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A Study on Performance Analysis of New Renewable Energy
Power Generation for Energy-Climate Change Policy
Linkage: A Restricted Cost Approach

Myunghun Lee*

ABSTRACT : In this paper, we simulate the contribution of an increasing renewable energy to demands
for fossil fuels and power supply price by estimating a cost function for the Korean electric power
generation sector. Since the renewable energy is a composite input, it is not feasible to compute the price
index for renewable energy due to data limit. We estimate a restricted cost function, which is derived by
minimizing the costs of fossil fuels conditional on the quantity of renewable energy set to its optimal level,
jointly with supply relation. In particular, derivation of the shadow price of renewable energy would make

it possible to analyze potential costs incurred by power plants.
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