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1 Introduction

This paper examines commonalities in South
African energy policy and the G8 St Petersburg
Declaration on Global Energy Security policy'
(Petersburg Declaration) and assesses what in-
terests South Africa might have in contributing
to implementation of the G8 policy and how this
might be achieved.

South Africa faces many of the same energy sec-
tor challenges as expressed in the Petersburg
Declaration, although, South Africa faces addi-
tional challenges that developing countries face.

Prior to 1994 the state had invested heavily in
the energy sector. Often these investments had
been un-economic and that the sector had ope-
rated in conditions of secrecy imposed by legisla-
tion and levels of accountability and transparen-
cy were problematic. The major South African
energy markets were non-competitive and/or
controlled by large monopolistic energy enterpri-
ses and/or heavily regulated non-competitive re-
gimes. It is to be expected that reforms of the
sector which would per force take on large in-
fluential and powerful actors in the South Afri-
can economy, would face significant challenges.

South African energy policy experienced a fun-
damental shift after the 1994 election. This shift
found expression in a comprehensive and inclu-
sive energy policy development process culmina-
ting in publication of the White Paper on the
Energy Policy of the Republic of South Africa da-
ted December 1998 (SAWPEN). Although it is
nearly ten years old, the SAWPEn still forms the
basis for South African energy policy.

South Africa is still effectively in the initial stages

of giving effect to much of the policy in SAWPEN.

A raft of legislation has been promulgated to gi-
ve effect to this policy and consequent energy
sector transformation. Establishment of Inde-
pendent Regulation is in its infancy. Re-
structuring and reform processes are still under-
way. Intended re-structuring and introduction of
competition in the electricity sector has not yet
been achieved and re-regulation of the petro-
leum/liquid fuels sector has not occurred. There
have been some severe unintended consequen-
ces of the process to implement re-structuring
and introduction of competition in the electricity
sector and the de-regulation of the liquid fuels
sector.
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As expressed in the G8 St Petersburg Declaration
on Global Energy Security of 16 July 2006

2 Correspondence between South
African energy policy and the
Petersburg Declaration

As expressed in its own energy policy documents,
in particular the comprehensive South African
Energy Policy White Paper of 1998 (SAWPEN),
South African policy is largely in agreement with
the Petersburg Declaration and the June 2007
G8 Summit Declaration on Climate Change and
Energy Efficiency in the main approach of how
to address these challenges: i.e. through trans-
parent, efficient and competitive markets, en-
hancing energy efficiency, diversifying energy
supplies, through paying special attention to the
energy needs of those without access to ade-
guate energy, promotion and support of envi-
ronmentally sound development and usage of
energy, and through effective engagement with
all stakeholders in development and implemen-
tation of policy. South African expressions of
energy policy agree in approach and broad prin-
ciples, and also, for each of the items in the Pe-
tersburg Declaration a corresponding and com-
patible item can be found in the SAWPEN. Key
policy statements illustrate the broad agreement
between SAWPEN and the Petersburg Declarati-
on. The compatibility is not limited to issues rai-
sed but also to the solutions chosen to address
the issues.

3 Significance of the five key
elements of the Petersburg
Declaration for South African
energy policies

Open, transparent, efficient and
competitive markets

Policies stated in SAWPEN are in many cases a
fundamental departure from policy existing be-
fore  SAWPEn and require fundamental re-
structuring and reform of the major South Afri-
can energy sub-sectors, from highly regulated
non-competitive markets and non-transparent
government intervention and regulation towards
competitive markets and independent transpa-
rent regulation.

South African internal markets for electricity and
petroleum/liquid fuels and piped gas are still es-
sentially non competitive. In electricity generati-
on, while Eskom does not have exclusive genera-
tion rights, it has for historical reasons a practical
monopoly on bulk electricity and in electricity
distribution customers do not have a choice of
supplier. The petroleum/liquid fuels sector is
tightly regulated ranging from quota control of
product imports through to price control of main
products at retail level. Some coal markets are
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competitive but most domestic coal production
is via long-term non-transparent contracts.

A central tenet in the South African Energy Poli-
cy White Paper of 1998 is that: “ Government
will encourage competition within energy mar-
kets.” Since publication of SAWPEN South Africa
has put a lot of effort into activities around at-
tempting to establish competition in the bulk
electricity market, re-structuring the electricity
distribution industry and de-regulating the Petro-
leum/liquid fuels sector. There have been prob-
lems which are ongoing, and given the long his-
tory of monopoly in the electricity sector and the
tight, secret regulation of the petroleum’ sector
it can be expected that the market liberalization
and de-regulation processes will face significant
challenges and obstacles.

Transparent, equitable, stable and effective
legal and regulatory frameworks

Transparent, equitable, stable and effective legal
and regulatory frameworks are a central tenet of
the SAWPEN. A raft of legislation has been pro-
mulgated to implement the SAWPEn and South
Africa is now in the first phase of implementing
crucial aspects of the legislation involved in es-
tablishing the institutional capacity necessary for
independent regulation.

Independent energy sector regulation is in an
embryonic stage. The National Electricity Regula-
tor (NERSA) was established in November 2006.
South Africa is in the throes of implementing an
entirely new regulatory regime. Prior to establis-
hing NERSA, practically all regulatory experience
and capacity in the energy sector had been in
electricity regulation. Now, the new regulatory
regime is based on fundamentally different prin-
ciples and procedures and new capacity is being
built to implement it.

Enhanced dialogue on relevant
stakeholders' perspectives

Following a long history of policy often being
made in relative secrecy, the approach followed
in developing the SAWPEN recognized and put
into practice effective and transparent engage-
ment of all stakeholders. In addition, the SAW-
PEn explicitly recognizes the need for the South
African energy sector to be operated and deve-
loped within co-operative and integrated regio-

* During the apartheid years’ United Nations crude

oil sanctions legislation made it a criminal offence
to communicate basic information about this in-
dustry.

nal and international systems. Indeed, the SAW-
PEn was developed with the participation of key
players in the international arena, and during
and after development of this key policy docu-
ment there have been significant and successful
ongoing efforts to build, contribute to, and work
within a number of international bodies and in-
stitutions, with South Africa often playing a key
role.

Locally, too, ongoing policy development and
implementation have sought to further extend
stakeholder involvement. Relevant examples in-
clude the processes around compilation of Na-
tional Integrated Resource Plans’; production of
the first ever national Integrated Energy Plan,
the National Climate Change Response Strategy®
and the National Energy Efficiency Strategy®. The
processes around production of these plans and
strategies have been comprehensively inclusive
in terms of engaging stakeholders. Another
example is the recent joint activities between the
National Energy Efficiency Agency and key sta-
keholders'.

In addition to these pro-active processes involved
with implementation of policy, when implemen-
tation runs into problems, government has en-
gaged stakeholders, openly where appropriate,
in assessing the problems and seeking solutions,
for example the Report of the Moerane Investi-
gating Team to the South African Minister of
Minerals and Energy on the December 2005 Fuel
Shortages® and the Fuel Supply Strategic Task
Team.

Diversification of energy supply and
demand, energy sources, geographical and
sectoral markets, transportation routes and
means of transport

SAWPENn explicitly supports diversification of
energy supply sources in one of its 5 fundamen-

3

NIRP-1-3, Integrated Energy Plan for the Republic
of South Africa Department of Minerals and Energy.
19 March 2003.

Integrated Energy Plan for the Republic of South
Africa Department of Minerals and Energy. 19
March 2003.

A National Climate Change Response Strategy for
South Africa. South African Department Of Envi-
ronmental Affairs And Tourism. September 2004.
Energy Efficiency Strategy of the Republic of South
Africa South African Department of Minerals and
Energy. March 2005.

Note that this is a small selection of a multitude of
stakeholder processes.

Report of the Moerane Investigating Team to the
South African Minister of Minerals and Energy on
the December 2005 Fuel Shortages. July 2006.
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tal policy objectives namely: “ Securing supply
through diversity” .

However, reform of existing systems always pre-
sents challenges. Also, especially in terms of di-
versification of primary energy sources, the his-
tory of coal in development of the South African
energy system and the realities of local coal costs,
including spatial layouts of major South African
markets play an important role in selecting coal
as a least-cost supply option.

Issues related to distance of South African mar-
kets from other large international markets and
local availability of abundant very low cost coal
are mentioned in the section below on areas
that are problematic. South Africa has recently
successfully introduced piped gas from Mozam-
bigue into the local market although known re-
serves limit the potential from this source to a
contribution of 4% of primary energy supply.
The electricity generation expansion programme
is considering conventional nuclear and CCGT fi-
red by imported LNG for base-load stations
although no commitments have been made.
These options are more costly than coal, if calcu-
lations are limited to standard economic consi-
derations in the current economic environment
and so these choices rely on government inter-
vention to implement diversification policy.

Environmentally sound development and
use of energy

The establishment of energy systems and heavy
industry to exploit South Africa’s large coal re-
sources in an era when pollution and environ-
ment degradation were not as prominent on the
policy agenda as today, and the prevalence of
large areas of poverty in South Africa, with the
inevitable environment degradation, much of
this energy related, are legacies that have sensi-
tized current policy that has been developed
using more democratic processes where the voi-
ces of the many that bear the brunt of pollution,
environmental degradation and energy poverty
are better represented than before.

As a result, energy-environmental linkages enjoy
prominence in South African policy. The physical
and economic realities of the legacy systems,
energy poverty, local asymmetry in energy con-
sumption and access and environment degrada-
tion are a large challenge and central to formu-
lation and implementation of South African
energy policy, and are also linked to long-term
security of supply considerations.

4 G8 Petersburg Declaration action
plan - seven core aims

1. Reducing energy poverty

The first statement of Energy Sector Policy Ob-
jectives in the South African Energy Policy White
Paper of 1998 (SAWPEN) is: “ Government will
promote access to affordable enerqgy services for
disadvantaged households, small businesses,
small farms and community services.”

The prominence and position of this statement
accords with government economic and social
policy in general, which recognizes poverty as a
highest priority issue.

South Africa has a Gini coefficient of 58,
amongst the highest in the world and 26%
unemployment according to the narrow definiti-
on of the unemployed or 44% if discouraged
work seekers are included. A large and signifi-
cant proportion of the population lives in condi-
tions of poverty, one of which is inadequate ac-
cess to affordable, safe energy.

The asymmetry of access to and consumption of
energy is mirrored in what has been called the
South African “dual economy”: within the
boundaries of one country there is a relatively
small proportion of citizens enjoying a “first”
economy which exhibits developed world cha-
racteristics and is linked into the global economy
while a large proportion of citizens inhabit a po-
verty stricken “second” economy with few links
to the first economy or the global economy.
Domestic asymmetry in energy consumption is
perceived as an element of economic inequity in
general. Thus in a democratic policy process in
South Africa it is possibly less problematic to
build support for processes to address asymmet-
ry in consumption than in countries without a
dual economy.

This could impact G8 policies around energy
consumption asymmetries in two diametrically
opposed directions: on the one hand it could as-
sist with building support for policies that add-
ress the asymmetry in terms of leveling it, while
on the other, if world resource constraints limit
the degree to which the asymmetry can be dec-
reased while maintaining current levels of con-
sumption amongst high-consuming countries,
this could work against the support for such po-
licies.
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Thus, there is no potential conflict with the Pe-
tersburg Declaration as a whole but South Afri-
can efforts to reduce poverty would depend on
the balance struck between the various compo-

amongst other effects to significant extensions
to areas carrying disease vectors for malaria and
Bilharzias and economic disruption and damage.
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lopment. In some cases, such as
a number of household energy efficiency measu-
res, emission reduction and poverty reduction
goals can be achieved simultaneously. However,
in others, such as carbon taxes on established
large scale mineral beneficiation industries, the
effect could sometime be limited to a negative
impact on the local economy and knock effects
leading to an increase in poverty.

Also, the current costs and impacts of reform
and de-regulation measures, which are expected
to be warranted by the medium-to-long term
benefits of open competitive markets, include
negative impacts on poverty reduction pro-
grammes in the short term. Poverty reduction
within a framework of sustainable development
is South Africa’s stated policy. South Africa un-
derstands that trade-offs are required between
short term costs and medium to long term bene-
fits. However, these need to be made within the
realities of democratic political processes and the
urgent need in South Africa to address wide-
spread and often acute poverty. Thus, contribu-
tions from G8 regarding assistance with short
term costs and immediate reductions in poverty -
while the longer term benefits of open and
competitive markets are being secured through
re-structuring, reform and de-regulation - are an
important consideration.

2. Addressing climate change and
sustainable development.

South Africa is highly vulnerable to the effects of
climate change. Large parts of South Africa are
arid and water-supply systems are already stres-
sed and in many cases already at their natural
supply limits. Decreases and/or disruptions in
patterns of rainfall will result in water shortages,
desertification, destruction in ecosystems, large-
scale negative impacts on human-health owing

Base Case for Emissions.’

International measures taken to mitigate climate
change such as CO2 taxes or trade measures af-
fecting energy-intensive industries could effect
the South African economy for example by ma-
king certain South African-based industries non-
profitable and hence damaging the domestic
economy. This might be problematic in terms of
South African contributions to international ef-
forts to reduce GGH emissions. South Africa has
ratified the United Nations Framework Conven-
tion on Climate Change (UNFCCC)" and: “ belie-
ves that an acceptance of common but differen-
tiated responsibilities, as outlined in the conven-
tion, is the best and probably only way towards
the sustainable management of the global
commons”."" The most appropriate implementa-
tion strategies in this framework would be Clean
Development Mechanisms (CDM), technology
transfer and donor funding.

° Clean Energy and Development for South Africa:

Results. Alison Hughes, Mary Haw. Energy Re-
search Centre, University of Cape Town. 28 Febru-
ary 2007 Report 3 of 3.'The energy and CO, tax
(USD$ 20 / tonne) scenarios have similar results on
GHG emissions: each leads to 20% reduction in
GHG from base case: i.e. there is still a large 180%
increase but less than the 230% increase for the
base case. In the CO, tax case much of the reducti-
on is owing to the choice of nuclear for electricity
generation. Carbon capture and Storage (CCS) is
not considered for CO, emission reduction.

In addition, the Department of Environmental Af-
fairs and Tourism has developed a comprehensive
national climate change response strategy .

South African Minister for Environmental Affairs
and Tourism statement quoted in South Africa Ini-
tial National Communication under the United Na-
tions Framework Convention on Climate Change.
South Africa. 2003
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This is accorded a high priority in South African
policy firstly, because climate change will have™
large serious (devastating) negative effects on
South Africa so both mitigation and adaptation
are important and secondly, because South Afri-
ca is a developing country and sustainable deve-
lopment has to be central. It is also a high priori-
ty because mitigation measures will have poten-
tially large costs for the South African economy
and thus have to be implemented appropriately
to avoid severe economic damage.

Potential Conflict with Petersburg Declaration

South African energy policy is supportive of mi-
tigation measures. Existing patterns of energy
production and use in South Africa are associa-
ted with high levels of GHG emissions largely
owing to two factors. Firstly South Africa’s ener-
gy sector is based on fossil fuels and to date the-
re has been negligible implementation of measu-
res to use technologies to reduce GHG emissions
associated with these fuels, such as carbon cap-
ture. Secondly, the production, transformation
and use of these fuels is often very inefficient. In
most cases where fossil fuels are used in South
Africa, if (dis)-incentives are not applied, on-
going use of fossil fuels is the most economic so-
lution: i.e. most electricity demand is, and will be
for decades to come, be most economically ge-
nerated using locally produced coal and swit-
ching to other sources will carry huge economic
cost, and thus, unless done in an appropriate
manner, could be in conflict with important
South African interests: important industry sec-
tors could be made non-profitable and increases
in prices of goods and services could lead to se-
vere economic damage.

Climate change mitigation through substitution
of fossil fuels or through decreasing emissions
through other measures (sequestration...) is not
incompatible with South African energy policy in
principle: South African energy policy recognizes
the need and supports the principle. However, it
will need to be implemented taking existing
energy resource, production, transformation and
usage patterns into account.

Conditions / incentives for SA entering interna-
tional regime consistent with G8 policy

In 1997 South Africa ratified the UNFCCC and
the Petersburg Declaration confirms commit-
ment to the UNFCCC and thus South Africa is al-
ready subscribed to and participates fully in an
appropriate international regime.

" Indications are that this process is already under-
way.

Implementation has already been thoroughly in-
vestigated and much work is underway”. The
following selected points from the National Cli-
mate Change Response Strategy report illustrate
some of planning and principles contained in the
strategy: “An effective programme for climate
change response will require that South Africa
has access to public sector funding and funding
from government related institutions, such as
the Development Bank of South Africa. Further,
as a developing country, South Africa can access
assistance from developed country partners to
meet its obligations under the convention and,
further, participate in the global mitigation of
climate change. This requires a framework to
access and manage the climate change financial
resources on offer as donor funding...”

Through the implementation of this national
climate change response programme, South Af-
rica will avail itself of the potential advantages
that could stem from international action on
climate change, whilst at the same time minimi-
sing its vulnerability to such events. To achieve
this end, priority will be given to the following
key interventions, although others appear in the
key actions list in this document:

a) Rapidly develop the DNA function within the
Department of Minerals and Energy to facilitate
the forwarding of CDM project proposals to the
Executive Board for approval without undue de-

lay.

b) Perform a technology needs analysis for South
Africa that builds on and integrates existing
knowledge, through the Department of Science
and Technology.

) Access appropriate funds, as feasible, for im-
plementation of the climate change programme,
in particular for adaptation purposes.”

3. Increasing transparency, predictability
and stability of global energy markets

This is accorded higher than average priority as
far as stability and predictability are concerned
because of the effects of crude-oil price volatility
on the local economy and potential negative ef-
fects on the economy of disruptions in supply of
crude-oil from international markets.

13

A National Climate Change Response Strategy for
South Africa. South African Department Of Envi-
ronmental Affairs And Tourism. September 2004.
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4. Improving the investment climate in the
energy sector

Enormous investment requirements along the
entire energy chain

Prior to 1994 energy policy-making and imple-
mentation were non-democratic and often dri-
ven by the strategic concerns of a regime under
siege. In this environment there was large over-
investment leading to huge over-capacity in the
electricity generation system and mothballing of
both electricity generation and petroleum pro-
duct manufacturing plant, much of this the re-
sult of state-led over-investment.

The new post 1994 economic regime has been
fundamentally different from an investment
perspective. Just how different can be gauged
from the fact that the major energy supply sub-
sectors have moved from positions of large extra
capacity and mothballed plant to a situation that
now can be accurately described as under-
capacity and highly-over-stressed supply systems
and periodic and increasingly frequent severe
system failures.

That the policy environment over the past ten
years or so has not and is not leading to required
investment levels is not under question: the re-
sults of the under-investment are plain to see.
What is useful to assess, in terms of potential
South African cooperation and contribution to
implementation G8 energy policy, is how can
the obvious high level of agreement in policies
and commonalities in interests between South
Africa and the G8 lead to promoting and encou-
raging the required investments. The investment
requirements and commonalities in policy and
interest could offer significant potential to sour-
ce and guide investments to achieve joint policy
goals.

Electricity sector

It is a stated policy in the SAWPEN that competi-
tion be established in the bulk electricity sector
through re-structuring processes that have been
underway for some time and that were intended
to attract investment in power generation and
the establishment of Independent Power Produ-
cers (IPPS). Government states that 30% of new
generation capacity should be IPP.

The main feature of reform and re-structuring in
the electricity sector to date is that bold plans to
re-structure to achieve competition and establish
independent regulation have met with signifi-
cant and effective resistance. Re-structuring has
largely failed and the de-facto powers of the Na-
tional Energy Regulator of South Africa (NERSA)

are weak and only in the beginning stages of be-
ing established.

Prospective IPPs have shown very little interest.
At the same time Eskom has held back from
constructing new capacity while room was given
for IPPs to enter the market. Ultimately, no new
base-load capacity was licensed and by 2007 a
serious supply shortfall has arisen.

On the positive side the serious shortfall in capa-
city and the stated intention of government to
make room for IPPs in 30% of the market com-
bined with the stated intention to achieve com-
petition in the market provides an opportunity,
in terms of stated policy agreement and com-
monalities of interests between South Africa and
G8, for cooperation between South Africa and
G8 in this area.

Petroleum / liquid fuels sector

The 1994 South African government inherited
responsibility for a highly regulated petroleum /
liquid fuels sector where all aspects were cont-
rolled through often non-transparent agree-
ments and non-transparent regulation ranging
from quota control of product imports through
to price control of main products.

The new government decided to make funda-
mental changes in these arrangements and, in
the words of the South African Energy Policy
White Paper of 1998:

“The government believes that competitive mar-
ket forces should determine prices. Retail price
regulation, import control and Government sup-
port for the Service Station Rationalisation Plan
will be simultaneously removed. Government is
committed to promoting a climate that would
be conducive to reasonable profits and sustained
investment in the liquid fuels industry.”

A phased process of de-regulation was mapped
out in the South African Energy Policy White Pa-
per of 1998. However, like the electricity sector,
liberalization of the petroleum sector has met
severe challenges: uncertainties during the pro-
cess of attempted implementation of the fun-
damentally new direction in policy have preven-
ted necessary investment and development and
have led to a severely stressed supply system.
The current state of play is summed up below
firstly in the words of a government commission
and secondly in a press statement by an oil ma-
jor operating in South Africa.

According to the Moerane Investigating Team to
the Minister of Minerals and Energy on the De-
cember 2005 Fuel Shortages:
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... these events exposed underlying structural
and regulatory weaknesses in the sector. If the
weaknesses referred to in this Report are not
addressed with urgency, petroleum product
supply shortages will become a feature of the
future economic environment.... The Investiga-
ting Team finds it difficult to accept that histori-
cal and current expenditures have been adequa-
te, given the high incidence of production inter-
ruptions which have been reported. It is probab-
le that a shortage of skills, both engineering and
technical, has contributed to these problems...
From a review of the submissions it is apparent
that there are a number of regulatory issues that
need to be resolved.”

According to a BP Release™ :

“Putting it plainly, our refineries are operating at
full capacity; our road and rail transport systems
for carrying fuel are stretched to the limit; our
pipelines are too expensive and too few and our
roads are crumbling under the weight of increa-
sed loads. ...... the truth is that we are now at a
point at which any unplanned break in the supp-
ly chain (i.e. refinery breakdowns, pipeline inter-
ruption, shortage of rail tank-cars) will create
shortages.

"By 2008, the supply chain will be "significantly
constrained". Without investment in manufactu-
ring capacity within Southern African the
amount of imports will need to "escalate drama-
tically". The existing infrastructure is "unable to
support the requirements for increased imports
in the short term and will need to be upgraded."

While on paper there has been stable policy ag-
reed on by all in an inclusive process, in practice
the implementation of policy has led to a level of
policy and regulatory uncertainty that has led to
under-investment in the sector with the conse-
guence that the liquid fuels supply system, in all
links of the chain, is overstressed and failing un-
der pressure. Like the electricity system, rectifica-
tion of the problems will take years, once this
begins.

And like the electricity sector the capacity crisis
provides an opportunity, in terms of stated poli-
cy agreement and commonalities of interests
between South Africa and G8, for cooperation
between South Africa and G8 in this area.

Establishment of independent regulation

Government is committed to implementation of
independent regulation, and there is clear evi-

" “Who will invest in our fuel infrastructure and why

should they?”, 14 May 2007

dence of this both in the energy sector and
other sectors, but the principles and practice are
new in South Africa. The lack of capacity and
alignment in goals between G8 and South Africa
offer potential for collaboration.

Currently, a significant proportion of inland fuel
(the largest market) is transported by road tan-
ker from coastal refineries, reportedly at a loss,
by oil companies. The state-owned pipeline
company, Petronet, recently had its application
for a tariff increase declined by NERSA and so re-
joined that it would not be able to go ahead
with building a new multi-product pipeline from
coastal refineries inland. This is not necessarily
an indication of policy and regulatory failure but
more an indication of the kinds of challenges fa-
ced in re-arrangements of relationships required
in an environment where independent regulati-
on is being established. Beforehand, state-
owned enterprises such as Petronet would mere-
ly have obtained approval for tariffs in non-
transparent internal government processes, and
in fact Petronet did this for years and ran at hu-
ge profit margins that were used to subsidise sis-
ter companies in the state-owned Transnet
group. During the current phase of establish-
ment of independent regulation, NERSA has ru-
led that according to current regulations it is on-
ly authorized to grant certain tariff increases,
which don't take future investments in additio-
nal capacity into account. In any case, to resolve
the issue, on NERSA’s side, moves have been
made to develop a methodology to assess tariffs
which includes new investment requirements.
On Petronet’s side, the company has moved to a
cooperative position where Transnet CEO stated
that: “an Executive-Level unit is being establis-
hed to conduct relationships with the new eco-
nomic regulators”. This has taken months and
has shown what is necessary in the transition
towards independent regulation.

5. Enhancing energy efficiency and energy
saving

This is another important goal because huge ef-
ficiency improvements are possible and econo-
mically feasible along the entire energy supply
chains across all energy sub-sectors. Inevitable
increases in South Africa’s very low energy prices
will make a larger range of efficiency improve-
ments and savings economically viable. Some of
these measures will help to lessen the negative
economic impacts of other mitigation measures
and need to be evaluated, as is being done in
the Integrated Energy Planning and Integrated
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South Africa has recently started with official
policy-linked activities contained in the Energy
Charter such as": “development of long-term
energy demand and supply scenarios to guide
decision-making,” in the Integrated Energy
Plan™ of 2003 and follow-up research report:
Clean Energy and Development for South Afri-
ca”.

In the current economic regime (e.g. no manda-
tory carbon taxes, existing CDM conditions, ex-
pected international crude-oil and gas prices...)
coal will retain its cost advantage in South Africa
and the underlying economics of patterns of
energy production will not change significantly
up until 2030. With CO2 taxes of R150/tonne, it
would make economic sense to shift a small
amount electricity generation to CCGT and nuc-
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lear. The National Integrated Resource
Plan (NIRP2), official government plan
for electricity generation and Eskom an-
nouncements are at significant variance
with no nuclear electricity generation in
NIRP2 and a significant nuclear compo-
nent in the Eskom plan. Nevertheless
even with introduction of some nuclear
and CCGT primary usage patterns will
remain similar to now with the large re-
liance on coal remaining.

Supply / demand balance

Energy demand

Models of expected energy demand in the offi-
cial Integrated Energy Plan and the latest follow-
up modeling show that if South Africa continues
with current energy usage practices final de-
mand could be expected to increase by 200%
from about 2,200 PJ to 6,700 PJ which could be
cut to 5,700 with successful implementation of

Energy Charter Protocol on Energy Efficiency and
Related Environmental Aspects (Annex 3 to the Fi-
nal Act of The European Energy Charter Confe-
rence)

Integrated Energy Plan for the Republic of South
Africa Department of Minerals and Energy 19
March 2003

Clean Energy and Development for South Africa:
Results. Alison Hughes, Mary Haw. Energy Re-
search Centre, University of Cape Town. 28 Feb-
ruary 2007 Report 3 of 3

Thus, in summary, South Africa has problems in
common with those stated in the G8, namely
that energy demand is “estimated to rise by
more than 50% by the year 2030, approximately
80% of which would still be met by fossil fuels,
which are limited resources”.

6. Diversifying energy mix

“Securing supply through diversity” is one of the
five fundamental policy objectives stated in the
SAWPEn but economic considerations make
switches in current South African energy produc-
tion and usage patterns problematic. Historically,
low energy prices have resulted in low efficien-
cies in much of South African energy production
and use, and choices of energy carrier are most
often driven by economic rationality and within
South Africa the pervasiveness of and depen-
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dence on very low-cost coal remains economical-
ly rational." Thus, implementation of the diversi-
ty policy carries significant economic and finan-
cial costs.

Coal and electricity

95% of South African electricity and 23% of li-
quid fuels are produced from locally mined coal
from reserves of 55,000 Mt, which would last
more than 200 years at current coal production
rates, including exports of some 71 Mt p.a. The
finite nature of coal reserves does not present an
acute problem to South Africa in terms of physi-
cal supply, even with projected growth in electri-
city demand and industrial coal demand.

Table 1 South African Primary Energy Supply
[Energy content] - 2005

Local Production |Imports Share in Total

%

Coal 100 0 68%

Crude Oil 10 90 19%
Renewables |[100 0 8%

Nuclear 100 0 2%

Gas 80 20" 3%

Hydro 1 99 0.1%

Increasing dependence on energy imports: crude
oil, petroleum products and natural gas

South Africa only supplies 10% of crude oil from
domestic production from a rapidly depleting
small resource and relies on crude and product
imports for about 70% of liquid fuels demand,
which demand is growing rapidly. South Africa
could produce, physically, all its liquid fuels de-
mand from local coal which would decrease the
life of the coal reserve to 150 years at current

' South Africa has total energy consumption of some

2,780" PJ and energy intensity of some 15 MJ/US$,
amongst the highest in the world. Coal accounts
for about 95% of electricity production and 23%
of petroleum liquid production resulting in an ex-
ceptionally carbon intensive economy of 0.8 tonnes
per GDP $1995 based on exploitation of large local
coal reserves: the world’s seventh largest recove-
rable coal reserves (55,000 Mt), approximately 5%
of the world total, South Africa is the world'’s sixth
largest coal producer, producing 243 Mt of coal in
2005 and the world’s third largest net coal expor-
ter at 71 Mt.

In July 2004 imports of natural gas from Mozambi-
que were initiated: author’s estimate.

demand rates and in fact a further coal-to-
liquids plant has been mooted. However, the
supply of all South African liquid fuels demand
from coal-to-liquids is probably not viable, not
least because of the very high carbon intensity
and low energy efficiency of such a scheme.

South Africa has small natural gas reserves, so-
me of which are being exploited to manufacture
about 5% of South African liquid fuels using
GTL but which will be depleted within a few
years. A regional natural gas resource in Mo-
zambique has recently come into production and
supplies less than 3% of South African primary
energy supply which amount could increase to a
maximum 4% for about 25 years given known
reserves.

Thus, in summary, South Africa faces similar
problems as stated in the Petersburg Declaration
related to global finiteness of crude-oil and natu-
ral gas, if somewhat mitigated by large scale lo-
cal coal-to-liquids production.

Depending on developments in international
measures to cut GHG emissions, diversifying the
energy mix will most likely become much more
important to South Africa than it is at present. It
is @ component of the South African energy po-
licy but is stated very much in terms of being
one of the measures to improve security of
supply. If international measures to cut GHG
emissions change the economics whereby coal is
such a low-cost option compared to other sour-
ces, then the diversification will become a key
for the South African energy economy which is
so heavily dependant on very-low-cost coal.

Present day comparative costs of energy source
options make alternatives to coal non competiti-
ve for much of the South African energy supply:
which is how the existing pattern of energy con-
sumption has arisen - where coal supplies more
than 70% of primary demand and directly supp-
lies more than 50%, and indirectly more than
80%, of industrial energy demand, and also ac-
counts for 95% of electricity production.

For more than ten years South Africa has stated
that it aims to diversify but with little result. This
is problematic. South Africa has similar problems
to other countries™: “ transition to new kinds of
fuel is a long-term process and is not always

economically expedient” .

20

As expressed by Deputy Minister's of Industry and
Energy of the Russian Federation A.G. Reus at his
the Presentation on CERAWeek, Oil Summit, Hou-
ston. USA 2007
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7. Ensuring physical security of critical
energy infrastructure

This is not at the top of the energy policy priority
list in South Africa but is addressed in other go-
vernment policies involving security.

5 South African policy interests and
respective mechanisms of
international dialogue and arbitrage

Following on the 2006 Petersburg Declaration,
the 2007 G8 Summit Declaration on Climate
Change Energy Efficiency “invites South Africa —
and other O5 states— to adopt the G8 Global
Energy Security Principles.”

It has been argued throughout this paper that
South African energy policy is largely in accord
with the G8 Global Energy Security Principles, as
stated in the Petersburg Declaration and as ex-
panded upon in the Plan of Action.

Further, South Africa has ratified the UNFCCC
and has actively complied with its commitments
thereunder. Thus, subject to the acknowledge-
ment that this is done under the principle of ac-
ceptance of “common but differentiated res-
ponsibilities” as understood in the context of the
UNFCCC, it is reasonable to expect that South
Africa would be able to adopt a similar relati-
onship under the principles of the Petersburg
Declaration.

As far as international arbitrage under the WTO
model is concerned, it must be noted that South
Africa was a founding member of the GATT, has
been a WTO member since 1995 and takes an
active and often leading role in WTO processes.

Thus, South Africa is familiar with, subscribes to
and supports WTO type dispute settlement.

South Africa patently accepts the WTO system as
a member. However, there could be improve-
ments specifically for developing countries: for
example nothing in the current terms of referen-
ce for panels requires them to examine the deve-
lopment implications of their decisions: although
they are authorized to and there is a history of
their including such considerations. Including
such a requirement for panelists to examine de-
velopment implications of decisions would expli-
citly place consideration of development goals
within the process and facilitate effective resolu-
tion of some of the incompatibilities between,
for example developed and developing count-
ries’ issues around mitigation. Equally, it would
make sense for this kind of requirement to be
part of South African participation in mecha-
nisms to implement the principles in the Peters-
burg Declaration, also under a “common but
differentiated responsibilities” principle, which
acknowledges both the common interests of de-
veloped and developing countries and their spe-
cial needs.
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