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IMPLEMENTATION OF THE BERLIN MANDATE
Comments from Parties
Note by the secretariat

In addition to the submissions already received and contained in document
FCCC/AGBM/1995/MISC.1, Adds. 1, 2, 3 and 4, a contribution has been received from
Canada on the implementation of the Berlin Mandate.

The AGBM, at its second session, invited Parties to make preliminary submissions
to the secretariat by 15 January 1996 offering additional ideas and comments on policies
and measures, including, if possible, information on cost-effectiveness and on
environmental and socio-economic costs and benefits for all Parties and on how they could
be incorporated in a protocol or another legal instrument (FCCC/AGBM/1995/7,
para. 28). A contribution has been received from Canada on behalf of the Annex I
Expert Group on the United Nations Framework Convention on Climate Change.

The AGBM, also at its second session, invited Parties to make preliminary
submissions to the secretariat by 15 January 1996 offering additional ideas on possible
features of a protocol or another legal instrument (FCCC/AGBM/1995/7, para. 53).
Contributions have been received from Estonia and the Russian Federation.

In accordance with the procedure for miscellaneous documents these submissions
are attached and are reproduced in the language(s) in which they were received and
without formal editing. Any further submissions will be issued in an addendum.

FCCC/AGBM/1996/MISC.1
GE.96-60614
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PAPER NO. 1: CANADA
(Inplemmtatlon of the Berlin Mandate)

CANADIAN VIEWS ON STRENGTHENING COMMITMENTS IN ARTICLES 4.2(a) &
(b) OF THE FCCC

Introduction

Canada believes that AGBM 3 represents an important step in the
implementation of the Berlin Mandate. It is an important step in many ways: 1)The
IPCC has completed its Second Assessment Report (SAR), which provides us with an
update on the science, impacts and socic-economics of climate change, and a
synthesis report, which addresses issues related to Article 2 of the Convention. 2) A
number of workshops, dealing with policies & measures, emission objectives, and
national communication guidelines, will take place in cbnjunction with AGBM 3. 3)

AGBM 3 is the last substantive session before CoP2.

With respect to the IPCC reports, of particular relevance to the AGBM process
are the conclusions that: 1) “the balance of evidence, from changes in global mean
surface air temperature and from changes in geographical, seasonal and vertical
patterns of atmospheric temperature, suggests a discernible human influence on global
climate”, and 2) “uncertainties remain which are relevant to judgement of what
constitutes dangerous anthropogenic interference with the climate system, and what
needs to be doqe to prevent such interference. The literature indicates, however, that
significant ‘no regrets’ opportunities are available in most countries and that the risk of
aggregate net damage due to climate change, consideration of risk aversion, and the
precautionary approach, provide rationales for actions beyond ‘no regrets’.” This
assessment, in identifying what is known and where uncertainties still remain in

scientific and technical information, will be useful in informing discussions at AGBM 3.

At Berlin, at its first Conference, the Parties agreed to begin a process to take
appropriate action for the period beyond 2000, including the strengthening of
commitments of Annex 1 Parties. This process will, inter alia, aim both to elaborate



policies and measures as well as to set quantified emissions limitation and reduction
objectives within specified time frames. Although, for the purposes of facilitating
discussions in the FCCC, these two elements are being addressed separately, Canada
regards them as closely inter-related, with policies & measures serving as a 'road map’

for helping countries reach agreement upon net emission levels.

Policies and Measures (P&Ms)

' An important issue in the AGBM process that Parties will need to address is
beginning to narrow the range of policies and measures available, while taking care to
not close off future possible options. As reflected in FCCC documents AGBM/1995/5 &
/6, as well as in the IPCC Working Group Ill documents and summaries, there is vast
array of potential policies and measures available to address climate change. In the
context of FCCC discussions, Canada proposes that countries agree on a set of
guidelines in identifying those p&ms most appropriate for further examiriation and
consideration in the FCCC. We use the tefm "guidelines" (and not-criteria as other
countries have suggested) since it is Canada's view that the acceptability of specific
p&ms is ultimately the decision of national governments. Identifying appropriate
'narrowing elements' as criteria could be construed as unduly constraining nations'

preferences.

Canada proposes that the following guidelines be u,s'ed in narrowing the range of
policies and measures for analysis and consideration in the Berlin Mandate

negotiations. Policies and measures that:

. will benefit from international coordination or will only be undertaken if

agreed to by (a group of) countries;

- have clear potential for reducing and/or preventing net greenhouse gas



emissions;

- have rﬁultiple policy dividends, and are consistent with other national

policy priorities;

- are cost effective and make a positive contribution to nations' overail

socio-economic condition;

- are flexible, allowing for their implementation across a range of national

circumstances;

- are comprehensive, covering all relevant sectors, greenhouse gases and
. sinks,;

- -will facilitate the participation of a larger number of countries in mitigation

opportunities.

Quantified Emission Limitation and Reduction Objectives.wlthin Specified Time
frames (QUELROS)

As already mentioned in the discussion on P&Ms, Canada supports a combined
approach in addressing net emission objectives: the identification of appropriate net
emission objectives could be determined, in part, through the elaboration of policies

and measures.

One area which, in our view, deserves more attention relates to the concept of
differentiated commitments among Annex 1 Parties. Since we presume that .
differentiated commitments would take into account countries' differences in starting
points and approaches, economic structures and resource bases, available



technologies and other individual circumstances, such an approach would entail
complex and time consuming negetiations. Early agreement on defining a
differentiated approach is important if negotiators are to have a realistic opportunity of
considering whether this is a viable concept for consideration in a Protocol in time for
1997.

Ancther related element is collective emission objectives. In the view ofa
number of countries, such an approach would promote a least cost strategy, one which
could drastically reduce the costs for all Parties involved. This needs to be thoroughly
explored. In that respect, some attention should be paid to the role of joint
implementation under a collectiye reduction objective.

Canada also supports further analysis on the forms in which collective objectives
could take place. Suggestions have included % reduction per year, % reduction by a
certain year, an absolute cap on net greenhouse gas emissions, multiparty and
cumulative approaches, emissions budgets, and the use of performance indicators,

such as energy efficiency gains.
Performance Indicators

Canada supports the use of performance indicators in evaluating/reviewing
nations' success in limiting their greenhouse gas emissions. To maintain thé overall
credibility of such indicators, it should be made clear that they are not intended as a
device for rationalizing why a nation has not been able to meet its emissions objectives.
The ultimate indicator of progress will be the overall reduction of emissions achieved,
as reflected in a country's greenhouse gas inventory and forecast estimates. The role
of other perfonnance indicators is to identify and track those factors that form the basis
for changes in greenhouse gas emissions in relevant economic sectors. Performance
indicators can show ho\fv human activities are tied to greenhouse gas emissions and



why, from a sectoral perspective, changes in greenhouse gas emissions have occuired.

" Although national circumstances may differ among countries, there may be a
subset of standard performance indicators which could be built into the reporting and
review process. As a first step, the Secretariat could summarize existing literature on
performance indicators, relevant in the context of climate change - for example,
considerable work has been done internationally on sustainable development indicators

by the OECD and the CSD.

Besides the aggregate indicators, sectoral performance indicators can be

~ relevant for, for example, transportation, industrial, power generiﬁon, residential,
commercial, non-combustible, agriculture and forestry sectors. Within each sector,
indicators would need to be developed that analyse a sector's overall economic _
performance, its market signal(s), its energy intensity, the GHG intensity of the energy
used, and/or the use of sustainéble practices to enhance carbon sinks/reservoirs.

Some of the conventional performance indicators include emissions per unit of
GDP, population, KM driven, and square feet, etc. We feel that there is a need to
develop additional innovative indicators which would could enhance energy efficiency
investments, the development and diffusion of environmentally friendly technoloQi'es.
and capacity building efforts. Canada is doing some work in this area and would be

willing to share it with the Secretariat, when available.

As a final note, it is Canada’s view that performance indicators demonstrate the
linkage of policies and measures with QUELROS in that indicators for discrete sectors,
reflecting those p&ms which nations have agreed on, will be able to inform countries as

to their relative success in reaching global net emission reduction objectives.



 WORKSHOPS ON POLICIES & MEASURES AND QUANTIFIED EMISSIONS
LIMITATION AND REDUCTION OBJECTIVES

In considering possible vehicles for action in the assessment of p&ms and
emissions objectives, Canada strongly supports the Secretariats proposal for two
workshops to be held during the week of the AGBM 3 session. In regards to the
proposed workshop on p&ms, Canada would expect that it would be comprehensive in
" its presentations, covering' all relevant greenhouse gases and sectors, sources and
sinks. In addition, Canada supports the Australian propesal that one way to do this
would be by providing a session on each of the categories of p&ms currently being
analyzed by the Annex 1 Experts' Group on the FCCC. Those categories are
sustainable transportation, energy market reform, economic instruinents, demand side
efficiency, sustainable agriculture/forestry and energy reforms for Economies in
Transition. Regar&ing the QUELROS workshop, Canada would expect .that
presentations should address issues related to equitable burden sharing (within Annex
1 and globally), differentiated commitments, form(s) that QUELROS could take, and the |
possibie role of traditional performance indicators to assess the overall reduction of

emissions achieved.



PAPER NO. 2: CANADA {on Dehalf of the Annex T bxpert Group on the UNCCC)

(Policies and Measures)

Framework for Assessment and Analysis of Common Actions'
Annex | Expert Group on the Framework Convention on Climate Change
Report to AGBM3

Overall goal

The goal of the common action study is to broadly assess the relative potential of a range of
cost-effective policies and measures for common action by countries® and Parties listed in
Annex [ to the FCCC with a view to bringing forward this analysis to the Ad Hoc Group on
the Berlin Mandate. It should be emphasized that the selected measures do not represent
policy preferences on the part of the participants. The Common Actions project is an
analytical exercise only, it is not intended to prejudge nations’ preferences on policies and
measures.

Context

A description of sectoral emissions trends and sectoral policy trends will be given where
appropriate to set the context for assessment of each measure. The revised framework below
provides the full range of information desired for broad assessment of selected measures. It
may not always be possible to adhere to the framework fully as at times it may be beyond the
resources of the project to find all of the necessary information (for example if new modelling
studies are needed). This framework for analysis is a living document that will continue to
evolve as the work on the analysis of common actions progresses.

Policy objectives

A brief description of the various policy objectives to which the measure is expected to
contribute will be given. Policy objectives will not necessarily be primarily or wholly climate
related, and can be expressed at various levels of specificity, and may vary from country to
country.’

The range of definitions for common action includes the following:

common actions could be specific policies and measures implemented by a group of countries
together under some form of agreement, to increase the effect of the measure;

common actions could involve co-ordination of action to implement the same or similar

measures together;
common action could be an agreement to take actions in a sector towards a given aim or target;

or
common action could simply be successful policies and measures that could be replicated by

other Parties.

Where this document refers to "countries” or "governments” it is also intended to include "regional
economic organisations,” if appropriate.

For example policy objectives for the measure "voluntary agreements with electricity utilities to
purchase more wind energy" could be:

reduced CO2 emissions from energy (a general objective); or

increased share of wind energy in electricity supply (a more specific objective); and

greater diversity in electricity supply (a non-climate objective).



Approach and methodology

A brief description will be given of the approach used to assess the measure, and general
methods used e.g. survey of the literature, modelling, or analysis based on estimates and
expert judgement. In addition, methods used for specific aspects of the analysis such as the
costs and effects of the measure will be described in those sections of the report, as indicated
below.

Full Description of Measure
Each measure will be described as specifically and concretely as possible. This description
will include information about any "package" the measure is part of - that is other measures
that are associated with the measure being studied. The more carefully specified the measure,
the more useful the analysis of its costs, effect, and other key criteria will be. The description
will include the following information, where relevant, including a range of implementation
options (e.g. how it is implemented, when it is implemented):

(@) levelrates at which it is applied,

(b)  products/activity the measure applies to;

(c) extent and type of commonality;

(d)  whether it is mandatory/voluntary;

(¢) monitoring and enforcement details;

(f) other measures that are necessary or desirable for the success of the action;

(g) options for how any revenue is used;

(h) any incentives for compliance.
Rationale for common action
A brief description of ways the measure could be implemented will be given, including
variations on the extent and type of commonality, to provide insights on the relative
advantages and disadvantages of common action. Examples will be given of how the measure
might be implemented at various levels: broad scale level, by all Annex I Parties, by a sub-set
of countries; or as a national measure. The extent and type of commonality addressed will
depend on what levels are feasible for the measure.
Analysis on how the measure performs at different levels of is important, but may be
conceptual rather than quantitative if information is not readily available. The ideas about
how the measure might be implemented and how effective it could be, with respect to the
extent and type of commonality, are more useful than trying to provide uncertain numbers.
Some possible advantages from common action are:

(a) changes in relative competitive advantage of an industry or the economy;

(b) reduction in trade distortions, reduction in free-riding;
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(c) greater collective effect if co-ordinated;

(d) measure may not be widely undertaken otherwise;

(e) reduce "leakage" of emissions (e.g. from industries moving off-shore);

() lower cost (e.g. economies of scale, leaming by doing, technological advances);
(g) lower barriers;

(h) increased political feasibility.

Each of the factors listed above could be seen as disadvantages in some circumstances or for
some countries. Possible disadvantages from common action will be noted where relevant.

Possible participants and vehicles for action

Options for possible participants will be suggested for the measures, for each extent and type
of commonality considered (as described in the previous section). In many cases, measures
will be implemented by governments; in other cases through private sector participants.
Measures could also involve public/private partnerships. Possible interest by non-Annex I
Parties to participate in the measure will be considered where relevant.

Options for vehicles for action will be given for each extent and type of commonality
considered. In some cases governments might achieve a policy objective directly through the
instruments available to government. Even if industry or local government are to be the main
implementers of the measure, governments may still need to haress their input through
negotiating voluntary agreements, providing information on the benefits of the action, or
passing a law requiring action. In these cases, the vehicle for their action needs to be clearly
specified (e.g. business consultative mechanism, business partnerships through industry
associations, twin city agreements by municipal governments). In some cases, the measure
could be carried out by either government or non government participants or both, with each
scenario involving different vehicles for action. Vehicles could be existing and/or new
institutions that could be used to implement the measure. Examples of vehicles are:

a) International organisations e.g. ICAO, IMO, IEA implementing agreements on
energy efficiency partnerships;

b) Co-ordinating body e.g. International Organisation of Standardisation
(ISO 14000);

¢) Legal framework e.g. European Union directives;
d) International treaties e.g. Energy Ché.rter;

e)  Voluntary business partnerships;

f)  Industry associations e.g. IATA;

g) National government or inter-governmental agreements.
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Greenhouse gas emissions reduction potential’

The following information will be provided (for each extent and type of commonality
considered) for each measure to be studied:

a)  Assumptions about the emissions path if the measure were not implemented;
b)  Tthe key assumptions underlying the estimates;

c)  Tthe level of confidence associated with the estimates (in the analyst's opinion,
or from a sensitivity analysis);

d)  The information that is needed for the estimates and whether it is available or
not;

e)  The type of analysis or modelling that is relevant to assessing the effects of
the measure.

Preliminary estimates of the effects of the measure on emissions will be made. Where
information is available, the incremental emissions reduction potential of the measure will be
presented as estimates of individual greenhouse gases in tons of CO2 equivalent per year for
the years 2000, 2005, 2010, and 2020. If possible, the full technical potential of the measure
will also be given and indirect effects of the measure on the greenhouse gas emissions, such
as flow on effects to other sectors, or possible effects in countries not participating in the
common action, will be discussed. Where relevant, specific examples of these indirect effects
will be given.

Economic effects (costs and benefits) °

The following information will be provided (for each extent and type of commonality
considered) for each measure studied:

a)  The key assumptions the economic estimates are based on and definition of
the costs and benefits that have been considered;

b)  The level of confidence associated with the economic estimates (in the
analyst's opinion, or from a sensitivity analysis);

c¢) The information that is needed for the economic estimates and whether it is
available or not;

d) Information on the variation of economic effects from country to country and
factors influencing these differences;

e) The type of analysis or modelling that is relevant to assessing the economic
effects of the measure;

Other environmental effects are covered under "other policy goals.”

Other effects are covered under "other policy goals."
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F)  The macro-economic effects (including effects on employment and trade,
GDP, and investment) will be considered.

Preliminary assessments of the economic effects (e.g. high/medium/low) will be given. Where
information is available, the incremental cost of the measure will be estimated in US dollars
per ton CO2 equivalent. The type of economic effects included in the analysis will be
specified: cost to governments of implementing and enforcing the measure; cost to industry;
cost to the individual. Both economic costs and economic benefits (as in the case of "no
regrets" measures) will be noted.

Political feasibility

The study will discuss political and institutional issues associated with the measure, such as
whether the measure is likely to be politically sensitive (to governments, other participants,
interest groups). Where relevant, the analysis will identify the political feasibility of measures
(including variations on the extent and type of commonality), in different national and
regional contexts, and comment on the relative merits of the measure for the groups most
affected by it (governments, industry, interest groups).

Other policy goals

The effects (benefits and costs) of the measure on social and environmental policy goals will
be discussed for each extent and type of commonality studied.

Barriers to successful implementation and options for addressing them

The study will address questions related to the implementation of the measure, for example:
whether there is a market for new technology developments; whether the necessary institutions
exist; whether new infrastructure or behaviour change is needed before the measure can be
successful; and what additional barriers might be relevant.

Time period

The study will address the time needed for researching and planning the measure; the length
of time it might take to implement the measure (e.g. to negotiate the voluntary agreement, or
have legislation in place for standards); and when the effects of the measure are likely to be
realised: immediately, to the year 2000, 2005, 2010 and 2020. This section will address
whether measures are expected to give short-term emission reduction only, long-term emission
reduction potential only, or a mixture of short and long term effects (for example a measure
may have some effect on emissions in the short term but much greater effect in the longer
term).

Impact on other countries
The impact of the measure on non-Annex I countries and non-partibipating Annex I countries,
in terms of costs, trade impacts, greenhouse gas reduction, social, environmental and other

impacts will be assessed to the extent possible. The trade impacts on non-Annex I parties,
including changes in foreign investment, are of particular importance.

Conclusion

The conclusion will focus on whether the measure is a good candidate for common action and
why.
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Annex I Expert Group on the FCCC

List of policies and measures for the Common Action study

Tranche I (note 1) Tranche II (note 2)

Sustainable transport CO2 emissions from vehicles. Infrastructure issues.
Alternative fuels.
Other issues.

Energy market reform Market barriers/market access. Penetration of renewables,
Full cost pricing. including R&D.

Economic/fiscal instruments  Subsidy removal for electricity Subsidy removal for electricity
and transport sectors. and transport sectors.
Taxation (i.e. carbon/energy).  Bunker fuels.

Demand-side efficiency VA with industry. VA with electric utilities (end
Product standards. use).
Labelling.
Sustainable Development of options for Best practice guidelines.
agriculture/forestry best practices for GHG
reduction.
Other Financing energy efficiency in Conversion efficiency.
EITs. VA with electric utilities
(generation).

Other GHG reduction
opportunities in EITs.
Other issues from tranche 1.

Note 1: Products before COP2 (July 1996)
Note 2: Products after COP2
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COMMON ACTION STUDY SCOPING PAPERS

Annex I Expert Group on the FCCC

January 29, 1996

Table of contents:
Sustainable transport
CO2 emissions from vehicles
Energy market reform
Market barriers/market access.
Full cost pricing
Economic/fiscal instruments
Subsidy removal for electricity and transport sectors.
Taxation (i.e. carbon/energy).
Demand-side efficiancy
Voluntary Agreements with industry.
Product standards.
Sustainable agriculture/forestry
Development of options for best practices for GHG reduction.
Other

Financing energy efficiency in EITs

The following scoping papers briefly describe the work being undertaken on each measure in
tranche I of the Common Action Study. These papers are likely to change in response to the
exigencies of each individual project. They will be subject to revision once Annex I Parties
have had opportunity to consider the results as they emerge.
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SUSTAINABLE TRANSPORT
Restrict CO, Emissions from Road VehiclesTranche I

Context:

Light duty passenger vehicles and heavy duty trucks together constitute one of the most
rapidly growing sources of greenhouse gas emissions. Emission reductions are technically
possible, but have not been achieved in any OECD country on a sustained basis. Annex I
countries have implemented a wide range of measures that can contribute to improving vehicle
fuel economy and discouraging transport energy use. These measures include fuel taxes,
various types of vehicle tax and licence fees, voluntary agreements with vehicle
manufacturers, driver training and information programmes, and fuel economy standards.
None of these measures are closely co-ordinated although many countries determine their
policies with reference to those of other countries in their region. Some attempts have been
made to negotiate common action in this area. One such attempt was made by the European
Commission, whose Motor Vehicle Emission Group discussed common fuel economy
measures at some length during the early 1990s.

In a more recent initiative ECMT Member-country transport ministers and the European
automotive industry have issued a “Joint Declaration,” in which they commit to work together
“to substantially and continuously reduce the fuel consumption of new cars sold in ECMT
countries” and “to manage vehicle use so as to achieve tangible and steady reductions in their
total CO2 emissions”. In the declaration they undertake jointly: to examine the possibilities
for a car labelling system; to develop criteria for information technology in vehicles; to
improve co-ordination of R&D; to develop information/education campaigns aimed at vehicle
users, dealers and importers; and to study the environmental value and economic feasibility of
a variety of measures aimed at reducing vehicle CO2 emissions. They established an
“Informal Industry-Government Working Group” to collect and share information and data
that would help to establish a common understanding of the trends and influences on transport
CO2 emissions, and to monitor progress towards achieving the objectives of the Declaration.

Policy Objectives:

Tranche I: to reduce CO2 emissions from road vehicles through cost-effective measures that
encourage the development and use of more energy-efficient vehicles and changes in vehicle
use.

Tranche II: to reduce CO2 emissions from road vehicles through cost-effective measures that
encourage improvements in infrastructure; use of alternative fuel; or changes in transport
mode.

Description of measures for analysis:

The case study will examine the following options for common action. They could build on
the existing ECMT declaration and the monitoring and review procedure it established, or
alternatively could involve developing new agreements.

(a) Countries agree to adopt packages of measures aimed at achieving negotiated
CO2 reduction targets. The actual combination of measures would be chosen by the
individual countries. They might include any in a wide range of fiscal, regulatory,
planning, information/education or other measures. The case study will review existing
country studies, examining the use of targets as well as the costs and effects of packages of
measures: the packages examined will be determined by the studies available. The
Secretariat will begin to address this option in Tranche 1, collating readily available case
study material and providing an initial assessment of the potential for, and cost-
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effectiveness of, common action in this area. The option will be addressed more
thoroughly in Tranche 2.

(b) Specific measures could be undertaken by governments individually or jointly. The
following options will be considered in Tranche I:

(1) Vehicle sales taxes on a sliding scale according to fuel economy in standard tests,
for cars, other light duty passenger vehicles, and light and heavy duty goods vehicles will
be studied. This concept includes “feebates”, where purchasers of the most efficient
vehicles receive a tax rebate while purchasers of less efficient vehicles pay a tax. Some
countries have already introduced such a tax.

(2) Fuel economy standards, such as “corporate average fuel economy standards”
(CAFE) will be considered. CAFE standards are defined here as statutory minimum levels
of average fuel economy (litres/100 km) in tests (which would have to be defined and
agreed for an international standard), of vehicles of a given class (cars, other light passenger
vehicles, light and heavy trucks), sold by each manufacturer into a national or regional
market. In an extension of the CAFE concept, the national CAFE level is decreased as the
number of vehicles sold increases. CAFE levels can also be made tradable between
manufacturers, and credits can be given for sales of alternative fuel vehicles. Another
extension combines CAFE with feebates. Other types of standard will also be reviewed,
including statutory minimum levels of fuel economy for vehicles sold into a national market
— such standards may be scaled according to vehicle weight, emission levels, or other
factors. The study will also consider voluntary agreements between governments and car
manufacturers to achieve fuel efficiency improvements.

(3) A common level for, or a common increase in, taxes on fuels purchased for use in
road vehicles in Annex I countries will be studied. There is considerable experience of fuel
taxation, and voluminous analysis exists of the effects on vehicle use and new-vehicle
efficiency. While attempts to agree common levels of fuel tax have so far been
unsuccessful, minimum excise duties have been set in the European Union. A common
action might be defined, for example, by setting minimum excise duties on fuels, by an
agreement to tax gasoline and diesel fuel at the same level, an agreement to raise fuel taxes
by some percentage per year, or an agreement to raise fuel taxes to reflect the full
budgetary costs of full social costs of road use to drivers.

Approach/Methodology:

Measures to improve vehicle fuel economy and reduce overall fuel use have been extensively
discussed and analysed, and it is hoped that delegates can easily provide studies carried out in
their countries. Some of this analysis is already reflected in OECD/IEA/ECMT literature.
Work for this case study will involve reviewing the literature on each of the measures,
identifying areas of agreement and areas of uncertainty on their costs and effectiveness, and
carrying out additional analysis on the advantages of, and possibilities for, common action.
The analysis will be carried out by IEA/OECD/ECMT in-house experts in consultation with
delegates and experts in Annex 1 countries. Co-ordination with the ECMT’s “Informal
Industry-Government Working Group” is essential.

Delegates and other experts are asked for their comments and suggestions, in particular for
their contributions of existing national and international analysis, which is needed by the
beginning of January 1996. A small expert meeting (about 10 people) will be held at the
OECD during January 1996, with participation of transport sector policy analysts, and other
experts. This meeting will review and discuss the draft study, after which it will be revised
and circulated to delegates and other experts in mid-February 1996.
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Possible participants and vehicles for action:

The study will identify, from national communications, IEA policy reviews, IEA statistics and
any new information supplied by delegates, current measures to encourage fuel economy in
Annex I countries, and current levels of fuel economy in those countries. International
initiatives in this area have been attempted or are anticipated at: the European Conference of
Ministers of Transport, the European Commission and the UN Economic Council for Europe.
These organisations are possible vehicles for action and will be invited to send representatives
to the expert group. North American and Pacific region government experts will also be
invited, and will be invited to offer suggestions regarding institutions whose involvement
would be important to them. The OECD and IEA are also possible vehicles for action.
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ENERGY MARKET REFORM
Market Barriers/Market Access Tranche

Context:

Energy markets have in the past been characterised by a high degree of Government
intervention, and many Annex 1 Governments are now in the process of reforming their role,
especially in electricity markets. Reform is not usually motivated by the aim of green house
gas mitigation, and international agreement on the details of market reform is likely to be hard
to achieve, as indicated by experience in the European Union and in the negotiation of the
Energy Charter. Nevertheless, market reform is often identified as a key to changes in energy
supply and consumption patterns that would result in lower greenhouse gas emissions, by
introducing greater efficiencies, avoiding distortions and creating a level playing field for such
techniques as combined heat and power production (CHP), renewables and demand-side
management (DSM). The precise effect of a particular market reform measure will, however,
be highly dependent on the nature of the measure introduced, the structure of the market
subject to reform and prevailing economic circumstances. In some cases, however, market
reform can have a significant impact on fuel use and greenhouse gas emissions - for, instance,
the introduction of competition in the UK electricity market has led to a major shift from
coal-fired to gas-fired generation and a consequent reduction in projected greenhouse gas
emissions from the electricity sector. This case study will look at all fuels, but focus
particularly on the electricity supply industry (ESI), which is indicated in studies in many
OECD countries as one of the areas where greenhouse gas mitigation can be most cost-
effective. Market reform, although relatively quickly implemented, may take decades to have
its full effect on emissions.

The study on removal of market barriers and provision of market access as measure for
common action attempts to identify those barriers to market access which, if dismantled, could
yield significant reductions in greenhouse gas emissions. Since market entry barriers have
already been dismantled to a large degree in the oil market (in IEA countries), and since past
work has shown that in those cases likely to be significant, dismantling market access barriers
in the coal market do not lead to major greenhouse gas abatement wmless accompanied by
dismantling of further distortions downstream (predominantly in the electricity market), this
study will focus mainly on the grid-based energy industries, where market entry barriers have
been ubiquitous in the past.

The Market Barriers’Market Access paper will focus on those types of government
intervention which create formal market access barriers to new competitors, input fuels, or
generating technologies, such as exclusive supply licences or exemptions from competition
law, or where regulatory practice erects economic barriers to market entry, such as
mechanisms to recoup environmental investment (like flue gas desulphurisation) which would
become obsolete under competition. This study will not address subsidies in the sense of
direct budgetary outlays, although subsidy removal forms part of the issue of market reform;
these are dealt with in the study on subsidies removal under the Common Action project.

The Market Barriers’Market Access study focuses on barriers to market entry, not on market
failure. Market failure has been one of the rationales for regulating industries and erecting
entry barriers. This paper focuses on areas where markets failure is no longer regarded as
justifying entry barriers. It will not seek to establish the circumstances where this may be the
case or the balance of advantages in each case - i.e. it is not based on the assumption that
liberalisation is always the best solution, but meant to elucidate the possible environmental
consequences of liberalisation where it occurs. Government-imposed demand-side management
- (DSM) programmes carnot be considered in themselves as a measure to dismantle barriers to
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market access. Therefore, the paper will focus on DSM only to the extent that barriers to entry
create barriers to DSM.

Policy Objectives:

To reduce greenhouse gas emissions associated with energy, and particularly electricity,
supply and use through packages of measures that improve the economic performance of
energy markets by addressing market barriers, reducing trade barriers, and promoting greater
market access.

Description of the measures for analysis:

One of the primary aims of the study would be to identify particular measures, within the
broad headings of market reform and market access, which would have the greatest potential
for reducing greenhouse gas emissions. More specifically, it will be to identify those barriers
to the free operation of market forces which significantly discourage the use of clean fuels or
energy efficiency. The barriers to be examined will include:

Market entry barriers. The grid-based part of the electricity supply industry is a natural
monopoly and therefore discourages competition except in special cases, but governments in
all IEA countries have in the past added statutory entry barriers to the industry by providing
exclusive supply rights in return for obligations to supply all ultimate consumers. Dismantling
these entry barriers provides general, non-discriminatory access for all economically viable
supply options, including those based on renewable energies. In the longer run, free markets
for electricity and generating equipment could lead to more widespread use of modern, highly
efficient technology where this is also cost-effective. This is particularly important in
countries which have had “buy domestic”-policies in place, or which have not had access to
modern technology, such as the countries of the former Soviet Union (FSU). Note, however,
that many countries have put particular policy measures in place to promote the use of
renewable and/or indigenous energy sources; a freer power market will require adaptation of
these policy instruments. Therefore it is not obvious from the outset whether a competitive
power market will on balance lead to an increase or reduction in the use of renewable energy;
it would be part of the study to analyse this.

jons. Governments have in the past
intervened in the power market’s operation in multiple ways. The need to exert some control
over monopoly utility pricing, for example, has in some cases been used to keep prices low
even in the face of rapidly increasing input cost, as in Italy after the oil crises, or to favour
certain consumer groups through cross subsidies, often in favour of residential consumers.
Glaring examples for this can again be found in the FSU, but the rather pronounced
divergence between comparative residential and industrial electricity rates throughout
industrialized countries indicates a need to investigate the matter for IEA countries as well.
Competition does not eliminate governments’ ability to influence fuel choice, but requires
more transparent policy instruments, the cost of which, economic as well as environmental,
will be much clearer to society. It is therefore less likely that governments will be able to
impose fuel choices which dramatically increase greenhouse gas emissions.

Trade barriers. Barriers to electricity trade have been created by a number of measures:
exclusive supply areas granted by governments, national, regional or local, restrictions or
tariffs on import and export of power, vertical integration, “demarcation” contracts between
generators, or long-term exclusive supply contracts between generators and distributors of
electricity. These barriers may preclude optimal use of existing resources, and delayed the
introduction of modern, more efficient technology in a number of cases. Moreover,
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competition eliminates the possibility to shift most of the market’s risk towards consumers,
who have had to foot the bill for all utility investments. Competition could also remove any
incentive to build up excess capacity and then promote vigorous electricity consumption
growth later on to justify the investment.

Barriers to consumer choice. The lack of competition in the electricity supply industry and its
market structure have deprived consumers of a number of choices which are commonplace in

other industries with a multitude of competing suppliers (in these markets consumers can, by
choosing the product they buy, influence the production process used, and thus their
environmental impact, even if it is more expensive). Consumers have rarely been offered this
choice in the ESI so far. Dismantling of entry barriers will enable consumers to conclude
direct contracts with environmentally benign generators, even if the power they produce is
more costly. Consumer choice has an additional dimension, which relates to the choice not fo
consume electricity. Starting from the insight that most consumers do not need electricity but
its services, such as lighting, heating, cooling, motive power etc., utilities have carried out
demand-side management (DSM) programmes in North America, and so-called energy service
companies (ESCos) have spread to most other IEA countries. The study will address the
future of DSM in competitive power markets, although a fuller treatment of the issue of
DSM is foreseen for tranche II of the Common Action Project.

Approach and Methodology:

The analysis will take account of the complex nature of regulatory and market reform and
their impacts: precise quantitative modelling of the outcome is usually impractical. It will
aim to be selective: to draw on existing case studies and analyses and expert judgements to
produce a list of particular market reform measures worth more detailed examination in this
context. For those measures, it will use existing material or, where this is lacking, simple
modelling approaches, to estimate the likely impact in terms of greenhouse gas emissions.

The analysis would draw on results from the IEA projects on the environmental implications
of improved electricity trade and the IEA project to identify energy market interventions.
Additional analysis, addressing the extent to which case study results can be generalised and
the scope for common action, would be carried out by the OECD and IEA secretariats in
consultation with delegates, drawing on existing and ongoing work, as well as the academic
literature and conference proceedings.

Rationale for Common Action

The advantages (or disadvantages) of common action will naturally depend on the specific
measures and will have to be articulated in more detail in that context. Broadly speaking,
however, the rationale for common action is to gain political support for a particular market
reform measure. Countries introduce trade and market barriers for specific policy reasons: the
barriers have their own political constituency and supporters. Common action can help meet
political resistance to reform by demonstrating that other countries are taking similar action so
that a “level playing field” is being created, and underlining the wider public objective, in
terms of environmental protection, in addition to the narrower economic goals. The study
will aim to throw light, by the analysis described, on costs, macroeconomic effects and
greenhouse gas reduction potential.
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ENERGY MARKET REFORM
Full Cost Pricing Tranche I

Context:

Free and competitive markets maximize economic welfare if all costs of production are
accounted for. Sometimes, however, prices do not include all the cost of production. This
holds for sectors with sometimes substantial unaccounted for environmental impacts such as
the power generation sector. Without further action, this leads to inefficiencies, since private
actors do not take these costs into account. In order to eliminate these inefficiencies,
instruments have been designed to include these environmental, or external, costs into private
production and consumption decisions. This is referred to as “full cost pricing”. Full cost
pricing thus reflects all resource costs of the final product, be they traded commodities or
public resources such as environmental goods. In other contexts, full cost pricing is also
referred to as the “internalization of external costs”.

Recently published studies by the European Commission, the U.S. Department of Energy and
the consultancy Hagler-Baily, however, have established methodologies and ranges for local
and regional external costs of electricity production. These consist mainly of health costs and
output losses due to increased emissions of air-borne pollutants such as particulates, SO,, NO,
and ground-level ozone formation. There is, on the other hand, little agreement on the
potential external costs from climate change or from large-scale nuclear accidents. Because of
this uncertainty full cost pricing is most appropriate for local and regional external costs. It is
in this context, that full cost pricing will be studied, with links to the energy market reform
study in the framework of the common action project.

Other than by the direct measurement of damages and their evaluation in economic terms,
damage costs can, in principle, also be determined by the cost of control approach. In this
approach the damage costs are assumed to be equal to the marginal abatement costs at the
point of the emission target. It therefore depends on an a priori defined emission reduction
target. The setting of emission caps depending on the costs of control is a frequently and
successfully applied policy in member countries. The Secretariat will pursue the
possibilities of case studies on the effects on the emissions of greenhouse gases of
quantitative emission targets for local and regional pollutants such as particulates, SO, and
NO,.

Policy Objective:

The policy objective is to reduce the emissions of CO, and other greenhouse gases through the
full cost pricing of energy production, transmission and consumption to the extent that local
and regional effects on morbidity, mortality, and production are included in the final price
through appropriate instruments.

The reflection of full costs, for instance through emission fees on pollutants such as
particulates, SO,, NO, and other precursors of ground-level ozone, would have an effect on
the relationship between inputs and outputs, on the choice of fuels, as well as on the specific
technology of production processes. The primary objective is to reduce local and regional
impacts. The strength of the impact on CO, emissions will depend, on the degree to which
CO, emissions and the emissions of local and regional pollutants are complementary, or to
which degree local and regional pollutants can be reduced without affecting CO, emissions.



Description of measures for analysis:

There are several instruments to achieve full cost pricing. For all instruments, the problem to
generate the appropriate information about damage costs is the main stumbling block, as
external costs are, by definition, difficult to assess. Methodologies exist to solve some of the
problems. In any case, the extent of the use of full cost pricing will hinge on the degree to
which the information problem will be solved:

1. The standard instrument is the imposition of a fee, or charge, on the activity
in question at the level of the (marginal) external cost it causes. At the appropriate level, such
an emissions fee will increase general welfare. It might, however, even if recycled through a
reduction of general taxes, have undesirable distributional effects.

2. Regulations and technical standards are frequently used instruments in this
context, but do not achieve complete full cost pricing. They have, however, contributed in the
past to both environmental improvement and technical progress. Voluntary agreements are a
special kind of flexibly manageable emissions cap administered by industrial branches
themselves.

Other instruments are the creation of markets such as permit trading or the specification of
private property rights. In particular, permit trading is a policy instrument employed in
some member countries. However, the present exercise does not extend to the study of
permit trading.

Approach and methodology:

The scope of the analysis is to qualitatively assess the feasibility and the likely impacts of full
cost pricing in the power generation sector in the light of the state of the art of current
research on the topic. The analysis would then fall into two distinct steps:

Step 1: to determine on the basis of a literature review the most robust assessments of
“external” costs of air-borne pollutants with local and regional impacts, such as particulates,
SO,, NO, and ground-level ozone, including available case study material. The three policy
instruments would be discussed in this connection with respect to their efficiency and cost.

Step 2: to determine on the basis of a policy based on a fiscal reflection of damage costs
(policy instrument 1) and with the help of a quantitative linear programming model such as
MARKAL the results of the introduction of full cost pricing in the power generation sector
and its impacts on energy consumption. This would lead to regrouping of fuel and
technology choice under the assumptions of the model with potentially interesting results
regarding emissions of both local and regional pollutants as well as of carbon dioxide. The
time horizon would be medium to long-term (2000, 2005, 2010, 2020). The realisation of
Step 2 would depend on the availability of consultants in the short time horizon of the project
and on the availability of funding for a consultant.

The issue of full cost pricing is also directly, or indirectly, related to a series of ongoing
projects at the IEA and the OECD. Among the most important are the upcoming second
IEA/OECD/EC-Conference “Instruments for Environmental Improvement with Structural and
Technological Change in the Electricity Sector” and the “OECD Project on the Environmental
Implications of Energy and Transport Subsidies™.
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ECONOMIC/FISCAL INSTRUMENTS
Subsidy Removal for Electricity and Transport Sectors Tranche land 2

Context:

Electricity and transport are the two most rapidly growing sectors of energy use. Both of
these sectors have been identified as areas where removal of subsidies might result in lower
greenhouse gas emissions, by introducing greater efficiencies, avoiding distortions and creating
a level playing field energy-efficient technology and alternative energy and transport forms.
Many Annex 1 countries are in the process of reviewing and removing subsidies, but any
common action in this area would depend on agreement on the definition of what constitutes a
subsidy, and on what form of subsidies were to be removed. This study will address a wide
range of subsidies, of a variety of types, that affect greenhouse gas emissions associated with
electricity and transport.

Results from OECD assessments have been mixed: they indicate that

Where subsidies and other interventions protect the market for fossil fuels such as
coal from competition from natural gas, renewables and more efficient supply
options, their removal can have substantial environmental and economic benefits.

Consumer subsidies such as tax exemptions for residential energy consumption are
likely to lead to higher energy use and hence greenhouse gas emissions. However,
much of the impact of tax exemptions is likely to be through substitution among
energy forms. These substitution effects need to be understood to evaluate the
greenhouse gas impact of removing tax exemptions.

Subsidies to goods that complement energy consumption — for example, tax credits
for home loan interest payments or the provision of free parking — may have greater
effects on greenhouse gas emissions than direct energy subsidies.

In most cases where removing subsidies leads to reduced greenhouse gas emissions,
other environmental impacts are also reduced.

On the other hand, some types of subsidy have environmentally-friendly outcomes.
For example, low-interest loans for the electricity supply industry may lead to lower
greenhouse gas emissions where they make capital-intensive non-fossil fuel energy
sources competitive with fossil fuels. Subsidies to energy efficiency improvements
and renewable energy sources can also reduce greenhouse gas emissions.

In many cases, even where removing subsidies does not lead directly to reduced
greenhouse gas emissions, it does become cheaper and easier for the electricity
supply industry to respond to other incentives to reduce greenhouse gas emissions.

Subsidy removal is likely to be a slow process: a common action could be initiated over a
one-to-two-year period but might take up to 20 years to have its full effects. On the other
hand, subsidy removal would accelerate responses to other GHG mitigation measures.

Policy Objectives:

To reduce greenhouse gas emissions associated with electricity and transport through the
reform of subsidies in markets associated with the electricity and transport sectors.
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Description of Measures to be analysed:
Electricity

(1) Budgetary subsidies, such as: government grants towards the operation,
investment or R & D costs of the electricity supply industry or those of its suppliers of fuel,
services and equipment; tax exemptions/differential taxation of fuels and electricity;
below-market-price government financing and government collateral for loans for energy
supply projects that affect electricity markets. The study will focus on subsidies whose
removal is most likely to offer environmental benefits — i.e. those which tend to increase
consumption of fossil fuels, or which tend to increase the carbon intensity of the fuel mix.

(2) Measures, or packages of measures, that result in domestic energy suppliers
receiving prices that are higher than would be paid for imported energy. (note: indirect
price supports will be addressed in the market reform study, but will also be discussed here,
partly because removal of budgetary subsidies may be more effective when linked to
removal of other supports for domestic producers, but also because many of the existing
studies treat direct and indirect supports together). Again, the study will focus on price
supports for energy forms such as deep-mined coal, whose use tends to result in higher
greenhouse gas emissions than the lower cost alternatives.

Transport

(1) Budgetary subsidies to the road transport sector, in the form of net excesses
in government spending over receipts from users. Government spending is mainly for
provision and maintenance of roads but also for services such as policing and road cleaning.
Receipts from users include tolls, parking charges, and special taxes on fuel and vehicles
(although these may have originated for general revenue-raising purposes rather than to
provide road funds), but will exclude taxes levied at normal rates (e.g. sales or value-added
taxes).

(2) Cross-subsidies between road users in the form of different taxation of diesel
and gasoline, or charge structures that do not fully reflect the costs associated with different
types of road use (urban/rural, car/truck). The issue of diesel fuel taxation will be
addressed from a different perspective in the study on “Restricting CO2 Emissions from
Vehicles”.

(3) Indirect or implicit subsidies, including the failure to internalise the full social
costs of road use.

(4) The study will also briefly explore the existence of subsidies that reduce
greenhouse gas emissions, such as those to alternative fuels and transport modes.

Approach/Methodology

As the exact package of measures involved in subsidy removal is highly country-specific,
the analysis of costs and effects of packages on GHG emissions has to be based firmly in
country case studies. Considerable analysis has already been carried out on this issue, so
that it should be possible to base the analysis mainly on existing work, but this would be
greatly aided by the provision of existing national studies by delegates. The first tranche of
the analysis will draw on the OECD Project on the Environmental Implications of Energy
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and Transport Subsidies (hereafter the “OECD Subsidies project”) which includes several
country case studies examining the environmental and economic effects of removing
subsidies. The authors of those studies may be asked to carry out some additional
modelling or other analysis to meet the specific needs of the Annex 1 Expert Group. The
analysis will also draw on the IEA project to identify energy market interventions including
subsidies. Additional analysis, addressing the extent to which case study results can be
generalised and the scope for common action, will be carried out in the second tranche by
the OECD and IEA secretariats in consultation with delegates, drawing on existing and
ongoing work, as well as the academic literature and conference proceedings. The analysis
will be peer reviewed by delegates and the existing OECD expert group on subsidies.

Advantages from common action. Three levels of common action might be examined:

(1) An agreement among countries engaged in subsidy reform, or interested in
undertaking such processes, (i) to collect, share and monitor information on subsidies in
their electricity and/or transport sectors. Information might include: descriptions of all
government interventions in the sector including grants, loans, taxes, regulations, planning
constraints etc.; detailed information on fuel, electricity and vehicle pricing and taxation;
detailed economic and environmental performance indicators for the electricity and transport
sectors. (ii) to carry out and share analysis of the effects of their electricity and transport
policies on greenhouse gas emissions, and of the costs of these policies. The agreement
could be reached in 1997, with a reporting and review format agreed during 1998 and
implemented by 2000.

(2) As measure (1), but includes an agreement among countries engaged in
subsidy reform to adopt targets for subsidy reduction according to some agreed metric such
as the producer subsidy equivalent (PSE) or some measure of sectoral social cost balance.

(3) An agreement among countries to remove certain specific types of subsidy.

The Secretariat will review both the quantitative information from international modelling
studies, and qualitative information derived from national studies, on the advantages for
cost-effectiveness if subsidy removal is co-ordinated.

Possible participants and vehicles for action. The study will review existing electricity-
related subsidies in Annex I countries, and identify countries that are currently in the
process of removing subsidies. It will also identify international institutions with a possible
role in this area, including: the European Energy Charter; the International Energy Agency
through its shared goals and policy review process; and the World Trade Organisation.
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ECONOMIC/FISCAL INSTRUMENTS
Taxation (i.e. carbon/energy) Tranche 1

Context:

Carbon/energy taxes are implemented to internalise the threat of climate change in economic
choices. The principal reason for a carbon/energy taxation is to try to incorporate in the
energy prices a marker that signals the energy and carbon contents of different sources. It
encourages shifts in activity towards lower carbon/energy intensities without dictating what
those shifts should be or how rapidly they should take place, and provide incentives for the
development and penetration of energy efficient technologies. So far, energy faxes have
mostly been used as means to raise revenues, and have been applied on energy uses with low
short-term price elasticities (e.g. transportation, residential, and commercial). Carbon/energy
taxes would be implemented to reduce carbon emissions and energy consumption on which
they are based. The impact of carbon/energy taxation would differ considerably from that of
oil shocks, because revenues would be raised and used domestically, and increase in energy
prices would be anticipated. In addition to taxation, Annex I Parties are already implementing
a wide range of measures that contribute to CO, emission reductions, enabling carbon/energy
taxation to operate more efficiently.

Some Annex I countries have already had energy taxes at various levels in place for some
years, which have contributed to improvements in the energy intensity of their economies.
Different levels of existing energy taxes will be discussed when considering taxation of
carbon/energy as a measure for common action, and will be taken into account to the extent
possible in estimating the effects of carbon/energy taxes on greenhouse gas emissions.

Policy Objective:

To reduce CO2 and other greenhouse gas emissions from fossil fuel use, as well as generally
improve energy efficiency.

Description of measures for analysis:

The nature of such taxes (on CO,, all greenhouse gases, carbon/energy or a general tax on
energy), their level, and the use of the tax revenues generated are key elements of the study.
Existing tax levels will be taken into account, as well as how they internalise other
externalities. The following taxes could be studied:

0)) Carbon and energy tax, ranging from all-carbon to energy taxation. The
potential for carbon offsets, through afforestation, should also be considered in the context of
the taxation scheme, and the use of the revenue will be considered.

2) Re-structuring energy taxes on fossil fuels to account for their specific carbon
and GHG content.

3) Recycling tax revenue - the revenue recycling schemes to be reviewed from
existing literature include: lower taxes on labour; investment tax credits; and/or the reduction
of government deficits. In addition funding energy efficiency improvements may help
alleviate the impacts of increased carbon/energy taxation. Like any recycling option, this
option is not exclusive of (1) and (2), since part of the revenues raised by ecotaxes could be
used in such a manner.
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Approach and methodology:

The analysis will be based on a review of analyses of current experience with carbon/energy
taxation, as well as studies estimating the effects of potential carbon/energy taxation for other
regions. We aim to focus on the following aspects:

Different starting points (resource base of the economy, GDP structure, existing tax
levels on energy, CO2 emissions per capita or GDP, policy context, patterns of human
settlements); Cost: from micro- (costs to principle stakeholders, distributional issues) to
macro-economic effects, including impacts on competitiveness; Different time horizons,
especially with regard to reduction levels and costs: transition costs, long-term costs and
how they are determined; Recycling options (lower payroll taxes, investment tax credit,
government deficit reduction, or measure (3) above); Exemptions for some industries
under different levels of commonality; Level of commonality; Limitations of current
exercises: GHG coverage, coverage of mitigation options (such as sinks enhancement),
assumption of efficient energy markets vs. market barriers, assumptions on long-term
cost of technology; Policy realism: key in considering carbon/energy taxes for
countries with economies in transition where energy prices do not yet fully reflect
marginal cost of production.

Context: This section will present a fossil-fuel tax topography by country/region, and
emphasise different starting points. Briefly describe existing carbon taxation schemes, as
implemented in some European and Scandinavian countries, on the background of other
existing energy taxes in these and other countries.

Rationale for common action: The advantages and disadvantages of common carbon/energy
taxation measures will be considered, including considerations of different starting points and
of how these could affect the feasibility of various options for common action.

Greenhouse gas reduction potential: This question will be approached for each type of
carbon/energy taxation (from all-carbon to all-energy taxes, based on available information).

Costs and macroeconomic effects: Cost estimate (especially GDP) is a key dimension in the
existing literature on carbon/energy taxation. We will also explore the effects of common
taxation on competition.

Political feasibility: ~The study will draw on current experience in countries where
carbon/energy taxation has been discussed as an option, where it has actually been
implemented, and in that case under what form. We will look at how to minimise the impacts
of introducing common carbon/energy taxes.

Other policy goals, barriers to implementation: Carbon/energy taxation may contribute to
other policy goals, for instance through tax recycling schemes, and through the reduction of
other externalities. Other environmental externalities of energy use will be covered in the
study on Full-Cost Pricing.

Time period: Results should address both short-term “transitory” periods (2000, 2005) and
longer term (2010, 2020).

Impacts on other countries: Carbon leakage (increased emissions outside the region) has
been a major argument again pursuing emission reduction through carbon/energy taxes, which
are said to harm competitiveness and entail de-localisation of energy-intensive industries.
How can participating countries limit such carbon leakages? Can taxes on the carbon content
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of imported goods be implemented under current international trade treaties? We will review
existing literature and shed some light on this issue based on trade policy expertise within the
OECD family.

Synergy with OECD/IEA/ECMT work: The IEA has an ongoing item in its program of
work on economic instruments to reduce energy-related environmental impacts, including
Economic Instruments and Climate Change, which does not include new modelling work, but
includes a review of existing literature on carbon/energy taxation. Also, the OECD Group on
Economic and Environment Policy Integration has already provided work on ecotaxes and on
the income distribution implications of economic instruments used for climate change policy.
Trade and environment issues, such as carbon leakage and implementation issues are also
under study at the OECD. We will take the opportunity of experience of carbon taxation in
Northern European countries to assess above-mentioned market impacts, which are not
handled explicitly by current models. Such ex-post analysis of the effects of carbon/energy
taxes will be provided by governments of countries where such taxes have been implemented,
as well as information on the actual design of the taxation schemes (level, exemption, etc.)
Appropriate modelling work cannot be initiated to address measures (2) and (3) for the
purpose of this study in the very short time available. Restructuring energy taxation, based on
carbon/energy content of fuels, has been studied previously using GREEN. This, and other
work, will provide the basis for the analysis of measure (2). We may only be able to study
measure (3) qualitatively.



DEMAND-SIDE EFFICIENCY
Voluntary agreements with industry Tranche 1

Context:

Voluntary agreements have attracted interest among policy makers as a low cost, flexible
tool for achieving reductions in greenhouse gas emissions from industry. Evidence on the
effects of voluntary agreements is still scarce, and they range from relatively informal
- arrangements to agreements with a high degree of structure that are combined with
incentives (or threats) such as technical assistance to identify energy savings or exemption
from carbon taxes. Voluntary approaches with legal agreements (such as those found in the
Netherlands) may take longer to negotiate, and incentives can be expensive, so there is
likely to be a trade-off between the effectiveness and cost of voluntary agreements.

Three industries will be considered, which were selected to provide broad coverage of the
range of GHG emissions from industrial sources:

1. iron and steel (CO,)
2. aluminium (CO, and PFCs)

3. adipic acid (N,0)

The iron and steel industry is proposed for analysis as an example of energy intensive
industry because it is typically the second largest source of CO, emissions in Annex I steel
producing countries behind electricity, there is a relatively small number of manufagturers.
in the industry, and the processes and product mix are somewhat more homogenous than
that of other energy intensive processes. Iron and steel companies in different countries are
at different stages of development and are evolving in different ways but many are in the
process of adopting new techmology and undergoing structural change towards smaller,
more flexible plants.  According to industry representatives, further significant
improvements will require new processes and new praducts (e.g. lighter weight steei
products) which arc unlikely to be commercially feasible for some time. New technologies
are being developed to improve steel making processes and products, but more research and
development is needed to hasten the development and commercialization of new
technology.

Available data suggest that aluminium production is a major source of two PFCs (CF, and
C,F) and of CO,, if indirect emissions from electricity are considered. Also in many
OECD countries, adipic acid production accounts for an important source of N,0 which can
be largely eliminated with available technologies. (Adipic acid is a raw material used
mainly for the manufacture of nylon.) Industry wide agreements to control these extremely
potent non-CO, gases might lead to radical reductions of these emissions.

Policy Objective:

To consider the possibilities for the use of international voluntary agreements to achieve
GHG reductions. Drawing on Annex I country experience with VA, the study will review
different forms of VA (including incentives structures), assess a limited number of specific
formulations of international VA (see description of measures below) and evaluate the
feasibility of the use of VA for “common action.” Key issues for the study include: the
structure and form of international VA, the relevance of VA to all Annex I countries
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(including EIT countries) considering different national contexts and starting points, and the
trade-off between the cost and effectiveness of alternative types of VA.

Description of measures to be analysed: As examples of voluntary agreements with
industries producing goods that are traded:

Voluntary agreements between the industry and governments of all Annex I
countries with relevant industrial activities to reduce greenhouse gas emissions
per unit output within a specified time period and compared to an agreed
baseline or base year. In the case of iron and steel, the measure would be slightly
different: agreement to achieve a specified level of energy use (or a % reduction
of energy use) per unit of steel produced (depending on process type) within a
specified time period. The level of greenhouse gas reduction could be negotiated
separately by individual Annex I governments and industry participants, or as a
common target among a sub-set of Annex I countries.

Voluntary agreements between industry and governments of all Annex I countries
with the industry activity which is being studied, to identify and consider
implementation greenhouse gas reduction (technical) measures, and to report the
results in national communications.®

Voluntary agreement between the iron and steel industry and Annex I governments
to jointly fund R&D on processes and products that reduce greenhouse gas emissions
(e.g. 50% industry, 50% government; or 75% industry, 25% government).

Approach/Methodology:

To assess any of the above measures, a baseline scenario of greenhouse gas emissions in
the industries which takes into account current standards and regulations is essential to
gauge the potential for VA to have an impact on these trends. To the extent information is
available, outlooks will be developed to show what could be expected to happen in the
absence of VA (assuming normal replacement of old equipment, processes and operating
procedures). The analysis will assess the level of greenhouse gas reduction from this
baseline that could be achievable (and politically feasible) based on expected improvements
from existing VAs in Annex I countries and using information from countries that have
been particularly successful in improving their energy efficiency through VAs or other
mechanisms (e.g. cases could be developed for Finland, Germany, Japan, the Netherlands,
and Norway, the United States and/or Canada; the selection of case study countries will
depend on the availability of information and the willingness of governments to participate).
Information on best available technology will be used to assess the maximum possible
energy efficiency improvement and reduction in emissions.

The study will consider the effectiveness of VAs, with different levels and types of possible
incentives to participate, as well as the variety of approaches to VA. The cost of
negotiating VAs and the cost implications of incentives that may be required will be
assessed, along with the possible impacts of the agreements on carbon leakage (including
the location of raw materials processing facilities), competitiveness of national operations
on a global. The analysis will assume that the VAs are designed so they take into account
all GHG intensive stages of production, (e.g. for iron and steel, coke making would be
considered even if this occurs outside of the Annex I region).

Mitigation measures could include R&D measures as well as shorter
term mitigation measures.
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DEMAND-SIDE EFFICIENCY
Product standards Tranche 1

Context:

Energy efficiency standards and labelling schemes for appliances and equipment are playing
an increasingly important role in Annex I countries’ strategies to meet their energy and
environmental policy goals. These instruments can be effective in encouraging the
development, marketing and purchase of more efficient products, particularly for consumer
goods where the energy costs of using the products are difficult for small consumers to
calculate and so are not usually taken into account in purchase decisions, and where it is
difficult for consumers to influence the energy requirements of products. It is likely that
standards and labels could be more effective with international co-operation. One
advantage of common action would be more consistent and stronger signals to
manufacturers. In addition, larger markets for efficient products could reduce production
costs.

Many countries have developed product standards, particularly for refrigerators/freezers, but
the standards have been based on different test protocols and set at different levels, and
there are varying levels of information available on the potential effects of standards for
different products. Information on office equipment is available for many countries, but the
information needed to assess energy efficiency standards on electric motors, home heating
appliances, and air conditioning is less readily available. International test protocols, the
prescribed procedures for assessing the performance of products, are an important
prerequisite for common action on product standards and labels. The analysis will assess
the feasibility of developing international test protocols.

Energy labels could further enhance product energy efficiency through advertising efficient
products. Product labels are among the second “tranche” of measures which will be
assessed after the analysis on product standards is completed. The assessment of labels will
draw on and add to information developed for the product standards study.

Policy objectives:

To increase the energy efficiency, and hence lower the associated greenhouse gases, of
refrigerators/freezers, office equipment, air conditioners, home heating appliances, and
electric motors, and to facilitate trade in these products.

Description of measures to be analysed:

Develop international test protocols and minimum energy efficiency performance codes for
energy efficiency of a range of traded products:

a) refrigerators and freezers,
b) office equipment (computers, printers, monitors, photocopiers, fax machines),
¢) other products such as air conditioners, home heating appliances (space heaters
and water heaters), and electric motors will be included in the study to the extent that

available information permits.

Once the test protocols and minimum energy efficiency standards have been developed,
several alternative measures could be considered:
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(i)  agree to report on average product efficiency levels in national communications
(e.g. average kWh/day for the whole product stock or new products only);

(ii) agree to adopt test protocols; or

(iii) agree to adopt efficiency standards.

Approach and methodology:

The effects of implementing minimum energy efficiency standards will be assessed for
regional sub-groups of Annex I countries such as: Western Europe; Central Europe; Eastern
Europe; Japan; the United States of America and Canada; New Zealand and Australia.
Spreadsheet models will be used to analyse the cost-effectiveness and greenhouse gas
reduction potential of product standards in each region on refrigerators/freezers and office
equipment, for several different levels of standard e.g. current level, most widesrpead
current level, and most rigorous current level. These regional studies will provide the bulk
of the analytical input. To the extent possible the levels of energy efficiency standards
assessed will be comparable in every region, and comparable assumptions will be used (e.g.
discount rates). The standards will be assumed to be mandatory minimum energy
performance codes implemented on a regional basis for the analysis, but the different tools
individual nations could apply to meet the standards will be discussed, including the
possibility of using voluntary approaches. Existing work will be used where possible to
avoid duplication of effort.

Available information on the costs and effects of standards on other products such as
electric motors, home heating appliances, and air conditioners will be reviewed. An
assessment of the costs, greenhouse gas reduction potential of Annex I wide common action
on standards will be carried out based on information from the regional analysis. The
macro-economic impacts of product standards will be assessed to the extent possible from
available information.

Particular emphasis will be given to: possible impacts of Annex I country product standards
on other countries, e.g. on trade and competitiveness; the possible use of energy efficiency
indicators on a regional or international level to judge the effects of standards; and the
issues that could arise in harmonizing test protocols.
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SUSTAINABLE AGRICULTURE/FORESTRY

Development of Options for Best Practices for Greenhouse Gas Reduction
Tranche 1 and 2

Context: The development of best practice guidelines is a pragmatic way to expedite
progress in GHG reduction through sustainable agriculture and forestry for four main
reasons:

1.  These two sectors encompass a considerable range of potential measures due
to the variety of conditions at national level.

2. Much action is innovative and there is a need to facilitate the dissemination
of good ideas.

3.  The opportunity exists to access and build on policy developments and
institutions which are designed to meet non-climate objectives (e.g. EU-CAP reform and
GATT developments; ITTO for forestry).

4. Much knowledge already exists and is documented but has not been
succinctly analysed and synthesized.

This study is expected to be the first part of a two part study which would lead to
recommendations for common action. Tranche I study is intended to explore a wide range
of cost-effective response options in these sectors and to identify measures or characteristics
of best management practice in each of these sectors which could eventually be advocated
in the form of “guidelines.” The study may also identify priority areas for further research,
which in itself could be the subject of Annex I country “common action.” In many cases,
existing instruments/institutions exist which could be modified to reflect GHG priorities; the
study may also provide recommendations on how to do this. In addition, the study will
consider how the FCCC process could be used to initiate new actions in these sectors which
would lower GHG emissions.

Policy objectives:

To reduce GHG emissions and concentrations through packages of measures in agriculture
and forestry sectors which link with other economic and environmental policy.

Description of measures to be analysed:

1. Improved policy co-ordination to encourage the development and diffusion of state
of art technology and management practices, including financial incentives, voluntary
agreements and standards, education and information policy instruments, for a range of
measures, including:

reduction of enteric fermentation emissions (e.g. through improved feeding
practices);

methane capture from agricultural wastes;

reduction and changes in the application of nitrogenous fertilisers and animal
wastes to farmland;

reduction of fossil-fuel use in agricultural production;
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enhancement of C sequestration and retention in agricultural soils;

other soil conservation practices.

2. Improved co-ordination and assessment of ways to achieve most effective
management measures for:

preserving biomass in forests with forest management (conservation, development
and utilisation policies), including conservation existing C pools;

encouraging afforestation for C storage;

management for substitution by increasing the transfer of forest biomass C into
products such as biofuels and long-lived wood products that can be used instead
of fossil-fuel based products.

The study will also consider the balance and trade-off among different measures as well as
the balance between climate policy initiatives and other policy initiatives (e.g. local policy
aimed at preserving biodiversity or improving recreational use of forest areas).

Approach and methodology:

To develop options it is necessary to identify measures which are suitable candidates for
early guidelines as well as the steps required to develop a systematic programme on
sustainable agriculture and forestry. Close scrutiny of these sectors will establish if there
are other appropriate mechanisms, apart from the guidelines approach, for ‘common’
action. In addition the study will consider where institutional blockages to action may
occur and how these might be overcome. Tasks are divided into core tasks (cross-cutting)
and specific sectoral tasks.

Core tasks

1. Establish broad strategic policy context for agriculture and forestry sectors for 2005,
2010 and 2020 time frames from a non-climate policy perspective in main regional groups,
individual countries where appropriate and if relevant, broad ecosystems. Identify likely
trends, including impacts of climate change and removal of agricultural subsidies (and their
GHG effects).

2. Establish estimated scope and cost-effective of GHG reductions.

3. Review institutional framework for common action at international levels outside the
FCCC framework.

4.  Assess political feasibility and the scope for linkage.’

For agriculture a critical issue is the areas required for food
production in the OECD in relation to the broad thrusts of policy
generated by GATT and CAP reform, with subsidy removal and in the
longer term, an enlarged EU. For forestry many of the critical
features are well-known but have not been addressed in an integrated
way in an OECD context. There are already broad linkages between
forestry policy and fossil fuel use: for example, concerns about acid
rain on forest health in northern OECD countries have driven the
LRTAP process. Also the study can establish whether it may be
possible to achieve climate change objectives through the use of

-3 -



OTHER
Financing energy efficiency in countries with economies in transition Tranche 1

Context:

There is significant potential for reducing greenhouse gas emissions by improving energy
efficiency in Annex I countries, particularly in countries with economies in transition (EIT).
Substantial improvements in energy end-use, in particular, are possible in EITs through
investment in more efficient products as the demand for buildings, appliances, and
equipment increases. The measures to realise this potential, such as including energy
efficiency features in building projects, individual tenant metering for electricity, skill
development, and improving energy infrastructure, often require private sector financing or
government funding. The difficulty of raising tax revenues and budget deficit reduction
goals can make it impossible to rely on large amounts of government funding for energy
efficiency measures. Funding from the private sector or multi-lateral development banks
(MDBs) can be difficult to access, particularly in many EIT countries. The reasons for this
difficulty are often associated with the need for economic reforms to provide investors with
greater certainty. Reforms have begun in many EIT countries but are not yet complete.
Another difficulty may be the lack of energy prices that reflect costs (which would enable
energy investors to make sufficient retun on investments). Sound institutions (such as
legal systems and the associated regulatory frameworks, and financial institutions) and
political stability are also important for investors.

Policy objectives:

To improve energy efficiency and reduce greenhouse gas emissions through improved
financing of energy efficiency investments.

Description of measures to be analysed:

This study will not analyse any specific measure. The first step is to identify opportunities
for energy efficiency improvement in EIT countries, and to assess the role of financing
from MDBs and other institutions in realising these opportunities. Using this information,
specific measures will be developed which could be assessed during tranche II of the
Common Action project.

Approach and methodology:

The study will focus on energy efficiency opportunities in EIT countries. In tranche I, this
study will assess the potential for energy efficiency improvement in EIT countries, the
reasons why this potential is not being realised, and the current and potential role of
financing mechanisms in improving energy efficiency. Specific measures that could be
used to improve energy efficiency will be proposed for further analysis in tranche II.

The study will include a region-wide assessment of overall energy efficiency potential in
EIT countries from the available literature. In addition, a detailed country-specific
assessment will be made of at least 4 EIT countries’ energy efficiency potential. The
detailed country assessments will include a sectoral and project break-down of the cost-
effective energy efficiency potential (from the perspective of potential investors). Barriers
to the realisation of this potential will be identified, and specific financing options will be
suggested for a representative sample of projects.



Emphasis will be given in the study to the role of MDBs and the private sector (including
venture capital) as possible “vehicles for action” to achieve the measures. The extent to
which MDBs and other institutions include energy efficiency in their financing portfolios
will be explored, and the feasibility of changing the procedures and priorities of MDB and
private sector investment (including venture capital) will be assessed, working with the
World Bank, the European Bank for Reconstruction and Development, and country experts.
The possibility of using other existing mechanisms as vehicles for action will be
investigated e.g. strengthening the energy efficiency aspects of the European Energy
Charter, making energy efficiency a focus for the Project Preparation Committee of the
Environment for Europe project, or establishing partnerships between countries. The study
will pay particular attention to the possibility of using “joint implementation” as a
mechanism for financing energy efficiency projects in EIT countries. The study will
include discussion of key institutional steps that need to be taken in EIT countries as a basis
for encouraging further investment in their countries.



PAPER NO. 3: ESTONIA

Possible features of a protocol

or another legal instrument.

Submission of Estonian delegation to the 3rd session of the AGBM

Following discussions held during the AGBM 2 and Secretariat’s letter
requesting for Party’s views on possible features of a protocol or another legal
instrument, Estonian delegation would like to communicate its preliminary ideas

about the topic.

In order to facilitate further negotiations on the implementation of the Berlin
Mandate and the formulation of delegation’s positions we would prefer to have
a draft structure of a legal instrument agreed upon at an earliest possible stage
of negotiations. Negotiations on the outline of a legal instrument should in our
view take place in parallel with, or to be even shortly ahead of negotiations on
policies, measures and quantified emission limitation and reduction objectives
as well as other items on the agenda of the AGBM. That could assist Parties in
formulating their positions and help to make following discussions more fruitful
and target oriented especially when considering the tight time frame prescribed

by the Berlin Mandate.

A new legal instrument derives from the UN Framework Convention on Chimate
Change and the Berlin Mandate. It would therefore be wise, helpful and cost-
effective if the new legal instrument had structural similarities and relationship
with the Convention and its institutional arrangements. Estonian delegation is in
favour of having different annexes to the new legal instrument, specifying

differentiated policies and measures according to their priority or other features.
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In this regard the EU proposal on the outline of possible protocol structure could

serve as a basis for further negotiations.

Taking into account the principle of common but differentiated responsibility
and different economic and social circumstances among the Annex I Parties,
Estonian delegation would welcome the elaboration and inclusion of additional
annexes, which could provide the differentiation among the Annex I Parties
considering their different economic and national circumstances, into the new
legal instrument. The main criteria for differentiation could in our view be the
GDP per capita. The share of respective Party to the global warming should also

not be forgotten in the list of such criteria.

Which gases should be covered by the new legal instrument? Estonia prefers at
this stage the “basket approach”, i. e. greenhouse gases should be dealt with

together, taking also into account their removals by sinks.
With this we would conclude our remarks on possible features of a protocol or

another legal instrument at this stage.

Tallinn, 15 January 1996
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PAPER NO. 4: RUSSIAN FEDERATION
(Possible features of a protocol or another legal instrument)

Bo3amoskubie sareMenTh! [IpoTOKOAa
K paMouHoft Kounenuun OOH 06 nameHeHHN KAMMATAa
rPYNIBI CTPAaH C NePeXoAHOM IKOHOMHKOW

YKaA  03a60YEHHOCTh MPOAOAKEHMEM  pOCTa KOHIEHTPAUHM B
aTMocepe  HaPHUKOBLIX —Ta30B, He  PeryAupyeMnx  MoHpPeaALCKHM
IIPOTOKOAOM;

Hanomunan o peuwenuy KoHdepennuu Cropon 1/CP.1 0 ICaACKBATHOCTH
ubsizaTeAhcTR 110 cTaThe 4.2 (a) 1 (b);

[lopuepkHBad, 4YTo crpaHk [IpuAoskeHWs 1, Haxopsniyecs B COCTOSHHH
IepexoAd K PHRHOYHOR OSKOHOMHKE, SBASIOTCH EAHMHCTREHHON Tpynno
CTPaH, Y>Xe€ B HaCTosllee BPeMA pPEeaAbHO H 3HAUYHTEABHO COKpaTHBUIeHd
RRIGPOCKL B arMocthepy  MApHEKOBEIX TIa30B, HE  pPeryAMpyeMhlX
MOHpeaALCKHM NIPOTOKOAOM;

QIMeuyas, UTO R JIOCAGAVIOUWIEM, 3a BRI3BAHHBIM  3XKOHOMUYECCKHUMU
NPHUYNIIAMHA MPOLCCCOM CHUXKEGHHUS BHIOPOCOB NAPHHUKOBBIX TalnB H 3ITHX
CTPaHAX OOBEKTUBHO MOCACAYET NEePHOA HapaMiMBaHUS BLIGPOCOB B CBA3U C
3KOHOMHUYECKUM pPOCTOM;

Ccripagck Ha NpUHIHN obwel, HO AuddepeHIINPOBAHON OTBETCTREHHOCTH;

Ccpilnagce  panee Ha  Cratero 4.6 KoHBeHUUH © [OPEAOCTABAEHMN
ONPEACACHHOH cTeneHH rubxoctu CTOopoHaM, BKAKOUeHHhM B [IpuAoXKcHHe
1 ¥ OCYLIEeCTBARIOIIMM [TPOLECC NePexoAd XK PRIHOUIOH DKOHOMMKE;

A__TakXe C UIeAbK) YKpenuTk cnocobHoCTh cTpaH [lpumaoxenna 1 ¢
IePEeXOAHON JKOHOMHKOM 3aHMMaTeCi npobaeMaMM, CBA3aHHBIMM C
U3MeHeHHeM KAMMAaTa,

Cmpanst ¢ nepexogroil skonomuxou, Poceutickana Degepayusa u gpyrue
nouMmennio, praloweHnuie B Ilpuroxenune I, npu noggepxxe gpyrux (CmopoH
Korperyuu, quroBopualuch O HIWKECACGYIOUEM:

1. Ao crabuAn3anuu IKOHOMMKH (B COOTBETCTBMH c
KOAMNECTREHHBIMU KPUTEPHSIMY, OOBEKTUBHO OTPaXalOWUMH COLUAABHO —
3KOHOMHYECKHe YCAOBHA B CTPaHe) M MOCAEAYIOUIEro 3KOHOMNUECKOro POCTa
OCYIECTBANTL  HeOOXOAUMMEIE ONeHKHM M pa3paboTKy IPaKTHIECKHX
INOAMTUKH U Mep B OOAACTAX ACATEABHOCTH, NO3BOAAIONIUX OlPAHHUUYATE M
COKpAauiaTh RAOpPOCH B aTMOCepy MAapHHMKORKX 1al3oB, e PeryAMpyeMn(X
MOHPEAALCKHIM NPOTOKOAOM, 110 CACAYIOLIUM OCHOBHRIM HallPABACHHUAM!

1.1. Hayuynue:

* (dbyHpaMeHTaAbHLIC W [PHKAGAHBIE MCCAeAuBalluss o npobaeMaM
HW3MeHeHMNa KAHMMATA,

* pas3paboTKa ¥ YTOYHEHHE OILEHOK, ClleHapHeB M INPOTHO3A HIMeHEeHWH
KAMMaTa U HX NMOCAEACTBHH;
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¢ CO3AaMHe CUCTCMEI MOHHTOPHHIa COAEP)XKAHHMSA OTAapHMKOBEIX Tra3oB B
aTrMocdepe;

1.2. TexHoAOTHUECKHE:

® 3Hepro-— 1 pecypcactbepexeHue B obaacTH IIPON3BOACTBA
SAGKTPOIHEPIHH, ee DACIHpPEeAGAEHMS M NOTpeOAeHMd, Ha TPaHCIOpTe, B
MPOMLIIIACHHOCTH, B JKHAHLIHO —KOMMYHAALIIOM XO3AHCTBE W APYI'HX
OTPACAAX XO3ANCTREHHOR ACATEALHOCTH;

QALTEPHATUBHLIC HCTOYHUKH 3HEPTHH;

PALOHAABHOE 3EMAENOAB30OBAHME U CEALCKOE XO3SHUCTBO;

COKpallleHUe BLIOPOCOB U YTEYKH MeTaHa;

BEACHHE® IIeA@HaNpPABACHHEIX MEPONPHATHH IO 3amjure M lOBLIMCHUO
KaueCTBa MOTAOTHTEAEN M HAaKONMHTeAeH NMapHUKOBBIX Ta3OR;

1.3. BKoBoOMMYeCKHe:

¢ HCIOAL30OBAHHE PBIHOMHHIX MeXaHU3MOB, B TOM UYHCAE R Taknx oBAACTAX,
KaK 11eHoo6pa3uBanue, CTaHAAPTH, HAAOTOBAs NMOAHTHKA;

¢ BBGACHHE M HCHOAB3ORAHME DPeryAUpPYIOWIUX (PYHKNMHE TakHX Mep, Kak
WTPadLl 33 TNPEBHIIEHHE TPEeACALHO AOMYCTHMBIX  BLIGPOCOB B
armocgepy APHUKOBBIX Ta30B, He PelyAHUPYEMHIX MOHpeaALCKHM
NIPOTOKOAOM;

1.4. Corpyanuyectso co CropoHamu [IpuroxKeHHs 2:

OCBOEHNE TeXHOAOTHH;

* OPHMBAcYeHHEe (PUHAHCOBRIX ¥ MAaTePHaAbHEIX PECYpCOB;
pPa3’BHTHME  OpoLecca COBMEeCTHOTO  OCYIIEeCTRA€HUs  ODS3aTeABCTB
Croponamy KoHBeHIUH.

2. Tlo Mepe AOCTHXEHHA CTabuMAM34LHMHM W  YCTONMUBOTO
OKOHOMHYECKOTO pocTda CTpaHaMu [Ipuaoxenuss 1, HaxoAMBIUHMMCS B
COCTONHWHE NTepexcAad K PHIHOYHOM IKOHOMHKE, PacCMATPHBAETCS BOIPOC O
[IPUCOEAMHEHHM XOHKPeTHOH CTpaHel HAHM IPYONLI CTPaH K npoueccy
INPHHATHS U PEAAM3AUNH MOAMTHKY U Mep PasBUTHIX crpaH [IpHAoXkeHus 1.

3. IMpepocraBaate Kordepenunuu CTOpoH peryAspiblie cooGiieHHsS O

AOCTHraeMbIX Pe3YALTATaX W MAGHHPYEeMBIX AAABHEHIIMX 1IOAMTHKE H Mepax
To HacrosauweMy [IpOTOKOAY.

- 43 -



(Unofficial translation)

Possible elements of protocol to the Framework Convention on Climate Change
proposed by a group of Parties with economies in transition

Being concemed by the continuous growth of atmospheric concentrations of greenhouse
gases not controlled by the Montreal Protocol;

Recalling decision 1/CP.1 of the Conference of the Parties on inadequacies of
commitments under Articles 4 (a) and (b);

Stressing that the Parties included in Annex I undergoing the process of transition to a
market economy are the only group of countries which at present actually and significantly
reduced emissions of greenhouse gases not controlled by the Montreal Protocol;

Noting that in future the period of reduction in emissions of greenhouse gases which is
due to economic circumstances in these countries will be objectively followed by a period
of increase in emissions due to economic growth;

Recalling the principle of common but differentiated responsibilities;

Recalling further Article 4.6 of the Convention allowing a certain degree of flexibility to
the Parties included in Annex I undergoing the process of transition to a market economy,
and aiming to enhance the capabilities of Annex I Parties with economies in transition to
resolve problems related to climate change;

Parties with economies in transition included in Annex I the Russian Federation and

others, namely, --------—- supported by other Parties to the Convention have agreed as
Jollows:

1. Prior to stabilization of the economy (according to quantitative criteria
objectively reflecting social and economic conditions in a country) and future economic
growth, to undertake the necessary evaluation and to develop practical policies and
measures in those fields of activities which would allow to limit and reduce atmospheric
emissions of greenhouse gases not controlled by the Montreal Protocol, along the
following main lines:

1.1 Scientific
. Fundamental and applied research on climate change problems;

. Development and refinement of estimates, scenarios and projections of
climate change and its effects;

. Creation of the system of monitoring of greenhouse gas concentrations in
the atmosphere;



1.2 Technological

. Energy and resource saving measures in the field of electricity generation,
its distribution and consumption, in transport, industry, residential,
commercial and other sectors;

. Alternative energy sources;

. Rational land use and agriculture;

. Reduction of emissions and leakages of methane;

. Implementation of specific measures to raise quality of sinks and reservoirs

of green house gases.
1.3 Economic

. Implementation of market mechanisms in such fields as pricing, standards,
taxation, policy;

. Introduction and implementation of regulatory functions such as penalties
for exceeding maximum admissible atmospheric emissions of greenhouse

gases not controlled by the Montreal Protocol.

1.4  Cooperation with Parties included in Annex II

. Introduction of technologies;

. Attracting financial and material resources;

. Developing activities implemented jointly by the Parties to the Convention.
2. To review the issue of involvement of a specific Party or a group of Parties

into the processs of implementation of policies and measures envisaged for developed
countries listed in Annex I, while Annex I Parties undergoing the process of transition to a
market economy work towards economic stabilization and sustainable economic growth.

3. To submit to the Conference of the Parties on a regular basis
communications on results achieved and future planned policies and measures to be
implemented under the present Protocol.



