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Highlights
Growth to resume 
only gradually in the 
medium term

• We expect to see a second successive 
year of contraction in Finland in 2013. 
Subsequently, the economy should 
gradually gain momentum over the 
medium term, helped by recovery in 
the Eurozone. We forecast GDP will 
grow by about 2.2% a year in 2014–17, 
supported by an improvement in 
exports and fixed investment. And the 
risks to our growth forecasts are no 
longer skewed to the downside, as fears 
of an imminent Eurozone breakup have 
eased and activity in emerging markets 
appears to be accelerating again. 

• As the scale and nature of risks 
threatening the Eurozone have receded, 
investor confidence has returned. 
However, the current optimism seen 
in financial markets has yet to feed 
through to the real economy. Despite 
a 25% rise in share prices since 
July 2012, business confidence in the 
industrial sector remains very weak 
and capacity utilization is well below 
its long-term average. Therefore, we 
expect fixed investment to fall for a 
second consecutive year in 2013. From 
2014, we see investment picking up 
gradually as risk assessments become 
more favorable and financial conditions 
continue to improve.

• The improvement in investor sentiment 
in the Eurozone is a positive sign for 
Finland’s export performance. But the 
recent appreciation of the euro also 
reduces the competitiveness of Finnish 
exports in important markets such as 
China and the US. As a result, we see 
export volumes rising by just 1% this 
year, before accelerating to about 3.4% 
a year in 2014–17 as demand from 
Eurozone trade partners strengthens, 
alongside robust demand from outside 
the Eurozone.

• Since the worsening of the Eurozone 
debt crisis in 2010, Finnish households 
have faced a number of increases 
in indirect taxes as the Government 
has tried to curb its fiscal shortfall. 
As a result, Finland is expected to 
experience a third consecutive year 
of inflation above 2% in 2013, curbing 
households’ purchasing power. We 
forecast private consumption growth 
will slow from last year’s estimated 
1.7% to only 0.5% in 2013. In 2014, 
when the effects of higher taxes 
finally fade, we expect inflation to 
slow to 1.4%, bringing some relief to 
household budgets. Growth in private 
consumption is forecast to pick up to 
about 2.2% a year in 2014–17. 

• The Government announced a €2.7b 
cut (equal to 1.3% of GDP) to its budget 
over the medium term. While this will 
not dent growth much, it seems to be 
a missed opportunity to foster activity 
via some fiscal stimulus, given that 
Finland has among the healthiest public 
finances within the Eurozone, with 
government debt still below 60% of GDP.
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The economic outlook for the Eurozone as 
a whole is more positive than a year ago. 
Since European Central Bank (ECB) President 
Mario Draghi stated in July 2012 that the ECB 
would do “whatever it takes” to preserve the 
Eurozone, European financial markets have 
staged an impressive rally. Greatly reduced 
fears of an imminent Eurozone breakup, 
combined with a much reduced risk that the 
US will fall over its “fiscal cliff” and signs that 
emerging markets are accelerating again 
have led to a return of investor confidence. 

But the optimism seen in financial markets 
has yet to be mirrored by an improvement in 
economic activity. This is particularly true for 
Finland. Despite a 25% rise in share prices 
since July 2012, local businesses remain very 
pessimistic about the outlook. Any positive 
effects on investment and growth from the 
normalization of risks will take some time to 
materialize. But as the year progresses, we 
think that firms will take advantage of the 
lower risk environment and start to step up 
investment and recruitment.

Gloomy short-term outlook …
Our short-term outlook is therefore still 
gloomy. With capacity utilization at a 
two-year low and demand from other 
Eurozone countries for “made in Finland” 
products still subdued, we forecast 
investment will contract for a second 
consecutive year in 2013. By the same token, 
traditional export sectors, such as technology 
and paper products, will continue to struggle 
in an environment of low growth in Europe 
and increasing competition from Asian firms. 
Owing to subdued external demand and a 
stronger euro, we see export volumes rising 
a disappointing 1% in 2013.

One likely outcome of the sluggish 
performance of the export sector is a rise 
in unemployment, as businesses adjust 
payrolls to restore productivity and 
profitability. This assessment is in line with 
January’s Business Tendency Survey, 
published by the Confederation of Finnish 
Industries, which reported that employment 
has already started to shrink in both 

manufacturing and services sectors. We 
forecast the jobless rate will peak at 7.8% (on 
the International Labour Organization 
measure) in mid-2013, before it gradually 
falls as the recovery picks up.

On the consumer side, the short-term outlook 
is no better. A VAT increase effective in 
January, combined with only modest wage 
growth resulting from the slight deterioration 
in labor market conditions, will curb 
households’ purchasing power this year. This 
will contribute to a sharp slowdown of private 
consumption. We forecast consumption will 
rise by just 0.5% this year, after an estimated 
1.7% increase in 2012.

… with inflation kept up by tax hikes
Since the worsening of the Eurozone debt 
crisis in 2010, Finnish households have had to 
face a number of increases in indirect taxes 
as the Government has tried to curb its fiscal 
shortfall. Following a one percentage point 
increase in VAT in July 2010, the Government 
raised indirect taxes on fuels in January 2012 

Growth to resume 
only gradually in the 
medium term

Table 1 
Finland (annual percentage changes unless specified)

2012 2013 2014 2015 2016 2017

GDP -0.2 -0.2 1.6 2.3 2.6 2.4

Private consumption 1.7 0.5 1.9 2.1 2.4 2.4

Fixed investment -2.1 -1.3 1.6 2.3 3.5 3.2

Stockbuilding (% of GDP) 0.8 -0.1 -0.1 -0.2 -0.1 -0.2

Government consumption -0.4 0.5 1.1 1.2 1.4 1.6

Exports of goods and services -0.6 1.0 2.4 3.7 3.8 3.7

Imports of goods and services -2.3 -0.4 2.6 3.0 3.7 3.9

Consumer prices 3.2 2.0 1.4 1.5 1.6 1.7

Unemployment rate (level) 7.7 7.8 7.7 7.4 7.1 6.8

Current account balance (% of GDP) -1.7 -0.4 0.7 1.6 1.9 2.1

Government budget (% of GDP) -0.7 -0.3 -0.2 -0.2 -0.2 -0.4

Government debt (% of GDP) 48.7 48.2 47.3 46.0 44.8 43.8

ECB main refinancing rate (%) 0.9 0.8 0.8 0.8 0.8 0.9

Euro effective exchange rate (1995 = 100) 115.5 118.7 114.3 110.7 110.3 110.1

Exchange rate ($ per € ) 1.28 1.27 1.21 1.17 1.17 1.17

Source: Oxford Economics
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Figure 1
GDP growth

Figure 2
Unemployment rate

Source: Oxford Economics Source: Oxford Economics

and another 1% VAT hike came into effect in January 2013. As a 
result, Finland will experience three consecutive years of inflation 
well above 2%. Eurostat estimates that indirect tax hikes added 
0.8 percentage points to last year’s 3.2% inflation rate  
(on the European harmonized measure).

Growth should pick up gradually, underpinned by exports 
and investment 
After falling slightly in both 2012 and 2013, we expect that the Finnish 
economy will gradually gain momentum over the medium term, helped 
by a recovery in the Eurozone. We expect GDP to expand by about 2.2% 
a year in 2014–17, supported by an improvement in exports and 
fixed investment. 

This is a relatively slow recovery by Finland’s standards and mirrors, 
albeit at a higher level, what we think will be a “lost decade” for the 
Eurozone. As a small, open economy with half of its exports flowing 
to other European countries, Finland’s medium-term growth outlook 
depends heavily on the prospects for the other countries in the 
European Union.

As demand from its trade partners increases and credit conditions 
continue to loosen, we see Finland’s exports rising by about 3.4% a 
year in 2014–17. The increase in production associated with stronger 
exports will foster fixed investment, as capacity utilization should rise 
in tandem. But we do not see Finland repeating its pre-crisis economic 

performance — in the 10 years before the crisis, export growth 
averaged 8.2% a year. As a result, neither exports nor investment are 
expected to return to their pre-crisis peaks before 2018.

On the consumer side, the medium-term outlook is slightly brighter.  
As inflation finally moderates, assuming no further increases in indirect 
taxes, and the economy and labor market pick up, households’ 
purchasing power will rise more rapidly. We forecast the unemployment 
rate will gradually fall to 6.8% in 2017, down from 7.7% currently. 
Overall, we expect consumer spending to grow by about 2.2% a year 
in 2014–17.

More austerity in the medium term
Despite the sluggish economic background and the recent 
announcement that Standard & Poor’s has raised the outlook on 
Finland’s AAA rating from negative to stable, the Government is 
tightening its fiscal stance further. The medium-term fiscal plan 
includes a cumulative €2.7b cut in the budget in 2013–16. The 
adjustment, which is equal to 1.3% of GDP over this period, will come 
via a combination of tax hikes and spending cuts. We have revised our 
fiscal forecast accordingly and estimate that the budget deficit will 
narrow from 0.7% of GDP in 2012 to just 0.2% in 2015 and 2016.

While this will not dent growth much, it appears to be a missed 
opportunity to foster activity via some fiscal stimulus, given that 
Finland has some of the healthiest public finances within the Eurozone, 
with government debt still below 60% of GDP. 

Finland: GDP growth

Source: Oxford Economics
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Figure 3
Government balance and debt

Source: Oxford Economics

Finland: Government balance and debt

Source: Oxford Economics
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Pension reform needed
In the longer term, there is a consensus that Finland’s fiscal problems 
are structural and therefore reforms will be needed to complement the 
current fiscal consolidation measures. A rapidly aging population 
threatens the sustainability of the pension system in the long term. 
Under the current regime there will be only two working persons for 
every pensioner by 2060, down from four in 2008. Eurostat’s 
demographic projections show that the working-age population will 
start to shrink as early as next year. 

According to the OECD, life expectancy after retirement will rise from 
about 11 years in 2010 to nearly 20 years in 2050. In order to solve 
the problem of financing pensions and guarantee the stability of public 
finances over the long term, Finland needs pension reform to lengthen 
working lives. But the Research Institute of the Finnish Economy has 
pointed out that reforms that focus on simply raising the retirement 
age by a couple of years will have only a minor impact on alleviating 
the fiscal burden of an aging population. Given that life expectancy will 
continue to increase, the Institute suggests linking the retirement age 
to life expectancy. However, the Finance Minister has said that the 
retirement age will not be raised in this electoral term, which ends 
in 2015.

Finland’s rapidly aging population will also be reflected in a weaker 
contribution from labor input to our estimates of potential output 
growth. We forecast potential GDP will rise by only 1.3% a year over 
the next decade, significantly lower than the 2.4% estimated for the 
2002–11 period. And as we do not expect investment to repeat the 
buoyant performance shown in the 10 years prior to the financial 
crisis, Finland’s growth over the next decade will heavily depend on 
the country’s ability to expand total factor productivity.

Growth to resume 
only gradually in the 
medium term



Follow the Eurozone’s  
progress online
Please visit www.ey.com/eurozone to:
• View video footage of macroeconomists and Ernst & Young 

professionals discussing the future of the Eurozone and  
its impact on businesses 

• Use our dynamic Eurochart to compare country data over  
a five-year period 

• Download and print the Ernst & Young Eurozone Forecast  
and forecasts for the 17 member states

Or follow our ongoing commentary on Twitter at  
http://twitter.com/EY_Eurozone 
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Oxford Economics was founded in 1981 to provide independent 
forecasting and analysis tailored to the needs of economists and planners 
in government and business. It is now one of the world’s leading providers 
of economic analysis, advice and models, with over 300 clients including 
international organizations, government departments and central banks 
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companies across the whole industrial spectrum. 
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