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The free market has often enough been condemned as a snare and a delusion, but if indeed prices have to perform 
their function in the context of modern industrial society, it may be not because the free market will not work, but 
because it has not been effectively tried. 
!
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There has never been any lack of interest in the subject of electricity tariffs.  Like all charges upon the consumer, 
they are an unfailing source of annoyance to those who pay, and of argument in those who levy them.  In fact, so 
great is the heat aroused whenever they are discussed at institutions or in the technical press, that it has been 
suggested there should be a “close season” for tariff discussions.  Nor does this interest exaggerate their 
importance.  There is general agreement that appropriate tariffs are essential to any rapid development of 
electricity supply, and there is complete disagreement as to what constitutes an appropriate tariff. 
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The present tariff position in [Great Britain] is little short of chaos.  Even the terminology has not been 
standardized, and the tariffs themselves appear to be the unbridled whim of the particular undertaking.  To quote 
only one example – taking a single load group (industrial power) and a single type of tariff (the block rate), and 
considering only the larger undertakings (one quarter of the whole), there were found to be 102 different tariffs!  At 
this rate, the block-rate tariffs alone would muster about 400 different specimens.  Kipling might well have said of 
electricity: – 
 
  There are nine-and-sixty ways in which the user pays 
      And every single one of them is right. 
!
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4.0 The Unfairness of Flat Rate Pricing   
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Table 1: Customer Population Characteristics 
!

Monthly Consumption (kWh per Customer)
Weighted Average Rates 

(cents/kWh)
Peak Off-Peak Total Flat TOU

Flat 50 (10%) 450 (90%) 500 (100%) 10.00 8.00
Average 125 (25%) 375 (75%) 500 (100%) 10.00 10.00
Peaky 200 (40%) 300 (60%) 500 (100%) 10.00 12.00

Consumption 
Profile

!
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Table 2: Cross-Subsidy Over 10-Year Period from Flat Rate 
!

Monthly Electricity Cost ($)

Flat TOU
Flat 50.00 40.00 (10.00) (3.92)
Average 50.00 50.00 0.00 0.00
Peaky 50.00 60.00 10.00 3.92

Consumption 
Profile

Total 
Benefit/Loss 
($ Billions)

Monthly 
Benefit/Loss From 

Flat Rate ($)
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5.0 Dynamic Pricing in Other Industries   
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FIGURES 

Figure 1: Illustration of CPP Rate 
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Figure 2: Illustration of TOU Rate 

$0.00

$0.10

$0.20

$0.30

$0.40

$0.50

$0.60

$0.70

$0.80

$0.90

$1.00

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24
Hour

Al
l-I

n 
R

at
e 

($
/k

W
h)

Existing
TOU

Existing Rate = $ 0.095

Peak Rate = $ 0.234

Off-Peak Rate = $ 0.061

 
 
 

!
!

0I



!
!

0S

Figure 3: Illustration of RTP Rate 
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Figure 4: Average, Peaky, and Flat Usage Profiles 
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Figure 5: Distribution of Residential Customer Usage Profiles 
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Figure 6:  Impacts  
(Residential Critical Peak Pricing) 
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Distribution of Dynamic Pricing Bill
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Figure 7: Comparison of Dynamic Pricing Bill Impacts across Utilities 
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Figure 8: Comparison of Dynamic Pricing Bill Impacts across Rate Designs 
! p g

-40%

-30%

-20%

-10%

0%

10%

20%

30%

40%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Percentile of Customers

C
ha

ng
e 

in
 M

on
th

ly
 B

ill

CPP
TOU
RTP

Instant "losers"Instant "winners"

!

!
!

!
!



!
!

0[

Figure 9: Customer Response in Recent Pricing Pilots 
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Figure 10: Dis  Bill Impacts  
(After Customer Response) 

 
 

tribution of Dynamic Pricing
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Figure 11: Distribution of Dynamic Pricing Bill Impacts  
(After Customer Response and Credit for Hedging Premium) 
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Figure 1 stomers  
(Expressed as % of Monthly Bill) 

!
!
!

2: Bill Impacts for Low Income Cu
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Figure 1 tomers 
(Expressed as Dollars per Month) 

 

3: Bill Impacts for Low Income Cus
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Sidebar:  Quantifying the Hedging Cost Premium 
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Estimating the Hedging Cost Premium in Flat Electricity Rates 
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  Distribution  Statistics:
  Mean = 11%
  Median = 8%
  Mode = 5%

 
Simulated Distribution of Hedging Cost Premium 
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