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Overview
Feed-in Tariffs and Renewable Portfolio Standards (RPS) are two of the most popular policy tools currently being used to promote the use of renewable resources in electricity generation. Feed-in Tariffs regulate the price at which utilities must purchase renewable electricity from suppliers, usually above market value. Feed-in Tariffs have been especially successful in Germany and Spain, but are not widely used in the United States.  An RPS establishes a minimum level (quantity) or percentage of retail electricity sales that must come from eligible renewable sources. Such standards have been implemented in Japan, Australia, and the European Union, as well as in thirty states in the USA. In addition, there has been recent discussion in the United States on the establishment of a nationwide RPS. Despite the growing popularity of Renewable Portfolio Standards, few economists have conducted research on the impacts of these standards on electricity markets and investment in renewable technology. 

Fischer (2006) develops a theoretical model of the electricity market in which she examines how the establishment of an RPS affects electricity prices. She finds that the relative supply elasticities of fossil and renewable fuels are the driving forces influencing electricity prices. This paper extends the literature on Renewable Portfolio Standards by developing a multi-market model that integrates the various participants in the electricity market. The main focus of the model is on how the utility company reacts to RPS regulations. Specifically, the paper determines rules for how the utility determines the amount of renewable electricity to purchase and examines how the decisions vary when parameters, such as the regulated RPS and the fine structure change.

Following the introduction, the second section of the paper lays out the basic assumptions of the model and introduces the role and goals of the different market participants. The third section develops the model and calculates the profit maximizing condition for the utility. Next, the paper examines how changes in various parameters impact the amount of renewable electricity the utilities purchase. The paper concludes by summarizing the basic findings and analyzing their implications for the implementation of an RPS.
Methods
This paper integrates principles from economic theory and observations from the real world to develop a model of the electricity market with a Renewable Portfolio Standard. In addition, the paper uses comparative static analysis to evaluate how changes in legislation, electricity prices, and renewable production impact a utility’s decision to contract with renewable suppliers. 
Results
I find that an increase in the RPS requirement or in the noncompliance penalty induces the utility to increase its purchases of renewable electricity. On the other hand, increases in the price of renewables, the price of gas, and the minimum and maximum bounds on renewable production induces the utility to reduce its purchases of renewable electriricy. I also find that there is a lower bound on the size of the fine that is required to induce the utility to write contracts with renewable suppliers. 
Conclusions
The establishment of a Renewable Portfolio Standard creates a set of incentives for the participants in the electricity market. The incentives created need to be evaluated to ensure that an RPS will fufill its stated purpose. In addition, the separation of legislative and rate setting roles may yield inconsistencies and roadblocks to the successful implementation of an RPS. 

































