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Abstract:

This paper aims to show that utility generators’ differentiation in bilateral contracts between internal and external retailers
aggravates the price hikes caused by factors such as cold weather. The power generation division of a utility company
concludes a “restricted unfixed-volume contract” (“UR contract”), a type of unfixed-volume contract, only with its internal
retail division. The contract includes conditions prohibiting the resale of power purchased within the contract to the power
exchange. These conditions aim to keep the contract fees at lower levels. This paper clarifies three points regarding UR
contracts that discriminate against their buyers. First, the contract allocates resources inefficiently because utility and non-
utility retail firms typically face different prices. Under the U® contract, the former continues to purchase at a low contract
price, even when the market price rises due to factors such as cold weather. As a result, unlike a non-utility firm that must
purchase at the market price, there is no incentive to save. Second, when the power generation division has a UR contract
with the retail division, the retail division does not have incentives to save the power use even when the market price rises,
amplifying the price rise compared to the case of being under a fixed-volume contract. Third, UR contracts will no longer
exist if the power generation sector is obligated to make bilateral contracts non-discriminatory, which means “to enable
non-utility retailers to conclude contracts with the same conditions as the retail utility division.” Therefore, the non-
discrimination mandate for the generation sector of a utility eliminates the amplifying effect of price hikes generated by
the UR contract and restores an efficient allocation of resources.

Keywords: Power market, restricted unfixed-volume contract, electric utility, power price, non-discrimination mandate.
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