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EDITORIAL

Ambitious objectives needed for
structural reforms and cost-
competitiveness
10 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • EDITORIAL

The Bank of Finland has emphasised that the problems of the Finnish economy are not
primarily cyclical, but largely of a longer-term, structural nature. In addition to the
weakness of the global economy, activity has been dampened by structural changes in
Finnish industry, a contraction in the working-age population, weakening cost-
competitiveness and, recently, also the difficulties in the Russian economy. As general
government deficits have grown and a rapid increase in the population share of elderly
people is looming, the longer-term outlook for the public finances has deteriorated. The
Bank of Finland has pointed out that the key to resolving the serious problems in the
economy lies in structural reforms, fiscal consolidation and improved cost-
competitiveness.

The Bank of Finland’s regular assessments of domestic economic performance and
economic policy are based on the objectives set for the Eurosystem and the Bank of
Finland itself. Of these, the primary objective is price stability. Domestic economic policy
themes that are important for ensuring the conditions for price stability include the state
and, in particular, long-term sustainability of the public finances. For this reason, the
Bank of Finland regularly evaluates the scale of necessary fiscal consolidation and
structural reforms. The Bank of Finland also presents its assessments of domestic cost
developments. Improving the conditions for balanced economic growth supports fiscal
sustainability.
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The choice of individual fiscal policy measures or structural reforms often encompasses
value judgements that the central bank is not mandated to make. The Bank of Finland
presents its assessments of how different structural reforms will affect general
government sustainability and what effects fiscal policy measures will have on the public
finances. It may also recommend the implementation of such individual structural
reforms in the absence of which the attainment of general government sustainability
appears unlikely. These include pension reform. The Bank of Finland’s evaluations are
based on research, international experiences or otherwise publicly justified analysis.

In the current situation, continued fiscal consolidation cannot be avoided. Structural
reforms are needed, but their effects on the public finances will take several years to
materialise in full, and assessments of the size of their impact are always surrounded by
uncertainty. The scale of the consolidation measures envisaged by the Government is
justified. The objective of bringing the general government debt ratio onto a downward
trajectory is a key priority.

Consolidation measures that would turn the debt ratio onto a downward trend in the
immediate years ahead would not yet guarantee long-term fiscal sustainability.
Population ageing will already weigh more heavily on the general government financial
balance at the turn of the next decade. The pension reform to be submitted to Parliament
for decision will improve the outlook, but fiscal sustainability and the conditions for
economic growth will additionally need to be bolstered by other significant structural
reforms.

The objectives of the spring 2014 structural policy programme were adequate in scale,
but the reforms were not implemented in the manner required for the attainment of the
objectives. The new Government’s programme incorporates aspirations and policy
outlines for important reforms. They focus, in particular, on a social and health care
reform aimed at achieving cost savings, and improved conditions for housing supply.
Now is the time to make decisions on important structural reforms and to implement
them.

In addition to the measures listed in the new Government’s programme, major effects
could be expected from reforms that would improve the conditions for housing supply
more ambitiously than envisaged, would reduce regulation that hinders competition and
would increase the supply of labour. Research literature suggests such reforms would
keep price and cost increases in check and improve productivity and employment.

For overcoming the problems in the economy, one crucially important objective is the
containment of domestic cost developments. According to different indicators and
estimates, the need to improve cost-competitiveness in Finland is currently 10% or more,
as measured in terms of the evolution of unit labour costs in the economy as a whole
relative to the average of our trading partners. Consequently, the proposals for improving
cost competitiveness that have been up for discussion in recent weeks are warranted.

The pay settlement agreed in autumn 2013 ended the weakening trend in cost-
competitiveness but did not yet lead to essential improvements. This is due to the fact
that wage increases are, on average, also muted in our trading partners. Likewise, in the
coming years, moderate pay settlements will have an important role to play in this
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respect, but on their own they will improve cost-competitiveness only very slowly. Hence,
other measures will also be needed.

Although euro area price developments have been too subdued relative to the price
stability objective, cost containment in Finland is vital. The deflationary threat in the
euro area will be combated by single monetary policy tools, rather than raising an
individual member state’s cost and price level. If costs and prices in Finland continue to
rise relative to the euro area average, Finland will later face a more difficult task of cost
adjustment – irrespective of how euro area prices develop on average.

The Finnish economy is facing headwinds. The severity of the problems is widely
understood. It is now important to stay committed to ambitious objectives and proceed
to implementation.

Helsinki, 10 June 2015

Erkki Liikanen

Governor of the Bank of Finland
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BANK OF FINLAND FORECAST

Finland falling further behind euro
area growth
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK

Economic growth in Finland has been slow for a prolonged period, both historically andEconomic growth in Finland has been slow for a prolonged period, both historically and
by international comparison. In recent years, growth has been depressed not only by theby international comparison. In recent years, growth has been depressed not only by the
weak international economy, but also by sectoral and structural problems, such as anweak international economy, but also by sectoral and structural problems, such as an
ageing population and lacklustre productivity development. In the forecast yearsageing population and lacklustre productivity development. In the forecast years
2015–2017, the economy will start to grow sluggishly as the export markets revive. The2015–2017, the economy will start to grow sluggishly as the export markets revive. The
continued accommodative stance of monetary policy will also help support growth.continued accommodative stance of monetary policy will also help support growth.

Finland will not catch up with the pace of recovery in the other euro area countries. Due
to weak cyclical conditions and the structural problems in the economy, the stagnation of
economic growth in Finland will have prevailed for close to 10 years by the end of the
forecast period. In the absence of a quick remedy for the structural problems, there is a
risk that growth will continue to lag behind the pace of growth witnessed in the 1990s
and early 2000s even after the forecast period.

Finnish exports have suffered a considerable loss of market share since 2009, the most
severe year of the recession. Competitiveness has been eroded, while the forest industries
and electrical engineering and electronics, in particular, have experienced serious
difficulties. During the years 2008–2012, only a few sectors report improvements in
employment due to exports. Exports will rebound in the forecast period, with net exports
supporting growth, but the current account will nevertheless remain in deficit.

It will take time for new export sectors and companies to emerge and make up for the
loss of production. Although they will contain the weakening of price competitiveness,
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moderate pay rises will be slow to actually improve price competitiveness. Productivity
growth will remain sluggish throughout the forecast period.

In the years following the financial crisis, consumer price inflation was higher in Finland
than in other euro area countries. Due to the poor performance of the economy, the rate
of inflation in Finland will, over the forecast period, remain below that of the other euro
area countries, thus slightly narrowing the price difference built up in past years. At the
same time, real earnings growth will be buoyed by the slow price developments.

During the recession, the economy was supported by private consumption. Consumer
confidence has improved and households have been willing to finance part of their
consumption by taking on debt. Finnish household debt as a percentage of income
(120%) is still relatively moderate in comparison with the other Nordic countries. The
pace of debt accumulation has, however, been rapid; in a context of slow economic
growth, this increases households’ risks.

Household income developments have been influenced by the rapid increase in
retirement income. In step with the ageing of the population, the retired population has
grown in size, and has also enjoyed stronger income growth than the wage-earning
population. Towards the end of the forecast horizon, wages will also begin to rise, thus
bolstering private consumption growth. However, both earnings and employment growth
will remain sluggish. The increase in purchasing power is largely explained by the low
rate of inflation prevailing at the beginning of the forecast period.

Companies have reduced their output capacity in response to low demand, and the
volume of fixed investment has been modest despite the low level of interest rates.
Housing construction activity has largely been reliant on renovation work and the
production of housing for rent, and housing construction is not expected to pick up until
towards the end of the forecast period. Fixed investment growth will also remain
relatively sluggish despite some large individual projects. R&D expenditure has fallen
and no longer supports productivity growth as it did in the past.

On the labour market, the moderate cyclical upswing currently underway is reflected in
longer working days /increased working hours. The employment situation will scarcely
improve during the forecast period. Long-term unemployment surged during the
recession, and prolonged unemployment is threatening to further aggravate the
problems of regional and sectoral mismatch on the labour market and to increase
structural unemployment. Export-driven growth is feeding more slowly through to
labour demand, as the share of the labour force employed in the export sector is
shrinking.

The consequences of the sluggish economic growth in Finland have been most dramatic
for the public finances. In 2014, the fiscal deficit already rose above the 3% threshold
defined in the Stability and Growth Pact, and this will not be reduced without further
consolidation measures. In 2017, general government debt will climb as high as 67% of
GDP, which corresponds roughly to a doubling of the debt-to-GDP ratio since 2007. Debt
accumulation will continue to accelerate in the environment of a large fiscal deficit,
sluggish economic developments and a marked increase in age-related spending. In the
alternative scenario, the consolidation measures agreed in the new Government
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Programme will reverse the trend in the debt-to-GDP ratio by the end of the
Government’s term in office.

Growth will begin slowly

Finland’s GDP will continue to be lacklustre in the forecast years 2015–2017. The
prolonged period of contraction in the economy will, nevertheless, come to an end. In
2015, the economy will grow slowly, at a rate of 0.2%. A pick-up in external demand,
together with the depreciation of the euro, will boost exports, and domestic demand will
also recover gradually. Real GDP growth will accelerate to 1.2% in 2016 and to 1.3% in
2017.

Chart 1.

Growth estimates have been revised slightly upwards relative to the Bank of Finland’s
December 2014 forecast, which envisaged a mild contraction in GDP in 2015 and
projected GDP growth of 1% in 2016 (Table 1). Compared with the previous forecast, the
economic outlook for the international economy and the euro area, in particular, has
improved.

The extensive Asset Purchase Programme initiated by the European Central Bank in the

early part of 2015 contributes to a pick-up in demand.[1] In response to the highly
accommodative monetary policy, interest rate expectations for the years ahead have
moderated and the external value of the euro has depreciated, spurring economic activity
in the euro area and enhancing the area’s external price-competitiveness. Finnish export
growth is, however, subdued, partially by the weak performance of the Russian economy.
This will weigh on GDP growth especially in 2015.

1. The Asset Purchase Programme is discussed in broader detail in the feature article.
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Comparison: current and December 2014 forecasts

2014 2015 2016 2017

GDP, % change –0.1 0.2 1.2 1.3

December 2014 –0.2 –0.1 1.0

Inflation (HICP), % 1.2 0.2 1.0 1.5

December 2014 1.3 1.0 1.4

Current account, % of GDP –1.1 –1.1 –0.8 –0.6

December 2014 –1.5 –1.7 –1.7

General government net lending, % of GDP –3.2 –3.1 –3.1 –3.0

December 2014 –2.6 –2.2 –2.2

General government debt (EDP), % of GDP 59.3 62.5 65.1 67.3

December 2014 59.3 61.7 63.8

Unemployment rate 8.7 9.1 8.9 8.6

December 2014 8.5 8.5 8.2

Sources: Statistics Finland and Bank of Finland.

View forecast summary in table form.

The structure of growth will initially be weighted towards net exports (Chart 2). Foreign
trade will make a net contribution to growth especially in 2015, as import growth is
depressed by weak domestic demand. Later, investment growth will gather strength and
private consumption begin to grow. Public sector demand will, in turn, support growth
throughout the forecast period.
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Chart 2.

Households: consumption to recover gradually

After two years of contraction, household consumption will return to slow growth, driven
by rising purchasing power, but private consumption growth will, nevertheless, remain
slow compared to past experience (Chart 3). Growth in disposable real income will be
driven by higher wages but also by the exceptionally low level of inflation. Growth in
nominal earnings will be slower than we have been accustomed to in the past.

Household consumption growth will, in part, be supported by the availability of
instalment-free periods on housing loans, which attracted considerable interest in the
early part of 2015. Consumer confidence in both their own finances and in the national
economy has improved during the past few months. Another indication of consumption
growth gathering pace is the increase in retail sales in the early part of the year compared
with the previous quarter. However, sales were still down on the corresponding period a
year earlier.

Any increase in purchasing power will be subdued in the forecast period, reflecting
moderate earnings growth, accelerating inflation and only a slow improvement in the
employment situation. Similarly, growth in current transfers to households will
moderate, although a substantial proportion of overall household income will still be
derived from current transfers (see ‘Households increasingly dependent on current
transfers’). In the baseline forecast, taxes paid by households will increase only slightly in
the immediate years ahead. Annual growth in private consumption will average ½%
throughout the forecast period.

The household savings ratio fell by about 1 percentage point to 0.3% in 2014 and is
projected to remain in the region of ½% throughout the forecast period. The persistent
exceptionally low level of interest rates reduces the appetite for saving and fosters
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borrowing. In addition to income growth, rising house prices and the availability of
funding, the low level of interest rates has fuelled household borrowing during the major
part of the 2000s. However, with the recession, the pace of household debt accumulation
has moderated from the peak during the past few years and will continue to moderate
during the forecast period.

Chart 3.

Non-financial corporations: individual projects to
boost investment

Corporate investment continues to be dampened by weak overall demand and under-
utilisation of capacity. However, some large investment projects to be launched in 2015
will turn capital investment upwards. Early in the forecast period, the depressed demand
outlook will reduce construction of new housing, but the continued brisk pace of
renovation work will contribute to investment growth.

During the forecast period, investment growth will be slower than previously witnessed
and will remain far behind the situation prevailing before the onset of the financial crisis
(Chart 4). Annual investment growth will be only 2% in 2016 and 2017. The demand
outlook will continue to be subdued, and profitability in the corporate sector will remain
low. A positive feature in investments is that the focus is shifting towards productive
investments. The increase in investment is not, however, projected to make up for capital
depreciation in industry, and consequently the productive capital stock will contract
further, eroding the output potential of the economy.
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Chart 4.

Foreign trade: exports to pick up

Finnish exports and export markets are expected to revive, driven by global and euro
area growth. Exports will return to growth in 2015 as investment starts to grow, notably
in the euro area. Higher investment growth will bolster Finnish exports, of which capital
goods form a large part. The recent depreciation of the euro supports growth in exports
to non-euro area countries. In addition, export demand will be underpinned by easier
access to funding and the low interest rate environment of the euro area.

Chart 5.
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The problems encountered by Finnish exports over the past few years will slowly begin to
fade in the immediate years ahead as investment activity in Finland’s export markets
picks up. Finnish export growth will also gather strength. The price-competitiveness of
exports will strengthen, reflecting the slower rise in export prices compared with
competing countries.

Export growth will, however, remain sluggish in 2015 and lag well behind growth in the
export markets (Chart 5). The sharp contraction in the Russian economy will continue to
substantially dampen export growth in 2015. Export growth will accelerate above 3% in
2016, and to 4% in 2017, in step with the gradual waning of the effect from the
contraction in exports to Russia and the ongoing revival in the export markets.

Given the high import content of exports, imports will also grow, as many foreign
intermediate goods and commodities are used in the manufacture of export products.
For this reason, the contribution of net exports will remain relatively modest, although
making a contribution to growth throughout the forecast period. Finland has suffered
substantial losses of market share since the recession year 2009. Finland’s export growth
will continue to be slower than growth in the export markets. The loss of market share
will, however, slow in the forecast period.

The current account deficit will shrink in the forecast period, but the current account will
remain in deficit at the end of the forecast horizon. The balance on goods and services
will strengthen annually and will post a surplus of about EUR 0.5 billion in 2017. The
positive developments reflect an increase in export volumes, as the terms of trade will
make a negligible contribution to the goods and services account throughout the forecast
period. The terms of trade will deteriorate further in 2015.

Labour market: employment to improve only slightly

The number of people employed in 2015 will remain unchanged from the previous year
and thereafter will increase only slowly due to sluggish economic growth, posting an
increase of 0.2% in 2016 and 0.5% in 2017. No significant revival in manufacturing
employment is in view in 2015. In the recession years, it has become harder for
unemployed people to find work. Job vacancies are slow to be filled and periods of
unemployment have grown longer. Employers’ ability to adjust work input by increasing
working hours is further contributing to the slow employment growth.
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Chart 6.

The unemployment rate will climb to 9.1% this year, falling back to 8.6% in 2017 (Chart
6). The prolonged weakness of the economy has been reflected on the labour market
more than before, not only as growing unemployment per se but also in the structure of
unemployment. The proportion of long-term unemployed out of all the unemployed has
increased to one third, with a surge in recent years in the number of long-term
unemployed aged 25–54, in particular. Long-term unemployment is typically slow to
decline, and its growth therefore presages the persistence of high unemployment over the
forecast period. Long-term unemployment also heightens the risk of structural
unemployment and labour market exit in the future, especially considering the growing
prevalence of long-term unemployment among young cohorts.

The labour force will grow slightly in the course of 2015 and thereafter remain fairly
stable. The labour market outflow caused by the sustained poor performance of the
economy has been reversed, and the labour force has begun to expand. However, this has
been reflected in an increase in unemployment rather than in employment.
Consequently, labour force growth cannot be construed as representing a clear sign of
improvement in labour market conditions.

Costs and prices: sluggish growth

The steep decline in the price of crude oil fed into consumer prices and pushed inflation
below zero in early 2015. In the years ahead, inflation will, correspondingly, be fuelled by
price increases on oil and imported products. Although services prices will sustain a
positive rate of inflation in the future, inflation in Finland will fall behind the euro area
average due to weak demand. This will slightly reduce the average difference in the level
of prices between Finland and the euro area that was built up in the wake of the financial
crisis. Upward pressure on wages will remain subdued on account of the weak economic
and employment trend, but real earnings growth will be supported by the low level of
inflation.
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Inflation according to the harmonised index of consumer prices (HICP inflation) will
average 0.2% in 2015, but will rise to 1.0% in 2016 and 1.5% in 2017.

In 2015, inflation was dampened by falling energy and food prices and slower growth in
services prices (Chart 7). Towards the end of the forecast period, fuel inflation will be
boosted by a rise in the world market price of crude oil. The dip in the oil price witnessed
in the early part of 2015 will be reflected in a mild inflationary peak in the price of oil in
the corresponding period in 2016.

Chart 7.

During the forecast years, inflation will be sustained especially by increases in services
prices (see article on services prices). In early 2015, there was a broadly based
moderation in the prices of many services, and price pressures will remain contained
until the end of the forecast period. The weak economic outlook and wage developments
will be reflected in the prices of services.

Prices of manufactured consumer products are declining in 2015, but this trend will be
cut at the end of the forecast period. Individual food producer prices show mixed trends,
whereas developments in food consumer prices will be subdued over the forecast
horizon. The end of the downward trend in the prices of industrial commodities, the
revival of global growth and the monetary policy stimulus measures in the euro area will
exert some upward pressure on consumer prices.

Inflation will drop below the euro area average (Chart 8). In the years since the financial
crisis, Finnish consumer prices have grown faster than elsewhere in the euro area, but in
response to the country’s relatively weak economic situation price pressures will remain
contained during the forecast period. According to the Eurosystem macroeconomic
projections, the rate of inflation for the euro area as a whole will be 0.3% in 2015, 1.5% in
2016 and 1.8% in 2017.
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Chart 8.

In 2015, nominal earnings will grow by 1.1%, with pay rises being subdued in the forecast
period. Growth in nominal earnings will be 1.2% in 2016 and 1.5% in 2017, indicating pay
rises will remain well below their long-term average. The weak economic and
employment trend will subdue earnings growth in the forecast period. In response to
slowing inflation, real earnings will improve in 2015 despite the exercise of wage
restraint.

Labour productivity will grow slowly compared with past performance, at an average of
less than 1% per annum (Chart 9). Output growth will continue to be concentrated on
services, which are characterized by lower-than-average productivity. Growth in unit
labour costs will be contained by moderate pay rises. In 2015, unit labour costs will,
however, still continue to rise by 1.1%, although towards the end of the forecast period
the rate will fall below 1%, reflecting a slight improvement in productivity growth.

Since 2007, Finland has suffered a substantial loss of cost-competitiveness, but during
the forecast period the fall in cost-competitiveness will stop relative to key competitors.
Competitiveness, as measured by unit labour costs, will, however, improve only slowly.
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Chart 9.

Public finances: rapid growth in debt

There was a marked deterioration in the general government financial balance in 2014,
with Finland’s fiscal deficit crossing the threshold set in the EU’s Stability and Growth
Pact. In the absence of further consolidation measures, the fiscal deficit will scarcely
improve and public debt will continue to surge.

Finland’s general government deficit proved deeper in 2014 than estimated in the
forecasts, as revenue growth was again slower than expected. The increase in
unemployment expenditure, in particular, was more rapid than previously projected. The
deficit exceeded the 3% threshold set in the EU’s Stability and Growth Pact, to stand at
3.2%. The ratio of public debt to GDP increased to 59.3%.

The forecast does not assume implementation of the fiscal consolidation measures
proposed by the new Government. A separate analysis of their impact is provided in the
alternative scenario.

Despite the tightening of fiscal policy in 2015, central government saving measures will
fall short of achieving a significant improvement in the public finances given the weak
economic conditions. Hence, the fiscal deficit will remain at 3% of GDP in the forecast
years (Chart 10). Public debt will continue to grow, with the debt-to-GDP ratio standing
at 67% in 2017. The tax ratio will stabilise at 44.4% in the forecast years.
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Chart 10.

Central government finances will improve in 2015 in response to the expenditure cuts
and tax increases already planned by the previous government. The rise in tax revenue
will be supported by tax-increasing measures, but in a context of slow economic growth
the increase in central government revenue, taken as a whole, will remain subdued. The
expansion of central government expenditure will be restricted by the spending cuts put
in place in 2015, and the central government deficit will shrink. However, central
government spending will grow faster than revenue again in 2016. Although revenue
growth will gain momentum in 2017, driven by economic growth, the central government
financial balance will improve only slightly, to -3.3%.

The local government financial balance will remain unchanged, at around -0.8%,
throughout the forecast period. Growth in local government revenue has been slowed by
cuts in current transfers from central government, which prompted an increase in local
taxes for 2015 by an average of 0.1 of a percentage point. The forecast assumes continued
increases of the same magnitude in the years ahead. Local government expenditure
relative to GDP will not fall, as the expansion of social and health care services will
continue in response to the ageing of the population and there has been no change in the
investment needs of the municipalities.

The surplus on the social security funds will erode further in 2015, to 1%. Despite a rise in
pension contributions, growth in pension expenditure will be faster than the increase in
premiums written and the asset income of the earnings-related pension funds. The rise
in social security contributions will be dampened by lacklustre employment and earnings
growth. The 0.4% ceiling on index increments to social benefits imposed in 2015 will rein
in the increase in these benefits, with index increments also being modest in 2016 due to
the low level of inflation. Expenditure on unemployment and income support will,
however, continue to surge in 2015 but start to decline again in 2016–2017 in step with
an improvement in the unemployment situation. The cyclical buffer of the
Unemployment Insurance Fund has been exhausted and, in spite of an increase in
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unemployment insurance contributions, the Fund will have to resort to borrowing in
2015.

In the forecast years, the ratio of public debt to GDP will rise above 67% (Chart 11). After
deducting Finland’s contribution to safeguarding European financial stability, the debt in
2016 will already exceed the 60% threshold set in the Stability and Growth Pact.

Chart 11.

Forecast summary
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Supply and
demand 20142014 20132013 20142014 20152015ff 20162016ff 20172017ff

At current

prices,

EUR billion

Volume, % change on previous year

Gross domestic

product
204.0 –1.3 –0.1 0.2 1.2 1.3

Imports 76.9 –1.6 –1.4 –0.4 2.5 3.4

Exports 76.0 –0.7 -0.4 0.6 3.3 4.0

Private consumption 112.7 –0.6 -0.2 0.2 0.4 0.7

Public consumption 51.0 0.6 0.2 0.0 1.0 1.1

Private fixed

investment
32.3 –7.3 -6.5 -2.5 2.7 2.2

Public fixed invesment 8.5 4.0 0.6 2.6 1.0 1.2
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Key economic indicators

% change on previous year
20132013 20142014 20152015ff 20162016ff 20172017ff

Harmonised index of consumer

prices
2.2 1.2 0.2 1.0 1.5

Consumer price index 1.5 1.0 0.1 1.1 1.4

Aggregate wage and salary

earnings
2.1 1.4 1.1 1.2 1.5

Labour compensation per

employee
2.1 1.5 1.5 1.3 1.6

Productivity per person

employed
–0.2 0.3 0.4 1.0 0.7

Unit labour costs 2.3 1.3 1.1 0.3 0.8

Number of employed –1.1 –0.4 –0.1 0.2 0.5

Employment rate, 15–64-year-

olds, %
68.5 68.3 68.2 68.6 69.2

Unemployment rate, % 8.2 8.7 9.1 8.9 8.6

Export prices of goods and

services
–0.8 –1.7 0.9 2.3 2.5

Terms of trade (goods and

services)
0.5 0.0 –0.4 0.1 –0.1

% of GDP, National Accounts

Tax ratio 44.0 44.4 44.7 44.4 44.4

General government net lending –2.5 –3.2 –3.1 –3.1 –3.0

General government debt (EDP) 55.8 59.3 62.5 65.1 67.3

Balance on goods and services –0.9 –0.4 –0.2 0.1 0.3

Current account balance –1.4 –1.1 –1.1 –0.8 –0.6

f = forecast.

Sources: Statistics Finland and Bank of Finland.

See other forecast tables.
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ALTERNATIVE SCENARIO

Consolidation measures
strengthen public finances
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK

The effects of the Government’s economic policy programme are assessed separately inThe effects of the Government’s economic policy programme are assessed separately in
this alternative scenario, as the programme is not included in the baseline forecast. Thethis alternative scenario, as the programme is not included in the baseline forecast. The
consolidation measures, if carried through, will markedly strengthen the public finances.consolidation measures, if carried through, will markedly strengthen the public finances.
On account of the measures, growth in the general government debt to GDP ratio willOn account of the measures, growth in the general government debt to GDP ratio will
come to a halt in 2019. The effects on economic growth essentially depend on whethercome to a halt in 2019. The effects on economic growth essentially depend on whether
cost-competitiveness can also be improved. Despite the consolidation measures, thecost-competitiveness can also be improved. Despite the consolidation measures, the
general government debt ratio resumes growth over the longer term.general government debt ratio resumes growth over the longer term.

Effects of the Government’s economic policy
programme

The Bank of Finland’s June 2015 baseline forecast does not account for the measures
envisaged in the new Government’s economic policy programme, but their effects are
assessed separately in this alternative scenario. In the Government programme, the
decisions on public spending cuts and taxation are key to future economic activity and
the situation regarding the public finances. As the effects are passed through to the
economy via both the demand and the supply channel and are also fundamentally
dependent on the choice of fiscal policy measures, a comprehensive impact assessment
can best be made using a macroeconomic model.

The assumption in the model simulation is for the size of fiscal consolidation to be EUR 4
billion by 2019, as proposed by the Government, of which about EUR 0.7 billion is based
on increased revenues and EUR 3.3 billion on spending cuts. Expenditure cuts focus
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mainly on social benefits and allowances, totalling nearly EUR 2 billion. Cuts in
development aid, business subsidies and consumption expenditure cover the rest of the
adjustment, a good EUR 1.3 billion. The scenario also accounts for an input of EUR 0.6
billion earmarked for reducing the renovation backlog in 2016–2018, to be financed from
income on assets. Investment of about EUR 1 billion in the Government’s spearhead
projects, as envisaged in the programme, is excluded from the scenario, as there is not
yet sufficient information available on allocation or funding.

Scenario 1, which assumes no conclusion of a ‘social contract’, takes account of the
Government’s planned conditional tax increases and spending cuts beyond 2018. This
conditional package includes measures increasing tax revenues by just under EUR 0.5
billion and spending cuts of nearly EUR 1 billion. Via reduced index compensations,
these conditional consolidation measures would affect pension benefits and other
expenditures across a broad front.

Scenario 2 assumes conclusion of a social contract or a corresponding arrangement and,
consequently, by 2019 unit labour costs are assumed to grow by nearly 5% less than in
the baseline forecast. The Government is committed to supporting the social contract by
cutting income tax if the contract brings the targeted cost effects and adequately
strengthens the public finances. The assumption in this scenario is for total income tax
reductions in 2018 and 2019 to be EUR 0.9 billion. In scenario 2, where wage
developments are moderate, the public finances are reinforced, as the necessary public
services can be provided by less staff.

Temporary slowdown in growth

In scenarioscenario 1, GDP growth in 2016 slows substantially on the baseline forecast. Economic
growth decelerates further in 2018 and 2019, as supplementary consolidation measures
cut current transfers and public consumption expenditure.

Public demand declines and private consumption growth slows, as cuts in current
transfers reduce disposable household income. This contraction in aggregate demand
weakens employment relative to the baseline forecast. However, lower demand curbs to
some extent increases in average wages and unit labour costs. This, in turn, boosts
growth in both exports and private investment. Public investment also speeds up, driven
by the growth package.

Overall, GDP in 2021 is 0.5 percentage points, i.e. about EUR 1 billion, lower than in the
baseline forecast (Table).

ScenarioScenario 2 foresees GDP growth slowing in 2016 as a result of savings in public
expenditure, but reductions in unit labour costs begin gradually to improve
competitiveness and increase exports. Private investment also picks up markedly, with
the investment ratio returning to its level of 2010–2011. Wage moderation causes
average wages to rise distinctly more slowly than in the baseline, which increases labour
demand. Moreover, tax reductions and withdrawal from supplementary cuts in 2018 add
to consumers’ purchasing power. Accordingly, private consumption begins to gradually
support growth.
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Overall, real GDP in 2021 is about 4.3% up on the baseline forecast. However, domestic
inflation well below the baseline reduces nominal GDP relative to the baseline. Nominal
GDP in 2021 is almost EUR 3 billion smaller than in the baseline forecast.

Consolidation measures, accompanied by strengthening cost-competitiveness in
response to sharp reductions in unit labour costs, accelerate economic growth
substantially in scenario 2, while economic growth slows, on average, in scenario 1.

Public finances strengthened

The consolidation measures strengthen the public finances discernibly compared with
the baseline forecast. Both scenarios foresee growth in general government debt to GDP
coming to a halt in 2019.

Despite the Government programme measures, the debt ratio resumes growth in the
middle of the 2020s, driven by increases in health and long-term care

expenditures.[1] Over the longer term, the debt ratio in scenario 2 remains lower than in
scenario 1. The higher investment ratio in scenario 2 increases the economy’s
productivity and, by extension, potential output, as a result of which productivity is
estimated to improve annually by ½ of a percentage point faster than in the baseline, i.e.
at about 1½% (Chart 1).

Chart 1.

Sources: Statistics Finland and calculations by the Bank of Finland.
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Table 1.

1. The longer term was examined using general government sustainability analysis.
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Fiscal consolidation commencing in 2016 – Alternative scenario 1

% change on previous year

2016 2017 2018 2019

2021

deviation,

%

GDP
Baseline

forecast
1.2 1.3 1.5 1.4

Alternative

scenario
0.7 1.3 1.3 1.3

Difference –0.5 0.0 –0.2 –0.1 –0.5

Exports
Baseline

forecast
3.3 4.0 3.4 3.0

Alternative

scenario
3.5 4.3 3.6 3.1

Difference 0.3 0.3 0.1 0.1 0.6

Private consumption
Baseline

forecast
0.4 0.7 1.2 1.2

Alternative

scenario
–0.1 0.7 0.9 1.1

Difference –0.5 0.0 –0.2 –0.1 –0.4

Private consumption

deflator

Baseline

forecast
1.2 1.4 1.6 1.7

Alternative

scenario
1.1 1.1 1.8 1.7

Difference –0.1 –0.2 0.2 0.1 0.0

Unit labour costs
Baseline

forecast
0.3 0.8 1.6 1.5

Alternative

scenario
0.4 0.6 1.7 1.5

Difference 0.1 –0.2 0.1 0.1 0.0

Productivity per person

employed

Baseline

forecast
1.0 0.7 1.0 1.2
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Fiscal consolidation commencing in 2016 – Alternative scenario 1

Alternative

scenario
0.6 0.6 0.6 1.1

Difference –0.4 –0.1 –0.4 –0.1 –0.9

General government net

lending

Baseline

forecast
–3.1 –3 –2.9 –2.9

Alternative

scenario
–3 –2.5 –1.5 –1.2

Difference 0.1 0.5 1.3 1.7 1.9

General government

debt

Baseline

forecast
65.1 67.3 69.0 70.4

Alternative

scenario
65.4 67.4 67.9 68.0

Difference 0.4 0.1 –1 –2.5 –5.9

Source: Bank of Finland calculations.

Table 2.
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Fiscal consolidation commencing in 2016 – Alternative scenario

2

Prosenttimuutos edellisvuotisesta

2016 2017 2018 2019
2021

deviation, %

GDP
Baseline

forecast
1.2 1.3 1.5 1.4

Alternative

scenario
0.8 1.5 2.5 2.9

Difference –0.5 0.3 1.0 1.5 4.3

Export
Baseline

forecast
3.3 4.0 3.4 3.0

Alternative

scenario
3.9 4.9 4.9 4.7

Difference 0.6 1.0 1.5 1.7 5.8

Private consumption
Baseline

forecast
0.4 0.7 1.2 1.2

Alternative

scenario
0.4 0.9 1.8 2.3

Difference 0.0 0.2 0.7 1.1 4.1

Private consumption

deflator

Baseline

forecast
1.2 1.4 1.6 1.7

Alternative

scenario
0.6 0.6 0.5 0.1

Difference –0.4 –0.8 –1.5 –1.7 –5.4

Unit labour costs
Baseline

forecast
0.3 0.8 1.6 1.5

Alternative

scenario
0.2 0.3 –0.1 –0.6

Difference –0.1 –0.6 –1.6 –2 –5.8

Productivity per

person employed

Baseline

forecast
1.0 0.7 1.0 1.2
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Fiscal consolidation commencing in 2016 – Alternative scenario

2

Alternative

scenario
0.6 1.1 2.1 2.5

Difference –0.4 0.4 1.0 1.3 4.0

General government

net lending

Baseline

forecast
–3.1 –3 –2.9 –2.9

Alternative

scenario
–2.7 –2.1 –2 –2

Difference 0.4 0.9 0.9 0.9 1.2

General government

debt

Baseline

forecast
65.1 67.3 69.0 70.4

Alternative

scenario
65.4 67.1 68.0 68.4

Difference 0.3 –0.2 –1 –2.1 –5.4

Source: Bank of Finland calculations.

Bofbulletin.fi — Articles on economy by Bank of Finland 28



Rise in services prices has made
Finland an expensive country
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK

Consumer prices have risen in Finland at a higher pace than in the euro area. This hasConsumer prices have risen in Finland at a higher pace than in the euro area. This has
eroded Finnish consumers' purchasing power and weakened the competitiveness of theeroded Finnish consumers' purchasing power and weakened the competitiveness of the
economy. Of household expenditure, approximately 40% is services-related, and Finnisheconomy. Of household expenditure, approximately 40% is services-related, and Finnish
services prices, in particular, have risen at a relatively rapid pace. Since the financialservices prices, in particular, have risen at a relatively rapid pace. Since the financial
crisis, domestic services prices have risen by over 10% compared with the euro areacrisis, domestic services prices have risen by over 10% compared with the euro area
average. Finnish services price inflation has been the highest in the euro area.average. Finnish services price inflation has been the highest in the euro area.

Finland is the most expensive country in the euro area, and Finnish inflation has in
recent years been among the highest in the euro area. For Finnish consumers, the
elevated prices mean that, despite relatively high income, purchasing power remains
weak. From the perspective of businesses, high prices erode Finland’s attractiveness for
investment and weaken the cost-competitiveness of exports.

Services constitute the largest expenditure item for consumers, and the rapid pace of
increase in services prices has been the most significant factor behind the high level of
Finnish inflation. In 2008–2014, services prices rose in Finland on average 3.0% per
annum, compared with an average of 1.7% in the euro area (Chart 1). As a result of the
prolonged rapid pace of increase in services prices, the difference between Finnish and
euro area prices has grown by more than 10 percentage points.
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Chart 1.

Seasonally adjusted harmonised index of consumer prices. 
Source: European Central Bank.
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The rapid pace of services inflation has been sustained particularly by the rise in rents
and the prices of housing services (Chart 2). The prices charged by restaurants, cafes and
refectories and the prices of medical services have also risen at an elevated rate. In recent
years, only the prices of mobile telephone services and Internet subscriptions have
declined.

Chart 2.

Source: Statistics Finland.
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In the years since the financial crisis, rents have risen in Finland an average 3.3% per
annum, compared with only 1.5% in the euro area (Chart 3). Since 2008, rents in Finland
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have risen by 27%. Compared with the euro area, rents have risen by 15% cumulatively.
Correspondingly, housing prices are in Finland higher than at the start of the financial
crisis, whereas in the other euro area countries average prices have declined slightly.

Chart 3.

The trend in rents has been computed based on the harmonised index of
consumer prices; HP-filtered.
Source: European Central Bank.
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At the beginning of 2015, services inflation slowed slightly. The slowdown has been
broadly based and has been witnessed in several commodity groups. In early 2015,
inflation slowed in e.g. day care charges and old-age home charges, and also in
restaurant and recreational services. An actual decline in prices on the annual level has
been witnessed only in mobile telephone services and Internet subscriptions.

In recent years, services inflation has been fairly high relative to the weakness of the
economy. The rapid pace of rise in wages and weak productivity developments since the
financial crisis have been reflected in higher consumer prices. The low level of
competition on the retail market and tight regulation have contributed to keeping prices
high.

In rents, upward pressure is due to the low volume of housing construction in growth
centres, and housing-related subsidies. The high level of rents may contribute to
weakening geographical mobility, in particular for low-paid workers, and thus aggravate
the mismatch of labour supply and demand. At the same time, the costs of owner-
occupied housing have declined as a result of the low level of interest rates, which has
decreased the attractiveness of renting.

The broad-based slowdown in services inflation witnessed in Finland in early 2015
indicates that the developments may be due to macroeconomic factors. This may be an
indicator of a longer-term turn in prices. Even though the turnaround is not yet reflected
in the rents for residential accommodation, based on the recent fall in house prices, the
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upward pressure on rents will also decrease in the future. Developments in housing rents
also depend largely on the housing policies to be pursued by the new government.

Slower consumer price inflation will boost consumers’ purchasing power and alleviate
the downward impact on aggregate demand caused by moderate wage developments.

Of the euro area economies, Austria, in particular, is in a very similar situation to
Finland. Since the financial crisis, services inflation in Austria has been relatively rapid,
and, for example, the pace of increase in rents has even exceeded that witnessed in
Finland. Austria’s rapid inflation, too, is due to the rapid pace of increase in rents. Like
Finland, Austria is suffering from weak growth and has lagged behind developments in
its neighbour, Germany.
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RISK ASSESSMENT

Recovery hinges on export
markets
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK

Weaker-than-expected developments in the global economy would erode Finland’sWeaker-than-expected developments in the global economy would erode Finland’s
export-driven growth. On the other hand, a more prolonged period of low commodityexport-driven growth. On the other hand, a more prolonged period of low commodity
prices and the positive effects of accommodative monetary policy on the real economyprices and the positive effects of accommodative monetary policy on the real economy
could provide a further boost to growth. In Finland, the necessary consolidationcould provide a further boost to growth. In Finland, the necessary consolidation
measures will reduce domestic demand over the short term but may support growth overmeasures will reduce domestic demand over the short term but may support growth over
the longer term.the longer term.

Weaker performance in the external environment
poses a risk

In 2015–2017, the Finnish economy’s slow recovery from the protracted recession will
primarily rely on improvements in the external operating environment. The rebound of
the Finnish economy will be bolstered in particular by euro area economies’ faster
recovery, falling commodity prices and the ongoing accommodative stance of euro area
monetary policy.

The external environment is, however, surrounded by significant risks. Weaker-than-
expected developments in Russia or in the emerging economies would erode export-
driven growth. Growth in net exports, as envisaged in the forecast, is conditional on the
expected pick-up in investment in Europe.

There are also risks attached to the pass-through of the accommodative monetary policy.
Rising share and bond prices in an environment of low interest rates reflect investors’
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search for yield, and market liquidity may be channelled into financial investments
rather than investments in productive capacity. Over the longer term, this could lead to a
divergence in the development of asset prices and the real economy, which in turn would
increase the likelihood of abrupt corrections in asset prices.

Tightening financial conditions would hamper the availability of finance particularly for
small and medium-sized enterprises, raising its price in circumstances where corporate
profitability has fallen to modest levels. This would impair the recovery of the real
economy.

On the other hand, commodity prices could remain low for a prolonged period and the
continuing accommodative stance of monetary policy could be transmitted to the real
economy more favourably than predicted, especially if it were to speed up fixed
investments in the euro area more strongly than projected.

Overall, external risks to the Finnish economy are on the downside.

Domestic risks relate to the success of economic
policy

Domestic risks relate to the success of near-term economic policy. The general
government financial balance will be stronger than forecast following the new
Government’s consolidation measures. However, fiscal tightening and the necessary
public spending cuts will reduce domestic demand and slow growth over the short term.
Short-term growth will decelerate especially if, on top of adjustments in public spending,
measures to improve price competitiveness are not carried through.

In addition, the freezing of the Finnish labour market and non-financial corporations’
weaker profitability could lead to slower-than-anticipated job creation, even in an
environment of growth, and to higher long-term unemployment further dampening
medium-term growth and undermining the general government financial position.

Domestic downside risks are particularly concentrated on the years 2016–2017.
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Employment impact of exports has
changed
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK •

SEPPO ORJASNIEMI, HANNU VIERTOLA

The decline in exports has been the most important factor behind the contraction in GDPThe decline in exports has been the most important factor behind the contraction in GDP
since 2008. The impact of this decline is also felt in sectors that traditionally focus on thesince 2008. The impact of this decline is also felt in sectors that traditionally focus on the
domestic market, as the production of intermediate inputs for exports ties up adomestic market, as the production of intermediate inputs for exports ties up a
considerable amount of resources. Exports have had a significant indirect impact onconsiderable amount of resources. Exports have had a significant indirect impact on
employment. The overall drop in employment has, however, remained moderate, asemployment. The overall drop in employment has, however, remained moderate, as
employment has been sustained by domestic demand.employment has been sustained by domestic demand.

Exports have a significant indirect impact on
employment

Finnish exports grew at a rapid pace between the early 1990s and 2008. However, the
global financial crisis and structural changes in industry caused a collapse in exports
after this period of prolonged growth. The volume of Finnish exports in 2014 was nearly
14%, i.e., approximately EUR 12 billion, lower than in 2008. The GDP share of exports
likewise decreased from 45% to 36%. The largest decline in exports was witnessed in
electrical engineering and electronics, manufacture of machinery and equipment, and the
forest industries.

The contraction in exports has been reflected directly in employment and output in the
key export industries. The lower level of exports has had an indirect impact via two
channels. Firstly, the use of domestic intermediate inputs in the manufacture of export
products has decreased. This has been reflected in lower output and employment in
other industries. Secondly, operations have been outsourced to other sectors, e.g.
services. In input-output statistics, this is reflected as a higher proportion of intermediate
consumption.

Bofbulletin.fi — Articles on economy by Bank of Finland 35

http://www.bofbulletin.fi/en/archive/?date=2015-06-30
http://www.bofbulletin.fi/en/archive/?issue=2015-3
http://www.bofbulletin.fi/en/economic-outlook/
http://www.bofbulletin.fi/en/author/seppo-orjasniemi/
http://www.bofbulletin.fi/en/author/hannu-viertola/


This article examines the impact of exports on employment, using sector-specific input-
output statistics that also take into account the indirect effects. The most recent statistics
are for 2012, and therefore our examination of the changes in employment caused by
developments in exports covers the years 2008–2012. In addition to the direct impact,
the examination also takes into account the indirect impact of export industries on the
number of employed. An indirect effect is the result of foreign or domestic intermediate
consumption by export industries in the production of goods for export. As a result,
changes in exports are reflected more extensively in the output and employment of other
sectors, including the closed sector.

Exports employ less than before

In 2008, export industries employed nearly a quarter of the total amount of persons
employed in Finland. The impact of the decline in exports differed considerably between
the various industries in 2008–2012. Overall, however, exports-related employment fell
only in the recession year 2009, after which employment developments have been fairly
stable.

Employment decreased by a total of 32 thousand persons in 2008–2012. The most
significant sources of employment in the export industries have been electrical
engineering and electronics, metal and mechanical engineering, and the paper and forest
industries. Jobs have decreased particularly in electronics and manufacture of machinery
and equipment. In electrical engineering and electronics alone, 12,000 jobs were lost in
the period under review. The figures do not, however, include intermediate consumption
by these industries, as a result of which changes in the structure of production and its
impact on employment are excluded from the analysis.

Including intermediate consumption, the employment contribution of the manufacture
of export goods was in 2008 a total of 621,000 people. In 2012, the export industries
employed only 504,000, or some 19% less than in 2008. In relative terms, employment
has decreased more than the volume of exports, which means that productivity has
improved.

For example, taking into consideration intermediate consumption by the electrical
engineering and electronics industry, the contraction of exports in this sector has
reduced employment by a total of 53,000, or 48%. As recently as 2008, electrical
engineering and electronics exports employed directly and indirectly 108,000 people.

Table 1.
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Overall employment contribution of each export industry

Industry 2008 2009 2010 2011 2012
Change, 1,000

persons

Manufacture of machinery

and equipment
165 127 128 126 123 −42

Electrical engineering and

electronics
108 79 66 61 56 −53

Paper and forest industries 96 88 95 96 92 −4

Services 137 129 125 130 138 1

Chemical products 53 38 41 43 44 −9

Agriculture, forestry and

foodstuffs
32 29 32 36 36 4

Other 30 15 16 15 15 −14

Total 622 504 503 507 504 −118

Sources: Statistics Finland and calculations by the Bank of Finland.

Another important export industry has been the traditional manufacture of machinery
and equipment, whose contribution to employment in 2008 was 165,000 (including the
manufacture of transport equipment).

The direct and indirect employment effect of exports of machinery and equipment has,
however, decreased less in relative terms, and employment has declined by a quarter. In
contrast, the fall in paper and forest industry exports has cut employment by only 4,000.
Despite a lower total volume of exports, growth in exports of services and foodstuffs has
supported employment by a total of 5,000 jobs.

Services exports have created new jobs

The structure of exports seems to have changed somewhat since 2008. Even though
employment has declined significantly in the traditional export industries, some new
growing export industries have replaced part of the job losses. However, in 2008–2012,
growth in exports improved employment only in nine industries. In addition, in the
growth industries, the bulk of the increase in employment is taking place in exports of
services. This also means that export output has become increasingly labour-intensive.
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Thus, the decrease in jobs in the traditional export industries seems to have been partly
compensated by services exports. The contribution to employment of professional and
technical services, in particular, has substantially increased. The employment
contribution of exports in these services in 2008 was some 10,000, and by 2012 this had
risen to 29,000.

Overall, aggregate employment decreased by only 16,000 in 2008–2012. Growth in
domestic demand has improved employment at the same time as jobs have been lost in
industries serving export demand (Chart 1). Employment based on domestic demand has
thus increased by over 100,000, or some 5%.

Chart 1.

Sources: Statistics Finland and calculations by the Bank of Finland.
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Employment has risen particularly in low-productivity sectors, such as the public sector
and other services sectors. Growth in total demand for services has boosted employment
by nearly 70,000. Demand growth has been most pronounced in health care and social
services, which have boosted employment by a total of 40,000. In addition, other
domestic demand has boosted employment by 35,000.

The employment share of exports has decreased

The largest decline in exports was witnessed in 2009, since when employment
developments have been more stable. The examination in this article is based on the
available input-output statistics for 2008–2012, and thus employment developments in
recent years cannot be assessed in detail. In 2013 and 2014, the volume of exports has,
however, remained virtually unchanged, and therefore exports-related employment
could be expected to have remained unchanged. In recent years, growth in the export of
services has, however, had a favourable impact on employment.

Export industries are still a significant source of employment. Favourable developments
in exports will therefore be of key importance for the prosperity of the Finnish economy
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in the future as well. The employment share of exports has, however, decreased
substantially. The rapid contraction in exports in 2008 was due to the decline in exports
from high-productivity industries. With the current structure of exports, i.e. as the
importance of services has increased in relative terms and productivity remains
unchanged, growth in exports will boost employment probably more than in the period
preceding the recession and the structural changes in the economy.
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Households increasingly
dependent on public transfers
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK •

HELVI KINNUNEN, PETRI MÄKI-FRÄNTI

The longer working careers and higher earnings of those now retiring have caused aThe longer working careers and higher earnings of those now retiring have caused a
rising trend in earnings-related pensions. As this has been accompanied by a strongrising trend in earnings-related pensions. As this has been accompanied by a strong
increase in unemployment expenditure and slow growth in aggregate income from wagesincrease in unemployment expenditure and slow growth in aggregate income from wages
and salaries on account of the recession, a growing number of households now dependand salaries on account of the recession, a growing number of households now depend
on current transfers. Accordingly, household income and expenditure are now lesson current transfers. Accordingly, household income and expenditure are now less
dependent on the economic cycle and countercyclical policy. In addition, the impact ofdependent on the economic cycle and countercyclical policy. In addition, the impact of
monetary policy on aggregate demand is reduced by the growing role of property incomemonetary policy on aggregate demand is reduced by the growing role of property income
in financing consumption. Contrary to the life cycle hypothesis, elderly people’s savingsin financing consumption. Contrary to the life cycle hypothesis, elderly people’s savings
rate has risen with age, and net wealth is highest amongst the elderly.rate has risen with age, and net wealth is highest amongst the elderly.

Population ageing may change macroeconomic
dynamics

As a population ages, this weakens the public finances and the labour market, but also
changes households’ sources of income. With population ageing, public transfers assume
a more pronounced role in households’ income formation, and housing and financial
wealth gains in importance as a source of income.

Population ageing also has implications for households’ financing structure. Household
debt is typically concentrated on young households and those of prime working age, with
net wealth peaking in older age. In addition, households save differently in different
phases of life.

Transformations in the household sector caused by ageing have the potential to change
the dynamics of the macroeconomy as a whole. Economic policy may affect household
behaviour differently from what we have traditionally been used to expect. Notably for
monetary policy, growth in the share of elderly households may imply that the response
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of aggregate demand to interest rate changes will be more limited than before, as a larger
part of consumption is financed by property income and public transfers.

The most profound change in Finland’s population structure has coincided with the
economy’s exceptionally deep and protracted recession. This article examines, on the
basis of national accounts and household-level data, how the income flows of the
household sector have evolved in recent years, it being one of the population groups hit
hardest by the recession, and how household debt and wealth have developed and are
distributed.

Public transfers an increasingly important source of
income

The growing number of retired persons and weak employment developments in the
recession years have strongly changed the income distribution of households. Compared
with the situation in 2008, pension income has grown by 40%, while the total amount of
wages and salaries has risen by about 10%. Hence, in 2014, current transfers already
accounted for a quarter of gross household income (Chart 1).

In addition to pensions, unemployment and social benefits have increased their share in
household income during the recession. Over the forecast horizon 2015–2017, pension
expenditure will grow further and, overall, public transfers will remain elevated, despite
a decline in the income share of unemployment benefits.

Chart 1.

Sources: Statistics Finland and Bank of Finland.
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It is a matter of concern for the financing of public services that an increasingly large
proportion of taxes and contributions from household income is used solely to cover
current transfers. The situation has worsened markedly during the recession.
Households’ gross tax rate has risen by about 2 percentage points, standing currently at
34%. After deducting transfers from taxes and contributions, the share available for
funding public services has diminished by almost 5 percentage points (Chart 2). The
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problem is that growth in pension expenditure will remain rapid for a long time, along
with a simultaneous rapid increase in demand for health and care services.

Chart 2.

Sources: Statistics Finland and Bank of Finland.
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Costs of recession highest for unemployed and
wage and salary earners

In addition to the fact that the number of pensioners has enlarged the share of pensions
in aggregate household income, pensioners’ average incomes have also grown rapidly.
The median pensioner real income in 2013 was nearly 15% higher than in 2007 (Chart 3).
Retiring persons’ longer working careers and higher earnings levels have led to a trend
growth in statutory earnings-related pensions. Median pensioner household income also
continued to grow in 2012 and 2013, when income developments in other population
groups were subdued.

Entrepreneurial households saw their incomes grow strongly, particularly in 2010 and
2011. Subsequently, growth more or less stalled, and the median household real income
in the case of entrepreneurs and farmers in 2013 was about 11% higher than in 2007.
However, median entrepreneurial income appears to have progressed rather favourably,
considering that in reference year 2007 the boom had already vigorously boosted
entrepreneurial income.

Wage and salary earner households witnessed a total of 9% growth in median income in
2008–2013. The bulk of this growth was generated in 2009 and 2010. Income
developments for the unemployed have particularly mirrored changes in the structure of
those receiving unemployment benefits, broken down into earnings-related
unemployment insurance and basic unemployment allowance. In 2013, the median
unemployed person’s income was 4% higher than in 2007.
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Chart 3.

Sources: Statistics Finland and Bank of Finland.

Income developments

115
113
111
109
107
105
103
101

99
97
95

2007 2008 2009 2010 2011 2012 2013

1
2

2007 = 100, median

10 June 2015
bofbulletin.fi

1. Entrepreneurs and farmers  2. Wage and salary earners  
3. Pensioners  4. Unemployed

3

4

The growing share of pension income in financing consumption has reduced uncertainty
related to household income developments. Pensioners face neither unemployment risk,
nor real income risk, as pensions are indexed to price and earnings developments.
Therefore, in principle, population ageing has reduced the dependency of private
consumption on the economic cycle. But it is still hard to distinguish the impact of this
on consumption.

Although, of the socio-economic groups, pensioners have weathered the recession years
well on average, the distribution of household income over the life cycle has been as
normal. Average earnings-related and overall incomes are highest in households with the
principal breadwinner aged around 40–50 (Chart 4). The average disposable income of
households in this age group in 2013 was around EUR 71,000, which is nearly twice the
amount available to 70–80-year-olds. However, average earned income already begins a
slow downward trajectory at around age 55. This may be partly accounted for by the
declining employment rate at the approach of retirement, but it could also stem from
lower income due to falling productivity because of ageing. This would be consistent with
the development of lifetime income generally observed in other countries.
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Chart 4.

Sources: Statistics Finland and Bank of Finland.
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Households’ property income increases until around the age of 40 as wealth
accumulates, remaining at around EUR 10,000 up to the age of 70. Property income is
already lower for households aged over 70, due to the age group’s smaller level of assets.
Moreover, in the oldest cohorts, a larger part of financial assets is invested in deposits, on
which the average return has remained lower than that from shares and funds.

In addition to capital income per se, property income also includes savings generated by
owner-occupation compared with living in rented accommodation. This benefit has been
measured by imputed income from housing. Imputed income from housing reaches a
peak at the age of 40, but shrinks slowly with age. Combined asset and housing income
accounts for just under 25% of total income until close to retirement, while this share is
already about 10 percentage points higher for those aged over 60.

Elderly people not consuming their wealth

Besides their income level, the financial situation of households is determined by their
wealth. According to the latest study on wealth, households’ net wealth would appear to
be highest for those aged 65–74 (Chart 5). In 2013, real wealth – i.e. in practice housing
wealth – accounted for 60–70% of the gross wealth of households in all age groups,
meaning that growth in household wealth, irrespective of age, has largely been
dependent on the pace of increase in housing prices.

Surprisingly, 45–54-year-olds hold the highest amount of debt, and still older cohorts
also have relatively high amounts of debt. Consequently, it is hard to justify the size of
debt by the phase in the life cycle, although debt accumulation by older cohorts has been
on the increase in the other Nordic countries, too. This not only reflects an overall
increase in indebtedness but also, in part, the fact that working careers currently
commence later and housing loan maturities have lengthened.
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Chart 5.

Sources: Statistics Finland and calculations by the Bank of Finland.
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The possibility of running down savings and liquidating housing wealth by, for example,
reverse mortgages makes it easier for households to maintain their consumption after
retirement. However, Finnish households have not generally run down their savings in
retirement to finance consumption. On the contrary, household saving appears to
increase with age (Chart 6).

Chart 6.

Sources: Statistics Finland and Bank of Finland.
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The highest savings rate is ascribed to households aged over 75, i.e. the age group with
the lowest income level. The savings behaviour of elderly households is thus against the
ordinary life cycle model assuming that households smooth their consumption over time
by saving when young and by drawing on their savings when growing older. Older
cohorts’ reluctance to consume their savings is likely to be explained, in part, by their
willingness to leave an inheritance. The phenomenon is, by definition, not exceptional in
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international comparison. For example, the savings rate in Germany, Austria and the
United Kingdom appears to rise towards the end of the life cycle.

Although, from households’ point of view, savings may actually increase with age, at the
level of the economy as a whole this is not the case. An increasingly large proportion of
aggregate private and public consumption will in the future need to be financed by
income on capital. In practice, this means that the surplus on the pension funds will
decline. If there is a wish to keep pensioners’ consumption relative to their incomes
unchanged, the change in the age structure will strongly raise consumption across the

economy as a whole. This threatens to cut the savings ratio for the economy as a whole.[1]

Elderly households’ higher propensity to save may ease the situation to some extent as
their population share increases. If cohort-specific savings ratios were to remain at the
same level as in 2012, a mere change in the population’s age structure would increase
the savings ratio of the economy as a whole by about 0.2 of a tenth of a percent by 2040.
Accordingly, the direct impact of the age structure on the savings ratio would remain

rather limited.[2]

Changing impact of interest rates on consumption

With population ageing, the structure of household income, consumption and wealth is
changing. As public transfers assume a more pronounced role in household income
formation, the response of private consumption to cyclical situations will be weaker.
Income uncertainty will also be allayed by employment pensions being virtually
protected from fiscal consolidation. However, the increasing importance of current
transfers means that a smaller proportion of tax revenues will be available for public
service provision.

The savings rates of households and the economy may develop divergently. If the trends
currently observed are to continue, the average household savings rate will rise slightly.
However, at the level of the national economy as a whole, a substantial part of
consumption will need to be financed by reducing pension savings, which will lower total
savings. This pressure could be reduced if the public sector’s expenditure pressures were
alleviated by unwinding elderly people’s housing and financial wealth. In this regard,
proposals have been made, among other things, for private long-term care insurance to
be financed by reverse housing loans.

With financial wealth focusing on older cohorts and debts on younger households and
those of prime working age, population ageing will lead to an increase in households’
average wealth. As wealth grows, the role of property income in financing consumption
will increase, which may change the impact of interest rate changes on consumption.
Lower interest rates will mean a negative income impact for an increasingly large
proportion of households. Similarly, higher interest rates will provide elderly people with

1. Using ‘life cycle accounts’, Riihelä & al. (2014) have analysed different cohorts’ private and public consumption

relative to income. According to their estimate, around 2030, all capital income in the economy will be needed to

finance private and public consumption if consumption per person is to be maintained at the current level.

2. The savings rates (Chart 6) are based on the Household Budget Survey by Statistics Finland and clearly

overestimate the savings rate based on national accounts data.
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an opportunity to increase consumption. Consequently, the effectiveness of monetary
policy may diminish.

Source

Riihelä, M. – Vaittinen, R. – Vanne, R. (2014) Väestörakenne ja talouskehitys –
ikäryhmät Suomen taloudessa [‘Population structure and economic trends – age groups
in the Finnish economy’] Reports of the Finnish Centre for Pensions, 07/2014.
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Shortage of new firms jams labour
market recovery
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK •

JUUSO VANHALA, MATTI VIRÉN

Unemployment is already higher than in the recession year 2009. At the same time,Unemployment is already higher than in the recession year 2009. At the same time,
unemployment growth is due less to new unemployment spells and increasingly tounemployment growth is due less to new unemployment spells and increasingly to
weaker employment opportunities for the already unemployed. The number of new jobweaker employment opportunities for the already unemployed. The number of new job
vacancies has decreased in recent years, and the vacancy filling rate has slowed down.vacancies has decreased in recent years, and the vacancy filling rate has slowed down.
One reason behind the shortage of new jobs is the lack of new firms, which create theOne reason behind the shortage of new jobs is the lack of new firms, which create the
largest number of jobs. The frozen labour market will slow restructuring of the economylargest number of jobs. The frozen labour market will slow restructuring of the economy
and weakens the outlook for growth.and weakens the outlook for growth.

Restructuring takes place via the labour market

The number of new and terminated spells of employment and unemployment is much
greater than suggested by (net) changes in employment and unemployment. According
to the employment service statistics of the Ministry of Employment and the Economy,
the number of unemployed jobseekers has increased by approximately 100,000 since
2008. In the same period, the monthly average of new and terminated spells of
unemployment was over 65,000.

Large worker flows are of key importance for restructuring in the economy. Large flows
between employment and unemployment also mean that many workers may have spells
of unemployment but, at the same time, the number of persons moving from
unemployment to employment is large and the spells of unemployment remain relatively
short on average.
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Slower flows between employment and
unemployment

The 2008 financial crisis reflected strongly on both new spells of unemployment and
terminated spells of unemployment, but subsequently both these flows between

employment and unemployment have decreased significantly.[1] Since 2011, the figures

have been over 30% smaller than before the financial crisis.[2]

As a result of the slower flows, fewer workers become unemployed. On the other hand,
the probability of finding employment is lower and the average duration of
unemployment longer. Flows from short spells of unemployment to employment have
decreased relatively more than flows from longer spells of unemployment.

Chart 1.

*HP-filtered
Source: Ministry of Employment and the Economy.
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The number of long-term unemployed already exceeds 100,000, which corresponds to
approximately one-third of unemployed jobseekers, and the number is rising. Protracted
spells of unemployment typically lead lower job finding rates (due to e.g. skills erosion or
loss of labour market contacts), and may even turn cyclical unemployment into structural
unemployment.

1. Even though all the spells of unemployment do not end with employment, these figures conceal a significant

decrease in the number of persons employed (specifically persons who have found a job themselves).

2. The quarterly figures on worker flows computed by Schauman, Vanhala and Virén (2014) from Statistics

Finland's Labour Force Survey are smaller and a similar slowing of worker flows cannot be observed. This is due to

the time aggregation bias in the measurement of worker flows which is due to the long intervals between

measurement points. According to Shimer (2012) and Nordmeier (2014), worker flows measured at different

points in time underestimate total worker flows, as worker flows in opposite directions between points in time (e.g.

3 months) offset each other.
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The developments in Finland are not unique. For example in the United States, labour
market flows have slowed even more significantly, and the trend has been the subject of
intense debate. The changes are considered to have a negative effect on the dynamics of

economic growth.[3]

Job vacancies harder to fill

The decrease in terminated spells of unemployment reflects the increasing difficulty in
filling vacancies. Even though the number of unemployed jobseekers has risen, the
vacancy filling rate is lower.

The number of vacancies has remained virtually unchanged since 2010, but they remain
open for a longer period and the number of filled vacancies has decreased. This is
accompanied by a decrease in the number of new vacancies, even though a slight upward
trend has been witnessed during the past year. The vacancy duration in 2010 averaged 55
days, or 10 days more than before.

Chart 2.

Source: Ministry of Employment and the Economy.
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The increasing problems in filling job vacancies partly reflects the mismatch related to
structural changes in the economy as the jobs available do not correspond, in terms of
e.g. skills requirements and location, to the unemployed jobseekers.

An examination of the number of vacancies per unemployed jobseeker in professions
with the largest deviation in the ratio of vacancies and the number of unemployed shows
that there are major differences in labour market tightness between the various
professional groups (Table 1). The figures reflect the ongoing structural changes in the
Finnish economy, in which the number of jobs has decreased in industry and increased
in services. The changes between 2006 and 2015 are minor. This is consistent with the
longer vacancy duration.

3. Davis – Haltiwanger (2014).
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Table 1.

Vacancies per unemployed jobseeker,
examples from selected professions 2006 and 2015

Highest ratio 2015 2006 2015 Lowest ratio 2015 2006 2015

Other sales workers 1.57 3.23
Electronics and computer

mechanics
0.08 0.04

Nursing specialists 2.88 3.06
Ships' deck crews and

related workers
0.06 0.07

Sales and purchasing

agents
1.58 2.41 Wood treaters 0.04 0.04

Medical doctors 1.63 1.74

Textile, fur and leather

products machine

operators

0.04 0.09

Vehicle cleaners .. 2.08

Painters, building

cleaners and related

trades

0.07 0.05

Agricultural and

forestry labourers
0.08 1.92

Forestry and related

workers
0.01 0.04

Market salespersons 1.56 1.21 Printing trades workers 0.05 0.02

Food and related

products machine

operators

0.32 2.0
Telecommunications and

broadcasting technicians
0.01 0.02

Newspaper deliverers 0.59 1.01 Artisans 0.09 0.01

Nurses and midwives 1.15 1.13 Garment workers 0.03 0.03

The figures refer to January 2006 and March 2015.

Source: Statistics Finland.

Start-up firms create jobs

Even though the majority of jobs are in large and established firms, new jobs are
generated by new firms. In the first years following entry, a significant portion of start-up
firms exit and thereby eliminate the jobs they have created. The surviving businesses, in
contrast, grow and hence also create jobs at a rapid pace compared with older,

established firms.[4],[5]

4. See e.g., Haltiwanger et al. (2013) and Henrekson – Johansson (2010).
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According to a recent OECD analysis covering 18 countries, firms five years old or
younger were in 2001–2011 the primary contributors to job creation in all the countries
analysed, including Finland. Even during and after the global financial crisis, young
firms created more jobs in net terms, despite the fact that they were the ones hit hardest

by the crisis. The majority of job losses were the result of downscaling by older firms.[6]

Against this background, corporate sector dynamics plays a key role in labour market
developments. According to Statistics Finland, the number of enterprise openings has
decreased in Finland in recent years, and the number of enterprise closures has
increased. The stock of enterprises has thereby decreased in Finland (Chart 3). Weak
developments in the number of new firms that typically create jobs is cause for concern
in terms of the creation of new jobs.

Reasons for the low number of jobs created should thus be sought from the factors
underlying the decrease in business start-ups, e.g. uncertainties related to the operating
environment, cost level or bureaucracy-related factors.

Chart 3.

Source: Statistics Finland.
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The decrease in the number of enterprise openings may explain the sluggish labour
market dynamics and the rise in unemployment. The developments are not necessarily
directly due to labour markets, even though labour market institutions and corporate
dynamics may be closely linked. Labour market institutions, e.g. employment protection
legislation and employment benefits, may have various unintended incentive effects in

addition to the intended distributional effects.[7]

The operating environment of firms, and the factors that affect it, should be taken into
consideration as part of employment policies. As job creation is concentrated in new

5. In the economics literature, e.g. Haltiwanger et al. (2013) discuss up-or-out dynamics, in which start-ups have a

small likelihood of surviving following market entry but surviving businesses grow very rapidly.

6. Criscuolo et al. (2014).

7. We would like to mention two examples from the economics literature: 1) according to Bartelsman et al. (2011)

and Tuomaala (2015), high severance costs may restrict companies' market entry and risk-taking because it makes

market exit or downsizing costly, and 2) Acemoglu and Shimer (2000) argue that unemployment insurance can

provide workers protection that encourages them to seek jobs in firms with a high risk of market exit.
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firms, policies aimed at removing restrictions in the business environment for start-up
firms may be more effective in terms of job creation than policies aimed at SMEs in
general. Policies should remove barriers to market entry, promote an innovation-friendly
environment and enable the creation of jobs in firms with growth potential. In this, the
functioning of labour and commodity markets as well as legislation (e.g. bankruptcy

legislation) can play a role.[8] Well-functioning financial markets direct finance to
productive firms with growth potential.

Current trends in labour market flows, stocks, vacancies and enterprise start-ups indicate
that in the near future, too, the Finnish labour market will face major problems. The
reasons for the paralysis of the Finnish labour market are, however, not fully understood.
It is due, on one hand, to the mismatch related to structural change in the Finnish
economy and, on the other hand, to a lack of firms that create jobs.
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Finland benefits from
Eurosystem’s securities purchases
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 •

ECONOMIC OUTLOOK, MONETARY POLICY • ELISA NEWBY, SEPPO ORJASNIEMI

The effects of the Eurosystem’s expanded asset purchase programme (EAPP) are alreadyThe effects of the Eurosystem’s expanded asset purchase programme (EAPP) are already
visible on the financial markets. The achievements of the programme are, however, onlyvisible on the financial markets. The achievements of the programme are, however, only
intermediate goals from a central bank perspective, through which the effects of theintermediate goals from a central bank perspective, through which the effects of the
programme can work through to the real economy and prices. To a small open economyprogramme can work through to the real economy and prices. To a small open economy
such as Finland, the effects of the programme are transmitted particularly via lowersuch as Finland, the effects of the programme are transmitted particularly via lower
market interest rates and a weaker exchange rate. According to calculations conducted atmarket interest rates and a weaker exchange rate. According to calculations conducted at
the Bank of Finland, the EAPP will stimulate Finland’s GDP growth by 0.2 of athe Bank of Finland, the EAPP will stimulate Finland’s GDP growth by 0.2 of a
percentage point and inflation by 0.3 of a percentage point in 2015.percentage point and inflation by 0.3 of a percentage point in 2015.

Stimulus to central bank balance sheets

In March 2015, the Bank of Finland initiated secondary market purchases of bonds
issued by the Finnish government. With these purchases, the Bank of Finland executes
the Eurosystem’s purchase programme for public sector debt securities, under which the
ECB and national central banks purchase bonds of sovereigns, state agencies and
supranational European institutions. The Eurosystem had, already in autumn 2014,
launched purchases of covered bonds and asset-backed securities issued by banks. The
Eurosystem’s combined monthly purchases of all of these securities will amount to EUR
60 billion and will continue at least until the end of September 2016. Of this, the Bank of
Finland’s purchases of public sector securities will amount to around EUR 700 million.

The immediate effect of monetary policy purchases of securities is that the central bank’s
balance sheet expands and the amount of central bank money increases. When the
Eurosystem purchases a bond from a bank, the bond is recorded on the assets side of the
central bank’s balance sheet and the central bank credits the seller bank’s current
account at the central bank with electronic central bank money. This initial effect of the
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programme – direct growth in the monetary base – can be referred to as the impact

phase.[1]

However, growth in central bank money or liquidity in the banking system does not
mean an increase in the amount of money held by non-financial corporations and
households. Increased liquidity is transmitted to the real economy only if banks increase
their lending. Hence, the Eurosystem cannot directly stimulate loan markets with asset
purchases and thereby increase aggregate demand or supply. Unlike the impact phase of
an asset purchase programme, the adjustment phase is prolonged. In addition, several
factors influencing the transmission, e.g. the structures of the economy or accumulation
of private sector debt, are independent of central bank measures.

This article reviews how the effects of the Eurosystem’s expanded asset purchase
programme are transmitted from the financial markets to the real economy and prices.
The importance of the various transmission channels is assessed from the perspective of
both the euro area and Finland, however taking into consideration that, in assessing the
success of the purchases under the EAPP, the focus should be on overall euro area
developments, since the ECB Governing Council has set the objectives of the programme
at the level of the euro area as a whole.

The effects of the EAPP have been taken into account in the Bank of Finland’s new
macroeconomic forecast published on 10 June 2015. However, the Bank of Finland’s
general equilibrium model does not allow for a detailed analysis of the programme’s
transmission channels.

Asset purchases have many transmission channels
on the markets

The effects of asset purchase programmes have typically been analysed by assessing
market reactions to central bank announcements of the commencement of asset
purchase programmes, which is relatively straightforward. Financial markets react
rapidly to changes in the outlook for their prices, as the markets operate in real time and

encompass a large number of buyers and sellers.[2] Hence, the effects of an asset
purchase programme are first reflected on the financial markets and only later in the real
economy and prices, since e.g. wages and prices adjust slowly (Chart 1). This is why no
studies of the Eurosystem’s asset purchase programme have yet been published, except
for some analyses focusing on market reactions.

1. Joyce – Tong – Woods (2011).

2. Glick – Leduc (2012) and Krishnamurthy – Vissing-Jorgensen (2011).
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Chart 1.

Phases and channels of transmission of asset purchase programmes
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Immediate market effects of the EAPP announcement

The financial markets expected already in the second half of 2014 that the Eurosystem
would expand the purchase programmes for covered bonds and asset-backed securities
to public sector debt securities. The expectations were boosted by slowing inflation and
expectations of inflation falling below the objective for price stability. In addition, ECB
President Mario Draghi stated in November 2014 that the Eurosystem was targeting to
expand its balance sheet by around EUR 1,000 billion. The markets assessed the
prevailing non-standard monetary policy measures as insufficient in quantitative terms
to achieve the target. Due to the relaxed monetary policy and expectations of further
monetary policy relaxation, the exchange rate of the euro depreciated against the US
dollar by almost 17% and the yield on the 10-year German government bond fell from
1.4% in early June 2014 to around 0.5% at the end of the year.

The markets reacted strongly to the ECB Governing Council’s announcement of 22
January 2015 on the launch of the EAPP. The euro depreciated against the US dollar
instantly by 1.4%. Similarly, the Euro STOXX equity index rose by 1% and the yields on
10-year German and Spanish government bonds declined by 0.25 of a percentage point.
The yield on the Finnish 10-year government bond, in turn, declined by a further 0.13 of
a percentage point from an already low level. The market response was almost equally
strong on 5 March when the Governing Council, at its monetary policy meeting,
announced further details of the modalities of the EAPP and announced that purchases
would commence almost immediately.

During the first months of the EAPP, the money market rates and yields on government
bonds continued to fall rapidly, meaning markets had not priced in all effects in advance.
Market reactions to central bank announcements of asset purchase programmes have

been very similar in the United States and the United Kingdom.[3]

EAPP signalled continuation of relaxed monetary policy

The central bank’s announcement of an asset purchase programme signalled relaxation
of monetary policy. By committing itself to a long-term purchase programme, the central
bank decreased uncertainty about the future course of monetary policy. The Eurosystem
has amplified the signalling effect of the EAPP with forward guidance, i.e. by
communicating the monetary policy it intends to pursue. In January 2015, ECB
President Mario Draghi announced that the Eurosystem intended to carry out the

3. Glick – Leduc (2012).
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purchases ‘until end-September 2016 and …in any case … until we see a sustained
adjustment in the path of inflation which is consistent with our aim of achieving inflation
rates below, but close to, 2% over the medium term.’ If markets were to interpret the
EAPP as just a temporary measure, it would not bring about a broad-based decline in
long-term interest rates. Non-standard monetary policy – such as outright purchases of
securities – pushes down long-term interest rates only if the monetary policy stance is

supported by forward guidance.[4]

If the Eurosystem can credibly influence market expectations about future monetary
policy, short-term money market rates and expectations about their future level should
fall. Market participants’ expectations about the central bank’s monetary policy stance is
measured by the overnight indexed swap (OIS) which reflects changes in the ECB policy
rate (Chart 2). For example, the three-month OIS rate is interpreted as market
expectations about the average Eonia rate over the next three months. Hence, changes in
the OIS rate reflect expectations about overnight rates. The OIS rate fell by 0.05 of a
percentage point from the beginning of November to –0.10% at the end of March 2015.
Expectations about long-term money market rates fell even more: the three-year OIS rate
declined by over 0.5 of a percentage point, to –0.11%. Hence, the OIS rate curve declined
evenly, which reflects the effectiveness and reliability of the Eurosystem’s monetary
policy. In this case, the decline in the rate curve is not explained by standard interest rate
policy, since the ECB Governing Council lowered the key policy rate last in September
2014, i.e. over 5 months before the launch of the EAPP.

Chart 2.

Source: Bloomberg.
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4. Eggertson – Woodford (2003).
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A decline in money market rates reduces banks’ own funding costs. A decline in the
interbank market rate is transmitted to banks’ retail loan prices in two ways. In the first
place, the price of finance offered by banks to the public must cover banks’ own funding
costs. Secondly, interbank market rates are reflected in reference rates such as Euribor

rates.[5] A decline in the reference rate reduces the private sector’s loan servicing costs:
the three-month Euribor – the most common reference rate of housing and corporate
loans in Finland – fell by around 0.10 of a percentage point from the beginning of 2014
to 0% at the end of April 2015. The 12-month Euribor has declined even more, by 0.15 of
a percentage point, to 0.17% at the end of April 2015.

EAPP changes composition of investment portfolios

Central banks use regular liquidity auctions to steer short-term money market rates, and
changes in these rates pass through to long-term rates through expectations. A central
bank’s regular interest rate policy is ineffective, however, if short-term market rates are
already at the zero bound but the inflation outlook necessitates further relaxation of
monetary policy. When the Eurosystem purchases a large quantity of government bonds,
including long-term government bonds, the amount of these instruments on the markets
decreases while demand for government bonds increases. If a central bank purchases
above all long-term debt securities, the average time to maturity, i.e. duration, of debt
securities on the markets decreases. Narrowing of the yield spread between short and
long-term debt securities prompts investors to purchase debt securities with even longer

maturities.[6] Investors will then require a smaller average term premium on long-term
bonds than before and, as a response, the yield on long-term bonds will decline (Chart 3).

5. 56% of euro area corporate loans (excl. loans to financial institutions) and 40% of household loans are linked to

Euribor rates. In March 2012, the value of outstanding loan agreements was around EUR 4,700 billion. Through a

decline in market interest rates, the expanded purchase programme is also transmitted to Finland. The share of

Euribor-linked floating-rate loans in the loan stock is the largest in Finland among all euro area countries: 83% of

corporate loans and 94% of household loans are linked to Euribor rates of various maturities.

6. Cash and short-term debt securities are substitutes, especially when the level of interest rates is very low. For

this reason the Eurosystem has excluded debt securities of less than two years from the APP.
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Chart 3.

Source: Bloomberg.
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Investors also have to look for substitutes for government bonds they have sold to the
Eurosystem, as there are less government bonds on the markets, and with higher prices
but lower yields. Rebalancing of investment portfolios is reflected in other investment
instruments such as corporate bonds or equities. When investment flows are channelled
to these alternative investment assets, their prices will rise and yields fall, too. This has
two positive effects on the real economy. A decline in the yield on corporate loans
decreases firms’ funding costs, which in turn eases funding of new investments and
firms’ working capital. On the other hand, a rise in securities prices increases the wealth
of securities holders, which in turn boosts consumption.

The effectiveness of the portfolio channel depends partly on how willing or able investors
are to sell their sovereign bond holdings and invest in other securities. Many institutional
investors, such as life and pension insurance companies, cannot shift their investments
from government bonds to riskier assets due to rules that restrict their investment

activities.[7] Finnish financial institutions hold around EUR 40 billion of euro area
government bonds, of which a little over half is on the balance sheets of pension
insurance companies, pension funds and insurance companies. These institutional
investors may be less willing to sell their sovereign bond holdings than banks and
management companies. Insurance companies’ and banks’ willingness to sell is also
dampened by capital adequacy and liquidity rules that force the institutions to hold
government bonds of high-rated euro area countries on their balance sheets. The EAPP
does not work its way through to the Finnish economy only through the Bank of
Finland’s purchases, since over 90% of Finnish government bonds are held by foreign
investors. Instead, Finnish financial institutions hold significant amounts of euro area

7. Thornton (2014).
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bonds which are also subject to euro area purchases. A rise in the value of these
instruments is beneficial to both their holders and the Finnish economy.

Investment flows outside euro area weaken the euro

The Eurosystem’s EAPP increases the supply of euros relative to other currencies,
weakening the exchange rate of the euro, assuming other factors remain unchanged. The
euro exchange rate will also depreciate when the banks that have sold government bonds
to the Eurosystem invest the euros obtained in securities outside of the euro area. For
example, many institutional investors may consider US and UK government bonds as
substitutes for bonds of high-rated euro area countries, despite the exchange rate risk. In
order to purchase US or UK debt securities, the investor must first exchange the euros
obtained into dollars or pounds. Demand for these currencies will grow and the supply of
euros on foreign exchange markets will respectively increase, leading to euro
depreciation.

The nominal exchange rate of the euro has depreciated substantially against the dollar,
by about 20%, since early summer 2014 (Chart 4). The ECB Governing Council lowered
the key policy rates and introduced new non-standard monetary policy measures already
in June and September 2014. The euro is depreciating against the dollar also because
economic growth, inflation and interest rates are higher in the US than in the euro area.
Against a broader currency basket, the euro has weakened less, by 13%.

Chart 4.

Source: Bloomberg.
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Euro depreciation will improve the external competitiveness of the euro area – and hence
of Finland. In 2014, around 65% of Finnish exports went outside the euro area.
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Impact of EAPP on Finnish economy

Incorporation of EAPP in the forecast

The Bank of Finland’s current macroeconomic forecast for the first time takes into
account the Eurosystem’s expanded asset purchase programme. Even though the
financial markets were expecting the ECB Governing Council to relax monetary policy, as
described earlier, fiscal and monetary policy measures are included in the forecast only
after they have been approved by decision-makers.

The Bank of Finland prepares its forecast as part of the Eurosystem staff macroeconomic
projections for future developments in the euro area. Hence, the underlying forecast
assumptions on e.g. commodity price developments and assessments of future
developments in the international economy are in line with those of the Eurosystem staff
projections (see forecast assumptions). The Bank of Finland’s forecast describes the most
probable economic developments at the forecast date, i.e. it is a point estimate.

The forecast assumes interest rates to develop in line with financial market expectations
and exchange rates to remain unchanged during the forecast period. The EAPP has
impacted on recent developments in interest rates, exchange rates and market
expectations about further exchange rate developments as described above. Thus the
programme is an inseparable part of the forecast assumptions.

The Eurosystem-wide EAPP also stimulates total demand in Finland’s trading partners.
These ?second order’ effects can have a significant impact on a small open economy such
as Finland’s. The impact of the programme on growth in Finland’s export markets is
taken into account in the forecast via the growth forecast for the global economy and the
euro area.

Changes in the forecast assumptions transmit to the forecast outcome through a
macroeconomic model developed at the Bank of Finland. In addition to technical
assumptions, the model forecast includes a wide range of other information and
estimates of economic developments based on e.g. the national accounts and the
production structure of the Finnish economy. As a stochastic general equilibrium model,
the Bank of Finland’s forecast model (?Aino’) enables analysis of a policy measure
impacting on the whole macro economy, such as the EAPP, since the model takes into
account both the direct and indirect effects of the measure. In addition, economists
estimate the EAPP will pass through to the real economy within a period of about 2 to 3
years, which corresponds to the time horizon of the forecast model. By contrast, the
model cannot differentiate that part of the change in the baseline forecast that stems
from the EAPP. Hence, the growth contributions presented in the following section are
based on technical assumptions and staff macroeconomic projections. For the sake of
caution, the main focus is on the direct effects of the EAPP.

Contribution of EAPP to baseline forecast

The assumptions concerning money markets in the Bank of Finland’s forecast published
in December 2014 are based on the situation as at mid-November. Thereafter,
expectations about the interest rate level – the 3-month Euribor – prevailing in

Bofbulletin.fi — Articles on economy by Bank of Finland 62



2015–2017 have fallen by about 0.2 of a percentage point. In addition, Finland’s trade-
weighted exchange rate has depreciated by around 4%. The EAPP is assessed to have
contributed to only a part of these changes in expectations.

The EAPP can be assessed to weaken Finland’s trade-weighted exchange rate in the
forecast period by about 1% (Table 1). The exchange rate depreciation will improve
Finnish exporters’ price competitiveness against non-euro area countries, which will
accelerate export growth. On the other hand, improved price competitiveness enables
domestic export companies to raise their prices. As the euro depreciates, prices of import
products rise, in which case imports decline and part of the import products used in
domestic production will be replaced by domestic products.

In the model, households and non-financial corporations pay an imputed short-term
interest rate that reflects the price of domestic finance, on one hand, and the yield on an
internationally allocated investment portfolio, on the other. Unlike in many other euro
area countries, interest rates were already low in Finland before the launch of the EAPP.
This means the impact of the programme on the level of domestic short-term rates is
small relative to the euro area average. The decline in the level of interest rates will
reduce businesses’ funding costs and the price of capital used in production.
Consequently, the fall in interest rates will boost investment and will also reduce
businesses’ production costs. As interest rates decline, households’ loan-servicing costs
will also decrease, so that households will increase consumption and investment, e.g. via
housing construction.

Exchange rate depreciation and the fall in the interest rates will accelerate growth in
domestic and external demand. This will increase the need for labour and production
capacity, resulting in a slight further increase in investment and labour force growth.
With a growing labour force, the wages bill of the whole economy will increase, enabling
further acceleration in private consumption growth.

Growth in demand for both end products and production inputs will increase price
pressures in the economy. Since the calculation expects productivity to remain
unchanged, non-financial corporations will have to increase their production capacity,
which will push up production costs. Production costs will also be inflated by a rise in the
prices of intermediate goods imported for production purposes. On the other hand,
growing demand will also enable increases in goods prices. This way faster growth in
total demand will fuel inflation and the general level of prices will rise slightly. Increased
labour demand and higher prices will only be marginally reflected in wage developments
over the forecast horizon, so that the EAPP will contribute to labour costs only very
modestly.

The EAPP will boost growth in Finland’s GDP cumulatively by approximately 0.3 of a
percentage point, and inflation by 0.4 of a percentage point in 2015 and 2016. The
calculation does not take into account the impact of the programme on euro area
economic growth and any accompanying growth in export demand. However, this
channel of influence is taken into account in the baseline forecast, in which it boosts
growth in the export markets. This increases the growth contribution of the EAPP, but
this contribution is markedly smaller than the direct impact.
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Table 1.

Contribution of EAPP to Finnish economy

Annual growth, %

2015 2016 2017

GDP 0.3 1.2 1.3

EAPP contribution 0.2 0.1 0.0

HICP inflation 0.2 1.0 1.5

EAPP contribution 0.3 0.1 0.0

Private investment –2.5 2.7 2.2

EAPP contribution 0.8 0.3 –0.2

Private consumption 0.2 0.4 0.7

EAPP contribution 0.2 0.2 0.1

Exports 0.6 3.3 4.0

EAPP contribution 0.1 0.0 0.0

Source: Bank of Finland calculations.

Brisker economic growth more likely due to EAPP

Forecasts are made because the future is uncertain, and Bank of Finland forecasts also
include an assessment of the key uncertainties surrounding the forecast itself. In the
forecasts prepared over the past few years, downside risks have been larger and also
more numerous than upside risks. Consequently, the Bank of Finland has generally
assessed downside risks to the baseline forecast as being more likely than upside risks. In
actual fact, since the financial crisis, actual developments have often lagged behind the
baseline. The Eurosystem’s expanded asset purchase programme is one of the key
reasons why the present forecast considers that better-than-forecast economic
developments, too, are more likely than before.

Sources

Eggertsson, G. – Woodford, M. (2003) The Zero Bound on Interest Rates and Optimal
Monetary Policy. Brookings Papers on Economic Activity, Economic Studies Program.
The Brookings Institution, vol. 34(1), 139–235.
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FORECAST ASSUMPTIONS

Global economic growth will gain
momentum in the forecast period
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK

Global economic growth will gain momentum in the forecast period. The sliding oil priceGlobal economic growth will gain momentum in the forecast period. The sliding oil price
will benefit oil-importing countries. In the euro area, the Extended Asset Purchasewill benefit oil-importing countries. In the euro area, the Extended Asset Purchase
Programme (EAPP) has reduced funding costs, improved lending and strengthened theProgramme (EAPP) has reduced funding costs, improved lending and strengthened the
confidence of economic agents. The exchange rate developments to date support theconfidence of economic agents. The exchange rate developments to date support the
growth and inflation outlooks of the euro area and Japan, while the recovery of the USgrowth and inflation outlooks of the euro area and Japan, while the recovery of the US
economy is consistent with the strong US dollar. The Russian economy will contract overeconomy is consistent with the strong US dollar. The Russian economy will contract over
the next two years, following the collapse of the oil price. Economic growth in China willthe next two years, following the collapse of the oil price. Economic growth in China will
remain relatively robust.remain relatively robust.

Global economic growth is expected to pick up from 3.2% in 2015 to 3.8% in 2016 and
2017. The decline in the oil price experienced in the latter part of 2014 and early 2015 is
broadly reflected in global economic conditions and the global outlook. The oil price
decline mainly represented a positive supply shock, which, in the short term, will support
growth in net oil-importing countries. However, the revenue outlook for oil-producing
countries and energy sector companies has deteriorated, which has been reflected in
higher interest rates on the financial markets and rising funding costs.

The Eurosystem’s Extended Asset Purchase Programme (EAPP) has had numerous
positive effects on the euro area. Short-term market rates and longer-term government
bond yields have fallen markedly. The lowering of inflationary expectations has been
reversed. Funding costs have decreased, and access to lending has improved.
Furthermore, the money supply has grown and credit developments have strengthened.
Confidence in the economy has improved, thus helping the effects of the Eurosystem’s
measures feed through to the real economy. Economic recovery is expected to gradually
gather strength in the euro area and become more broadly based.

GDP growth in the euro area in the first quarter of 2015 was 0.4% on the previous
quarter. The economy expanded in all major euro area countries. Growth was supported
by, for instance, rising real income in response to the fall in the oil price, low interest
rates and the depreciation of the euro. In the ECB’s macroeconomic projections, euro
area growth is expected to pick up to 1.5% in the current year, to 1.9% in 2016 and to
2.0% in 2017 (see Table 1).

Table 1.
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Growth in GDP and world trade

% change on previous year

GDP 2014 2015f 2016f 2017f

United States 2.4 2.6 3.1 2.7

Euro area 0.9 1.5 1.9 2.0

Japan –0.1 0.5 1.5 0.7

Non-Japan Asia 6.5 6.2 6.6 6.3

World 3.4 3.2 3.8 3.8

World trade 2.9 2.6 5.0 5.3

Finland’s export markets1 2.6 1.8 4.4 5.1

1Growth in Finland’s export markets equals growth in imports by countries to which

Finland exports, on average, weighted by their respective shares of Finnish exports.

f=forecast

Source: Eurosystem.

Of the advanced economies, the US economy has the strongest outlook, as the balance
sheet adjustments undertaken in recent years have substantially reduced the degree of
private sector debt. On the whole, the declining oil price has impacted positively on the
US economy, despite the difficulties faced by the country’s schist oil production. US
economic growth will remain robust throughout the forecast period, driven by strong
private consumption and investment. During the forecast period, the US economy will
expand at an average rate of 2.8% per annum.

The near-term outlook for Japan is moderately positive. In China, economic growth is
expected to climb to roughly 7% this year and to moderate to around 6.5% towards the
end of the forecast period. The Russian economy is already in its third year of significant
deceleration. Following the collapse of the oil price, the economy will contract by more
than 4% this year. In response to the assumed slight rise in the oil price, the contraction
in Russian GDP will level off.

World trade growth will remain much slower in 2015 than assumed in December 2014.
Compared with developments in world trade, Finnish export markets have posted slower
growth in recent years. This is explained by the weak economic outlook for regions
pivotal to Finnish exports, such as Russia. Part of the sluggish growth in export markets
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is compensated for by the depreciation of the euro and the consequent improvement in
the price-competitiveness of Finnish exports.

World market prices of commodities, and energy in particular, fell considerably in the
latter part of 2014 and early 2015. (Table 2). The decline in the oil price mainly
represented a positive supply shock. In the course of 2015, the prices of crude oil and
other commodities will begin to edge up, but prices will remain well below those
witnessed in recent years and assumed by the Bank of Finland in the previous forecast.

The forecast assumes interest and exchange rates will develop in line with financial
market prices and will remain practically unchanged during the forecast period.
According to market expectations, the 3-month Euribor will remain exceptionally low in
2017, at 0.2%. Analogously, the yield on Finnish 10-year government bonds will rise

slowly, reaching 1.3% in the last quarter of 2017.[1]

Table 2.

Forecast assumptions

2013 2014 2015f 2016f 2017f

Finland’s export markets1, % change 2.3 2.6 1.8 4.4 5.1

Oil price, USD/barrel 108.8 98.9 58.0 64.7 68.3

Euro export prices of Finland’s trading

partners, % change
–2.9 –0.1 6.2 2.8 2.5

3-month Euribor, % 0.2 0.2 0.0 0.0 0.2

Yield on Finnish 10-year government bonds, % 1.9 1.4 0.7 1.1 1.3

Finland’s nominal competitiveness indicator2 101.6 102.4 98.1 97.8 97.8

US dollar value of one euro 1.33 1.33 1.09 1.8 1.08

1Growth in Finland’s export markets equals growth in imports by countries to which

Finland exports, on average, weighted by their respective shares of Finnish exports.

2Narrow plus euro area, 1999Q1 = 100.

f=forecast

Sources: Eurosystem and Bank of Finland.

1. The interest rate assumptions in the forecast are derived from market expectations current on 12 May 2015. The

interest and exchange rate assumptions are purely technical and do not anticipate the monetary policy of the

Governing Council of the European Central Bank or estimates of equilibrium exchange rates.

Bofbulletin.fi — Articles on economy by Bank of Finland 68



Tags

• economy
• economic situation
• forecast
• Finland

Bofbulletin.fi — Articles on economy by Bank of Finland 69

http://www.bofbulletin.fi/en/keyword/economy/
http://www.bofbulletin.fi/en/keyword/economic-situation/
http://www.bofbulletin.fi/en/keyword/forecast/
http://www.bofbulletin.fi/en/keyword/finland/


National accounts for the first
quarter of 2015
30 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK

According to the most recent quarterly national accounts, real GDP in the first quarter ofAccording to the most recent quarterly national accounts, real GDP in the first quarter of
2015 contracted by 0.1% quarter on quarter but remained unchanged year on year. The2015 contracted by 0.1% quarter on quarter but remained unchanged year on year. The
quarterly national accounts data signal a broadly similar economic development to thequarterly national accounts data signal a broadly similar economic development to the
indicator data previously published, i.e. the economy was continuing to contract.indicator data previously published, i.e. the economy was continuing to contract.

On 4 June 2015, Statistics Finland published preliminary quarterly national accounts
data containing the latest statistical data on Finnish economic developments in the first
quarter of 2015 and revised data on quarterly developments in 2014.

According to the most recent quarterly national accounts, real GDP in the first quarter of
2015 contracted by 0.1% quarter on quarter but remained unchanged year on year.
According to the flash estimate published in May, real GDP growth in the first quarter
was –0.1% year on year and –0.1% quarter on quarter.

The GDP growth rates for the last quarter of 2014 were revised upwards by 0.1 of a
percentage point from earlier estimates. Hence, real GDP contracted in the last quarter
of 2014 by 0.1% on the previous quarter.

Private consumption grew in the first quarter of 2015 by 1.0% on the previous quarter
and 1.2% on a year earlier. Private investment was 0.4% up quarter on quarter, but 3.8%
down year on year. Public consumption expenditure remained unchanged, while public
investment was 2.0% down quarter on quarter. The contribution of domestic demand to
GDP growth was 0.5 of a percentage point.

In the first quarter of 2015, exports were 0.9% down on the previous quarter. Imports, in
turn, grew by 2.2%. Hence, the contribution of net exports to GDP growth in the first
quarter was -1.2 of a percentage points. The contribution of changes in inventories and
statistical discrepancies was 0.6 of a percentage point.

The national accounts data for the first quarter of 2015 indicates that the number of
employees increased by 0.1% and the number of hours worked decreased by 0.2% on the
previous year. Growth in compensation per employee picked up to 1.3% year on year.

The Bank of Finland’s macroeconomic forecast presented in this publication is based on
the quarterly national accounts published by Statistics Finland in March, a flash estimate
for the first quarter released in May and extensive indicator data on economic
developments.

The most recent quarterly national accounts data signals a similar economic
development for the early part of 2015 to the indicator data previously published.
Quarterly GDP growth was unchanged from the flash estimate published in May, i.e. the
economy continued to contract.
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FORECAST TABLES

Forecast for 2015–2017
10 JUN 2015 11:00 AM • BANK OF FINLAND BULLETIN 3/2015 • ECONOMIC OUTLOOK

June 2015

1. Balance of supply and demand, at reference year
2010 prices

% change on previous year

20132013 20142014 20152015ff 20162016ff 20172017ff

GDP at market prices -1.3 -0.1 0.2 1.2 1.3

Imports of goods and services -1.6 -1.4 -0.4 2.5 3.4

Exports of goods and

services
-0.7 -0.4 0.6 3.3 4.0

Private consumption -0.6 -0.2 0.2 0.4 0.7

Public consumption 0.6 0.2 0.0 1.0 1.1

Private fixed investment -7.3 -6.5 -2.5 2.7 2.2

Public fixed investment 4.0 0.6 2.6 1.0 1.2

Source: Bank of Finland forecast June 2015.
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2. Contributions to growth1

20132013 20142014 20152015ff 20162016ff 20172017ff

GDP, % change -1.3 -0.1 0.2 1.2 1.3

Net exports 0.4 0.4 0.4 0.3 0.2

Domestic demand excl. inventory change -1.3 -1.1 -0.1 0.9 1.0

of which Consumption -0.2 0.0 0.1 0.5 0.6

Investment -1.2 -1.1 -0.3 0.5 0.4

Inventory change + statistical discrepancy -0.3 0.6 0.0 0.0 0.0

1 Bank of Finland calculations. Annual growth rates using the previous year's GDP shares

at current prices as weights.

Source: Bank of Finland forecast June 2015.
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3. .Balance of supply and demand, price
deflators

Index, 2010 = 100 and % change on previous year

20132013 20142014 20152015ff 20162016ff 20172017ff

GDP at market prices 108.2 109.4 110.1 111.4 112.9

2.5 1.1 0.6 1.2 1.4

Imports of goods and services 107.0 105.1 106.4 108.8 111.6

-1.3 -1.8 1.3 2.3 2.6

Exports of goods and

services
104.7 102.9 103.8 106.2 108.8

-0.8 -1.7 0.9 2.3 2.5

Private consumption 108.8 110.4 111.1 112.4 113.9

2.5 1.5 0.6 1.2 1.4

Public consumption 111.1 112.7 113.8 115.2 116.8

2.4 1.4 1.0 1.2 1.4

Private fixed investment 108.0 108.8 110.0 111.4 113.0

1.3 0.8 1.1 1.2 1.5

Public fixed investment 108.9 109.5 110.2 111.8 113.5

1.7 0.5 0.7 1.4 1.5

Terms of trade (goods and services) 97.9 97.9 97.5 97.6 97.5

0.5 0.0 -0.4 0.1 -0.1

Source: Bank of Finland forecast June 2015.
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4. Balance of supply and demand, at current
prices

EUR million and % change on previous year

20132013 20142014 20152015ff 20162016ff 20172017ff

GDP at market prices 201,995 204,015 205,719 210,753 216,314

1.1 1.0 0.8 2.4 2.6

Imports of goods and services 79,386 76,888 77,568 81,357 86,292

-2.9 -3.1 0.9 4.9 6.1

Total supply 281,381 280,903 283,288 292,110 302,606

-0.1 -0.2 0.8 3.1 3.6

Exports of goods and

services
77,646 76,042 77,137 81,531 86,862

-1.6 -2.1 1.4 5.7 6.5

Consumption 161,330 163,650 165,072 168,024 171,691

2.2 1.4 0.9 1.8 2.2

Private 111,153 112,687 113,591 115,376 117,713

1.9 1.4 0.8 1.6 2.0

Public 50,177 50,963 51,481 52,647 53,978

3.1 1.6 1.0 2.3 2.5

Fixed

investment
42,712 40,810 40,629 42,094 43,593

-4.0 -4.5 -0.4 3.6 3.6

Private 34,306 32,312 31,855 33,103 34,352

-6.1 -5.8 -1.4 3.9 3.8

Public 8,406 8,498 8,774 8,992 9,241

5.7 1.1 3.2 2.5 2.8

Inventory change + statistical

discrepancy
-307 401 450 460 460

% of previous year's total demand -0.3 0.3 0.0 0.0 0.0
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4. Balance of supply and demand, at current
prices

Total demand 281,381 280,903 283,288 292,110 302,606

-0.1 -0.2 0.8 3.1 3.6

Total domestic demand 203,735 204,861 206,151 210,578 215,744

0.5 0.6 0.6 2.1 2.5

Source: Bank of Finland forecast June 2015.

5. Balance of supply and demand

% of GDP at current prices

20132013 20142014 20152015ff 20162016ff 20172017ff

GDP at market prices 100.0 100.0 100.0 100.0 100.0

Imports of goods and services 39.3 37.7 37.7 38.6 39.9

Exports of goods and

services
38.4 37.3 37.5 38.7 40.2

Consumption 79.9 80.2 80.2 79.7 79.4

Private 55.0 55.2 55.2 54.7 54.4

Public 24.8 25.0 25.0 25.0 25.0

Fixed investment 21.1 20.0 19.7 20.0 20.2

Private 17.0 15.8 15.5 15.7 15.9

Public 4.2 4.2 4.3 4.3 4.3

Inventory change + statistical discrepancy, -0.2 0.2 0.2 0.2 0.2

Total demand 139.3 137.7 137.7 138.6 139.9

Total domestic demand 100.9 100.4 100.2 99.9 99.7

Source: Bank of Finland forecast June 2015.
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6. Prices

Index, 2010 = 100, and % change on previous

year

20132013 20142014 20152015ff 20162016ff 20172017ff

Harmonised index of consumer prices,

2005=100
120.4 121.8 122.0 123.2 125.0

2.2 1.2 0.2 1.0 1.5

Consumer price index, 2005=100 118.3 119.6 119.7 121.0 122.7

1.5 1.0 0.1 1.1 1.4

Private consumption

deflator
108.8 110.4 111.1 112.4 113.9

2.5 1.5 0.6 1.2 1.4

Private investment deflator 108.0 108.8 110.0 111.4 113.0

1.3 0.8 1.1 1.2 1.5

Exports of goods and services deflator 104.7 102.9 103.8 106.2 108.8

-0.8 -1.7 0.9 2.3 2.5

Imports of goods and services deflator 107.0 105.1 106.4 108.8 111.6

-1.3 -1.8 1.3 2.3 2.6

Value-added deflators

Value-added, gross at basic

prices
107.8 109.0 109.9 110.9 112.3

2.3 1.1 0.8 1.0 1.2

Private sector 106.7 107.9 108.7 109.7 110.9

2.3 1.1 0.8 0.9 1.1

Public sector 112.5 113.5 114.7 116.0 117.9

2.5 0.9 1.0 1.2 1.6

Source: Bank of Finland forecast June 2015.
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7. Wages and productivity

% change on previous year

20132013 20142014 20152015ff 20162016ff 20172017ff

Whole economy

Index of wage and salary earnings 2.1 1.4 1.1 1.2 1.5

Compensation per employee 2.1 1.5 1.5 1.3 1.6

Unit labour costs 2.3 1.3 1.1 0.3 0.8

Labour productivity per employed person -0.2 0.3 0.4 1.0 0.7

Source: Bank of Finland forecast June 2015.

Bofbulletin.fi — Articles on economy by Bank of Finland 78



8. Labour market

1,000 persons and % change on previous

year

20132013 20142014 20152015ff 20162016ff 20172017ff

Labour force survey (15–74-year-olds)

Employed persons 2,457 2,447 2,444 2,449 2,462

-1.1 -0.4 -0.1 0.2 0.5

Unemployed persons 219 232 246 238 230

6.1 5.8 5.9 -3.0 -3.3

Labour force 2,676 2,679 2,690 2,687 2,692

-0.5 0.1 0.4 -0.1 0.2

Working-age population (15–64-year-olds) 3,508 3,491 3,478 3,468 3,456

-0.5 -0.5 -0.4 -0.3 -0.4

Labour force participation rate,

%
65.5 65.4 65.5 65.4 65.3

Unemployment rate, % 8.2 8.7 9.1 8.9 8.6

Employment rate (15–64-year-olds), % 68.5 68.3 68.2 68.6 69.2

Source: Bank of Finland forecast June 2015.
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9. General government revenue,
expenditure, balance and debt

% of GDP

20132013 20142014 20152015ff 20162016ff 20172017ff

General government revenue 55.2 55.5 55.9 55.7 55.7

General government expenditure 57.8 58.7 59.0 58.7 58.6

General government primary expenditure 56.5 57.4 57.8 57.6 57.5

General government interest expenditure 1.3 1.3 1.2 1.1 1.1

General government net lending -2.5 -3.2 -3.1 -3.1 -3.0

Central government -3.7 -3.7 -3.2 -3.4 -3.3

Local government -0.7 -0.9 -0.8 -0.8 -0.8

Social security funds 1.9 1.4 1.0 1.1 1.1

General government primary balance -1.3 -1.9 -1.9 -1.9 -1.8

General government debt (EDP) 55.8 59.3 62.5 65.1 67.3

Central government debt 44.4 46.6 49.3 51.6 53.5

Tax ratio 44.0 44.4 44.7 44.4 44.4

Source: Bank of Finland forecast June 2015.
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10. Balance of payments

EUR million

20132013 20142014 20152015ff 20162016ff 20172017ff

Exports of goods and services (SNA) 77,646 76,042 77,137 81,531 86,862

Imports of goods and services (SNA) 79,386 76,888 77,568 81,357 86,292

Goods and services account (SNA) -1,740 -846 -432 174 570

% of GDP -0.9 -0.4 -0.2 0.1 0.3

Investment income and other items, net

(+ statistical discrepancy)
794 -280 -727 -407 -204

Current transfers, net -2518 -2566 -2397 -2440 -2489

Current account, net -2,850 -2,320 -2,234 -1,679 -1,333

Net lending, % of GDP

Private sector 1.1 2.0 2.0 2.3 2.4

Public sector -2.5 -3.2 -3.1 -3.1 -3.0

Current account, % of GDP -1.4 -1.1 -1.1 -0.8 -0.6

Source: Bank of Finland forecast June 2015.
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11. Interest rates

%

20132013 20142014 20152015ff 20162016ff 20172017ff

3-month Euribor1 0.2 0.2 0.0 0.0 0.2

Average interest rate on new loans2 2.2 2.0 1.7 1.7 1.9

Average interest rate on the stock of loans2 1.8 1.8 1.6 1.6 1.8

Average interest rate on the stock of deposits3 0.5 0.4 0.3 0.3 0.4

Yield on Finnish 10-year government bonds1 1.9 1.4 0.7 1.1 1.3

1 Technical assumption derived from market expectations.

2 Finnish credit institutions’ loans to households and non-financial corporations (excl.

overdrafts, credit card credits

and repurchase agreements).

3 Finnish credit institutions’ deposits from households and non-financial corporations.

Source: Bank of Finland forecast June 2015.
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12. International environment

Eurosystem staff projections

20132013 20142014 20152015ff 20162016ff 20172017ff

GDP, % change on previous year

World 3.4 3.4 3.2 3.8 3.8

USA 2.2 2.4 2.6 3.1 2.7

Euro area -0.3 0.9 1.5 1.9 2.0

Japan 1.6 -0.1 0.5 1.5 0.7

Imports, % change on previous year

World 3.5 2.9 2.6 5.0 5.3

USA 1.1 4.0 5.2 6.0 5.7

Euro area 1.4 4.1 4.8 5.8 5.9

Japan 3.0 7.2 2.1 2.9 1.2

Index, 2010 = 100, and % change on previous

year

Import volume in Finnish export markets 112.6 115.5 117.6 122.8 129.0

2.3 2.6 1.8 4.4 5.1

Export prices (excl. oil) of Finland's trading

partners, national currencies
102.2 103.0 104.8 107.3 110.0

-1.0 0.7 1.7 2.4 2.5

Export prices (excl. oil) of Finland's trading

partners, in euro
104.8 104.7 111.2 114.2 117.1

-2.9 -0.1 6.2 2.8 2.5

Industrial raw materials (excl. energy), HWWA

index, in US dollars
93.6 89.0 73.4 74.5 78.2

-2.7 -4.9 -17.6 1.5 5.0

Oil price, USD per barrel1 108.8 98.9 58.0 64.7 68.3

-2.8 -9.1 -41.4 11.5 5.5
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12. International environment

Finland's nominal competitiveness indicator1,2 101.6 102.4 98.1 97.8 97.8

1.7 0.8 -4.2 -0.3 0.0

US dollar value of one euro1 1.33 1.33 1.09 1.08 1.08

3.4 0.0 -17.7 -1.0 0.0

1 Technical assumption derived from market expectations.

2 Narrow plus euro area, 1999Q1 = 100

Source: Bank of Finland forecast June 2015.
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