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Dynamic Simulation and Analysis of Generation Investment Fluctuation Under
Different Market Mechanisms

LIU Guo-yue ZENG Ming XIAO Lin XU Hong

Abstract:

A dynamic simulation model of generation capacity investment was established, and the periodical
fluctuation of generation investment was simulated and analyzed under several mechanisms. The
simulation results show that fluctuation of generation investment can be gradually dampened under the
energy-only mechanism in perfect environment. However, in imperfect conditions, neither the energy-
only mechanism nor the capacity payment mechanism leads a sufficient and robust generation
investment. Because the long term load forecast made by the ISO 3 years before the delivery year is
more accurate than those made by the investors, and the downward sloping demand curve gives a
capacity price signal that is more flexible, the reliability pricing model (RPM) is capable of leading
sufficient generation investment and reducing electricity procurement cost. The model and its simulation
result are valuable in the future market mechanism design in China, especially for the coordination
between the goals of adequate generation investment and high market efficiency.
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