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WORKING PAPER

Renewable Energy Policy Instruments and Market Power

Abstract: The impact of market power on different direct subsidy mechanisms is analyzed using a dominant
firm with a competitive fringe model. We solve three stage Stackelberg game consisted of the conventional
electricity generating monopoly, renewable competitive fringe representing the distributed generation, and
the government setting the subsidy rates. The optimality stems from the trade-off between more costly but
clean renewable energy and less costly but environmentally polluting non-renewable energy. The model is
solved under fixed and premium tariffs and for different number of oligopoly firms, endogenous and exogenous
financing of subsidies allowing the comparison of Feed in Tariff (FiT) and Premium (FiP) instruments.



