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Introduction

Brief history

© 2009-14: Ofgem of em Making a positive difference
* Promoting competition g for energy consumers

e  Wholesale market design
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e 2014-15: BGSE Masters in Economics

e 2015-16: Back to Ofgem
. Retail markets ofgem s
e The Competition and Market Authority’s
energy market investigation TBHEﬁAWOURAL
e Worked with ‘The Nudge Unit’ on remedy design INSIGHTS TEAM.

[]
e 2017: Cambridge Economic Policy Associates C E PA
 Energy and other markets
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Behaviour, competition and regulation

Regulators can’t just rely on more supply side competition
Competition is a virtuous circle, but needs certain elements*
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Example biases

Default/status quo bias

e Whatis it?
e Status quo: The tendency to like things to stay relatively the same
e Default: The tendency to opt for the default supplied to us

e How does it affect consumer behaviour?

e Stay with the same provider even where better deals are available

* Move onto ‘default’ deals at the end of contract terms 1D

ov X

e How might some firms respond to that behaviour? S \,O\)
e Could charge high prices for ‘loyal’ customers
e Might lead to high priced default deals
e Could cross subsidise to attract the more engaged consumers

e Example: Low switching in energy markets
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Example biases

Choice and information overload
e Whatisit?
 People have a difficult time making a decision when faced with lots of
options or information

e How does it affect consumer behaviour?
e Discourages engagement (harder to access)
e Makes comparison more difficult (harder to assess)
 Exacerbates switching problem

e How might some firms respond to that behaviour?
* Incentive to overload with information (beware over-transparency)
* Incentive to overload with offers (beware over-optionality)
e More competition could potentially worsen the problem!!

e Example: Bank accounts

Page 7


http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjh5ZC179bKAhWGpnIKHZyjAFIQjRwIBw&url=http://innovationrainforest.com/2015/03/&psig=AFQjCNEsfKfmeYbBCsAKm3KOzIXB7veiMg&ust=1454426579240319

Example biases

Present bias
e Whatisit?
 Time-inconsistent preferences in which people overweight the present
relative to the future (hyperbolic discounting)

e How does it affect consumer behaviour? Q)QS?}
e Consumers defer shopping around
e Attracted by instant/short term offers

e How could some firms respond to that behaviour?
e Could ‘shroud’ future costs to focus attention on present gains
e Might compete on short term/instant offers but not overall costs

e Example: Introductory rates (eg credit cards, gym, streaming services)
e Also after markets: eg printer cartridges, repair costs

Page 8


https://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwi0h9DmhZvQAhWHEywKHRl9AjgQjRwIBw&url=https://www.amazon.com/Cadbury-Roses-Carton-331g/dp/B002XF23PU&psig=AFQjCNE31WFJ1xrnMEaXe4ufP6i7pP9obw&ust=1478759290933276
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What can we do about it?

Some helpful toolkits

Toolkits developed to help policy makers apply Behavioural Insights in practice
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What can we do about it?

The Behavioural Insights Team EAST framework
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What can we do about it?

Easy and attractive

* The power of defaults

 Minimise ‘hassle’

e Simple messaging

e Conversely, introduce friction where behaviour is
undesirable

Auto-enrolling on pension schemes raised percentage
saving for pensions from 60% to 80%

e Attract attention
* Make it personal
e Rewards and sanctions (lotteries)

Picture of a smiling woman has bigger effect on loan
uptake than cutting loan rate by 1 percentage point...

But only for men

Page 12



What can we do about it?

Social and timely

e Use social norms

e Use the power of networks

* Think about the messenger

e Social commitments and reciprocation

Social norm message increased timely tax payments
by 16% - hundreds of millions of pounds!

* Prompt people at key decision points

e Consider immediate costs and benefits — present
bias!

* Help people plan and give them feedback

e Commitment devices

Sixfold increase in giving to charity when individuals
asked directly at time of writing will
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What can we do about it?

Beware the perils of intuition T G Sl
programs are still being

touted as effective, despite
Girls exposed to 'electronic babies’ more stark evidence to the
likely to become pregnant, study finds contrary is troubling.’

Laurie Robinson, Assistant Attorney General for the Office of Justice Programs

More girls in Australian study who used the dolls - designed to prevent teenage
o s —— o At e —Jeff Slowikowski, Acting Administrator, OJJDP

Doorstep selling regulations:
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What can we do about it?

...and initiatives won’t affect everybody in the same way
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What can we do about it?
Lots of approaches. Randomised Controlled Trials often considered the gold

standard (but not without critics)
What People do

Observation

ethnographic

Lab
experiments

Willingness
to pay

a A b

Behavioural
&
How & why
Consumer
Panels

Focus

groups
Attitudinal

Depth
TIERENS

What People say

RCT —field
experiment

How many & how much

Source: Beth Moon, Head of Behavioural Insights, Ofgem
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Randomised controlled trials

Randomise and control

Randomise into trial arms

Include control group

INTERVENTION

Population is splitinto 2 Outcomes for both
groups by random lot groups are measured

/

CONTROL

': Participant ' = Took relevant action

Source: Behavioural Insights Team
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Agenda

Case study: The UK energy market investigation
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The Energy Market Investigation

Potentially the biggest energy market shake-up since privatisation

Ofgem Office of Fair Trading

State of the Market

CMAe

Competition & Markets Authority

June 2014-June 2016

Two year Competition and Markets Authority market review
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The Energy Market Investigation

Healthy competition?
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The Energy Market Investigation

Healthy competition?
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The Energy Market Investigation

What did they find?

e Behavioural market failures
Potential savings on energy tariff

A two-tier market:
e Engaged consumers getting good deals

e BUT: 70% of big 6 consumers on most
expensive tariffs

e 40% of consumers haven’t switched in
3 years

Engaged Disengaged

e Why? Partly due to biases, e.g.:
e Default option

. e Little price competition for
 Present bias

{ V4 ?
e Loss aversion loyal’ customer base:

e Choice/information overload
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The Energy Market Investigation

What did they do?

Two remedies with a behavioural motivation

1. Prompts to engage consumers 2. Database for disengaged consumers
e Ofgem led series of ‘prompts’ to e Consumers who haven’t
engage consumers switched for 3 years have details
* Egrevisions to communications on database
o Bills e Rival suppliers can target them
0 Annual statements more effectively:
0 Changing the name of default O Easy
tariffs O Attractive
0 Timely

Explicit requirements to use randomised controlled trials and other research

methods to identify and develop successful approaches
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A nudge
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An introduction to CEPA

. CEPA is an economic and financial policy
consulting  business. We advise both private and public -
. sector clients on issues where economics, finance and

C E PA public policy overlap.

CEPA, from its offices in London and
Sydney, advises a wide range of clients
including government departments,
sector regulators, international
organisations, non -governmental
organisations, foundations, private
sector companies and consumer

groups across every continent
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Further reading

Loads of material out there

e Office of Fair Trading, What does Behavioural Economics mean for Competition
Policy? 2010:
http://webarchive.nationalarchives.gov.uk/20140402142426/http:/www.oft.gov.uk/s
hared oft/economic research/oft1224.pdf

e Behavioural Insights Team, Applying Behavioural Insights to Regulated Markets, 2016:
http://38r8om2xjhhl25mw24492dir.wpengine.netdna-cdn.com/wp-
content/uploads/2016/06/Applying-behavioural-insights-to-regulated-markets-
FinalO.pdf

e Competition and Markets Authority, Energy Market Investigation — Final Report, 2016:
https://assets.publishing.service.gov.uk/media/5773de34e5274a0da3000113/final-
report-energy-market-investigation.pdf

* Financial Conduct Authority, Occasional Papers:
https://www.fca.org.uk/publications/search-
results?np category=research%20and%20data-occasional%20papers&start=1
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Some topics for discussion

e What other behavioural biases have you come across that may affect market
outcomes?

e Do youthink it’s Government’s job to correct markets which have ‘behavioural
market failures’? What kind of ethical considerations need to be made?

e What are the characteristics of markets where intervention to correct
behavioural market failures may be more justifiable?

 What might be the interactions between behavioural market failures and more
traditional market design considerations?
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