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A super-complaint can be made by a designated 
consumer body, such as Citizens Advice, if 
it believes that some features of a market are 

harming the interests of consumers. In this case, the 
complaint focused on excessive prices for disengaged 
consumers.

Disengaged consumers
Disengaged consumers are those who remain relatively 
inactive and continue with the same supplier for a 
long period rather than actively trying to negotiate a 
better deal with their existing supplier or switching to 
a different supplier. The observation that disengaged 
consumers pay far higher prices for the same good/
service than more active consumers is called the 
‘loyalty penalty’.

In its response, the CMA broadly agreed with the 
claims made in the complaint and asked the Financial 
Conduct Authority (FCA) to carry out further detailed 
investigations into the insurance market.

In its final report, published in September 2020, 
the FCA concluded that the market was not working 

effectively and did not deliver good outcomes for all 
consumers.

FCA findings
• Consumers kept 10 million motor and home 

insurance policies with the same supplier for 5 years 
or more.

• Many firms gradually increase the prices they 
charge customers who passively renew their policies 
without negotiating and/or shopping around. This 
is called price walking and its cumulative effect can 
be significant. In the motor insurance market the 
report found that, on average, new customers with 
typical risk levels pay £285 for a policy. Conversely, 
customers with the equivalent likelihood of making 
a claim but who remain with the same supplier for 
5 years pay £370. The report also found that the 
incidence and impact of price walking in the market 
for home insurance was even greater. See Table 1 for 
details. 

• When setting premium prices, insurers take into 
account the likelihood the customer will switch 
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Does loyalty 
always pay?

In September 2018, Citizens Advice submitted a ‘super complaint’ to the 
Competition and Markets Authority (CMA) related to excessive prices 
paid by loyal customers. Jon Guest investigates the problem
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Questions
1 To what extent is the loyalty penalty an 

example of price discrimination?
2 What are the advantages of using a relative 

price cap as opposed to an absolute price cap, 
such as the safeguard tariff in the retail energy 
sector?

3 Using a numerical example, explain the 
waterbed effect.

4 Suggest some potential characteristics that 
could be used to identify the likelihood of a 
consumer being vulnerable.

Weblinks 

BBC report on FCA rulings: 
www.tinyurl.com/58ynwsst

Guardian coverage of the loyalty penalty in the 
insurance industry: www.tinyurl.com/62p8ezrr

Financial Conduct Authority policy 
statement on insurance pricing practices: 
www.tinyurl.com/r4tuzv6y
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when the policy is up for renewal. There is some 
evidence that more vulnerable consumers pay 
higher prices for home insurance but the same is not 
true for motor insurance.

• Some firms use policies that make it difficult 
for policy holders to prevent their policy from 
automatically renewing.

However, rather than being evidence of a lack of 
competition, some economists argue that the loyalty 
penalty is a sign of effective competition and intense 
rivalry between firms, i.e. evidence that firms are 
actively trying to take customers away from their rivals. 

If the extent to which the initial prices are below cost 
is perfectly offset by the extent to which subsequent 
rates are above costs, then customers, on average, may 
end up paying competitive prices for the insurance. 
This is known as the ‘waterbed’ effect.

Policy responses
In May 2021, the FCA announced that it would 
introduce a new relative price control regulation as 
a way of improving both the nature and intensity 
of competition in the sector. From 1 January 2022, 
suppliers of home and motor insurance have to offer 
existing customers a renewal price that is the same as 
that on offer for an equivalent policy for new customers.

This, in effect, prohibits the business strategy of 
price walking. One potential advantage of this policy is 
that it may reduce the time/hassle costs that consumers 
currently incur when they must search and switch 
suppliers in order to avoid paying higher prices. It may 
also reduce the amount firms spend on identifying 
and then targeting the most profitable consumers, i.e. 
the ones least likely to switch. The FCA argue that the 
policy will save loyal customers £4.2 billion over 10 
years.

Will a policy change work?
Rather than increasing the intensity of competition, 
some economists argue that the relative price cap will 
have the opposite effect. For example, the potential 
benefit for suppliers of attracting new consumers by 

offering lower initial prices declines for two reasons. 
First, they are no longer able to offer higher prices to 
these same customers when their policies are up for 
renewal. Second, they have to offer the same lower 
rate to all their existing customers. Consumers are also 
less likely to shop around if they feel that the price 
regulation offers them a certain level of protection 
against paying inflated prices.

Interestingly, when the regulator in the energy 
industry introduced relative price controls in 2009, 
economists found evidence that the rates of switching 
and intensity of competition in the sector declined.
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