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ACSIBEEE  The Dynamic Structure of Fuel Cost Pass-Through
Deferral and Its Institutional Implications:
A Game-Theoretic Analysis

Taesik Kim"

This paper investigates the time inconsistency problem arising from the
government's insufficient internalization of long-term costs in energy
price-setting decisions, especially when rising energy import costs exert
upward pressure on rates. Employing a finite-horizon dynamic game model,
this study demonstrates that a subgame perfect equilibrium emerges in which
the pass-through rate remains zero if future liabilities, such as deficits and
resolution expenses, are omitted from current considerations. Conversely,
incorporating these costs into the social cost function incentivizes
governments to implement partial or full pass-through at appropriate times,

thereby reducing the likelihood of indefinite deferral. Furthermore, the

analysis highlights that specifying a higher degree of cost internalization (&)
can resolve time inconsistency and mitigate the accumulation of public
enterprise debt. The study also conducts a comparative static analysis to
examine how variations in the level of cost internalization influence the
government's pass-through decisions, yielding implications for institutional
improvements to alleviate time inconsistency and prevent policy delays.
These findings offer valuable insights for designing more stable energy
pricing frameworks, ultimately contributing to broader financial stability in the

face of rising energy import costs.

Key Words : Energy pricing, Time inconsistency problem, Dynamic Game

Theory, Fuel Cost Pass-Through
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