
Using behavioural experiments to 
inform consumer policy in financial 
markets 
Behavioural Finance Working Group Conference 
 

Practitioner’s Round Table, 17th December 2013 
 

School of Business and Management, Queen Mary University of London  
 

Dr Charlotte Duke 



Consumer decision making 

 Retail financial products 
▫ Complex products, including complexity in pricing frames 
▫ Product choice can be made infrequently with little opportunity for learning 
▫ Products with multiple parts and add-ons 
▫ Bundled products 
▫ Emotions 
▫ Trade-offs between present and future 

 
Two experiment examples:  

▫ Controlled laboratory experiment to test the impact of price framing on consumer 
decision making (Office for Fair Trading) 
 

▫ Online experiment to test general insurance add-on products (Financial Conduct 
Authority) 

 
 
 
 



Price framing 

 Shrouding of additional costs e.g.  
▫ Additional charges for credit card payments which are not shown up-front 
▫ Additional costs for late minimum payments which are not shown in headline 

advertisement 
 

 How prices are framed should not matter 
▫ The rational decision-maker weighs up the costs and benefits of different alternatives 

before choosing the alternative that maximises her/his utility.  
▫ When doing so, the rational decision-maker makes use of all available information 

unless obtaining it is too costly.  
 

 Yet, we see sellers spending money on altering price frames across many 
markets.  

 
 Why would they if consumers can behave optimally and are not affected by the 

price frames? 
 



Price framing: Treatments 

 Designed a laboratory experiment where (student) subjects were exposed to 
different price frames. 
 

▫ A baseline treatment in which consumers see straight per-unit prices. 
 

▫ Drip pricing where the consumers see only part of the full price up front and price 
increments are dripped through the buying process. 
 

▫ Sales in which a sale price is given and a pre-sale price is also given as a reference to 
the consumer, "was £2 is now £1" 
 

▫ Complex pricing where the unit price requires some computations, "3 for the price of 
2". 
 

▫ Baiting in which sellers may promote a special price but there is only a limited 
number of goods actually available at that price; and, 
 

▫ Time limited offers where the special price is only available for a pre-defined short 
period of time. 

 
 



Price framing: Design 

 166 subjects (UCL students) 
▫ Each completed 30 rounds 
▫ 10 rounds of three treatments each 
▫ Each completed the baseline and two of the price frames 
▫ Repetition of frames within subjects allows us to test for learning (experience in 

markets where products are purchased frequently) 
▫ Frames were randomised 

 

 Real money was at stake (incentivised). 
 

 Subjects were endowed with a “payoff function” that mapped units of a good 
purchased into earnings. For example, 120 for first unit purchased, 80 for 
second, 20 for third, 10 for the fourth.  
 

 There were two ‘shops’ and search was costly. 
▫ Shops drew prices at random from [60,120]. 
 

 Unlabelled experiment: Green, blue, red, orange (design choice with trade-offs) 
 



Price framing: The consumer problem 



Price framing: Performance metrics 

 
▫ Welfare 

- Actual monetary earnings in each of the 5 price frames and the baseline treatment as 
compared to potential monetary earnings if subjects behaved optimally. 

- Optimal behaviour is what a fully rational subject that knew the experimental environment 
would do. 

▫ Search or ‘shopping around’ 
- Searching 'too much' or 'too little' is a measure of actual search behaviour compared to 

optimal search behaviour.  
▫ Purchases 

- Subjects may buy 'too many' or 'too few' units of a good given their utility (or pay-off) 
function compared to optimal purchase behaviour. 
 

▫ Compared the relative effect of the price frames on these metrics compared to the 
optimal behaviour and ranked the frames in terms of ‘consumer harm’. 
 

 



Price framing: Findings 

In terms of welfare impacts the frames in order of decreasing harm: 
▫ Drip pricing (25% relative to baseline – surprising given design (only 1 drip), subject 

pool and environment); 
▫ Time limited offers; 
▫ Baiting; 
▫ Sales; and, 
▫ Complex pricing.  

 
 Drip pricing and time-limited offers also lead to the most search errors: 

▫ They don’t shop around enough: 
- Subjects in drip pricing buy at the first shop at prices that are too high, that is, at prices where 

they should continue their search. 
- In time-limited, they fail to return often enough to the first shop. 

 
▫ Purchasing errors 

- Tend to be balanced between too much and too little, such that earnings by the (static) firms 
is not affected 

- But, due to search errors, the ‘shop’ first visited benefits, as such distribution is affected.  



Price framing: Behavioural drivers 

 Drip pricing: Only 2 drips, a simple click of the mouse. 
▫ Consumers display a higher willingness to pay at the first shop. 
▫ Cannot stem from sunk cost arguments (that might play a role in real life). 
▫ Only reasonable explanation is loss aversion. The moment consumers see a low price 

they imagine buying the good at this price. Aborting the purchasing process would 
then generate a loss relative to the new reference point. This increases willingness to 
pay. 

 
 Time-limited offers 

▫ Consumers fail to return to the first shop often enough when they face higher prices 
at the second shop 

▫ Stems from cognitive errors 
 

 
 Other frames also lead to more under-searching: tend to buy too often at first 

shop visited. 
▫ Endowment effect/loss aversion, shift in reference point 

 
 

 



Price framing: Policy impact 

 Experiments are increasingly being used as part of the evidence base in market 
studies and enforcement actions 
 
▫ In 2012 the OFT announced it had secured voluntary undertakings in lieu of Court 

proceedings against a number of airlines to  
- Scrap payment surcharges for using debit cards 
- Include all additional charges in the headline price 
 

▫ In 2012 the OFT  opened a market investigation into reference pricing by high street 
furniture stores 
- In 2013 ordered six high street retailers to stop reference pricing where the reference was not 

true 
 

▫ As a practitioner always consider external validity 
- Key attributes of the experiment environment 
- Labelled vs unlabelled experiments 
- Relative impacts of treatments, not absolute impacts 
- Ensure internal validity 
- Asymmetry in transferring learnings: Smart subject pools simplified environments 



General insurance add-ons 

 Online experiment with UK residents 
 

 Part of the evidence base for the FCA general add-on insurance market study 
▫ Add-ons are sold alongside the primary product e.g. Home emergency cover, 

guaranteed asset protection (GAP) insurance, travel insurance, personal accident 
insurance 

 
 Consider whether consumers are: 

▫ paying too much for these products;  
▫ whether the products being sold to them are appropriate for their needs; and, 
▫ whether they shop around. 
 

 Behavioural research to test the mechanisms that might come into play in add-
on sales and whether these can reduce the extent and effectiveness of 
consumers shopping around for the best deal.  
 
 
 



Further reading 

 Centre for competition policy (2013) Behavioural economics in competition and 
consumer policy, University of East Anglia 

 
 Financial Conduct Authority (2013) Appling behavioural economics at the FCA’, 

Occasional Paper 1 
 
 London Economics (2011) Consumer behavioural biases in competition, OFT 

Economic Research Paper 1324 
 

 London Economics and YouGov (2011) OFT Consumer contracts study: Evidence 
from consumer experiments 
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