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Canadian Situation

� Energy use by source
� Petroleum 39%

� Natural Gas 28%
� Coal 13%

� Hydro 11%
� Biomass 6%

� Nuclear 3%



Renewables

� Hydro 68 %
� Biomass 28%
� Wind 2%



Outline

� Why governments get involved in 
renewable energy systems

� Importance of policy consistency
� Ontario, Canada example
� Concluding remarks



Government and Renewables

� Individuals primarily seek after personal 
welfare and firms primarily seek profits.

� Governments seek to improve social 
welfare

� Get involved when markets fail and they believe 
they can improve social welfare.

� Market signals do not allow for optimal consumption 
and/or production of a good.

� In this case, renewable energy

� Do this by developing policies that affect the 
behaviour of individuals and firms



Government Tools

� Taxes
� Subsidies
� Regulations
� Feed-in tariffs
� Low cost loans
� Information



Market Development

� End game should be the development of a 
market without government
� Infant industries “grow up”
� Knowledgeable consumers make optimal energy 

choices that merge with what is best for society
� Firms respond to market signals from consumers.
� Economics is about behaviour not money

� But money can influence behaviour



Policy Consistency

� First must understand how people and 
firms make choices.
� Based on what makes them better off 

constrained by budgets, laws, social norms, 
etc.

� When a government policy is involved in a 
decision, part of the decision is the 
government’s record on maintaining their 
policies.



Policy Consistency

� Example:Bank loans for projects where 
government policy will affect affordability or 
profitability

� More difficult in unstable policy environment

� Unstable policy worse than no policy (Mallon 
2006)

� Advocacy groups consistently point out the 
need for policy consistency



Should policies ever change?

� Policies must be flexible to new 
technology, changing markets and so on 
but…

� What must be avoided are frequent and 
unpredictable policy changes that disrupt 
markets and discourage investment.



Ontario, Canada

� Green Energy Act of 2009
� First province to introduce FIT
� Rates considered generous 

� 80.2 cents CDN per kWh for solar

� 13.5 cents CDN per kWh for wind

� Domestic content requirements were 
expected to create 55,000 new jobs. 



Ontario, Canada

� 16,000 applications for solar with 80% being for 
small ground, less expensive ground systems.

� Government responded by decreasing subsidy 
to 58.8 cents CDN for ground systems after 
inventory had already been ordered, staff hired 
and trained etc.

� February 2011 government cancelled offshore 
wind power projects.
� A lawsuit has followed



Ontario, Canada

� Reaction has been mixed
� Those concerned with higher energy costs 

and who disliked wind turbines are happy
� Supporters of renewable energy say the 

government can not be trusted and investor 
confidence is shaken and there will be much 
less uptake on future programs



Summary and Conclusions

� Governments want to influence behaviour
� Renewable energy supporters want long 

term stable polices to minimize uncertainty
� A key element in achieving both of these is 

sufficient research to get the policy right in 
the first place.
� This must be balanced against timely 

implementation of policy.



Summary and Conclusions

� How important can these policy decisions 
be for governments?
� Decided Ontario election?




