DISSERTATION

ESSAYS ON BITCOIN MINING AND RENEWABLE ENERGY: EXPLORING
SUSTAINABILITY AND PROFITABILITY

Submitted by
Simon Poltak Hamonangan Hutabarat

Department of Economics

In partial fulfillment of the requirements
For the Degree of Doctor of Philosophy
Colorado State University
Fort Collins, Colorado

Summer 2023

Doctoral Committee:
Advisor: Terrence Iverson

Anders Fremstad
Martin Shields
Jesse Burkhardt



Copyright by Simon Poltak Hamonangan Hutabarat 2023
All Rights Reserved



ABSTRACT

ESSAYS ON BITCOIN MINING AND RENEWABLE ENERGY: EXPLORING
SUSTAINABILITY AND PROFITABILITY

This Ph.D. dissertation comprises three interlinked studies exploring the intersection
of renewable energy economics and cryptocurrency mining, focusing on Bitcoin. Using
data from the California Independent Service Operator (CAISO) and a case study from
East Indonesia, this research aims to inform energy and financial policies for a sustainable
future. The first chapter, "Harnessing Renewable Energy for Cryptocurrency Mining: An
Analysis of Locational Marginal Prices in California," looks into the potential of Bitcoin
mining to utilize the surplus renewable energy produced during daylight hours when
demand is relatively low. It considers whether the Locational Marginal Prices (LMPs)
are systematically lower in areas rich in renewable energy resources, presenting an op-
portunity for strategic Bitcoin mining operations. The second chapter, "Assessing the
Impact of Bitcoin Prices on Optimal Mining Hours: Implications for Renewable Energy
Development," explores the profitability dynamics of Bitcoin mining. The study discusses
the influence of Bitcoin prices and electricity costs on mining operations’ profitability,
including the ideal hours of operation. The findings suggest that for Bitcoin to be "green"
and reduce carbon emissions, the Bitcoin price must be significantly lower than historical
averages. The final chapter, "Exploring the Effects of Production Tax Credits on Renewable
Energy Development: A Computable General Equilibrium Approach in East Indonesia,"
evaluates the potential impact of production tax credits (PTCs) on Indonesia’s renewable
energy industry. This study provides a quantitative assessment of the economic impli-
cations of a PTC, contributing to the ongoing debate on incentivizing renewable energy

development. Together, these chapters offer insights into the potential of cryptocurrency

il



mining to harness renewable energy, the factors affecting the profitability of Bitcoin mining,
and the impact of tax incentives on renewable energy development. These findings could
guide policymakers and stakeholders in making informed decisions for a sustainable and

profitable future.
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Chapter 1
Harnessing Renewable Energy for Cryptocurrency
Mining: An Analysis of Locational Marginal

Prices in California

1.1 Introduction

Bitcoin mining has become a major industry in recent years, with an estimated 4
million active miners worldwide. However, the process of verifying transactions on the
blockchain network requires a significant amount of computational power, leading to a
corresponding increase in energy consumption. In fact, it has been estimated that Bitcoin
mining consumes more energy than entire countries such as Argentina' or Sweden. It has
led to concerns about the environmental impact of Bitcoin mining, particularly given the
global push towards renewable energy sources to combat climate change.

In this context, the argument that Bitcoin may contribute to reducing carbon dioxide
emissions through its complementary relationship with renewable energy is intriguing
and potentially significant. By taking advantage of off-peak renewable electricity, Bitcoin
mining could lessen the need for fossil fuel-based power generation during peak demand
hours, ultimately decreasing carbon emissions.

Energy usage from Bitcoin mining has exploded in recent years, reaching almost one
percent of global electricity demand in 2021. Despite the large energy usage, Jack Dorsey,

Elon Musk, and others have argued that Bitcoin may actually serve to lower carbon dioxide

! Argentina’s economic challenges, including high inflation rates and capital controls, have led to a surge in
cryptocurrency mining. The country’s low electricity costs, driven by residential subsidies and a favorable
exchange rate, have attracted miners seeking profitability. This trend gains significance in light of China’s
recent ban on cryptocurrency mining, which has prompted miners to explore alternative locations such as
Argentina.



emissions. The argument stems from the assumption that Bitcoin is complementary to
renewable energy. In particular, because Bitcoin only requires short bursts of continuous
energy to compete in the rolling sequence of 10-minute tournaments, it can, in principle,
take advantage of off-peak renewable electricity in a way that conventional economic
activities cannot.

Research questions. The research questions addressed in this paper are:

RQ1. What are the cheapest Locational Marginal Prices (LMPs) per hour based on
California Independent Service Operator data? Because Bitcoin doesn’t need continuous
electricity, just a ten-minute spurt of electricity, the nature of renewable energy is that its
supply is intermittent, meaning that it comes in spurts. For most economic activities, this is
a disadvantage, but not for Bitcoin mining. Because much renewable energy comes during
the day with limited use, the spot price of electricity is low and could be productively used
to mine Bitcoin;

RQ2. Is there evidence that LMPs are systematically lower in the vicinity of renewables?
Considering this question, I am interested in more than average daily prices. I also want
to consider the extent to which prospective Bitcoin miners can benefit from selectively
running mining operations during select portions of the day.

This research has important implications for understanding the potential role of Bitcoin
mining in the transition toward a more sustainable energy system. By shedding light on
the relationship between Bitcoin mining and renewable energy, I hope to contribute to the
broader conversation around sustainable energy solutions and inform policy decisions
related to energy and environmental sustainability.

To assess the plausibility of this claim, this chapter uses data on real-time electricity
pricing from the CAISO electricity grid. Specifically, prospective Bitcoin miners may benefit
from deliberately locating in the vicinity of renewable energy facilities to access cheaper
electricity prices. By analyzing Locational Marginal Prices (LMPs) based on CAISO data

from 2018-2020, I investigate whether there is evidence that LMPs are systematically lower



in the vicinity of renewables. In doing so, I look beyond average daily prices and consider
the cheapest hours of the day by facility and by generation type.

Analyzing the hourly dynamics of Locational Marginal Prices (LMPs) provides valuable
insights into the intricate dynamics of electricity pricing. By examining the variations in
LMPs throughout a 24-hour observation period, I can uncover patterns and trends that
shed light on the factors driving pricing fluctuations. In this analysis, I focused on the
contributions of different power sources, including biogas/biomass, coal, geothermal,
natural gas, sun, uranium, water, and wind, to LMPs during specific hours. My findings
highlight the importance of renewable energy sources such as wind, sun, geothermal,
and water in driving down prices, particularly during the early hours of the day. These
insights can inform strategic decision-making for collocating Bitcoin mining operations
near renewable energy sources, optimizing energy efficiency, and reducing operational
expenses.

This paper has five sections. In the next section, I will describe the theoretical founda-
tion of the economics of LMPs. In section 1.3, I will summarize the statistics of CAISO
datasets from 2018 to 2020 and build the econometric models. Then, I will present and
interpret the results in section 1.4. Finally, Section 1.5 is the conclusion based on the results

found in section 1.4.

1.2 Previous studies

Several studies looked at the role of the analysis of electricity prices to analyze energy
economics issues. For example, Fell et al. (2021) revealed that by using only wind data
for regression from the SPP RTO along with the emission data (CO2, NO2), they are able
to quantify the effect of decarbonization using renewable energy. Burkhardt et al. (2019)
conducted the experimental field evidence on the effects of information and pricing on
residential electricity conservation using datasets from ERCOT, 200 million, similar to

CAISO.



Furthermore, the issues of negative wholesale electricity prices have been associated
with oversupply, which is the marginal generator would prefer to pay the price rather
than reduce its output. Seel et al. (2021) studied that in 2020, negative real-time hourly
wholesale prices occurred in about 4 % of all hours and wholesale market nodes (out of >
50,000 nodes) across the United States. Regional clusters have emerged, for example, in the
wind-rich central plains, where production tax incentives delay wind energy curtailment
even as prices turn negative. Negative prices can occur at individual pricing nodes or
clusters of nodes when transmission capacity is insufficient to export electricity to demand
centers or widespread across an entire market.

In addition, according to Papageorgiou et al. (2021), the storage device could buy power
at night and sell it during the day. That is due to providing energy, ancillary services, and
capacity in regions with a lot of wind generation at night. Depending on the technology,
this price arbitrage process can occur several times during the day. Also, it can release
energy for short or long periods, store it for multiple days, and release it gradually when
prices are high.

Antweiler (2021) finds that system operators have adopted curtailment protocols with-
out a market mechanism to prevent oversupply. When intermittent power producers
receive fixed feed-in-tariffs (FIT), they will continue to bid into the market just above the
negative value of the FIT and still make a profit.

The science journal (German Day-Ahead Energy Market, 2018) ? explains how the
negative prices come up in the first place. Figure 1.1a shows that Power producers bid
certain amounts of power for a specific price, while buyers lodge into the order book how
much power they are willing to buy at a given price. That is done by noon for all hours
of the following day. On the other hand, Figure 1.1b shows that negative power prices
on the electricity exchange occur when a high and inflexible power generation appears

simultaneously with low electricity demand. Power producers offer their electricity for

Retrieved from https:/ /www.cleanenergywire.org/ factsheets /why-power-prices-turn-negative



et oyl

i 122 by it
Nhihhluldu-ﬂ F"": i
supply
Tufwe
=
g
>
e
5
£
Electricity in MwWh /b
(@
Price in
Euro/MWh
10 buy X Bied 1o walll X MW for
3:'::::1 higheat price X (o8
highest peice X | g fired power plant)
N[y Power Pawer
supply
koo T turve
T
o | Electricity in
MWh/h
Bid 1o sell foury st same
(lowest] price X
= Market clearing price

Figure 1.1: The supply and demand curve in the energy market (Source: German Day-Ahead
Energy Market, 2018)

negative prices on the exchange, particularly in hours of (predictable) high renewable
power supply (lots of wind and sun).

This paper will contribute to the literature as follows. First, the effect of negative LMPs
would be significant to the cryptocurrency miners whether they decide to benefit from
the renewable energy colocation. Second, there are possibilities to stay mining during a
particular time of the day when renewables, like wind and solar power, can be utilized for

cryptocurrency mining.



1.3 Empirical evidence

In this section, I analyze a comprehensive dataset obtained from the California Inde-
pendent Service Operator (CAISO) and the US Energy Information Administration (EIA).
My focus is on examining the California region’s Locational Marginal Prices (LMP) from
2018 to 2020. The dataset encompasses key variables such as hour, LMP, and category,
which respectively represent the generator ID, electricity prices throughout the day, and
the energy source of power plants.

Initially, the dataset consisted of 27,079,105 observations. However, I refined it to
cover the time frame from January 1, 2018, to December 31, 2020, resulting in 27,078,020
observations that are now ready for analysis. Table 1.1 comprehensively overviews the

dataset’s construction and highlights the data sources involved.

Table 1.1: Construction of the datasets

Procedures Remaining Amount of Data Notes
Original datasets 27,079,105 Retrieving from the CAISO website
Reduction due to the 2017 exclusion 27,078,020 Cleanup for only 2018-2020 datasets
Nighttime Solar observation removal 26,489,618 Drop the Solar observation from 6 AM to 6 PM

Source: Author’s Calculation

It is important to note that my analysis solely focuses on CAISO data and does not
incorporate transmissions from other operators. The code follows CAISO’s established
methodology to ensure consistency and adherence to industry standards. In the subsequent
section, I present summary statistics that reveal insights into the average n-cheapest hours
of LMPs for eight specific power sources of interest.

The CAISO data provides hourly LMP data for different nodes/generators within a day.
The key variables in the dataset are node or Generator ID (the generator ID corresponds
to the power plant), year (the year of observation, i.e., 2018 to 2020), month (the month
of observation, coded as 1 for January to 12 for December), day (the day of observation,

coded as 1 to 31, 1 to 30, 1 to 28, or 29), hour (hourly data ranging from 1 to 24), LMP



(the Locational Marginal Price in $/MWh), and category or Resource ID (8 power sources
observed: wind, sun, biogas/biomass, uranium, natural gas, coal, geothermal, and water).
The Locational Marginal Price (LMP) is a measure that represents the electricity price at
different locations and times within a given month and year. It is calculated by considering
several factors: the marginal cost of energy (MCE), the marginal congestion cost (MCC),
and the marginal cost loss (MCL).

The MCE reflects the cost of generating an additional unit of electricity at a specific
location and time. The MCC accounts for the additional cost incurred due to congestion in
the transmission system, which occurs when the electricity demand exceeds the available
transmission capacity. The MCL represents the cost associated with electrical losses during
electricity transmission.

To determine the LMP, I subtract the MCL from the sum of the MCE and MCC. This
subtraction is necessary to account for the costs associated with electrical losses and
congestion, subtracted from the overall value to obtain the final LMP.

It’s important to note that while the MCL can sometimes be negative, the LMP itself is
not necessarily negative. The LMP can take positive, negative, or zero values depending
on supply and demand conditions, generation costs, and transmission constraints. The
LMP values provide information about real-time electricity pricing at specific locations,
facilitating efficient market operations and grid management.

However, it is worth noting that approximately 20% of the nodes exhibit a situation
where multiple power plants are connected to them. In simpler terms, these nodes receive
electricity from various sources, benefitting from a diverse power generation network.
Instead of relying on a single power plant, these locations draw electricity from multiple
sources, contributing to a reliable and stable electricity supply. Understanding this phe-
nomenon offers valuable insights into the collaborative efforts of various energy sources

in meeting the energy demands of these nodes.



For instance, let’s consider a scenario where a node is connected to a gas-fired and solar
power plant. These two plants generate electricity from different resources, resulting in
distinct pricing dynamics for each plant at that specific node. As a result, the market reflects
different prices for the electricity produced by each plant. It is important to understand
that overnight prices for nodes near solar plants are not a mistake or anomaly.

During nighttime periods when solar plants are not actively generating electricity, the
listed price at that node represents the compensation the gas-fired power plant would
receive for its electricity production. Conversely, when the solar plant can generate
electricity during daylight hours, the listed price corresponds to the value it would receive
for its output. This differentiation in prices allows for a fair and accurate representation of
the contribution of each power plant to the electricity market at that node.

Moreover, this pricing mechanism has implications for load-serving entities procuring
node power. If a load-serving entity purchases electricity from the gas-fired power plant
at that node, it will pay the listed price associated with the gas generator’s electricity
production. On the other hand, if they procure electricity from the solar plant, they would
pay the listed price associated with that specific plant.

Overall, this explanation demonstrates how the presence of multiple power plants
connected to a single node introduces variations in the pricing and reflects the diverse mix
of energy sources involved in supplying electricity to that location. By accurately assigning
prices based on the specific plant’s electricity production, the market ensures fairness and
transparency in the compensation and procurement processes. These insights shed light
on the complex dynamics of my electricity supply system, showcasing the collaborative
efforts of different energy sources in meeting my energy needs efficiently and sustainably.

One issue that arose in the data is that there were several instances of nighttime prices
for solar. Since these must reflect non-solar generation, I decided to drop these observations
throughout. That doesn’t completely eliminate the concern about imprecisely identifying

the resource at each location, but it at least goes part of the way toward doing so. Table 1.2



highlights the pricing implications for load-serving entities procuring power from nodes

with multiple power sources.

Table 1.2: Power Plant and Generated Electricity Source for Nodes with Multiple Power

Power Plant code name Generated Electricity Source Notes
COGNTNL_7_B1 Coal, Biogas/Biomass Depending on the source, entities will pa
CPCSTCN_7_B1 Coal, Biogas/Biomass p & 4 pay

the listed price associated with the respec-

LASSEN_6_NO003 Natural Gas, Biogas/Biomass tive generator, whether it be gas-fired or
ﬁ}rSPS égg—g—gggi gg:fﬁ;;? /V]?Yi?)trerfass coal-fired, reflecting the diverse pricing dy-
SCLARA__6__N008 Natural Gas, Biogas/Biomass, Water namics within the market.

Source: Author’s Calculation

In the context of CAISO datasets, "resource ID" refers to a unique identifier assigned
to individual power generation resources or energy storage systems participating in the
electricity market. This identifier helps in tracking and distinguishing different resources
within the dataset.

LMPs (Locational Marginal Prices) are wholesale electricity prices at specific locations
within the power grid. They represent the cost of producing one additional unit of electric-
ity at a particular location and time. LMPs are determined through market mechanisms
such as auctions and reflect the supply and demand conditions in real-time or day-ahead
markets.

Each resource participating in the market is assigned a resource ID to determine LMPs
in the CAISO datasets. This ID allows CAISO to track and attribute the generation or
consumption of electricity to specific resources. By associating the LMP values with
resource IDs, CAISO can provide detailed information about pricing at different locations
and analyze the performance of individual resources in the electricity market.

It is also important to note that the variable LMP from the corresponding category, such
as sun, wind, etc., is likely derived from the vicinity of each node. For example, all the

LMP data for hours (n =1, ..., 24) from wind or solar generators are explicitly generated



from the associated generators. Therefore, there is no electricity spillover from different

power sources that "leak" into one another.

1.3.1 Summary statistics of nodes

This section summarizes the statistics for each node or category within the CAISO
datasets for 2018-2020, focusing on California. One key aspect of interest is the distribution
of energy sources used for power generation in the state.

Table 1.3 highlights the number of observed nodes within the CAISO datasets during

this timeframe.

Table 1.3: Summary Statistics of the Nodes

Category Total Observed Nodes/Hours | Total Unique Power Plant | % of Total Nodes
Natural Gas 7,074,829 282 26.71%
Sun 6,465,547 265 24.41%
Water 6,097,645 208 23.02%
Biogas/Biomass 2,769,718 105 10.46%
Wind 3,058,469 83 11.55%
Geothermal 698,949 26 2.64%
Coal 224,405 6 0.85%
Uranium 100,056 4 0.38%

Source: Author’s Calculation

Analyzing the percentages associated with each energy source reveals valuable insights
specific to California. Natural Gas is the most prevalent energy source, accounting for
26.71% of the total nodes. This high percentage can be attributed to several factors. Firstly,
Natural Gas is a relatively affordable and abundant fossil fuel, making it a popular choice
for power generation. Additionally, Natural Gas power plants offer flexibility in ramping
up and down their generation capacity, making them well-suited for meeting fluctuating
energy demands. The environmental impact of Natural Gas compared to other fossil fuels
is also relatively lower, contributing to its widespread usage in California.

Renewable energy sources have also gained significant prominence in California, with

sun (24.41%) and water (23.02%) accounting for substantial nodes. These percentages

10



highlight the state’s increasing adoption of solar and hydroelectric power. Solar power has
grown considerably due to technological advancements, decreasing costs, and favorable
environmental characteristics. Water-based energy generation, often through hydroelectric
power, has long been utilized in California due to its reliability and relatively low carbon
footprint.

Wind power represents 11.55% of the nodes in California, reflecting its significant
contribution to the state’s renewable energy mix. Wind turbines have become increasingly
efficient and cost-effective, making wind power an attractive option for sustainable elec-
tricity generation. Additionally, California’s favorable wind conditions in certain regions
have facilitated the growth of wind energy projects.

The remaining energy sources in California nodes include biogas/biomass (10.46%),
geothermal (2.64%), coal (0.85%), and uranium (0.38%). These percentages indicate varying
degrees of utilization within the state. biogas/biomass and geothermal energy sources are
considered more environmentally friendly than coal, aligning with California’s commit-
ment to cleaner energy alternatives. The minimal presence of coal and Uranium suggests
a limited role for these energy sources in California, possibly influenced by regulatory
constraints, public perception, and the focus on reducing greenhouse gas emissions.

Overall, the observed percentages provide insights into the energy mix within the
California nodes of the CAISO datasets. They highlight the dominance of Natural Gas,
the increasing adoption of renewable energy sources like sun, water, and wind, and the
relatively limited utilization of coal and nuclear power. These percentages align with
California’s efforts to transition towards cleaner and more sustainable energy generation

methods to mitigate climate change and reduce dependence on fossil fuels.

1.3.2 Summary of the n-th cheapest hours

Calculating the average n-cheapest Locational Marginal Prices (LMPs) of the day

involves sorting the LMPs in ascending order for all months and years of observation.

11



That allows for identifying the hours with the lowest LMPs on average over the entire
period.

For example, determining the cheapest 1-hour LMP for solar refers to the average LMP
during the specific day hour when solar nodes have the lowest LMP on average across
the entire observation period. Similarly, the cheapest 2 hours LMP represents the average
LMP for the two hours of the day with the lowest LMPs, specifically the hours that rank as
the 1st and 2nd cheapest on average.

The percentile values associated with these calculations provide additional insights into
the distribution of LMPs across the observed hours. Percentiles represent the percentage
of values below a certain threshold within a dataset. In this analysis, the percentiles help
understand the relative position of the n-cheapest hours to the overall distribution of
LMPs.

By examining the average LMPs for different hours of the day, this analysis allows
for the evaluation of the cost of electricity during specific periods. This information
is particularly relevant when considering the profitability of Bitcoin mining operations
utilizing renewable energy sources such as wind, solar, and natural gas.

The resulting data will be further refined within the node/generator, whether there
is a negative or non-positive LMP, indicating the power’s oversupply in the early hours,
such as the first two hours of the day. I will compare the 5th, 25th, 50th, 75th, and 95th
percentile of the cheapest two hours of the day. There might be a variation in the negative
prices during the early hours of power generation. The summary for the k-th percentile for
all the observed resources can be shown in Table 1.4 below.

Table 1.4 shows that the 5th percentile of average cheapest n =1, 2, 4, and 8 hours
of the day of all eight primary power sources are negative numbers. Renewables, like
wind energy, are the lowest electricity price of all power sources. The sun comes next,
although hydropower is the second cheapest electricity price in the lowest n = 2 hours. In

this observation, the non-renewables, like natural gas, considered 'clean,” ranked lower
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Table 1.4: The k-th percentile of average cheapest two, four, and 8 hours by node/category (2018-
2020)

Average Cheapest 1 Hour By Node ($/MWh)
po 5]

category mean P2 P50 pr5 o5
wind 771 -26.44 10 15.42 2162 31.89
sun 8.99 -16.85 147 10.1 2161 32.66
natural gas 11.88 -14.02 4.91 16.46 2264 33.68
uranium 14.41 8.3 7.95 16.92 22 65 3401
brogas/biomass 12.63 -13.48 1.35 17.31 23.32 3436
coal 12.57 -10.41 0.85 16.23 224 33.32
geothermal 1195 -15.78 6.25 16.46 2253 32.23
water 9.58 -18.13 0.92 16.97 231 33.73
Average Cheapest 2 Hours By Node ($/MWh)
category mean PO P25 po0 p7ro Po5
wind 9.62 -22.03 3.45 16.13 212 32.43
sun 10.87 -1449 431 15.98 2228 3331
natural gas 13.74 -10.52 7.8 17.31 23.39 447
uranium 15.65 £.2 10.0 17.65 2341 3466
brogas/biomass 14.39 -10.41 9.65 18.04 24 01 30.02
coal 1428 845 8.37 17.01 23.15 A2
geothermal 13.45 -13.95 8.32 17.28 23.08 33.03
water 11.92 -15.29 8.36 17.69 2371 A0
Average Cheapest 4 Hours By Node ($/MWh)
category mean po p25 po0 pro oS
wind 12.36 -16.43 7.38 17.33 2324 33.97
sun 13.58 -11.34 8.17 17.35 23.53 30.04
natural gas 16.3 £.64 11.25 18.09 2471 36.36
uranium 1764 -5.02 12.28 18.81 25.04 .47
brogas/blomass 16.87 £.32 12.26 19.22 2018 36.64
coal 16.56 4 81 11.32 18.26 24 45 30.78
geothermal 15.61 9.8 10.75 18.41 2413 3447
water 15.05 -10.24 11.25 18.86 248 36.01
Average Cheapest 8 Hours By Node ($/MWh)
category mean po p25 po0 p7o k]
wind 16.42 8.95 11.99 1924 2024 3.71
sun 1776 478 12.46 19.57 25.92 38.03
natural gas 19.92 -1.36 1461 2.7 27.02 30.25
uranium 2.77 049 15.18 20.93 27 34 3.6
biogas/biomass 2.3 127 15.23 2122 27 .36 3042
coal 19.89 0.48 14.48 20.47 2.7 38.79
geothermal 18.73 -3.33 13.72 20.28 26.09 37.16
water 18.9 -3.68 14.21 2.75 26.84 38.60

Source: Author’s Calculation

than coal.” Obviously, the longer the hours, such as 4 and 8 hours, the higher the electricity
prices, which indicates the more elevated the electricity cost. Also, as the LMPs go from p5
to p25, considerable differences exist in the wind and solar energy categories. The p25 from
the average cheapest 2 hours to 4 hours similarly shows the impact of higher electricity
prices for the same types (wind and solar) relative to other power sources. However, there

are a few differences from the average cheapest 4 hours to 8 hours. The higher percentile

*Natural gas is burning natural gas for energy results in fewer emissions of nearly all types of air pollutants
and carbon dioxide (CO2) than burning coal or petroleum products to produce an equal amount of energy
(eia.gov)
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(p50, p75, and p95) presents more positive LMP values with values that do not differ much
($1-$2 / MWh).

Moreover, comparing the distribution of LMPs for different power sources, specifically
wind, solar, and natural gas is valuable. Examining the p5, p10, p90, and p95 values
provides insights into the variability of LMPs across these sources.

Figure 1.2 illustrates the distribution of LMPs for each power source from 2018 to 2020,
considering all observations. It is important to note that the current presentation combines
multiple energy sources, which may lead to confusion. To address this, I will reconsider
how to present the data more clearly and effectively.

LMP Percentiles by Power Source Category - Bar Plot

Category
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Figure 1.2: 5%, 10t, 90, 95" Percentile and mean of the average cheapest electricity prices at n = 1,
..., 24 hours of the day for 2018 — 2020

Analyzing the p5 for the average cheapest n = 1,...,24 hours, I find that wind, solar,
water, and geothermal energy consistently exhibit the lowest LMPs. These renewable

sources often show negative LMPs from hour 1 (1 am) to hour 13 (1 pm). It indicates
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that during these hours, electricity generated from renewable sources tends to have lower
prices than other power sources. As mentioned earlier, this aligns with the intermittent
nature of renewable energy, where its supply comes in spurts.

In contrast, non-renewable sources such as coal, natural gas, uranium, and biogas/biomass
generally have average n-cheapest hour LMPs around the p90 and p95 values. These
sources exhibit positive values for most hours of the day, indicating that their electricity
prices are generally higher than those of renewable sources. This observation suggests that
mining Bitcoin during the n-cheapest hours using non-renewable sources may not be as
cost-effective as utilizing renewable sources during specific periods.

Establishing a clear relationship between the p5-p95 and p10-p90 values is essential.
The p5 and p95 percentiles capture the extreme ends of the LMP distribution for each
power source, indicating the lowest and highest prices, respectively. On the other hand,
the p10 and p90 percentiles provide insights into the LMP range that encompasses the
majority of observations for each source. That implies that 80% of the LMPs for a given
source fall within the range defined by p10 and p90.

Understanding these percentiles is crucial in comprehending the price dynamics of
different power sources throughout the day. By selectively running mining operations
during specific hours characterized by lower LMPs, prospective Bitcoin miners can benefit
from cost savings, especially when utilizing renewable energy sources that exhibit lower
LMPs during particular periods.

To provide a more precise and accurate illustration of the LMP distributions for each
power source, I will reconsider the presentation format in future iterations of this analysis.
That will allow readers to interpret better and comprehend the variations in LMPs across
different energy sources.

Further analysis of LMPs offers valuable insights into the dynamics of electricity pricing

within a power grid. In this regard, understanding the distribution of negative LMPs
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becomes particularly important as it highlights periods and energy sources associated

with lower pricing or potential cost-saving opportunities.

Percentage of Negative LMPs by Category and Hour
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Figure 1.3: Bar Graph for a fraction of nodes at n hours of the day (1n/24) for 2018-2020 for selected
power sources, i.e., wind, solar, coal, and natural gas

Figure 1.3 provides insightful observations regarding the distribution of negative LMPs
throughout the 24-hour operation. Notably, hour 13 (1 pm) emerged as a significant
timeframe characterized by a concentration of negative LMPs across all selected energy

sources. This concentration can be attributed to the dominance of solar energy, which
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accounted for the highest fraction of nodes experiencing negative LMPs, representing
15.13% of the observations.

Examining the distribution of negative LMPs from 8 am to 5 pm, I observed interesting
dynamics among different energy sources. Wind energy claimed the second-highest
fraction of negative LMPs, accounting for 14.62% of the nodes, followed closely by coal
(14.56%) and natural gas (14.49%). These findings indicate the collective impact of various
energy sources on the occurrence of negative LMPs during daytime operations.

Delving deeper into wind energy, I noticed distinct patterns in its distribution of
negative LMPs at specific hours. Hours 4 am, 6 am, 7 am, 10 am, 11 am, and 12 am
(midnight) I demonstrated a dominant presence of negative LMPs for wind energy. These
observations highlight unique factors influencing wind energy pricing dynamics during
these hours.

The following section will provide the significance of the colocation for miners to
get economic benefits during their ‘mining proximity” to the particular power generator

location.

1.3.3 Colocation

In this section, I explore the empirical models investigating the possibility of Bitcoin
mining. To narrow my analysis, I focus on a specific period of interest in 2019, utilizing
preliminary calculations based on Table 1.4. This period reveals a significant disparity in
Locational Marginal Prices (LMPs) among wind generators, solar power, and natural gas
sources. I aim to identify potential colocation opportunities within this range by examining
the average cheapest hours of wind energy generation.

To initiate my analysis, I collect samples for wind power plants with average durations
of 1 and 2 hours, as computed in the previous section. By sorting the datasets from

the lowest to the highest LMP values, I identify 23 precise plant locations for further
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investigation. Table 1.5 presents the sorted list of power plant names, providing insights

into their respective LMP rankings.

Table 1.5: The average negative LMPs (in $/MWh) of 1 and 2 hours Colocating near the Wind
Facilities in California, 2019

Average Cheapest 1 Hour Co-Location

plant name LMP
San Gorgonio Farms Wind Farm -21.56
Painted Hills Wind Park -21.55
Karen Avenue Wind Farm -21.55
Mountain View 1&2 -21.54
Mojave 18 -21.54
Mountain View |V -21.54
Garnet Wind Energy Center -21.93
San Gorgonio Westwinds Il LLC -21.53
Cabazon Wind Partners -21.48
GPS Cabazon Wind LLC -21.47
Difwind Farms Ltd | -20.66
Wintec Energy Ltd -20.66
Edom Hills Project 1 LLC -20.34
Altech Il -19.79
Difwind Farms Ltd V -19.79
Green Power | -19.79
East Winds Project -19.79
Dutch Wind Energy -19.79
Difwind Farms Ltd VI -19.79
Windpark Unlimited 1 -19.79
Mesa Wind Power Corp -13.47
Ridgetop -2.66
Difwind Farms Ltd |l -1.48

Average Cheapest 2 Hour Co-Location

plant_name LMP
San Gorgonio Farms Wind Farm -16.03
Painted Hills Wind Park -16.02
Karen Avenue Wind Farm -16.02
Mountain View &2 -16.01
Mojave 18 -16.01
Mountain View |V -16.01
Garnet Wind Energy Center -16.0
San Gorgonio Westwinds II LLC -16.0
Cabazon Wind Partners -15.95
GPS Cabazon Wind LLC -15.94
Difwind Farms Ltd | -15.25
Wintec Energy Ltd -15.25
Edom Hills Project 1 LLC -14.93
Difwind Farms Ltd VI -14.51
Dutch Wind Energy -14.51
East Winds Project -14 51
Green Power | -14.51
Altech Il -14 51
Difwind Farms Ltd V -14.51
Windpark Unlimited 1 -14.51
Mesa Wind Power Corp -8.94

Source: Author’s Calculation
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Shifting my focus to Table 1.6, I find a comprehensive summary of California’s top 5
wind power plants based on my prior refinement process. These plants are characterized
by their capacity, city/town location, and official names. While Bitcoin mining activities
are limited within these wind generator facilities, it is noteworthy that in 2019, Plouton
Mining* secured $1 million in funding for a proposed sustainable, solar-powered Bitcoin

mining complex in California.

Table 1.6: Summary of top 5 wind power plants with negative LMPs in California, 2019

No. | Official Plant Name Capacity City/Town

1 | San Gorgonio Farms 28 MW San Gorgonio Pass

2 | Painted Hills Repower 39 MW Riverside

3 | Karen Avenue (San Gor- 3 MW San Gorgonio Pass
gonio Farms)

4 | Mountain View Power 22.2 MW Riverside
Partners II

5 | Mojave 16-17-18 84.75 MW Kern

Source: Author’s Calculation

Having explored the specific wind power plant locations and their associated LMPs, I
now transition to the subsequent section. I will analyze empirical modeling techniques
to investigate the feasibility and underlying factors influencing Bitcoin mining in the
following part. I aim to uncover key variables contributing to successful Bitcoin mining

operations through regression analysis and hypothesis testing.

1.4 Empirical models of the possibility Of Bitcoin mining
In this section, I will explore empirical models to examine the possibility of Bitcoin

mining and its underlying factors. Through regression analysis and hypothesis testing,

I aim to uncover the relationships between key variables and the feasibility of Bitcoin

mining. By employing statistical techniques, I can gain valuable insights into the factors

“See https:/ /cryptoslate.com /mojave-desert-fertile-ground-america-largest-solar-bitcoin-mining-farm /
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that contribute to the likelihood of successful Bitcoin mining operations. This analysis
provides a foundation for understanding the practical aspects of Bitcoin mining and its

associated variables.

1.4.1 Hypothesis

This section is dedicated to examining the impact of renewable energy generation on
Locational Marginal Prices (LMPs) through hypothesis testing. Renewable energy sources,
including solar, wind, and hydropower, are pivotal in transitioning to a cleaner and more
sustainable energy system. However, the intermittency inherent in renewable generation
and the presence of bitcoin mining facilities near renewable installations present unique
challenges to electricity market pricing dynamics. In this context, this analysis investigates
whether renewable energy sources exhibit significantly different LMPs than non-renewable
sources.

The hypothesis is formulated for hypothesis testing to accomplish this goal:

HO: There is no significant difference in the av- Ha: The average LMPs per hour are systemat-
erage Locational Marginal Prices (LMPs) per ically lower in the vicinity of renewables com-
hour between renewable and non-renewable en- pared to non-renewable energy sources in Cali-

ergy sources in California. fornia.

The null hypothesis (H0) posits no substantial variation in the average LMPs per hour
between renewable and non-renewable energy sources in California. That implies that the
presence of renewable energy sources does not significantly impact the pricing dynamics
of LMPs compared to non-renewable sources within the California energy market.

On the other hand, the alternative hypothesis (Ha) suggests that the average LMPs per
hour are systematically lower in the vicinity of renewables compared to non-renewable
energy sources in California. If the data support the alternative hypothesis, it would
indicate that integrating renewable energy sources in California contributes to lower

electricity prices, specifically to LMPs, compared to non-renewable sources.
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By conducting rigorous empirical analysis to test these hypotheses using California
Independent Service Operator data, this study aims to provide evidence regarding the
relationship between renewable and non-renewable energy sources and their impact
on LMPs in California. The results will offer valuable insights to policymakers, market
participants, and stakeholders in shaping energy policies and making investment decisions
within the California energy market.

Understanding whether LMPs are systematically lower in the vicinity of renewables in
California is crucial for evaluating the economic viability and advantages of renewable
energy integration and promoting a sustainable and environmentally friendly energy
transition in the state. By examining the pricing dynamics of renewable and non-renewable
sources, specifically in the context of California, this study aims to contribute to the
knowledge base necessary for informed decision-making and effective energy planning in

the state’s evolving energy landscape.

1.4.2 Econometrics analysis and results

This section investigates the hourly effect on the Locational Marginal Price (LMP)
through econometric analysis. By analyzing the CAISO datasets, I aim to understand the
dynamics of electricity pricing and the influence of different power sources across various
hours of the day. The LMP is a crucial indicator of the economic value of electricity at
specific locations and plays a significant role in shaping energy market outcomes. Under-
standing the hourly variations in LMPs is essential for assessing the impact of renewable
energy integration, addressing intermittency issues, and exploring the possibilities of
collocating bitcoin mining facilities near renewable generation sites.

The strategy for the econometrics model employed in this analysis builds upon the
extension of Panhans et al. (2017), which explores the effects of variations in electricity
costs on environmental policy choices. I will leverage this framework to examine how

power sources and their associated costs contribute to LMP fluctuations. Additionally, I
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will investigate the interaction between hours of operation and the variable of interest for
each power source. This approach allows us to assess whether specific hours significantly
impact LMPs, providing insights into renewable energy facilities” optimal utilization and
collocation.

To accomplish this, I will employ a simple econometrics model that accounts for the
24-hour effect of each power source on the LMP. The model captures the interaction
between power source categories, such as biogas/biomass, coal, geothermal, natural gas,
sun, uranium, water, and wind, and the corresponding hours of the day. This approach
enables us to quantify the hourly variation in LMPs attributable to different power sources,
shedding light on the economic implications of renewable energy generation and its

integration into the electricity market. The econometrics model is defined as follows:

8 24

LMP = Z Z Brn X category, x hour, + ¢ (1.1)

k=1 n=1

where,

LMP : Locational Marginal Prices
hour :n € {1,...,24}
category : Eight power sources of interest:

k = {Wind, Sun, Natural Gas, Uranium, Coal, Biogas/Biomass, Geothermal, Water}

Equation 1.1 represents a multiple regression model that aims to explain the Locational
Marginal Prices (LMPs) based on the interaction between different power source categories

and the hourly effect. The equation consists of several components:

1. The terms category, and hour, denote the categorical variables for a power source
category and hourly effect. The equation includes eight power source categories:
biogas/biomass, coal, geothermal, natural gas, sun, uranium, water, and wind.

Additionally, it considers 24 hours daily to account for the hourly variations in LMPs.
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2. The interaction term, category, x hour,, captures the combined effect of the power
source category and the specific hour on the LMPs. This term allows for analyzing

how different power sources and hours influence the prices.

3. Lastly, € represents the error term, which accounts for unexplained variability in the

LMPs that the other variables in the model cannot capture.

By estimating the coefficients (category, , hour,) in this econometrics equation, I can assess
the impact of power source categories and hourly effects on the LMPs. The coefficients pro-
vide insights into how different power sources and hours contribute to price fluctuations
and help understand the economic dynamics of renewable and non-renewable energy

sources.

1.4.2.1 Hourly effect on LMP

In this section, I delve into the hourly effect on Locational Marginal Prices (LMPs) to
uncover the intricate dynamics of electricity pricing across various power sources. My anal-
ysis focuses on the variations in LMPs throughout a 24-hour observation period, seeking to
unveil patterns and trends illuminating the factors driving pricing fluctuations. To accom-
plish this, I consider a comprehensive set of power sources, including biogas/biomass, coal,
geothermal, natural gas, sun, uranium, water, and wind. By exploring the contributions
of these sources to LMPs over specific hours, I can gain valuable insights into the hourly
dynamics of electricity pricing.

To understand the hourly effect on Locational Marginal Prices (LMPs), I conducted a
detailed analysis in Figure 1.4 visualizing the findings. This will provide a comprehensive
overview of the regression results, categorizing power sources into eight distinct categories,
offering valuable insights into their specific dynamics, and revealing intriguing patterns in
LMP fluctuations throughout the 24-hour observation period.

Figure 1.4 visually illustrates the continuous movement of prices throughout the day;,

showcasing the interconnectedness of the market and the impact of different power
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Figure 1.4: The coefficient plots for the eight power sources

sources on LMPs. This visualization effectively represents the dynamic nature of LMPs,
highlighting the varying contributions of various power sources.

My analysis indicates that solar power (Sun) consistently exhibits the lowest average
LMPs across the observed hours, underscoring its cost-effectiveness. However, it is crucial
to note that solar power observations are unavailable for hour 0 (midnight), hour 6 (6 am),
and hour 18 (6 pm). This absence stems from the inherent characteristics of solar power
generation, as it relies on sunlight for operation, rendering it inactive during nighttime
hours. Consequently, I excluded these hours from my analysis.

Further examination of solar power LMPs from hours 7 to 17 reveals that they remain
relatively low on average. However, it is worth mentioning that these LMPs are slightly
higher compared to wind energy. This finding suggests that while solar power remains
cost-effective during these hours, wind energy has the potential to offer even lower LMPs,

positioning it as a more economically advantageous renewable energy source within
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this time frame. The disparity in LMPs between solar and wind energy underscores the
significance of considering different renewable energy options and their respective cost
profiles to optimize Bitcoin mining operations effectively.

Analyzing the contributions to the lowest LMPs during specific time intervals reveals
intriguing patterns. In the early hours (from 1 am to 7 am), Geothermal, Water, and
Wind power sources consistently play a significant role in driving down prices. These
renewable sources contribute to the lowest LMPs during this period. However, their
impact diminishes after hour 15 (3 pm) due to the increasing influence of non-renewable
sources during the ramp-up process, signifying a shift in power generation dynamics as
the day progresses.

In summary, my analysis highlights the consistent cost-effectiveness of solar power,
which exhibits the lowest average LMPs across the observed hours. The exclusion of solar
observations during nighttime hours aligns with its dependence on daylight conditions
for an effective generation. It focusing the analysis on hours 7 to 17 shows that solar power
maintains relatively low average LMPs, albeit slightly higher than wind energy.

The regression results provide valuable insights into the hourly variations in LMPs
across different power sources. Solar power maintains the lowest average LMP despite
its absence during nighttime hours. Additionally, the contributions of renewables such
as geothermal, water, and wind to the lowest LMPs during the early hours highlight the
significance of these sustainable sources in the overall energy mix. As I extend the analysis
from hour 12 (noon) to hour 15 (3 pm), it becomes essential to consider the changing
dynamics of power generation and the increasing role of non-renewable sources during
the ramp-up process. These insights can guide strategic decision-making for optimizing
Bitcoin mining operations and promote the integration of renewable energy sources to
ensure sustainable and cost-effective practices.

In addition to the regression results, the residual plots play a crucial role in assessing

the adequacy of the regression model and the normality assumption of residuals, which is
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essential for reliable statistical inferences. I conducted a regression analysis using the LMP
data with category and hour predictor variables to evaluate these aspects, as depicted in
Figure 1.5. Each power source displayed distinct characteristics regarding their residuals’

kernel density estimation (KDE) and adherence to the normality assumption.
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Figure 1.5: Residual plot for all power sources
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Biomass/Biogas exhibited a KDE plot with an epanechnikov kernel and a bandwidth of
0.6375, showcasing a sharp peak around 0.03 and a relatively flat base without significant
skewness. Similarly, Coal demonstrated a KDE plot with a peak around 0.01 and a flat
base, suggesting a potential normal distribution. However, Natural Gas showed a slightly
left-skewed KDE plot, deviating from the normality assumption. Geothermal displayed a
KDE plot with a peak between 0.01 and 0.015 and a minor left skew. Sun and Uranium had
KDE plots with sharp peaks around 0.00415 and 0.01505, respectively, while exhibiting
slight skewness. Water demonstrated a KDE plot with a peak between 0.03 and 0.04,
maintaining a flat base without skewness. Wind showed a KDE plot with a sharp rise
at approximately 0.025 and a right skew. These KDE results indicate deviations from
the normality assumption for specific power sources, highlighting the importance of
considering non-normal residuals in statistical inferences.

Considering the implications for colocation in Bitcoin mining, these KDE findings
provide valuable insights into the distributional characteristics of the power sources and
their potential suitability for sustainable mining operations. Colocating Bitcoin mining
facilities near renewable energy sources, such as wind, sun, geothermal, and water, allows
leveraging the lower LMPs associated with these sources. By harnessing the abundant and
relatively low-cost renewable energy available during specific hours, Bitcoin miners can
potentially reduce their operational expenses and environmental impact.

Moreover, the variations observed in the distributions of renewables and non-renewables
have implications for strategic decision-making in Bitcoin mining operations. Analyzing
the hourly dynamics of LMPs and understanding the varying contributions of different
power sources can inform miners” choices regarding the location and timing of their
energy-intensive operations. Collocating near renewable sources during hours when wind,
sun, geothermal, and water power dominate the lowest LMPs can lead to significant cost

savings and a reduced carbon footprint.
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In conclusion, the KDE analysis of the residuals from the regression model provides
insights into the distributional characteristics of the power sources. While some sources
exhibit KDE plots that align with the normality assumption, others deviate to varying
degrees, suggesting potential non-normal distributions. Colocation in Bitcoin mining near
renewable energy sources presents cost savings and sustainability opportunities. Miners
can optimize their operations and reduce environmental impact by strategically leveraging
the hourly dynamics of LMPs and the unique contributions of different power sources.
These findings highlight the importance of considering the distributional characteristics of

power sources when making decisions in the Bitcoin mining industry.

1.4.2.2 Hypothesis testing: Comparative electricity prices

To rigorously test my hypothesis regarding the electricity prices of renewable energy
sources, I perform a t-test, a widely used statistical test to assess the significance of mean
differences between groups. In this context, the t-test allows us to examine whether the
mean electricity prices of renewables are significantly lower compared to non-renewable
sources. The t-test results provide valuable insights into the relationship between renew-
able energy generation and electricity prices, shedding light on renewables” economic
viability and competitiveness in the energy market.

I employ a rigorous methodology that involves statistical analysis. I collect data on
electricity prices (LMP) across various energy source categories, including renewables
and non-renewables. The dataset comprises observations for each hour of the day (1)
and different energy source categories (k). Then, the t-test assesses whether there is a
statistically significant difference in the mean electricity prices between renewables and
non-renewables. The LMP variable is the outcome variable, while the "renewables dummy"
variable functions as the grouping variable. Group Fossil corresponds to the mean LMP
when the "renewables dummy" variable equals 0. In other words, Group Fossil represents
the average LMP during periods with no or negligible renewable energy generation. That

can include times when traditional non-renewable sources such as coal, natural gas, or
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nuclear power dominate the electricity supply. The mean LMP for Group Fossil is 35.5134,
with a standard error of 0.0168. This group is a reference point for comparing the LMPs in
the presence of renewable energy generation.

Group Renewables corresponds to the mean LMP when the "renewables dummy" vari-
able equals 1. Group Renewables represents the average LMP when significant renewable
energy generation contributes to the electricity supply. Renewable energy sources, such as
wind, solar, geothermal, and hydroelectric power, are likely to be the primary drivers in
this group. The mean LMP for GroupRenewables is 33.5790, with a standard error of 0.010.
Group Renewables allows for examining LMPs, specifically during substantial renewable
energy generation periods.

Based on the t-test results in Table 1.7, I observe a significant difference between the
mean electricity prices of renewables and non-renewables. Specifically, renewables exhibit
prices of 1.9344 units lower than non-renewables, with a standard error of 0.019. The high
t-value of 100.1711 indicates a robust statistical significance, supporting my alternative
hypothesis that renewables have lower electricity prices than non-renewables.

These findings have important implications for both the energy sector and the environ-
ment. The lower electricity prices associated with renewables support renewable energy
investments” economic feasibility and attractiveness. Furthermore, the possibility of bitcoin
mining near renewable energy facilities leverages the cost advantages of renewables and

contributes to the broader goal of sustainable energy practices.

Table 1.7: t-test result

Group Mean  Std. Error Std. Dev. 95% CI
Fossil 35.5134 0.0168 45.7125  35.4805 - 35.5463
Renewables  33.5790 0.0101 44.1558 33.5592 - 33.5988
Combined 34.1193 0.0087 44.6045 34.1023 - 34.1363
Diff 1.9344 0.0193 - 1.8966 - 1.973
t-values 100.1711 - - -

Source: Author’s Calculation
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1.5 Conclusion and policy recommendation

The analysis of Locational Marginal Prices (LMPs) reveals promising opportunities for
Bitcoin mining through the arbitrage of renewable energy generation. By examining CAISO
datasets from 2018-2020, wind and solar power emerge as viable sources for generating
profits in the Bitcoin mining industry. The study highlights the average cheapest hours of
the day and the fraction of those hours, indicating that lower or negative electricity prices
resulting from oversupply incentivize miners to operate during later hours. The variability
of negative prices further favors the utilization of renewables over non-renewables like
coal or natural gas.

These findings emphasize the potential synergy between renewable energy genera-
tion and Bitcoin mining. Collocating mining operations near renewable energy sources,
particularly wind and solar power, presents a unique opportunity to capitalize on lower
electricity prices. By strategically timing mining activities during periods of oversupply
and leveraging the variability of negative prices, miners can optimize profitability and
contribute to the sustainable development of the energy sector.

Furthermore, the analysis sheds light on renewable energy sources” economic and
environmental advantages. The observed lower or negative electricity prices associated
with renewables highlight their competitiveness and economic feasibility. This finding
supports the case for increased investments in renewable energy infrastructure, fostering a
transition towards a greener and more sustainable energy landscape.

To fully realize the potential of renewable energy-driven Bitcoin mining, policymakers
should consider creating a conducive regulatory framework that encourages the develop-
ment and integration of renewable energy sources. By providing incentives for renewable
energy investments, such as tax credits or subsidies, governments can facilitate sustainable
energy generation growth and unlock the full potential of this emerging synergy.

However, it is worth noting that this analysis is limited by the absence of power

consumption data from CAISO. While this data gap does not directly undermine the
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accuracy of the regression results, it restricts a comprehensive evaluation of the economics
of Bitcoin mining. Future research should focus on incorporating power consumption
data from alternative sources, such as the International Energy Agency (IEA) and the US
Energy Information Agency (EIA), to provide a more holistic understanding of the energy

requirements and potential benefits of Bitcoin mining.
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Chapter 2
Assessing the Impact of Bitcoin Prices on Optimal
Mining Hours: Implications for Renewable

Energy Development

2.1 Introduction

Over the last ten years, Bitcoin has gained popularity as blockchain technology has
changed how people transact and connect. In 2008, Satoshi, the pseudonymous founder of
Bitcoin, published a vision of a digital currency that, only a decade later, reached a peak
market capitalization of over $800 billion (CoinMarketCap, 2018). Cryptocurrencies such
as Bitcoin, Ether, Alpha Coin, and Papyrus validate transactions in a decentralized network
outside an intermediary, such as a bank for financial transactions or a title company for a
real estate transaction.

Most literature reveals that Bitcoin is energy-intensive. For example, Stoll et al. (2019)
discovered that the annual electricity consumption of Bitcoin, as of November 2018, was
45.8 TWh. They then calculate Bitcoin’s carbon footprint based on its total power con-
sumption and geographic footprint. They found that the annual global carbon emissions
of Bitcoin range between 22.0 and 22.9 MtCQO2. This ratio sits between the levels produced
by Jordan and Sri Lanka and is comparable to the level of Kansas City. Similarly, Jiang et al.
(2021) identified that without any policy interventions, the annual energy consumption of
the Bitcoin blockchain in China is expected to peak in 2024 at 296.59 TWh and generate
130.50 million metric tons of carbon emission correspondingly.

Even as it consumes abundant electricity, some commentators have gone so far as
to claim that Blockchain technology has the potential actually to reduce global carbon

emissions. Indeed, Jack Dorsey, former CEO of Twitter, tweeted in 2021 that "Bitcoin
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incentivizes renewable energy." His other company, Square, teamed up with the firm
ARKInvest (which had just bought nearly $20 million of Bitcoin) to author a white paper
titled "Bitcoin Is Key to an Abundant, Clean Energy Future." Winton (2021), researcher
at ARKInvest, believe that a world with Bitcoin is a world that, at equilibrium, generates
more electricity from renewable, carbon-free sources. The idea is that Bitcoin mining can
increase the overall share of renewable energy provision to the grid by helping to address
the electricity grid storage in a rather unconventional way. In particular, Bitcoin mining
can potentially create a productive use for off-peak renewable energy that would otherwise
be wasted.

In evaluating this hypothesis, this paper will use historical data on market-based
electricity prices in California to empirically test the claim that renewable generators
would earn more significant profit by mining Bitcoin during off-peak hours near renewable
generators. If so, Bitcoin mining could serve the same role as a "battery" or storage. In
particular, by putting the low-value off-peak electricity to productive use, it can potentially
make the renewable generator more profitable.

The nature of renewable energy is that its supply is intermittent, meaning that it comes
in spurts. For most economic activities, this is a disadvantage but not Bitcoin mining.
Because much renewable comes during the day with limited use, the spot price of electricity
is low and could be productively used to mine Bitcoin. It refers to the terms of Bitcoin
arbitrage. It is the core concept in finance based on the "law of one price," It plays a vital
role in financial markets by keeping asset prices in balance with their fundamental values.
Arbitrage is the simultaneous purchase and sale of identical or similar financial securities
to profit from price discrepancies in different markets (Shynkevich, 2021).

Research questions. The chapter considers the following research questions.

RQ1. Is the opportunity to selectively mine during low-LMP off-peak hours more

significant next to renewable generators than it is near fossil generators?
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RQ2. How low do Bitcoin prices need to be for miners to optimally choose to mine
only a portion of the hours in the day?

To evaluate these questions, I use data from the California Independent System Opera-
tor (CAISO) described in paper one, Section 2.2 on the "Empirical Evidence."

I developed a profit-maximizing Bitcoin mining model in this study that incorporates
fixed and variable costs. The model considers crucial factors, such as the prevailing Bitcoin
price, the quantity of Bitcoin generated, the power consumption associated with the ASIC
chips required for competitive mining, and the fixed costs associated with these chips.
Specifically, fixed costs, encompassing the initial investment in mining chips, significantly
impact overall profitability. By considering these factors, I gain valuable insights into
the dynamics of optimal mining hours and the financial feasibility of different mining
technologies. Notably, the findings highlight the importance of Bitcoin prices and the
need to consider fixed costs in mining operations. With this information, miners can
strategically determine the most favorable hours for operation each day while assuming
rational expectations regarding Bitcoin prices.

The main takeouts from the analysis are as follows. First, miners will optimally choose
to mine Bitcoin during off-peak hours only if the price is less than $3,000. This highlighted
result was obtained when considering hourly electricity at the cheapest 5th percentile
of wind generators in California during the sample period of 2018-2020. Notably, the
threshold price for selective mining to be optimal is far below the average Bitcoin price
during this sample period of $8,700. Second, as Bitcoin prices increase, the maximum
hours of mining also increase significantly. Third, the break-even prices rapidly decline
during the early morning hours, indicating higher cost-effectiveness.

My main conclusion is that the Bitcoin price would have to be much lower than
it was during the analysis’s historical period for Bitcoin to have the potential to be
"green"—lowering carbon emissions despite its voracious appetite for electricity. The

study also underscores the significant role of electricity prices in energy economics and
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their direct impact on Bitcoin mining profitability. It highlights the strategic importance of
selective mining during specific hours, considering the efficiency gains achieved through
upgrading ASIC technology and the influence of fixed costs. These findings emphasize
the dynamic nature of mining profitability, with miners adapting their strategies to op-
timize returns based on prevailing electricity prices. Understanding these dynamics is
essential for miners to make informed decisions and maximize their profitability within
the ever-evolving Bitcoin mining landscape.

The paper contributes to several existing literature on Bitcoin mining and economics.
First, several previous studies looked at the importance and the economics of Bitcoin
mining. For example, Prat and Walter (2021) used the exchange rate of Bitcoin against
the U.S. dollar to predict the computing power of Bitcoin’s network. They show that free
entry places an upper bound on mining revenues and explain how it can be identified.
Calibrating the model’s parameters allows them to accurately forecast the evolution
of the network computing power over time. In practice, operating costs may differ
across locations, but miners who have access to the cheapest sources of electricity will
tind it profitable to enter the market. When hardware becomes more affordable, miners
significantly enter the market and devote more resources to electricity consumption.

Similarly, a report by Seel et al. (2021) stated that Bitcoin hashers’ preference for renew-
able energy sources is higher than other electricity uses. The reason is that Bitcoin miners
often identify remote, inaccessible locations not connected to the grid. It is common prac-
tice to maximize revenue margins. Here, miners can reap the benefits of cheaper renewable
electricity produced in surplus and cannot be used and cannot be used, transported, or
efficiently stored, for example, surplus hydro, solar, and wind power production.

In comparison, Delgado-Mohatar et al. (2019) estimate that the marginal cost of bitcoin
production is around 1,952 US dollars. Below this price, the cost of mining would not be
profitable, even with the most efficient equipment and the lowest possible price for the

energy required. They have assumed two main kinds of miners, retail and professional,
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with access to efficiency devices, equipment, and electricity prices. Typically, the first group
is located in Europe or the United States and uses commodity mining devices such as the
Ant Miner S9, probably the most common device ever used, and consumes electricity at
an average price of 0.14 US dollars per kWh. Conversely, professional miners are usually
located in China, which has some of the world’s cheapest electricity rates. These can be as
low as 0.05 US dollars in some regions, such as Sichuan. Current estimates place 70%-80%
of global hashing power in China, most of which is in this region. However, through its
Central Bank, China’s authority has banned the announcement that all transactions of
cryptocurrencies are illegal, effectively banning digital tokens such as Bitcoin since 2019
and officially closing the activities in 2021. Hence, this will make the United States the
biggest Bitcoin miner since the mining crackdown. The miners have been looking for cheap
electricity elsewhere. Significant amounts of mining in the U.S. are based in Washington
State, where low-cost electricity from hydropower is available.

The paper will contribute to the existing literature in two ways: (1) The evolution
of bitcoin miners’ computing power with the advent of the GPU and the dynamics of
the electricity prices in the CAISO grid will affect the bitcoin profitability model. The
paper will show that different GPU chips would result in different maximum hours so
that Bitcoin miners will mine if they find it profitable, i.e., until, for example, more than
24 hours, depending on the ASIC component. The idea is uniquely an alternative to
Pratt and Walter’s hypothesis that miners’ behavior is explained by large variations in
the price of their main input producer factor, which is the hardware manufacturers and
electricity suppliers; (2) Most economic works of literature discuss the environmental
impact of bitcoin mining. For example, Badea and Mungiu-Pupazan (2021) found that
the opportunity of evaluating the level of knowledge considering the effects of the Bitcoin
mining process on the environment from the perspective of energy consumption and CO2
emissions to finally analyze Bitcoin regulation and identify possible solutions to reduce

the negative impact on the environment and beyond. However, only a few papers go into
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the depth of renewables for charging bitcoin mining, as Jack Dorsey said in his tweets.
This paper will argue that renewables will play an essential feature in bitcoin mining and
as an opportunity to promote renewable energy such as wind or solar power. The selective
mining hypothesis will be a feasible way to explain this concept later in the next section.
The paper is structured as follows. Section 2.2 analyzes the CAISO data to evaluate
the variation of Locational Marginal Prices throughout the day, which is the initial step in
addressing the first research question. Section 2.3 introduces a theoretical model applied
to the data to address the second research question. The quantitative results are presented

in Section 2.4, followed by the concluding remarks in Section 2.5.

2.2 Empirical evidence

This section provides an overview of the CAISO data utilized in my analysis. Subse-
quently, I present the initial set of empirical findings that address the first research question

outlined above.

2.2.1 Data

The data on Locational Marginal Prices (LMPs) is the same as that developed in Section
1.3 of the first chapter.

In this section, utilizing the 5™ percentile of the average n-cheapest hours of Locational
Marginal Prices (LMP) is essential to identify the most cost-effective hours for Bitcoin
mining. Opting for the 5 percentile represents a conservative approach to assessing the
economic viability of Bitcoin mining operations. Focusing on this lower percentile aims to
support the Dorsey hypothesis, which asserts that Bitcoin is environmentally friendly and
sustainable. This strategic choice allows for the best chance of reinforcing the hypothesis.

Moreover, this conservative approach aligns intending to showcase findings that pri-
oritize environmentally sustainable practices. By examining the LMP data during these

hours, I can determine the optimal time to conduct mining operations, maximizing prof-
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itability. Regression plot analysis will be employed to further investigate the relationship
between the 5% percentile graph and the profitability model of the selected ASIC chips.
This analysis will provide valuable insights into the profitability potential of mining dur-
ing the identified cost-effective hours, reinforcing the overall focus on conservative and
environmentally conscious practices.

In addition to the LMP data, the Bitcoin price is another crucial input for the theoretical
model developed in this chapter. To provide context, a historical Bitcoin price plot is
included below, allowing us to observe its drastic fluctuations over time. The Bitcoin prices
are accessed from ycharts.com from 2018 to 2020, which are the value of daily Bitcoin prices.
Figure 2.1 shows the historical Bitcoin price value from January 1, 2018, to December 31,

2020. It illustrates the fluctuating bitcoin prices, which peaked after December 2020.

Historical of Bitcoin Price from 2018-2020
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Figure 2.1: Historical of Bitcoin Prices
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Application-Specific Integrated Circuits (ASICs), the mining hardware, is aAnother
essential part of the equation. It is specialized computer hardware optimized explic-
itly for Bitcoin mining that is far more efficient for mining Bitcoin than general-purpose
computer devices available in typical computers. The data is mainly retrieved from
https:/ /www.asicminervalue.com/ for 2017 to 2020. In this research, I take two represen-
tative ASICs from the end of 2017, the Bitmain Antminer S9 (13.5Th) and the newer type of
the chip, MicroBT Whatsminer M315+, to compare the effect of the optimal mining hours
and the Bitcoin prices.

Finally, Section 2.2.2 incorporates additional data to calibrate and refine the theoretical

model, enhancing its accuracy and applicability.

2.2.2 Methodology

Here, I propose a simple methodology to visualize the potential for Bitcoin miners to
benefit from selective mining due to historical variation in hourly LMPs across different
types of electricity generators. To do this, I use the resource ID variable explained in the last
chapter to break the data into three resource types: wind, sun, and natural gas. I calculate
the average LMP for each hour of the day for each resource type. I then sort each day into
the cheapest to most expensive hours. That allows me to analyze the "n-cheapest hours"
averaged across all days in a given year for a given resource type. It is done separately
for each year, running from 2018 to 2020. In particular, I calculate the bottom 5% (5th
percentile) and the mean of the n-cheapest hours of the corresponding power sources.
The n-cheapest hours are computed as follows. For all years (2018-2020) and all day in
each hour from n = 1,...,24, I will sort the LMP from the lowest to the highest values
and take the average of those values every n hour(s). Then, I will visualize the particular
importance of the three power sources. Figure 2.2 shows the average LMPs in ($/MWh)
on the y-axis and the related hour (n) on the x-axis. It can be seen that wind power for the

whole 24-hour generation is the cheapest of all the observations. Also, it is very interesting
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to observe the 5th percentile since most negative prices are in that range compared to the

mean plot observations.

Average Cheapest n Hour by Node (2018-2020)
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Figure 2.2: The bottom 5% and mean of LMPs for wind, sun, and natural gas technology

The line graph explains explicitly further that each day and each hour, the LMP of the
n-cheapest hours for the power sources of interest would be linearly determined by the
associated hours of operation for 24 hours.

Furthermore, it is crucial to compare the 5th percentile with the mean or average
observation to understand the electricity price dynamics comprehensively. While the 5th

percentile represents the lower range of prices, indicating relatively higher costs during
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those hours, the mean observation provides a broader view of the average price levels.
By examining both, I can assess the range and dispersion of prices, allowing for a more
comprehensive analysis.

Comparing the 5th percentile and the mean observation, it becomes evident that the
5th percentile tends to exhibit steeper upward curves and more pronounced fluctuations
compared to the mean line graph. That indicates that the 5th percentile captures higher
price volatility and potentially more extreme price spikes. By focusing on the 5th percentile,
I can ensure a conservative approach that considers the potential for higher electricity
costs, providing a more realistic assessment of the economic viability of Bitcoin mining
operations.

In contrast, the mean observation represents the average price levels across all hours. It
provides a benchmark for comparison, offering insights into the general pricing trends and
overall electricity costs. The relatively smoother curve of the mean line graph suggests a
more stable and predictable price pattern. However, relying solely on the mean observation
may overlook specific periods of price spikes or cost-saving opportunities that the 5th

percentile captures.
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Figure 2.3: The regression plot of the bottom 5% and mean of LMPs for wind, sun, and natural gas
technology

Figure 2.3 presents the regression plot derived from the line graph shown in Figure 2.2.
The scattered distribution of observed LMP values around the straight-line graph indicates
the varying prices associated with each technology. The regression analysis allows us to
establish specific equations that describe the relationship between the hour of operation
and the corresponding LMP for each technology. These equations form a foundation for
modeling the behavior of miners in the subsequent section.

By examining the regression plot, I gain valuable insights into the distinct price patterns

exhibited by different power sources. Each technology’s equation highlights its unique
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pricing characteristics, enabling us to understand the cost dynamics and profitability po-
tential during different hours of operation. This information is instrumental in optimizing
mining strategies and determining the most favorable timeframes for conducting Bitcoin

mining operations.

2.3 Theoretical model

In this section, I will propose a simple model of a profit-maximizing miner to evaluate
the incentive to mine selectively during the day. The miner takes as given the relationship
between hours of the day mined and the average hourly LMP assuming electricity prices
follow the average LMPs shown in Figure 2.3 and assuming the miners have perfect
foresight about what electricity prices will be at different times of the day, so they can
optimally choose when to mine on a given day. The relationship between the n-cheapest
hour and the average LMP is assumed to be linear, as in the fitted model in Figure 2.3.

Thus, the miner takes as given the following linear price function:

pel(n) =a’ + (¥ - n) (2.1)

where pe’ is the average n-cheapest hours of LMP for technology j (e.g., wind, solar, and
natural gas), o’ is the intercept, &/ is the slope of the equation, and n is the hour from 1 to
24.

The simple profit function:

Wj(pb, by, eiL, n, ci) = (pb-b,-n)— (pe- eiL -n) — ¢ (2.2)

where 77 is the Profit from technology j (wind, solar, and natural gas) in dollars, pb is the
Average of daily bitcoin prices for 3 years (2018-2020) in $1,000 denomination, b, is the

amount of Bitcoin produced (BTC/hour), €/, is the power consumption of particular i ASIC
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chip in 1 hour (MW), and ¢’ is the fixed cost of purchasing particular i ASIC chip to run it
at the maximum lifetime per hour in dollars.

From Equation 2.1 and 2.2, I can have:
7 (pb, b, €l n,a? W ') = (pb - by, - n) — ((@? + (B -n)) - el -n) — ¢ (2.3)

The break-even price (pb) is when the profit is zero, meaning that Bitcoin miners would
prefer to stop mining when the revenue equals the total costs. So, I can solve pb from

Equation 2.3:

79 (Db, b, ey 1,0, B, ) = (pb- by ) — (@ + (M -m)) - €y om) = =0 (24)

Thus,

pb = ! (& + (V) -n)) € -n—c] (2.5)

b, -n

The profit maximization from Equation 2.3 with respect to n:

%:(pl%bn)—((aj-e;)+(2-n-bj-e;)):0 (2.6)

Solve for 2.6, and I get the maximum hour (n*):

b-b,) — (a -
o O @) -

Also, to see if Equation 2.3 is the convex or concave function, I can have its second
derivative of Equation 2.3 with respect to n:
. (pb-bn) — (@ - €})

= —— 2.
" 2-¢e - b 28)
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From Equation 2.8, I can see that the curve of the profit function is concave. Thus, it
can be expected that there will be a decreasing function of the profit or that there will be

maximum or peak points for each particular point.

2.4 Quantitative results

2.4.1 Calibration

In this section, I calibrate the theoretical model above, then show three simulations
illustrating the Bitcoin mining profitability model.

The calibration of the parameters is as follows:

1. Parameter pb: average Bitcoin price ($) for 3 years from 2018 to 2020 in a $1000

denomination.

2. Parameter b,: the amount of Bitcoin (BTC) per hour of observation. How to get the

amount of BTC?

(@) Anew block is generated every 10 minutes. There are approximately 6 blocks per
hour, 24 hours per day, and 30 days per month, resulting in 6 x 24 x 30 = 4, 320
blocks.

(b) The current block reward is 12.5 BTC/block (until May 2020), so 4, 320 x 12.5 =
54,000 BTC will be created each month. Antminer S9 (13.5Th) yields a theoretical
hash rate of about 13.5 Th/s.

(c) The current Bitcoin Network Hash Rate” is about 51,500,000 Th/s, so Antminer
S9 (13.5 Th/s) represents about 13.5/51, 500,000 = 0.00000026213592 of the

Bitcoin Network Hash Rate.

*Hash rate measures the computational power on a blockchain network. It is determined by how many
guesses are made per second. The overall hash rate helps determine a blockchain network’s security and
mining difficulty
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(d) So, the average monthly personal Bitcoin reward for this particular chip is

54,000 % 0.00000026213592 = 0.01 BTC. That is 0.01/720 = 0.00001966 BTC/hour.
3. Parameter ¢": fixed cost for acquiring a particular chip.
4. Parameter ¢/: power consumption of a particular ASIC chip in one hour (in MW).

5. Parameters o/ and Y are the intercept and the slope of the average n-cheapest hours

of LMP (in a $1000 denomination).

6. Parameter n: hours of the day.

2.4.2 Baseline results

Below, I use MATLAB to solve for and graph the optimal number of mining hours
(n*) for a profit-maximizing Bitcoin miner assuming a range of possible Bitcoin Prices
consistent with that observed from 2018 to 2020. The analysis assumes the calibrated
parameters as presented in Table 2.1 (For wind p05, solar p05, gas p05) and n =1, ..., 24 (in

hour) and using the Antminer S9 (13.5Th). The results are as follows.

Table 2.1: Calibrated parameters for Antminer S9 (13.5Th)

Parameters Wind p05 Solar p05 Gas p05
Pbmin (in $ per BTC) 3.2 3.2 3.2
Pbmax (in $ per BTC) 294 294 294
Pbayg (in $ per BTC) 8.7 8.7 8.7
b, (in BTC per hour) 0.00001966 0.00001966 0.00001966
el (in MW) 0.001323 0.001323 0.001323
@’ (in $ per MWh) —21.8516 —15.5056 —11.0850
b/ (in $ per MWh) 1.4195 1.2103 1.1039
¢’ (in $ per MWh) 0.02495 0.02495 0.02495

Source: Author’s Calculation
Notes: o/, b/, and ¢* will be divided by 1,000 to calculate the maximized profit

For different chips, I also use the newer ASICs, MicroBT Whatsminer M31S+, which

has a more efficient hash rate (80 Th/s) but a higher fixed or acquiring cost. Table 2.1 com-
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prehensively summarizes the parameters utilized to calculate crucial measures, including
the necessary profit, break-even prices, and maximum mining hours. These parameters
are derived from Equation 2.4, 2.5, and 2.7 based on the regression plot depicted in Figure
2.3. The values obtained from the regression analysis form the basis for these calculations,
enabling us to quantify profitability and assess the feasibility of Bitcoin mining operations
during different time periods.

In Table 2.1, the minimum (pbmin), maximum (pbmax), and the average price of Bitcoin
(pbavg) are vital indicators representing the lowest, highest, and average values of daily
Bitcoin prices recorded from January 2018 to December 2020. These values serve as
reference points for evaluating the profitability of mining operations concerning the
fluctuating Bitcoin market.

Additionally, the parameters o/, &/, and ¢’ represent the intercepts, slopes, and fixed
costs associated with the respective technologies, namely wind p05, solar p05, and gas p05.
These parameters capture each technology’s unique characteristics and cost structures,
enabling precise calculations of profit margins, break-even prices, and maximum mining
hours.

Notably, the negative intercept values in the regression plot’s upward slope hold
significant implications. They indicate that certain technology deployments can potentially
yield negative LMP values, implying the availability of surplus electricity during specific
periods. This knowledge is instrumental for miners, as it presents opportunities to mine
Bitcoin at minimal or even negative electricity costs, maximizing profitability in favorable

market conditions.

2.4.3 Sensitivity analysis

In this section, I consider how the main results vary if I change the energy source

from the cheapest wind to other options. This exercise aims to analyze the Bitcoin miners’
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behavior using the LMPs of three power sources of interest: wind, solar, and natural gas. I

also consider the impact of changes in the Bitcoin price.
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Figure 2.4: Bitcoin prices and the optimal hours to mine each day using ASIC: (a) Antminer S9
(13.5Th), and (b) the newer chip, MicroBT Whatsminer M31S+ (80 Th)

Figures 2.4a and 2.4b visually illustrate the relationship between the optimal hours of
mining and the corresponding Bitcoin prices. These graphs provide valuable insights into
the dynamics between profitability and Bitcoin market fluctuations. By analyzing these
relationships, miners can identify the most reasonable timeframes for conducting mining
operations, aligning their activities with periods of higher profitability.

From the above figures, I can conclude that using Wind p05, Solar p05, and Gas p05
technology: (i) in Figure 2.4a, the interesting observation reveals that the overall three
technologies coincide at one point, approximately $1,800 of Bitcoin prices and a maximum
of hours of 16 (around 4 pm). Further, it shows that for each technology, the miners will
selectively choose the Bitcoin Prices ranging from (keeping the positive number) $0 to
$3,000 for profitability purposes with more hours on Wind p05 technology. Thus, they
should keep mining more than 24 hours beyond that price range; (ii) in Figure 2.4b, the

gaps of selective Bitcoin prices between technology are now narrowed (still more mining
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hours on Wind p05,) and the slope is also steeper than the previous graph, due to more
efficient technology with the increasing hash rate; (iii) overall, as the bitcoin prices increase,
the maximum hours (n*) also increases significantly. That means Bitcoin miners will keep
mining even for more than 24 hours. The differences in the intercept (a’) and slope (')
values in the electricity price equation, i.e., Equation 2.1, for each energy source (wind,
solar, and gas), reflect variations in the cost structure and price dynamics associated with
different technologies. However, the analysis in this study focuses on determining the
optimal mining hours (n*) for each energy source rather than directly examining how these
differences in o/ and &’ values affect the number of hours miners would use each energy
source. Moreover, wind technology provides more maximum hours for bitcoin mining
than solar and natural gas technology as the bitcoin prices increase. The bitcoin prices as a
proxy to this finding present a critical role for the attractiveness of mining as they provide
the sensitivity to the optimal hours of mining, and they will be less responsive as the chip
technology improves. Lastly, the hypothesis motivated by Jack Dorsey and Elon Musk
that, given the energy prices like wind, solar, and natural gas, would profit-maximizing
bitcoin miners optimally choose to mine selectively no longer hold because miners will
keep on mining until it is not profitable to do so.

Furthermore, an examination was conducted to determine the break-even point prices
(pb) for various technologies, including wind p05, solar p05, and gas p05, in conjunction
with different mining chips. The break-even point price represents the threshold at which
Bitcoin miners would consider stopping mining due to the lack of profitability. It is the
price at which the total and average profit is zero, indicating that the costs and revenues
are in equilibrium. At this point, the marginal profit is also zero, meaning that any further
production would not contribute to additional profit.

Figure 2.5 depicts the correlation between break-even Bitcoin prices and mining hours,
providing valuable insights that can be analyzed independently. The graph reveals an

interesting trend: the break-even prices decrease rapidly from 1 am to 5 am and exhibit
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a smoother decline afterward. This pattern is observed across all power sources of inter-
est, implying that mining becomes more cost-effective and profitable during these early
morning hours.

It is important to note that the cost structure for mining operations must include the
one-time purchase cost of the MicroBT Whatsminer M315+ chip (80 Th), which is 6.65
times that of the Antminer S9 chip (13.5Th). This unavoidable cost significantly impacts
the overall profitability analysis and should be accounted for in the calculations. That
differs from the profit-maximization approach illustrated in Figure 2.4, where no fixed cost
is incorporated into the equation.

By considering these factors, I gain a more comprehensive understanding of the dy-
namics in determining the optimal mining hours and the financial viability of different

mining technologies.
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Figure 2.5: Break-even Prices of Bitcoin for each ASIC: Antminer S9 (13.5Th) and the newer chip,
MicroBT Whatsminer M31S+ (80 Th) for wind p05, solar p05, and gas p05

The analysis of the maximum achievable profit and corresponding optimal mining
hours (n*) depicted in Figure 2.6a, 2.6b, and 2.6c reinforces the findings observed in Figure
2.4. Across all three power sources, the profit maximization analysis indicates that Bitcoin
miners can maximize their profits by mining for more than four hours without imposing
restrictions on their mining hours. That suggests miners can extend their operations

beyond the initial four-hour threshold to optimize their profitability. It is noteworthy
that among the evaluated power sources, wind power emerges as the most profitable

option. On the other hand, solar and gas power offer relatively lower profit margins. This
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finding suggests that miners can optimize their earnings by prioritizing wind power as
their preferred energy source for mining operations.

Furthermore, addressing the limitations imposed by solar power’s restricted availability
is important. Since solar power can only be utilized for a hypothetical maximum of 12.43
hours per day, I have set an upper bound of 12.43 on the x-axis for solar observations. The
theoretical model suggests that mining for 24 hours a day would yield the best results,
but in practice, it may not be feasible or desirable. Thus, I have included a vertical line
to indicate that solar mining operations would cease after 12.43 pm. Additionally, it is
important to note that while solar power offers certain limitations due to its reliance on
sunlight, wind power provides a reliable alternative by offering a consistent energy source
regardless of the time of day or weather conditions. This further underscores the rationale
for considering wind power as a viable option for Bitcoin mining operations.

It is also interesting to note that the optimal profit for Wind p05 starts around 7.50 am
and continues for 24 hours. In contrast, for Solar p05, the optimal mining hours range from
approximately 6.30 am to 12.43 pm. Gas p05, on the other hand, indicates optimal mining
hours starting as early as 5 am and continuing for 24 hours. This analysis provides valuable
insights for Bitcoin miners, empowering them to make informed decisions regarding their
operational strategies and ensuring they capitalize on the most financially profitable

opportunities.
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There are several limitations to consider in this study. Firstly, it assumes that the
observed LMPs from power sources in CAISO are isolated from adjacent grid interconnec-
tions within the USA, potentially overlooking trading dynamics and fluctuating electricity
prices resulting from interconnections with entities such as ERCOT, Alberta Electric System
Operator, or Southwest Power Pool. Secondly, due to time constraints and the complex
structure of the CAISO dataset, the study does not consider the load of each power source,
which can significantly impact Bitcoin mining operations. Additionally, while the Bitcoin
mining market is described as oligopolistic with asymmetric firms, this analysis assumes a
free-entry market. It does not directly consider geographical factors influencing mining lo-
cations, as Delgado-Mohatar et al. (2019) discussed. It is important to note that most bitcoin
mining operations currently colocate near hydropower facilities in China and the United
States, as highlighted by Schinckus (2021), Wang et al. (2019), and Johansson and Goérans-
son (2020), due to factors such as affordable electricity costs, surplus power availability,
and favorable feed-in tariff rates. However, wind and solar power are still viable options
for several reasons. Wind power offers a renewable and abundant energy source, while
solar power provides the advantage of scalability and environmentally friendly energy
production. By incorporating wind and solar power into the mining operations, miners
can diversify their energy inputs, contribute to the development of sustainable practices,
and reduce their reliance on a single energy source. Therefore, despite the prevalence of
hydropower colocation, wind and solar power present attractive alternatives that align
with the goals of renewable energy utilization and support the long-term sustainability of

Bitcoin mining operations.

2.5 Concluding remarks

Electricity prices have become the major components for the economics of energy

calculation due to their sensitivity to the energy market’s short- and long-term demand.
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CAISO LMPs datasets provide good critical analysis to observe different technology, like
renewables, i.e., wind or solar energy, or natural gas, for an opportunity for Bitcoin mining.

Using quantifying the incentive that Bitcoin miners face to mine selectively during
the day would benefit Bitcoin miners in identifying the cheapest ways to maximize their
profits. The paper concludes that utilizing them at a particular time is necessary due to
the nature of renewables, i.e., intermittency issues where they come during the day with
limited use and the variation of the corresponding LMPs (mostly low in values). The
sensitivity analysis shows that as the Bitcoin prices increase, miners will undoubtedly
keep mining for more than 24 hours a day if the ASIC technology is qualified. Most ASICs
nowadays have been improved to run efficiently, gaining a lot of profits for whole days as
new components have been invented. The latest ASIC, Bitmain Antminer S9 (13.5Th), has
evolved to the new variants, Bitmain Antminer T19 Hydro (145Th), released in October
2022, that has a hash rate of 9.7 times than its predecessors.

Fixed costs, like ASIC mining equipment, will also play an important role in deter-
mining how long the mining takes. I find that switching to newer ASIC reduces the level
of Bitcoin prices that miners would find lucrative. Garratt and van Oordt (2020) explain
that because mining equipment lasts less time, the equilibrium level of mining power
corresponding to any fixed cost level must drop to make mining per period more profitable.
That means miners have more income per period to lose. Fixed costs gain weight in the
miner’s decision because they must be earned back quickly, while the present value of the
future per-period cost becomes smaller.

The limitation described before in this study will be sorted out as follows: (i) First, this
paper will be extended for the possibility of getting the energy loads data from different
sources, like Energy Information Administration (EIA), so it will be a lot easier to sort
LMPs based on the highest load datasets; (ii) Then, I will modify the model into the
real-world problem that incorporates the different geographical locations or bitcoin mining

hubs. Lastly, on further research, if time permits, I will look at the government policy,
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like taxes on the bitcoin mining decision using renewables, as they will contribute to the

profitability model I develop in this paper.
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Chapter 3
Exploring the Effects of Production Tax Credits on
Renewable Energy Development: A Computable

General Equilibrium Approach in East Indonesia

3.1 Introduction

As a member of the Paris Agreement, Indonesia shares in the joint goal to ensure that i)
emission reduction promises are kept to maintain the global temperature rise to 1.5°C; ii)
countries that are vulnerable to climate change that committed to the issues of adaptation,
loss, and environmental degradation are respected; iii) mobilize financing for climate
change in private and public sector finances needed to secure global net-zero emissions; iv)
all countries work together to accelerate action to address the climate change crisis through
collaboration between government, private/business, and civil society. To implement this
goal, the Indonesian government has formulated a road map to achieve global net-zero
emissions by 2060, which is outlined in five central principles/initiatives, a) increasing the
use of new and renewable energy (NRE); b) reduction of fossil energy; c) electric vehicles
in the transportation sector; d) increasing the use of electricity in households and industry
and e) utilization of Carbon Capture and Storage (CCS).

The stated plan is that NRE in Indonesia’s energy mix will reach 87% by 2050. Then,
in 2060, the NRE portion would reach 100%, with Solar Power Plants and Hydropower
being the dominant energy generation sources. The goal is to distribute a gas network of
23 million household connections, 52 million household electric stoves, the use of electric

vehicles, and the consumption of electricity that will reach 5,308 kWh/ capita.6

®See https:/ /ebtke.esdm.go.id /post/2022/02/21/3091/masa.transisi.energi.menuju.net.zero.emission (in
Bahasa Indonesia language)
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In early steps toward meetings these ambitious long-term goals, the government of
Indonesia has started to pursue projects to begin this transition. For example, through
the Ministry of Energy and Mineral Resources (MEMR), the Indonesian government is
developing a large-scale hydroelectric power plant with a capacity of 9 GW in North
Borneo Province. The project is integrated with developing green industries under the
Renewable Energy Based Industry Development (REBID) program. In addition, starting
in 2025, a Super Grid” will be designed to provide energy access for local communities
throughout Indonesia. A Super Grid is a broad area transmission network generally
transcontinental or multinational. This network will allow large amounts of electricity to
trade across great distances. The enhanced grid capacity will support the national energy
transition, allowing increasing amount of intermittent renewable energy to be used.

In the Timor System, Indonesia, as shown in Figure 3.1, specifically in six counties,
including Kupang City, Kupang, Timor Tengah Selatan, Timor Tengah Utara, Belu, and
Malaka, there is a total area of 5,609.4 square miles and a population of approximately
1,492,385 households. This region is known for its diverse industries, which include salt
production, seaweed cultivation, shrimp farming, tuna fishing, and lobster fishing.

There are plans for power plant development to address the energy needs of this region.
By the year 2030, a 30 MW Solar Power Plant will be built in Kupang, harnessing the
abundant sunlight of the area. Additionally, there are efforts to transition the existing coal
power plant into a smaller-scale facility, reflecting the growing emphasis on renewable
energy sources.

However, the development of renewable energy in this region faces certain challenges.
The primary obstacles include the limited demand for electricity, particularly in the indus-
trial sector, and inadequate infrastructure, including electricity groundwork. Consequently,

most renewable energy development in the eastern region is currently focused on small-

’See https:/ /www.esdm.go.id /en/media-center /news-archives/energy-minister-spells-out-energy-
transition-road-map-in-meeting-with-world-bank
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scale projects. There is a need to provide facilities and incentives to industries involved in
the renewable energy sector to overcome these infrastructure challenges, particularly in
solar and wind energy. These incentives can help alleviate the initial investment burden
and facilitate the procurement of raw materials for infrastructure development.

Research questions. Entering the current public policy debate on these issues, this
study will attempt to answer the following main research question:

RQ1. What would be the economic impact of imposing a PTC on the NRE industry in
Indonesia?

RQ2. In particular: What are the impact on economic activity, the profitability of
domestic firms, household consumption and welfare for electricity consumers, and the
public tax base in the East Nusa Tenggara (NTT) or Timor System Region? The research
will provide the first quantitative assessment of the economy-wide impact of a PTC in
Indonesia, providing the first estimate of the multiplier effect of such a tax on economic
activities in the Timor System area. The multiplier could eventually be used to help
determine the optimal electricity price in subsequent analysis.

This paper has five sections. Section 3.2 describes the theoretical foundation of the
economics of the energy transition from fossil fuels to renewables and the Computable
General Equilibrium (CGE) model for the energy sector in general with its application.
Section 3.3 describes the data collection and analysis that underlie the results. In Section

3.4, I present and interpret the results. Finally, Section 3.5 concludes.
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Figure 3.1: Electricity Map of Timor System (Source: Indonesia’s Ministry of Energy)

3.2 Previous studies

The paper contributes to several related literature. First, it contributes to a literature that
considers energy subsidies in Indonesia. In their study, Isdinarmiati and Oktaviani (2012)
concluded that increasing the Basic Electricity Tariff (BET) carried out by the government
both in the short and long term hurt Indonesia’s macro and sectoral economic performance.
On the other hand, in their research, Yusuf and Resosudarmo (2008) used the CGE model
with disaggregated Households. The analysis was then used to see the effects of the energy

price reform package, the October 2005 Package. They simulated increasing domestic fuel

price (kerosene), which increased inequality, especially in urban areas.
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Then, there is literature from outside Indonesia which discusses a lot about the topic of
energy and environmental economics, including those relating to the effect of clean energy
on actors in economic activity in society, namely producers, consumers, and the public
sector or government. For example, Hannum et al. (2017) use the CGE model to calculate
the number of incentives to support the acceleration of NRE, especially wind energy, in
the form of PTC and Renewable Portfolio Standard (RPS).

In addition, Freire-Gonzdalez and Puig-Ventosa (2019) research concludes that the
energy transition to clean energy sources will reduce the negative environmental impact.
Meanwhile, Oei et al. (2020) stated the importance of combining policies to overcome
unemployment and attract NRE companies and investment and measures to improve
infrastructure, education, research facilities, and location factors in the development of
NRE.

On the other hand, Keyser et al. (2021) mentioned that, in 2019, the City of Los Angeles
committed to converting its electricity portfolio to 100% renewable sources by 2045. With
this initiative, the substantial changes in transmission and distribution network issues
result in essential changes to significant investments in renewable energy generation and
changes in operations and maintenance spending. As part of this transition, electricity
prices will also change, reflecting the financing of expenditures related to new investments
and changes in marginal production costs that arise when switching sources (e.g., coal
versus wind). To analyze this issue, they use the CGE models to estimate the economic
impacts of the proposed transition under various scenarios relative to a reference case. They
use expenditures that are disaggregated into specific energy technologies and estimates of
changes in average electricity costs and rates for each scenario. Their primary indicators of
interest are total regional gross output (equivalent to domestic supply or sales revenue),
total employment, and the level of distribution of real household income.

Other papers explain the particular CGE models for the electricity or energy sectors.

For example, Cai et al. (2015) use the Global Trade and Environment Model (GTEM-
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C) to model heterogeneous electricity technologies like Coal, Natural Gas, Solar, and
Wind. They conclude that the general equilibrium approach reproduces the structure of
the global economy and records the economic transactions among regional producers
and households. A similar paper, such as McKibbin and Wilcoxen (1999), describes the
intertemporal computable general equilibrium (CGE) model of the world economy called
G-Cubed to compare a power-sector-only climate policy with economy-wide measures
that place the same price on carbon or achieve the same cumulative emissions reduction.
They inferred that from the Global Trade Analysis Project (GTAP) produced, the power-
sector-only approach requires a carbon price for electric utilities that is almost twice the

economy-wide carbon price that would achieve the same cumulative emissions.

3.3 Data and methodology

This study uses the CGE model, a very dynamic model, to analyze problems in income
distribution. According to Bourguignon and Bussolo (2013), most of the CGE disaggregated
macroeconomic models detail several household groups distinguished by their production
factors. There are two critical components in the CGE database model. First, the Social
Accounting Matrix (SAM) reports the entire value of economic transactions over a certain
period, usually in one year. SAM data are organized logically, with rows and columns
visually representing all transactions as circular flows of national income and expenditure
in the economy. The second component is the elasticity parameter which describes the

responsiveness of producers and consumers to changes in prices and relative incomes.

3.3.1 Data
3.3.1.1 SAM Data

The data to be used is in the Indonesia Macro SAM 2018 released by the International
Food Policy Research Institute (IFPRI) in 2021 (Pradesha, 2021), which consists of four stan-

dards nexus of 42 activities and commodities as shown in Table 3.1, Factors of production
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(i.e., Labor, Land, and Capital), Households that separate national populations into ten
representative household groups, and other accounts which include the transaction costs
of moving goods between producers, domestic markets, and national borders, as well as
the various indirect taxes imposed on marketed commodities. The most important is the
household-level survey data from the microdata of Indonesia’s National Socio-Economic
Survey (SUSENAS) obtained from the Central Bureau of Statistics (BPS) and has been

disseminated to several ministries/agencies, including the Directorate General of Taxes

(DGT).
Table 3.1: Standard Nexus SAM Activities and Commodities
Lol Description Cide  Deseripibon
[OALE Mapre texl Textiles, ¢lothmg and foorwear
Fige Rice wiogd Wosod amdl paper prodaicts
oo Cihver comeals chem Chemmicals and petrolenm
puals Pralses Isiist Non-metal minerals
aile Ol seeds met] Metals and metal products
T Fuopts mesch Machmvery. squipment and vehiches
VRS Vegetahles oman  Odher marmiachirmg
sl Sl canne ehec Electricaty. mad o speasm
toha Tobacoo nty Water supply mod sewame
et Comon anl Ghers Conk LA TN TR T
frmi Frmie sl muts trad Wholbsale and retaal tade
coft Codfes. ten and cocoa tran Trapsportateon and stormpe
R Oither Ll b Lkl Acconmuodation and food waenscs
canl Camle and wow meidk ORIy Tnforraation askd comEsEse Ao
pauld I-'L-":I].'J:. and e Rt Fousmce anad insirnpice
oliy Oidyer rveatock Tl Foeal estnre mctavelies
fore Feoreatry Ly Busdies services
fish Fuslicynes paidis Pubbie sdminizfation
RIS Adimang educ Education
food Fiocewsed foods luzal Healih and social weonk
beve Beverage and tobacco [T CHhetr weriices
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3.3.1.2 The Electricity/energy data

I am using Indonesia’s Electric State-Owned Company (PT PLN) for electricity prices
from 2018 to 2020. These datasets consist of fixed and variable Operating and Maintenance
(O&M) Costs and Marginal Costs for different sources of energy. In this paper, I will use

fossil fuels like coal and renewables, like solar, which are dominant in the eastern part of
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Indonesia. Table 3.2 shows the power plant and the corresponding power sources in the

Timor System network.

Table 3.2: Power plant in Timor System

Power Source Name of Power Plant Capacity Netto
Coal PLTU Bolok 2 x 15,00 MW
Coal PLTU IPP SMSE 2 x 15,00 MW
MFO PLTD Cogindo 5 x 8,00 MW
HSD PLTMG Kupang Peaker 5 x 9,49 MW
Solar PLTS IPP Atambua 1 MWp
HSD ULPL Kupang 9,51 MW (Total 5 Engine)
HSD ULPL Atambua 2,61 MW (Total 5 Engine)

Source: PLN, 2021

3.3.2 Methodology
3.3.2.1 Key features of the model

In this study, I will use an extension of the CTAP Model introduced by Cai and Arora
(2015) to model the disaggregation of electricity sectors in Indonesia. Also, I will use the
CGE Model to calibrate Indonesia’s SAM data into the integrated CGE Model for Indonesia
from 2018 to 2020, so it will account for the change in electricity prices. It is similar to
the ORANI-G model as introduced by Horridge (2000). This model is commonly used in
Indonesia’s Energy prices effect on the economy and allows substitution between types
of energy, such as fossil and renewable energy (wind and solar), and between primary
input factors (Capital, Labor, and Land) and energy. This model uses 38 industries and 43
commodities with a detailed energy sector. Energy commodities include coal, natural gas,
fuel, and renewable energies such as wind and solar.

CTAP model has been adapted by having multiple households from the income or
demand side of the model and the income side of the families. It doesn’t have the technol-
ogy bundle like in the CTEM model, as introduced in Cai and Arora’s paper. However, it

allows for substitution between a primary factor composite (labor, capital, and fixed-factor
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energy resources) and a fuel composite (coal, petroleum, and gas). In this paper, due to the
limited data on Indonesia’s energy prices, the modified CTAP model only considers fossil
tuels like coal technology and renewables like solar. Also, it follows standard economic
theory and allows for different assumptions about substitutability between technologies.
The model will specify the uptake of clean energies through substituting fossil fuels for
capital and fixed-factor energy resources. Figure 3.2 shows the diagram of the CTAP model

that uses a combination of primary factors and fossil fuels in the Generation (GEN) part.

Electricity
(Leontief
Function)

O & M Distribution Generation

(Leontief Function) (Leontief/CES Function)

Non-Fuel
Intermediate
Input 1

Primary Factors Fossil Fuels
(CES Function) (CRESH Function)
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Intermediate
Input n

Capital Petroleum

Fixed-Factor

Figure 3.2: Production Structure of Electricity in CTAP (Modified from Figure 4 in Cai and Arora
(2015))

This research will also include an element of tax incentives, namely PTC, which is the

focus of the analysis of the economics of the NRE industry.
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Next, following Cai and Arora (2015), the model assumes that electricity is a homoge-
nous good produced by aggregating Generation (GEN) and O&M and Distribution (OMD),
as shown in Figure 3.2 above. GEN is the crucial component of this setup that allows for a
bundle of heterogeneous and competing electricity generation technologies. OMD com-
bines TD and OH, representing all non-technology-specific activities, such as construction
and daily maintenance. OMD aggregates intermediate inputs used to produce electricity
but not specific to a particular generation technology. The complementarity of GEN and
OMD reflects that electricity generators are connected to end-users through electricity
transmission grids. Fossil Fuels will use the structure of the Constant Ratios of Elasticities
of Substitution, Homothetic (CRESH) function, introduced by Hanoch (1971), which allows
for differing substitution levels between electricity generation technologies. The GEN
activity distinguishes between multiple technologies that are substitutes. However, this
approach uses a constant elasticity of substitution (CES) production function that assumes
the degree of substitution between competing technologies is the same.

The mathematical details are as follows. At the top level, electricity production (E) is a

Leontief function of the GEN activity (X) and OMD activity (Y):

where A; and B, are scale factors representing the efficiency of each activity, and min is the
minimum operator. This operator indicates that the two activities are non-substitutable, so
the outputs of GEN and OMD are combined in fixed proportions.

The first term of Equation (3.1) represents the GEN function. The X units of electricity
can be generated by a bundle of technologies (Q;) through a CRESH production function.

The production function is implicit but satisties the following:

2((%) %) e

)
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In this equation, d; is a parameter with a value less than 1 but not equal to zero. Each
D, parameter associated with a particular technology is positive, and the D; values and «
are normalized such that ) . D; = 1. In the special case where d; = d for all i, the CRESH

function collapses to the CES function:

(2

1/d
X=o [Z Q! Di)] (33)

The next step is the optimization problem. Given the amount of total generation (X)
and production costs for each technology (F;), the electricity producer chooses demand for
each technology (Q);) to minimize total cost >, Q;(P; — 7) = C, subject to Equation (3.1).

The linearized solution to this problem yields:

¢ = qx —a; ((pi —7) — pX) (3.4)
where a; = 1—;61/ Pk =a;-S;-(p; —7),and S; = % (the cost share of technology

i), where 7 is the Production Tax Credit. Here, p;, ¢;, and ¢x are the percentage changes
of P, Q;, and X, respectively. Equation (3.4) shows that demand for each technology
depends upon total demand for generation, production costs for each technology, and
various parameters.

It is also necessary to model the technology production for the factor composite (F;)

and intermediate inputs (G;):

In Equation 3.5, A, and B, are the scale factors representing the efficiency of each
activity, and min is the minimum operator. The factor composite is an aggregate of labor,

capital, and the fixed-factor energy resources (if applicable).
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Each of the intermediate inputs (G;) is an aggregate of imported and domestic goods.
The aggregation is represented by a CES function, which allows substitution between

imported and domestic goods, G;™" and GPo™:

Gi = | PDom (G?Om) 7 + Pimp (szp) p} . (3.6)

Here, p is commonly known as the Armington elasticity of substitution between imported
and domestic goods, and ppom and pmp are budget share parameters.
The OMD activity, shown in Figure 3.1, can be modeled as a Leontief function of

non-technology-specific intermediate inputs (G):

Y = min{Bs - G} (3.7)

Here, B3 is a vector of scale factors representing the efficiency of each intermediate input,
and Min is the minimum operator. As before, the intermediate inputs are aggregates of
domestic and imported goods.

After calibrating all the numbers into all the equations, the challenge is to allocate the
output and inputs of the electricity sector into technologies in a manner consistent with
a CGE model’s social accounting matrix. Choosing the appropriate level of output and
input detail for power generation technologies in each region of the model is particularly
challenging. For example, on the input side, the challenge is deciding the appropriate
weights for each factor of production and technology-specific intermediate input.

So, the next process will be to match Indonesia’s SAM model to the electricity data
and narrow it down into region-specific datasets for the Timor System Region. The most
important thing is to obtain the elasticity of substitution between fossil fuel and renewable

sources and the portion of labor or employment attributed to each energy source.
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3.3.2.2 Assumptions

The CGE model is a widely used tool for analyzing the economy-wide effects of policy
changes. It allows for examining the complex interactions among various economic
agents and sectors. In this study, I focus on the impact of PTC on key macroeconomic
variables such as employment, factor income of labor, and household consumption. Before
presenting the results, I first describe the key assumptions underlying the model and the

calibration process used to ensure that the model is consistent with the actual economy.

1. Perfect competition: The model assumes that all firms and households are price-takers

and have no market power.

2. Full employment: The model assumes that all factors of production are fully employed

in the economy.

3. Static analysis: The model assumes that the economy is in a steady state and does not

take into account any dynamic effects or adjustments that may occur over time.

4. Perfect information: The model assumes that all agents have perfect information about

the economy and the policy changes being analyzed.

5. No external shocks: The model assumes that no external shocks or unexpected events

could affect the economy during the analysis period.

3.3.2.3 Model Calibration

The accuracy of any economic model’s predictions is highly dependent on its calibration.
In this section, I discuss the calibration process for my CGE model, which I use to analyze
the economic effects of applying a PTC in the electricity sector. The calibration process
involves estimating the model’s parameters based on available data to reflect the real-
world economy accurately. I begin by describing the methods I used to estimate the model

parameters.

QV A, =iva, - QA, (3.8)
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where QV A, represents the demand for value-added, iva, denotes the quantity of value-

added per activity unit, and Q A, signifies the quantity (level) of activity.

PA, - (1 —tva,) - QA, = PVA, - QV A, + PINTA, - QINTA, (3.9)

where PA, represents the activity price (gross revenue per activity unit), tva, denotes
the tax rate of the activity, PINT A, signifies the aggregate intermediate input price for

activity a, and QI NT A, signifies the quantity of aggregate intermediate input.

3.3.2.4 Simulation Procedures

The modeling process will be conducted as follows. Firstly, the simulations will be
based on assessing the impact of the Production Tax Credit (PTC) on the Total Factor
Productivity (TFP) increase within the renewables sector. To estimate the economic de-
velopment effects, I will refer to the technical report by Lantz (2009) on Wind Energy
in Nebraska, which provides insights into the anticipated impacts of constructing and
operating 7,800 MW of new wind power in Nebraska. This level of development aligns
with the Department of Energy’s (DOE) goal of achieving 20% Wind Energy by 2030.

In their analysis, Lantz (2009) focuses on the potential support of 20,600 to 36,500
annual full-time equivalents (AFTE) through developing and constructing approximately
7,800 MW of wind energy in Nebraska by 2030. By incorporating this information into our
simulation, I can assess the potential employment impacts resulting from the deployment
of renewable energy sources and the associated TFP increase facilitated by the PTC.

Secondly, I will explore the possibility of observing the effects of increasing TFP to
30% or higher. This higher TFP increase allows us to examine the potential economic and
employment outcomes under more optimistic scenarios. By considering different levels
of TFP increase, we can analyze the sensitivity of the results and understand the range of

potential impacts on various economic indicators.
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The TFP will impact the macroeconomic condition in these several ways: First, I will
extend Equations 3.8 and 3.9 to get the shift parameter for the CES activity production
function in Equation 3.11. Equation 3.10 constructs the necessary formula to form the TFP

growth rate:

FIN_TFPGR(4, RG, XC,TC) = % + > (XT_TFP(XC,TC,T))
- (1,TP) (3.10)

1
(SIM_TFP(A, RG, XC,T.TP)) - 15

where: FIN_TFPGR is the TFP growth rate for each activity (A), region (R), i.e., urban
and rural, active simulation for every X value (XC), and each active period T' (T'C),
BASE_TFP is the baseline sectoral TFP growth projections, XT_TFP is the sectoral TFP
growth projections for each active simulation for every X value (XC), and each active
period T' (T'C), and SIM_TFP is the simulation sectoral TFP growth projections for each
activity (A), region (R), i.e., urban and rural, active simulation for every X value (XC),
each active initial period T' (IT'C’), and end of periods T" (1T'P).

Equation 3.11 formulates the shift parameter for the CES production function using

Equation 3.10:

oa(A, RG) = (A, RG) - (1 + FIN_TFPGR(4, RG, XC, TC)) (3.11)

where a,, is the shift parameter for the CES activity production function.
Calculating the shift parameter based on the quantity of Value-Added for each activity
and region will calculate the value-added demand (Q)V' A) and share parameter for the

CES activity production function (dy 4) in Equation 3.12.

QV Ay(A, RG) TIVAARG)
))PVAARG) (3.12)

WA, RG) =
(A, HG) ((ZF&/A(F,A,RG)-QFO(F,A,RG
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where QV Ay is the initial quantity of aggregate value added for each activity (4) and
region (R), dy 4 is the share parameter for the CES activity production function, QFj is
the initial quantity demanded of factor production (fprd) of Capital (fcap), Land (find),
and Labor (flab) from activity (A), and py 4 is the elasticity of substitution of activity (A)
production.

Calculating the CES Production Function for the Quantity of Value-Added in Equation

(3.13) for each activity and region using Equations 3.10, 3.11, 3.12:

CESVAPRD(A, RG):( > 6u(F, A RG)
FeQFy(F,A,RG)

_ 1
PV A

- (fprd(F,A,RG) - QF(F,A,RG) - UF(F, A, RG)) ™"

(3.13)

where CESVAPRD is the CES value-added production function for each activity (A) and

region (R), fprd is the factor-specific productivity, and UF' is the factor utilization rate,
where 1 is fully utilized.

Finally, those four updated equations will be used to calculate TFP simulated effects in

section 3.4. The First Order Condition (FOC) of Equation 3.13 w.r.t. QVA in Equations 3.8

and 3.9 will result in Equation 3.14:

CESVAFOC(F, A, RG) = PVA(A, RG) - (1 — tva(A, RG)) - QV A(A, RG)
Y 6ua(FP, A, RG) - (fprd(FP, A, RG) - QF(FP, A, RG)
UF(F7 Aa RG))ipva : 5va(F7 Aa RG) ' (prd(F, A7 RG))ipm

- (QF(F,A,RG) -UF(F, A, RG)) Pre(are)-1
(3.14)

where: CESVAFOC(F, A, RG) is CES value-added first-order condition, PV A is value-

added price for each activity (A) and region (RG)
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While this simulation provides valuable insights into the potential effects of TFP
increases on the macroeconomic condition, it is essential to acknowledge that the modeling
approach has limitations. The assumption of a fixed TFP growth rate and its direct
impact on the CES activity production function may not fully capture the complexities
and dynamics of real-world economies. Factors such as technological advancements,
changing market conditions, and institutional influences are not explicitly accounted for in
this model, which could lead to an incomplete understanding of the TFP-macroeconomy
linkage.

The key parameters to calculate the CGE simulation are shown in Table 3.3. These
parameters are based on the 2018 Indonesia macroeconomics indicator released by the

competent authority.

Table 3.3: Parameters/Variables for calculating the increase of TFP due to the effect of the applica-
tion of the Production Tax Credit

Parameters/Variables Values Notes
toa 10% Indonesia’s VAT rate
SIM_TFP 20% and 30% TFP growth for the first
and second simulation
PV A -0.5 The elasticity of
substitution for most
activities (A)

Source: BPS, 2018

3.4 Quantitative results

3.41 Overview of the simulation result

The overall objective of the macro simulation of this particular government subsidy is
to see the effect of the PTC on renewables by simulating how it will affect the economy as
a whole. Indonesia aims to increase renewable energy production by projecting that the

power generation capacity, especially wind and solar power, can reach 106,354 gigawatt
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hours (GWh) in 2030.% A long-term plan has been laid to achieve the net-zero emission
target by 2060. For example, Indonesia will gradually retire the coal-fired power plants
with a steam power plant monetization scheme. That would replace the conventional
coal power plant with the variable renewable energy power plant. However, the high
investment cost to build the new power plant would hinder more investors from involving
in this multiyear project. The most significant concerns are the cost in the early production
stage, including the tax and hard-to-get loans from lending institutions, among other
things.”

The US PTC is a federal incentive included under Section 45 of the US tax code that re-
duces the cost of renewable energy projects.'’ The PTC provides a corporate tax credit of up
to 1.3 cents/kWh for electricity generated from landfill gas (LFG), open-loop biomass, mu-
nicipal solid waste resources, and small irrigation power facilities, or up to 2.6 cents/kWh
for electricity generated from wind, closed-loop biomass, and geothermal resources. The
credit is suitable for ten years after the equipment is in service. The credit is available for
eligible technologies such as wind, solar, geothermal, and biomass. The PTC has been
extended several times since its inception in 1992. For developing countries like Indonesia,
this would boost the economy-wide sectors in two ways. First, as of the US experience
on the requirement of the business that qualifies for this incentive, the wind power sector
must meet the prevailing wage and apprenticeship requirements for all laborers and me-
chanics employed by the taxpayer to receive the full production tax credit of 2.6 cents per
kilowatt-hour.!" Solar energy projects must begin construction before January 1, 2025, to

be eligible for the production tax credit. Unfortunately, a few jobs and power plant projects

8See https:/ /databoks.katadata.co.id /datapublish /2022 /02 /18 /kapasitas-ebt-diproyeksikan-capai-106354-
gwh-pada-2030

?See Katadata White Paper, “Kolaborasi Menuju Transisi Energi Berkelanjutan”, July 2020 (translated)
10See https:/ /www.epa.gov/ for more information

"nflation Reduction Act (IRA), signed by President Biden on August 16, 2022, has extended to wind projects
that begin construction before the end of 2024. Before the IRA, PTC for wind projects was available only to
facilities that began construction before Jan. 1, 2022
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in the renewable energy sector were created before 2022 in Indonesia. There was also
negative growth in renewable energy investment in several countries in Asia, including
Indonesia, during this period, as pointed out in Figure 3.3. As mentioned in Section 3.3, the
increase in TFP from the electricity sectors due to applying PTC will lead to a decrease in
the relative price of electricity and, thus, an increase in demand. In this simulation, I make
two scenarios where TFP in the electricity sector increase by 20% and 30%, as suggested by
several works of literature. Second, in this simulation, I will discuss the distribution results

of the analysis of income distribution patterns in the various households” employment

sector.
Growth of investments in renewable energy capacity in the Asia-Pacific region in
2019, by country or region (in billion U.S. dollars)
Cambodia 6.133%
Taiwan 390%
South Korea 31%
Pakistan 12%
Japan -10%
Thaifand -24%
Australia -40%
Malaysia -44%;
Indonesia -53%
Vietnam -64%
-1,000% 0% 1,000% 2,000% 4,000% 5,000% B,000% 7,000%
Growth of investments
Saources Additional Information:

BloombeargNEF: Asia; APAC: FS-UNEP Collaborating Centre; UNEP; BloombergNEF: 2019

Figure 3.3: Growth of Investment in Renewable Energy Capacity in Asia-Pacific Region, 2019
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3.4.2 The results on the impact of PTC on electricity prices

In this section, I simulate the effect of applying the production tax credit (PTC) to
electricity prices if electricity producers qualify to meet the investment goal set by policy-
makers. I consider two scenarios: (i) a 20% increase in total factor productivity (TFP) in the
electricity sector and (ii) a 30% increase in TFP in the same sector. The simulation results
are presented in Figure 3.4, which shows the projected electricity prices for both scenarios.

Choosing 2018 as the base year enables me to establish a baseline and capture the
prevailing trends and conditions in Indonesia’s electricity sector, given its historical path
and energy transition roadmap leading up to 2030. These simulation results reveal a
significant decrease in electricity prices, with the most substantial reduction occurring in
2025 for both scenarios, ranging from 63% to 65%. Importantly, I find that the gap in the
decline of electricity prices between the two scenarios will not be too large by the end of the
observation period in 2030. A similar study by Hwang and Lee (2015) suggests that since
electricity demand’s price elasticity tends to be low, convergence may not be guaranteed
during an iterative process between scenarios. Additionally, it is worth noting that the
electricity market in Indonesia is unique, and the results of this study are subject to policy
changes that could affect market structure and pricing. Soummane et al. (2019) support
these findings by demonstrating that regulated electricity prices in emerging G20 countries
tend to converge to average prices. These results suggest that a production tax credit could
significantly decrease electricity prices, with relatively small differences between scenarios

by 2030.
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Figure 3.4: The decrease in electricity prices due to the impact of the PTC

Table 3.4 shows the results of our sensitivity analysis on the production tax credit,
with three scenarios: a baseline scenario with no production tax credit with 1% inflation
each year and two policy scenarios that lead to TFP increases of 20% and 30%. The table
displays the projected trend of electricity tariffs in both policy scenarios.

The sensitivity analysis results indicate that the production tax credit leads to a signifi-
cant increase in electricity supply, as renewable energy investment is incentivized. The
increase in supply leads to a decrease in the marginal cost of production, reducing the
electricity tariffs.

It is important to note that the assumptions and data used in this simulation are subject
to certain limitations, and I make several assumptions for interpreting the results. First, the
electricity market is in perfect competition, meaning that markets for electricity generation
and transmission are perfectly competitive, which means that prices are set at the marginal
cost of production. While this is true for the developed countries, Indonesia’s electricity

market is entirely different in terms of the market structure, where electricity prices are
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determined by the sole entity appointed by the central government. Thus, the results of
the estimated path of the electricity prices are conditional upon the government policy
on the market structural change within the country. Second, price determination in the
electricity market is a complex process that is influenced by various factors such as fuel
costs, transmission and distribution costs, and policy interventions. While  have attempted
to account for these factors in our analysis, it is possible that the results may not fully

capture the complexities of the Indonesian electricity market.

Table 3.4: Forecast of Electricity Prices Trend from 2018 to 2030 due to the application of TFP in
Timor System

Year Base Tariff ($/kWh) | 20% increase in TFP ($/kWh) | 30% increase in TFP ($/kWh)
2018 (Base) 0.1954 0.1642 0.1541
2019 0.1962 0.1500 0.1385
2020 0.1969 0.1419 0.1313
2021 0.1976 0.1370 0.1276
2022 0.1982 0.1338 0.1258
2023 0.1987 0.1318 0.1249
2024 0.1993 0.1305 0.1246
2025 0.1998 0.1298 0.1248
2026 0.2004 0.1295 0.1251
2027 0.2009 0.1296 0.1256
2028 0.2015 0.1298 0.1263
2029 0.2020 0.1302 0.1271
2030 0.2026 0.1308 0.1279

Source: Author’s calculation from the attachment of the Indonesia’s Minister of Energy Regulation
number 55 K/20/MEM/2019

3.4.3 The results of the analysis of income distribution patterns in the

households and employment sector

In this section, I present a detailed analysis of income distribution patterns in the
Households and Employment sector, which is a crucial aspect of assessing the impact of
policy changes on the overall welfare of the economy. The distributional impact of policy
changes on different income groups is an essential consideration for policymakers. This

analysis aims to shed light on the effects of the policy scenarios on various income groups.
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To evaluate the impact of policy changes on income distribution, I use the same scenarios
as in the previous section and examine the effects of the policy changes on the income of
different households and employment sectors. The results presented here will provide
valuable insights into how policy changes can affect income distribution in the economy

and inform policymakers in their decision-making processes.

3.4.3.1 Implication on the household consumption

In this section, I analyze the implications of policy changes on household consumption,
examining the effects of price and income level changes on consumption patterns and ex-
ploring the distributional impacts across different income groups. Figure 3.5 illustrates the
Household income expenditure for a selected population in rural and urban regions. The
per capita consumption quintiles further disaggregate rural and urban households. These
quintiles are defined at the national level, ensuring comparability and equal representation

of each quintile’s population, corresponding to one-fifth of the national population.
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Figure 3.5: Household income expenditure from different regions and groups of the national
population

The sensitivity analysis reveals that applying the Production Tax Credit (PTC) on
renewable energy has divergent effects on consumption expenditure trends between
rural and urban areas in the Timor System. Figure 3.5a and 3.5c depict the number of
households in sparsely populated rural areas, where most families work as seaweed
farmers and heavily rely on electricity generated from coal-fired power plants. Figure 3.5b
and 3.5d represent the urban population.

The analysis demonstrates that the consumption expenditure trend for the first quantile
in rural areas, under the PTC scenario, is relatively lower compared to urban areas. The
trend slope appears flatter during 2018-2030, indicating slower consumption expenditure
growth. These findings suggest that the PTC policy may have a limited impact on enhanc-

ing the welfare of the least well-off households in rural areas. Conversely, the consumption
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expenditure trend for the urban population exhibits rapid growth during the initial seven
years until 2025, followed by stabilization in subsequent years. That indicates a significant
impact of the PTC policy on urban households, who likely possess a greater capacity to
invest in renewable energy and benefit from reduced electricity tariffs. However, the initial
increase in consumption expenditure could lead to higher inflation and potentially adverse
welfare effects for certain urban households.

Moreover, implementing the PTC increases Total Factor Productivity (TFP) growth
within the electricity sector. It will lead to enhanced productivity and efficiency in renew-
able energy generation. This initial boost in TFP growth contributes to an overall rise in
income expenditure across rural and urban areas.

However, as time progresses, the effects of the increased TFP growth may gradually
diminish or encounter certain limitations. In the case of the 30% TFP growth scenario, it
is observed that the growth rate in income expenditure eventually slows down and falls
below that of the 20% TFP growth. This phenomenon can be attributed to factors specific
to the electricity sector and the broader economic landscape.

Renewable energy generation capacity saturation within the electricity sector plays a
role in this context. As the renewable energy infrastructure expands and reaches a certain
level of development, the potential for further growth becomes constrained, resulting in
diminishing returns regarding the additional benefits derived from higher TFP growth.

Furthermore, changes in market dynamics and economic factors influence the growth
rate of income expenditure. Factors such as fluctuations in energy demand, shifts in
consumer preferences, or changes in policy frameworks can impact the overall economic
performance of the electricity sector. Consequently, these factors can influence the prof-
itability and competitiveness of renewable energy technologies, hence affecting the growth
rate of income expenditure associated with the industry.

Additionally, the differential impact between rural and urban areas can be attributed

to disparities in industry structures, labor market dynamics, and specific policy contexts.
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Urban areas typically possess a more diverse and developed economic base, which renders
them more resilient and adaptable to changes in TFP growth. Conversely, rural areas
exhibit different dependencies and vulnerabilities with specific economic activities such as

seaweed farming, leading to distinct consumption expenditure trends.

3.4.3.2 The implication to the employment and factor income of labor

Given the significant role of labor and employment in producing renewable energy,
it is essential to examine the effects of this policy measure on the labor and employment
factor income. Specifically, I analyze the impact of the PTC on the employment levels of
education and evaluate its effect on the overall welfare of the economy.

In this section, I present the implications of the production tax credit policy on labor
employment and factor income. To assess these implications, I first defined three types
of labor: Low Skill, which has no basic education; Medium Skill, which has education
less than a college degree; and High Skill, which has a college or professional degree
(ILO, 2014). Figure 3.6 shows the simulation results for the employment of each type
of labor under both scenarios. As shown in the graph, the employment of each type of
labor declines overall in both scenarios. This is due to the relative increase in the price
of capital-intensive goods, which leads to a shift in production towards capital-intensive
industries. As a result, labor-intensive industries experience a decrease in demand for
labor, causing a decline in the employment of each type of labor.

However, it is worth noting that this result differs somewhat from other CGE analyses.
For example, Bohringer et al. (2013) analyzed the German economy’s overall employment
and welfare impacts of alternative financing subsidies for renewable energy capacity
creation. They found that the decline in employment is more significant for low-skilled
labor, reflecting the sectoral shift towards capital-intensive industries that require higher-
skilled workers. The production tax credit policy will likely hurt employment, particularly
for low-skilled workers. It is important to note that this interpretation assumes that no in

and out-migration would affect the number of populations during the observation period.
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Figure 3.6: Employment demanded in the electricity sector

Notably, the decline in employment within the two scenarios will converge almost the
same amount by the end of the observed period. This result is identical to the previous
effect on the simulated decrease in electricity prices, which indicates that convergence may
not be guaranteed during an iterative process between scenarios.

However, there are different results from the agricultural sector, such as the Maize
sector. The Maize sector, in particular, has experienced a surge in demand for employment
due to the production tax credit and the subsequent increase in TFP within the electricity
sector. This boost in employment opportunities has profoundly impacted the overall
agricultural industry, leading to a more robust and thriving Maize sector.

Furthermore, the rise in TFP within the electricity sector, which was facilitated by
the implementation of the production tax credit, has had a positive spillover effect on
the Maize sector, as shown in Figure 3.7. This increased productivity has allowed for

more efficient resource allocation and production processes within the agricultural sector,
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ultimately leading to improved outcomes, such as increased crop yields and enhanced
overall economic performance.

Therefore, it can be concluded that applying the production tax credit has not only
resulted in positive outcomes for the electricity sector but has also triggered notable
improvements in the agricultural industry, particularly in the Maize sector. The increase
in employment demand and the rise in TFP within the electricity sector have played
instrumental roles in driving these favorable outcomes, contributing to a more prosperous

and dynamic agricultural sector.
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Figure 3.7: Employment demanded in the Maize sector

Next, I further analyze the impact of the PTC on the factor income of labor in different
education levels of employment. Figure 3.8 reveals that highly educated labor’s income

significantly increases for both scenarios. This finding is unsurprising as most educated
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workers tend to be employed in industries that benefit the most from the PTC. However,
the factor income of low and medium-skilled labor slightly decreases for both scenarios,
indicating that the PTC policy may not be favorable for all types of labor in terms of
income. These results are consistent with previous CGE studies, such as the analysis by
Al-Riffai et al. (2015) on the impact of renewable energy subsidies on the economy-wide
sectors. They found that the subsidies tend to favor high-skilled workers, while low and
medium-skilled workers may experience a decline in their wages. The middle of the urban
income distribution typically benefits the most since these quintiles rely more heavily on
labor wages for their incomes. Moreover, these households generally are endowed with
semi-skilled and high-skilled labor, used fairly intensively in the renewable equipment

manufacturing sectors (such as operators and technicians).
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Figure 3.8: Factor Income from different type of labor

Overall, the implications of the PTC on the factor income of labor highlight the need for
policymakers to carefully consider the distributional impacts of renewable energy policies

and explore ways to mitigate any adverse effects on low and medium-skilled workers.

3.5 Conclusion and policy recommendation

In this research, the simulation results indicate that implementing a production tax
credit (PTC) for the electricity sector can significantly decrease electricity prices. The
study considers two scenarios with different total factor productivity (TFP) increases, and
both scenarios show substantial reductions in electricity prices, particularly in 2025. The

results suggest that the gap between the two scenarios’ price declines diminishes over time,
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indicating that convergence may not be guaranteed during the iterative process between
scenarios.

However, it is important to note that the findings are subject to certain limitations
and assumptions. The electricity market in Indonesia has a unique structure, and the
results depend on potential policy changes that could affect market structure and pricing.
Additionally, the impacts of the PTC on consumption expenditure and labor employment
differ between rural and urban areas. The policy has limited effects on enhancing the
welfare of the least well-off households in rural areas. In contrast, urban households benefit
more due to their greater capacity to invest in renewable energy. However, initial increases
in consumption expenditure could lead to higher inflation and potentially adverse welfare
effects for certain urban households.

Furthermore, the analysis highlights the importance of considering the saturation
of renewable energy generation capacity and changes in market dynamics over time.
The effects of increased TFP growth may gradually diminish, and other factors, such as
energy demand fluctuations and shifts in consumer preferences, can influence the overall
economic performance of the electricity sector. The differential impact between rural and
urban areas can be attributed to disparities in industry structures, labor market dynamics,
and specific policy contexts. Considering the implications for factor income, the PTC
policy positively impacts highly educated labor income, while low and medium-skilled
labor may experience slight decreases. This finding underscores the need for policymakers
to carefully consider the distributional impacts of renewable energy policies and explore
ways to mitigate any adverse effects on low and medium-skilled workers.

These results suggest that implementing a production tax credit can lead to significant
reductions in electricity prices and positive outcomes for the electricity and agricultural
sectors. However, policymakers should carefully consider the unique characteristics of the

electricity market, distributional impacts on different income groups, and the evolving
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dynamics of the renewable energy sector to ensure a balanced and inclusive transition

towards sustainable energy systems.
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