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Exports will recover and recession ease 
as European investment picks up 

Economic Forecast 2013–2014

The Labour Institute for Economic Research forecasts that Finland’s GDP will contract by 0.6 per  cent 
this year. As recently as last March, we predicted GDP growth of 0.6 per cent. The weaker-than-expected 
development is attributable to the prolonged recession in Europe and the consequent sharp contraction 
of investment as well as a more pronounced slowdown in growth in our neighbouring countries Russia 
and Sweden than anticipated. This has curbed our exports, which have also been hit by the tempora-
ry slowdown in economic growth in some developing countries of key importance from the standpoint 
of our exports. The vulnerability of the industrial structure  – as reflected in the steep drop in Nokia’s 
market share and the downward trend in the demand for paper – have certainly played a role, but they 
have not been the main factors behind the downturn of the economy back into recession in 2012–2013.

The improvement in the global economy will provide a boost to the Finnish economy already toward 
the end of this year. In the second quarter of this year the euro area climbed out of a slump that lasted 
continuously for about one and a half years. The economic development of the EU as a whole has been 
even better than that in the euro area. In the past few months economic growth has accelerated also 
in China, Japan, and Brazil. In some developing countries, however, economic growth has still slowed 
down, at least temporarily, as the financial flows from developing countries have turned toward Europe, 
the US and Japan, lured by rising interest rates and improved economic prospects. From the standpoint 
of Finnish exports, it is also positive that investment will start to recover in Europe and the wider global 
economy. Finland’s gross domestic product will grow by 2.1 per cent next year. The forecast is thus 0.3 
percentage points lower than in March. Because the economic growth is largely driven by exports, it 
will not create jobs nor significantly decrease the public sector’s fiscal deficit during the forecast period.

European debt crisis will subside and 
economic growth will pick up

The European Central Bank’s (ECB) announcement that it was prepared to 
support the eurozone crisis countries by means of bond purchases under 
certain	conditions	has	begun	to	ease	the	financial	turmoil	in	Europe’s	crisis	
countries already since last August. This is evidenced by the decline in long-
term interest rates on the crisis countries’ government bonds. This has also 
lowered	the	cost	of	corporate	financing.	Possibilities	for	companies	to	raise	
funds directly from the capital markets have improved and the availability 
of bank loans to small and medium-sized companies has improved. For 
example, the terms on household consumer loans have improved.

The	financial	crisis	of	European	countries	and	the	difficult	situation	in	the	
crisis	countries’	banks	are	not,	however,	completely	over.	A	significant	part	of	
the large banks have been shored up to such an extent that they no longer 
constitute	a	threat	to	the	financial	markets.	But	a	number	of	European	banks	
are still so weak in terms of their capital structure that they will need a capital 
injection	or	controlled	bankruptcy.	Improving	the	regulation	of	financial	mar-
kets in order to foster stability and predictability is far from complete.
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The	easing	of	the	financial	crisis	has	strengthened	the	real	economy	
of	the	euro	area	in	different	ways.	First,	customers’	access	to	financing	
and its terms have improved in the crisis countries and the customer 
base of crisis banks. Second, the risk of a collapse in the euro area and 
the	associated	open	banking	crisis	has	significantly	decreased,	which	
has encouraged businesses to invest and households to consume in 
the crisis countries and elsewhere. In the euro area and the non-EU 
countries	this	has	been	reflected	in	the	moderate	improvement	of	both	
business	and	household	confidence	already	in	the	first	few	months	of	
this	 year.	 Subsequently,	 in	 recent	months	 confidence	 has	 started	 to	
strengthen again. The upturn in the domestic demand of the euro area 
and	the	EU	was	reflected	in	the	second	quarter	of	2013,	when	private	
consumption and especially investment began to grow again.

The	euro	area	grew	in	the	first	quarter	of	this	year	by	0.3	per	cent	
from the previous quarter. Compared to the same quarter last year, the 
change	in	GDP	was	still	-0.5	per	cent.	The	Labour	Institute	for	Economic	
Research	predicts	that	the	euro	area’s	GDP	this	year	will	remain	0.3	per	
cent	lower	than	last	year,	but	next	year	the	growth	will	be	already	1.3	
per	cent.	The	corresponding	figures	for	the	total	EU	growth	figures	are	
0.1	and	1.6	per	cent,	respectively.	Of	the	major	EU	member	states,	both	
Germany and the United Kingdom will continue to grow next year at a 
rate	of	a	little	over	two	per	cent.	Of	the	southern	European	countries,	the	
crisis	countries	Spain,	Italy	and	Portugal	are	pulling	out	of	recession	and	
will	grow	slightly.	Only	Greece,	Cyprus	and	Slovenia	will	be	in	recession	
next	year	as	well.	As	regards	Finland’s	neighbours,	Sweden’s	GDP	will	
grow	next	year	by	2.2	per	cent,	fuelled	by	an	expansionary	fiscal	policy.	
In	Estonia	and	especially	in	the	other	Baltic	countries	and	Poland	the	gro-
wth	will	still	be	significantly	faster	than	in	the	rest	of	Europe.

From the standpoint of Finnish exports a favourable development is 
that	eurozone	investments	will	pick	up	next	year	to	1.6	per	cent.	This	
year they will still fall by almost 4 per cent. The eurozone unemployment 
rate	will	rise	to	12	per	cent	this	year	and	fall	to	11.5	per	cent	next	year.

Euro area fiscal policy still tight this year

The	euro	area’s	fiscal	policy	was	at	its	tightest	last	year.	This	year	fiscal	
policy is still fairly stringent as well. Thus the European Commission has 
estimated	 that	 the	 euro	 area’s	 structural	 (cyclically	 adjusted)	 deficit	
will	decline	this	year	by	0.5	percentage	points.	Next	year,	fiscal	policy	
will	be	eased	compared	to	this	year	and	the	structural	deficits	are	not	
expected to decline by more than a few tenths of a per cent on average.

The	gradual	easing	of	fiscal	policy	is	reflected	in	eurozone	public	con-
sumption	expenditures:	after	decreasing	by	about	half	a	per	cent	in	2012,	
they will remain this year at approximately last year’s level and grow by 
0.4	per	cent	next	year.	Although	fiscal	policy	will	be	relaxed	somewhat	
with respect to spending, it will still continue to be relatively restrictive.

Of	the	eurozone	countries,	France,	Italy	and	Spain	will	seek	to	make	so-
me compromises this year and next regarding their announced programmes 
to	stabilize	public	finances.	This	effort	to	bolster	their	economies,	which	are	
in	recession	or	just	recovering,	can	be	regarded	as	justified.	The	European	
Union’s	stricter	control	of	the	fiscal	policies	of	its	member	countries	when	
deficits	exceed	the	3	per	cent	ceiling	(Spain	and	France)	or	the	national	debt	
relative	to	GDP	is	excessive	(Italy),	however,	makes	it	difficult	to	postpone	
austerity measures until economic growth is well established.

Germany’s	public	finances	began	to	run	a	surplus	already	last	year,	
giving	 it	 far	more	 leeway	 in	fiscal	policy	 than	other	 countries.	Ger-
man	fiscal	policy	in	2013	and	2014	will	be	slightly	stimulatory	judging	
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among other things by the fact that government consumption is expe-
cted	to	increase	faster	than	the	rest	of	the	economy	(GDP)	and	that	
the public sector’s surplus is no longer expected to grow appreciably.

The	tightest	reins	on	fiscal	policy	have	been	witnessed	in	the	euro	count-
ries	that	have	received	crisis	funding	(Greece,	Portugal,	Ireland,	Cyprus).	Of	
these countries, Greece and Cyprus are still in recession this year and their 
governments’ strict stability programmes are not expected to be eased.

Of	the	non-euro	area	EU	countries,	the	UK’s	fiscal	policy	is	widely	seen	
as the most stringent. Despite this, the economy will grow more rapidly than 
elsewhere in Western Europe. Sweden, on the other hand, will follow a very 
expansionary stance next year, which is why its economy can be expected 
to get back on its growth path faster than, for example, Finland’s economy.

Eurozone inflation 1.5 per cent

The rate of increase in the harmonized index of consumer prices in the euro 
area will slow down this year a percentage point from last year’s 2.5 per cent. 
Producer	prices	have	remained	nearly	unchanged	and	labour	costs	per	hour	
worked increased in the beginning of this year at the same rate as last year. 
The external value of the euro relative to the dollar is expected to remain at 
the	current	level.	Eurozone	inflation	will	remain	at	1.5	per	cent	also	next	year.

ECB key interest rate to remain low

The European Central Bank lowered its key interest rate in May by a quarter 
of	a	percentage	point	to	0.50	per	cent.	In	August,	Draghi	told	the	President	
of the Governing Council to expect interest rates to remain at the current le-
vel	or	below	for	a	long	time.	The	ECB’s	own	inflation	forecast	for	2013	is	1.5	
per	cent	and	1.3	per	cent	for	2014,	which	has	given	rise	to	discussion	in	the	
Governing Council on a further reduction of the key interest rate. This would 
require, however, the ECB’s deposit rate to be negative, which so far has not 
been	desired.	On	the	other	hand,	the	ECB	is	concerned	that	bank	lending	
to the private sector has continued to fall. The ECB will try to improve the 
situation by relaxing the collateral requirements on its loans.

The ECB is discontinuing its quantitative easing programme and so 
far a new one has not been announced, which entails the gradual nor-
malization (i.e. tightening) of the Euribor market. This means, among 
other things, that that the short-term market rates below the key 
interest rate will gradually rise, even if the key interest rate is not be 
increased at all, and even if it is expected to be reduced further. The 
market expectation is that the key rate will begin to be raised in late 
2014.	In	this	case,	Euribor	interest	rates	will	be	much	higher	than	the	
current level. The average annual 3-month interest rate is forecast to 
rise from 0.2 per cent this year to 0.5 per cent next year

Even if the ECB lowered its key interest closer to zero, this is not expe-
cted	to	have	a	significant	impact	on	the	real	economy.	More	important	is	
how the ECB’s new strategy of announcing its monetary policy in advance 
– such as the promise of keeping interest rates low for a long time – is for-
mulated and what effect it will have on short- or long-term market interest 
rates. As regards the latter, there has already been a considerable change 
in direction after the Federal Reserve began in late spring seriously to 
consider discontinuing its own quantitative easing. This has resulted in an 
upward spiral of long-term government bond rates in Europe, and this is 
expected to continue also next year. For example, the German long-term 
interest rate is expected to remain slightly below two per cent on average, 
while Finland’s corresponding rate will rise appreciably above two per cent.
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Oil prices falling slowly

Crude oil prices (Brent) began to rise in the summer due to the deterioration 
of the situation in the Middle East and they are now at about the average level 
of	last	year,	i.e.	a	little	over	110	dollars	a	barrel.	The	price	peak	is	not	expected	
to	be	particularly	high	or	long-lasting.	On	average,	the	price	of	oil	this	year	
will	remain	slightly	below	last	year’s	level	and	next	year	it	will	be	106	dollars.

The	prices	of	many	other	raw	materials	have	recently	fluctuated	only	
slightly or declined. However, there is a slight increase visible in the futures 
prices	of	metals,	which	reflects	the	expectations	of	the	global	economic	
recovery. So far, the signs of raw material costs increasing are too weak to 
expect	a	surge	of	inflation	like	the	one	experienced	last	decade.

U.S. economic growth will accelerate next year

Last year’s economic growth in the US was revised upwards in August 
by	0.6	percentage	points	to	2.8	per	cent.	This	year,	however,	growth	is	
expected	to	remain	at	1.7	per	cent,	above	all	due	to	budget	cuts	becoming	
permanent. Economic growth has been maintained by a faster rise in ex-
ports than imports, industrial production growth, as well as a solid increase 
in consumption of consumer durables and housing investment. Relatively 
good	consumer	confidence	and	declining	household	debt	servicing	costs	
indicate continuing growth. Growth was also supported by the fact that 
tightening measures at the state and local level have eased a little. The 
unemployment rate fell to 7.3 per cent in August, but it would be conside-
rably higher if not so many had discontinued their job searches.

Table 1. International economy

Share of 
world	GDP	

(%)

 
GDP	growth	(%)

2012 2013f 2014f
United States 18.9 2.8 1.7 3.0
Eur-17 13.7 -0.6 -0.3 1.3

Germany 3.8 0.7 0.7 2.1
France 2.7 0.0 0.4 1.7
Italy 2.2 -2.4 -1.6 0.5

EU27 19.4 -0.4 0.1 1.6
Sweden 0.5 0.7 1.1 2.2
United Kingdom 2.8 0.2 1.3 2.1

China 14.9 7.8 7.5 7.5
India 5.6 3.8 3.0 4.5
Japan 5.6 2.0 1.5 2.5
Russia 3.0 3.9 1.8 3.0
Brazil 2.8 0.9 3.2 4.5

Source:	BEA,	BOFIT,	Eurostat,	IMF,	Labour	Institute	for	Economic	Research

World market price of crude oil 
(Brent) 2003:01–2013:08

0

25

50

75

100

125

150

2003:01 2005:01 2007:01 2009:01 2011:01 2013:01

USD/barrel

Source: Energy Information Administration

Government bond yields 
13.9.2012–12.9.2013

0

1

2

3

4

5

6

7

8

13.9.2012 1.1.2013 1.5.2013 1.9.2013

%

Finland
Germany
France
Italy
Spain

Source: Nordea

Considerable uncertainties are associated with predicting US economic 
growth from here onwards, such as the duration of the budget cuts, the 
need to increase the federal debt ceiling and the Federal Reserve’s time-
table for discontinuing its government bonds purchase scheme. The US 
economy	is	forecast	to	grow	by	3	per	cent	in	2014.	The	growth	is	accele-
rated by the upturn in the world economy and, above all, the fact that no 
new budget cuts are expected. The forecast also assumes that monetary 
policy will remain moderate and will not lead to a substantial increase in 
interest rates. The Federal Reserve should convince both households and 
businesses that it will not snuff out the recovery prematurely.
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China’s 7.5 per cent growth

China’s slowdown from last year’s 7.8 per cent economic growth con-
tinued	 in	 the	first	half	of	 this	year.	The	growth	strategy	of	 the	new	
Chinese leadership is now aimed at a goal of achieving 7.5 per cent 
growth. The biggest threat to this target being achieved is the burden 
of banks’ non-performing loans, which have ballooned by about 50 
per cent compared to the beginning of last year. So far, however, it is 
believed that the country’s authorities will be able to handle this debt 
bomb, or postpone it into the future one way or another.

Recently, China’s exports have started to gain momentum, in-
dustrial production is growing faster than before, and private con-
sumption	 is	also	picking	up.	The	rate	of	 inflation	 is	going	to	remain	
at about 2.5 per cent this year, well below the 4 per cent target. The 
central bank has sought to curb the rise in real estate prices, but des-
pite the interest rate peak which occurred in the summer, the effects 
have been minimal. A large amount of direct foreign investment is 
flowing	into	the	country	once	again	and	lending	outside	the	banking	
system has also started to increase. The country’s leaders can be 
expected to stick to the new growth strategy, so they will most likely 
approve the 7.5 per cent target for next year also.

Japan’s easing of monetary policy working

Japan’s economic growth slowed in the beginning of this year, but it pic-
ked	up	in	the	second	quarter	to	1.2	per	cent.	During	the	year	as	a	whole	
its	GDP	will	grow	by	1.5	per	cent.	An	already	approved	law	according	
to which VAT has to be tightened by three percentage points in April 
next	year	and	again	by	two	percentage	points	in	October	2015	has	been	
seen	 as	 a	 threat	 to	 Japanese	 economic	 growth.	 Providing,	 however,	
that the VAT does not become a stumbling-block for economic growth, 
Japan may reach two and a half per cent growth next year.

Russia performing below expectations

Russia	still	reached	3.9	per	cent	growth	last	year,	but	in	the	first	half	of	
this	year	growth	was	well	below	expectations,	averaging	only	1.6	per	cent.	
The country’s leadership has set a target of 5 per cent growth, changed 
the head of the central bank and called for stimulative measures, but so 
far	the	effects	have	just	not	been	visible.	Oil	price	developments	will	also	
not	benefit	Russia.	Debt,	however,	is	still	low	in	the	country,	so	investment	
and consumption may recover with the upturn in the global economy. In 
addition, a good agricultural harvest is expected this year. Annual econo-
mic	growth	will	reach	1.8	per	cent.	Next	year,	it	will	accelerate	to	3.0	per	
cent,	which	for	Russia	is	still	a	clearly	lower	figure	than	in	recent	years.

Brazil has already pulled out of its slump

Brazil’s economic growth was only 0.9 per cent last year, but it start-
ed to pick up and reached 3.3 per cent in the second quarter of this 
year. This trend is attributable to a strong recovery in investment, but 
more recently exports have also shown signs of improvement. As a raw 
materials	producer	Brazil	will	benefit	rapidly	from	the	upswing	in	the	global	
economy as well as a weakening of the country’s currency, the real. Annual 
economic	growth	will	be	3.2	per	cent,	accelerating	to	4.5	per	cent	in	2014.
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Weakening of the rupee will help India

India	has	also	experienced	a	significant	slowdown	in	economic	growth,	
which	subsided	to	2.7	per	cent	 in	the	first	half	of	this	year	from	last	
year’s	3.8	per	cent,	far	from	the	nearly	10	per	cent	level	of	recent	years.	
This	figure	refers	to	the	growth	of	the	volume	of	market-priced	GDP.	Re-
cently, the country’s currency, the rupee, has depreciated as have many 
other emerging economies’ currencies. This will bolster India’s exports. 
Economic growth will be three per cent this year, picking up to 4.5 per 
cent next year in line with the development of the world economy.

Upswing in Finnish exports

In	the	first	half	of	this	year,	the	volume	of	Finland’s	goods	exports	has	
been below the level of last year. According to Finnish Customs statis-
tics the decline has been one per cent while according to the Quarterly 
National Accounts of Statistics Finland the decrease has been more 
than 3 per cent. Towards the end of the year, favourable international 
economic developments will begin to boost Finnish goods exports, al-
though	they	will	still	remain	1.5	per	cent	lower	than	last	year.	Exports	
of services will increase about one per cent, as the negative effect of 
Nokia starts to fade. Total exports will shrink this year by 0.8 per cent.

Next year, demand for Finnish exports will increase in our export 
markets. Goods and services exports will grow by 4 per cent from the 
previous year. It is evident that export growth in the processing industry 
(chemical forest industry, basic chemicals and metal processing) will 
begin	to	accelerate	first,	while	the	machinery	and	equipment	industry	
as well as the electro-technical industry dependent on international cy-
clical development will not accelerate until later next year. Electronics 
industry exports are largely service exports and they are no longer 
declining appreciably because the worst phase of the collapse in Nokia’s 
product sales is almost over. Data processing services oriented towards 
service exports as well as technical services are obvious growth areas, 
and the exports of the former are partly making up for Nokia’s shortfall.

Due to the effects of weak domestic demand and the modest de-
velopment of exports, both goods and services imports will decline 
significantly	this	year.	Total	 import	volume	this	year	will	 remain	2.4	
per cent lower than last year. Next year, the rebounding of domestic 
demand	and	exports	will	boost	import	growth	to	2.6	per	cent.

Finland’s balance of trade will remain close to zero this year. Next 
year, Finland will run a trade surplus of more than 200 million euros. 
The	services	balance	deficit	will	 fall	 this	year,	but	 it	will	still	 remain	
quite high. Next year there will also be a surplus of 300 million euros 
in	the	services.	Due	to	the	deficit	of	the	balance	on	factor	income,	the	
current	account	will	still	run	a	deficit	of	1.5	billion	euros	next	year.	This	
year	the	deficit	is	2.3	billion	euros.

Total export and import prices will fall this year by about half a per-
centage point. Next year the terms of trade will no longer weaken appre-
ciably for Finland, because both import and export prices are rising by 
about the same margin, i.e. about one and a half per cent from this year.

Industry growing faster than rest of 
economy for first time in a long while

Manufacturing output, which fell last year by as much as 8.4 per cent, 
will decline further this year by nearly 4 per cent. Next year, growth of 
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slightly over 3 per cent will be achieved as exports begin to recover. The 
deep slump in construction is also is receding. Last year construction fell 
by almost 5 per cent. Although construction will begin to pick up towards 
the end of this year, its output will fall one percentage point from last 
year. Next year the sector will expand by a few per cent. Indirectly, the 
recovery of construction bolsters industrial production. Due to the forest 
industry, primary production will increase this year by 4.5 per cent from 
last year. Next year, its growth is projected to be one per cent.

Of	the	service	sector,	only	real	estate,	public	and	business	services	
will grow this year. The wholesale and retail trade has contracted owing 
to low investment and the slow growth of private consumption mirroring 
the weak employment situation and the timing of the car tax coming into 
effect. Next year, all service sectors will grow, but the decline in the real 
purchasing	power	of	the	average	wage	earner	is	curbing	growth.	Owing	
to the acceleration of exports, output growth will pick up the most in 
technological services and information services.

Finnish inflation remaining low

The	rate	of	inflation	this	year	will	fall	slightly	short	of	our	1.8	per	cent	
forecast	 last	spring	–	the	rise	of	consumer	prices	will	remain	at	1.6	
per cent, providing there are no surprises in the end of the year, for 
example, in oil prices. While food prices climbed an average of no less 
than	6.3	per	cent	 in	January–July	from	last	year’s	 level,	the	cost	of	
housing remained almost unchanged and in many other subcategories 
of the consumer price index the rise was very modest. The impact of 
the VAT and excise duty increases implemented in the beginning of the 
year	on	this	year’s	inflation	was	about	1.0	percentage	points.

In the beginning of next year, a number of increases in indirect ta-
xes	affecting	the	rate	of	inflation	will	go	into	effect.	Alcohol	and	tobacco	
tax increases alone will raise the consumer price index by over half a 
percentage point. Taxation will also increase with respect to soft drinks, 
electricity and transport fuel. The total impact of taxation increases on 
inflation	is	around	0.8	percentage	points.	If	implemented,	the	moderate	
wage	settlement	will	slow	down	next	year’s	inflation	to	some	extent.	On	
the other hand, a slight positive impact from housing expenses on the 
inflation	rate	is	anticipated.	Thus,	also	next	year	inflation	is	expected	to	
be	about	1.6	per	cent,	i.e.	close	to	the	euro	area	average.

Construction picking up next year

Total investment declined last year by about one per cent. Construction 
declined	sharply,	more	than	five	per	cent,	but	machinery	and	equip-
ment	investment	increased	by	13.9	per	cent.	Total	investment	declined	
in	the	first	two	quarters	of	this	year,	by	2.2	per	cent	in	the	first	quarter	
and	1.3	per	cent	in	the	second	quarter	in	comparison	to	the	previous	
year. However, the change in investment in the current year is relatively 
small	as	a	whole,	i.e.	it	will	fall	by	1.2	per	cent.	In	contrast,	next	year	
investment will experience already fairly solid growth of 2.8 per cent.

Of	the	subcategories	of	investment,	housing	construction	fell	in	each	
quarter	of	last	year	in	comparison	to	the	previous	year.	In	the	first	quar-
ter of this year, housing construction still declined compared to last year, 
but	increased	by	1.8	per	cent	in	the	second	quarter.	Building	permit	data	
and	building	starts	do	not,	however,	predict	a	significant	growth	spurt	in	
residential construction yet. The volume of residential building as a whole 
will decrease quite modestly this year and increase very slightly next year.
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Non-residential building construction declined sharply last year. 
This year the decline has continued, but at a much slower pace. In the 
first	quarter	the	decline	was	14	per	cent	and	7.3	per	cent	in	the	se-
cond quarter. Next year non-residential building construction will start 
to expand once again. Civil engineering construction fell substantially 
last year as activity weakened towards the end of the year. The decline 
will continue this year at a 3 per cent annual rate, but next year civil 
engineering construction will grow one per cent.
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Table 2. Demand and supply
2012 2012 2013f 2014f
Bill. € Percentage	change	in	

volume (%)
Gross	Domestic	Product 192.5 -0.8 -0.6 2.1
Imports 79.8 -1.0 -2.4 2.6
Total supply 272.3 -0.9 -1.1 2.2

Exports 78.1 -0.2 -0.8 4.0
Consumption 156.9 0.3 0.4 0.6

private 108.5 0.2 0.2 0.8
public 48.3 0.6 1.0 0.3

Investment 37.7 -1.0 -1.2 2.8
private 32.7 -1.3 -1.2 3.5
public 5.0 0.9 -1.7 -1.5

Change in stocks1 -0.4 -1.2 -1.4 0.4
Total demand 272.3 -0.9 -1.1 2.2
1 Volume change is in percentage points of GDP.

Source: Statistics Finland, Labour Institute for Economic Research

Despite the bleak economic outlook, machinery and equipment 
investment	increased	last	year	by	13.9	per	cent.	They	have	also	inc-
reased	during	the	first	half	of	this	year,	although	growth	in	the	second	
quarter	was	slower	than	in	the	first.	As	regards	the	whole	year,	mach-
inery	 and	 equipment	 investment	will	 increase	 this	 year	 by	 five	 per	
cent. Next year, the improving outlook will maintain machinery and 
equipment investment growth at the same level.

Overall,	the	level	of	private	investment	is	projected	to	decline	this	year	
by	1.2	per	cent	and	to	grow	by	3.5	per	cent	next	year.	Public	investment	
will	contract	1.7	per	cent	this	year	and	a	further	1.5	per	cent	next	year.

Employment to remain unchanged next year

Employment	grew	slightly	last	year,	i.e.	0.4	per	cent.	During	2013	the	num-
ber of employed has so far declined in all months of the year on a year-on-
year basis, although the decline in the labour force participation rate has 
dampened the rise of unemployment. The poor development of production 
in the current year will lead to a steady but moderate decline in emplo-
yment. The average annual decrease in employment is 0.7 per cent. Next 
year, employment will improve, but very slowly, on average by 0.3 per cent.

The share of the working-age population in the labour force has declined 
in	the	first	quarter.	In	most	months,	it	has	dropped	in	comparison	to	the	
same time a year earlier. As the economic outlook becomes brighter, people 
will return to the labour force. Thus, the size of the labour force will increase 
by 0.3 per cent next year due to the joint impact of the rise in the labour for-
ce participation rate and population growth. As a result of changes in emp-
loyment and the size of the labour force, the unemployment rate will climb 
this	year	to	an	average	of	8.1	per	cent,	remaining	unchanged	next	year.
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The adjustment of labour inputs in the economy takes place not only via 
employment but also through changes in the number of hours worked. Wor-
king hours are easier to adjust than employment, and typically hours worked 
decline more than jobs initially in an economic downturn, but as production 
returns to growth again, they also begin to increase before employment 
figures.	As	growth	proceeds,	before	long	the	development	turns	vice	versa:	
employment	increases	more	than	the	number	of	hours	worked.	In	2012	the	
number of hours worked remained almost unchanged from the previous year. 
The adjustment this year will take place also in working hours, and they will 
be	reduced	by	more	than	persons	employed,	i.e.	1.1	per	cent.	Next	year	the	
number of hours worked will grow faster than employment, i.e. 0.5 per cent.

Table 3. Key forecasts

2012 2013f 2014f
Unemployment rate (%) 7.7 8.1 8.1
Unemployed	(1	000) 207 217 218
Employed	(1	000) 2483 2465 2472
Employment rate (%) 69.0 68.8 69.1

Inflation,	
consumer price index (%)

2.8 1.6 1.6

Wages, index of 
wage and salary earnings (%)

3.2 2.1 1.1

Real disposable income of 
households (%)

0.1 0.3 0.7

Current account surplus (Bill. €) -3.6 -2.3 -1.5
Trade surplus (Bill. €) 0.1 0.1 0.2

Central	government	financial	surplus
Bill. € -6.6 -6.4 -5.6
%	/	GDP -3.4 -3.3 -2.7

General	government	financial	surplus
Bill. € -3.4 -4.6 -3.6
%	/	GDP -1.8 -2.3 -1.8

EDP	debt
%	/	GDP 53.6 56.9 57.7

Tax rate (%) 44.1 44.9 45.0

Short-term interest rates 
(3-month Euribor)

0.6 0.2 0.5

Long-term interest rates 
(10-year	gov’t	bonds)

1.9 1.9 2.4

Source: Bank of Finland, Statistics Finland, 
Labour Institute for Economic Research

Economic	growth	and	decline	are	also	reflected	in	productivity	gro-
wth.	Productivity	growth	has	been	weak	since	2008,	with	the	excepti-
on	of	2010.	Last	year	productivity	deteriorated	again	when	work	input	
did	not	change,	even	though	production	declined.	This	year	the	0.6	
per	cent	fall	in	GDP	and	the	1.1	per	cent	decline	in	hours	worked	re-
presents only 0.5 per cent productivity growth per hour worked. In 
2014,	productivity	will	grow	a	little	faster,	i.e.	1.6	per	cent.

Rise in earnings slows down

Real earnings will continue to rise this year at about the same pace as 
last year, i.e. half a per cent. Nominal earnings growth has slowed do-
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wn,	but	inflation	has	also	subsided	at	the	same	rate.	Low	inflation	thus	
supports the development of real wages as well as purchasing power.

Average	earnings	are	expected	to	rise	this	year	by	2.1	per	cent,	i.e.	
about	one	percentage	point	slower	than	last	year.	This	development	refle-
cts the fact that the salary increases in the ongoing second year of the cur-
rent	labour	market	agreement	are	lower	than	in	the	first	year.	The	second	
year	of	the	wage	settlement	allows	a	pay	hike	of	1.9	per	cent	while	in	the	
first	13-month	period	it	was	2.4	per	cent.	In	addition	to	the	higher	increa-
se	of	contract	wages,	last	year	included	a	one-off	payment	of	150	euros.	
Weak economic growth will keep wage drift modest. Average earnings are 
expected to rise this year at the same pace as the earnings index.

Some of the collective agreements signed in accordance with the fra-
mework agreement are due to expire this autumn. The labour market orga-
nizations agreed in late August on a new comprehensive settlement, which 
set	out	the	future	earnings	development.	The	settlement	called	the	Pact	for	
Employment and Growth calls for low pay increases and hikes in pension 
contributions	over	the	next	few	years.	The	first	phase	of	the	contract	is	for	
two	years	and	will	include	two	contract	wage	increases,	the	first	of	which	
is	denominated	in	euro	and	the	second	is	a	percentage	increase.	The	first	
increase, 20 euros per month or an equivalent hourly wage increase, will 
be implemented four months after the beginning of each sector’s collective 
agreement. The other increase is 0.4 per cent, which will enter into force 
one	year	after	the	first	agreed	increase.	In	the	forecast	earnings	are	expect-
ed to develop in accordance with this comprehensive settlement.

In accordance with the new settlement, contract wage increases 
will not take effect until spring and in different sectors at different ti-
mes, depending on the timing of the collective bargaining agreements. 
Owing	to	the	very	moderate	wage	policy,	earnings	are	expected	to	rise	
next	year	by	1.1	per	 cent.	The	 increase	 in	euros	means	a	 relatively	
faster rise in pay for low-income workers than high-income workers. 
Wage drift is expected to increase slightly as a result of the low contract 
wage increases and the pick-up in economic activity. Average wages are 
expected to increase somewhat faster than the earnings index, due to 
a modest rise in overtime. The rise in earnings will remain slower than 
inflation	and	the	real	earnings	will	decrease	by	0.5	per	cent.

Moderate wage settlement will boost 
employment by 6000–12000 persons

The	still	unconfirmed	wage	settlement	for	coming	years	is	clearly	one	that	
supports	employment.	We	have	estimated	the	employment	and	GDP	impact	
of	the	wage	settlement	using	PT’s	macroeconomic	model.	If	it	is	assumed	that	
between	2014	and	2015	wage	increases	are	one	percentage	point	smaller	
than “normal”, the wage settlement will boost employment at its peak (in 
2015)	by	12,000	people.	The	long-term	effect	is	6000	man-years.	The	effect	
on	GDP	in	the	short	run	(2015)	is	very	small	and	in	the	long	run	0.8	per	cent.

The positive employment effect of the wage settlement occurs when the 
demand for labour increases in net terms. It is evident that the demand for 
labour is growing most strongly in the export industries. At least initially, the 
demand for labour rises in the domestic sector as prices have not yet fallen 
in response to lower wages. The impact on the demand for goods brought 
about by the weakening of purchasing power in domestic sectors will dam-
pen the strengthening of the demand for labour. Initially, private consump-
tion reacts negatively to a reduction in wages, because the prices have not 
yet	fallen.	This	offsets	the	impact	of	strengthening	of	exports	on	GDP.	When	
the	domestic	price	level	eventually	falls,	what	remains	is	mostly	the	GDP	
impact	of	strengthening	exports	so	that	GDP	also	finally	begins	to	grow.
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Household income development 
remaining modest

Last year, the real purchasing power of households remained more or 
less at the level of the previous year, and a similar trend will continue 
this	year.	Nominal	income	growth	is	anaemic,	but	slow	inflation	sup-
ports the present level of purchasing power.

This year earnings growth will slow down and the employees’ hours worked 
will contract. Together, these mean a clear slowdown in wage bill growth, which 
will	remain	at	one	per	cent.	Property	and	entrepreneurial	income	development	
will also be subdued. However, the growth of pension income continues to be 
strong since there are more pensioners and employment pensions were increa-
sed	by	nearly	three	per	cent	in	the	beginning	of	the	year.	Other	social	benefits	
are	increased	by	an	extra	adjustment	of	basic	benefits	for	inflation	carried	out	
in the beginning of the year, taking into account the effects of the hike in VAT.

Direct taxes paid by households will increase by about 4 per cent. This is 
influenced,	on	the	one	hand,	by	the	fact	that	this	year	a	public	broadcasting	
tax was introduced, while simultaneously the TV license fee gathered from 
households was eliminated. The reform of the magnitude of half a billion 
euros can be seen as a tightening of income taxation and decline in private 
consumption. Income taxation is also tightened by the solidarity tax, i.e. a 
new category of central government taxation for persons with high income, 
and	the	absence	of	inflation	adjustments	and	the	rise	of	the	average	muni-
cipal tax rate. Social insurance contributions will increase at approximately 
the pace as wage income, since pension contributions will remain unchan-
ged this year. Total household disposable income is expected to increase by 
1.9	per	cent	in	nominal	terms	and	in	real	terms	by	0.3	per	cent.

Next year, total household purchasing power is estimated to strengthen 
slightly more than this year, although the growth of earnings growth is slowing 
down.	Purchasing	power	is	supported	by	the	estimated	half	per	cent	growth	
of labour input, and property and entrepreneurial income are also expected to 
pick	up	somewhat	from	this	year.	Pension	income	will	continue	to	support	the	
combined purchasing power of households, even if its growth will slow down 
slightly	as	index	adjustments	for	inflation	will	remain	smaller	next	year	than	
those	for	this	year.	Inflation	adjustments	will	be	made	to	the	central	govern-
ment income tax rates, but the projected increase in the average municipal tax 
rates will lead to a slight tightening of income taxation. Earnings-related pensi-
on contributions will also increase. Total household disposable nominal income 
is expected to grow by 2.3 per cent and real purchasing power by 0.7 per cent.

Modest income formation dampening 
private consumption

Private	consumption	growth	almost	came	to	a	halt	last	year.	In	clear	contrast	
with	the	first	preliminary	data,	there	was	an	increase	of	only	0.2	per	cent	
last year. The subdued consumption is attributable to both modest income 
development	and	weakened	consumer	confidence.	Consumer	expenditures,	
for instance, on transport vehicles, newspapers, magazines, alcohol, and 
tobacco, as well as recreational and cultural services decreased.

Behind this trend is a prolonged period of weak income growth, as real 
household	purchasing	power	has	hardly	risen	since	2010.	In	2011	growth	in	
consumption was based mainly on the decline of the savings ratio, but last 
year, the savings ratio remained at the one per cent level of the previous 
year. The household indebtedness ratio (loans in relation to disposable inco-
me)	continued	to	increase	by	a	couple	of	percentage	points	to	117	per	cent.

Private	consumption	will	continue	to	be	modest	also	this	year.	Pri-
vate consumption is expected to grow this year by 0.2 per cent, i.e. 
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the same rate as the real purchasing power of households. The pros-
pects	for	the	wholesale	and	retail	trade	are	significantly	weaker	than	
before, but according to data from the beginning of the year the deve-
lopment of services indicates a small increase in consumption.

Income growth exceeding growth in consumption would require streng-
thening	consumer	confidence,	but	so	far	this	confidence	has	still	been	weak.	
Expectations concerning Finland’s economy and unemployment development 
have	remained	pessimistic	and	estimates	about	personal	finances	cautious.

Private	consumption	is	expected	to	increase	at	the	same	rates	as	
household	income	also	next	year.	Private	consumption	will	pick	up	a	litt-
le then, while the disposable income of households will grow as emplo-
yment experiences a slight upturn. The development of employment is 
also	of	key	importance	in	terms	of	strengthening	consumer	confidence.	
Private	consumption	is	forecast	to	grow	by	0.8	per	cent.	The	savings	
ratio will remain near one per cent in both years of the forecast period.

Central government finances improving slowly

Raising the VAT by one per cent early this year will increase central 
government tax revenues from production and imports. The vehicle tax 
was also raised at the same time. These tax hikes will combine to boost 
central	government	tax	revenues	by	almost	a	billion	euros	this	year.	On	
the other hand, the growth of the tax base is sluggish. Total indirect 
taxes of the central government will grow by 4.5 per cent this year.

Alcohol, tobacco, fuel and soft drink taxes will be raised early next 
year.	The	fiscal	impact	of	the	increases	is	approximately	415	million	
euros. As the growth of the value of private consumption is also pic-
king up slightly, the central government’s production and import tax 
revenues will increase at a rate of 4.7 per cent next year.

The central government’s direct tax revenue will be increased by the pub-
lic broadcasting tax going into effect this year, which will not, however, have 
an	net	impact	on	the	central	government	finances	as	a	whole,	as	it	can	be	
seen as simultaneously increasing government consumption expenditures. 
Refraining	from	making	inflation	adjustments	raises	effective	income	tax	ra-
tes, which contributes in part to direct tax revenue received by the central 
government. Also, the adoption of the so-called solidarity tax as well as the 
tightening of inheritance taxes and increased taxation of large pensions will 
increase	central	government	tax	revenues.	The	fiscal	impact	of	these	changes	
is	100	million	euros	on	an	annual	level.	A	new	bank	tax	was	introduced	that	
will	increase	central	government	tax	revenue	by	about	130	million	euros.	Also	
a more broad-based and higher income transfer tax came into effect in the 
beginning of March. As regards corporate taxation, a tax break was adopted 
regarding research and development operations and depreciation deductions 
were raised in industry, but simultaneously the right to deduct interest expen-
ses	was	limited,	the	total	impact	of	which	is	an	approximately	130	million	euro	
easing of taxation. Tax base growth will nevertheless be slow this year as the 
growth of the wage bill is very modest. All in all, direct taxes received by the 
central government are projected to increase 7 per cent this year.

If the comprehensive incomes policy settlement is realized, the central 
government	will	make	a	1.5	per	cent	inflation	adjustment	to	income	taxes	
next year, so the effective income tax rate will remain on this year’s level. 
This	will	have	a	175	million	euro	downward	impact	on	the	central	governme-
nt’s direct tax revenue. The most important measure next year, however, is 
the 4.5 percentage point decrease of the corporate income tax rate, which 
will	have	a	fiscal	effect	of	870	million	euros.	At	the	same	time,	the	taxation	
of dividend income will be tightened and its structure reformed. As regards 
listed companies, 85 per cent of their dividends will be treated as individuals’ 
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taxable income for tax purposes while the previous limit was 70 per cent. 
The taxation of dividends from other non-listed companies will also be chan-
ged. The changes in taxation of dividends are estimated to boost the central 
government’s tax revenues by approximately EUR 300 million.

The tax changes and the moderate acceleration of the growth of 
the wage bill are expected to increase the central government’s direct 
tax revenues by 2.8 per cent next year.

The growth in central government consumption expenditure will acce-
lerate this year since the Finnish Broadcasting Company is considered to 
belong to the central government sector in the National Accounts. If the 
impact of the Finnish Broadcasting Company is disregarded, increases in 
public consumption expenditure will be very moderate this year and next 
year. At the same time the revenue sharing paid to the municipalities by 
the central government are increasing moderately, by 3 per cent this year 
and	1.5	per	cent	next	year.	The	central	government’s	financial	position	
this year will remain more or less at last year’s level but next year it will 
improve.	The	EDP	deficit	is	estimated	at	6.4	billion	this	year	(last	year	it	
was	6.6	billion)	and	the	next	year	it	is	projected	to	decline	to	5.6	billion.

Little relief in sight for municipalities

The	figures	regarding	local	government	finances	will	continue	to	be	weak	this	
year. Growth is slow on the municipalities’ revenue side: tax revenues are pro-
jected to grow by 2.4 per cent and central government’s revenue sharing by 
3.0 per cent this year. In many municipalities, the tax rate was increased this 
year and the same will continue the next year, when the municipal tax is pro-
jected to rise by an average of 0.25 percentage points. Municipalities are also 
raising their property tax rates. Next year the growth of municipal tax revenues 
will indeed accelerate slightly so that municipal direct taxes are projected to 
grow by 3.5 per cent. This is partly affected by the more rapid wage bill growth 
than in the ongoing year. The central government has decided to take strict 
control over the municipalities and the grip will be tightened next year, at which 
point	revenue	sharing	is	projected	to	increase	by	only	1.5	per	cent.

The situation of municipalities will be eased slightly by the re-
cent comprehensive wage settlement, the moderate wage increases 
of which will curb pressures on expenditures next year. A municipal 
government	deficit	of	2.3	billion	is	forecast	for	both	this	year	and	next.

The contributions received by employment pension institutions will 
grow this year at the same rate as the wage bill since rates for emplo-
yment pension contributions were kept unchanged. Accordingly, pension 
contribution income will increase very moderately. Next year, on the other 
hand, both employee and employer pension contributions are forecast to 
rise by 0.4 percentage points, which together with the growth of the wage 
bill	will	boost	the	growth	in	the	income	from	contributions.	On	the	expendi-
ture side, both years will see steady growth as more baby boomers retire. 
Owing	to	the	slowdown	in	inflation,	modest	inflation	adjustments	owing	
to	 low	inflation	will	nevertheless	curb	the	growth	in	pension	expenditu-
res	next	year.	Overall,	the	surplus	of	the	employment	pension	and	social	
security	funds	will	be	4.1	billion	euros	this	year	and	4.4	billion	euros	next	
year. The surpluses will remain well below last year’s 5.2 billion euro level.

Financial position of general 
government will weaken this year

There have been widespread calls for the government this summer to 
implement simulative measures as economic conditions appear weaker 
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than previously estimated. In its supplementary budget the government 
indeed	proposed	increased	spending	worth	100–170	million	euros	(the	
precise	figure	depends	on	the	method	of	calculation),	which	is	intended	
to	foster	growth.	The	figure	includes	EUR	75	million	of	expenditure	in-
creases for basic infrastructure maintenance and mould repair projects. 
In addition it was proposed that Finavia receive a capital injection of 200 
million euros, the purpose of which is to support the expansion of the 
Helsinki–Vantaa airport and to facilitate development of regional airports. 
The government called these spending increases “pin-pointed stimulus”.

On	 the	 revenue	 side,	 however,	 this	 year	 has	 focused	mainly	 on	
hikes.	This	year’s	increase	in	VAT,	the	refraining	from	making	inflation	
adjustments, and the public broadcasting tax will raise total taxes as 
a	percentage	of	GDP	by	0.8	percentage	points	to	44.9	per	cent.	Next	
year, the tax ratio will remain close to this year’s level at 45.0 per cent. 
The	ratio	of	total	expenditures	to	GDP	will	 increase	this	year,	owing	
largely to the shift of the Finnish Broadcasting Company to the public 
sector in the National Accounts. The expenditure ratio will rise from 
last	year’s	56.6	to	58.1	per	cent	this	year.	Next	year,	the	expenditure	
ratio will decrease slightly as the economy grows faster than public 
spending,	so	that	the	expenditure	ratio	will	be	57.6	per	cent.

The	financial	position	of	the	public	sector	as	a	whole	will	deteriorate	
this year. The worst development occurs in the central government. Thus 
the	public	sector’s	EDP	deficit	this	year	is	2.3	per	cent	of	GDP,	while	last	
year	it	was	1.8	per	cent.	Next	year	the	public	sector’s	financial	position	will	
improve	slightly	and	general	government’s	EDP	deficit	is	forecast	to	be	1.8	
per	cent	of	GDP.	Despite	this,	the	central	government’s	debt	ratio	will	rise	
this	year	and	next.	The	whole	public	sector’s	EDP	debt-to-GDP	ratio	will	
rise,	but	remain	below	the	60	per	cent	ceiling	during	the	forecast	period.

Finland’s fiscal policy has supported employment 

Finland’s economic policy this year has been relatively neutral. Taxes have 
been	tightened,	with	the	result	that	the	total	taxes	as	a	percentage	of	GDP	
will climb from that of the previous year by 0.8 percentage points, but this has 
been offset by the growth of public spending, which has not been cut at the 
same	rate	as	GDP	has	fallen.	Thus,	the	ratio	of	government	expenditure	to	
GDP	is	rising	this	year	from	last	year’s	56.6	per	cent	to	58.1	per	cent.	Of	this	
0.25 percentage points is attributable to the adoption of the YLE public broad-
casting tax, which technically increases public consumption at the expense of 
private	consumption.	Also	next	year,	fiscal	policy	will	remain	relatively	neutral	
as taxes are not rising on net basis and the growth rate of public spending 
will already be lower than the rate of growth of the total economy. It can be 
said that the employment situation in Finland, particularly as measured by the 
unemployment rate, has remained considerably better than elsewhere in Eu-
rope	because	we	have	avoided	suddenly	hitting	the	fiscal	policy	brakes.	In	the	
weak	economic	climate,	this	has	meant	that	the	public	sector’s	fiscal	deficits,	
particularly that of the central government, has not been cut in line with the 
government’s	programme.	The	goal	that	the	public	deficit	should	have	been	
reduced without weakening employment is not realistic in the short term.

Deep	concerns	about	the	fiscal	balance	are	reflected	in	the	government’s	
recent structural policy programme. The government estimates that the Fin-
nish	public	sector’s	sustainability	gap	is	4.5	per	cent	of	GDP	or	more	than	EUR	
9 billion. It is noteworthy that the estimated sustainability gap has declined 
since	2010	by	only	0.5	percentage	points,	even	though	the	tax	burden	has	
been	tightened	considerably,	so	that	total	taxes	as	a	percentage	of	GDP	have	
increased	since	2010	by	2.3	percentage	points.	The	increase	in	the	public	
deficit	or	its	remaining	large	is	primarily	due	to	the	weak	economic	situation.

Wage earners’ income 
tax rate 2003–2014

28

29

30

31

32

33

2003 2005 2007 2009 2011 2013f

%

Source: Labour Institute for Economic Research

Public debt relative to GDP 
in 2011 and 2012

0 50 100 150 200 250

Germany

France

Italy

Spain

Netherlands

Finland

Euro area

United Kingdom

United States

Japan

%

2011
2012

Source: OECD

Public sector deficit-to-GDP 
ratio in 2011 and 2012

-12 -10 -8 -6 -4 -2 0

United
Kingdom

EA15

United States

Japan

2011
2012

%
Source: OECD



16 (22)

L A B O U R  I N S T I T U T E F O R  E C O N O M I C  R E S E A R C H

It nevertheless seems that the Finnish recession and industry’s problems 
are deemed to be permanent, which has increased the Ministry of Finance’s 
estimate	of	the	structural	deficit.	The	recent	assessment	of	Finland’s	sustai-
nability gap by the Ministry of Finance and the government can be regarded 
as using a ”head in the bushes” approach since it does not give any weight 
to the impact of international economic developments on the Finnish eco-
nomy.	On	the	other	hand,	the	government’s	pessimism	can	nonetheless	be	
justified	since	we	cannot	know	the	extent	to	which	Finland’s	problems	can	
be explained by the structural weaknesses of its industry and the extent to 
which they are attributable to weak international market conditions.

The government’s sustainability gap calculations have also been af-
fected	by	its	estimates	of	longer	working	careers.	On	the	one	hand,	the	
calculations are based on the assumption that shifting into retirement is 
not	occurring	at	a	significantly	later	age.	The	prolongation	of	a	25-year-
old person’s retirement expectancy even longer than the government’s 
goal is deemed to be explained largely by technical issues or the fact 
that persons nearing retirement age previously receiving unemployment 
pensions	are	now	receiving	additional	days	of	unemployment	benefits.	A	
more coherent way to assess the exiting from employment would be to 
classify also persons nearing retirement age receiving additional days of 
unemployment	benefits	after	the	basic	500-day	spell	of	unemployment	
as ”pensioners”, since these persons nearing retirement age are treated 
in a similar manner as those in the early retirement scheme. The number 
of	persons	receiving	additional	days	of	benefits	has	declined	dramatically	
since 2005, for which reason also the actual exiting from the workforce 
has been postponed considerably. Another sensible way of evaluating 
the exiting into retirement is to look at the development of the unemplo-
yment rate in different age cohorts. After all, from the standpoint of the 
sustainability gap it is indeed relevant whether, for example, a person 
over	60	years	old	 is	gainfully	employed	or	retired.	The	adjacent	chart	
shows, for example, the steep ascent of the employment rate of persons 
aged	55–64	years	old	compared	to	younger	age	groups,	which	indicates	
the genuine lengthening of working careers.

Quality of services under pressure

The government’s structural policy programme includes a number of sound 
proposals supporting work and trying to keep people active in the labour for-
ce. Also making pre-school education compulsory and extending the length 
of compulsory education, which will raise the educational level and stimulate 
economic growth in the long term, can be considered prudent. Similarly, efforts 
to cut municipal spending in certain respects cannot be rejected, because the 
local	government	has	expanded	significantly	in	relation	to	the	total	economy.

The estimates of the impact of the structural programme can nevertheless 
be considered misleading in some respects. For example, the requirement that 
municipalities should save an additional one billion euros on top of the one 
billion euros decrease in expenditures stemming from the scaling back of their 
obligations can be considered problematic from the standpoint of maintaining 
a certain standard of services. After all it is possible that austerity measures 
implemented by Finland’s autonomous municipalities will lead to a decline in 
the level of education and health care, which will have a negative impact on 
productivity and growth. Also the goal set for the municipalities of raising their 
quality-unadjusted productivity by 0.5 per cent a year, can easily lead to dete-
rioration of quality. But the situation is not as bad as it seems in this respect. 
If	conditions	improve,	the	new	governments	can	always	fix	old	decisions.	This	
was	the	case	in	the	1990s,	when	among	other	things	excessive	education	cuts	
were rescinded after the economy started to rebound strongly. 

Industrial production 
2011:01–2013:07

90

95

100

105

110

2011:01 2011:07 2012:01 2012:07 2013:01 2013:07

Germany
France
Netherlands
Finland
Sweden

Source: Eurostat

2011:1 = 100

Employment rates 
2005–2013, 2nd quarter

50

55

60

65

70

75

80

85

90

2005 2006 2007 2008 2009 2010 2011 2012 2013
4

5

6

7

8

9

10

11

12

25–54 year olds (lhs)
55–64 year olds (lhs)
65–74 year olds (rhs)

Source: Statistics Finland

% %

Changes in Finnish exports and 
export demand 1991:1–2014:4

-40

-30

-20

-10

0

10

20

30

1991:1 1995:1 1999:1 2003:1 2007:1 2011:1

Goods and service exports

Goods export shares weighted by export demand
(export share x GDP)

Source:Statistics Finland, Labour Institute for 
Economic Research

Change previous year's corresponding quarter, %



17 (22)

L A B O U R  I N S T I T U T E F O R  E C O N O M I C  R E S E A R C H

Impact of government’s structural 
policy programme on employment

On	August	29,	2013	the	government	agreed	on	structural	re-
forms aimed at prolonging working careers by two years and 
reducing structural unemployment rate by one percentage 
point. According to the Ministry of Finance’s own calculations 
this would mean the number of employed would grow by 
nearly	150	000	people.	Most	of	the	job	growth	will	come	from	
extending	the	duration	of	employment	by	1.5	years	at	the	end	
of the working career. The structural reform package contains 
a large number of more or less concrete measures aimed at 
increasing the supply of labour. The real impact of many of 
the	reforms	on	the	labour	supply	is	difficult	to	quantify.	The	
reforms include making pre-school education compulsory and 
the extending the length of compulsory education.

Efforts are made to reduce breaks in the working ca-
reers among other things by limiting the eligibility for job 
alternation leave and dividing the child home care allo-
wance between both parents. If use of the child home 
care allowance remains at current levels, its reform would 
have no impact on labour supply. It is likely, however, that 
at least in the short term use of child home care allowan-
ce will decrease since men will not use their own share.

Today, more than 90 per cent of parents taking care of 
their children at home and receiving the home care allowan-
ce are mothers. If men’s use of the home care allowance 
does not increase, the impact of the reform on labour supply 
is similar to shortening the duration of the home care allo-
wance. The labour supply of mothers of young children has 
been	shown	to	react	very	sensitively	to	financial	incentives	
to	work	 (Kosonen,	2013).	 In	 the	short	 term,	women	are	
likely to return back to work more quickly, but the impact on 
employment might be just a few thousand persons.

The reform of the child home care allowance is not likely 
to	generate	significant	savings	in	the	public	finances	in	the	
short run since the need for day-care services will also increa-
se. The simultaneous implementation of another reform limi-
ting the subjective eligibility of non-working parents’ children 
to half a day of day-care may free up some day-care places 
for children ending their spell of home day care. In the longer 
term, shorter breaks in women’s working careers may imp-
rove tax revenues and pension contributions. It is also pos-
sible that in the longer term, the use of home care allowance 
should be divided more evenly between the parents.

The elimination of disincentives to work is intended to 
increase	the	supply	of	labour.	The	most	significant	factors	
with respect to eliminating disincentives to work are the 
amounts	of	exempt	income	with	respect	to	housing	benefits	
and unemployment compensation, i.e. the amount of wage 
income that is not included in incomes testing. The exempt 
portion of income with respect to the housing allowance is 
400 euros per month for a maximum period of six months 
after	finding	employment.	 In	 conjunction	with	 the	 labour	
market	organizations’	Pact	for	Employment	and	Growth	it	
was decided to set the exempt portion of income with respe-
ct	to	earnings-related	unemployment	benefits	at	300	euros	

per month. The same exemption is likely to apply also to the 
basic daily allowance and labour market support.

The exemption is intended to reduce employment tax ra-
tes, reduce disincentives to work and make it easier to accept 
temporary work. Some of the unemployed do not necessarily 
benefit	from	the	exemption	if	unemployment	compensation	
and	housing	benefits	are	completely	offset	by	lower	welfare	
benefits.	The	biggest	 incentive	benefits	are	experienced	by	
those	unemployed	who	are	not	eligible	for	welfare	benefits	
because	of	their	earnings-related	unemployment	benefits	or	
spouse’s income. If the incentive effects remain small, the 
impact	on	the	supply	of	labour	will	be	insignificant.

It	may	be	a	difficult	to	have	a	large-scale	impact	on	emp-
loyment by eliminating the disincentives. This is due to the 
fact that even though, for instance, almost a third of the 
unemployed single parents are trapped by disincentives, the 
number of single parents relative to the total population is 
small	(Kärkkäinen	2011).	Thus,	the	impact	of	different	types	
of incentive packages may remain smaller than, for example, 
the effect of tax cuts targeted at low-income workers (Ha-
kola, Uusitalo et al. 2007). Exemptions as regards unemplo-
yment	compensation	and	housing	benefits	may	reduce	the	
incentives to move from part-time to full-time work. Doing 
part-time or temporary work may nevertheless encourage 
people	to	seek	full-time	employment	(Kyyrä	2010).

The intention is also to boost the employment rate by 
making	the	operations	of	employment	offices	more	efficient	
and apply sanctions in a systematic fashion to those refusing 
to accept work or participate in activation measures. The go-
vernment’s structural policy programme mentions that the 
employment effects of these measures will be monitored. If 
employment goals are not achieved with current and newly 
decided schemes, decisions on additional measures may be 
taken	during	the	government’s	term	in	office.	In	this	respect,	
it is problematic that many of the new measures may have 
an impact on employment only in the longer run.

Without a well-implemented experimental design is also 
very	difficult	to	separate	the	effects	of	reforms	on	employment	
from other effects. A large part of the structural reform pro-
gramme	will	be	finalized	in	the	autumn.	After	the	precise	pro-
posals are made we will be able to make more accurate predic-
tions of how the reforms will affect work incentives and emplo-
yment. Based on current knowledge, the desired employment 
effects of the reforms seem somewhat over-optimistic. 

Olli Kärkkäinen
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Effects of economic growth on 
purchasing power of example families

The model family calculations of the Labour Institute for 
Economic	Research	(PT)	assess	the	impact	of	wages,	in-
come transfers, taxation and tax-like payments on the 
purchasing power of six different example families. Hou-
sing loan and rent expenses are also taken into account 
in the calculations to the extent that they affect the tax 
deductions and income derived from income transfers. 
The calculations are based on the proposed and realized 
changes in income taxation, social insurance contributi-
ons and social security. This year the period for the fami-
ly model calculations has been increased by three years 
so	 it	 covers	 the	 years	2008-2014.	Key	 information	 for	
the	model	family	calculations	in	the	year	2014	are	shown	
in the appendix of this document.

The model families are the same as last year, and they 
have been selected to describe Finnish households in as 
versatile fashion as possible. The wage earners in the cal-
culations represent the median incomes of their gender 
and their job title or education. The median gross income 
has been revised upwards to take into account holiday pay 
and bonuses. The median incomes for the years 2008-
2012	have	been	obtained	from	Statistics	Finland’s	private	
sector and municipal sector monthly salary statistics.

Gross	incomes	in	2013	and	2014	are	based	on	PT’s	
forecasts.	Earnings	are	expected	to	rise	in	2013	by	2.1	
per cent in accordance with the forecast for the earnings 
index.	In	2014	wages	are	expected	to	grow	by	0.7	per	
cent owing to the impact of wage increases going into 
effect	at	the	end	of	2013.	In	addition,	the	August	2013	
comprehensive wage settlement agreed on a 20 euro 
a month increase that will begin four months after the 
agreement goes into force. In the example family cal-
culations, this increase is expected to raise employees’ 
gross	income	starting	in	May	2014.

One	member	of	the	retired	couple	in	the	example	fa-
mily calculations receives an earnings-related pension. 
Data on the average earnings-related pension are based 
on statistics from KELA (Social Insurance Institution) for 
the	years	2008-2012.	In	2013	the	employment	pension	in	
the calculations is expected to rise as much as the revised 
pension	index	in	January	2013.	In	2014	the	employment	
earnings-related	pension	is	expected	to	rise	by	about	1.8	
per	cent	in	accordance	with	PT’s	pension	index	forecast.

Benefits	 linked	 to	 the	 national	 pension	 index	 are	
expected	to	rise	by	1.7	per	cent	in	2014	in	accordance	
with	PT’s	forecast	for	the	national	pension	index.	In	the	
example	family	calculations	these	benefits	include	labour	
market	benefits	and	income	support	as	well	as	the	na-
tional pension and guaranteed pension. As regards child 
benefits,	there	will	be	no	increase	in	the	index	in	2013-
2014,	 which	 will	 affect	 the	 purchasing	 power	 of	 three	
example families.

It is assumed that all families have paid for the TV 
license	during	2008–2012.	The	payment	 is	 included	 in	

taxes and tax-like payments. This allows us to gauge 
the impact of the YLE public broadcasting tax adopted in 
2013	on	families’	income	in	a	sensible	way.

Of	the	six	model	families,	three	live	in	rental	housing	
and the other three in owner-occupied housing. In two 
cases the owner-occupied housing is debt-free while one 
family has a housing loan. The cost of servicing the hou-
sing loan is based on statistics on the average interest 
rates on new housing loans obtained from the Bank of 
Finland	 for	 the	period	2008-2012.	For	2013	and	2014,	
the	 average	 interest	 rates	 are	 based	 on	 PT’s	 forecast.	
The	 calculations	 for	 2014	 have	 taken	 into	 account	 the	
reduction of the interest deduction on housing loans to 
75	per	cent.	Rental	housing	data	for	the	years	2008-2012	
are based on Statistics Finland’s quarterly rent statistics, 
taking	into	account	the	size	of	the	flats	and	the	number	
of	rooms.	Rent	is	based	on	average	figures	for	the	who-
le	country,	taking	into	account	all	forms	of	financing.	In	
2013	and	2014	rent	is	expected	to	develop	in	accordance	
with	PT’s	forecast	for	the	rise	in	the	rent	index,	which	is	
3.5 per cent in both years.

In the model family calculations each household has 
its	 own	 rate	of	 inflation.	 Family-specific	 inflation	 is	 ob-
tained for different structures of consumption baskets 
using	assorted	inflation	rates	for	each	commodity	group	
included in the baskets. The consumption baskets are 
the same as in the previous year, and they are derived 
from	 Statistics	 Finland’s	 2006	 Household	 Budget	 Sur-
vey, which is the most recent of its kind. The commodity 
group-specific	 inflation	 rates	 for	 the	 period	 2008-2012	
are	based	on	Statistics	Finland’s	Consumer	Price	 Index	
while	those	for	2013-2014	are	based	on	PT’s	forecasts.

Family descriptions

White collar couple with high income
The family is a childless couple belonging to AKAVA (Confe-
deration	of	Unions	for	Professional	and	Managerial	Staff).	
The man is has an MBA and the woman has studied law. 
Monthly	wages	in	2013	are	7026	euros	and	5507	euros.	
The family lives in owner-occupied housing with no debt.

White collar family, 2 children
The parents of the white collar family are an engineer 
and a nurse, both of whom belong to STTK (Finnish Con-
federation	of	Professionals).	The	monthly	wages	in	2013	
are	3722	euros	and	3131	euros.	The	family	lives	in	ow-
ner-occupied	housing	with	a	mortgage	of	150,000	euros.

Blue collar family, 2 children
The parents of the blue collar family are a truck driver 
and a store sales person, both of whom are members of 
SAK	(Central	Organization	of	Finnish	Trade	Unions).	Mon-
thly	wages	in	2013	are	2397	euros	and	2241	euros.	The	
family	lives	in	a	rented	flat	(80	square	metres).



19 (22)

L A B O U R  I N S T I T U T E F O R  E C O N O M I C  R E S E A R C H

Low-wage single parent’s family, 1 child

The family consists of a single parent mother working in the private 
sector	as	a	cleaner.	Her	monthly	wage	in	2013	is	2044	euros.	The	
family	receives	housing	benefits	and	child	support.	The	family	lives	
in	a	rented	flat	(60	square	metres).

Single unemployed
The household consists of one unemployed person, who receives la-
bour	market	support,	housing	benefits	and	welfare	aid.	He	lives	in	a	
rented	flat	(40	square	metres).	

Retired couple
The household consists of two retired persons, one of whom receives an 
employment pension and the other a national pension and a guarantee 
pension. The couple lives in owner-occupied housing with no debt.

Families’ nominal disposable 
income development

The model family calculations indicate that the nominal disposable income 
of	all	the	families	will	increase	in	2012	and	2013.	Growth	is	generally	more	
moderate	than	the	average	for	2009-2012.	In	2014	income	growth	will	
be	significantly	slower	than	in	the	previous	year.	Disposable	income	will	
increase the most in the case of the retired couple (about 28 euros) and 
the	least	in	the	case	of	the	high	income	couple	(about	16	euros).	One	of	
the	most	important	reasons	for	the	slowdown	in	income	growth	in	2014	is	
the slowdown in the growth of the gross income of the model families. This 
deceleration stems from moderate wage increases, which are relatively 
smaller	for	high	income	earners.	Also	benefits	linked	to	the	employment	
pension	and	national	pension	indices	will	increase	more	slowly	in	2014.

Another major cause of the slowdown in disposable income growth in 
2014	is	the	relative	increase	in	taxes	and	tax-related	payments.	Taxes	as	
a percentage of gross income will rise for each model family. This is attri-
butable to hikes in municipal taxes and social insurance contributions. In 
addition, in the case of the white collar family the reduction in tax deduc-
tion for interest on housing loans is one factor reducing disposable income.

Family-specific inflation

The	inflation	rates	of	all	families	in	2013	will	range	between	0.3	and	
2.1	per	cent.	In	2014	the	inflation	of	most	families	will	rise,	ranging	
between	0.9	and	2.5	per	cent.	Overall,	the	model	families’	 inflation	
will	be	lower	in	2013	and	2014	than	the	average	for	the	years	2009-
2012.	Major	individual	consumer	product	categories	that	will	raise	all	
families’	 inflation	 in	2013	and	2014	are	 food	and	transport.	On	the	
other hand, cheaper clothing and footwear as well as communication 
will	curb	the	inflation	of	all	families.	Moderate	price	trends	with	respect	
to	cultural	and	leisure	services	will	dampen	family-specific	inflation.

There	are	major	differences	in	the	family-specific	inflation	figures	
between families. The differences arise from the different structures 
of the families’ consumption baskets. The single most important diffe-
rence in the structure of the consumption baskets is the form of hou-
sing.	In	2013	and	2014,	the	cost	of	owner-occupied	housing	will	dec-
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rease, while rental housing will be more expensive. This will strain in 
particular the unemployed, single parent and blue collar households, 
but	it	will	benefit	the	retired,	high	income	and	white	collar	households.	
The	decline	in	cost	of	owner-occupied	housing	is	greater	in	2013	than	
in	2014,	for	which	reason	the	inflation	of	the	retired,	high	income	and	
white	collar	households	will	be	significantly	lower	in	the	latter	year.

Families’ real income changes

Family-specific	changes	in	real	income	in	euros	are	obtained	by	adjusting	
nominal	disposable	incomes	for	family-specific	inflation.	The	change	in	
the	model	families’	real	income	in	2013	will	range	between	-0.4	and	+3.9	
per	cent.	Only	the	real	income	of	the	blue	collar	family	will	fall.	It	should	
be	noted	that	the	YLE	tax	introduced	in	2013	will	benefit	the	unemplo-
yed, retired and single parent households, boosting the real income of 
the	unemployed	person	in	particular.	In	2014,	the	real	income	develop-
ment of all households except the retired couple will be negative, ranging 
between -0.9 and +0.2 per cent. The largest drops in real income will be 
experienced by the blue collar, white collar and high income households. 
Real	 income	development	in	2013	and	2014	will	 for	the	most	part	be	
more	moderate	than	the	average	for	the	years	2009–2012.

Families’ purchasing power 
development 2008–2014

The	disposable	income	of	families	and	the	family-specific	inflation	rates	
differ	significantly	from	each	other	in	our	analysis	extending	back	to	the	
year 2008. In terms of the development of nominal disposable income the 
retired family and the unemployed person have fared the best. The retired 
couple has been helped especially by the guarantee pension that entered 
into	force	in	2011.	The	development	of	the	unemployed	person	in	terms	of	
nominal income looks fairly good. This is attributable in particular to the al-
most	22	per	cent	increase	in	labour	market	support	in	2012	and	the	intro-
duction	of	the	YLE	public	broadcasting	tax	in	2013.	It	should	also	be	noted	
that annual increases in rent have actually increased the nominal income 
of	the	unemployed	person	receiving	welfare	benefits.	The	nominal	income	
of the blue collar family has experienced the weakest development.

The	 unemployed	 person	 has	 faced	 the	 highest	 inflation	 of	 any	
example family since 2008. The blue collar family and the single-parent 
family	have	also	faced	relatively	high	inflation.	A	major	difference	co-
mes from the fact that these three families live in rented housing, while 
the white-collar, high income and retired families own their dwellings. 
Owner	occupied	housing	has	become	cheaper	in	recent	years	due	to	the	
decline in interest rates on housing loans. Rental housing, on the other 
hand, has become more expensive each year during the period 2008-
2012.	The	high	inflation	of	the	unemployed	person	is	also	affected	by	
rapid increases in prices of food, alcoholic beverages and tobacco.

Real,	i.e.	inflation-adjusted,	disposable	income	has	developed	by	far	
the most favourably in the retired family. The retired family has been 
helped by both the favourable development of nominal income and low 
inflation.	The	blue	collar	family’s	development	has	been	weak.	In	fact,	
the disposable income of the blue collar family used as an example is 
lower	than	in	2008	on	an	inflation-adjusted	basis.	Other	types	of	families	
are	between	these	extremes,	experiencing	about	five	per	cent	growth	
from	2008	to	2014.	However,	since	2009	the	trend	is	not	very	favourable	
for any other type of family except the unemployed person. 
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Appendix table 1. Example family calculation assumptions

2013 2014
Income transfers and taxation
Unemployment compensation and labour market aid (€/month) 698 709
Welfare income basic component (€/month) 477 485
Maximum amount of earned income deduction (€/year) 970 1000
Maximum deduction in municipal taxation (€/year) 2880 2910
Housing loan interest deduction 80 % 75 %
Increase in central government income tax scales 0 % 1,5	%

Social insurance contributions
Medical care insurance of insured persons 1,30	% 1,37	%
Daily disability compensation of employees 0,74 % 0,85 %
Unemployment insurance 0,60	% 0,50 %
Employment pension insurance, under age 53 5,15	% 5,55 %
Employment pension insurance, over age 53 6,50	% 6,90	%

Forecast of Labour Institute for Economic Research
Earnings level index change 2,1	% 1,1	%
Rent index change 3,5 % 3,5 %
Municipal tax rate change, percentage points 0,14 0,25
Employment pension index change 2,8 % 1,8	%
Average interest rate on new housing loans 2,0 % 2,0 %
National pension index change 2,8 % 1,7	%

Source: Ministry of Health and Social Affairs, Tax Administration, Unemployment Insurance 
Fund, Labour Institute for Economic Research

Appendix table 2. High income white collar couple’s income development

2008 2009 2010 2011 2012 2013 2014
Gross income (€/month) 11030 11389 11343 11779 12275 12533 12648
Income transfers received 
(€/month)

0 0 0 0 0 0 0

Taxes incl. TV permit (€/month) 4237 4265 4229 4409 4629 4781 4880
Disposable income (€/month) 6793 7124 7114 7370 7646 7752 7768
Share of taxes out of gross income 38,4 37,5 37,3 37,4 37,7 38,2 38,6
Source: Statistics Finland, Labour Institute for Economic Research

Appendix table 3. White collar family’s (2 children) income development

2008 2009 2010 2011 2012 2013 2014
Gross income (€/month) 6020 6194 6312 6541 6713 6854 6929
Income transfers received
(€/month)

211 211 211 211 219 219 219

Taxes incl. TV permit (€/month) 1615 1690 1742 1802 1873 1948 2006
Disposable income (€/month) 4615 4714 4780 4950 5059 5125 5143
Share of taxes out of gross income 26,8 27,3 27,6 27,6 27,9 28,4 28,9
Source: Statistics Finland, Labour Institute for Economic Research

Appendix table 4. Blue collar family’s (2 children) income development

2008 2009 2010 2011 2012 2013 2014
Gross income (€/month) 4302 4172 4367 4463 4543 4638 4698
Income transfers received
(€/month)

211 211 211 211 219 219 219

Taxes incl. TV permit (€/month) 1046 919 980 996 996 1037 1072
Disposable income (€/month) 3467 3464 3597 3678 3766 3820 3845
Share of taxes out of gross income 24,3 22,0 22,5 22,3 21,9 22,4 22,8
Source: Statistics Finland, Labour Institute for Economic Research
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Appendix table 5. Small income single parent family’s (1 child) income development

2008 2009 2010 2011 2012 2013 2014
Gross income (€/month) 1777 1813 1962 1993 2002 2044 2072
Income transfers received
(€/month)

341 355 313 324 399 414 423

Taxes incl. TV permit (€/month) 388 374 419 424 416 420 437
Disposable income (€/month) 1730 1794 1855 1893 1985 2038 2059
Share of taxes out of gross income 21,8 20,6 21,4 21,3 20,8 20,6 21,1
Source: Statistics Finland, Labour Institute for Economic Research

Appendix table 6. Single unemployed person’s income development

2008 2009 2010 2011 2012 2013 2014
Gross income (€/month) 527 551 551 553 674 698 710
Income transfers received
(€/month)

344 361 359 368 319 338 353

Taxes incl. TV permit (€/month) 115 122 110 111 129 119 124
Disposable income (€/month) 756 790 799 811 864 916 939
Share of taxes out of gross income 21,7 22,1 20,0 20,0 19,2 17,1 17,4
Source: Statistics Finland, Labour Institute for Economic Research

Appendix table 7. Retired couple’s income development

2008 2009 2010 2011 2012 2013 2014
Gross income (€/month) 2187 2307 2327 2505 2636 2715 2763
Income transfers received
(€/month)

0 0 0 0 0 0 0

Taxes incl. TV permit (€/month) 367 378 383 393 411 416 430
Disposable income (€/month) 1820 1929 1944 2112 2225 2299 2332
Share of taxes out of gross income 16,8 16,4 16,5 15,7 15,6 15,3 15,6
Source: Statistics Finland, Labour Institute for Economic Research


