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ESR, Effort Sharing Regulation and the impact of flexibility mechanisms on the emission 

reduction target for the non-ETS sector 
 

The proposed emission reduction target for Finland in the non-ETS sector is the third high-
est in the EU, 39 %. The target included the possibility to use flexibility mechanisms, but 
they can increase as well as decrease the target and in the worst case scenario, have a 
significant increase in the already very demanding target. Finland should use the one-off 
flexibility proposed by the Commission i.e. buy emission credits from the ETS sector (max-
imum 2 %-points per year), even if it means lowering the income from the emissions trad-
ing auctions.  
 
Carbon dioxide emissions from land use and forestry changes (LULUCF) have been linked 
with effort sharing. They may lower the emission reduction target for Finland by 1,3 per-
centage points, however, when using the proposed calculation methodology, the already 
very challenging emissions reduction target for Finland (39%) may be further increased 
even by several percentage points.    
 
The essential factor when calculating the impact is determining the reference level for for-
est carbon sinks as well as the use of forests in the future. Growth plans for bioeconomy 
(including increased use of renewable energy in energy production and as fuel for 
transport) may face challenges or bring additional costs if the definitions are very limiting.  
 

1 Background 

In the Energy Union summer package 2016 proposals for emissions reductions for Mem-
ber States for 2030 (so called effort sharing) were introduced for non-ETS sectors 
(transport, buildings, agriculture, waste treatment, F gases). Additionally, the package in-
cluded a proposal on how to link land use sector and forestry with the EU 2030 targets, as 
well as a communication on decarbonising transport. In October 2014, it had been agreed 
at the European Council that effort sharing between Member States follows the same prin-
ciple as the 2020 targets, i.e. GDP per capita, ranging from 0 to 40% so that the combined 
EU reduction is 30%.  
 

2 Key content from industry perspective  

The emission reduction target for Finland in the proposal for Effort Sharing Regulation is 
39 %. Only Sweden and Luxembourg have a higher target, 40% (figure 1). Many Member 
States with a similar GDP per capita level as Finland received an additional reduction 
based on 'low potential for cost-efficient reductions'. This was not granted for Finland and 
Sweden, even if a lot of work has been done over the past decades, for example on en-
ergy efficiency. Belgium, Holland and Denmark received a reduction of 3 percentage 
points on their target ending up with 35, 36 and 39 percent respectively (without the reduc-
tion they would have been at 38, 39 and 40 percent, i.e. on the same level as Finland and 
Sweden).  
 
For wealthy Member States (GDP per capita higher than the EU average) there is a new 
flexibility element, which is described in the table below. A 2 percentage point one-off 
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yearly reduction is allowed for Finland, which means that the emission reduction target for 
2030 can be lowered to 37 %, if Finland decides not to auction emission allowances and 
invalidate these in favour of the non-ETS sector. This would transfer the same amount of 
allowances to the non-ETS sector.  
 
The flexibility mechanisms of effort sharing are very important and they can have a 
significant impact on the final emission reduction target and related costs. When 
combining the one-time flexibility (see figure) with the LULUCF flexibility and changing the 
assumptions, the difference is several percentage points in both directions. 
 
At the same time, according to different estimations (for example PRIMES model) 6…14 
Member States can reach their 2030 targets without taking any additional measures 
for example because of decreasing population and low target setting. Without an EU level 
obligation for suppliers to provide biofuels, these Member States would have very little in-
centive or motivation for example for lowering the emissions from their transport sector. 
This would mean that the competitiveness gap between Finland and these Member States 
would increase. While there is the obligation for suppliers to provide biofuel in the proposal 
for Renewable Energy Directive, it is much lower than the national target of 30% for 2030 
in Finland.  
  

 

 
 
Figure 1. Emission reduction targets for Member States in 2030 (Source: EC). 

 

3 Current status 

The Council is expected to decide on their position regarding Effort Sharing Regulation on 
19 June. 
 
In the European Parliament the rapporteur for the Effort Sharing Regulation is Gerben-Jan 
Gerbrandy (ALDE) and the rapporteur for the closely linked initiative on flexibilities from 
land use sector (LULUCF) is Norbert Lins (EPP). The shadow rapporteur for ALDE in the 
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LULUCF initiative is Nils Torvalds. The European Parliament's Environment Committee 
will vote on its amendments on 29 May. Parliament's plenary vote will vote on the pro-
posals on 4 July 2017.  

 
 
Table 1. Effort sharing targets and allowed flexibilities (Source: EC). 

Mem-
ber 
State 

2030 target 
compared to 
2005 

Maximum annual flexibility (as a % of 2005 
non-ETS emissions) 

One-off flexibility 
from ETS to Effort 
Sharing Regulation 

Flexibility from land 
use sector to Effort 
Sharing Regulation 

LU -40% 4% 0.2% 

SE -40% 2% 1.1% 

DK -39% 2% 4.0% 

FI -39% 2% 1.3% 

DE -38%   0.5% 

FR -37%   1.5% 

UK -37%   0.4% 

NL -36% 2% 1.1% 

AT -36% 2% 0.4% 

BE -35% 2% 0.5% 

IT -33%   0.3% 

IE -30% 4% 5.6% 

  

4 Industry key messages 

Commission is requested to clarify the reasons for the proposal not to use the correction 
factor for Finland, because the difference between the target based on GDP and cost-effi-
cient reduction potential would be small. For example, the 3 percentage point reductions 
granted to Belgium, Holland and Denmark bring them significant cost savings and improve 
their competitiveness (for example cost of logistics) in comparison with Finland and Swe-
den.  
 
Based on calculations by VTT/VATT the one-off flexibility should be used, because the 
costs of emission reductions rise almost exponentially when moving from 36% to 40%.  
 
There are still major uncertainties regarding the use of the (LULUCF) flexibility depending 
on calculation methodologies, reference levels for forest carbon sinks and whether forestry 
will be included in the calculations.  
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The alternative proposal from the Commission on a one-off flexibility was 4 percentage 
points for Finland. This should be further pursued in negotiations on the basis of uncer-
tainty in the sink flexibility calculations.  
 
The flexibility mechanisms of effort sharing are very important and they can have a 
significant impact on the final emission reduction target and related costs. When 
combining the one-time flexibility (see figure) with the LULUCF flexibility and changing the 
assumptions, the difference is several percentage points in both directions. 
 
Therefor it needs to be ensured that in any case the actual emission reduction target 
cannot be higher than 40% for any Member State (because of LULUCF flexibility), as 
decided in the European Council in October 2014. 
 
All flexibilities should be used in full (one-off flexibility from ETS to non-ETS and LULUCF 
flexibility with fair calculation methods) in order for the emission reduction target for Fin-
land to be more proportional, around 36%. This would lower the marginal cost of emission 
reduction to be less than half of what it would be at 39%. VTT and VATT have estimated 
that the 39% emission reduction target for 2021-2030 would cause a 440M€ additional 
cost on the energy system in comparison with the basic scenario. The impact on the GDP 
in Finland would be -0,6 % in 2030, while the Commission has estimated the EU level im-
pact on GDP to be -0,15…-0,54 %. 
 
There are very different estimates on the additional cost impact of the 2030 targets for 
freight logistics in Finland, ranging from tens of millions of euros per year to hundreds of 
millions of euros per year. The EU level obligation for suppliers to provide biofuel in-
cluded in the proposal for Renewable Energy Directive (RED II) is a useful measure 
for all Member States to reduce emissions from the transport sector. At the same 
time, this secures an EU wide market for biofuels also after 2020. In Finland, the na-
tional target for biofuels is much higher and therefore it is important to ensure the competi-
tiveness of the companies with heavy dependence on logistics and the competitiveness of 
the export sector (for example using a return scheme for diesel tax). 
 
Market mechanisms would also be a good flexibility mechanism. If and when Member 
States need to trade their emission surplus and deficits, it needs to be ensured that Finn-
ish companies have an equal opportunity to participate in the implementation of invest-
ments in target countries.  
 
Regardless of the tight emission reduction targets, 2030 is merely a milestone on the way 
towards the even more demanding 2050 targets. Effort sharing targets for the milestones 
should not be unequal, even if they can bring significant benefits for front runners as they 
need to develop new solutions for emission reductions. Competitiveness of industry needs 
to be ensured all the way, so that there are resources also for innovation.  
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