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Northeast Asia has ample potential for mutually complementary energy cooperation, reminiscent of that seen in the European Union. However, despite the possible benefits, a fundamental change is required in defining the energy cooperation goals for the region.
 A vision for energy cooperation should be based on a comprehensive assessment of all different options for cooperation, as well as specific projects. Experiences accumulated in other regions could help in designing and building a cooperative energy regime. This brief overview looks at various cooperative models in three geographic areas, including Southeast Asia, North America and Europe. The paper is also touches upon the Energy Charter Treaty and reviews a list of priorities for developing energy cooperation in the Northeast Asian subregion.   

ASEAN

The Agreement on ASEAN Energy Cooperation was signed in Manila in 1986 along with the ASEAN Petroleum Security Agreement. The Protocol amending this agreement was signed in Bangkok in 1995. The 1995 Bangkok Summit Declaration stated that ASEAN should ensure the greater security and sustainability of the energy supply through the diversification, development and conservation of resources, the efficient use of energy, and the wider application of environmentally sound technologies. ASEAN Vision 2020, pursuant to the 1997 Second Informal Summit in Kuala Lumpur, called for cooperative activities aimed at natural gas interconnection. 

In 2002, ASEAN energy ministers held their 20th meeting to discuss prospects for an integrated subregional energy network, including a power grid and gas pipelines. In her opening speech, President Megawati Sukarnoputri highlighted how the energy question has shifted from being simply a national issue to being a regional and even international topic. Cooperation is aimed at a greater exchange of ideas and information on energy policy and regulatory issues such as liberalization, restructuring, and market reforms to achieve a more competitive and efficient energy sector within ASEAN. 

A Memorandum of Understanding on the Trans-ASEAN Gas Pipeline Project (TAGP) has also been signed. The TAGP Project is designed to help ensure greater regional energy security. The ASEAN Council on Petroleum (ASCOPE) was charged with the implementation of this project and the establishment of the ASEAN Gas Consultative Council. Member countries will conduct relevant studies into pipeline financing, technical specifications concerning the operation and maintenance of the pipeline, and contractual arrangements affecting pipeline access, safety, and the transportation and distribution of natural gas.

The study for the TAGP masterplan identified seven possible interconnections, covering a length of 4,500 kilometers, with a total investment requirement of US$7 billion. In addition, the masterplan for the ASEAN Power Grid is due to be published in March 2003. 

The ASEAN Center for Energy (ACE) and the ASEAN Energy Endowment Fund were created in 1999 to assist the implementation of the ASEAN Plan of Action for Energy Cooperation.
 ACE’s projects are being implemented in cooperation with Australia, Japan, Switzerland and Germany. In October 2001, the Climate Change Information Center was launched as a sub-organization of ACE. It was created under the USAID-assisted Philippine Climate Change Mitigation Program.

In March 2002, the European Commission-ASEAN Energy Facility was launched to cover technical assistance in the electricity, natural gas, clean coal technology, energy efficiency and renewables sectors. The ASEAN Forum on Coal (AFOC) has endorsed various projects focusing on the cleaner use of coal, while a special project for the Promotion of Renewable Energy Sources in Southeast Asia (PRESSEA) has been launched. 

The first round of consultations between senior officials from ASEAN and their counterparts from China, Japan and the Republic of Korea took place in 2002. Japan pledged to organize two capacity-building programs in 2003, including the ASEAN + 3 Petroleum Security Seminar and the ASEAN-Japan Seminar on the Clean Development Mechanism (CDM). 

Finally, the ASEAN Energy Ministers have held a dialogue with senior representatives of the US-ASEAN Business Council, on the subject of shaping policy and regulatory frameworks to stimulate and sustain business and investment opportunities in the ASEAN energy market.

North America

The U.S. relies on foreign sources for more than 53% of the energy it consumes, but that figure falls to 44% if energy supplied by Canada is excluded. Canada is the world’s third-largest natural gas producer and second-largest gas exporter. It is the largest energy supplier to the United States, providing about 15% of all U.S. natural gas consumption ($20 billion), and 9% of all crude and refined oil products, to a value of $28 billion a year, higher than that supplied by Saudi Arabia. Regionally, Canadian gas is more important, supplying 50% of western U.S. demand, 23% of Midwest demand and 21% of northeastern U.S. demand.  

Although there is considerable consumption of natural gas in the producing provinces, the Canadian gas industry is still characterized by “production in the west, consumption in the east”. This is clearly reflected in the gas delivery infrastructure with all production fields, gathering pipelines and processing plants located in the west and the single West-East transmission pipeline that pipes gas across the country along the border with the United States. The export points for gas to the United States are spread out along the Canadian-U.S. border and there are currently 16 non-reversible pipeline interconnections with a total maximum annual capacity of 86 Bcm. Canada exports 60% of its marketable gas production to the United States. 

Canada’s energy exports to the United States total $52 billion, including $4 billion accounted for by electricity exports. These energy links contribute significantly to U.S. energy security as a free market source that functions without political interference, based on the North American Free Trade Agreement (Part Five: Investment, Services and Related Matters). 

Canada has adopted an energy policy that is consistent with open, freely functioning energy markets. Facilitating trade ranks highly on its international agenda and includes promoting fair, transparent and stable economic, legal and regulatory frameworks. However, from Canada's perspective, energy legislation enacted by the U.S. Congress includes two substantial intrusions into natural gas markets. The House of Representatives and the Senate have intervened in private sector decision-making concerning the pipeline route and a tax credit to guarantee a floor price for gas, thereby distorting the North American energy market. 

Europe

The dependence of European countries on imported energy is high and growing, increasing to 70% by 2030 for the European Union as a whole. Energy consumption rises between 1% and 2% a year, making a satisfactory level of energy independence an unattainable goal. The European Commission has launched a discussion on a new energy strategy and a fresh energy policy. During the next three decades, energy production is expected to decline by about 17%, while net energy imports are expected to grow by 15%. By 2020, the level of external dependence for oil will near 90%, with that for natural gas approaching 75%. Reliance on nuclear power cannot expand without a political consensus and the problem of nuclear waste is yet to be resolved.     

There are close interdependent energy links between European economies and Russia. Russian energy exports account for 45% of exports to the EU. More than 50% of Russian oil exports (crude and products) goes to the EU, with more than 60% of natural gas exports bound for European markets. By 2008, natural gas deliveries are projected to increase to around 200 Bcm from the 130 Bcm exported to Europe in 2000, including 73 Bcm to the EU.

A Green Paper published by the European Commission underlines the fact that the energy partnership with Russia will need to be considered as one of the key dialogues between energy producers and consumers. The sixth EU-Russia Summit held in October 2000 in Paris proposed instituting such a dialogue. The eighth EU-Russia Summit in 2001 marked the end of the exploratory phase of the dialogue. 

The concept of energy partnership covers oil, gas and electricity and aims to improve investment opportunities in Russia’s energy sector in order to upgrade infrastructure, promote efficient and environmentally friendly technologies and enhance energy conservation. The EU is expecting Russia to demonstrate a concrete commitment in terms of fiscal stability, improved production and investment protection, an improved legal framework and access to transport infrastructure. 

The short-term goals include the improvement of the legal basis for energy production and transport, legal security for long-term energy supplies, the physical security of transport networks, new transport infrastructure projects of “common interest” and pilot projects in the field of energy conservation. Several important issues require further examination, including investment support frameworks to mitigate non-commercial risks, investment mobilization in the context of the Kyoto Protocol, energy science and technology cooperation (the Russia-EU Energy Technology Center), preconditions for the supply of electricity, nuclear safety standards, environmental protection, including energy conservation and renewable energy projects financed through the joint implementation mechanism. Russia, meanwhile, is expected to ratify the Energy Charter Treaty.  

Energy Charter Treaty

A cooperative framework for Northeast Asia should also take into account the principles adopted by the European Energy Charter in order to make subregional cooperation effective. Russia and Japan are involved in the Energy Charter Treaty as members and China as an observer. 

The objective of the Energy Charter process is to further the complementary relationship in energy matters between the major complementary areas. The “eastern constituency” of the Energy Charter process together with Norway and the United Kingdom may be able to cover up to 50% of the net energy imports of the “western constituency”. 

The main energy issues addressed in the Treaty are the following: (1) transit, (2) investment protection, (3) trade and energy efficiency, (4) related environmental aspects, and (5) dispute settlement. The major transit obligation is facilitating transit based on the principle of freedom of transit without distinction as to the origin, destination or ownership of the energy and without discrimination as to pricing on the basis of such distinctions. 

Under the Treaty, contracting parties are obliged to encourage cooperation in the modernizing, interconnection, development and operation of energy transport facilities, including the mitigation of the effects of interruption to the supply of energy. The Treaty stipulates that energy in transit shall be treated no less favorably than that country’s transportation provisions treat energy produced domestically and exported or energy imported. In addition, under the WTO provisions, the most convenient route for international transit is to be used.
 

Energy imported from any other contracting party may not be subject to internal taxes or other internal charges in excess of those applied to similar domestic energy carriers. Such energy must be treated like any energy carriers of national origin (the national treatment principle). The transportation charge may differ from the domestic transportation charge only if that pricing decision is based on the economics of transportation and not on the nationality of the energy. Internal quantitative regulations requiring part of the energy supply to be from domestic sources must be avoided. Also, no quantitative regulation should allocate the proportion of energy among external sources of supply.

Based on the model of bilateral investment treaties, the Treaty grants a number of fundamental rights to foreign investors with regard to their investment in the host country. The Treaty also includes an international dispute resolution mechanism. 

The Treaty not only requires the minimizing, in an economically efficient manner, of harmful environmental impacts resulting from all operations within the energy cycle in its area, but it also requires market-oriented price formation to be promoted and environmental costs to be reflected. The Energy Charter Protocol on Energy Efficiency and Related Environmental Aspects (PEEREA) was negotiated, opened for signature and entered into force at the same time as the Treaty, on 16 April 1998. PEEREA provides a mechanism for international cooperation and the exchange of experience and ideas between less developed countries and countries with twenty years or more of experience in this area. 

A Cooperative Energy Framework for Northeast Asia

Asia is an important part of the world economy and future development in Asia can contribute to the sustainable development of the global economy. In Northeast Asia, however, it will probably take time to develop a concept of an energy community, or to agree on a set of obligations and rules. 
Today, there is no subregional organization or government-level framework to support multilateral energy exchanges. In this context, the so-called “track two” dialogue to prepare the ground for an inter-governmental process could be useful. Given the multiplicity of high-level meetings that have already taken place, the goal of such dialogue could be to analyze regional specifics and identify sources of misunderstanding. 

Information-sharing and the compilation of existing research to help governments with policy formulation could form the basis for a multilateral agreement to guide energy cooperation in Northeast Asia, once the relevant countries are ready for it. Working towards the harmonization of relevant national legislation by starting with an assessment of national laws to bring them in line with international best practice could also help.

Ideally, recommendations should be made with regard to how to facilitate energy trade and cross-border infrastructure projects. At the government, administrative and private sector levels, not only “horizontal” collaboration between countries but also vertical links within each country must be promoted. A forum for interaction in the fields of science and technology should also be considered.

In addition, the focused application of existing cooperative structures relevant to the subregion, including such inter-governmental frameworks as APEC, the IEA and the UN, must be prioritized. The IEA, for example, plans to organize workshops on emergency stocks and oil security for China and ASEAN countries during 2002 and 2003. Yet another forum is the UNDP Tumen River Area Development Program, which was established in 1991. Energy is emerging as new area on which the program will focus. The first meeting of the Tumen Program’s energy working group took place on 29 March 2002 in Beijing. Moreover, in October 2001, ESCAP organized an inter-governmental expert group meeting in October 2001 in Khabarovsk, which focused on electricity sector development.
A strategy aimed at subregional energy cooperation must envisage coordination among specific projects, regional development needs and export opportunities. Furthermore, such a strategy should be realistically coordinated with existing and projected security trends and geopolitical developments. In this respect, the policy environment for cross-border energy projects would be as important as demand projections, market access and delivery technologies. To gain a broad support base and funding, new projects require firm policy commitments to combining the interests of local communities, regions and industries with those of central bureaucracies, as well as exporters and importers. 

In our opinion, the following twelve recommendations reflect current conditions and underline the priorities for energy sector development and trade in Northeast Asia, including oil and gas exports from Eastern Russia:

· Increase reserves and revise projections for energy production and trade

· Make subregional oil trade the first priority and a confidence-building device

· Plan for broader domestic use of gas, including large-scale GTL production
· Develop technology and R&D links in the energy sector  
· Use existing transportation corridors for new pipelines 
· Target local gas and power markets in neighboring China

· Consider and target existing and emerging LNG markets

· Coordinate “continental” and “maritime” gas projects

· Make the investment attractiveness of cross-border projects the key priority
· Rely on the U.S., the EU, G8, the WTO and APEC in promoting energy trade

· Put together competition promotion and environmental safety as the prime targets

· Consider a subregional investment-financing mechanism for energy projects.

The setting of priorities and coordination between various energy projects appear to be key preconditions for a successful energy cooperation framework for Northeast Asia. However, such coordination is impossible without governments providing a lead to the domestic private sector, multinationals and the local interests. For the time bring, a “track two” approach to promoting research and government-level contacts to identify mutual and complementary interests in the field of energy should be adopted.

� The ERINA-led project on Energy Security and Sustainable Development in Northeast Asia: Prospects for Cooperative Policies is working towards this goal, through the three workshops held in 2001-2002 in Niigata, Seoul and Khabarovsk, supported by the Japan Foundation Center for Global Partnership and other organizations in the United States, Japan, South Korea and Russia.    





� In 1985, the ASEAN-EC Energy Management Training and Research Center (AEEMTRC) was established in line with a decision made during the ASEAN-EC Economic Ministerial Meeting at Bangkok, and served as a predecessor to ACE.





� The main substantive difference between the trade regime of the Treaty and that of the WTO is that no tariff-binding regime applies under the former. Under the WTO approach (the most favored nation principle), internal taxes and charges, laws, and regulations affecting the internal sale of energy, including internal quantitative regulations regarding the mixture, processing or use of energy in specific proportions, may not be applied to imported or domestic energy carriers so as to afford protection to domestic production.








1
2

