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	BASIC STATISTICS OF FINLAND

	(Data refer to 2016 or latest available. Numbers in parentheses refer to the OECD average)

	LAND AND PEOPLE

	Population (millions)
	5.5
	
	Population density per km2
	18.1
	(37.2)

	Under 15 (%)
	16.4
	(17.9)
	Life expectancy (years)
	81.4
	(80.5)

	Over 65 (%)
	20.8
	(16.6)
	Men 
	78.8
	(77.9)

	Foreign-born (%)
	6.2
	(12.7)
	Women
	84.1
	(83.1)

	Latest 5-year average growth (%)
	0.4
	(0.6)
	Latest general election 
	19 April 2015

	ECONOMY

	Gross domestic product
	
	
	Value added shares (%)
	
	

	In current prices (billion USD)
	232.4
	
	Primary
	2.5
	(2.5)

	Latest 5-year average growth (%)
	-0.2
	(1.8)
	Industry including construction
	26.9
	(26.7)

	Per capita (thousand USD PPP)
	43.1
	(42.1)
	Services
	70.6
	(70.8)

	GENERAL GOVERNMENT

	Expenditure (% of GDP)
	55.8
	(40.8)
	General government gross debt (% of GDP)
	75.4
	(112.5)

	Revenue (% of GDP)
	54.0
	(37.9)
	General government net debt (% of GDP)
	53.4
	(73.6)

	EXTERNAL ACCOUNTS

	Exchange rate (EUR per USD)
	0.90
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	0.90
	
	Machinery and transport equipment
	30.0
	

	In per cent of GDP
	
	
	Manufactured goods
	28.0
	

	Exports of goods and services
	35.2
	(28.1)
	Crude materials (ex food/fuel)
	8.9
	

	Imports of goods and services
	36.5
	(27.7)
	Main imports (% of total merchandise imports)
	
	

	Current account balance
	-1.4
	(0.22)
	Machinery and transport equipment
	32.7
	

	Balance of income
	0.8
	
	Mineral fuels, lubricants and related materials
	12.1
	

	Net transfers
	-1.0
	
	Chemicals and related products, n.e.s.
	11.1
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	69.1
	(67.0)
	Unemployment rate, Labour Force Survey (15-64 year-olds, %)
	8.9
	(6.3)

	Men
	70.5
	(74.7)
	Youth (age 15-24, %)
	19.1
	(13.0)

	Women
	67.6
	(59.3)
	Long-term unemployed (1 year and over, % of unemployed)
	26.6
	(30.5)

	Participation rate for 15-64 year-olds (%)
	76.0
	(71.3)
	Tertiary educational attainment 25-64 year-olds (%)
	43.6
	(35.5)

	Average hours worked per year
	1653.0
	(1 766)
	Gross domestic expenditure on R&D (% of GDP)
	2.9
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe)
	6.2
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes)
	9.0
	(9.4)

	Renewables (% of TPES)
	31.2
	(9.6)
	Municipal waste per capita (tonnes)
	0.5
	(0.5)

	Fine particulate matter concentration (PM2.5, μg/m3)
	6.9
	(15.2)
	
	
	

	SOCIETY

	Income inequality (Gini coefficient)
	0.26
	(0.31)
	Education outcomes (PISA score)
	
	

	Relative poverty rate
	6.3
	(11.3)
	Reading 
	526.0
	(493)

	Public and private spending (% of GDP)
	
	
	Mathematics
	511
	(490)

	Health care, current expenditure 
	8.6
	(9.0)
	Science
	531.0
	(493)

	Education (primary, secondary, post sec. non tert.)
	3.9
	(3.7)
	Share of women in parliament 
	42.5
	(28.7)

	Pensions 
	11.7
	(9.1)
	Net official development aid (% of GNI)
	0.4
	(0.39)

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank and World Health Organisation.




Executive summary
The economy has gained momentum as exports have surged
After a long period of lacklustre economic performance, a strong rebound in exports is boosting the economy. Despite slow income growth, private consumption remains healthy and both business and residential investment are buoyant. Competitiveness is being restored through ambitious and comprehensive structural reforms and an agreement between social partners on wage moderation. Employment is expanding, but the fall in the unemployment rate is slowed by the return of people who had given up job search to the labour market. The government deficit is shrinking and public debt is stabilising.
Output and exports are growing strongly1
[image: graphic]1. OECD estimates for 2017 exports.
Source: OECD National Accounts.
StatLinkhttp://dx.doi.org/10.1787/888933662217

Reforming taxation could boost growth
Government revenue as a share of output, which is high by OECD standards, contributes to high-quality public services and low and relatively stable income inequality. However, rising age‐related costs and the increased mobility of tax bases related to globalisation create long-term fiscal challenges. Preserving the quality of welfare provision requires that the tax and benefit system supports growth, competitiveness and employment, while maintaining its ability to contain income inequality. International cooperation to fight tax evasion can protect corporate tax revenue. A budget-neutral shift from labour taxes towards indirect, property and environmentally-related taxes can alleviate the burden on employment and foster greener growth.
Income redistribution lowers inequality
[image: graphic]1. 2016 or latest. Redistribution is the difference between the Gini coefficients before and after taxes and transfers.
Source: OECD National Accounts; and Income Distribution and Poverty Database.
StatLinkhttp://dx.doi.org/10.1787/888933662236

Redesigning social welfare is necessary to lift employment while protecting the vulnerable
Finland’s employment rate is markedly lower than in the other Nordic countries. The combination of different working-age benefits, childcare costs and income taxation creates complexity, reduces work incentives and holds back employment. Coordinating the tapering of various working-age benefits against earnings could drastically improve work incentives and transparency, while preserving the current level of social protection, and is hence a more promising route for future reform than a basic income. Furthermore, specific measures could lift work incentives for parents and older workers. Combined with the new income registry linking benefit payments to real-time incomes from 2020, such reforms would make for a truly efficient and inclusive benefit system, adapted to evolving work patterns.
Work does not always pay1
[image: graphic]1. Incidence of average effective tax rates at or above 80% for individuals going from unemployment to full-time work, calculated on the basis of six household types and five income levels.
Source: Pareliussen et al. (2018).
StatLinkhttp://dx.doi.org/10.1787/888933662768

	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Fiscal sustainability

	The pick-up in output growth and measures to contain government spending are stabilising public debt. However, as age-related spending increases, lifting the employment rate and enhancing the efficiency of public services is necessary to ensure long-term fiscal sustainability.
	Timely strengthening of budget buffers is needed.

	Financial stability

	Household debt is fairly high relative to income. Housing prices have remained subdued so far, but could be pushed up by the pick-up in economic growth.
	Contain growth in household debt through macro-prudential tools, such as a loan-to-income cap, a debt service-to-income ratio or higher risk weights on mortgages.

	Tax reform to support growth

	The tax mix has become more growth-friendly over recent years, with an increasing share of revenue from indirect, property and environmentally-related taxes. Nevertheless, the tax wedge on labour remains high. Reduced value added tax (VAT) rates lower tax revenue significantly.
	Further reduce the tax burden on labour.
Increase minimum- and maximum- rates on recurrent taxes on immovable property, and better align the tax base with market valuations.
Increase environmentally-related taxes.
Broaden the consumption tax base and phase out reduced VAT rates.
Continue to phase out mortgage interest deductibility.

	Finland has high energy taxation, but also many environmentally harmful subsidies.
	Phase out environmentally harmful subsidies.

	Benefit reform for employment and equal opportunity

	The combination of different working-age benefits, childcare costs, personal income taxation and social security contributions creates complexity, reduces work incentives and holds back employment.
	Harmonise working-age benefits and coordinate their tapering against earnings.

	Benefit complexity and administrative procedures create uncertainty about the amount and timing of cash receipts when circumstances change. This reduces the attractiveness of work, notably part-time and temporary assignments, for risk-adverse, often cash-strapped, individuals.
	Upon completion, use the income registry to adjust benefits to income in real-time.
Use the income registry to provide better tools for clients to evaluate the financial consequences of their work decisions.

	The homecare allowance and the childcare fee structure reduce the attractiveness of work for parents, notably second earners in couples with children aged one to six.
	Restructure the homecare allowance to foster participation in childcare and incentivise employment.
Calculate childcare fees on individual incomes.

	Unemployed aged above 61 are entitled to longer periods on unemployment insurance benefits, effectively providing a bridge to retirement.
	Increase the age threshold for extended unemployment benefits at least in line with the statutory pension age.





Assessment and recommendations


	A strong revival in exports is boosting growth


	Strong economic performance and low inequality foster well-being


	Environmental achievements and ambitions are high


	Structural vulnerabilities remain in the financial sector


	Public finances are under pressure from an ageing population


	Reforms to the tax system would enhance growth


	Work incentives need to be strengthened, while maintaining strong social protection


	Finding direction for benefit reform


	Reform priorities within the current system





A strong revival in exports is boosting growth

After a long period of lacklustre economic performance, robust growth has resumed. The Finnish economy suffered a series of sizeable adverse shocks alongside the global financial and economic crisis, facing major difficulties in the electronic and forest industries, in addition to a severe recession in Russia (OECD, 2012, 2014, 2016a). Sound fundamentals and policy settings helped weather the impact of those shocks and by early 2017 the economy had regained strong momentum, with recovering exports joining private consumption and investment as engines of growth (Figure 1). Domestic demand has expanded since 2015, as households have dipped into their savings to smooth consumption and invest in real estate. Investment in machinery and equipment picked up, as new industrial projects emerged and spare capacity began shrinking. Investment in R&D now also seems to be turning around after six years of decline, which bodes well for future productivity growth. The recovery is broad-based across economic sectors and high business and consumer confidence point to a strong expansion.

Nevertheless, Finland faces challenges. GDP per capita, while exceeding the OECD average, is significantly lower than in Denmark, Germany and Sweden, reflecting differences both in productivity and labour utilisation (Figures 2and 3). In Denmark and Norway, labour utilisation is relatively low despite high employment rates, due to the relatively few hours worked per person employed. A rapidly ageing population reduces labour supply and puts pressure on public finances. Hence, future growth and well-being will hinge on a higher employment rate and productivity gains, both in the private and public sectors.



Figure 1. Real GDP growth is gathering momentum

[image: graphic]Source: OECD National Accounts Database.

StatLink  http://dx.doi.org/10.1787/888933662312





Figure 2. GDP per capita and employment rate are below the other Nordics

[image: graphic]Source: OECD Economic Outlook Database; and OECD Labour Force Statistics Database and OECD Quarterly National Accounts.

StatLink  http://dx.doi.org/10.1787/888933662331





Figure 3. GDP per capita gaps reflect both productivity and labour utilisation differences1


Percentage difference vis-à-vis the upper half of OECD countries, 2016

[image: graphic]1. Labour productivity is measured as GDP per hour worked. Labour resource utilisation is measured as the total number of hours worked per capita.

2. Average of European Union countries in the OECD.

Source: OECD, Productivity and Labour Force Statistics Database.

StatLink  http://dx.doi.org/10.1787/888933662350



The government has been implementing structural reforms across a wider range and with more determination and coherence than in most other OECD countries. It is pushing forward an ambitious and comprehensive programme aimed at enhancing competitiveness and boosting the growth potential of the economy, while ensuring the long-term sustainability of public finances. The Competitiveness Pact signed by the social partners in 2016 lowers unit labour costs by about 4% from 2017 (Box 1). The new wage negotiation model, agreed in principle as part of the Competitiveness Pact, implies a move from national-level collective agreements, extended by law to cover around 90% of workers, towards a system where sector-level collective agreements are coordinated following the lead of export industries. Such a system of “organised decentralisation” can contribute to constructive labour relations and flexibility at the different bargaining levels on wages and non-wage factors, such as working-time arrangements. Sectoral agreements concluded so far have been in line with the example set by exporting industries and are expected to slightly improve price competitiveness. Coordination hence seems to work despite the failure of social partners to reach a more detailed formal agreement on a Finnish wage bargaining model. The government programme also includes savings on government expenditure and a social welfare and health care reform aiming at reducing costs and enhancing equality in access to services, to be implemented from 2020 (Box 2).



Box 1. The Competitiveness Pact

The Competitiveness Pact, a tripartite labour market agreement signed in June 2016, aims at improving companies’ price competitiveness, increasing exports and employment and boosting economic growth. It is estimated to have lowered unit labour costs by about 4% from 2017, reversing a sizeable share of the competitiveness loss relative to Finland’s main trading partners over the preceding decade. Continued wage moderation and structural reforms pushing up productivity are expected to close the remaining gap over the next few years.

The cost reduction was achieved through the following measures: 


	Employees work 24 hours more per year for the same pay.


	Public sector holiday bonuses are cut by 30% in 2017-19.


	Employer social security contributions are permanently reduced and partly shifted to employees. The reduction amounts to about one percentage point in 2017-19 and minimum 0.58 percentage points after 2020.


	Wages were frozen in 2017.




The Competitiveness pact is expected to increase employment by around 40 000 persons in the long run (Ministry of Finance, 2016).

The reduction in employees’ purchasing power implied by the Competitiveness Pact is broadly offset by cuts in income taxes targeted at low and middle income earners.

The reductions in labour costs reduce general government operating expenditure, but in the short run this is more than offset by the revenue lost from the tax and social insurance contribution cuts. Overall, the Competitiveness Pact and concomitant tax measures increase the budget deficit by about half a percentage point of GDP in 2017-19. However, as effects on economic growth and employment will gradually raise government revenue, the long-term fiscal impact is expected to be broadly neutral.





Box 2. The health, social services and regional government reform

The government has initiated an ambitious reform, which from January 2020 will shift the responsibility for organising health care and social services from municipalities to 18 newly created autonomous counties. The reform will change the structure, services and funding of publicly funded health and social services to increase customer focus, modernise services and improve the sustainability of general government finances. The aim is to provide people with services on a more equal basis, level out differences in health and well-being and curb cost increases. In addition, basic health and social services will be strengthened, individuals will have more freedom of choice and information technology will be used more effectively across the services. The reform will bring the sub-national government structure closer to that of the other Nordic countries, even though substantial organisational differences across these countries will remain.

The regions will be managed by elected councils, the first elections taking place in October 2018. As a result of the reforms, the 18 new counties will not only take over the responsibility for organising publicly funded health and social care, but also for rescue services, environmental healthcare, regional development, promotion of business enterprise, regional planning and steering, as well as promotion of the identity and culture of the counties. In addition, the counties will be responsible for other statutory regional services, including regional economic development and employment services. To support and facilitate cooperation between the counties, five collaborative catchment areas will be established to coordinate provision of services.

Financing for the counties will come entirely from the central government, imposing a strict budget constraint on counties. Funding will depend on needs, notably related to the age structure of the region’s population, and will be reviewed annually. A financial evaluation procedure will encourage sound financial management and allow making timely adjustments measures whenever necessary.

The reform is welcome, as the Finnish health system, while generally providing high quality services, suffers from inefficiencies, in particular inequalities in access to health care and excessive reliance on specialised relative to primary care (OECD Economic Survey of Finland, 2012). Currently over 190 local organisations carry the responsibility for organising publicly funded health and social care. This results in fragmentation of service provision, hindering economies of scale and scope, and difficulties in organising services and recruiting qualified personnel.

A key challenge to improve the efficiency of the health care system will be to encourage competition between providers in a way which encourages innovation, with careful monitoring of the quality of care and enhanced dissemination of information and benchmarking of providers to facilitate user choice. Capitation-based compensation of primary care providers will help contain costs. The emphasis on prevention will be reinforced.

The success of the reform is crucial to meet the needs of an ageing population and ensure long-term fiscal sustainability. The government assumes that the reform will yield EUR 3 billion of savings annually, i.e. about 1.3% of 2017 GDP (Ministry of Finance, 2017a). This corresponds to a reduction in annual healthcare and social welfare real spending growth from 2.4% to 0.9% between 2020 and 2029. Achieving such cost containment seems feasible, but remains challenging. In particular, implementation costs of the new regional structures are uncertain, notably due to learning and recruitment challenges.



Key challenges are to increase the employment rate and to boost productivity. The government has set an ambitious target of 72% for the employment rate of the population aged 15-64 by 2019. Based on the OECD long-term growth framework (Guillemette et al., 2017) and assuming additional employees have average productivity, raising the employment to 72% would increase GDP per capita by about 1.5%. Reaching the employment rate of Sweden, which approached 77% in late 2017, would lift GDP per capita by 4.8%. Besides the Competitiveness Pact and measures to support business development and entrepreneurship, a better functioning labour market is needed to increase employment. The duration of unemployment benefits was reduced in 2017 by 100 days to 400 days for those with at least three years of work history, and to 300 days for those with a shorter work history, with the aim of strengthening work incentives. However, many unemployed workers will see only small net income increases, and some will even incur a loss upon return to work. The complexity of the benefit system is another obstacle to stepping into employment, particularly when responding to temporary job offers. A universal basic income, which is being experimented on a small scale, is sometimes presented as a solution. However, even though a basic income might enhance work incentives, its generalisation may increase poverty (from 11.4% to 14.1% in the scenario described below), and would require increasing income taxation by nearly 30% (OECD, 2017a). Hence, alternative routes to reform with the aim to simplify and coordinate working-age benefits to improve work incentives and adapt to a changing world of work need to be considered, taking into account the trade-offs they imply in terms of work incentives, distributional effects and fiscal costs.

Against this background, the key messages of this Survey are:


	Policy settings need to continue supporting a balanced recovery, in terms of competitiveness, financial stability, public finances and environmental sustainability.


	Reforms to the tax system would enhance support for growth.


	Raising the employment rate is essential for growth and long-term fiscal sustainability. Work incentives need to be strengthened, while maintaining strong protection for the most vulnerable.




Economic growth is expected to edge down after the strong 2017 rebound, but to remain healthy. Exports and investment will remain strong, while private consumption will be held back by stagnating real income, as inflation picks up (Table 1). As employment growth has been sluggish until very recently and labour force participation has risen, the unemployment rate has declined only slowly (Figure 4). Nevertheless, continued robust GDP growth is expected to reduce unemployment over the coming years.


	
Table 1. Macroeconomic indicators and projections



	2015

	2016

	2017

	2018

	2019





	GDP

	0.0

	1.9

	3.1

	2.5

	2.0




	Private consumption

	1.7

	1.8

	2.6

	2.3

	1.3




	Government consumption

	0.0

	1.2

	-0.0

	-0.3

	1.0




	Gross fixed capital formation

	0.7

	7.2

	7.8

	3.5

	3.5




	 Housing

	2.0

	10.5

	8.2

	4.6

	2.0




	 Business

	2.3

	6.6

	10.0

	3.5

	5.0




	 Government

	-5.2

	3.9

	1.0

	2.0

	0.9




	Final domestic demand

	0.1

	2.8

	3.1

	2.0

	1.7




	Stockbuilding1

	0.2

	-0.2

	-0.7

	-0.1

	0.0




	Total domestic demand

	1.2

	2.6

	2.4

	1.9

	1.7




	Exports of goods and services

	0.8

	1.3

	8.3

	5.5

	5.0




	Imports of goods and services

	3.2

	4.4

	2.5

	4.4

	4.3




	Net exports1

	-0.9

	-1.2

	2.0

	0.4

	0.3




	Other indicators (per cent growth rates, unless specified)




	Potential GDP

	0.6

	0.6

	0.8

	0.9

	1.0




	Output gap2

	-5.1

	-3.9

	-1.7

	-0.2

	0.7




	Employment

	-0.4

	0.4

	0.7

	0.6

	0.6




	Unemployment rate3

	9.4

	8.8

	8.7

	8.4

	8.0




	GDP deflator

	2.0

	0.9

	0.9

	1.0

	1.5




	CPI

	-0.2

	0.4

	1.0

	1.7

	2.0




	Core inflation

	0.8

	1.1

	0.7

	1.4

	2.0




	Household saving ratio, net4

	-1.0

	-2.5

	-2.8

	-2.7

	-2.8




	Trade balance5

	-0.5

	-1.2

	-0.3

	0.4

	0.4




	Current account balance5

	-1.0

	-1.4

	-0.4

	-0.6

	-0.6




	General government financial balance5

	-2.7

	-1.7

	-1.1

	-1.1

	-1.1




	Underlying government net lending2

	0.6

	0.6

	-0.1

	-0.9

	-1.6




	Underlying government primary balance2

	0.8

	0.8

	0.1

	-0.8

	-1.5




	Gross government debt (Maastricht)5

	63.6

	63.1

	62.5

	62.2

	61.9




	General government net debt5

	-53.1

	-53.4

	-50.2

	-47.5

	-44.7




	Three-month money market rate, average

	0.0

	-0.3

	-0.3

	-0.3

	-0.3




	Ten-year government bond yield, average

	0.7

	0.4

	0.6

	0.8

	1.0




	1. Contribution to changes in real GDP.


	2. As a percentage of potential GDP.


	3. As a percentage of labour force.


	4. As a percentage of household disposable income.


	5. As a percentage of GDP.


	Source: OECD, Economic Outlook Database (EO 102).







Figure 4. Unemployment remains high

[image: graphic]Source: OECD Labour Force Statistics, OECD Economic Outlook Database, Statistics Finland and Statistics Sweden.

StatLink  http://dx.doi.org/10.1787/888933662369



The main risk for the Finnish economy is a slowdown in global...
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