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Watch List
• The New Energy for America plan, issued by the 

Obama administration in 2009, recommends 
that renewable energy comprise at least 10 per-
cent of the nation’s electricity by 2012 and 25 
percent by 2025. Feed-in tariffs, which provide 
an economic incentive to producers of renew-
able energy, are not a key component of the 
Obama plan.  

• Feed-in tariff programs have been proposed in 
several US states and municipalities. Two pro-
grams are under way in California and Gainesville, 
Florida. Neither is considered as comprehensive 
or aggressive as the national programs enacted 
in Germany and Spain. 

• Democratic Congressman Jay Inslee of Washing-
ton introduced a federal feed-in tariff bill in 2009, 
but there is limited support for energy legisla-
tion in the US due to the state of the economy.  

Key Takeaways 
 • Feed-in tariff programs obligate utility compa-

nies to buy electricity generated from renewable 
sources. The purchase price, established by the 
government, is the so-called “tariff”; it is paid to 
companies that “feed in” power to the grid. 

• The overriding goal of all feed-in tariff programs is 
to stimulate investment in renewable energy. This 
is accomplished by stabilizing renewable energy 
markets and removing some of the barriers to 
entry that renewable-energy producers face.

• Feed-in tariff programs have been implemented in 
more than 50 countries, provinces and states. Ger-
many’s program is considered one of the best and 
has helped increase the country’s share of electric-
ity from renewable sources from about 6 percent 
in 2000 to more than 15 percent in 2010.

• Proponents of feed-in tariffs say they are the fast-
est, most effective way to develop renewable energy 
sources. Critics believe the tariffs are expensive, 
regressive and create unsustainable markets. Related Reports

• Clean Technology Investments

• Power Purchase Agreement
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Executive Summary 
During the first three months of 2010, about 10 
percent of all electricity produced in the US came 
from renewable resources (US Energy Administra-
tion, 2010). That figure is expected to continue 
rising toward a target of 25 percent, established by 
the Obama Administration in 2009. To expand the 
supply of clean power, some state and municipal 
governments are enacting public policies that con-
tain financial incentives for producers of renewable 
energy. One such policy, rarely used in the United 
States, is feed-in tariff legislation.  

Feed-in tariff programs are popular in Europe and 
around the world. They guarantee renewable energy 
producers a stable, long-term market and a fixed 
price for the power they generate. The price often 
includes a guaranteed profit. Ratepayers fund these 
programs through higher utility bills.  

Opinions about feed-in tariffs vary, though there is 
widespread agreement that they do, in fact, accel-
erate the production of renewable energy. This 
acceleration is either lauded by proponents of the 
legislation or criticized as reckless and unsustainable 
by the opposition.  

Two high-profile feed-in tariff programs are under 
way in the United States. A Gainesville, Florida, ini-
tiative is limited to solar power and has been very 
popular since its inception in 2009. Feed-in tariff 
legislation enacted by the state of California in 2008 
is broader in scope, but less generous in terms of 
payment, and is not considered as successful as the 
Florida program.  
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What is a feed-in tariff?
A feed-in tariff is a public policy initiative, designed 
to encourage rapid development of renew-
able energy (energy that comes from renewable 
resources such as wind, sun and water). It can also 
be referred to as an Advanced Renewable Tariff or 
a Renewable Energy Payment.  

Regardless of the name, the point of these types of 
programs is to stimulate investment in renewable 
energy technology. Established by state, municipal 
or national governments, feed-in tariff programs 
require utility companies to purchase a specified 
amount of renewable energy. The price paid for this  
energy is set by the governmental body and 

referred to as a “tariff.” It is distributed to those who 
“feed in” renewable energy to the power grid. 

Feed-in tariff legislation has been enacted in dozens 
of countries around the world (Figure 1). Some pro-
grams have national jurisdiction; others are state, 
provincial or regional initiatives. Each is different, but 
all contain three key provisions: A guaranteed con-
nection to the grid, a long-term contract and a fixed 
price (Farrell, 2009, p. 6). In addition, most programs 
are designed to reward early adopters of renewable 
energy technology, stabilize renewable energy mar-
kets and eliminate some of the challenges renewable 
energy producers face as they attempt to enter the 
industry.  

Figure 1
Countries in which feed-in tariffs have been implemented (2008)
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Feed-in Tariffs in Germany
Germany is widely recognized as a leader in the pro-
duction of renewable energy. The country’s feed-in 
tariff program is also considered by many to be one 
of the most effective in the world. Germany actually 
adopted feed-in tariffs in 1991, but made major revi-
sions to the program in 2000. Some of the features of 
the revised program include: 

• Cost-plus pricing. Tariffs are set high enough to 
cover the cost of production, plus a profit of five 
to seven percent. 

• Variable pricing. Tariff rates differ according 
to the technology employed and its associated 
costs. For example, electricity generated by off-
shore wind turbines is priced higher than that 
produced onshore because offshore facilities are 
more expensive to install and maintain.  

• Preference for smaller projects. Small, decen-
tralized installations receive higher payments per 
kilowatt hour than larger ones. This encourages 
broader deployment of renewable technologies.  

• Long-term horizon. Payment of the tariff is guar-
anteed for 20 years to ensure market stability over 
time.   

• Declining tariffs. Tariffs “degress” annually, which 
means that producers who invested in renewable 
technology during the first year of the program 
secured the highest rates (and maintained those 
rates for 20 years). Those who enter the business in 
subsequent years are earning progressively lower 
rates. Tariff degression provides an incentive for 
early adopters and encourages cost reduction and 
efficiency improvement in the renewable industry 
(Stokes, 2009).   

Since Germany’s feed-in tariff program was updated 
in 2000, the country’s share of electricity from 
renewable sources has grown from about 6 percent 
to more than 15 percent (2008); an increase of more 
than 200 percent. Feed-in tariffs are considered a key 
factor in this growth (Mendonça & Jacobs, 2009).   

In addition, the amount of energy produced from 
wind and biomass has more than doubled since the 
feed-in tariff program was upgraded, plus there was 
a nine-fold increase in electricity generated from 
solar photovoltaic (PV) systems (Mendonça & Corre, 
2008).  

Feed-in tariffs have also contributed to job growth. 
Approximately 249,000 green jobs were created in 
Germany between 2004 and 2007, with about one-
third of them attributable to feed-in tariffs (Barclay, 
2010).  

Feed-in tariffs in the United States
Because states set utility rates in the United States, 
it is unlikely that a national program like the one 
instituted in Germany would be supported. There 
are however, several initiatives referred to as feed-in 
tariff programs in the US.  Two of the most promi-
nent ones are in Gainesville, Florida, and the state of 
California.  

The Gainesville program was established in 2009 
to promote the production of solar PV energy. The 
original program paid solar producers a fixed price 
($.32 per kilowatt hour) for 20 years. The rate paid 
to new producers drops each year as technology 
evolves and solar energy production becomes more 
cost effective. Installation is capped at 4 megawatts 
per year. Early response to the program was over-
whelmingly positive. Within one week, the cap for 
2009 was reached, and during the first year, the city 
of Gainesville deployed more new solar capacity 
than the state of Florida had deployed in its entire 
history (Lewis, 2010).   

Though lauded by many, the program was also 
criticized, particularly for its proposal process which 
some said lacked rigor. As a result, large numbers of 
speculative projects were submitted, many of which 
may never actually be implemented. Key problems 
with the proposal process were addressed in an 
update to the program announced in July of 2010.   
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The state of California also launched a feed-in 
tariff program in 2008. It applies to a full range of 
renewable energy sources including solar, wind 
and biogas. Only smaller producers are eligible for 
the tariff. Power output for a given project cannot 
exceed 1.5 megawatts, and the total program is 
capped at 500 megawatts per year. The California 
tariff is based on a concept called Market Price Ref-
erent (MPR). In simple terms, an MPR-based tariff 
covers costs only and does not include the built-in 
profit margin incorporated into the cost-plus tariffs 
used in Germany and Florida. As a result, there is 
less incentive for individuals and organizations to 
invest in renewable energy. The California program 
has not generated the same level of interest as the 
Gainesville initiative.  

Benefits 

Proponents of feed-in tariffs call them the most effec-
tive tool for stimulating development of renewable 
energy resources. To support this claim, they point to 
Europe where wind power deployment in countries 
with feed-in tariffs is seven times higher than it is in 
countries using other forms of renewable energy sup-
port (Greer, 2009).  

Other benefits include: 

• CO2 emissions reduction. Replacing con-
ventionally generated electricity with power 
produced from renewable resources will slow 
the growth of carbon emissions, stabilize 
atmospheric conditions and reduce the risk of 
problems related to climate change.   

• Stable energy prices. A feed-in tariff program 
sets a firm price for renewable power and main-
tains it for up to 20 years so that energy prices are 
not subjected to inflationary pressures or the ups 
and downs of global energy markets.  

• Energy security. Increasing production of renew-
able energy makes a country more self sufficient 
and less vulnerable to potential conflicts with oil 

producing nations, manipulation of energy sup-
plies, attacks on energy infrastructure, accidents or 
natural disasters.  

• Job creation. Growth of the renewable sector of 
the economy creates jobs for thousands of work-
ers.   

• Local ownership. Many feed-in tariff programs 
are restricted to smaller, locally owned producers. 
Engaging more individuals and communities in 
renewable energy production helps strengthen 
commitment to change.  

• Innovation. Attractive tariff rates encourage 
investment in the renewable energy sector and 
help drive new research and development.  

• Cost reduction/efficiency improvement. 
Because the tariffs decline over time, there is a pow-
erful incentive to lower the cost and improve the 
efficiency of renewable energy technologies and 
processes. 

• Fair markets. It has been challenging for pro-
ducers of renewable power to compete with 
conventional producers because electricity gen-
erated from fossil fuels is not always priced to 
reflect its environmental costs. A feed-in tariff 
program helps level the playing field.   

Criticisms
The primary objection to feed-in tariffs is their impact 
on utility rates. Critics refer to Gainesville, Florida, for 
example, where the price of electricity per kilowatt 
hour is about three times higher than the national 
average (Stokes, 2009). Asking ratepayers to fund the 
higher costs of clean energy is especially unpopular 
when the economy is weak.  

Feed-in tariffs are also criticized for these reasons: 

• Price fixing. Opponents say the process for set-
ting tariff rates amounts to little more than price 
fixing. It is less rigorous and fact-based than the 
process utility companies are required to follow 
when applying for rate increases.  



Sustainability Watch

EBSCO Sustainability Watch • Copyright © 2010
EBSCO Publishing Inc. • 800-653-2726 • www.ebscohost.com

Feed-in Tariffs

6

• Regressive. All electricity users pay higher util-
ity bills to cover the cost of feed-in tariffs, but the 
poor pay a higher portion of their income. Making 
the poor pay to solve the carbon emissions prob-
lems caused by the rich is viewed as unjust.  

• Favors wealthy investors. Only those who can 
afford to invest in renewable technologies benefit 
directly from a feed-in tariff program.   

• Unsustainable markets. Overly generous tar-
iffs, guaranteed for up to 20 years, can cause 
investment bubbles that destroy markets. These 
tariffs, some say, are as dangerous as subprime 
mortgages and could have the same disastrous 
consequences (Barclay, 2010). 

• Minimal job creation. Although proponents 
of feed-in tariffs often mention Germany’s cre-
ation of 249,000 green jobs between 2004 and 
2007, critics stress that this is just two percent 
of the industrial labor force. They also contend 
that only one-third of Germany’s job growth 
(about 72,500 jobs) has been attributed to feed-
in tariffs. Furthermore, because these jobs are 
based on unsustainable market conditions, they 
are not secure in the long term. However, they 
would be difficult to cut, given the high-profile 
politics associated with green jobs. 

Characteristics of Effective Programs
Although experts disagree on the merits of feed-in 
tariffs, these programs are considered an effective 
way to boost renewable energy production. Pro-
grams that have achieved the best results (in terms 
of sustainable growth in renewable power) share 
many of the following characteristics: 

• Political support. Citizens and elected officials 
are united in support of renewable energy and 
are willing to pay higher costs for green power. 

• Proactive. A well-articulated strategy is in place 
to help manage market volatility and ensure 
long-term stability. 

• Broad availability. Tariffs are available for a full 
range of renewable technologies, but each tech-
nology has a different tariff rate, depending on its 
costs, complexity, current availability and other 
factors.

• Strategic pricing. Tariffs balance the needs 
of investors and consumers. They are set high 
enough to encourage investment without cre-
ating supply bubbles, yet windfall profits are 
avoided and consumer utility bills remain afford-
able.  

• Cost-plus model. Tariff payments cover produc-
ers’ costs and deliver a reasonable profit.  

• Degression. Rates decline over time to encour-
age early adoption of technology and ongoing 
cost cutting in the industry. 

• Caps and floors. Rates have both an upper limit 
(cap) and lower one (floor) to enhance long-term 
stability. 

• Volume-based. Payment is based on the 
number of kilowatt hours produced, encourag-
ing producers to generate the highest possible 
volume of renewable power.   

• Time-sensitive. Rates are higher for producers 
who can control the timing of power generation 
to better support peak demand.  

• Renewable “merit order.” Under most merit-
order policies, utilities are required to feed lowest 
cost power into the grid first, as it has “merit” over 
higher cost sources. But effective feed-in tariff 
programs give renewable energies merit over 
nonrenewables, regardless of cost. This means 
that utilities must buy and supply clean power to 
the grid first.  

• Simple, transparent, fair contracts. Contracts 
between producers and utility companies are 
clearly written, easy to understand and designed 
to promote fair outcomes.  
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Regulatory Environment
Power generation in the United States is regulated 
by state and municipal governments.  

Acronyms
MPR: Market Price Referent 
PV: Photovoltaic
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