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An Analysis of Substitution between Fuel and
ABSTRACT Capital in the Korean Fossil-fuel Power
Generation Industry

Myunghun Lee*™ and Sangmok Kang** and Young-Keun Chung***

The more substitutable energy is with capital, the easier it is to
achieve the goal of sustainable development in highly energy intensive
Korean industrial sector. This paper estimates a restricted cost
function, which is derived given the optimal level of capital stock, and
measures elasticities of substitution between fossil fuels and capital in
the Korean thermal power generation. Empirical results show that
capital is strongly substitutable with oil. The effect on the demand for
oil of price subsidy for capital is simulated with the estimated price
elasticities of demand. The use of oil would be reduced by more than
the extent to which the use of capital would be increased, suggesting
that a subsidy for investment on improving boiler fuel-efficiency would
be likely to be effective in reducing some degree of CO, emissions.

Keyword : Fuel-capital substitution, Restricted cost function, Thermal
power generation
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