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Two situations 
• Energy retail markets 

– Opened up to competition in 2000-2002 
– Low proportion of consumers switching  

• Energy network companies – 
– Traditionally reactive and risk averse 
– Significant technological and other change 

happening 
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Retail Markets 
• Two dimensions –  

– Competition and market structure 
– Consumer behaviour 

• Ofgem conducted extensive consumer research to examine 
how consumers behaved 

• Ofgem trialled different options designed to reduce 
complexity 

• Reforms introduced to try to get market working 
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Policy 
- Problem definition  

- Policy development 

- Implementation 

- Policy evaluation 

Why do we gather consumer insight and research? 

Monitoring 
 

Key regulatory 
function 

E.g. Markets,  
consumer protection   

Organisational 
culture 

 
- Putting consumers 
at the heart of all we 

do 
-  Stakeholder 
engagement 

Increasing  
need to 

- Understand 
consumer 
behaviours and 
their drivers 
 
 
 
 

- Ensure evidence 
based policy 
making 

- Disseminate 
and embed 
insight 

- Diversity and 
differential impact, 
e.g. vulnerable 
consumers 
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Why don’t consumers engage? 
Willingness to engage Ability to engage 

• Complexity  
• Inaccessible language 
• Low literacy and numeracy skills  
• No access to internet  
• In debt  
• ‘Limited consumer capacity’ 

 

• Sense of powerlessness as prices rise 
• Dissatisfaction with suppliers 
• Lack of trust  
• Don’t have time and inclination 
• ‘Status quo bias’   
• ‘Loss aversion’  

 
 

 
 



Energy network companies 

• Facing unprecedented change 
• New technology 
• New stakeholders 
• New ways of doing things 
• Blurring of roles 
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Constraint set up front to ensure: 

Revenue 

Deliver outputs efficiently over time with: 

Incentives 

Technical and commercial innovation encouraged through: 

Innovation 

 Outputs set out in clear ‘compact’, reflecting expectations of current and future 
consumers 

Outputs 

= 

+ 

+ 

Timely and 
efficient 
delivery 

Network 
companies are 

financeable 

Transparency 
and 

predictability 

Balance between costs 
faced by current and 

future consumers 

8 yr control Rewards/penalties for delivery Upfront efficiency rate 

Core price control 
incentives 

Option to give third parties 
a greater role in delivery 

Innovation 
stimulus package 

 
   RIIO: A new approach to regulation 



Network regulation - Consumer Challenge Group  
• Issue 

– New RIIO approach  
– Need to ensure this is appropriate for consumers  

•  Insight approach  
– ‘Consumer Challenge Group’ of independent consumer experts/representatives  
– Give insight into the more complex issues we are unable to address through market 

research to ensure decisions fully reflect consumers’ views  
– Challenge Group meet with network companies, the Ofgem Board and views are  

included in published documents 
•  Consumer Challenge Group insights include 

– Whether network companies have properly engaged stakeholders to inform their 
business plans   

– The role of innovation and the scope of any ‘innovation package ’ in the price controls 
– Customer satisfaction measures and social obligations (eg incentivising the expansion of 

the gas network to areas of fuel poverty) 
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