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Abstract: Conventional economic analysis on effects of market power in electricity sector overlooks
the harm it causes to the consumer, by modeling the demand side as passive consumers with a
demand curve. However, it seems quite clear that downstream consumers are not necessarily passive
at all but, instead, must make a material sunk investment to participate in the market. This paper
shows that the material sunk investment made by the consumers shall be affected when the generators
are in a position to exercises market power. The potential failure of consumers to make the potential
investment, thereby foregoing the full benefits of electricity supply, is a result of harm from market
power. The paper proves the harm of market power on demand-side sunk investments, in a two-
node and three-node system; and goes on to verify the conclusions in general setting with numerical
simulations.
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