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Foreword

Dynamic Tariffs have been a hot topic of the energy sector for the past few 

years. Often presented as a key element of future energy markets, they 

have been pushed forward by European regulators since the Clean 

Energy Package. The 2021/2022 energy crisis however showed a level of 

price volatility rarely seen before. 

In this context, dynamic tariffs would be a terrible idea for most 

customers. But the future of dynamic tariffs is not all bleak – integration 

and automation are the key, and they can help deliver real change to 

sophisticated customers.

Foreword
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What are Dynamic Tariffs?
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What are Dynamic Tariffs cont.?

Time-of-Use tariffs are tools to help better balance production and 

consumption. Dynamic tariffs aim to do so exactly as the network needs.

• Time-of-Use (ToU) tariffs are instruments to 

help better match consumption to 

production. By adjusting kWh charges based 

on the time of the day, they use price signals to 

reflect the state of the electricity network to the 

consumer, to incentivise them to increase or 

decrease their consumption as needed.

• A Static ToU tariff breaks up the day into a few 

time zones that are priced differently. These 

time zones are agreed in advance and unlikely 

to change over a certain period (they are 

static). The time zones are set to reflect 

general trends in wholesale energy prices, 

and incentivise general shifts in 

consumption patterns usually from peak-

demand periods to off-peak demand periods.

• Dynamic ToU tariffs (or Dynamic Tariffs), 

also called Real-Time Pricing, take this 

concept to the extreme: prices vary over much 

shorter intervals, with each interval being 

priced differently. Currently, almost all dynamic 

tariffs offered in Europe have hourly price 

granularity based on day-ahead wholesale 

energy prices, meaning each hour within a 

day is priced differently and these prices 

are updated every day. This allows suppliers 

to reflect variations in wholesale energy prices 

much more closely, and incentivise the 

customer to change their consumption 

exactly as the network needs.
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There are different types of Dynamic Tariffs

Although they offer less leeway for different designs than other types of tariffs, dynamic tariffs are not a 

monolith. There are two main types of dynamic tariffs, which can then be stretched into different directions.

Core Dynamic 

Tariff

Hybrid Dynamic Tariffs

Tariffs that mix variable price 

components with fixed price components 

to better split risks between the supplier 

and the consumer. 

Integration with energy management

The supplier makes no money on the 

sale of electricity but associates the 

tariff with sophisticated energy 

management products and services.

De-risking options

The supplier pairs the dynamic tariff 

with options that help lessen the risk 

exposure of the customer, such as a 

Price Freeze Insurance or Price Cap.

Whole-home bundle

The tariff is integrated within a whole-

home optimisation solution that pairs 

tariff, energy management, optimisation 

of low-carbon assets and flexibility.

• Pass-through dynamic tariffs, in which suppliers 

offer electricity at cost and don’t make any margin 

on the volume of kWh sold. Instead, suppliers 

charge a flat monthly fee to cover operational 

costs and any margin, usually coupled with add-

ons including home energy management and low 

carbon products and services, which is where the 

supplier will derive profits.

• Mark-up dynamic tariffs, in which suppliers 

add a marginal fee to the wholesale price/kWh 

such that they make volume-based profits on 

electricity sales. A flat monthly fee is also usually 

added. Of the ~100 dynamic tariffs studied, 85% 

are mark-up tariffs and only 15% are pass-

through.

Additional profits
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What are the benefits and 
limitations of Dynamic Tariffs?
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The Benefits of Dynamic Tariffs
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Dynamic tariffs give customers an opportunity to make energy and cost savings by taking control of their 

consumption. By shifting large loads away from times when prices are expensive to times when energy is 

cheaper, they can pay less for the same amount of kWh used. 

The rate/kWh also tends on average to be cheaper for dynamic tariffs than for other types of tariffs, as suppliers 

don’t need to include a hedging premium in the energy rate to cover for market risks. Dynamic tariffs also provide 

customers with more transparency over their energy bill, especially in the case of pass-through dynamic tariffs.

Customers

Dynamic tariffs are the least risky type of tariffs for suppliers since all price, volume and supply risks are passed 

down to the customer. The energy crisis showed that suppliers can considerably suffer, and even go bust, if they 

cannot pass price risks down to customers. Dynamic tariffs are the way to do so entirely.

Suppliers

Time-of-Use, and especially dynamic tariffs, are important instruments to help consumption better match 

production. By passing price signals down to consumers, they incentivise households to adjust their 

consumption according to the needs of the system. By thus reducing peak demand and matching demand to 

renewable generation, dynamic tariffs can help alleviate grid constraints and reduce renewable curtailment. 

In the short to medium term, this is instrumental to the success of the energy transition. 

The 

Electricity 

System

Thanks to their ability to pass price signals down to the customers, dynamic tariffs can have many benefits.
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The Limitations of Dynamic Tariffs

On the customer-side

Dynamic tariffs only really allow energy and cost-savings for 

customers: (i) who are ready to be engaged with their 

consumption, (ii) who own large loads, (iii) who can closely 

monitor and control their consumption, and (iv) who are able 

to shift demand. This means that only highly 

sophisticated, usually “deep-green”, customers can 

reap the value of dynamic pricing. For customers who 

don’t fit this profile, the savings brought by dynamic tariffs are 

likely to remain limited. 

Not only this, but dynamic tariffs also involve a much higher 

level of risk than other types of tariffs. They might help 

customers save costs on their energy bill, but are these 

savings risk-adjusted (to both perceived and real risks)? In 

a post-energy crisis world, this is a question that we cannot 

ignore. We currently lack the hindsight and reliable enough 

historical price data to conclude that dynamic tariffs bring 

more savings than they involve risks, especially in 

comparison with other Time-of-Use or Type-of-Use tariffs.

While they do have many benefits, it would be mistaken to think that dynamic tariffs are the silver bullet of the 

energy transition.

9
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Dynamic Tariffs within Future 
Electricity Markets
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Dynamic Tariffs in Europe

11

• Ultimately, the uptake of dynamic tariffs will vary widely between 

countries. Out of 600 tariffs studied in our Tariff Database, around 

17% of the tariffs offered are dynamic. While they have shown to be 

successful in Norway and the Nordics, it is important to remember that this 

is primarily thanks to country-specific factors. In the case of Norway, 

these include very high heat pump and EV penetrations, lower price 

volatility owing to the dominance of hydropower and overall higher trust and 

risk-tolerance thanks to the supportive stance of the government.

• Better matching consumption to production is key to the success of the 

energy transition in all countries, but it is important to remember that (i) not 

all consumers are able to shift their consumption, (ii) dynamic tariffs are 

only one of many ways to incentivise consumers to do so. 

• In most European countries, other forms of cost-reflective pricing hold 

greater mass market appeal to incentivise implicit demand response with 

far less risks involved. Even fixed and subscription tariffs have their place in 

the electricity market of the future for customers who seek protection first 

and foremost. Ultimately, what makes sense for customers will vary widely 

between each market and between customer segments within a given 

market. 

Penetration of dynamic tariffs within the 

current tariff offering of selected European 

countries*

*Data from the NEBMS tariff database, a database looking at 600 tariffs in Europe.

% of tariffs offered that 

are dynamic:

> 50%

20 - 50%

0 - 20%

No dynamic tariffs 

offered currently

There are very significant country-by-country 

variances which will impact the value, risk and 

ultimately uptake of dynamic tariffs.

https://research.lcpdelta.com/reportaction/NEBMS_TariffDatabase2023_PBI/Toc
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What future do we want for dynamic tariffs?
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Dynamic Tariffs will remain a niche market

Real-time dynamic tariffs remain too risky, and most consumers are likely not 

ready to take on the price risks entailed, especially after the energy crisis. In most 

European countries, dynamic tariffs are likely to remain a specialist option for 

sophisticated, risk-tolerant customers, for whom dynamic tariffs can bring more 

savings than they entail risks.

A diverse tariff environment is crucial

The focus of European and national regulators shouldn’t be on how to 

accelerate the rollout of dynamic tariffs, but on creating a tariff environment that 

is varied enough to provide a balance between risk, protection and 

demand response incentives for all customer segments.

Integration and automation are key to deliver value

For customers willing and able to derive value from dynamic tariffs, integration 

and greater automation of home energy optimisation will become increasingly 

key to fully unlock the potential of real-time dynamic pricing. Suppliers like Tibber, 

Vibb or aWATTar are showing the way forward with pass-through dynamic tariffs 

that are integrated with energy management and smart home bundles. Ultimately, 

the future of dynamic tariffs lies in deeply integrated propositions similar to 

what 1KOMMA5° has started offering in Sweden, where ‘residual’ grid electricity is 

free for those who combine solar, storage, demand-side flexibility and a home 

energy management system.

It is undeniable that dynamic tariffs are interesting tools to support the success of the energy transition. 

However, they are no silver bullet.

https://1komma5grad.com/en/press/press-releases/1komma5-offers-free-electricity-with-heartbeat
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Energy Supplier of the 

Future

Download our whitepaper to find out more 

about the evolving new energy landscape, 

and how the downstream transition will impact 

on the customer experience.

New Energy Business Model 

Service

Helps you understand and identify the most 

promising opportunities and business models 

providing data, analysis, insight to support you in 

developing and implementing your new and 

existing propositions.

Top picks from LCP Delta

Seizing Growth with Energy 

Sharing Models

Energy Transition Training 

Courses

Explore the rise of Energy Sharing Models in 

our blog. Instead of resisting potential threats to 

traditional revenues, we urge energy suppliers 

to embrace and explore the expanding business 

opportunities in this market.

Learn in a live, interactive environment with 

energy courses designed by LCP Delta to 

help you understand energy transition 

strategies, policy and market trends.

Follow us on: 

lcp-energy

LCP_Delta

Talking New 

Energy, an LCP 

Delta podcast
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Revolutionising C&I: A new 

era for BEMS

Explore the European Building Energy 

Management (BEMs) market as it 

stands today and look at how it may 

develop in future, inc. market strategies. 

In our on-demand webinar.

https://delta.lcp.com/whitepaper/the-dawn-of-a-customer-centric-transition/
https://delta.lcp.com/whitepaper/the-dawn-of-a-customer-centric-transition/
https://delta.lcp.com/research-services/new-energy-business-models-service/
https://delta.lcp.com/research-services/new-energy-business-models-service/
https://delta.lcp.com/technology-data/enact/
https://delta.lcp.com/blog/empowering-european-energy-sharing-seizing-growth-opportunities/
https://delta.lcp.com/blog/empowering-european-energy-sharing-seizing-growth-opportunities/
https://delta.lcp.com/training/
https://delta.lcp.com/training/
https://www.linkedin.com/company/lcp-energy/
https://twitter.com/LCP_Delta
https://delta.lcp.com/podcasts/
https://delta.lcp.com/podcasts/
https://delta.lcp.com/podcasts/
https://event.on24.com/wcc/r/4441044/C3C950A0378D0CBB09730A21C0E0C5FC
https://event.on24.com/wcc/r/4441044/C3C950A0378D0CBB09730A21C0E0C5FC
https://delta.lcp.com/technology-data/enact/
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About LCP Delta
LCP Delta is a trading name of Delta Energy & Environment Limited and Lane Clark & Peacock LLP.  References in 

this document to LCP Delta may mean Delta Energy & Environment Limited, or Lane Clark & Peacock LLP, or both, 

as the context shall require. 

Delta Energy & Environment Limited is a company registered in Scotland with registered number SC259964 and 

with its registered office at Argyle House, Lady Lawson Street, Edinburgh, EH3 9DR, UK.  

Lane Clark & Peacock LLP is a limited liability partnership registered in England and Wales with registered number 

OC301436. All partners are members of Lane Clark & Peacock LLP.  A list of members’ names is available for 

inspection at 95 Wigmore Street, London, W1U 1DQ, the firm’s principal place of business and registered office. 

Lane Clark & Peacock LLP is authorised and regulated by the Financial Conduct Authority and is licensed by the 

Institute and Faculty of Actuaries for a range of investment business activities.  

LCP and LCP Delta are registered trademarks in the UK and in the EU. Locations in Cambridge, Edinburgh, 

London, Paris, Winchester and Ireland. 

Copyright © 2024 LCP Delta. 

https://www.lcp.uk.com/emails-important-information contains important information about this communication from 

LCP Delta, including limitations as to its use.

Disclaimer and use of our work 
Where this report contains projections, these are based on assumptions that are subject to uncertainties and 

contingencies. Because of the subjective judgements and inherent uncertainties of projections, and because events 

frequently do not occur as expected, there can be no assurance that the projections contained in this report will be 

realised and actual events may be difference from projected results. The projections supplied are not to be 

regarded as firm predictions of the future, but rather as illustrations of what might happen. Parties are advised to 

base their actions on an awareness of the range of such projections, and to note that the range necessarily 

broadens in the latter years of the projections.

Contact Us

Chloe Deparis
New Energy Business Models Consultant
+44 (0)131 388 0931

chloe.deparis@lcp.com

Nigel Timperley
New Energy Business Models Manager
+44 (0)7905 181162

nigel.timperley@lcp.com
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