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ABSTRACT 
All countries have a common obligation regarding environmental issues. Mature market 

economies still have problems with market imperfections and countries with markets in 
transition have not yet fully developed the institutions to make use of the market mechanisms. 
Both market function, institutions and policies must develop to achieve market transformation 
both in a national and an international context. An initiative from several International 
Institutions has lead to a set of recommendations aimed at designing an effective energy 
efficiency policy with implications for different kinds of economies and for the trade of goods 
and services related to energy efficiency. 

The paper will present the European context in which this 18-month project took place. 
It explores the most favorable conditions for an energy efficient economy. The paper then 
high1ights what is believed to be the key steps of a succesful energy efficiency policy: 
• organise a global open energy market; 
• set the energy price at the right level (avoiding any subsidies on energy cost) ; 
• develop a qualified expertise on energy efficiency issues; 
• integrate energy efficiency in sectorial policies (housing, transportation, urban planning ... ) 
The product of the Energy Efficiency Initiative is a book1 designed for policy makers and 
govemements of developing nations. Many developed countries can also benefit from it. The 
paper concludes with some lessons learned by the experts involved from this intensive effort. 

Introduction 

The objective of the Energy Efficiency Initiative is to provide a comprehensive and 
valuable report to the European Environment Ministers that will 
• stimulate an more energy efficient economy in countries in transition (namely East European 

countries) 
• map out the potentials in energy efficiency 
• seek approval and political commitment of the guidelines at governements' level 
• promote integration between energy and environment policies in Europe 
• facilitate the implementation of the Energy Charter Treaty Protocol 

The Danish government who hosts the European Environment Ministers conference in 
June 1998 positions the Energy Efftcieny Initiative on top of the meeting's Agenda. The 
Danish government organised a task force to prepare a report. The Danish Energy Agency, 
The International Energy Agency, The Energy Charter have joined forces during the past year 
to carry out the analysis. Several workshops have been organised to validate the proposed 
ideas and scheme. 

The main questions to answer were: what is the current situation for energy system in 
the Eastern European countries? What lessons can be learned from Western experience? What 
are the basis of a sound energy efficiency policy? The present paper summarizes the main 
findings of the 18 months project. 
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1. The Four Key,,Messages 
' � . ; ·' . , , 
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The W,hole project ca,n he $Ummarized: in fo_u( main mes$ages to Environment Ministers .. ·: 
.. i . 

a Accurate _energy pricing is crucial , : . 
a Successful �i;u;r;gy efficiency policies.us� ari �ntegrated . a,ppr.oach. 
a;, Energy user� systematiqally unde�-inve,st in .efi,i�iency. . · .  

a .. Government and different actors.-on the market need ·to interact · 
,' :• , 1 . , . , I, ' . . - , J •• • , • I. • 
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Accur�te pricing. of energy is �cial since it signals the value of effic�enc,y gains and, as 
a CQn�.�quena�, can attract investment . This signal is .weak if prices are subsidised. The sign1;1.l1 is . 
stronger and more accurate if it reflects the impact of external effects on the· environment . Price 
in,ere�s�s to.the correct level generally m�eq .to be made at pace to allow u.sers to adjust their 

beha'1,qur, a�d.�\thin i:tfi:ameworkthaJ avoi.ds p.itfalls such as non-payment., , 
, . , 1.: _1 

, . ,, Successful pqlicy integrat�smeasures.to a::>sure that comprehensive act.ions airn to make 
use;Qf J:!lark�t,trans.f9rmatipn and to avoid mixe4 signals. Energy efficiency policy neec;ls to ��1 
co-ord�n�tefP: with,r �nd be, pii.rt ,of� other policy matters that rel�te tp energy use, e.g, housing,.; 
and, ,tn,msport,, �olicies and p�pgramm.es mu�t be adapted to actu;al situations . Unsucc��sfu.11 J 
polici�s�hav�J>e�n bas.ed pn shprt,..term.and single focus progr;;immes, .often using gran:ts. ( : ; , , , 

Energy users under-invest, from a strictly financial standpoint, in e�ergy efficiency , 
improvement.� as 1 th.�y .�re primarily interested. �n the service that ccm b� delivereq by the 
equip1J1.�nt o�.i11st111l�ti0n. �o even though on-going technical deve lopment brings mo.re energy-'" 
efficien� produpts toJhe i;narket, consumers are pften slow to try them and opportunitie� that 
coul�; save f�SOl.ffC�& �re "systematically foregc;me . Customer needs should be .better ad;dr�ss�d i� , 
or.d,er_t() give the. purchaser more confidence in the energy efficient alternatives. '-'' 

. Government. an9 �_ctors in .the market interacting to improve energy efficiency sh0w : 
numereus exaQ;iples of success. Governing takes place on many levels ancl aspects: i 
gov�mments set the rules for markets, yet can also influence demand for effi.cient goods; as.. 
they are . big buy�rs -1 of energy u!;ing equipment; local governments set perform�nce.1 
requiref(lents; .b,usiness association� set practice and routines. In many of these activities an 
intera�tiori. . betw��ll' the _,parties in .formulating demands and challenges for new mark�ts has . 
shown, good; results. The linkii:ig of environmental goals in formal certification of companies . 
a�cording;lo EMAS and International, Standards Organisation (ISO) 14 000 is an exam.pie. . ,, . 

J. 

2. Energy Eificiency - A Common Concern 

Energy, a key component of economic development, is needed as a means of 
production and to contribute to qual ity of life. Energy provides service. It powers pump� to 
irrigate crops, heats schools, and cools vaccines in clinic refrigerators. These services, among 
mi.Uio)ls - �f ot�FS,_;�are;;what . . cou,nt. It is the. combination of energy input and the 
equjpm,entlins.taUation that deliver the service. lt is not the barrel of oil or the kilowatt itself., 
that�r� importal;'lttQ 1111ost people, rather it is the service that energy provides that matters� 

.r; ., .. Es,timates.show efficiency improvements in the range of 20-30_% can be attained cost- 1 

effectively. The opportu.nity to red<tmble efforts to use energy more efficiently is clear. It is also 
clear that-there i�:.a,need to push forward _on an energy efficient path now because the cent�al, 
anO: e�stern p�r9pe:1md t}\e Commonwealth oqndependent S.tates (CEE/CIS countries) cannot 
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afford not to, particularly in this time of economic transition, and in the OECD countries for 
economic reasons and because it is a cost-effective path to meeting en�irorimental goals and 
international commitments. 

The challenge is common for both die east an'd ·west� All countries'can improve energy 
efficiency in their systems. A significant amount of energy use is embedded in the existing 
capital stock. A change of buildings, appliances, machinery and ptocesses constirtites an 
opportunity to use energy more efficierftly:-Ev�r)t aetisidn in ' purchasiil'g, :·build'lilg:or retoOllng · 

made without taking energy efficiency int<f acco(tnf'is;a losr opportunity: ·Every policy decision 
made without due regard to making ener-gy"efficiency improvements' ·prolongs a waste of 
resources. Concerns about international competitiveness, restructuring of industry, the speed 
of litec.hnologica:l development and· rapid groWth-' of ttade further underline�' the common 
ch:aU�nge. Though countries considered in: ·th�s · ·repo'rt may "be: in· very different' economiC 
situations presently,- the future is common . ! ' . • i; ' - • ; , 

}'; 

·countries which are in the· process: 6f restrueturfn'g their ec:Onomies ·have·:· a historic· 
opportunity to build a higher degree of :et:lergy-' efficiency 1.atoi ·refurbished and ··n� ·capital· 
stock. This positions them adv'antagedusly both in;� business· competitiveness· and in 
environmental performance. There is· an urgen:cy for c-ounttid in eehtral ·and eastern Eu.rtipe 
anch·he Commonwealth of lndependent States (CEE/CIS) to act now: eEE/ClS c·ountrie� have· .. 

the . tihique opporti.mity to -iinprove their-: eiiergy . ·:peHbrinance during .·the ecoifomic ' 
transformation. They' can -also draw upon the experieince of1otlrer ·countries arid avoid,· ·some off' 
the'°pitfalls experienced. ·r: ·: · 1.it· 1 ' i 

_;:-:: · Since the ,oil' price shocks', ·many "countries;-' mainly· itF th� west; have;'· undertaken a 
variety of policy approaches to improve'energy effici'ency, as\Nell ' as Secufity of supply Md''fue} 
diversity. Experience emphasises the need' for adequ�ate 'ecOnorhlc signals 'to trigger; energy ' 
effident behaviour and investment. This· expefie'hce'� atso de�ollst'rates that" response to-"sdine·' 
policies and measures has riot been sufficient'' to·. realise the· full '.potential· ·of cost..:effective .. 

energy efficiency. It points out that co.mf)Iem�nt'ary actions·'that 1strengthen consumer and 
business participation provide better re-sL}lts. EX!perieAte showsi· tHat an ·1ntegrated and" 
persi'Stent'policy approach is essential : · orte' ba:sed -On theiidynamics:·df a" market :�conomy.;.:
Whlch improves' access to information, experfrse:11nd!··'fechnology, 'whicl:l'."fdcuses 6fi thC:i 
consttfuer desire for service - not enefgy,peE"Se-''and· fosters capacit'y'bu:ildittg. ·Moreovet;· there 
is no 'tine .. set df policies and measures that'. is si.iltabJe:fo{aU cnu'iitifies:� Pol1cy-makers ·must 
carefully weave a basket of policies and measures 1that ·fakes fuU consideration; of e·cohomic, 
social arid· institutional factors in order to · achfeve ·e�rgy efficiency improvements, an<!· 
consequent environmental and economic gains. 

,. • '!, ,.. ), 

3. Short Analysis of Energy Demand and Efficiency 
•'> 2 ,., :1 

3�1' D'�inand Trends in OECD Couritrie·s,:= �-. 
c 

' "':f. -.- .' 

... 1 I 

'. 
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! J·� - ti . ·� .. 

,JI ,.''Energy demand is driveri'by1 ct1Vafiety•of•facibrs!1M1e mOSf imp
,
ortant' 15eing'ecOfiOMiC 

oLt�tit 'and structure, energy prices, ·technalegical progress� pe'�bnal in�eome, 'lifestyles,' an'd tlfe 
impac 'of energy afia' enVi.fonment-af'p'olfci'esJ'Tne link �mdrig alf tlfuset°factbrs ·JS ·Comfjlex}and' 
the-'resj:ronse in e0nergy Ciemand to� changes i'nl tlhS of more' of them 'depends- 'ori tl1e :type of 
energy: �e..Vice 'in qtiesti6n, stage' of economi'C devef6pliien(-existingr1infrtfsffu6ture/'pt!>litica;P 
s)fstem; availability rof energy· resources, tliinfiteiand gec5gr'aphic:c6mcfitibns, cultutre; etci.'' :1 ·, ;' > • 

;,., .., . :·. Befofe1 the fi�rSt oil P·fice sl1o'ck, 0energy·�·a�rrrand:Airt OECD·;ce'lifilties tAAV at:�crose:t<Y tht:f 
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sawe rate, ,as grpss domestic. product (GpP). After. the steep incFease in prices following the · ·· 

l �7?, �l\d 1979 ,oil shocks, gr9wth iQ c;r\ergy derp.and flattened out, and even declined in 
ab������ .�erms in tp� irµme'1iat� ,years �ft(ir the disrµptions .. The aver.age. annual groV<1h rate r 

b�\ ween 1973 and ).$8? .was 0.7% whjle 9DP grew at a rate of 2.4%. However, after the.: 
dr�P. in �il prices i,n l�85, growth ,in energy demand picked up again, at an an nual average . .,,, 
grp�� �ate of 1.6% ,be�wee.n 1_985. and .. I �?,S, ev�n .. as the economic growth was· maintained iat .� " 
th�same,q1.te as between 1973 �nd 19.85. .. .• . . . . :>1 

. ,. . Two key fa.ctors ha�e resulteq in changing tQ.e composition of energy use .in the 0.ECD · 

economies. First, growth in the use of electric equipment and appliances· and the increased. · · 

mopilitY,. has resulted i1:1 a significaI?-t shi� towards 1 electricity and transport fuels. Equally as 
importani, large , repu:c.,tipns .l�; Jhe fuel used per unit of space heated or per ·unit ;<Dfr': , 
mai;ipfacturing ,kept reducing t�e us� _of fuels for tlJ.ese servie-es relative. to actual outputs I T:he , - 

g�owth in. electr,icity .demand has. been �l9se to the GDP grO\yth, though the actual coupling 
depended '1ritiqilly on the. price of el�ctricity anp the role of both electric heating a_nq raw 
materials production in each country'.s economy. Transpo.rt fuels also grew steadily, anct as· a 
result transport fuels almost doubled their share of total final consumption between 1971 and 
1995. They now account for more than half of total oil demand today. A key issue for the 
future is the extent to which some of the activities or energy services for which these energ; 
forms are important will become saturated . 

., -..j, 

3.:in�inand. Trends ·in C:EE/Cis Coun;tries 
, ' I'• ,, l ' ' '  .. . 

r ·., 

: 4"i,. I '=-1 ' '• • J.' ! J' � l, � .J 

, 1 •e: Energy, d�Jll�pd in CEElrCIS . c�l1ntries before initiating economic ryfonn . W;iS; 
ct\arac��riscd by a strong.cmpha�is on hcaVy industry in the economies, and a lack of,,a�9ur:nt�;;. 
ene�gY:·. Since,.starting

' 
.the. tran.sition period, energy demand has fallen substantially in"the-L; 

reg�o!l. fo.19?�. ene��y deniand in.the CEE y1.as about a quarter less than in 1990. In �he. CIS, 
it �as,�bout �i)e:-tbird. belo!w the mark in 198S. These reductions certainly relate to contrapte? ) 

e�pP,�p,l�C-9U,tpu� b_}l�·at very, different rates across sectors. For example, the changes thattoo�, : ; , 

pl�9e. in ;heaiing ofL�uildings_ were n�t p�imarily sparked by just economic collaps,e, but �
cqmbl9atiofl. pf Jl sur�e in p�ces, r,eal constraints. in supply from a lack of hard currency or cut-
offs. from expQrting pountries. , . 

. .. ·· 

There. are signs that energy demand in CEE/CIS countries is on the rise in most_s�ctors 
again as economic activity pi�ks ,up. I� is most notable for electricity for servic;e;s and 

.. I ' ' , . , 
households, and tran�porJ; fuels. for private trucking and, above all, private automobiles., Real 
wa�e, tricf.j;!a�es ii)',s�rrie tran_s;tion' countries' have spurred considerable growth in privat� C?�r: l 

t • t .t " 'T , • • t ,t t 1 ('> "1 f'> , • t""' 1 1 1 OWJ1�r.�,i1•P. a�a q1mr ,us.e., N.Ot surpnsmg1y, me aemana ror 011 ror rranspon rue1 nas �u�gea. 
Between 1990 and 1995, gasoline consumption in the Czech R,epublic, Hungary, f,<;>l.<ffi5i, 
Slov�ki� 1pnd Slovenia $rew. by more than 30%, while heavy fuel oil for industrial

. 
use and 

pov,ier generation fell by 25%. In these countries, gasoline prices declined in real terms, which : 
toge��er w:tth re.al jncome ,growth, p�ovided incentives to increase car ownership and mq�jlity.: .. 
�tii.ifro�·very lo� �evels', tbe sale of new cars in the CEE and CIS has now developeq intqJ�e, 

fastest growing market world-wide. In 1996, car sales in the CEE countries. increased by 3 5°.(-0 _, 

an(�n·,�h� ·�IS b�}�� cqmparc4; With�% in, western Europe. . -

.. 

-

. · · 

t �pwth in yapsp_ort. deman� Y;'ill . . co11tinue to have an important impact, as lev�l.s 19f ,. 
automobile ownersbip are only a quarter to .half of what they are in wes.tern Eu�ope, tn,i�iJ:tg t , ,,_ t + • • • •  ' '-

is only now becomiQ&. comm.on as the state railways are reorganiz ed and economi�s.mqy�.to .. H • . • • _. , t •· • •. 

higher value and less bulky goods. The transport sector, however, has not yet received the 
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attention of policy-makers to make a convincing case that CEE/CIS countries will fi�d· morEt' 
effective solutions than those applied elsewhere in the world. Growing demand for mobility 
and freight transport requires new infrastructure for which· public funding may be inadequate.'· 
This could lead to road congestion 'and deterioration of the urban environment if nd 
appropriate measures are taken. It will increase lbcal pollution - if unleaded gasoline and 
catalytic convertors are· not introduced ·promptly . Finally, the short-:-terrn crippling of'h�tiorial 
and local finances in tum has put pressure on collective transport systems "to reduce activities, 
which in tum could _further stimulate an irreversible development towards car use ·at the 
expense of the public systems. · · · 

· 

As well as demand growth for transport arid electricity, there have · been notable{ 
changes in the fuel mix patterns in the ·CEE/CIS as a consequence of e·conomic d'ecline and 
industrial restructuring. Demand for co al .:}las declined �substantialJy; largely· in electricity .. 
generation, heat supply and industry. As the ·use of coal without Cleaning devices ·is a main ''. . i. ,· - .• 

contributor to extr emely high regional emissions, e .g . S02 and particulates; falling 'energy 
demand has redu ced the environmental burden during the downturn. · · ,., · · · 

.' 
,,. 

3. 3 Energy Efficiency in OECD Countries 
)} • '  ·: .. .. 

.· 

.,,, •' '! � 

Overall energy use per GDP is neither a good rneasu�e of effidency, nor a gauge for 
how efficiency develops over time . Energy effici ency is related 'to' how triuch ·energy is needed · .. 

to satisfy demand for a given energy service, e.g. fuel needed to heat a building. So when 
looking at efficiency, energy use should be disaggregated among different end-uses 'to more 
closely reflect the energy. service. It . also ;illustrates . 'tnat energy use· changes by the �elative 
amounts of services demand, i.e., the structure of �nergy us�: Differe'nf branches�· 9f the 
economy grow and evolve at different rates,' causin� the structure . of' an "economy to' change 
over time. S ince each branch or activity has a different energy.1i.i)tenshy; or energy use/output, 
these 'changes alone can change the overall ratio of energy use·to· GDP:.These developments· 
occur for different reasons and in respdnse to varfo1.is :stimuli, for- example, sensitivities: to 
energy prices. Policy-makers need'fo see the impact of measures and 'technology on· the parts · 

of energy use affected by those policies _or te�hnology, thus, disaggregation becomes even 
more essentiat ·· · · · '· · 

· · 
· , 

This report suggests more· precise focilS than the aggregate energy to GDP ratio to give 
a better understanding of which deter minants ' Snape energy US'e and consequent emission 
trends:� Incr eased insight of the contribution bf different ele ments' in. energy �nd c'errtission. 
profiles can, in turn, point to areas where policies to improve energy effidency and reduce . 
emissions can ·be most e ffe ctive . : 

� 
· .'.J •· · ' • ' 

Using this methodology to-investigate some 32 energy intehsitres for c;lifferent end-uses 
and sectors shows that many OECD c6untrie ·s ·ichieved more than 30% savings. totally 
between 1973 and 1995, pr inCip ally befqre 1988. The ·pace after that time ·was matkedly_: .. 
slower, both because of the recession· in the·e:arly 1990s'anci fower energy''pri2es. In the saml 
petiod, 1973-1995, the energy intensity' of home heating plu�meted by-'20'to 50o/c;>and the 0 
ratio of fuel use to manufacturing output'plunged by 20 tor:$0%, a significant drop tho-µ.gh'the. 
same ratio for electricity ·held co nstant. In 'North America", JO% less· fuet·wa's used to"' move a 

• ., 1. � 
r • ' . .., r� . . . "' ,-· . . , i ,, 

car one kilorru�tre by 1993 from 1973 levels, and for tbe TEA countries as a wh·ofe, 40-60% te�s. 
fuel was required for each· passenger:.kilorriefre of aidf"avel over the �anie ,per19d'.' ' . 

. /'!, "
' , 1 r�- ... ·,. ,. ! ?.L - ... ;, · (_,:_.,; .. ·1r· • ·�·''•'"'".r "T'.4 ���1.j"" 



,r• . These trends, however,_c;Ud.not alway�s rysult in lower energy demand. ,As,jhcqme rose,,& 
dri':'�fS, e.g. size of residenc��. COll]fOrt ·'·�\.\els; .i:i;i,s>bility, pusheq electricity and .fuel u�e,up mcire· J 

than.savings of the �ffi.cienc;.y. improv�rnents:, . . ... , 
�' 

.:. 'J. 
..I' •.�· ,' . . ' l .l. . . ' ,_, . , \ � .. . ,I 
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3. �.�nergy Effici�n_9 �n . . qSLCEE Col/.o.tti�s-. . . 
' ,. 

� . . . ·. 'I� 
' ' I ' 

• ·, • ,' ' • • •' 1JO 

. ·. � .. 'Corr}Rw-��d t9;t��)ev���; i.n �;estem Eu .qp.e, . . �ner$Y use p
_
er economic acti-vit� is·higJ}�r:� 

m th� CEE, and ev1en more so m the C�S. Ihol:lgh tqe comparison at an aggreg�t�._I�v.�I is..,, 
t.. • ' • • .. �J • • ... .. 

prone ,t'.o' mis�nt.erprctatiOn, other available data also sup'port the conclusi.011 that econo11ie$ fa. 
tn�"'cEE/cis region use energy less efficientiy' �han western European countries. Th� n:i�i�. 
reasons are an old and inefficient standing stock in industry, as well as its structure, high losses 
in energy production, tnp"smission and. q\strib,ution and inefficient energy use in buildjngs . ��" 
practical terrris, space heating inten'sity' in the· cold CIS and east European countn 'es were ·as. 
much as twice as high as those in the Nordic countries before 1990. Industrial processes 
appeared to use 1.5 to 2 times more energy per tonne of product than in western Europe. 
AutomqP.iles used le�s energY. p�r kilometre, but more energy relative to their power and 
w7ig�:!��ki�% w'a� }�aiJicu)�Jy 1W��t:e�J peca)JSe ?f .both a l9w share of diesel. truci9; ���()i 
pbor ut1hzat1on of rout'e'S. Clearly there 1s room for cliange. 

'' :- Energy prlc:e silo.cks,, howe�er, provok:ed little immediate change. P�rt of the reas91.) '" 
��� ��e· Iow c�P.a?i,tJ: �Hl'iz�tion qfin�us:�ries· th_ai s�rvived _the first real shrinking of ,econg�(�. :-i act1vr�y. �ot�er ��l!s9n .�. a�_ t�at so1nr. mqu�tnes simply did not pay or hou�eholds

_ 
�;01,1\p n-o ;..; 

properly cuf"bac�· theif consumption of h,::at. A third reason was that the econ91pie; dFt;:l,�e . , 
meant littlereaJ"tle�J/bJildmg or

' 
r�t;ofitting of factories and buildings, though the, viry' �f?11_ 4i4 ; J 

begin to estab�ish_ a . . relatively energy-trtensive mobility a�d housing style, And to ·sarne .extent, 
the.: J�o���� · r��i-�4 ; �p 

·�'.,. �a�e
_
.�n1 .P-�rs�na f' fr��dorp_ did. lead to great�r housing �?�fqf\fg; .. , 

s�� .. e, and� ra:p�d.��sc�l�flof! m)th�1 1mpo/! of u��d cars from t.he west many old_er1 lar&rr��.d1• mdte fuel intensive than'the ones .i'revious1y commoo in CEE/CIS countries. · "
-

. • 

·I:'.� · '. )n�ee�;· �ea!. effi�iency' improve°'e,nts' :-viii ' take longer. Without macro-econ?m)f�
stab.ilit¥. a�equ��e pri� and .s�bs�dy ·refo� open mar�ets and· an i�ow �f i�vest�ents .�tt�,��J. 

to·}�.W\�if�' en�rs
\ 
Efl!��e�cr. m tb'e CEE1CIS c?u?t�es may. be d1sappomt1�_

g. One .�eason J,� '· 

that1 these ·9n�chamsms are essential to proper mvestm.ei;its 1n better factories, housmg, ne\lf . 
VehicleS,· ano' tCCh�oicgicaf ·�rOg

-
feSS in" general, the mOSt important ffieChaniSffiS for Saving �I 

energy. Those countries which have succeeded in stabilising their economies and accelerating· 
energy sector reform, have progressed in attracting (private) investment to enhance effici�ncy 
• 0 JI ,/ ' 
m energy production and use. 

Energy orices in most CEE/CIS countries. oarticularlv for electricitv. natural !!as and 
di'st.ricrifiJatirig 1fof hbltseh�r'd supplies stili r'e�ai� 'too low t� give proper 

-�conomic �ignals. 
ThJ1Weg'ative�lmpact of su�s1d ised energy supply and below cost energy prices is· substantial 
aH'W.gn1es beyond- the i's�'ue bf insufficient demand-side investment. Low energy prices not cinly 
reduce the incentive for energy efficiency� they also induce demand that would not occur if 
prices followed market principles. As a . consequence, energy suppliers need to invest in 
c�f'.aCity that ·couhl othirwi'se be avbldet!. . . . ·  

. . 

�'.'. · , This price lliduced shift is amplified by the fact that go�ernments are generally more 
willing to provide budgetary support"for capacity ·expansions than implementing measures to 
enhiinee -Cfilciency'.o:"Fhfs is.!iiso reflective of a lack, of project management capacity for small
scale energy efficiency projects. Expertise is �still' concentrated in utilities and government 
offices .. whicll'have ·in the·fiast foci.lsed on large supply-side projects . Also contributing is the 

' 
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apparent preference of government and industry alike for large scale investments for which 
financing can be obtained from international financial institutions� and lowers transaction co�ts. 

An important example of further integration and 'growing concern about energy 
efficiency is the Energy Charter Treaty and its energy efficiency protocol . Due to come into 
force in April 1 998, the treaty calls on parties to· promote and protect investments, to facilitate 
and secure transit, to liberalise trade and improve energy efficiency. The �nergy efficiency 
protocol requires parties formulate policy objectives · and strategies to improve energy 
efficiency and reduce environmental impact. To this end, countries are to develop, implement 
and regularly update energy efficiency programmes suited to their circumstances. fot.emational 
co-operation is seen as a major supporting tool. 

· 

4� Impediments and Incentives to Energy Efficiency Improvements 

4. 1 Paying Energy at the Right Price 

Energy prices play an important role in determining the . potenti'!.l for energy
· 

efficie,ncy 
improvements� Obviously, an energy price tha:t reflects fu.ll costs, : ma�es . the ·efficient model 
more attractive and improves the potential for efficiency gains. -Non-payment of. - energy 
delivered to industry a·nd households is· a major barrier to energy efficiency of relevance. to all 
market participants (consumers, energy industries and investors). Low collection ratios need to 
be addressed as they reduce the incentive for private bl,lsiness to provide energy · services and 
limit the financial viability of energy industries. Further economic development may alleviate 
the non-payment problem. 

_ 

There is concern that price increases, particularly in the . residential sector,, .could 
undennine the fragile political consensus necessary to comp lete the transition p,rocess: I js, 
therefore, not surprising that many governments are reluctant !O incr�se pri�s· to eqononiic 
levels, or even to levels that compensate inflatio�ary erosion. Prices have alsq been kept below 
economic levels by governments. in pursu it Rf broader poliyy , obj�ctives such as macro
economic stablisation and social policy. Changes to .energy JJrices sho4ld be made transpar�nt, 
and possibly introduced step-by-step which allows consumers aJ!d investors .to rationalise their 
investment decisions, appropriately taking account of long-term price ex;pectations. , Such as 
approach can enhance market confidence. 

4.2 Beyond Prices 

. . 

- .. Experience sho�s that many en�rgy efficiency options are no.t taken even wheq the �pst 
of energy saved i s  much less than the cost or 'produ'qi.ng the same amount'of �i;i:ergy .and 'a' 
consistent price structure is in place . Some of the obstacles to tapping imo, the large p�'yntial 
to reduce direct energy costs and envirn

,�
mental �Tpact incl��e : . .. . · ., , . . · . .  

: _ ; , _  ,.· . \ •  ·r L 

• Lack of knowledge or information about opportunities to save energy, techi;i.ology �nd 
how they effect costs. This is the case for an average consumer, . but it often : also holds 
for business leaders, policy-makers, and)oc,a) authori�y planners. " 

:_. · ' · :,, . :i : · 1.· 
• . Limited capital which lead� to lowest . inlti�l cost ,  investment decisi9ns, withoµt due;.; 

c.onsideration for operating costs, qr life cycle costs. 
. . , 

. .  
_ . · .  ' "' .. 

• Access to capital for energy producers is ea�jer and oft�n tit, .b,etter r.ates and ·terms tha111 . 
for energy consumers. 

: 4.  ' ' '.{� ' ' -.. ,_... ·,', I� \ .� 
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• 

:. ) J ;  • 

Separation of expenditure and benefits such as a landlord making the investment irt' a 
building and its energy delivery mechanisms while the tenant pays the energy bills . 
Lack of co'nsumer confidence in ne� tec:;hnol0;gy; 

• ! , \ · • 

(; 

Sip� .r�tes of infr�structur� .and Clf.pitai,�tock tum-qver; 
Legal and adminlstrativ�

-
obstacles, e.g.; 1:i°iscriminatory tax regimes, aceounting systems 

wJiich do n�., accni,e energy :�avirig \Y;he.,re th�y were. achieved . 

S. Policies and Measures 
• · i ..... ' f . •  

.. • . ' 1. ' ' ./. ;, ·-� : :·· 
In :PI<inciple, markets respond quicker and more effectively to economic signals' than 

government . policy llOd regulation are able to do. Market forces alone, howeverj ; may not 
always be adequ�te to . integrate the: long lead times involved in energy supply and demand 
options with the cGmplexity of inter alia energy security, economic development and 
environmental objectives. Public policy measures may help to overcome some of the ;barriers .. 
Indeed, many governments have programmes which focus on end-users or on equipment- · 
manufacturers to address these Gbstacles. 

Government involvement in energy markets extends to regulation of monopoly 
enterprises !!,S,Well � par:ts . of restrwctured grid-based energy services, e .g: competition law, 
saf�ty, , an,d .envU;9nmental pr.ote�tion.:.ln the case of ;electricity and natural gas service, market 
fo�ces_,and ot)let;. :factors th�l. determine end':"us.e· efficiency can be modified by the· · regulatory 
framework set ;out . by. . the.,,goyemment and by a range of environmental, fiscal ,and other 
policies. ,that affect .. .the allocation of ,economic resources. In designing policies to effectively ,. 
encourage . greater ·: ��d-ijse efficiency, a :numl:iet: of governments have employed strategies 
along the following lines, dep�nding upon economic and pol it ical circumstances :  

• ensure that,cor(ect price signals ,are given to  cgnsumers; 
• . .  ensure that con.Sumers have access to adequate information and advice to improve the 

effectiveness of market, forces; 
- • � I • .I : ' . ' 

• offset financial barriers. t� energy-efficient investments through selected financial 
inducements which need to be transparent and temporary; 

• carefully design efficiency standards; 
• foster voluntary actions .�n bu�iness and .industry that lead to cost-effective efficiency 

ad�ances. . . .  , . . . . . . . 

j . I  ' i  

, • - �  • . ' ' • ,  . , . ··, 
, r . , . 

• l •  ' iriformafion dissemination and technical assistance; 
• regulation and standards; 
• . pricin� �1:1d fiscal policie�;, : i r • 

• othe.r. econom,ic incentive measures; " , 
•, .  . de;nand�side �a.nagement; 
• } . ,'. ' y�J�.�tary Jigr���ents, and . r 

·�· . • 
, . 1resear�h, develop.,ment and �emonstration . 

• .. 
• .. It �� ' •  

• f .. .. . .  
I • • I 

! J· J. : ; fj : , I ; :.• 'l , • , { ; I •  i i  .' . .... f 
; ., , . . , 'rhe majn.challenge foe CEE/CIS. countries is to create conditions to ensur,e that energy ' 

effic��n�y· inye��mept
.
s .become, moi;e atJractive to private capital, both don;iesti.c and fq_re.jgn,  ; . 1 
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Consequently they need to : · · 

. 

• create market conditions for energy efficiency by eliminating distorted · energ� prices 
and phasing out direct and indirect subsidies; I I 1 

• enhance the availability of financial sources by increasing the c�l lection ' ratios ancf 
,; .providing better acces·no long-tenn finance; · !' · . . · · 

� enhance the business environment by improving the· legal and regulatory framework 
and project management capacity. 

One finding is the heavy dependence on the programmes of the European Union (EU). 
Onl}I a f�w countries appear to have programmes that are' truly independent of the support 
available. from· the EU. While such support has value, bilateral support has tended · to be'.1ess 
comprehensive and less committed to long-term continuity which is • important for effective 
results. Notably those countries in the ·pre-accession phase of EU membership are developing 
plans ;to. ,meet EU obligations . . including appliance labelling, boiler efficiency· and minimum 
appliance efficiency standards .  ' 

Findings of the survey related to CEE/CIS countries include: · < · � ' ' 

• Good awareness of the need for an energy effici'ency strategy ·and action plan. ;There 
:are cases, however; where the overall 'Strategy has· been defined and adopted but ·the 

,_. · 5.; action plan has . not. bee.n comprehen'sively implemei\ted'.: Other countrie!V llave nor'yef 
- . ,  , .. adopted."energy l egislation needed to develop energy·effidency strategie·s. · , ·· .. : ;;., :; 

• -: -, · - .Energy price reforms have not been · completed. In some- cases where pticfes have · been
,, 1' " · increased without taking·.foto account purchasing power parities, the'nori.:Opayment' issue 

has increased . · " ·  -.. " · ' "' · : ; n  - � 

• Labelling of appliances is of growing interest. 
• There are few financial incentives ttlough most "countries have identified a n'e�d-·:for 

them. · · · · · ' · · : : ' ' ' "  - ,  { : .. ? ' '.' 

• Most countries have building codes but there is a lack of enforcement: "" ' ��, 

• Few regulations or standards directly related to enei'gy efficiency. · -; � �:: 

• Lack of capital. · " J ·· " 

• Few, if any, voluntary agreements. ' n, - : -
· -

., 
• · Some gen'eral awareness"prdgrammes: 'of good drivihg practices and the benetifs of 

public transportation. Few measures to expand or improve public transport syste.ins. · 

• Few examples of information programmes such as audits� mass media c1p11p�i�� , gr. 
training . · �· · · · -. - � � · · ' - ·  

• District heating is a key area for improvement and the scale of needed investment is 
large but only a small amount has been provided 't6 d:ate:." 

· r , ' . • • · 

�; i :� . 

Potentially, the greatest increases in efficiency will come not from "'direct efforts to 
reduce energy consumption but from pursuing other: ecoribmiC goalS like improved product 
quality, lower capital and operating costs, or specialised product markers. · Many projects 
undertaken for non-energy reasons yield energy efficiency gaifiSi 'as'a secondary· consequence. :· 

For example, glass producers adopted the ertergy-saving float process· primarily for the• 
production flexibility that it offered. Steel makers have installed continuous casters more for 
the improved product yield 'than,.the energy -sa�ing� . .  ;Metal stamping plants have imp1emei:ited 
new techniques for cushioning presses nbt for ·the .fo percent energy savings; 1but for tfle more 
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consistent products and lower maintenance costs . 

·),..., .  _, , .  . .. _ . .  ' 

Conclusions ' : r ' -· : r . : 1 • •  
-

" 
• •  ; :1 

; � I •.1 1  ... 

The agreements made in Kyoto and the provisions of the Energy Charter Treat, ,with its 
protocol on energy efficiency, have made it extremely important to elaborate the concept of 
energy .efficiency and . to especially to distinguish the factors of succes·sful policies .  : The 
recommendations made in the Energy Efficiency Initiative report pu ll for\\la'rd the elements of 
such policies in terms of economic conditions to attract the necessary investments, and in 
setting the scene for actors, technologies and institutions to develop and to do so with a 
consistent long-term view. The present paper gives a summary of the analysis performed and 
highlights what the study group found as more relevant. The Energy Efficiency Initiative report 
has been used to draw set of guideline and a declaration that European Environment Ministers 
are inviting to sign and support. 

There is evidence that energy could be more efficiently u sed in all economics but also 
that there is a need for more stringent policy actions to release the potential. Large scale 
improvements are not easily or quickly obtained . Enduring and consistent work lies ahead.  For 
energy efficiency to be widely spread all the millions of everyday decisions made to buy and 
operate energy-using equipment have to be made with energy efficiency as the preferred choice 
when it is the least expensive alternative. 
Cl The dynamics of the market economy must be enhanced and fully used 

Cl Even when market conditions are sufficient the actors on the market might find 
themselves unable to use the information correctly. Demand-side opportunities have to 
focus customer needs .  

o AJso in economies where decentral ised decisions are the general rule, many energy 
efficient and cost efficient opportunities are foregone every day. Promising technologies 
are known, but do not find their way to the market since purchasing capacity is not 
identified and signalled to the suppliers of the new equipment. Good technology needs 
better dissemination to the market and even the best available technology can be 
improved . There is a need to improve access to techn ology by aggregation of 
purchasing power and improved communication between lead users and first movers 
among manufacturers . 

a Even \Vhen good technology is avai lab]e its properties are not kno\vn \ve!I enough to the 
buyers and users . Institutions1 must be developed to make sure that the everyday 
choices are made with full information. The best technology should get a bigger market 
share and the inferior gradually is weeded out . 

Cl Even when all market actors are working with the best intentions they might find that 
leadership on different levels  and sectors of the society is changing and inconsistent. 
There is a need to establish policy co-ordination and consistency in all respects from 
governments to business associations giving a clear message over the long term. 

In everyday language institU1ions are not distinguished from organisations but more generally speaking institlltions are a "sets of habits, 
routines, established practices or rules which regulate the relations between individuals and groups. 
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The report,s recommendations do not explicitly distinguish between countries in the east or the 
west. The obligation is common and the policy components are the same. 
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