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I. Meetings of the Study Group to Discuss an Ideal Electricity Futures Market 

Following the full-scale liberalization of electricity retailing in April 2016, it has become 

an urgent agenda to further vitalize the electricity wholesale market, which is an 

important source of power procurement for electricity retailers. Furthermore, 

regulations on retail tariff for low-voltage electricity consumers will be eliminated in 

and after April 2020. In light of these circumstances, it is crucial to develop an 

electricity futures market that is effective for the formation of fair and transparent price 

indicators and the hedging against the risk of fluctuations in electricity wholesale 

prices. 

The Study Group to Discuss an Ideal Electricity Futures Market was established in 

December 2017, as the futures market need to be designed in view of the on-going 

changes of electricity wholesale trading. The Study Group met four times for 

discussion and compiled this report. 

The Study Group built a consensus among members that an electricity futures market 

is needed to hedge against price fluctuation risks on electric utilities, and identified 

issues requiring further discussion in such aspects as securing a fair trading 

environment and protecting entrusting parties. Based on this report, a commodity 

exchange and electric utilities should urgently deepen discussions, while the 

authorities further study the matter. 

 

II. Issues and directions of discussion for the creation of an electricity futures market 

1. Significance of creating an electricity futures market 

(1) Background and perspectives 

With electricity retailing fully liberalized, electric utilities are expected to face  

greater price fluctuation risks, calling for an environment that will allow them to 

hedge against such risks. 

Typical price hedges could be carried out as a commodity exchange trading or, in 

some cases, over-the-counter (OTC) derivative trading. Focuses can be placed 

on the dark spread—the difference between the electricity selling price and the 

cost of fuel (i.e., coal)—and the spark spread—the difference between the 

electricity selling price and the cost of gas. 

 

(2) Future direction 

It is desirable to create an electricity futures market at an early date to allow 
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utilities to hedge against price fluctuation risks, in keeping with the issues 

mentioned later. 

Another important aspect to note is that an electricity futures market should be 

created in Japan to ensure that the authorities can exercise appropriate 

supervision over it in coordination with the surveillance of the spot market. 

Actions needed on OTC derivative trading (e.g., debt assumption by a clearing 

house through replacement with trading on an exchange) should also keep on 

being discussed. Likewise, Regarding fuel futures, specific measures, such as 

cooperation with proven exchanges outside Japan, should be developed by a 

commodity exchange and others. 

 

2. Players on the electricity futures market 

(1) Background and perspectives 

If only electricity-related companies can participate in the trading, both the sellers 

and buyers will be unwilling to expose their marginal cost and break-even price to 

the market and be unlikely to change prices for oneself, which result in reducing 

the likelihood of trade execution. 

Another issue is a gap in the volume of available information between electric 

utilities and others. Studies are needed on risks in trading based on limited 

information and on preventing misconduct using insider information, such as the 

operating status of generating facilities. 

If non-utilities, such as financial institutions, are to participate in the trading, 

considerations should be given to preventing overly speculative transactions or 

similar actions from hindering fair price formation and massively affecting the 

electricity supply-demand balance, including facility formation. 

 

(2) Future direction 

 (i) Non-utilities  

Unlike utilities, those including financial institutions which would place buy/sell 

orders based on the difference between the selling and buying prices, should 

participate in the market to allow utilities to execute their orders and hedge 

against risk. This will also contribute to fairer price formation, and linkage to 

overseas fuel futures markets. 

At the same time, participation of non-utilities may induce overly speculative 

transactions, significantly affecting the stable supply of affordable electricity. 

Specific measures (e.g., position limits, the circuit breaker system) should be 

taken where necessary, based on studies on experiences in a commodity 

exchange and derivative regulations of other countries. 

 

(ii) Other restrictions on market players 
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Before an electricity futures market is established in Japan, a commodity 

exchange should continue thorough discussions with electric utilities and others 

concerned, and reach a conclusion as to whether market players will not be 

limited or partially limited in connection with market vitalization mentioned in 

Section 3 and safeguards against unfair trading in Section 4. These discussions 

should incorporate such perspectives as the characteristics of electricity as a 

commodity, asymmetricity of information between electric utilities and others, and 

the need to secure liquidity, based on what was discussed in the Study Group. 

 

3. Initiatives to vitalize the market 

(1) Background and perspectives 

For reliable price formation, the market should provide liquidity by securing 

reasonable amounts of transactions as well as prevent unfair trading. 

In general, for any futures market just after establishment, the number of players 

and the amount of trading would be not large. The market maker program is 

sometimes used to provide certain level of liquidity to the market also during the 

initial period. It gives incentives to specific players to trade on the market. 

 

(2) Future direction 

When creating Japan's electricity futures market, the market maker program is 

expected to be adopted by adjusting its conditions and roles, so that some are 

willing to assume the role of market makers to provide liquidity, especially during 

initial days after market creation, instead of imposing obligations on them. 

 

4. Unfair trading 

(1) Background and perspectives 

Electricity is profoundly dissimilar to any other commodities traded as futures in 

that it is cannot be stored. There is more possibilities of price manipulations in 

electricity than other commodities through deliberate supply adjustments, 

because it is an energy product distributed and consumed within the country and 

its production plans are managed artificially. 

Attention should also be paid to the possibility of insider trading. If some electric 

utilities and their employees alone can access insider information and perform 

trading based on such information, these electric utilities could possibly earn 

profits in the electricity futures market through such insider information, while 

other uninformed traders may suffer losses. The importance of market 

surveillance is broadly pointed out as well. 

 

(2) Future direction 

(i) Price manipulation 

Circuit breakers and position limits are effective measures against price 
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manipulation. The definition and descriptions of price manipulation should be 

reviewed by a commodity exchange and electric utilities before the competent 

ministry makes decisions. In this process, consideration should be given to 

avoiding an overly restrictive description of violations, which may be 

misinterpreted as suggesting that any other action is acceptable. 

In market surveillance to detect price manipulation, a commodity exchange will 

gather data on the futures market and report to the competent ministry. Where 

both the futures market and the spot market are involved, requiring the collection 

of broader information, the government office in charge of commodity futures and 

the Electricity and Gas Market Surveillance Commission should coordinate their 

efforts for cooperation including sharing information. 

 

(ii) Insider trading 

Referring to the Guidelines for Proper Electric Power Trade, a commodity 

exchange should have business rules to provide for the disclosure of insider 

information and the prohibition of insider trading, as well as sanctions for violators. 

For surveillance to prevent insider trading,  a commodity exchange should check 

the transactions of a firm before the disclosure of insider information by the firm. 

Besides this, further studies, including those on practices in other countries, 

should be conducted to determine whether information available on the HJKS of 

JEPX is sufficient or whether any additional steps, such as gathering operational 

data for generation units through private technologies, are needed. 

 

5. Accounting and taxation for electricity futures trading 

(1) Background and perspectives 

If hedge accounting applies to an electricity futures trading, both the profits and 

losses from hedged electricity wholesale transactions and the profits and losses 

from an electricity futures transaction used as a hedge can be recognized within 

the same accounting period, but the application is not always possible depending 

on cases. 

Giving special treatment only to electricity futures transactions in the application 

of hedge accounting is infeasible as it is associated with the financial instrument 

accounting standards. Nevertheless, it is preferable to make somewhat 

predictable to which cases hedge accounting will be applicable. 

 

(2) Future direction 

Actions such as summarizing the matters of concern among businesses involved 

regarding how electricity futures transactions will be treated at financial audits, 

and asking the opinions of the Japanese Institute of Certified Public Accountants 

should be taken. 

To ensure the reliability of the settlement price, a commodity exchange and a 
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clearing house need to consider of appropriate calculation methods. 

For a company to apply hedge accounting, it is required to establish an internal 

rule of risk management and form an internal control organization. The need for 

appropriate risk management is not limited to those applying hedge accounting 

but should be recognized by any entity engaged in futures trading because such 

trading always involves risk. 

 

6. Clearing 

(1) Background and perspectives 

The electricity futures market is anticipated to grow in trading volume through the 

market maker program and other measures as described earlier. As businesses 

expected to engage in electricity futures trading vary widely in scale, including 

former general electricity utilities and power producers and suppliers (PPSs), a 

clearing house will play a crucial role because it isolates the credit risk in 

electricity futures trading and prevents the default of any market player from 

affecting others on the market. 

 

(2) Future direction 

A sound and reliable clearing framework is needed to isolate the credit risk in 

electricity futures trading. This clearing framework should meet the following 

requirements, in addition to international standards: (i) proper daily 

mark-to-market and the determination and management of clearing margins 

appropriate to the price fluctuation, (ii) the determination and management of 

clearing funds appropriate to the trading scale to ensure adequate response to 

default by clearing members, (iii) a clearing house of which financial standing is 

strong enough to fulfill the obligations undertaken from clearing members, (iv) 

clearing members with a financial ground solid enough to fulfill the obligations 

properly. 

If an electricity futures market is established in Japan, clearing for OTC derivative 

transactions along with transactions on exchanges should be considered in 

keeping with the actual OTC derivative transactions, the needs of electric utilities 

and other factors. 

 


