FAIR BY DESIGN

Ending the extra costs of being poor

Reviewing the potential impact of COVID-19 on the default tariff cap

1.1. We welcome the invitation to respond to Ofgem’s consultation on reviewing the
potential impact of COVID-19 on the default tariff cap.

1.2. Please note that we consent to public disclosure of this response.
1.3. For more information about this response please contact Carl Packman:
c.packman@barrowcadbury.org.uk

1. ABOUT FAIR BY DESIGN

1.1. Fair by Design is a movement dedicated to reshaping essential services, like energy,
credit and insurance, so they don’t cost more if you’re poor. People in poverty pay
more for a range of products including energy, through standard variable tariffs; credit,
through pay day loans; and insurance, through post codes considered higher risk. This is
known as the poverty premium.

1.2. We collaborate with industry, government, and regulators to design out the poverty
premium.

1.3. Our Venture Fund provides capital to help grow new and scalable ventures that are
innovating to make markets fairer.

1.4. Fair by Design was conceived by the Joseph Rowntree Foundation and Big Society
Capital. The Barrow Cadbury Trust manages the Campaign, and Ascension Ventures
manage the Venture Fund. Fair By Design welcomes the opportunity to respond to this
updated guidance for credit firms.

2. OUR RESPONSE

There is a vast literature describing the link between people on pre-payment meters and
their exposure to the poverty premium, and other forms of vulnerable circumstances.

*

Notes:
Citizens Advice on the cap:

The arguments for intervening on behalf of engaged consumers are weak. Those who shop around
are likely to be able to beat the price of any backstop protection. The consequences of
disengagement are likely to hit the financially vulnerable far more heavily than they hit the affluent.
Policymakers must therefore consider whether any intervention should be narrowly targeted on the
most vulnerable disengaged consumers, or take broader effect, helping a wider group. Blended
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options are possible, where both narrow and wide groups are targeted, but with different options. In
effect, that was the position the CMA landed on, making a significant intervention (the PPM cap) to
assist a narrow group and more limited interventions to help a wider group. Policymakers should
also consider whether they should do nothing.

One weakness of a social tariff:

This approach is only compatible with a narrow intervention, and would not help most consumers. It
would be likely to increase prices for those consumers who are disengaged but not vulnerable, as
they would be contributing to the costs of providing the scheme while not receiving any benefit. It
could incentivise suppliers to avoid providing energy to eligible customers, whereas the current
Warm Home Discount has some cost sharing mechanisms to account for different customer bases.



