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Different Domains of decision-processes .. &

.. have different characteristics and theoretical foundations,
and operate at different social- and time-scales

' DOMAIN [l Characteristics Theoretical
foundations

Habits, risk aversion to change or
new investment, myopia, Behavioural

Satisficing inattention to incidental / and
intangible costs;

endemic ‘contractual failures’, organlsatl_onal
principal-agent failures, srolleriles:
Economic optimisation based on
. relative prices, Neoclassical
Optimising ‘representative agents’ and welfare
with ‘rational expectations’, stable i
preferences and tech trends
Technology, structure,
institutional and behavioural Evolutionary
Transform- change, typically from and
ing strategising, innovation, S T

infrastructure investment :
economics




ldeal policy comprises a package dh

.. which matches the best instrument to the respective
domain of decision-making

. . Highest relevance

| Policy pillars .

g M Medium relevance
‘ ‘ ‘ L  Lowest relevance

Standards & Markets & Strategic
Enabling Prices Investment

Smarter
L/M choices

Cleaner
products &
processes

Innovation &
infrastructure

Transform L L/M

Domain__
seustce g
opumee gl
oo g

]




Integrated policies conceptual framework

Integration across pillars: —
* Enhanced efficiency FOLICYPEARS
ngagement Prices Investment
and helps pave the way
fOf‘ Values, pull & preferences

e Environment/carbon
pricing to drive cleaner

inati Manage bills, Revenues,
products, a combination inc?ease revealed Costs.
which .. responsiveness strategic value

* Increases the demand-pull
for new technologies and

. Attention, Technology
can support infrastructure products & options &

and transition finance competitiveness

With each pillar also feeding
[back to others

Education, access & control
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The Ofgem Impact Assessment framework

Explicit
. Social & i i
Monetised dictributional conS|dera'.c|on of Impact
aggregate CBA . S"aFeg'c_?‘ Assessment
Impacts sustainability

issues

Additional and complementary information,
Identify strategically sensitive parameters

Strengthening analysis of these issues is designed to more systematically represent

issues related to the interest of future consumers, complementary to a monetised CBA

Improved Increased Enhanced
E consistency transparency stability
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Broadening economic horizons

. Typical social and organisational scale
For a problem which spans

from

- the inattentive decision-
making of seven billion
energy consumers, to

- long-term transformation
of vast and complex
infrastructure-based
techno-economic
systems

Satisficing Optimising | Transforming
(1t Domain) (2nd Domain) (39 Domain)
Diverse individual and Idealised / Innovation &

organisational ‘representative’ evolution of complex
decision-making optimising behaviour systems

Resource use / Energy & Emissions

To date, far more
progress on energy

efficiency and technology Economic Output / Consumption

/ renewables etc policy Behavioural and Neoclassical and Evolutionary and
. . organisational welfare institutional

than carbon pricing economics economics economics

[l

Typical timescale
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Ofgem’s Strategic and Sustainability Assessment structure

2020
Mid-term Strategic

Project level System level

Input Diversit
. . y and
. Optionalit 1
lmetrlcs P y resilience

Output e e .

Stress and security implications
tests

2050

Long-run Sustainability

Project level System level
Learning by

doing and Pathways and
supply chain lock-in

development

Natural asset and sustainability

implications




