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The optimal contracts design of power generation company using common agency
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Abstract: Common agency is a widespread market phenomenon. In electric power market, the common agent mechanism designed
appropriately can resolve many problems effectively such as how do cascaded hydropower station enter the market .Using the
common agency theory, an intrinsic common agency is proposed to research the design of principals’ optimal contract. The necessary
conditions which the optimal contract should meet with quadratic cost function of principals are deduced. The effectiveness of the

optimal incentive contract is demonstrated by the example results. The equilibrium solutions whether involve IR are compared, and

some meaningful conclusions are obtained.
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