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Fig. 2 Investment threshold curve with price cap
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Investment threshold and capacity choice with price cap in oligopoly electric
power market

ZHANG Xin-hua' > YE Ze' LAl Ming—ong" TAN Yuan—yuan'

1. School of Economic and Management Changsha University of Science and Technology Changsha 410114
China;

2. School of Economic and Trade Hunan University Changsha 410079 China

Abstract: Either excess or shortage of generation power capacity investment will lead to huge economic and
social losses. In the paper bidding strategies of power producers in the oligopoly power market are analysed
and investment threshold and capacity choice with price under uncertain demand cap was modeled using real
option and game theory. Numerical simulation were used to analyse the optimal investment threshold and ca—
pacity choice of investors optimal price cap and the number of producers. The results indicate: 1) when the
price cap is lower power producers will postpone their investment but total equilibrium capacity be decreasing
with the number of power investors the opposite case is true when the price cap is high.2) optimal price cap is infi—
nite and the number of power investors is key to the sustainable development of electric power industry.

Key words: capacity investment; price cap; game theory; real option; power market



