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Contrasting pathways to
reform : Japan and Taiwan

While considerable attention has been paid to electric sector
liberalization reforms in developing countries, a simultaneous evolution
has occurred in the Asian Pacific region among developed economies.
In particular, two that have embraced ongoing sector reforms - albeit
in a different fashion and pace - are Japan and Taiwan. Both islands
are largely dependent upon imported fuel resources. Robert Gee,
President of the Gee Strategies Group, examines the different tacks

toward sector reform.

As liberalization proceeds throughout the rest
of Asia, the European Union, and the United
States, the stroctural changes made to date in
|apan and Taiwan, and those being contemplated,
merit scruting and provide a good example of the
pitfalls of awaiting policy makers as they struggle
to lay the foundation for tomorrow's energy
needs. Sector liberalization cannot be adopted
hastily. However, because of the length of time
expended to develop and enact reform measures,
there is a real danger that evolving market forces
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will eclipse the political decision-making process,
rendering proposed refoms obsolete, ineffective,
or untimely.  In addition, reforms muost be
undertzken with a complete understanding of
how a competitive market meets the objectives
of enhancing energy security, affordable pricing
bo customers, and certainty for investors.

Electric Market Reforms In Japan
Japar's dependence on fossil fuel imports for
primary energy stood at more than BO percent as



of 2002, Ol provided Japan with 49.7 percent of
its total energy needs, coal 8.9 percent, nuclear
power 137 percent, natural gas 127 percent,
hydroelectric power 3.7 percent, and renewable
SOURCES 1.1 percent.

A signatory of the Kyoto Protoool Japan
intends to reduce its carbon dioxide emissions
by increasing its reliance on nuclear penerated
electricity. Under its current ten-year energy plan,
it intends to expand nuclear generation through
the construction of between nine to bwele new
nuclear power plants, representing 12.5GWol new
nuclear generating capacity. By 2011, it intends to
have nuclear represent 41 percent of the country’s
electic power generation capacity.

|apan’s electric sector consists of five types
of companies:

(1) ten vertically integrated peneral electric
companies, each with a specific geographic
service zone,

{2) two wholesale electric companies (the

stateowned  Electric Power  Development
Company or | Power, and the Japan Atomic Power
Company),

{3) over fifty wholesale suppliers {whidh
include hydroelectric genemtion facilities run
by prefectures and other independent power
generating companies)

{4) two special electric utilities, and

(5)  numerous  autonomous  generators,
comprised largely of industrial and manufacturing
CONCErns.

The ten vertically integrated utilities continue
to hold the dominant share (around 694 percent)
of generation capacity. In addition, as of 2003,
wholesale suppliers generted 146  percent
of Japan's electricty, and the autonomous
generators  supplied 159 percent. Generally,

wholesale supplies are committed under long-

term contracts (minimum 10 years ) executed with
thevertically integrated electric utilities following
a tender and bidding process.

Japan has had some of the highest electric
prices of any country within the Organization for
Economic Cooperation and Development (OECD).
This fact has been thedriving force behind market
liberalization reforms.

Japan amended its Electric Utilities Industry
Law three times tointroduce competition for the
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purpose of reducing electricity prices. In m@oas it
amendedits electricity lawto permit independent
power producers to bid into the generationsector.
The law was again amended in 2000 to provide for
partial liberalization of retail electricity markets.
Spedfically, it permitted high-voltage customers
{20k or higher), with at least 20W of connected
load, to choose their supplier, representing about
30 percent of the total retail electrcity market.

The wertically integrated electric  power
companies continue o serve as a provider of
last resort for customers who do not sign a
supply contract. In addition, third-party access
to transmission networks was open to all
suppliers by using “wheeling tariffs” established
by the transmission network owners pursuant
to guidelines of the Ministry of Economy, Trade
and Industry (METIL Unbundling of services
by wertically integrated utilities providing
transmission was not required. Rather, the
government deemed it sufficient for the electric
companies to voluntanly account balances
attributzble to the various services.

Finally, in May 2003 Japan again enacted
amendments to its electncity law. Among other
things, these amendments provided for:

« unbundling to prevent cioss subsidization of
services

« creation of a “neutrzl organization” Lo
oversee  transmission  and  distribution
facility developrment, system access, system
operation and information disclosure

« abalition of “pancaking™ of transmission
charges

« openingof retall market access by April 2004
forhigh-voltage customers whose connected
load & at least O5MW, thereby increasing
retail choice to 40% of existing customers
and

« full market access consideration starting
oan Aprl 2007 for all emaining customers
(i, residential) contingent upon the success
of the retail program for larger costomers
and experiences in other countries. Muclear
deregulation will 2lso be considered

SinceApnl 2005 additional reform institutions
ave been created. Specifically, the Japan Electric
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