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ACCJ Viewpoint

BACKGROUND

The ACCJ believes that a robust and competitive
electricity retail market can only be achieved
with a fully functioning wholesale market, based
on a fair and transparent regulatory structure that
supports a level playing field. Allowing market forces
to determine pricing is a fundamental principle of a
robust market. This is predicated on the existence
of a market that is transparent and subject to
regulation that is fair and places market participants
on a level playing field.

As recent extreme and unprecedented Japanese
wholesale market volatility—particularly the
length of the January 2021 price spikes, and the
apparent inability of the market to self-correct—
have demonstrated, transparency on generation
availability, and bid/offer levels in Japan Electric
Power Exchange (JEPX), as well as some
fundamental structural challenges remain to be
addressed in Japan.

Integration of Distributed Energy Resources (DERs)
should be accelerated because integration is
integral to unlocking the scale and full potential of
the technologies that will be critical to reaching the
Government of Japan’s (GOJ) recently announced
target of achieving net zero greenhouse gas
emissions by 2050.

On both of these points, specific issues and
recommended actions are listed below. We
appreciate the GOJ's attention to these matters
and would welcome continued engagement with
the ACCJ going forward.

RECOMMENDATIONS
Unleashing the potential of the financial
markets

Energy trading is a core component of a healthy
and vibrant retail electricity sector in markets
around the globe. In Japan, however, limited
hedging options and illiquidity in wholesale markets
endanger the viability of electricity retailers, as
well as the long-term attractiveness of investing
in and competing in this sector.

To effectively stimulate liquidity in wholesale
energy markets for the purpose of hedging supply
positions, the ACCJ recommends review of and
revisions to policies concerning the futures market
for electricity in Japan. Specific next steps should
include:
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e Making appropriate regulatory changes and
modifying prudent lending oversight policies
to ensure that there is adequate -credit
availability for counterparty risk (e.g., in order
to enable retailers to open clearing accounts
with global banks or with Japanese regional
banks to facilitate credit mitigation).

e Modifying the regulatory framework so that
generators (particularly former utility generators)
are incentivized to deliver power to JEPX at
marginal cost, hedging their commodity purchase
prices and output power prices.

< Eliminating the “fuel adjusted pricing” model,
and creating a spot market that reflects the
correct power price.

Enabling renewable energy (RE) and
distributed energy resources (DERs) to
compete on an equal footing with traditional
energy resources

By ensuring that RE and DERs (aggregated in Virtual
Power Plants (VPPs)) compete on equal terms
with non-renewable (e.g., fossil fuel) sources,
the GOJ can accelerate the replacement of fossil
fuel-based energy sources and spur investment
in technologies needed towards Japan’s 2050 net-
zero carbon goal—based on market forces, rather
than subsidies. This requires adopting steps such
as the following:

e Advancing the market opening dates for
commercial VPP services and requiring
Transmission System Operators (TSOs) and
Energy Markets (JEPX) to treat VPPs on “equal
footing” with other energy supplies.

e Allowing low-voltage DERs, such as home-use
battery systems, “Eco-cute” home heat pump
systems, “Ene-farm” home co-generation systems,
etc., to be utilized in commercial VPPs.

< Eliminating non-transparent barriers to entry
and requirements that are inconsistent with
international best practices and do not directly
promote a legitimate regulatory goal, such
as the JET Certification process, so that
foreign suppliers can swiftly receive necessary
approvals to enter the Japan market, and help
to drive down costs to below “grid parity” levels,
encouraging rapid adoption of DERs.
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Increased oversight of incumbents with
super-majority market power

e Accelerate the de-coupling of the super-
majority Electric Power Company (EPCO)
generation business from the same group-
based retail business.

< Mandate timely and transparent public reporting
of all bilateral contract-based pricing by all
market participants, including super-majority
EPCO generation businesses.

e Increase the proportional requirement for EPCO
generators to sell power via the wholesale spot
markets from 20% to 40% or higher, and then
revise upwards periodically.

e Clearly mandate the triggers, timing and
other terms under which super-majority EPCO
generators must bid their output into the markets
to ensure a consistent, fair, and transparent
supply of power.

Consider specific actions to ensure fair
treatment and viability of new entrant
electricity retailers

e Review the actions of the super-majority
EPCO generators during the recent period
of wholesale market pricing volatility and
carefully consider whether their actions were
in compliance with applicable laws regulating
competition and consistent with ensuring an
efficient market. Alignment with international
best practices in the competition regulation of
electricity markets would specifically include
analyzing behavior concerning the holding
back of supply and/or possible “price gouging,”
to determine whether anti-competitive intent
existed or if there was an anti-competitive
impact as well as whether any manipulation
took place of underlying commodity market
prices. If evidence of this is found, in addition
to any sanctions that may be available under
applicable law, other market participants
should be entitled to claim civil damages in
order to recoup and redistribute wrongful
windfall trading profits.

e Review profits accrued to the Transmission
System Operators (TSOs) during the recent
wholesale market volatility for sales of Feed-
in-Tariff (FIT) generated power whose sale
price exceeded its acquisition price. Consider
distribution of these profits to end-users (who
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pay a Renewable Energy Surcharge as part of
their monthly energy bills to fund the FIT scheme;
placement of FIT derived power by TSOs is not
meant to be a profit source for the TSOs).

e Increase participation in wholesale markets
across hedging tenors, and consider corrective
action to compensate retailers affected by
recent extreme market volatility in the absence
of adequate transparency on generation
availability and/or regulatory oversight to
ensure generators are bidding into JEPX at
reasonable cost-based levels.

CONCLUSION

The recent volatility in the Japan wholesale
electricity markets should serve as a “wake-up
call” as to the urgent need for significant reform of
the regulation governing this industry to align with
international best practices and promote a level
playing field.

Without ample tools and regulations to mitigate
the risks, many, if not all, of the players in the
retail sector are re-evaluating whether or not to
prioritize this business. Some are even considering
exiting the business. This reevaluation is shown via
Minister Taro Kono’s remarks at the 4th meeting
of the Comprehensive Investigation Task Force
for Regulations on Renewable Energy, where he
mentioned that the deregulation of the electricity
market may slow down if many new entrants
continue to withdraw from the market due to a
flaw in the system.*

This could have significant knock-on effects in
adjacent sectors such as suppliers and technology
innovators, who will hesitate to invest in and serve this
market. Undermining the development of a healthy,
competitive landscape will have a ripple effect across
the greater society, and will no doubt result in higher
retail electricity prices for the end consumers.

For this reason, the ACCJ recommends that the
GOJ revise existing regulations and/or enact new
regulations which will (1) facilitate and stimulate
the wholesale market liquidity, (2) accelerate
the introduction of DERs and additional RE, and
(3) increase the oversight of former utilities with
super-majority market power.

The ACCJ supports and strongly applauds the
GOJ’s recently announced target of achieving net
zero greenhouse gas emissions by 2050. Building
the foundation of a transparent and fair wholesale
electricity market is a critical step in reaching this
admirable goal.
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https://project.nikkeibp.co.jp/energy/atcl/19/
feature/00001/00047/
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