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Executive summary

The dual challenge of stopping climate change and meeting the energy needs of the poor in the South, especially in rural areas, requires improving co-operation. Nordic countries are in a good position to contribute both due to political and economic reasons.

Nordic countries support a considerable number of energy and climate projects annually through various channels, such as the Global Environment Facility (GEF), bilateral development co-operation, UN bodies, multilateral development banks and export credit agencies (ECAs). The total annual Nordic funding is likely to be billions of SEK.

Non-governmental organisations (NGOs) – civic society, business and the scientific community – may play an important role in complementing government action. Governments should consider ways to involve NGOs at all levels of policy development and project activity.

Nordic countries should consider intensifying co-operation and co-ordination on climate and energy projects and policies in the South. They could adopt higher environmental and social standards for bilateral development projects and Clean Development Mechanism (CDM) activities thus setting an example for other industrialised countries. These standards should also be reflected in the activities of Nordic ECAs and carried forward to international fora, such as UN bodies, OECD and the EU.

Leapfrogging to renewable energy could form the rationale in Nordic energy co-operation. Diverting funding from fossil fuel to sustainable energy projects would yield environmental and social benefits and create markets for the vibrant Nordic industry. Helping Southern countries to get more involved in international policy formation and other capacity building efforts requires more attention. Nordic countries could initiate regular policy dialogues with key Southern countries.

Questions that may merit specific attention:

· should Nordic countries increase policy co-ordination aiming at exemplary high environmental and social standards for energy and climate co-operation?

· should a joint energy and climate co-operation framework with a particular group of Southern countries (e.g. Central America) be established?

· should Nordic governments strive to hold high-level dialogues with Southern countries on energy and climate policy?

Introduction

Climate change is widely considered to be the most serious environmental threat humankind has faced. It may also be one of the greatest challenges of our century. There is nearly universal recognition of the importance of international climate protection and emission reductions. 

Energy use is responsible for 3/4 of global carbon dioxide emissions. The average annual growth in energy use is 2%. Assuming no additional measures, this would amount to a 60% increase in carbon dioxide emissions between 1997 and 2020. Economic and population growth coupled with industrialisation and urbanisation mean that the South will account for 68% of the increase in global energy use. 

Closer North-South climate and energy co-operation is essential for a number of reasons. First, Southern greenhouse gas emissions are growing at a rapid rate and will surpass those of the industrialised countries during the coming decades. As halting climate change requires global emission reductions of the order of 60% from current levels, it is evident that Southern countries will have to limit their emissions as well at some point.

Secondly, lack of energy is a major impediment for development in many Southern countries. It not only hinders commercial activity and economic development, but also limits the options available for the one billion rural poor in the South.

Finally, international climate co-operation may provide new and innovative ways of rectifying century-long historic inequalities created by colonialism, unjust trade patterns and ecological debt. A global climate protection framework coupled with market mechanisms such as emissions trading may mean a massive redistribution of resources with great benefits to the South.

Nordic countries have been vanguards of international solidarity and North-South dialogue. While relatively small in size, they are important players both in the fields of international diplomacy and development co-operation. The combined Nordic development assistance is ca 2.5 billion USD annually. It is important that these resources do not contribute to climate change, but actively further climate change mitigation. Nordic countries could also use their diplomatic clout to introduce new and innovative approaches to the agenda of international climate co-operation.

This discussion paper was commissioned by the Finnish Ministry for Foreign Affairs to facilitate discussions at the meetings of Nordic ministers of development co-operation and the environment to be held in Finland in August 2001. This paper tries to outline some key issues and questions regarding climate protection, energy, development co-operation and North-South partnership.

eNERGY AND climate co-operation in the South: 

Nordic policies and activities

Nordic countries support numerous energy and climate projects through various channels – bilateral and multilateral, state as well as non-state. Aggregate information on combined Nordic funding is not readily available, but the annual total is likely to be billions of SEK.

Energy sector co-operation is a considerable portion of development co-operation for some Nordic countries. For example, Sweden has spent a total of 8 billion SEK over the last 15 years to energy projects financed through grants and concessionary credits.. Long-term support to the poorest countries in the form of grant aid amounted to some 170 million SEK in 1998. Sweden also supports the development of new methods and technologies in the sector to the tune of 15 million SEK each year. Projects with particular use for the expertise of Swedish companies have been emphasised.

In 1991–99 the share of energy projects in Finnish bilateral development co-operation was 7%, totalling about one billion FIM. There are currently four active Finnish energy projects in the South. Finland also grants seed money to projects furthering economic, industrial and technological co-operation in the South, some of them on energy. Denmark used 325 million DKK in 1999 to bilateral energy projects. Norwegian bilateral energy sector assistance in 1999 was close to 500 million NOK and over the last ten years the volume has varied between 350 and 550 millions NOK annually. The core of Icelandic energy co-operation is the UN University Geothermal Training Program located in Reykjavik.

Examples of bilateral energy sector development co-operation:

· Song Hinh hydro power station in Vietnam – Sweden

· improved cooking stoves and micro hydro power in Nepal – Denmark

· improving the planning and information system of ZESCO, a power company in Zambia – Finland

· rural electrification in Eritrea – Sweden

· a national wind power centre and wind potential atlas in Egypt – Denmark

· environmental improvements in the Biratnagar Diesel Power Plant in Nepal – Finland

The four bigger Nordic countries have all their own export credit agencies (ECAs) that fund Nordic investments in Southern countries: Eksport Kredit Fonden in Denmark, Finnvera in Finland, Garanti-Instituttet for Eksportkreditt in Norway and Exportkreditnämnden in Sweden. In addition, the Nordic Investment Bank is a joint financial instrument of all five countries. In 1996–2000 the Bank disbursed loans worth 285 million euro to energy projects in the South.

Energy projects constitute a considerable share of ECA financing for many countries. For instance, 18 of the 105 Finnish export credits in 2000 were granted to energy projects. Of Finnvera's new guarantee commitments totalling 8 billion FIM in 2000, 400 million or 5% were to energy production. In terms of support to energy-intensive projects in 1994–99 per capita, Sweden and Finland are world's two top funders.

Nordic funds support energy and climate projects in the South also through various multilateral channels. These include the Global Environment Facility (GEF), the World Bank, regional development banks, UNDP, UNEP and – for Denmark, Finland and Sweden – the EU.

The combined Nordic funding to the second GEF replenishment was 140 million USD or 7% of the total pledged replenishment. About 40% of GEF funds go to the climate change focal area that supports mitigation projects on sustainable energy use and transport. In addition, climate related activities are supported through GEF’s multifocal projects.

The total lending of the International Bank for Reconstruction and Development (IBRD) and International Development Association (IDA) of the World Bank Group was 15.3 billion USD in the fiscal year 2000. 11.1% of this went to transportation, 6.5% to electric power and energy, 4% to mining, 1.1% to oil and natural gas and 3.4% to environment. In the past years the World Bank has decreased its funding to the energy sector significantly.

Norway is the only Nordic country which has had pilot projects in the South under the Activities Implemented Jointly (AIJ) programme. The aim of AIJ is to gain experiences from and prepare countries for actual credit-producing Joint Implementation (JI) and Clean Development Mechanism (CDM) projects. Norway’s AIJ projects include sustainable energy management in Burkina Faso, reforestation and forest conservation in Costa Rica, combined heat and power (CHP) in China, high efficiency lighting in Mexico and integrated agriculture demand-side management in India. Finland, Norway and Sweden have been involved in multilateral pilot activities through the World Bank Prototype Carbon Fund (PCF).

In 2000​–01, Denmark, Sweden and Finland contributed 64,000, 50,000 and 130,000 USD respectively to the UNFCCC Trust Fund for Participation that helps poor countries to get more fully involved in climate negotiations.

Encouraging wider participation

Non-governmental organisations (NGOs) – civic society, business and the scientific community – often have special skills, outreach and resources. Thus they have an important role to play and can complement government action. Governments should consider ways to involve these different types of NGOs at all levels of policy and project work – planning, implementing and evaluating.

Civic society has close international ties. For instance, many Nordic environmental NGOs belong to Climate Action Network (CAN), an international umbrella organisation with 287 member groups. International Network for Sustainable Energy (INFORSE), with its secretariat in Denmark, is another example with 200 members. These and other networks have many active member groups in the South.

On practical implementation level Nordic development and solidarity groups have relatively few energy and climate projects in the South. For instance, of the more than 400 development projects financed by the Finnish government in 2000, less than ten had a significant energy component.

The energy and climate co-operation of Nordic business is on commercial terms. Nordic firms transfer and export technology to their subsidiaries and other companies. For instance, more than half of world’s copper and one third of world’s nickel is smelted with technology created by Finnish Outokumpu. Nordic trade associations do not have particularly close co-operation with the South.

Most of the scientific Nordic North-South climate co-operation has taken place in international fora such as the Intergovernmental Panel on Climate Change (IPCC) and World Meteorological Organisation (WMO). Individual institutes such as the Norwegian Center for International Climate and Environmental Research (Cicero) have often their own Southern contacts. Sweden supports regional research programmes on renewable energy, transport and energy policy in Asia and Africa. There are also bilateral research initiatives with an energy component, such as the ODA-funded research co-operation programme between Sweden and Mozambique, and meteorological projects, e.g. the ones by the Finnish Meteorological Institute in Central America, Southern African Development Community (SADC) countries and small island states.

Holding multi-stakeholder discussions on climate and energy could promote the participation of non-governmental actors. The discussions could take place in the form of regular dialogues or in a permanent body with the mandate to discuss policy, disseminate information, organise public meetings and identify areas for further analysis – possibly even prepare policies. An example of this kind of body is the Finnish Climate Committee established by the Ministry of Environment in mid-90s. The Committee includes representatives from relevant ministries, trade and industry unions, environmental organisations and the scientific community.

Governments may want to consider allocating part of their support for civic groups specifically to climate and energy work. To encourage energy and climate projects in the South, a separate funding window could be considered. Organisations could also be involved in bilateral government co-operation agreements. For instance, Mali has suggested taking them on board in a proposal to Finland.

One of the best ways to encourage business participation on climate issues would be to develop clear rules for CDM and have the Kyoto Protocol enter into force as soon as possible. This would enable businesses to launch CDM projects. Governments could facilitate CDM investment particularly to least developed countries (LDCs) and small island states by providing information, training, networking help and institutional support and also through separate pilot project activities. The needs of small and medium-sized companies should be prioritised. Public-Private Partnerships (PPP) in financing development co-operation may also be worth considering.

A potential tool for improving scientific North-South co-operation is establishing bilateral or joint Nordic research partnership programmes with Southern countries. The programmes would include a two-way exchange of post-graduate students and scientists between universities, research institutes as well as government bodies. The exchange could encompass science and social studies relevant to climate research and energy development. One possible channel would be the International Foundation for Science based in Sweden.

However, new initiatives often boil down to resources. If the scientific community or civic society have to struggle to cope with their domestic responsibilities, they can ill afford to step up international co-operation efforts. If closer North-South scientific co-operation is deemed important, budgetary decisions should be considered in this light.

Co-ordinated Nordic policies: some suggestions

Nordic countries wield economic and political power out of proportion to their small size. By co-ordinating policies, synergistic benefits can be acquired. This section outlines some potential areas for closer analysis and makes tentative policy suggestions.

Co-ordinating policies requires further analysis and discussions. The Nordic Council of Ministers may want to consider organising expert meetings to develop the ideas presented in this paper. After expert deliberations a ministerial follow-up meeting may be in order. Denmark might want to consider putting some of the ideas developed in these meetings on the agenda of the EU presidency and the Rio+10 Summit in Johannesburg in 2002.

Experiences so far from joint Nordic development projects are ambiguous. Politically it has been easy to find common ground, but some suggest that practical problems (e.g. different budget years) have made co-operation difficult. Provided that these practical obstacles can be overcome, Nordic governments may want to consider organising joint projects and pooling resources. A lighter option would be to co-ordinate activities within a joint framework and distribute tasks to individual countries.

Nordic governments should consider developing a wider programme for co-operation with a particular group of countries and concentrating efforts instead of numerous separate and fragmented, often ad hoc projects. The co-operation should encompass both energy and climate work and involve NGOs in all stages. 

The tentative contacts with Central American governments suggest that this could be a promising area. Criteria favouring Central America include: a compact geographic and demographic size; good existing institutional co-operation infrastructure in the region; relatively high level of public awareness and political commitment to climate protection; long experience of Nordic countries working in the region; and mutual interest in intensifying co-operation between our respective regions. Additional criterion that should be considered is the level of eco-efficiency and projected future directions – i.e. maximising the emission limitation potential and climate benefit. Other possibilities could be SADC countries and small island states. 

Memorandums of Understanding (MoU) may be used as frameworks for bilateral co-operation. Some Nordic countries already have climate MoUs with Central American countries and Finland is currently considering a climate-friendly technology transfer MoU with India. MoUs may also serve CDM projects. NGOs at both ends of the co-operation might be able to contribute so involving them in developing the memorandums is worth considering.

Energy and climate development co-operation, to be sustainable, should always be contextualised in the socio-cultural environment. The different dimensions of sustainability – social, economic, ecological and cultural – should be taken into account in a balanced way in planning development co-operation.

In many Southern countries biomass is still the main source of energy in the form of fuelwood or charcoal. Approximately two billion people rely on these traditional energy sources. Urbanisation and increased use of charcoal may have a serious effect on deforestation. One way to tackle this problem is by increasing fuel use efficiency. There is room for increased development co-operation in this field, but it requires sophisticated balancing of the different dimensions of sustainability. In many cases the issues related to land, forest or tree ownership and management determine the results of the endeavours. Technology transfer based on small-scale renewable sources utilising e.g. solar energy can be one option.

In the case of household energy the role of women is central. Usually women take care of energy supply and consumption spending in some areas several hours a day for fuelwood collection. One possible solution for this problem could be to substitute the fuelwood energy source by some commercial energy form such as electricity. 

Rural electrification has been advanced by Nordic co-operation in many countries and it has been one of the targets also in many grid extension projects. Electrification may, however, produce also problems for the poor people. By commercialising the energy supply it may possibly lead to migrant work, and by requiring extra funds for investments it reduces the possibilities of the poor for other productive investment. Rural electrification can, however, be seen as an important way to enhance the possibilities for small-scale rural entrepreneurship. 

The liberalisation of the electricity sector has been seen as one solution to efficiency problems. The differences in the operation environment and the effects on resource distribution should, however, be carefully analysed to avoid unwanted consequences and to secure balanced development. The different experiences of the Nordic countries of the liberalised and the co-operative approaches and their relevance for other contexts should be thoroughly discussed before supplying patent solutions for Southern countries.

Large-scale energy projects have typically served large industry and urban elites leading to a bias in favour of export based economy and unequal distribution of resources. The question of centralised vs. decentralised energy production is also a question of distribution of resources, creation of local expertise, balanced development and possibilities to utilise small-scale renewable energy sources such as wind and solar energy, mini or micro hydro and biomass. In these areas the possibilities for Nordic development co-operation are good. 

Leapfrogging to renewable energy and avoiding the carbon lock-in could form the rationale in Nordic policy planning. Development projects in this area could contribute to the expertise of the Nordic companies, which is required for successful market penetration also in other parts of the world. Wind power technology has a particularly large potential, but also micro hydro and biomass technology applications can have large markets.

Energy efficiency improvements can effectively contribute to emission reductions. Benchmarking approach could provide an important incentive in this sense. The Nordic countries could think of possibilities of enhancing the benchmarking approach in their own co-operation and also in the negotiations with other partners.

Integrated assessment including local participation could form a basis for more sustainable results in the energy sector development co-operation. Local capacity building and utilisation of traditional knowledge should form an integrated part of every project. The contextualisation of energy and climate projects, not just short-term ad hoc solutions, and larger eco-efficiency approach combined with Environmental Impact Assessment (EIA) and Social Impact Assessment (SIA) should be the starting point in the development planning. For instance, the balance of electrification and traditional fuel projects should be carefully analysed from these perspectives.

Several concerns have been raised about the environmental and social integrity of CDM projects regarding, for example environmental and financial additionality, permanence, leakage, participation and eligibility criteria. Moreover, Northern countries have the ethical responsibility to meet a bulk of their commitments with domestic measures. 

Nordic governments could consider refraining from using flexible mechanisms altogether due to both practical and principled concerns involved. However, if mechanisms are used, project-based mechanisms (JI and CDM) should be preferred and due care taken to ensure the highest possible environmental and social integrity. Nordic countries should emphasise project quality and set an example for other countries.

A laissez-faire scenario for CDM is that projects will concentrate in a handful of relatively industrialised and big countries such as China and India. As “clean” coal and sink projects are cheap and easy to carry out, they may encroach the space of more sustainable alternatives such as renewable energy technologies.

To avoid this, several corrective measures can be taken. An equitable distribution of CDM projects could be secured with regional quotas, if feasible. Capacity building for project planning in LDCs should be supported. Nordic countries could choose to carry out projects mainly in LDCs with a particular emphasis on island states and small countries in sub-Saharan Africa. Small projects should be prioritised as they have a higher development impact and are more likely to reach poor households.

In addition, Nordic countries could adopt a higher standard of project eligibility than the one set in the Kyoto Protocol. Nuclear projects have already been excluded from the CDM under the rules of the Protocol. Fossil fuel projects and large dams could be ruled out as well and renewable energy, energy efficiency and sustainable transport emphasised instead. Sink projects are problematic and should be avoided altogether, but in case they are carried out, they should use native tree species and secure the participation of local people in planning, carrying out and evaluating projects. The expertise of local and Nordic NGOs could also be used.

Technology transfer requires more serious effort and resources. It should be guided by public policy and the needs of Southern countries, not only commercial interests. Governments could develop financial instruments to encourage forming commercially viable small-scale joint sustainable energy ventures. The tension between transfer and intellectual property rights needs to be resolved. Environmentally justified technology transfer should override the rules of the WTO regime such as the Trade-Related Intellectual Property Rights (TRIPS) agreement. 

Nordic countries could take the message of climate protection and sustainable energy to international fora such as relevant UN bodies, OECD and the EU. Particularly important in this regard are international financial institutions (IFIs), such as World Bank or regional development banks where Nordic countries have significant voting power. Currently many IFI policies do not reflect the priorities set in Nordic development co-operation. Investment in fossil fuel projects in the South is also incompatible with international efforts to reduce emissions.

Diverting resources from fossil fuels to renewable energy would have a considerable positive environmental and social impact. However, this raises the question if southern countries should not have the right to choose the energy path they consider appropriate. The funding shift should take place in consultation with Southern governments and civic society. The Nordic ECAs, the Nordic Development Fund and the Nordic Investment Bank could show the way and initiate a phase-out of funding to fossil fuels. ECAs should also be required to increase transparency as well as assess and report periodically the climate impact of their projects.

Most energy projects in the South take place outside the development co-operation domain. There are several potential ways of ensuring the environmental and social integrity of private energy projects. Multi-stakeholder dialogues could be initiated with business unions and key companies. The dialogues could help in probing the potential for voluntary agreements or ethical codes on energy investment in the South. A clearinghouse charged with monitoring Nordic private projects in the South, including CDM, could be established. Nordic companies could also be required to conduct EIAs on large energy projects.

Climate protection capacity building efforts in the South should be stepped up. Areas that need further support include climate observations and participation in international scientific work (e.g. IPCC); sustainable energy research and development (advanced and appropriate technology) and traditional knowledge systems; enhancing national institutional infrastructure through training, emission inventories and national communications; devising national programmes for renewable energy and energy efficiency including sustainable energy scenarios; awareness raising and promoting national dialogues with different stakeholders, including the civic society; and adaptation to the adverse impacts of climate change. 

Capacity building should be country-driven and South-South whenever possible. A good example is the SouthSouthNorth Project – a collaboration between four Southern countries and one Northern country to design and implement pilot CDM projects. The contribution of both host and donor country NGOs should be considered and NGO to NGO capacity building emphasised.

The existing funding for climate and energy work in the South is inadequate. Particularly important for developing countries is adaptation to adverse impacts, since a certain degree of climate change is bound to take place. Nordic governments may wish to provide expedited funding to the three new funds established under the UNFCCC and the Kyoto Protocol: adaptation, special climate change and LDCs funds. Prioritising climate work in bilateral co-operation is also a possibility, but this should not be at the cost of efforts on “soft” issues such as poverty eradication, health care and gender equality.

The participation of the international civic community is important for the integrity and legitimacy of climate and energy co-operation. This could be enhanced by supporting international networking. Supporting financially the participation of Southern NGOs at UNFCCC meetings and holding parallel international NGO strategy meetings might be considered.

The involvement of Southern countries in international co-operation should be enhanced. Training and travel support could be provided to Southern representatives attending relevant international meetings through, e.g. the UNFCCC Trust Fund for Participation. Nordic governments might want to support regional meetings of Southern countries to help them exchange information and co-ordinate policies.

Nordic countries could hold regular high-level dialogue meetings with the South – e.g. the five Nordic and ten Southern nations with a balanced regional representation. This way both sides would have the chance to raise their concerns and find common ground. This would also allow countries to identify new approaches outside the hegemony of major political powers and current agenda-setting. Dialogues might also promote the concept of viewing Southern countries as strategic allies in climate protection and energy co-operation.

An issue partly outside the scope of this paper is the future architecture of international climate agreements and the nature of emission targets. Nordic countries could initiate a dialogue with the South on the scope and nature of equitable burden-sharing and emission targets beyond the first commitment period. This could help to bridge the gap between industrialised countries demanding immediate mitigation measures by the South and developing countries vehemently resisting any discussion on emission limitations.
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Annexes

Carbon dioxide emissions from fossil fuel combustion and linear trend extrapolations (Data source: IEA, CO2 emission from fuel combustion, 1971-1997. IEA Statistics, Paris, 1999).
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Annual carbon dioxide emissions from fossil fuel combustion and cement production (Data source: CDIAC Online Trends. A compendium of data on global change).
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Cumulative carbon dioxide emissions from fossil fuel combustion and cement production (Data source: CDIAC Online Trends. A compendium of data on global change).
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