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FINLAND

Growth is projected to strengthen as higher foreign demand and improved
competitiveness boost exports. Domestic demand will be held back by slow income
growth, but brightening employment prospects and consumer confidence, together with
low interest rates, will support consumption and residential investment. Inflation will
pick up gradually, as spare capacity shrinks.

The Competitiveness Pact signed by the social partners in mid-2016 is improving
cost-competitiveness, which had deteriorated in recent years. The pact is restraining
household income growth, but this is partly offset by tax cuts. The government has
reformed unemployment insurance to enhance work incentives, but employment needs
to be boosted to foster inclusive growth.

Globalisation has propelled productivity gains and improvements in living
standards for decades. The extensive social safety net and high investment in skills
have helped workers to adapt to changes induced by global developments. Continued
cost-competitiveness, sustained investment in education and R&D are the keys to
reaping the benefits of globalisation.

The economy is gathering momentum

GDP growth increased significantly in 2016, lowering unemployment and boosting

employment growth, consumer confidence and household consumption. Residential

investment has bounced back amid brightening economic prospects and record low

interest rates. Large-scale projects have supported investment in machinery and

equipment. Exports have shown signs of revival, as foreign demand recovered and

competitiveness improved. The strength in labour-intensive activities, notably

construction, combined with a stagnant labour force due to population ageing, has reduced

unemployment. The pick-up in output growth has also contributed, along with fiscal

measures, to reducing the government deficit.

Finland

Source: OECD Economic Outlook 101 database.
1 2 http://dx.doi.org/10.1787/888933503073
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The recovery is strengthening
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Investment and exports are steaming ahead
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Restoring competitiveness to foster inclusive growth

Finland benefitted greatly from globalisation from the mid-1990s to the 2008 crisis.

However, in a small open economy globalisation also exposes people to developments from

abroad. Over the years, Finland has suffered from the collapse of Nokia’s global mobile

phone business, the fall in global demand for paper and the difficulties of the Russian

economy. A strong social safety net alleviated the impact of these events on consumption,

supported the unemployed and facilitated industrial restructuring. In 2016, the social

partners agreed on a Competitiveness Pact to lower unit labour costs by about 4%

from 2017 and freeze wages until end-2017. The negative impact on household demand is

to be mitigated by tax and social contribution cuts. Meanwhile, it will be important to make

sure that the programmed cuts in education spending and lower R&D investment do not

reduce non-cost competitiveness.

The government aims to raise the employment rate from below 69% in 2016 to 72% by

2019, which would both support growth and broaden the distribution of its benefits. The

unemployment insurance reform will strengthen work incentives, but reaching the target

will require further measures to enhance skills, streamline employment regulations and

allow more flexible wage setting. Reducing the combined duration of parental leave and

the home-care allowance would raise female employment and reduce gender inequality.

Finland: Demand, output and prices

1 2 http://dx.doi.org/10.1787/888933505828

2013 2014 2015 2016 2017 2018

Current prices 
EUR billion 

GDP at market prices  203.3    -0.6 0.3 1.4 2.0 1.5 
Private consumption  111.3    0.8 1.5 2.0 1.1 1.0 
Government consumption  50.3    -0.5 0.1 0.5 0.1 -0.1 
Gross fixed capital formation  43.1    -2.6 1.1 5.2 4.7 2.0 
Final domestic demand  204.7    -0.3 1.1 2.3 1.6 1.0 
  Stockbuilding1,2  0.5    0.2 0.4 -0.2 -0.2 0.0 
Total domestic demand  205.1    -0.1 1.4 2.1 1.4 1.0 
Exports of goods and services  78.9    -2.7 2.0 0.5 5.0 4.5 
Imports of goods and services  80.7    -1.3 3.1 2.5 3.1 3.1 
  Net exports1 - 1.8    -0.5 -0.4 -0.7 0.6 0.5 

Memorandum items
GDP without working day adjustments        _ -0.6 0.3 1.4 ..  ..  
GDP deflator        _ 1.7 1.7 0.8 1.1 1.2 
Harmonised index of consumer prices        _ 1.2 -0.2 0.4 1.2 1.5 
Private consumption deflator        _ 1.3 0.4 0.6 1.1 1.4 
Unemployment rate        _ 8.7 9.4 8.8 8.5 8.2 
General government financial balance3        _ -3.2 -2.7 -1.9 -1.7 -1.4 
General government gross debt3        _ 71.4 74.2 75.9 79.1 81.8 
General government debt, Maastricht definition3        _ 60.2 63.7 63.6 64.8 66.4 
Current account balance3               _ -1.3 -0.6 -1.1 -1.2 -0.7 

1.  Contributions to changes in real GDP, actual amount in the first column.                              
2.  Including statistical discrepancy.  
3.  As a percentage of GDP.            
Source: OECD Economic Outlook 101 database.      

      Percentage changes, volume 
(2010 prices)  
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More balanced growth ahead

Exports have recently started to complement domestic demand as a growth engine.

Going forward, the contribution of exports to growth is set to increase. A number of factors

point to relatively strong export growth over the coming years. World trade is recovering,

competitiveness is improving, extra capacity has been built in some sectors, like paper and

automotive industries, and order books in shipbuilding are strong. On the other hand, the

low wage increases needed to ensure competitiveness will weigh on private consumption,

and investment is likely to decelerate after a strong rebound.

An upside surprise in world trade and global investment would boost Finnish exports,

as would a stronger-than-expected recovery in Russia. Moreover, the impact of

competitiveness gains on exports might be stronger than foreseen. However, world trade

prospects are clouded by policy uncertainty and geo-political risks. On the domestic side,

strong confidence suggests upside potential for private consumption and investment.




