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With the lead up to COP6 this autumn, attention is increasing as to how Annex 1 countries of
the Kyoto Protocol will achieve their ambitious targets to reduce greenhouse gas emissions.
Hopefully, procedures for the use of the flexible mechanisms - Joint Implementation, the
Clean Development Mechanism and Emissions Trading - will be established because there is
growing interest in getting an early start.  The decisions that will hopefully be made this year
at COP6 are important to all countries, and particularly so for Annex 1 countries.  The
process is important because there is a need for calm deliberation to ensure the most effective
procedures possible.  Yet, the first budget period for the Kyoto Protocol is 2008-2012, which
is rapidly approaching, and the signs to date are not very encouraging since greenhouse gas
emissions are increasing.

The Energy Charter process started about 10 years ago after the collapse of the command
economies of Central and Eastern Europe and the Former Soviet Union.  That collapse was
not as global as climate change but was almost as monumental.  No one knew what would
happen once the communist system was dismantled.  There was a particular problem in the
energy sector since there was a growing dependence between the East and West for energy
trade.  The western industrialised countries needed secure sources of energy to fuel their
economies; the eastern countries needed energy development to fuel the rebirth of their
economies.  Both sides needed each other.

In the Charter negotiation process it was understood that uncontrolled development and trade
was unacceptable.  Environmental concerns and more efficient energy consumption were
considered key to overall energy development. The Energy Charter Protocol on Energy
Efficiency and Related Environmental Aspects (PEEREA) states that “improvements in
energy efficiency reduce negative environmental consequences of the energy cycle including
global warming and acidification”.

PEEREA, which came into force in 1998, promotes full-cost and cost-effectiveness
principles, which should be incorporated into energy efficiency policies, which in turn have
to be consistent with sustainable development. It creates conditions for energy efficiency and
stimulates co-operation. The Protocol is also reinforcing the principles that support greater
energy efficiency: the introduction of market mechanisms, price formation based on
reflection of real energy and environmental costs, cost-effective energy policies, transparency
of regulatory frameworks, dissemination and transfer of technologies, stimulating
investments, etc.
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PEEREA is structured in five parts including basic policy principles, strategies, international co-
operation and legal arrangements.  Effectively, the Protocol:

• defines policy principles for the promotion of energy efficiency

• provides a framework for the development of co-operative and co-ordinated action

• provides guidance on the development of energy efficiency programmes

• indicates areas of co-operation.

PEEREA includes specific commitments which are essential in improving energy efficiency
and reducing harmful environmental impacts.  In this context, the Protocol clearly stipulates
that Governments shall:

• have aims and strategies (art. 5)
• establish policies (art 3.2)
• develop, implement, update programmes (art 8.1)
• create the legal (art 3.2) regulatory (art 3.2) institutional (art 8.3) environment

necessary
• cooperate/assist internationally. (art 3.1)

PEEREA is therefore a powerful instrument for its own purposes but also for helping
signatories (most of them Annex 1 countries under the UNFCCC) achieve their Kyoto
commitments since it is the only international commitment dedicated to energy efficiency.
The commitments are not onerous for those countries that are taking a deliberate step
forward, but they can be awesome for those starting out.  A special Working Group was
institutionalized and is responsible for PEEREA implementation.

The contracting countries to the Energy Charter Protocol are all Annex 1 countries.  This
includes both the industrialised countries that need to seriously reduce GHG emissions and
the eastern countries (the countries in transition) that have strong Kyoto targets but will have
less of a problem meeting them as their emissions have reduced drastically since the base
year due to the initial collapse of their economies.  Also, many of the countries in transition
have a high dependence on fossil fuels and there are several options available to reduce GHG
emissions.

Thus PEEREA is the only international body that brings together most of the countries
having binding Kyoto commitments.  This presents itself as an ideal forum since energy
efficiency is key to both the PEEREA and Kyoto obligations.

Let us consider the main benefits that help develop a structured approach to energy efficiency
to meet both energy and environmental goals.
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Setting a Framework

A framework is tremendously important.  Through PEEREA there are two types:  a national
framework and an international framework.  At the national level, contracting countries need
to develop an energy efficiency strategy, establish policies and programmes and develop the
necessary regulatory structure.  These are binding obligations.  All of them are also pre-
conditions to effecting energy efficiency improvements in a comprehensive manner.

At the international level, there is the obligation to co-operate and provide assistance.  It may
sound somewhat strange to call it a commitment and it is one of those areas that is obviously
difficult to enforce.  But, in the two years that PEEREA has been in force, a sense of co-
operation and teamwork is developing.

To support participating countries, the Energy Charter Secretariat has provided several tools:
a “guide” on How to develop and energy efficiency strategy, a report on Economic
instruments for improving energy efficiency - fiscal and taxation policies, and an applications
manual on Financing energy efficiency.  More such tools will be developed.

Monitoring

The UNFCCC process requires the preparation of national communications which, in fact,
the Energy Charter Secretariat uses as base information on what is happening in contracting
countries.  These are comprehensive and tremendous help for our work. For the purposes of
PEEREA, a separate reporting system has been created.  Our own process is necessary to
ensure that contracting parties are meeting their obligations and to indicate where we can
provide further assistance to countries that are having difficulties with implementation.  The
PEEREA system monitors notably energy efficiency, but also related environmental policies
as well as energy indicators to measure quantitative progress.

There are two types of monitoring.  First, there is completion of the questionnaire that is then
discussed within the Working Group responsible for PEEREA within the Energy Charter
structure.  The second type builds on the questionnaire, with a peer group review of a
country's policies and programmes.  The first in-depth review took place in the Slovak
Republic in September 1999.  The Slovak programme was reviewed by a team from
Hungary, Lithuania, Norway and the United Kingdom.  During the process, meetings were
held with energy, finance and environment government officials, utilities, consumers and
service companies.  The findings were then discussed at the Working Group, with the Slovak
Republic having to defend its approach.  A list of recommendations was then endorsed by the
Working Group and then the Charter Conference (the highest body) of the Energy Charter
Treaty.  They were then made publicly available.  The recommendations to the Slovak
government that relate most to the Kyoto Process are:

• emissions fees should be reviewed to better encourage companies to invest in energy
efficiency measures, while at the same time maintaining or enhancing the competitive
position of the industries;
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• the government's climate change programme, and the instruments used by the

Ministry of Environment, need to incorporate a greater degree of focus on improving
energy efficiency as one of the most cost-effective options available;

 
• re-assessment needs to be undertaken of the potential impact, priorities and

resource requirements of existing and planned energy efficiency measures to
maximise their cost-effective contribution to meeting the Kyoto climate change target;

• development of government policy on JI which balances the need for foreign
investments, to meet emissions targets and the need to make best use of domestic
financial resources;

The monitoring system is new and just ramping up to full implementation.  This year there
will be in-depth reviews of Lithuania in the spring and another one or two later this autumn.
In 2000, a total of 15 standard reviews will also take place.  Through this monitoring it will
be possible also to report on progress of implementation of the Aarhus energy efficiency
commitments to the Kiev 2002 Ministerial Conference.

Creating Synergy

The first in-depth review of the Slovak Republic was an important start.  For three days, there
were officials from five countries sharing experiences, learning from each other, trying to
find the best approaches that may work in the Slovak Republic and their own countries.  The
countries were both OECD countries and countries in the transition process.  At the end of
the mission everyone felt wiser and more comfortable with the whole process.  New
partnerships will undoubtedly come forth.

This form of co-operation cannot be legislated.  The best one can do is put all the elements
together and hope the mix works.  And so far, it has.  The "we-they" barriers have broken
down, for the most part.  This is one of the successes of PEEREA. And it is a form of co-
operation that will be necessary if meeting Kyoto commitments, in part through Joint
Implementation, is to be achieved.

What is important is that PEEREA includes most of Annex 1 countries.  Thus, the issues that
arise within the PEEREA process parallel those identified in the Kyoto process.

Getting a Head Start on Kyoto

PEEREA is today in force.  Contracting countries are committed to implement its provisions.
While attention is towards COP6, contracting countries have to be active now on
implementing existing commitments.  Another way PEEREA can complement the UNFCCC
is by stimulating actively the process of climate change negotiations; getting started now,
formulating domestic strategies and identifying where countries can work together in the area
of energy efficiency.  As shown in the recommendations presented to the Slovak government,
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many of the PEEREA recommendations focus on issues directly related to Kyoto
commitments.

Conclusions

There is a growing international issue that Annex 1 countries should use domestic measures
as much as possible to meet their Kyoto obligations before they use flexible mechanisms.  If
the spirit of PEEREA is followed, then that is not an issue because PEEREA calls for a
comprehensive and effective domestic approach first.  All the elements are there for efficient
and cost-effective energy efficiency strategies for contracting countries.

It is not for the Energy Charter to argue one way or the other about what mix of domestic
measures and international efforts should be undertaken to gain emissions credits.  From
work undertaken through the Energy Charter Secretariat and others, it is obvious that there is
tremendous potential for cost-effective domestic energy savings in all contracting countries.

But, it is also recognised that the economies in transition are still short of financing for all the
energy efficiency projects they have identified.

One concern of the economies in transition is that the industrialised countries will support the
most cost-effective projects, leaving more expensive ones to be financed by the economies in
transition.  How to avoid this "cherry picking" is a difficult dilemma.  But it is an equal
concern that western countries will defer measures in their own countries because cheaper
ones rest farther east.

The review process under PEEREA helps to identify the most effective energy efficiency
policies and measures, monitoring and assessing their results.  In parallel, specific reports and
overviews are developed on these themes, for the dissemination of best practices.  In doing
so, it keeps in mind that the audience includes OECD countries and countries with economies
in transition, which have different political and economic priorities.  For the EU accession
countries the political factor may be more of a driving force than in CIS countries where the
need for restructuring and establishing a certain economic growth path is the priority.  It is in
this perspective that the changes in terms of legislation, price liberalisation, financial
measures, fiscal policies and development of institutions are analysed and results assessed.
First observations are already indicating necessary coordination between:

• Price liberalisation and social policies

• Development of energy efficiency strategies and Institutional Building

• Policy objectives and Financing capabilities

• Energy Efficiency programmes and market liberalization

Analysing these correlations in the context of various countries helps identify the most
effective portfolio of policy measures best suited to the circumstances of each country.  Such
analyses are necessary in other areas as well (e.g. industrial restructuring, agricultural
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policies, taxation policies, etc) but that is a broader issue that has to be dealt with by the
UNFCCC process.

Nonetheless, PEEREA has many qualities that complement and support the UNFCCC
process, at least concerning Annex 1 countries; it should be also mentioned that the Energy
Charter is open to new participants willing to accede to its instruments.  The PEEREA
process is in place and results are starting to emerge.  The strength of the system is that the
potential and circumstances for improving energy efficiency are explored and
recommendations are made on a “peer” basis by participating countries.

As we ask contracting countries to work together, so should international bodies, particularly
when we are going down parallel paths to reach the same goals.  The Energy Charter is
certainly ready to do what it can to ensure energy security, improve energy efficiency and
reduce greenhouse gas emissions.


