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Abstract Mainstream policies regarding energy efficiency are based on the assumptions
of traditional economic models of rational choice and ignore findings from behavioural
economics such as cognitive limitations, self-control problems and social preferences. On
the other hand, behaviourally-informed (BI) policies that take into account these
limitations have a reductive perspective focusing exclusively on nudging. Over 196
behavioural insights units and initiatives across the world mostly focus on testing nudges
with the use of randomised controlled trials (RCTs). Yet, this approach does not allow to
detect the behavioural mechanism responsible for the success or failure of the nudge in
order to apply findings to other policy contexts. Besides, RCTs focus exclusively on the
choice architecture, ignoring external constraints therefore nudges might fail to address
structural barriers, such as lack of access to capital or lack of awareness. The debate is
often artificially truncated to nudge (soft paternalism) vs. traditional policies (hard
paternalism), arguing that nudges are more cost-effective. We propose a new approach in
Bl policies, that includes traditional policies such as economic subsidies, information
provision and mandates. And in which nudges are not used as alternatives to traditional
policies, but rather as a way to boost their effectiveness, given the evidence of the
behavioural failures. The evidence-based elaboration of the new version of the Flemish
energy performance certificate serves as case study of this new approach in Bl policy, in
the context of energy efficiency policies, using a range of qualitative and quantitative
research methods. A change of paradigm in policy making is needed - findings from
behavioural economics should challenge the assumptions, influence the choice between
alternative policies, their elaboration and implementation.
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1. INTRODUCTION

In Europe buildings are responsible for 36% of the total CO, emissions [1], therefore the
renovation of the residential building stock plays an important role in tackling climate
change. Traditional policies to encourage energy renovation, such as economic incentives
and information provision are elaborated based on neoclassical theory of rational choice
that assume that dwellers have the capacity and willingness to maximize the utility [2].
Nevertheless, evidence from the field of behavioural economics shows that people have a
bounded rationality (limited knowledge, memory and computation power) [3], are affected
by emotions [4] and have limited self-control, the so-called behavioural failures. Policies
addressing behavioural failures are usually referred as behaviourally-informed policies
(BI policies).

Bl policies are often interchanged with the concept of nudging. Yet, nudging is only one
of the possible applications of behavioural insights to policy making - an explicit testing
of a behavioural insight. The definition of nudge gathers “any aspect of the choice
architecture that alters people’s behaviour in a predictable way without forbidding any
options or significantly changing their economic incentives. To count as a nudge, the
intervention must be cheap and easy to avoid.” [5]. Nudging regards exclusively non-
coercive measures under the philosophy of “libertarian paternalism™ [6], while Bl policies
can include traditional measures such as economic incentives or mandates.

Most BI policies test the efficiency of a certain nudge in a real world context by
measuring revealed preferences with the use of randomised controlled trials (RCTs) [7-9].
This approach of evidence-based policies that explicitly applies and tests a behavioural
insight to a policy context will be referred to as ‘nudge vs. no nudge’. This approach was
initially popularised by the UK Behavioural Insights Team [7] and has increased
exponentially in the last decade [10-13]. This way of testing the efficacy of a nudge can
easily be operationalised, and, various frameworks provide guidelines for elaborating
such BI policies that will be presented more in detail in section 2. However, this approach
has limitations, such as ignoring external constraints and not making use of the full
spectrum of policy measures and research methods to test these policies. An alternative
framework is proposed in section 3, that aims to go beyond nudging in elaborating BI
policies.

2. EXISTING FRAMEWORKS TO ELABORATE BI POLICIES

The growing interest of policy makers towards behavioural sciences has coincided with an
operationalisation and testing of behavioural insights with the help of various frameworks
addressed to policy makers. Typically they provide a list of possible nudges to be used as
guidelines for elaborating Bl policies. For example EAST method [14], provides the
following guidelines: Make it Easy (defaults, reduce hassle, simplify message), Make it
Attractive (attract attention for example with the use of images, rewards and sanctions),
Make it Social (use the social norm for encouraging desired action, encourage peer-to-
peer collaboration, public pre-commitment) and Make it Timely [14].
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Similarly, MINDSPACE gathers the following recommended nudges: Messenger,
Incentives, Norms, Defaults, Salience, Priming, Affect, Commitments, Ego [13]. Other
frameworks such as Learn, Test, Adapt [7] and BASIC [15] detail on the scientific method
of conducting RCTs adapted to the audience of policy makers. Advocates of this approach
underline cost-effectiveness of nudges compared to traditional policy tools [16], yet it is
unclear how nudges can address structural barriers, such as lack of access to capital [17].
Besides, certain policy might be effective on short term, but it might fail to address major
problems on the long run. For example, a study regarding smart heating controls
concluded that these are more cost effective than wall insulation [8]. Yet, only with
curtailment measures, climate goals of energy reduction can never be reached. Long-term
policy goals to tackle core issues of energy renovation such as awareness and availability
of capital can be achieved only with costly policy measures such as information
campaigns, loan schemes and energy labels schemes.

However the dichotomy of nudge vs. traditional policy tools is a false dichotomy, since
nudges do not exclude traditional policies but rather can boost their effect, as it will be
illustrated in the framework presented in the following section.

3. INTEGRATIVE APPROACH - BEYOND NUDGING

In order to address the limitations of the current Bl policy frameworks presented in the
previous section, a holistic way of applying behavioural insights to policy making is
proposed in

Figure 1. In the same line [18] discusses that “Behavioural economics can and should now
aspire to influence the design of policies aimed at deeper causes of policy problems” [18]
and advocates for an integrative approach for Bl policies. Similarly [19] argues that
behavioural failures interact with traditional market failures and cannot be addressed in
isolation.

The policy context illustrated in the framework is energy renovation, using the new
version of the Flemish energy performance certificate (EPC) as the case study for the
behaviourally-informed policy. In order to elaborate Bl policies, the following steps are
necessary, see

Figure 1:

1) Firstly, a general policy issue and behavioural change aim is individuated — in this
case necessity to increase the energy renovation rates. At this stage the policy issue
cannot be substituted with a sub-problem since many other factors would remain
neglected. The behavioural reduction in order to operationalise the scientific study is
done at a later stage.

2) With literature review and focus groups with experts (including behavioural scientists)
following aspects of the issue are analysed:

- External barriers and facilitators — capital availability, salient life events, home
tenure, heterogeneity of the building stock.
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- Aspects of the choice architecture — bounded rationality, uncertainty of renovation
outcomes, awareness, motivation, lack of trusted sources of information.

3) Existing and potential policy tools are individuated to address both aspects — external
barriers and choice architecture. One policy measure is selected for further
investigation, in this case the new version of the Flemish EPC.

- Taking into account all implementation aspects, one unaddressed issue is
individuated, in this case the impact of the information framings on
comprehension, interpretation of the certificate and on the willingness to renovate.

- Potential biases and nudges are hypothesised — social comparison, loss aversion,
size-effect bias, salience.

- Comparative analysis of other European EPCs is undertaken in order to individuate
a wide array of information framings and potential nudges — the hypotheses to be
tested in the subsequent quantitative study.

- A focus group with local experts in technical and behavioural aspects and a pilot
test help to adapt to the local context and narrow down the hypotheses to be tested.

- Testing and validation of the behavioural mechanism using laboratory experiments
with factorial design. Laboratory experiments were chosen over RCTs because the
former allow to determine the behavioural mechanism besides determining which
EPC version provides better results in achieving the goals of the policy tool. This
way findings can be used to other policy contexts within the same cultural context.

- Application of the findings for modifying the policy tool. The Flemish EPC was
rescaled from the initial G to A (700 to 0 KWh/m? per year) to F to A+ (600 to -100
KWh/m? per year).

- Application of the findings to the general mix of policies by reconsidering the
assumptions and taking into account the behavioural aspects of the choice
architecture already addressed.

4. CONCLUSIONS

Mainstream policies for the uptake of EE measures still assume a rational consumer in
setting up information campaigns, incentive schemes and information disclosure schemes
[2], thus ignoring the findings of behavioural economics [2]. On the other hand BI
policies, that take into account behavioural failures have a reductive perspective focusing
exclusively on nudging. If nudges are explicit applications of behavioural insights, tested
usually with RCTs [5], other implicit applications are also possible [10, 12].

To avoid falling in the trap of comparing nudges to other policies with regard to cost-
effectiveness, underlined by some promoters of libertarian paternalism [16], an integrative
approach of applying behavioural insights to both soft and hard paternalistic measures is
proposed. Certain nudge interventions can be more cost-effective but can still fail to
address structural barriers, such as lack of access to capital [17]. Besides, certain policy
might be effective on short term, but it might fail to address major problems on the long
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run. Long-term policy goals to tackle core issues of energy renovation such as awareness
and availability of capital can be achieved only with costly policy measures such as
information campaigns, loan schemes and energy labels schemes. Yet, in order to reach
their full potential, these have to be elaborated and implemented by taking into account
findings from behavioural sciences. The proposed methodology of elaborating Bl policies
includes the full spectrum of policies, from soft to hard paternalism, addressing both
external constraints and behavioural failures. A change of paradigm in policy making is
needed — findings from behavioural sciences should challenge the assumptions, influence
the choice between alternative policies, their elaboration and implementation.

Policy issue

Behavioural change aim
energy renovation

Literature review
Focus group experts

External barriers Choice architecture
Capital availability ~ Bounded rationality
Salient life events Uncertainty outcomes
Home tenure 5 Awareness, motivation
Heterogeneity Lack of trusted
of the building stock source of information

Mix of policies

Loans Subsidies Information disclosure  Information  One Stop Shop
energy labels campaigns

Selection policy tool for analysis

Implementation aspects Behavioural insights
Calculation method Bounded rationality
Quality assurance Information overload
Training EPC certifiers Social comparison
Compliance Loss aversion
Make it timely Size-effect bias
Salience

Case studies
Literature review

Array of available information framings
and possible nudges

Focus group experts
RCTs and experiment trials
Narrow down available
hypotheses

oy Laboratory experiments
Identify behavioural mechanism

Figure 1 Framework Integrative method of elaborating Bl policies. Based on energy renovation and the Flemish
EPC case study.
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