that is ‘as good as random’ When a policy can be introduced
experimental or obtainedin a way that allows selection bias to be in a staggered fashion.
(QE) designs modelled.

Various options for obtaining a comparison group to

ensure the treated and untreated groups are as similar as

possible.
Regression Examines the boundary between the ‘only just eligible’ We have used this in ex ante CBA
Discontinuity and the 'not quite eligible'. Results only apply directly to (price cap on high-cost short-
Design those at the boundary. term credit).
Difference A method for analysing QE data. Compares how trends Used in our Occasional Paper 27
in difference in outcomes change between treated and untreated to study the effect of bringing
method groups over a time period relevant to the intervention. the ICE swap rate under the

Unobserved factors might affect the outcome, butif they
do not affect trends in the outcome then the trends for
both groups in the absence of a policy will be the same.

regulatory umbrella.

Interruptedtime
series design

No comparison group is available. The counterfactual is
estimated from a projection of the outcome measure
before the intervention.

When alternative causes for
changesin outcomes can be
eliminated and the impactis large
compared with the errorinherent
in forecasting.

Designs and
methods

Description

Example of use

Constrained des

Natural
experiments and
instrumental
variables

igns
Comparisons with a naturally occurring comparison
group can be made even though none was present by
design.Or an external factor can be identified, which
influences the likelihood of being exposed to a policy and
does notinitself affect outcomes.

When the policy has already been
implemented and the opportunity
to put an evaluation designin
place atimplementation was
missed.

Before and after
studies

An outcome is measured before and after anintervention
but there is no comparison group.

When the interventionis the only
thing that could reasonably be
expectedto influence the result.

Use of process

Draws upon the findings of studies of the implementation

When quantitative measures of

evaluation and delivery of anintervention, often using qualitative impact are weak or not available.
information methods, including case studies. Eg front line staff often May capture a direction of
have a good feel for whether an interventionis effective change.
ornot.
28 From HMT (2011) "The Magenta Book — Guidance for evaluation' — please see for a more extensive and detailed description of

evaluation research designs and methods, www.gov.uk/government/publications/the-magenta-book.
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For our ex post impact evaluations, we will use the most robust design that we can,
given the data and any other constraints related to the intervention we wish to
evaluate.

This means that our ex post impact evaluations may include studies where a robust
counterfactual is available. For example, a comparison group similar in all respects to
the group affected by the policy, but for being subject to the intervention. There are
some examples in financial services.?’

They may include studies where it can be difficult to identify a counterfactual, but
data may nevertheless be revealing. For example, where a market shrinks or the price
jumps post-regulation as theory would predict. To come to a view about causality,
those before and after studies will typically consider interim as well as final outcomes,
and triangulate from a variety of sources, to consider if other factors have influenced
the results or data. Other regulators and agencies, such as the CMA, have used similar
techniques in the past.

Only studies whose counterfactual is above a certain 'robustness threshold' are usually
considered in systematic reviews*® that summarise the evidence on 'what works'in a
particular sector. We believe that in some instances studies just below that threshold
(such as those included in the table, under ‘constrained designs') can provide valuable
lessons on our impact, as long as the limitations and caveats on any findings are

made clear.

29 See FCA (2017) OP 27: Benchmark regulation and market quality www.fca.org.uk/publications/occasional-papers/no-27-
benchmark-regulation-market-quality. Two published Financial Services Authority (FSA) studies found evidence of retail disclosure
requirements having measurable impacts (FSA (2009) Did life and pensions 'disclosure’ work as expected? Occasional Paper
32 www.fsa.gov.uk/pubs/occpapers/op32.pdf; FSA(2009) Regulatory reform and the cost of retail investing through life offices:
1988-2006, by 1776 Consulting, Occasional Paper 39 www.fsa.gov.uk/pubs/occpapers/op39.pdf). FSA OPs 27 and 35 found no
beneficial effects on mortgage purchases from the introduction of mortgage regulation in 2004 (see FSA (2007), Market impacts of
MCOB, Occasional Paper 27 www.fsa.gov.uk/pubs/occpapers/op27.pdf; FSA (2009) Has MCOB regulation affected the suitability of
mortgage sales to borrowers with impaired credit histories? Occasional Paper 35 www.fsa.gov.uk/pubs/occpapers/op35.pdf).

30 Such as those undertaken by the network of What Works Centres, which was created to provide robust and comprehensive evidence
that will guide decision-making on public spending (see www.esrc.ac.uk/collaboration/collaboration-oportunities/what-works-
centres/). A systematic review is defined as: ‘A review of a clearly formulated question that uses systematic and explicit methods
to identify, select, and critically appraise relevant research, and to collect and analyse data from the studies that are included in the
review' (Cochrane Collaboration, 2014).
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We have developed this Discussion Paper in the context of the existing UK and EU regulatory
framework. The Government has made clear that it will continue to implement and apply EU law until
the UK has left the EU. We will keep the proposals under review to assess whether any amendments
may be required in the event of changes in the UK regulatory framework in the future.

All our publications are available to download from www.fca.org.uk. If you would like to receive this
paperin an alternative format, please call 020 7066 9644 or email: publications_graphics@fca.org.uk
or write to: Editorial and Digital team, Financial Conduct Authority, 25 The North Colonnade, Canary
Wharf, London E14 5HS
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