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Energy Poverty in Europe

Source: European Energy Poverty Observatory (EPOV)
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Energy Poverty in Europe

• More than 50 million households lack adequate
warmth, cooling, lighting and energy required
to power normal appliances;

• That is why the European Commission has
recognized tackling energy poverty a policy
priority in Europe in the 'Clean Energy for All
Europeans' legislative package.

Source: European Energy Poverty Observatory (EPOV)
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Current Measures addressing Energy Poverty
(Pye et al., 2015)
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poverty from a top-down
perspective
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Theory behind current measures

1. Energy Poverty and current measures

• Current measures are implicitly based on the rational actor model of human behavior (Simon, 1955)
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Theory behind current measures
• Current measures are implicitly based on the rational actor model of human behavior (Simon, 1955)

• Individuals are assumed to:

→ make decisions based on an analytical comparison of the costs and benefits associated to alternative options
→ have unlimited cognitive ability to weigh costs and benefits of each alternative
→ have perfect information about the alternatives

→ vary their behavior only with changes in circumstances such as in: 
o income and prices of goods (economic incentives)
o information available

• This theory has been a reference model for policymaking, since it enables to produce straight predictions on
behaviour

• Yet, extensive experimental evidence has shown that people exhibit systematic and predictable
patterns of decision-making that deviate from this theory (Loewenstein et al., 2004)

1. Energy Poverty and current measures
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Behavioural Economics (BE)
2. Behavioural Economic Insights for Energy Poverty

(Tversky & Kahneman, 1974; Simon, 1991; Kahneman & Egan, 2011; Mani et al., 2013)
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Behavioural Economics for Energy Poverty
2. Behavioural Economic Insights for Energy Poverty

(Thaler, 2008; Shafir, 2017; Thaler, 2018)
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Behavioural Economics for Energy Poverty

Policy makers might exploit these insights to design:

a. interventions  that enhance cognitive capacity so
that individuals can better their conditions with
their virtuous behaviour (i.e. choice architecture)

b. better consumer protection measures to
prevent firms taking advantages from vulnerable
individuals' cognitive fallibility  (i.e. sludging)
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Present bias

Preference for options
providing more immediate 

rewards
than delayed higher ones

(Loewenstein & Prelec, 1992; 
Haushofer & Fehr, 2014).

2. Behavioural Economic Insights for Energy Poverty



23/01/19, Nives Della Valle, International Conference “Energy poverty, clean energy, and the European energy divide” 

How living in energy poverty affects decisions?
Living in conditions of scarcity and stress exacerbates the (negative) influence of some 
cognitive mechanisms on decisions

Present bias

Preference for options
providing more immediate 

rewards
than delayed higher ones

(Loewenstein & Prelec, 1992; 
Haushofer & Fehr, 2014).

Loss aversion and
status quo bias

• An outcome is perceived as a loss or gain
depending on a reference point; 

• more regret when a decision changes
the status quo than when it

maintains it 
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Loss aversion and
status quo bias

• An outcome is perceived as a loss or gain
depending on a reference point; 

• more regret when a decision changes
the status quo than when it

maintains it 
(Tversky and Kahneman, 1992; Tversky & Kahneman, 

1981).

Social norms

Conformism with behaviours
that are believed to be socially

acceptable
(Elster, 1989; Bicchieri, 2006; Hoff & 

Stiglitz, 2016).
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Addressing Energy Poverty with BE

3. BE Interventions to tackle Energy Poverty

• BE interventions take into account individual behaviour (in a more realistic way) and
promote  better decisions

• Randomized Control Trials (RCTs) necessary to evaluate their efficacy
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3. BE Interventions to tackle Energy Poverty

Present bias can be overcome by 
providing “reminders” and 

“commitment devices ”
(Bryan et al., 2010).

vulnerable individuals can be 
automatically enrolled in 

support schemes

• BE interventions take into account individual behaviour (in a more realistic way) and
promote  better decisions

• Randomized Control Trials (RCTs) necessary to evaluate their efficacy

Status quo bias can be leveraged by 
providing "smart default" options 

(Johnson & Goldstein, 2003)

vulnerable individuals can be 
empowered in taking an active role in 

the betterment
of their energy and saving decisions

Community trust can help spreading 
positive norms 

(Jachimowicz et al., 2017; Kraft-Todd et al., 
2018)

vulnerable individuals can be 
involved in community-level 

decisions
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Conclusions

1. So far, several measures aimed at addressing Energy Poverty have been proposed and
adopted:
• Some alleviate energy poverty in the short-term, others in the long-term. However, except

from information campaigns, they do not centralize individual behaviour in addressing
energy poverty;

• Moreover, these latter are based on unrealistic assumptions on behaviour.

2. Behavioural Economics can help tackling several policy challenges, such as energy poverty.

3. We highlighted how living in vulnerability conditions makes individuals more exposed to
suboptimal decision-making.

4. We proposed some simple (and testable) interventions enhancing vulnerable individuals'
cognitive capacity to promote better decisions for themselves and their surroundings.

4. Conclusions
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