Just as Japan’s economic structure has
changed and become domestic demand-
oriented because of two major develop-
ments—the continuing appreciation of
the yen and low prices for crude oil im-
ports—changes have become apparent in
the nation’s energy picture.

The demand for energy rose substan-
tially because increasing domestic de-
mand for various products and services
prompted the general economy to grow
rapidly in 1988. Thanks to both the gov-
ernment’s policy for boosting domestic
demand and industry’s high-level capital
investments, demand from industry re-
covered rapidly. The residential and
commercial sector increased energy con-
sumption partly because of city develop-
ment. In addition, the transport sector
consumed more energy because product
distribution became active while the par-
cel business was booming.

The situation in 1988 consequently
showed a drastic change from the years
after the second oil crisis, when energy
demand was sluggish. At present, de-
mand for energy is growing at a faster
pace than the GNP.

The general economy is expected to
remain at a high level in 1989, too. This
should cause energy demand to remain
high. The demand for oil will rise by 3.2%
in fiscal 1989, after an estimated 5.6%
growth in fiscal 1988. The demand for
electric power is likely to increase by 4.0%
in fiscal 1989, following a 4.4% growth in
fiscal 1988.

As for energy supply, Japan’s depen-
dence on oil as a percentage of total pri-
mary energy requirements has been
declining in the 1980s, falling to 57% in
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fiscal 1987. But the price of crude oil has
remained low while the business general-
ly has been brisk, causing demand for oil
to increase sharply. The nation’s depen-
dence on oil probably did not decrease in
fiscal 1988 from 1987. In the long term,
though, the share of oil in total primary
energy supply is expected to go down
because users will shift to both electric
power and gas.

Given this situation, the energy indus-
try, except for petroleum refining, is giv-
ing a favorable business performance. But
the electric and city gas utilities’ fiscal
1988 performances are likely only to
match year-before levels. This is because
although these companies benefited from
lower crude oil prices and the yen’s con-
tinuing appreciation as well as firm de-
mand, they lowered their rates.

In fiscal 1989, the utilities are expected
to increase both revenues and income be-
cause of continuing growth in demand.
They will also be free from developments
that raise costs. But the performance of
oil refiners is predicted to decline in fiscal
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Notes: 1. Units are crude oil equivalent, million kiloliters.

2. Figures in parentheses represent growth rate over the previous year.

Source: Ministry of International Trade and Industry
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1989 due to intensifying competition, at
least for a while. Fierce price competition
can be expected to result from the gov-
ernment’s decision in June 1987 to ease
oil industry regulations that began to
have a major impact in the latter half of
fiscal 1988.

Energy sales competition will deserve
attention because it is liable to become
a significant problem. The traditional
energy suppliers will probably face com-
petition from companies that begin
cogeneration enterprises. This is gener-
ation and supply of both electricity and
heat (steam) suitable for mainly hotels
and large buildings. Also, interest in air-
conditioning systems for whole districts is
surging. Buildings in a given district will
increasingly enjoy both air conditioning
and a supply of hot water as a part of ur-
ban development projects.

There already exists substantial de-
mand for energy from the residential and
commercial sector because of city devel-
opment and construction of larger build-
ings than before. Existing electric and gas
utilities are beginning to make serious ef-
forts to win the office energy competition
by offering cogeneration and air-condi-
tioning services.

Until recently, energy companies were
content with sharing the total market as if
barriers existed between the different
sectors. The barriers still exist but they
are becoming lower to allow competition.
Winning the competition will require im-
provement of services for clients as well as
development of “new products.” o

(Hiroto Koda, economist)
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