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Economic Forecast for 2018–2019

Strong Growth Continues – Finland
Wasn’t a Hopeless Case, After All
It is likely that the impending trade war will be limited to individual product
groups. If so, growth will continue in Finland this and the next year. The economic recovery shows that Finland has not been endowed with the exceptionally serious structural problems as alleged. Because of spending cuts and
other measures, the strong economic development will not improve the situation of all population groups equally. The growth of income inequality
should be mitigated by updating basic social security, which would include
index adjustments of benefits no later than 2019.

»» Economic growth will continue, provided that
the threat of a trade war can be thwarted in time
»» The employment rate will increase in the divided labour market, but the unemployment rate
will be slow to fall
»» Income differences will increase rapidly if basic
social security is not upgraded
»» Research and development investment is once
more on the increase

T

he growth of the Finnish economy that began already in 2016 picked up speed in 2017. Much of the growth, especially in the early part of the year, occurred
in high-profitability export industries, which explains the
modest improvement in the employment rate. Toward the
end of 2017 and early 2018, the employment rate also grew
rapidly. Growth in investment has been rapid, and there
has been an upswing in R&D investment as well.
Revised preliminary data of the 2017 national accounts were published at the end of March. According to
them the GDP volume would have increased by 2.6 per
cent. This figure indicates the increase in GDP volume,
calculated as an increase in value added. The preliminary
data shows that the difference between GDP calculated
as value added and as expenditure (statistical discrepancy) as exceptionally large, about 2 billion euros. It is therefore quite likely that the figures for the 2017 GDP and
its growth will be larger subsequent releases.
As this forecast is being drawn up in spring 2018, the
general situation is even more unpredictable than before. President Trump announced in early March that the
United States will impose a tariff of 25 per cent on steel
imports and 10 per cent on aluminium. The primary tar-
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get of the tariffs is China, and many other trading partners – notably the entire European Union – have so far
been exempt. The US has subsequently announced that
it will also impose tariffs on technologically more advanced Chinese products that have allegedly infringed upon
the industrial rights of US companies. China has said it is
contemplating counter-tariffs on a number of American
products exported from the US to China, to the tune of
about three billion dollars annually.
A full-blown trade war between the USA and China,
which might spread elsewhere, would have dire and unforeseeable consequences. One only need recall that the
US Tariff Act (1930) has often been seen as one of the
principal reasons for the Great Depression in the 1930s.
However, the only radical goal President Trump has
been able to implement to date is the tax reform, which
was passed in December 2017 and which is in line with
the general aims of the Republican Party. By contrast the
wall between Mexico and the USA, which is not in line
with the Republican agenda, seems unlikely to come into
fruition: additional Federal allotments for border security have been quite insufficient for the construction of the
wall between the two countries.
This forecast is based on the scenario we consider to
be the most probable one, in which only a small part of
the tariffs which limit exports to the USA, and the tariffs
imposed as a counter measure, will be realized. Finnish
exports will see less growth in 2018–2019 than in 2017,
but the growth will be considerably larger than that of
imports. Investment will also continue to grow, with a
greater than average focus on R&D, which declined for an
extended period (2011–2016) owing, among other things,
to the termination of Nokia’s mobile phone operations.
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EMPLOYMENT GROWTH IS NOT REFLECTED
IN THE NUMBER OF UNEMPLOYED

T

he number of employed has grown at an astounding rate in the first months of 2018. We estimate that growth in employment will continue
robustly and that the Government’s goal of a 72 per cent
employment rate, which previously seemed impossible,
will be attained in 2018.
Measured by the ratio between the volume of GDP and
the number of hours worked, labour productivity improved robustly last year, as the drivers of economic growth
were high-productivity export industries. Preliminary
data suggests an increase in labour productivity of just
under 2 per cent. We consider it likely that the productivity estimate will be revised upward as more accurate
figures for the 2017 GDP come in. In the forecast period,
the expansion of growth to lower productivity industries
– sectors that have smaller impact on GDP growth but generate more jobs – will dampen the growth of labour productivity, and in our forecast labour productivity changes
in 2018 hardly at all from last year.
Collective wage negotiations last autumn and spring resulted in wage raises that are moderate in the context of the
current economic situation, and the growth of real hourly
earnings for employees during the forecast period will remain fairly small (0.6 per cent in 2018 and 0.9 per cent in
2019). However, the aggregate wage bill will be increased by
the improving employment situation, and property income
will also grow. We therefore estimate that private consumption will grow faster during the forecast period than before.
The improved employment situation reduced the number of unemployed only little. The number of employed in
January and February was more than ten times larger (under the definition used in the labour force survey) than the
reduction in the number of the unemployed. According to
our forecast the number of unemployed will continue to
decrease slowly for the rest of 2018 and also 2019. The slow
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decline suggests that a considerable part of unemployment
as indicated by the current employment rate is in fact independent of economic trends. Lifelong learning and adult
education are important ways to improve the labour market status of people who are difficult to employ, but in the
case of ageing employees in particular, pay subsidy might
sometimes be a better way to mitigate unemployment.

THE ECONOMIC UPTURN MAKES
THE COLLECTIVE ILLUSIONS FROM
THE RECESSION VISIBLE

W

hen the financial crisis broke out in 2008, the
public sector surplus of over 9 billion euros
quickly turned into a deficit. The international financial crisis was in Finland followed by a recession
caused primarily by industry-specific reasons, such as the
end of Nokia’s mobile phone business and the decrease
of production capacity in the forest industry, the latter of
which was outdated and unable to respond to changing
demand. During the recession, a collective illusion emerged in Finland that the country’s economic performance,
which was poorer than in reference countries, was caused by structural problems typical to Finland alone. For
instance, an economic forecast issued by Nordea Bank
just two years ago portrayed Finland as a hopeless case,
unable to implement the internal devaluation – required
by the country’s membership in the euro area – which
would have improved the country’s cost competitiveness.
Nevertheless, the cost competitiveness of Finnish industry, measured by nominal unit labour costs, improved
last year by about 4 per cent, whereas the same figure
for main reference countries (Germany, Sweden, and the
average of the entire EU) changed only a little. The public
sector deficit has decreased rapidly as growth has gotten
under way. The general government deficit will revert
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into surplus next year, and the EDP debt (consolidated
gross debt) will reach the reference value, stipulated in
the EU Stability and Growth Pact, of 60 per cent in 2018.

IN THE NEW ECONOMIC SITUATION,
INDEXATION OF BASIC SECURITY
BENEFITS SHOULD BE RESTORED

O

ur forecast indicates that the Government budget
will remain in deficit this year and next one, despite robust and positive development of the economy. One obviously valid way of improving Government

INDUSTRIAL CONFIDENCE AND INDUSTRIAL
PRODUCTION IN FINLAND 2008:01–2018:03
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funding would be to repeal corporate subsidies that have
a distorting effect on competition. The failure of the Government to do so can be considered most unfortunate.
The moratorium instated in 2016 on the index adjustments of basic social security and housing allowance
for the entire term of the Government will continue in
2018. The economic upswing and the speedier than expected recovery of the balance of Government finances,
along with the improved employment situation, make the
moratorium even more unfair. Index adjustments could
be reinstated in a fiscally neutral way if some of the money now spent on corporate subsidies were to be used for
that purpose. 
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International Economy

The upswing of the global economy
shows signs of slowing down
»»
»»
»»
»»

Growth of the world economy will slow down slightly
Growth in the euro area will remain just over 2 per cent
Euribor rates will not rise until the end of 2019
Growth will slow down slightly in the US and China
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WORLD ECONOMY SLOWED DOWN BY
UNCERTAINTY GENERATED BY TARIFFS

E

arlier this year, the US imposed import tariffs on
aluminium and steel and has since then considered
imposing tariffs on other products. A widespread
trade war could slash entire percentage points from the
current growth rate of just under 4 per cent of the world
economy. Although we expect a deal to be reached and
a trade war averted, the tariffs and the uncertainty they
generated have nevertheless had a dampening effect on
foreign trade, investment and the growth of production.

ECONOMIC GROWTH IN EUROPE WILL
SLOW DOWN TO JUST OVER 2 PER CENT

E

conomic growth in the EU and the euro area reached 2.7
per cent in the latter half of 2017, up 0.5 per cent from
the start of the year. However, the past few months have
shown a downward turn in various confidence indicators, PMI
(graph), export orders and even industrial production. We
expect growth for 2018 to remain 2.4 per cent in the euro area,
2.3 per cent in the EU and to slow down even more in 2019.
Even before the threat of a trade war there were observable trends which continue to have a negative effect on the
economy in Europe. If the price of oil remains at the current
level of just under 70 dollars throughout 2018, it is nevertheless on average 25 per cent more expensive than in 2017. The
continuing growth of oil production in the US is expected to
lead to a fall of the price by a few dollars next year.
The price competitiveness of the euro area has weakened by more than 5 per cent from the middle of 2017,
but it still remains about 15 per cent better than at the beginning of the decade. The rising capacity utilisation rate,
which also slowed growth down, has already led to a clear
increase in investment. Public spending is also showing
signs of recovery. Private consumption is being supported
by pay raises and tax cuts.
Inflation in the euro area was 1.5 per cent in 2017 and will
remain at 1.3 per cent in 2018. As the unemployment rate

drops below 8 per cent, labour costs will begin to grow slightly, and inflation is expected to rise to 1.5 per cent in 2019.
Brexit seems inevitable now, and several indicators
show signs of weakening in the UK economy. Economic
growth in the UK is expected to slow from last year’s 1.7
per cent by a few tenths of a per cent both in 2018 and 2019.
Sweden suffers from falling housing prices and weakening
of private consumption. Exports and industrial production
are bolstered by the decline of the Swedish krona, which
shows signs of becoming swifter. Growth for this year is
forecast at 2.6 per cent and 2.2 per cent for 2019.

EURO INTEREST RATES WILL START
TO RISE AT THE END OF 2019

T

he ECB is expected to continue its bond purchase
programme until the end of the year, after which
its tapering is going to proceed in a very cautious
manner. Inflation expectations in the euro area have come down slightly of late, but as pressures mount in the
labour market the central bank is expected to raise its interest rates by 0.25 percentage points in September 2019.
The three-month Euribor rate, commonly used in
mortgages, has so far not shown any signs of rising. The
development of the Euribor graph in the figure attached
here corresponds to futures that reflect market expectations, and the graph rises slightly at the end of next year.
The figure also shows the history and forecast for the
U.S. federal funds rate and for the three-month Libor,
which is used for dollar-denominated funds in London.
The Fed has already begun to raise its interest rates and
has announced that it will continue to do so. Libor, however, has started to increase even more rapidly. The gap
between the two has recently widened because of factors
associated with federal taxation and debt, as well as the
tapering of the Fed’s balance sheet. This does not imply
any tightening of the global credit market since, so far, no
alarming signs can be detected in the CDS market.
Long-term interest rates will rise more in the US than
in the euro area. Because of differences in growth expe-
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ctations, the euro should weaken against the dollar, as is
typical, yet in the first quarter of this year the euro has
been on average 8.8 per cent stronger versus the dollar
than in 2017. The growing attractiveness of euro-nominated assets can be explained at least by the uncertainty
of President Trump’s politics and the abatement of the
euro crisis. The exchange rate of the euro against the
dollar is expected to remain at the current level of 1.23
throughout the forecast period.
Price competitiveness of the United States has improved by more than 5 per cent in one year, with the growth
in exports reaching 5 per cent at the end of 2017. Furthermore, many internal indicators point toward a boost in
economic growth from last year’s 2.3 per cent, even up to
over 3 per cent. Growth will be supported quite robustly
by fiscal policy as well. There are already, however, some
signs of a slowdown, which is being instigated by increases in interest rates and tariffs, which are detrimental to
the economy. Growth is expected to remain at 2.7 per cent
this year and at 2.4 per cent next year.

CHINA IS PUTTING THE BRAKES
ON INCREASED LENDING

A

s expected, last year’s economic growth in China
reached 6.9 per cent but will slow down in 2018,
closer to the official target of ‘about 6.5 per cent’,
and to 6.3 per cent next year, which is almost inevitable.
China will steadily move onto a slower, consumption-driven growth path, limiting investment and debt, which will
in turn have repercussions on the world economy through
imports. China will nevertheless retain growth and employment by easing its monetary and fiscal policy.
Economic growth in Japan was 1.7 per cent in 2017
and is expected to slow down to 1.4 per cent in 2018. A

EURO AREA PURCHASING MANAGER
INDEX 2012:01–2018:03 AND QUARTERLY
CHANGES IN GDP (%) 2012:1–2017:4
60
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raise of 2 percentage points in VAT at the end of 2018 will
slow down growth even further to 0.8 per cent. When India clears up its problems with the currency and VAT reforms, its growth will reach 7 per cent or higher.
Supported by increasing oil prices and the easing of
monetary policy, economic growth in Russia will reach
1.8 per cent this year and next. Emerging from the worst
recession in its history, Brazil reached 1 per cent growth last
year and is expected to reach 2.5 per cent in 2018 and 3.2 per
cent in 2019. Background factors include improving confidence, devaluation of the currency and lower interest rates. 

INTERNATIONAL ECONOMY
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FOREIGN TRADE

Foreign Trade

Prospects for exports mostly looking good
»» The trade war affects directly only a few product categories in Finland
»» Indirect effects can be much greater
»» Exports will grow in all fields of manufacturing, leading to increasing
current account surplus
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F

innish goods exports grew quite rapidly in the early
part of 2017, in the first quarter exceeding the corresponding value from 2016 by more than 14 per cent. The
rapid growth was made possible by the international economic upturn, the effects of which seem to now be levelling out.
The growth in exports nevertheless remained more than 2
per cent higher than the growth of imports. Both the balance
of goods and the balance of services reverted to surplus.
The threat of a trade war makes forecasting foreign trade difficult. From the Finnish perspective, unpredictability
is greatest in the steel industry. As of this writing (6 April
2018), the application of US tariffs on steel and aluminium
on EU countries has been halted, although the decision has
not been reversed. President Trump has recently proposed
tariffs that would also target other Chinese imports.
The direct impact of the steel tariff on Finnish exports
is fairly small, since only about 0.1–0.2 per cent of Finnish

exports of goods consists of exporting affected steel products to the US. The main effects of tariffs on the Finnish
economy would be difficult to assess; with lower prices
of aluminium and steel, the consequences could be either
positive or negative. Our forecast is based on a scenario in
which tariffs imposed by the US do not lead to a large-scale trade war and only affect specific product categories.
Indicators of the cost competitiveness of Finnish industries suggest continuing growth of exports. The graph
herein shows that the unit labour costs of Finnish manufacturing industries fell by over 4 per cent in 2017, while the same figure for Sweden, Germany and the EU fell
on average fairly little. The difference is explained by the
Finnish Competitiveness Pact and wage agreements in reference countries but also by the growth of labour productivity in Finnish manufacturing industries, which has been
about 0.5 per cent higher than in the reference countries.

EXPORTS OF GOODS AND SERVICES 2008:1–2017:4
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RAPID GROWTH IN GOODS EXPORTS
EXPECTED TO CONTINUE

N

early one-half of all goods exported from Finland
are produced by the metal and electronics industries
(incl. machines, equipment and vehicles). Products
from the chemical and forest industries each comprise about
one-fifth of the total. The latest Business Tendency Survey of
the Confederation of Finnish Industries expects the outlook
to improve and exports (in a 6-month period) to grow in all
main sectors of the export industries mentioned above.
Significant markers of growth in the export of goods in
the forecast period will include an increase in the production of automobiles when production of the new Mercedes
Benz A series is launched in Uusikaupunki next summer
and the delivery, planned for autumn 2019, to Costa Cruises
of a cruise ship built in the Meyer Turku shipyard, which
will be larger than any ship previously built there. Launched officially in August 2017, the Äänekoski bioproduct
plant will reach nominal production capacity in summer
2018, which will show up as an increase in forest industry
exports. A strong increase in the demand for softwood
pulp will entail not only greater production volumes but
also higher prices; the price of softwood pulp has increased more than 20 per cent in the past year.

FOREIGN TRADE

We have reason to assume that the figure for the volume of service exports will be revised upward, at least
for tourism exports. According to accommodation statistics, the number of nights foreign tourists spent in Finland increased by almost 17 per cent last year, but the first
version of the 2017 annual national accounts (which did
not yet include detailed data on credit card payments by
foreigners) suggests that the value of tourism exports (a
measure of the money spent by foreigners in Finland)
increased only by about 7 per cent. The boom in hotel
construction in northern Finland and in the capital region suggests that tourism exports have a good chance of
expanding its current, small share (about one-tenth of all
service exports) into a significantly larger contribution to
Finnish exports.

CURRENT ACCOUNT BALANCE
WILL REMAIN POSITIVE

H

recise data on the export and import of services becomes available at a considerably slower rate than data
on other items in the balance of supply and demand.
On the basis of current data, service exports seem to have
increased almost 7 per cent and service imports only 1.4
per cent last year, yet the value of service imports appear to
exceed that of exports by more than one billion euros.

aving declined for several years, the export and
import prices of goods took an upward swing in
2017. Although import prices rose faster than export prices, the balance of goods surplus nevertheless increased due to the rapid growth of goods exports. Having
remained in the deficit since 2011, the current account
now showed a surplus of 1.6 billion euros.
Import prices will during the forecast period be increased e.g. because of the increasing price of crude oil.
The restrained growth of wages and salaries in Finland
will exert a lowering effect on relative export prices, but
an opposite effect will be exerted by the increasing price
of softwood pulp and possibly other Finnish exports to
China (due to counter-tariffs on US products). In our forecast scenario, the terms of trade will remain more or
less unchanged, and the rapid growth of exports will cause the current account surplus to increase. 
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INVESTMENT

Investment

The investment boom of 2016–2017
will continue in 2018
»» Investments are expected to increase 3.9 per cent this year and 3.2 per
cent in 2019
»» Growth will be strong for the third consecutive year
»» R&D investment began to grow in 2017
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I

nvestment increased by 7.4 per cent in 2016 and by
6.3 per cent in 2017. The investment forecast for this
year, issued last autumn, remains almost unchanged. It
seems that investment will grow quite robustly for several
consecutive years, which is typical of an economic boom.
Investment in construction grew by 10.2 per cent in
2016, but in 2017 the growth slowed down to 4.6 per cent.
Construction investment will continue to grow by around
4 per cent in 2018 and will continue to grow in 2019, albeit
slowly. Of pending pulp mill projects in Finland, at least
Boreal Bioref at Kemijärvi will be realised; its construction is set to begin this summer. The extra allotment for
transport network development in the government budget will probably give a boost to civil engineering in 2018.
In 2019 the focus of construction will shift from residential building to other building construction, assuming that
a few major projects will commence as planned.
Investment in machinery and equipment increased by
10.7 per cent in 2016 and by 12.4 per cent in 2017, but the
growth projected for this year is much more modest. The
year 2017 saw at least two large individual investments:
machines for the Äänekoski pulp mill and three A350 aircraft for Finnair. Even if no similar large-scale investments
were to be implemented this year, machinery and equipment investment will probably increase due to an upswing
in the number of companies whose production capacity
use is close to maximum. Machinery and equipment investment will continue to grow moderately in 2019.
R&D investment turned up to 4.3 per cent growth in
2017, whereas in 2016 it fell by 3.3 per cent. R&D investment
is expected to grow this year and next. The long-running
decline in R&D investment was largely due to the contraction in Nokia’s operations in Finland, which resulted

in significant personnel reductions in the R&D-intensive
electronics industry. Nokia is set to lay off 353 people this
year, the same order of magnitude as the redundancies of
2016 and 2017 but far less than the redundancies of Microsoft Mobile in 2015–2016, which involved more than 3,000
people. In many other sectors, R&D investment began to
grow as early as 2016. Planned increases in public sector
R&D contributions will also have a positive impact. 
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LABOUR MARKETS

Labour Markets

Employment increases, but the number
of unemployed decreases slowly
»» Employment rate will reach the target point of 72 per cent
»» Decrease in unemployment rate is mechanical, because it is determined by the size of the labour force
»» Most negotiated wage increases will be accumulated in 2019
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D

ue to the economic upswing, employment figures
improved considerably in 2017, and the growth is
expected to continue in 2018 and 2019. The employment rate is expected to be 71.9 per cent in 2018 and 72.6
per cent in 2019. However, the decline in unemployment
remains sluggish, although the unemployment rate will
fall to about 8 per cent over the next two years.
Unemployment rate is not necessarily the best indicator of the number of unemployed people. Unemployment
rate is the number of unemployed people as a percentage
of the labour force, where the latter consists of the unemployed plus those in paid or self-employment. As the labour
force increases, the unemployment rate can fall without
the number of unemployed people necessarily decreasing
at all. This can be the case especially when the labour for-

COMPONENTS OF CHANGE IN EMPLOYMENT
IN JANUARY–FEBRUARY 2018 COMPARED TO
PREVIOUS YEAR

ce increases through an influx of people from outside the
labour force. The Finnish labour markets can be characterized by being two-fold; the fruits of economic growth do
not benefit the unemployed.
According to the Labour Force Survey of Statistics
Finland, the number of employed people in the 15–74 age
group increased by as many as 75,000 in January–February of 2018 compared to the same figure in 2017. This employment change consists of several components. Because
the number of unemployed people fell by a mere 6,500,
only a small part of the increase came from their ranks.
Meanwhile, the increase in the labour force (excluding
the change in the number of working-age population) was
quite large, about 52,000 people. In other words, the rise in employment was mainly due to the influx of people

KEY FIGURES FOR THE LABOUR MARKET

2016 2017 2018f 2019f
15–74
age group
Change in number of employed
of which, change in unemployment

75000
6500

of which, change in population

16500

of which, other changes in labour force

52000

Source: Statistics Finland

Unemployment rate (%)

8.6

8.1
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Working age population (1 000) 4109 4114

4135
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Employment rate (%)

8.8

Labour force (1 000)

2685 2707 2769 2785

Employed (1 000)

2448 2473 2545 2566

Unemployed (1 000)

237

234

224

219

Index of wage and salary
earnings (%)
Average hourly earnings (%)

0.9

0.2

1.9

2.6

1.0

0.6

1.7

2.2

Source: Statistics Finland, Labour Institute for
Economic Research
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from outside the labour force. This trend was particularly
strong in the 15–24 and the over-55 age groups. This situation is particularly worrying if students enter the labour
market without a completed degree.
The question remains open whether the people entering the labour force are those with the greatest potential and how long this trend can continue. There are no
periods in the history of the Finnish labour market when
large numbers of people have entered the labour market
from outside the labour force for many years in succession. We therefore expect the growth in the volume of the
labour force to level off next year.
The decline in the unemployment rate is mainly due
to the fact that the size of the labour force is increasing.
According to the forecast, the number of unemployed will
fall by about 10,000 people in 2018 and by 5,000 in 2019.
There are severe frictions in the Finnish labour markets.
It would be beneficial if public discussion on employment
would cover not only the Government’s employment goals
but also more openly the other side of the coin, namely the
number of unemployed.

GROWTH IN EARNINGS WILL
INCREASE AS A RESULT OF UNIONLEVEL COLLECTIVE BARGAINING

B

oosted by the technology industry, the general line
of pay rise has been 3.2 per cent, set to be implemented over the next two years. This seems to qui-

EMPLOYED, UNEMPLOYED AND LABOUR
FORCE, CHANGE 2000–2019
80

1000 persons

te comprehensively be the case in the private sector. In
public sector agreements, across the board pay rise, as
well as local pay settlements, will be even higher than
the general 1.6 per cent in 2019. The 30 per cent cut in
holiday benefit due to the Competitiveness Pact is unlikely to be cancelled, but the resulting loss of earnings
will be offset by a 9.2 per cent one-time compensation to
be paid in January 2019. Because pay raises in the public
sector will be implemented in April–May of the current
year, most of the negotiated wage increases will accumulate in 2019 and also in 2020.
Negotiated wage rates in the public sector will rise by
1.2 per cent this year and 2.0 per cent in 2019. Historically,
wage drift has been fairly modest in the municipal sector.
Negotiated wage rates and the 2019 one-off compensation
can also mitigate the pressure for wage drifts in the municipal sector. In the past ten years, wage drifts have also
been quite modest in the private sector, averaging around
0.5 per cent per annum. In spite of wage increases, however, the pressure for drifts will grow in the private sector;
there are already signs of companies competing for highly
skilled labour.
The overall index of wage and salary earnings will be
1.9 per cent this year, the same as in our forecast last autumn. The combined effect of collectively agreed pay rises
and drifts raises earnings by 2.6 per cent in 2019. Average
hourly wages will remain slightly below the index of wage
and salary earnings (1.7 per cent in 2018 and 2.2 per cent in
2019), as an increasing number of low-paid service employees enter the labour market. 

CHANGE IN INDEX OF WAGE AND SALARY
EARNINGS BY SECTOR 2001–2019
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INFLATION AND HOUSEHOLDS

Inflation and Households

Inflation will remain moderate,
private consumption will increase
»» Consumer prices will rise moderately
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»» Consumer confidence and improved employment situation will lead to
strong growth in private consumption
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W

e estimate that the rise in consumer prices will
remain at 1.1 per cent in 2018 and accelerate
to 1.3 per cent in 2019. Growth in food prices
and improved purchasing power will lead to inflationary
pressure, but we believe inflation will nevertheless remain moderate. The clear increase in the wage bill will
promote an increase in private consumption.

CONSUMER CONFIDENCE 2008:01–2018:03
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nflation traditionally increases in circumstances of
an economic upswing because reductions in the under-utilisation of production capacity accelerate competition for raw materials and labour, ultimately leading
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to higher prices. The development of prices in growing
economies, such as the US, has nevertheless remained
modest in spite of a lengthy growth period. It is unclear
whether the structure of the economy has changed since
the financial crisis in ways that would more permanently
anchor inflation expectations to a lower level.
The inflation rate in Finland is affected particularly
by the costs of food, housing and transport. In earlier
years, the decline in food prices was caused by increased
competition but also by falling prices of raw materials.
Changes in the costs of housing are largely determined
by housing costs from owner-occupied dwellings and
rent, while transport costs change in reflection of the
price of fuel.
Price developments in the early part of this year suggest that food prices have begun to grow moderately after having decreased the past couple of years. No great
change in food prices is expected, however. Increases in
housing costs will be mainly due to rising rent; we do not
expect any major change in the costs of ownership. There
is also reason to believe that oil prices will develop at a
moderate pace because the US is able to step up the production of shale oil quite rapidly, should the need arise
due to an increasing price of oil.

CHANGES IN CONSUMER PRICES
2008–2019
5

Forecasting of the prices of consumer products includes a permanent component of uncertainty due to the
progress in consumer technology, which has made the
comparison of prices and online purchases very easy.

PRIVATE CONSUMPTION BOOSTED
BY GROWTH OF THE WAGE BILL

T

he consumer confidence indicator in Statistic Finland’s survey remained at a record high in February. Confidence in one’s own economy now and in
the next 12 months was also high, on the same level as
before the financial crisis. Unlike in previous consumer
confidence surveys, optimism is being buoyed by the positive development in employment that began last year
and also by the increase in the wage bill.
We expect the volume of private consumption to grow
this year by 2.5 per cent and by 2.0 per cent in 2019. With
inflation remaining moderate, purchasing power will be
boosted by the improving employment situation and pay
rises. The savings rate will remain negative also in this
forecast period. 

PRIVATE CONSUMPTION AND
SAVINGS RATE 2008–2019
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GOVERNMENT DEFICIT WILL
CONTINUE TO DECREASE

T

he government deficit fell by two billion euros last
year, far more than expected. Tax cuts under the
Competitiveness Pact were offset by the strong
growth in corporate tax revenue by close to one billion
euros, approximately half of which consisted of one-off
items relating to corporate acquisitions in the game industry. Central government spending actually declined,
even though the central government’s contribution to
health insurance increased to compensate for the reduction in employers’ statutory contributions. The offset was
the result of spending cuts in the Government Programme and cuts in the holiday bonuses of government staff
and decreases in employer contributions under the Competitiveness Pact.
Central government finances are supported in 2018 by
robust economic growth and rapidly improving employment, with revenue growing faster than spending. There will be considerable strengthening in key tax bases,
and cuts in the income tax will be markedly lower than
in 2017. The State’s share of labour tax cuts will be about
200 million euros in 2018, which will be offset by a slight
net increase in excise duties. Revenues from corporate
tax will remain at a high level but will not increase because of the high reference level last year. The change in
the collection of taxes on import tax has a one-off slowing
effect on the development of VAT revenue.
Government spending will turn upward this year despite the implementation of spending cuts and index adjustment freezes in the Government Programme. Factors
contributing to the spending increase include compensation for the additional reduction in employers’ health
insurance contribution, expenses for the launch of the
social welfare and health care reform (‘sote reform’), and
defence expenditure.

The strengthening of tax bases is also expected to continue in 2019, and spending is estimated to develop modestly.
The consolidation goal in the Government Programme for
2019 is 0.7 billion euros for central government finances,
but the election year and the social welfare and health care
reform will probably result in adjustments to that goal. Based on a statement of the Ministry of Finance, our forecast
estimates that the taxation of wage and salary earners will
not be tightened in 2019. To offset this, the Government is
expected to increase indirect taxation, and revenues from
corporate taxes are expected to support the strengthening
of the State economy. State revenues will continue to grow
more than spending, and the deficit will fall to 2.2 billion
euros, or 0.9 per cent of the GDP.

NO MAJOR CHANGES EXPECTED
IN MUNICIPAL ECONOMY

T

he municipal economy was almost in balance last
year. Total spending in the sector began to decrease,
and increases in tax revenue exceeded the sizable
reduction made in state subsidies . Background factors affecting spending reduction include cuts in education and
culture as required by the Government and the reduction,
due to the Competitiveness Pact, of operational expenses
which are implemented in the wake of the cuts in holiday
benefit and employer contributions. Direct benefits of the
pact for municipal economy were nevertheless eroded by
corresponding cuts in government transfers, a development that will continue during this forecast period.
Corporate tax revenues grew robustly in the municipal sector last year. Municipal revenues were also strengthened by the improved employment situation, which
offset some of the tax losses caused by the Competitiveness Pact. The average municipal tax rate is estimated to
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remain more or less unchanged, although the positive
development of employment will keep tax revenues in
reasonable growth during the forecast period. With the
cancellation of the increase of real estate taxation, the
income from different taxes will grow only slightly, and
the freezing of the central government transfer index under the Government Programme will also have a negative impact on municipal income. Municipal spending will
start increasing when earnings development returns to a
more typical level, even if statutory employer contributions continue to decrease. The increase of expenses will
slightly exceed the increase of income, and the deficit will
grow slowly during the forecast period.

THE ECONOMIC SITUATION OF
SOCIAL INSURANCE FUNDS WILL BE
BOLSTERED BY INCREASING SOCIAL
SECURITY CONTRIBUTIONS AND
MODERATE GROWTH OF BENEFITS

T

he economic situation of social insurance funds
will improve slightly during the forecast period.
The wage bill, on the basis of which social security contributions are calculated, will grow much more
robustly than in the past few years because of the better development of both earnings and aggregate labour
hours. The reduction of statutory employer contributions implemented under the Competitiveness Pact will
be offset by the increases in the contributions paid by
the insured. Factors pushing up pension outlays include the growing number of retirees, higher average pensions, and indexation of employment pensions, even
though the earnings-related pension index only rose by
0.6 per cent due to low inflation. The rise of expenses
will be slowed by the freezing of index adjustments of
basic social security, reduced unemployment and the
introduction of the activation model for unemployment
security. The income of social security funds will grow
slightly faster than expenses throughout the forecast
period, and the sector’s surplus will rise to 1.4 per percent of the GDP.

DEBT RATIOS WILL COME DOWN

T

he ratio of public spending and GDP fell last year
by over 2 per cent due to cuts in the Government Programme and the holiday bonus cuts in the
Competitiveness Pact, as well as the employer contribution reductions. Tax revenue was buoyed by economic
growth, and a large one-off contribution to corporate tax
also improved the situation. On the other hand, tax cuts
slowed down the increase of revenue, with public sector
income falling by almost 1 per cent relative to the GDP.
The clear improvement of the budgetary position of
public finances will continue during the forecast period.
The position inverts from the 1.3 billion euro deficit to
about 0.5 billion euro surplus in 2019, which will also
mark the achievement of the Governmental goal of balancing the accounts during this election period. This year,

PUBLIC FINANCES

public finances will still remain slightly in the deficit.
Monitored by the State Treasury, central government debt increased to 105.8 billion euros in 2017. The fiscal
deficit in state finances during the forecast period means
more central government debt, which will continue to increase and is expected to be about 111 billion euros at the
end of the forecast period. The ratio of general government debt to the GDP will stop growing this year and will
continue decreasing in 2019. The consolidated gross debt
of the public economy (EDP debt) was 61.4 per cent relative to the GDP last year. EDP debt will fall to just under
the 60 per cent reference limit this year and will fall to
58.3 per cent in 2019. 

GENERAL GOVERNMENT NET LENDING
AS % of GDP 2008-2019
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DEBT RESTRUCTURING, RISKS OF
THE BANK SECTOR AND DIRECTION
OF THE MONETARY UNION

O

n 6 December 2017 – fittingly the 100th anniversary
of Finnish independence – the European Commission made a number of proposals for the development of the European Monetary Union. The Commission’s
proposals are largely in line with the concept of a more
centrally governed monetary union that was put forward
in the Five Presidents’ Report (2015), drawn up under the
direction of current Commission President Jean-Claude
Juncker. The new proposals included the establishment
of a European Minister of Economy and Finance, development of the European Stability Mechanism into a European Monetary Fund and the introduction of several new
budgetary instruments. One of these would be a common
backstop to the Single Resolution Fund, which would provide additional resources to be used in a bank crisis.

THE COMMISSION’S PROPOSALS
ARE TAKING EUROPE IN A
FEDERALIST DIRECTION

S

et up by the previous government to examine the
future of the euro area, the Suvanto Working Group
(2015) proposed two ways to fix the ‘design flaws’ of
the monetary union that had emerged in the European
debt crisis. One was a monetary union with centralised
governance and joint liability (which is largely in line with
the Commission’s vision), the other a monetary union of
market discipline. Excessive debt levels would be prevented in the market discipline model primarily through
the market rather than regulation. It would provide member states a credible possibility for debt restructuring in
which part of the debt would go into default. When lenders are aware of the possibility for restructuring, excessive indebtedness is constrained by the unwillingness of
lenders to give more credit to a country deep in debt.
Many of the future visions for the European Monetary Union are hybrids of some kind of these two
models. One model that has attracted a great deal of
attention was presented in a paper by Bénassy-Quéré
et al. (2018), in which market discipline and the possibility for debt restructuring are founded on partial
risk sharing (based on regulation). One argument for
the model is that a credible debt restructuring system
requires pre-existing regulation to mitigate the harm
from restructuring to other countries in the euro area.

DEBT RESTRUCTURING MECHANISM
IS (AT LEAST ALMOST) MISSING
FROM COMMISSION’S PROPOSALS

T

he European debt crisis is a textbook example
of the need for a debt restructuring mechanism.
The crisis countries were able to run up excessi-
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ve debt prior to 2009 partly because of the no-bail-out
rule, which had never before been operationalised despite being in place prior to the crisis. Inscribed in the
Maastricht Treaty, the no-bail-out rule stipulated that
should an EU member state default on its debt, the other members would not accept liability for the debt, but
nowhere was it stated what action the members should
take instead. A mechanism for debt restructuring that
would have provided a means to estimate the amount of
defaulted debts would have, by virtue of its mere existence, raised the interest of crisis countries’ government bonds and thus have limited their indebtedness.
Some have suggested that the European Monetary
Fund could serve as the authority for regulating debt
restructuring. The proposal was put forward in a recent statement issued by Finland and seven other northern EU states (5 March 2018), but the Commission’s
proposal for the European Monetary Fund makes no
reference to debt restructuring or investor liability.
It must be noted, however, that the possibility for
debt restructuring does appear indirectly in the Commission’s statements from December, since the Commission’s roadmap refers to the European sovereign
bond-backed securities suggested by the European
Systemic Risk Board. These securities would consist
of government bonds of EU countries in fixed proportions, and they would be divided into senior, mezzanine and junior class securities.
In the case of default or debt restructuring, senior
securities would be prioritised over other securities,
and mezzanine securities would be prioritised over
junior securities. In its roadmap, the European Commission states that it is supportive of the work of the
Systemic Risk Board on these securities, and it plans
to present a framework for enabling such securities at
a later date. Because the differences between the three
classes of securities would only actualise in situations
of default or debt restructuring, the Commission’s envisaged framework will probably include a more detailed plan on under which circumstances and how debt
restructuring would be implemented for Eurozone
countries.

DEPOSIT INSURANCE WILL
STOP BANK RUNS, BUT ONLY
IF IT ENJOYS CONFIDENCE

T

he three pillars of the European banking union
are a single supervisory mechanism, a single resolution mechanism and a single deposit insurance
scheme, which remains unimplemented. The European
Commission’s roadmap from last December now contains a more specific time schedule for the single deposit
insurance: it should be implemented by mid-2019.
The purpose of deposit insurance is to protect bank
customers but also banks as well. Before the creation
of deposit insurance funds, banks suffered from bank
runs caused by a panic (often for totally random, irrational reasons). That a sufficiently large number of
people believed the bank was soon going to ‘collapse’
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and therefore withdrew their savings was enough to
make the risk of the bank collapse quite real and motivate even more people to withdraw their money.
In the conventional view, deposit insurance will stop
bank runs by rendering them pointless. In other words,
if every bank customer can be safe in the knowledge
that their deposits will be returned even in the case of
a collapse, the withdrawal of deposits by some other
customers is not reason enough to do the same oneself.
Therefore, the mere promise of deposit insurance is
sufficient to prevent bank runs, and it also suffices for
making it unnecessary to ever keep the promise.
However, this mechanism will only work if depositors believe that the guarantor of the deposit will indeed keep its promise. Because the assets of deposit
guarantee funds are insufficient for covering all bank
deposits, the promise of guarantee can only be credible if there exists some authority to provide more assets
when the funds run out. For a sovereign state with its
own currency, that authority is usually the government. In the case of the single deposit insurance scheme
of the EU, additional funding would be provided by the
resolution mechanism and the common backstop of the
Single Resolution Fund.

THE SINGLE DEPOSIT INSURANCE WILL
BOTH DESTROY AND PROVIDE SECURITY

W

e know from experience that the Finnish
economy is vulnerable to disturbances limited to Finland only (excluding the rest of the
euro area). In a serious crisis limited to Finland, such
as the 1990s depression, a banking union with a single deposit insurance scheme would probably be better
for Finland than the current national deposit insurance because assets of the Single Resolution Fund would
be more capable than those of national institutions to
maintain the stability of Finnish banks. Also Nordea’s
decision to move its headquarters to Finland makes an
international deposit insurance more attractive from
the Finnish perspective.
A deposit guarantee scheme shared by several sovereign states is nevertheless an arrangement, just like the
euro, that lacks historical precedent. The most serious
weaknesses in the euro area were unforeseeable and
did not emerge until the system had been in operation
for about ten years, seemingly without any problems at
all. We have good reason to suspect that in some future crisis affecting the entire European Union, the joint
deposit insurance scheme might reveal similar unforeseen weaknesses.
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Bank runs can occur if there is no deposit insurance or if the insurance does not enjoy popular
confidence.
In a union-wide banking crisis, the citizens of Europe might suspect that the EU, with its past record of
ineffective decision making, might not be able to take
action required to safeguard deposits, which could lead
to a failure of the deposit guarantee system. A single
deposit insurance scheme might also have a different
effect on the stability of the banking sector in different
countries in the euro area. In places where citizens have greater confidence in EU institutions than in their
national institutions, switching to a common deposit
insurance scheme might reduce the risk of bank runs,
but the effect might be the opposite in countries that
have more faith in their own institutions. 
Ilkka Kiema
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MORE INVESTMENT NEEDED FOR
RESEARCH AND DEVELOPMENT

I

n current economic growth models, research and
development expenditure determine the technological level and long-term growth rate of an economy. In the new millennium, attention has increasingly
focused on these growth models that have R&D expenditure at their core. In this article, I call them Schumpeterian growth models1. More specifically, the important
indicator of long-term growth is R&D intensity, that is,
R&D expenditure divided by a normalizing factor, such
as value added. For instance, Madsen (2008) finds evidence that suggests Schumpeterian models are a good
descriptor of technological growth across the entire national economy in OECD countries.
In these models, old and less productive products
are replaced by new and technologically more advanced products in a process of creative destruction. This
process is modelled so that companies in the intermediary product market have an incentive to come up with
new, more technologically advanced products because
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a new product enables the company to gain monopolistic power and thereby secure greater profits through
higher prices.
To be able to bring a new product to market, one
must invest in research and product development. The
additional outlay will improve the likelihood of successful development of a new product. In a Schumpeterian
model, the level of the already available technology determines how much investment in R&D is needed. The
more technologically developed the country, the more
it needs to invest because existing products are already
complex and technically challenging. In the model, the
replacement of new capital with technologically more
advanced capital will naturally lead to technological
growth (see e.g., Aghion and Howitt 2009).
According to the Schumpeterian growth model developed by Howitt and Mayer-Foulkes (2005), the speed
of technological growth is affected by country-specific
parameters such as the level and quality of education,
the efficiency of innovation and incentives for innovation. On the other hand, the same parameters also specify whether the economy belongs to those (developed)
countries that invest in R&D. The adoption and imple-

TABLE 1. DECLINE OF R&D INVESTMENT 2008–2016
2008

Total, all sectors

2016

Change

Weighted Contribution

Mill. EUR
in year 2010 prices

%

%

10390

7860

-24.4

5

6

20.0

5888

3323

95

109

412

514

Information and communication (Tol J)

996

Financial and insurance activities (Tol K)

406

Agriculture, forestry and fisheries (Tol A)

0.000

0.01

-43.6

0.567

-24.69

14.7

0.009

0.13

24.8

0.040

0.98

998

0.2

0.096

0.02

306

-24.6

0.039

-0.96

11

42

281.8

0.001

0.30

Professional, scientific and technical
activities (Tol M–N)

1000

1012

1.2

0.096

0.12

Public administration, education, health and
social services (Tol O–Q)

1462

1444

-1.2

0.141

-0.17

114

112

-1.8

0.011

-0.02

10389

7866

-24.3

Forest industry (Tol 16–17)

226

143

-36.7

0.022

-0.80

Chemical industry (Tol 19–22)

501

446

-11.0

0.048

-0.53

Metal industry excl. electrical and electronics
industry (Tol 24–25, 28–30, 33)

750

846

12.8

0.072

0.92

3787

1196

-68.4

0.365

-24.94

All industry (Tol B–E)
Construction (Tol F)
Trade, transport, accommodation and
catering (Tol G–I)

Real estate activities (Tol L)

Other services (Tol R–T)
Total (Tol A–T)

Electronics industry (Tol 26)

-24.3

Source: Statistics Finland, Labour Institute for Economic Research

Modern endogenous growth models also include ‘Romerian models’. In them, too, the growth rate is determined by R&D
expenditure. They differ from Schumpeterian growth models in that new products do not replace old ones, for example.

1
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mentation of technologies developed elsewhere will also require domestic R&D.
In other words, international growth research
claims that long-term economic growth arises from
technological growth. Technological growth in turn is
affected by R&D, whether its purpose is to adopt new
technologies or to innovate new ones.

panies. The volume of R&D investment in Finland
in 2016 was 24.4 per cent less than in 2008, the main
reason being the decline of Nokia’s operations in Finland. This comes across in Table 1, which compares the
contribution of various sectors (share as percentage of
total) to the contraction of the R&D investment of the
Finnish economy.
The business sectors differ from each other in
terms of how much they do research and product deRECENT DEVELOPMENTS IN R&D
velopment. Figure 1 shows the R&D intensity (R&D inINVESTMENT IN FINLAND
vestment/value added) in the main sectors and Figure
2 the R&D intensity in sub-industries of the manufacturing sector. Figure 1 indicates that R&D intensity is
he R&D investments of an economy, consisting
highest in mining, manufacturing and information and
largely of R&D expenditure, include elements
communications. Closer examination of the manufacsuch as the R&D costs of universities and comturing sector (Figure 2) shows that the greatest R&D
intensity is clearly in the electronics
industry. Other sectors with high
FIGURE 1. SECTORAL R&D INTENSITY, AVERAGE FOR 2014–2016
R&D intensity include pharmaceuticals, electrical equipment manufacturing and chemical manufacturing.
The numbers in Figures 1 and 2 are
Agriculture, forestry and fisheries (Tol A)
averages for 2014–2016. However,
Mining and quarrying (Tol B)
comparing the time before and the
time after the financial crisis, the
Manufacturing (Tol C)
sectoral differences have remained
Energy, water and waste man. (Tol D–E)
fairly unchanged.
Construction (Tol F)
The electronics industry is the
Trade (Tol G)
most R&D intensive sector. In FiguTransportation and storage (Tol H)
re 3, the R&D intensity of the electInformation and communication (Tol J)
ronics industry is compared with a
few reference countries. R&D inFinancial and insurance activities (Tol K)
tensities have converged over time.
Real estate activities (Tol L)
In 2010–2016 the intensities were
Prof., scient. and tech. activities (Tol M–N)
between 0.2 and 0.65 (except for one
Publ.adm.,educ.,health,soc.serv. (Tol O–Q)
instance). In this sector the R&D inOther services (Tol R–T)
puts were, in relation to the generated value added, in all the considered
0,00
0,05
0,10
0,15
0,20
countries substantial in the 1990s. In
Source: Statistics Finland
Averages for 2014–2016
the early 2000s, Sweden and France
continued to invest heavily, while
FIGURE 2. R&D INTENSITY IN SECTORS OF INDUSTRY,
the outlay in Finland and the US beAVERAGES 2014–2016
gan to settle at a certain level.
Figure 3 shows that the R&D inWood industry (Tol 16)
tensity of the Finnish electronics inPaper industry (Tol 17)
dustry was lower in 2016 than in e.g.
Printing (Tol 18)
2012. This, however, should not be
Oil refining (Tol 19)
interpreted as showing that the R&D
Man. of chemicals & chem. prod. (Tol 20)
investments in the electronics inPharmaceutical industry (Tol 21)
dustry were too scarce. The greater
Manuf. of rubber & plastic prod. (Tol 22)
problem for Finland is that the agConstruction materials industry (Tol 23)
gregate operations of this R&D-inMetals processing (Tol 24)
tensive sector declined substantially
Manufacturing of metal products (Tol 25)
and, as a result, the R&D intensity of
Electronics industry (Tol 26)
the entire Finnish economy declined
Manuf. of electrical equipment (Tol 27)
during 2008–2016. According to the
Manuf. other mach. & equipment (Tol 28)
growth theory presented above, this
Manuf. of motor vehicles etc. (Tol 29)
should have a negative impact on teManufacturing of other vehicles (Tol 30)
chnological development and longOther manuf., incl. furniture (Tol 31–32)
term growth, yet R&D investment
0
0,2
0,4
0,6
turned upward in 2017. R&D intensi-
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ty will also increase in the coming years, provided that
R&D investments grow faster than the GDP, as indicated in our forecast.
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FIGURE 3. R&D INTENSITY IN
ELECTRONICS INDUSTRY
4
Finland
Sweden
USA
France

TOWARD A BETTER TOMORROW

R

&D investment declined considerably after the financial crisis. These investments have nevertheless
already grown from 2014 to 2016 in e.g. the mining,
forest, chemical and metal industries (excluding electrical
and electronics industry), construction and energy sectors. Moreover, there are clear signs that new, growing businesses will emerge in the electronics industry, for which
R&D activity is central. Therefore, in some respects, the
outlook is clearly brighter than before.
New technologically advanced capital has been
constructed in Finland in recent years. The investment
decision that preceded the construction of the new pulp
mill in Äänekoski was of course affected by several factors. One factor was certainly R&D conducted in the forest industry and, more generally, in the manufacturing
industries, which has contributed to Finland’s enduring,
internationally high level of expertise and education. The
same is certainly true of the pulp mill to be constructed at Kemijärvi and the power plant to be completed at
Kilpilahti this year. The Meyer Turku shipyard can also
be regarded as technologically advanced, as can the automobile factory in Uusikaupunki. Rolls-Royce would
hardly have opened an R&D centre in Turku if Finland
did not possess the necessary know-how.
Now that the economy is growing on a broad front,
it is likely that more will be invested in research and development and that investments in new, technologically
advanced production plants will continue. This will also
create better preconditions for long-term growth. 
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WHO ARE THE LONG-TERM
UNEMPLOYED?

T

he latest figures from the Finnish Ministry of
Economic Affairs and Employment indicate that
the number of long-term unemployed has decreased by about 31,000 people in one year. A person is
considered long-term unemployed if he or she has been
continuously unemployed for at least one year. There
are currently about 80,000 long-term unemployed in
Finland, yet the number remains more than twice compared to years preceding the financial crisis. The number peaked in the second half of 2016 at about 130,000.
Who are the long-term unemployed? In this article,
we examine paths from various labour market states into long-term unemployment and also the background
characteristics of long-term unemployed persons. We
also briefly discuss educational policy tools proposed as
remedies for long-term unemployment.
According to employment statistics, there were
about 350,000 unemployed people in Finland in 2015.
Of all unemployed persons, about 210,000 were hard-toemploy, i.e., structural unemployment. About one-half of
these people are long-term unemployed; that is, they have been continuously unemployed for at least 12 months.
The graph shows the flows of people from various
labour market states into long-term unemployment
from 2010–2015. These figures are calculated from the
total data of Statistics Finland for all persons between
the age of 20–64 and who were classed as long-term
unemployed at the end of year 2015. The graph shows
that, on average, about one-fourth of long-term unemployed persons were previously strongly attached in the
labor market, meaning that they were employed full
year without any unemployment spells. On the other
hand, roughly one-third of the long-term unemployed
had a more fragmented employment history, with pePATH INTO LONG-TERM UNEMPLOYMENT FROM
VARIOUS LABOUR MARKET POSITIONS 2010–2015
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riods of both employment and unemployment annually. For example, people working in fixed-term employment are included into this group.
In other words, more than half of all long-term
unemployed in 2015 had previous employment history.
It is notable that transition from employment to longterm unemployment was particularly common among
worker groups affected by globalisation and robotisation. These include mid-wage office workers and traditional industrial positions. People also shifted to longterm unemployment from low-paid service jobs (such
as cleaning), which are particularly sensitive to economic fluctuation. Some of the shifts from mid-wage positions to long-term unemployment were also attributable to economic fluctuations rather than just to changes
in occupational structure.
About 20 per cent of the long-term unemployed were students or came from outside the labour force (or
the group ‘other’). It is comforting to note that only
about 15 per cent of the current long-term unemployed
had been long-term unemployed already back in 2010.
The prospect for re-employment among this group may
be considered particularly weak if no effective measures are taken.
The table shows the background characteristics of
the employed, all unemployed and long-term unemployed in 2015. Over one-half of the long-term unemployed were between the ages of 51 and 64, whereas
only about one-third of all unemployed and employed
people belonged to that age group. By far the smallest
age group among the long-term unemployed was 20–30
years (11 per cent), whereas young people accounted for
a significantly larger share of all unemployed (24 per
cent). Men accounted for 50 per cent of the employed,
but almost 60 per cent of the unemployed.
EMPLOYED, UNEMPLOYED AND LONG-TERM
UNEMPLOYED, BY BACKGROUND
CHARACTERISTICS, 2015
All
Long-term
Employed unemployed unemployed
%
%
%

100 %

Age 20–30

21

24

90 %

Age 31–40

24

20

17

80 %

Age 41–50

24

20

20

Age 51–64

31

36

52

50

57

59

primary

10

24

28

secondary

59

61

58

higher

31

15

14

2146089

347322

131916

70 %
60 %
50 %

Male

40 %
30 %

11

Education

20 %
10 %
0%
2010

2011

2012

Unemployed 12 mth
Employed 12 mth
From outside labour force

2013

2014

2015

Unemployed part of the year
Student
Other

Source: Statistics Finland and own calculations

Sample size

Source: Statistics Finland
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The long-term unemployed are more likely to have
only primary education, compared with the employed
and also with all unemployed. For instance, only 10
per cent of the employed had only primary education,
compared with nearly 30 per cent among the long-term
unemployed. There were no significant differences
between men and women among the long-term unemployed. The only exception was that a slightly larger proportion of older, long-term unemployed were women,
particularly with lower levels of education.
As the table shows, 72 per cent of the long-term
unemployed had completed post-primary education
in 2015. It is unclear, however, to what extent the lack
of education explains the unemployment among this
group and how skills and ultimately employment might
be improved through education. There is very little reliable research on the effectiveness of policy measures
targeting the adult population, such as adult education. Short-duration retraining or further education for
unemployed persons with higher education is probably one viable and cost-effective form of training. If the
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person’s learning capability is not sufficient, however,
other measures such as wage subsidies and promotion
of regional mobility may be more cost-effective remedies than training.
When the employment situation improves, we will
learn whether the level of structural unemployment
will remain higher that it was before the financial crisis.
Long-term unemployment has decreased since 2015,
but more probably within the group of people who were firmly employed before becoming unemployed. The
level of structural unemployment and the number of
the long-term unemployed depend on structural factors in the labour market but also on how well the skills
of the unemployed match the needs of the changing labour market. The low education level and high average
age of the long-term unemployed suggest that there are
no easy solutions to a possible skill gap. 
Terhi Maczulskij
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