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Dynamic Effects of Capacity Mechanisms of Electricity
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—1 Abstract |

The introduction of competition in the generation of electricity has raised the
fundamental question of whether markets provide the right incentives for the
provision of the capacity needed to maintain system reliability. Capacity mechanisms
are adopted around the world to guarantee appropriate level of investment in
electricity generation capacity.

In this study, we discuss these approaches and analyze the capacity pricing
mechanisms from the adequacy perspective. We conclude that the design of capacity
mechanism is very important to decrease electricity spot price and increase total
electric capacity. Specifically, the constant of capacity pricing mechanism made a
difference to the performance of electricity market. However, the slope of capacity
price mechanism is better than the constant of that in improving performance of

electricity market.
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(Capacity Mechanism, Electricity Market, Capacity Investment,
Electricity Price, Price Volatility)
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