
Eurozone
EY Eurozone Forecast March 2014

Austria
Belgium
Cyprus
Estonia
Finland
France

Germany
Greece
Ireland

Italy
Latvia

Luxembourg
Malta

Netherlands
Portugal
Slovakia
Slovenia

Spain



Spain

Portugal

France

Ireland

Finland

Estonia

Latvia

Belgium

Slovakia

Austria

Slovenia

Italy

Greece

Malta Cyprus

Netherlands

Luxembourg

Germany

Published in collaboration with

Outlook for Finland 

Structural challenges limit prospects 
for a robust export-led recovery
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Highlights

• The outlook for Finland remains uncertain. 
Output contracted toward the end of 2013, 
and the economy is struggling to gain 
momentum after the recent recession. 
The subdued level of activity will continue 
through 2014, with GDP expected to 
expand by just 0.6%.

• Weak domestic fundamentals mean the 
pace of the recovery is heavily reliant on a 
marked improvement in external demand. 
Consumer spending is expected to grow 
by 0.5% in 2014, before accelerating to 
about 1.8% a year in 2015–18, restricted 
by modest income development following 
the latest general pay settlement and an 
increasing tax burden. 

• Uncertainty surrounding the outlook is 
encouraging businesses to postpone 
investment spending. Fixed investment 
is expected to remain broadly flat in 
2014, but should experience a relatively 
encouraging rebound once export orders 
pick up and spare capacity is exhausted.

• The Government is facing a worsening 
fiscal position, despite committing to a 
strong austerity drive. Revenues have 
suffered with the weak economy, and a 
rising unemployment rate continues to 
drain funds because of the generous 
welfare system. More fiscal consolidation 
is expected, despite the relatively low level 
of public debt that has seen Finland retain 
its AAA credit rating with a stable outlook. 

• But the economy is faced with significant 
structural challenges that cannot be 
resolved simply by a pickup in world 
trade. The economy has succumbed to the 
decline of key export sectors, highlighting 
a worryingly narrow industrial base that is 
struggling to identify the growth sectors of 
the future. With export growth falling short 
of pre-crisis levels, GDP is expected to grow 
by 1.5% in 2015, and then about 1.8% a 
year in 2016–18.

• Despite the downside short-term risks, 
we believe that in the long term Finland 
has the capacity to implement the 
structural changes necessary to strengthen 
its competitiveness and diversify its 
export sector.
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Structural challenges limit prospects for a robust export-led recovery

Recovery awaiting catalyst to drive 
growth

Finland’s output contracted toward the 
end of 2013, and this year will probably be 
one of consolidation rather than significant 
acceleration, as it is difficult to identify any 
catalyst that will drive a robust recovery in 
output. Moderate wage growth will mean 
that consumer spending is unlikely to 
experience the sort of rebound that helped 
the 2010-11 recovery gather momentum. 
Fixed investment expenditure will stabilize 
over the course of the year, but given the 
uncertainty surrounding the outlook, 
businesses will continue to delay large 
investment projects until they are more 
confident that recovery is firmly under way. 

Therefore, hopes for a sustained recovery 
rest with a pickup in external demand. 
But the economy is facing a number of 
challenges that will not be resolved 
through a simple improvement in global 
trade. The decline in key export sectors, 
precipitated by the recent recession, has 
exposed weaknesses in Finland’s trade 
offering, while other sectors continue to 
lose market share in the face of declining 
cost competitiveness relative to international 
rivals. It will take time for Finland to adapt 
to these challenges, and so the economy 
is set for moderate growth in the interim. 
We expect GDP to grow by 0.6% in 2014, 
followed by growth of just under 1.8% a 
year in 2015–18.

 

Poor income development to restrict 
consumer spending

Households have been considerably more 
cautious over the last few years after a 
surge in consumption that underpinned the 
recovery in 2010–11. A strong recovery in 
consumer spending is extremely unlikely 
this time around. Consumer confidence 
remains below the long-term average, with 
households particularly worried about the 
deteriorating labor market after seeing the 
unemployment rate rise to 8.3% in Q4 
2013. 

Weak domestic fundamentals will keep 
private consumption growth in check. The 
first phase of the Pact for Employment and 
Growth, the latest national agreement on 
wages and salaries, will lead to very modest 
wage increases for workers over the next 

Table 1 

Finland (annual percentage changes unless specified)        

2013 2014 2015 2016 2017 2018

GDP –1.3 0.6 1.5 1.6 1.9 2.1

Private consumption –0.6 0.5 1.5 1.6 2.0 2.2

Fixed investment –3.6 –0.1 2.4 2.2 2.3 2.5

Stockbuilding (% of GDP) –0.5 0.3 0.1 0.0 0.0 0.0

Government consumption –0.4 0.1 1.1 1.2 1.5 1.8

Exports of goods and services 0.4 1.9 3.2 3.1 2.9 2.8

Imports of goods and services –2.9 3.3 3.2 3.3 3.2 2.8

Consumer prices 2.2 1.1 1.8 1.8 1.8 1.8

Unemployment rate (level) 8.2 8.4 8.0 7.6 7.4 7.2

Current account balance (% of GDP) –0.8 –0.3 –0.2 –0.1 0.0 0.1

Government budget (% of GDP) –3.2 –3.6 –3.4 –2.8 –1.9 –1.0

Government debt (% of GDP) 56.7 59.2 60.8 61.6 61.2 59.9

ECB main refinancing rate (%) 0.5 0.3 0.3 0.3 0.4 1.4

Euro effective exchange rate (1995 = 100) 120.8 120.7 118.0 115.8 114.8 114.7

Exchange rate ($ per €) 1.33 1.30 1.25 1.22 1.20 1.20

Source: Oxford Economics.
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Table 2 

Forecast for Finland by sector (annual percentage changes in gross added value)    
2013 2014 2015 2016 2017 2018

GDP –1.3 0.6 1.5 1.6 1.9 2.1

Manufacturing –3.6 2.0 2.8 2.6 2.8 3.1

Agriculture –1.7 –0.8 –0.7 –0.4 –0.1 0.2

Construction –3.9 2.2 2.3 1.4 1.1 1.3

Utilities –2.2 –1.8 –0.7 –0.1 0.4 0.8

Trade –0.8 0.4 1.5 1.7 1.8 2.0

Financial and business services –0.3 0.1 0.9 1.3 1.7 2.0

Communications 1.2 1.5 2.2 2.7 3.1 3.4

Non-market services –0.6 –0.2 0.9 1.1 1.4 1.8

Source: Oxford Economics.

two years. Unemployment will continue rising in the short term, as 
businesses look to consolidate in the face of the lackluster growth in 
export orders. With a series of hikes to indirect taxes and local 
government rates in the pipeline as part of the Government’s 
continued austerity drive, households are unlikely to see any strong 
growth in their disposable incomes. At the same time, appetite for 
credit has diminished and we foresee a steady increase in the 
savings ratio as households look to deleverage debts over the 
medium term. Consumer spending is therefore expected to grow by 
just 0.5% in 2014, before accelerating to 1.8% a year in 2015–18.

Structural challenges to impede export growth 
and investment

As a small and open economy, Finland’s medium-term outlook 
is reliant upon a marked improvement in trade performance, 
especially given the weakness in domestic demand. External 
demand will recover in 2014, fueled by the recovery in growth in 
the majority of the country’s main export markets, although with 
around 10% of exports destined for Russia, developments in Ukraine 
could undermine export growth in the short term. And beyond this, 
Finland is facing a number of structural challenges that cannot be 
resolved simply by a pickup in world trade. The economy will 

continue to lose market share until it can overcome these issues. 
The well-documented decline in the telecommunications sector 
and the continued weakness of the large paper and pulp industry 
have exposed a worryingly narrow industrial base, now overly 
reliant on intermediate and capital goods production, demand for 
which is heavily influenced by the business cycle. In parallel to this, 
Finnish exporters have experienced a sharp deterioration in cost 
competitiveness in recent years, with relative unit labor costs rising 
faster than in their main competitors since 2007. 

The successful implementation of the Pact for Employment and 
Growth should help to curb the rise in unit labor costs in the near 
term. But the restoration of Finland’s cost competitiveness will 
need a more prolonged period of wage restraint, beyond the 
current agreement. And sustained growth in export orders will 
require large investment to develop new leading sectors, boost 
productivity and diversify the export offering. But on more long-
term factors, Finland remains competitive and the economy will 
need to exploit its well-educated workforce and business-friendly 
environment if it is to overcome this period of structural transition 
and emerge in a position of strength. But in the meantime, export 
growth is expected to average about 3% in 2015–18, some way 
below pre-crisis levels.

Figure 1
GDP growth

Source: Oxford Economics.
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Figure 2
International competitiveness

Source: Oxford Economics; Haver Analytics.
*Cyprus, Latvia and Malta are not part of the Organisation for Economic 
Co-operation and Development.
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Structural challenges limit prospects for a robust export-led recovery

Figure 3
Exports and external demand

Source: Oxford Economics.
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Figure 4
Government balance and debt

Source: Oxford Economics.
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With export orders faltering, the corporate sector is equally unlikely 
to pick up the baton and drive the recovery this year. Capacity 
utilization rates remain below the historical average and businesses 
will be reluctant to commit to long-term investment in capacity, 
despite very low financing costs, until the economic outlook is much 
healthier and aggregate demand strengthens. Fixed investment is 
set to stabilize this year, before growing by a healthier rate of 2.4% 
a year in 2015–18, as some pent-up investment is released.

Despite the downside short-term risks, we believe that in the long 
term Finland has the capacity to implement the structural changes 
necessary to strengthen its competitiveness and diversify its 
export sector.

More plans for fiscal consolidation in the pipeline

Disappointing economic growth has led to a deterioration in public 
finances, despite concerted efforts at fiscal consolidation by the 
Government. Tax revenues that were weaker than expected and 
the proliferation of automatic stabilizers, such as unemployment 

benefit, have lifted the fiscal deficit above 3% of GDP. This pattern 
is set to continue in the short term, and by 2015 the debt-to-GDP 
ratio is expected to exceed the 60% threshold specified in the 
European Union Stability and Growth Pact. As such, we expect a 
series of additional austerity measures from the Government, and so 
growth in public consumption will be muted over the medium term.

The Finnish Government remains one of the biggest proponents of 
austerity in the Eurozone, but its preoccupation with the state of 
public finances seems somewhat unfounded when compared with 
the performance of some of their Eurozone peers. Indeed, there is a 
general consensus forming that the overly zealous austerity measures 
are in part to blame for the stagnant performance of the economy. 
As the only Eurozone member to retain a AAA rating with a stable 
outlook from the main international credit agencies, there may be 
scope to adopt a more expansionary fiscal stance in the short term, 
especially considering some of the structural imbalances present in 
the wider economy.
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