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Today’s presentation

 Why are we observing such growth in the use of experiments in 
consumer policy making?

 What are the key challenges or pitfalls in running behavioural 
experiments for consumer policy making?

 How may firms respond to behavioural interventions?
▫ Behavioural economics and competition policy – Behavioural 

Industrial Organisation



Experiments
 Testing of the effectiveness of behavioural tools

▫ The history of experiments goes well beyond behavioural insights
▫ Observations from experiments informed the development of behavioural approaches

 Provision of quantitative evidence upon which to make policy 
recommendations and inform policy debate
▫ Control, treatment and replication allows statistical analysis of any changes in 

behaviour due to a behaviourally informed intervention

 Does the proposed intervention or policy ‘nudge’ operate as we predict 
(directional impact); and, how does it compare to the status quo (current case) 
and alternative options
▫ Difficult to gather absolute magnitude of effects using laboratory and online 

experiments
▫ Field experiments/RCTs better facilitate absolute magnitudes but take much longer to 

implement, and causality can be harder to establish

 Experiments allow policy makers to observe ‘I do’ versus ‘I think I will do’
▫ Experiments are often conducted with behavioural surveys



The growth in consumer testing
 And, it is these benefits that has lead to a growth in the use of experiments

 Regulators and supervisory authorities are increasingly requiring consumer 
testing before policies are implemented

 Experiments being used in competition assessments – are markets working well 
for consumers and are consumers effectively driving competition from the 
demand side?
▫ Financial Conduct Authority UK
▫ Competition and Markets Authority UK

 Information presentation and disclosures
▫ EU Insurance Distribution Directive
▫ EU Regulation on key information documents for packaged retail and insurance-based 

investment products
▫ UK FCA/HM Treasury review of the financial advice market final report 

 Marketing practices that may be detrimental to consumers
▫ European Commission



Key challenges in applying 
behavioural insights and 
running experiments



Features of a good behavioural experiment

The key question is: how relevant are the findings to the real world?

Sample selection
External 
validity

Internal validity

Randomly allocated



Features of a good behavioural experiment

The key question is: how relevant are the findings to the real world?

Sample selection
External 
validity

Internal validity

Randomly allocated •Necessary to compare respondent behaviour across the 
treatments
•Identifies root cause of behavioural differences

How to achieve it:
•Careful internal design
•Allocate similar set of participants to each treatment
•Account for learning and treatment order effects
•Minimise ‘the correct action’ response from being 
watched



Features of a good behavioural experiment

The key question is: how relevant are the findings to the real world?

Sample selection
External 
validity

Internal validity

Randomly allocated

•Requires internal validity
•Need to balance between 
capturing real life features 
and control in the experiment 
(for causal identification)

How to achieve it:
•Capture features that are 
fundamental to decision-
making
•Only simplify features of the 
real world that would not 
reverse treatment effects
•Relative size and ranking of 
treatment effects matter; not 
absolute



Business responses to 
behaviourally informed 
interventions



Firms responses to behavioural biases and impact 
on competition

 Firms may take advantage of problems consumers have in remembering many 
prices and/or in comparing prices that are framed differently.

 As the number of firms in the market increases, the number of alternative 
frames may also increase.

 Increased competition  may not necessarily help consumers as search and 
comparison becomes more difficult. 

 And, firms may engage in more complex pricing to differentiate their products.
▫ Broadband market, mobile phone market, energy markets, consumer credit 

markets. 

 Furthermore, less sophisticated consumers may subsidise those that are more 
sophisticated.



An example from the UK
 UK Energy Regulator Retail Market Review proposed Simpler Tariff Choices and 

Clearer Information 

▫ Limiting tariff choices

▫ Standardising tariff structures

▫ Simplify bundles, discounts and reward points

 Objective was to improve consumer engagement in the market and increase 
switching rates

 UK Competition and Markets Authority Energy Market Review
▫ Limits on the number of tariffs and pricing frames has potentially lead to a decrease in 

tariff innovation
▫ Some consumers are worse off – due to less innovation and choice
▫ Decreased competition between Price Comparison Websites
▫ Reduction in range of tariffs for the more vulnerable consumers on pre-payment 

meters
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