


We will calibrate demand in the main 
function to allow for different elasticities



We have three consumer types

We have new options: tariffs, elasticities, 
and sensitive share (alpha)



This part calibrates the demand for each 
segment of consumers



There is a new index (consumers)

Demand is the combination of two types



Gross surplus only includes sensitive part



I calculate the weighted price of insensitive 
consumers to understand how much they 
should pay as a tariff to cover their wholesale 
market costs.



If we charge consumers the average price under 
ideal conditions but consumers are not sensitive, 
then the true cost is higher! We need to change 
the tariffs.

Average price if consumers are sensitive



Unresponsive demand leads to inefficient 
investment



This function ensures that we charge 
consumers their weighted average price 
(avg_customer_cost).



Equilibrium final prices need to be higher, 
indeed, very similar to first guess as 
consumers are not very elastic, although it 
already impacts investment effects a bit.



This code can help you see how to compute 
alternative “counterfactuals” using your 
model and storing them into a data frame for 
further exploration later



The dataframe stores the 
relevant policy outcomes 
that I decided to focus on 
along the relevant margins I 
decided to change (here 
alpha, elasticity, and the 
carbon tax)



Investment in wind is increasing in the share 
of sensitive consumers.

When there is a carbon tax, more sensitive 
consumers help support more renewable 
power (holding the tax fixed!)



When there is a carbon tax, more sensitive 
consumers help reduce gas investment.



When there is no carbon tax, more sensitive 
consumers tend to reduce the need for 
thermal investment, although this is not 
guaranteed, it is what models tend to find 
(Thm 4 in Borenstein and Holland, 2005).
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