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stance does not imply 
appropriate budget cuts
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ECONOMIC FORECAST 2023–2025

A minor recession 
ahead – an appropriate 
fiscal stance does not 
imply appropriate
budget cuts

Finland is heading towards a minor recession from 
which it will probably recover next year. We forecast GDP 
growth to be -0.3 per cent this year, 0.8 per cent next 
year, and 1.7 per cent in 2025. These estimates have not 
changed dramatically after the Labore spring forecast, 
but now the forecast has been updated to be somewhat 
more pessimistic; according to our forecast from last 
spring, these numbers were -0.2 per cent, 1.0 percent, 
and 2.7 per cent, respectively.

ECONOMY RETURNS TO GROWTH PATH NEXT YEAR 

Economic growth slows down this year also globally but, 
except for Germany, growth is unlikely to cease to be 
positive in Finland’s most important export destinations, 
and it will increase again next year. The current combina-
tion of fast inflation and slow growth causes difficulties 
for central banks. In our assessment the interest rates 
of the European Central Bank have now approximately 
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	» Finnish economy is heading towards a minor 
recession

	» Return to growth path begins next year

	» Exports growth remains moderate

	» High interest rates reduce consumption and 
investment

	» Budget cuts will reduce the government budget 
deficit to a small extent only

reached their maximum values, but they will decrease 
slowly. High interest rates are going to restrict both in-
vestments and private consumption.  

 This year labour productivity growth will be almost 
negligible (+0.1 per cent), but labour productivity will 
start to increase next year as a new boom period begins. 
Despite of the government’s labour market policies, the 
employment rate is according to our assessment not 
going to increase from its current, relatively high level. 
On the other hand, the temporary recession is unlikely 
to show as a large increase in the unemployment rate, 
among other reasons because of labour hoarding (i.e., 
because employers are often unwilling to part with their 
employees if the period of decreased labour demand is 
sufficiently short). 

Accordingly, in our forecast GDP growth will be close 
to labour productivity growth. The growth of wage and 
salary earnings will this year remain smaller than the 
inflation rate. The increased labour productivity and the 
relatively high employment rate will speed up the growth 
of wages and salaries, and the purchasing power of em-
ployees starts to increase again next year.  
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In this year the growth of exports has until now been 
modest, and the primary cause for the weak growth is 
the lack of increase in export demand. In our assessment 
export returns during the forecast period to moderate 
growth due to the improving economic situation abroad.  

The current fast inflation and high interest rates make 
it exceptionally difficult to forecast private consumption. 
This year private consumption will according to our fore-
cast decrease slightly, but it begins to grow next year, as 
purchasing power increases and interest rates start to 
decrease.  

This year investments will be reduced, mostly due 
to building investments whose volume has collapsed 
because of high interest rates. On the other hand, R&D 
investment is going to increase, and also public invest-
ment will grow, among other reasons because of expen-
sive military aircraft acquisitions and infrastructure pro-
jects. Investments will increase also on the aggregate 
level in 2024 and 2025.  

PUBLIC DEFICIT REMAINS LARGE 

In our forecast public consumption will start to decrease 
during the forecast period, but the public deficit will nev-

ertheless remain large. This year the deficit is increased 
also by the wellbeing services county administration, 
which has started to operate in the beginning of the year.  

The current Finnish government has planned con-
siderable policy measures whose aim is to reduce the 
deficit, but they are one-sidedly focussed on the reduc-
tion of government expenditure without increases in 
government revenue. In the public debate on the extent 
to which the government’s fiscal policy is appropriate for 
the current situation, it has not always been made suffi-
ciently clear whether one is evaluating the reasonability 
of budget cuts proposed by the government or the fiscal 
stance (difference of revenue and expenditure) proposed 
by the government.

DEMAND AND SUPPLY

2022 2022 2023f 2024f 2025f
Bill. EUR Percentage change in volume (%)

Gross Domestic Product 268.6 1.6 -0.3 0.8 1.7
Imports 128.1 8.5 -3.0 0.8 1.7
Total supply 396.8 3.5 -1.2 0.8 1.7

Exports 121.7 3.7 0.3 0.8 1.9
Consumption 202.9 1.4 0.5 0.7 0.9

private 138.3 1.7 -0.2 1.0 2.0
public 64.6 0.8 1.9 0.0 -1.2

Investment 65.1 3.2 -2.1 1.0 3.7
private 54.0 4.0 -3.0 0.8 2.1
public 11.1 -0.2 2.5 2.0 11.2

Total demand 396.8 3.5 -1.2 0.8 1.7

Source: Statistics Finland, Labour Institute for Economic Research LABORE.
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LABOR MARKETS

2022 2023f 2024f 2025f
Unemployment rate (%) 6.8 6.9 6.7 6.7
Employment rate, 
population aged 20–64 (%)

78.1 78.1 78.1 78.1

Index of negotiated wages (%) 1.8 3.9 3.5 3.5
Index of wage and salary earnings (%) 2.5 5.0 4.0 4.0
Labor productivity (%) -0.5 0.1 0.4 2.1

Source: Statistics Finland, Labour Institute for Economic Research LABORE.


