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Finland

Time to reform
General Information
GDP

USD270.67bn (World ranking 41, World Bank 2014)

Population

5.46mn (World ranking 114, World Bank 2014)

Form of state

Parliamentary Republic

Head of government

Juha SIPILA

Next elections

April 2019, legislative

Strengths

Weaknesses

 Strong business environment

 Exposure to Russia still high

 High R&D spending

 Rapidly deteriorating current account balance

 Low fiscal deficit

 High private debt, notably linked to the housing loans

 Contained public debt
 Improving competitiveness
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Rank

Imports

Paper

16%

1

11%

Crude Oil

Refined Petroleum Products

Refined Petroleum Products

10%

2

6%

Iron Steel

7%

3

4%

Cars And Cycles

Electrical Equipment

4%

4

4%

Electrical Apparatus

Precision Instruments

4%

5

4%

Miscellaneous Hardware

Germany
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Rank
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Germany

12%

1

14%

Sweden

11%

2

14%

Russia

Russia

8%

3

13%

Sweden

United States

6%

4

6%

Netherlands

Netherlands

6%

5

6%

China

Source: Chelem

Economic Overview
An earlier-than-expected
recession

exit

Figure 1 – Key economic forecasts
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In 2015, Finland exited recession after three
consecutive years of contraction, with GDP
expanding by +0.7% (see Figure 1). This
acceleration was mostly driven by private
consumption which benefited from low
consumer prices (in particular gasoline and
food). In addition, given the high housing debt,
the banks started to grant housing loan holders
a year free of amortization, which released
money for consumption. Unemployment, even if
it still is at high levels (9.1% in Q1 2016), is on a
decreasing trend. Going forward, this positive
trend along with consumer prices remaining
subdued (inflation at +0.3% on average in 2016)
should contribute to consumer spending, set to
grow by +1.5% in 2016. However, the ongoing
fiscal consolidation measures will somewhat
restrain households’ spending.
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Total investment, which contracted for four years
in a row (-10% from the 2011 peak and -17%
from the 2008 peak) is finally bottoming out
(+1.6% in 2016). Construction confidence
surveys, housing permits, and new starts reflect
a positive assessment of the sector and of
demand, notably in Greater Helsinki. This bodes
well for future investment in construction, which
should rise by +4.4% in 2016. Indeed, the low
interest rates remain supportive for demand
while big shares of housing loans are variable
rate loans. However, investment in equipment is
expected to pick-up only in 2017 (+2.7%) as the
sector is restructuring given the overcapacity in
investment goods and the low global demand.

Low nominal GDP growth remains a
drag on firms’ turnover while margins
continue to erode
Three years of recession and loss of
competitiveness, notably in the manufacturing
sector, have been a drag on manufacturing
firms’ turnovers (see Figure 2). The economic
recovery which started to materialize in the end
of 2015 has however translated into a gradual
improvement in turnovers, namely for key
sectors such as Paper, which represent 13% of
Finnish exports to the world, and is going
through a period of restructuring, but also Wood
and Textile. However, the recovery should
remain subdued as nominal growth remains
weak, at +1.4% in 2016. Investment in
equipment will remain capped by the erosion in
firms’ margins (see Figure 3).

**EUR bn

Sources: National sources, IHS, Euler Hermes

Figure 2 – Firms’ turnover for a selection of sectors,
12M/12M change
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Figure 3 – Firms’ profitability indicators
Gross operating surplus (EURbn, lhs)
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Reforms should boost competitiveness
The cost of an hour worked is higher than the
EU average. In order to address this and to
regain competitiveness abroad, the Finnish
government has designed a reform package,
recently approved by social partners and
workers’ unions, which will help reduce the cost
of labor (target of -4% by 2019). The reforms
include social payments transfer from employers
to employees, lengthening working hours and
cutting holidays bonuses, namely in the public
sector.
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Figure 4 – Evolution of export shares (goods) for
Finland’s Top 3 export markets

The package will also improve the functioning
of the Finnish labor market by making the jobmatching process between employers and
jobseekers more fluid.
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Germany

Taking advantage from the German
positive growth cycle

14%

Among the eurozone countries, Finland is one
of the rare countries not to have seen strong
real export growth over the past years. Real
exports remain 12% below the 2008 peak. The
strong recovery that most of the eurozone
countries have registered in 2015 on the back
of the lower euro did not occur in Finland
because of its exposure to Russia. However,
Finland’s exposure to the Russian market has
gradually diminished since 2014, in favor of
Germany which in 2015 represented 14% of
total exports. Exposure to Sweden has been
stable over the last ten years.

12%

Being more connected to the German and
Swedish markets than to Russia means less
exposure to the latter while benefiting from
good economic performances by the former.
Germany is set to grow by +1.7% in 2016 and
the manufacturing sector – in part exporting
Finnish products – is in good shape. Sweden
will grow by +3.4% in 2016 after +3.9% in 2015:
the demand for Finnish goods will remain high.
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Higher linkages with better performing markets
along with regained price competitiveness
should help firms export more, especially in
2017 as these reforms come into force.

Fiscal consolidation ongoing
As a means to reduce the public deficit which
was widened by three years of recession, fiscal
consolidation will be carried forward by the
government of Sipila. This includes reduced
public unemployment spending and a rise in the
effective retirement age by 1.5 years by 2025.
The General Government Fiscal Plan for 20172020 – which is Finland’s EU Stability Program
– sets out to diminish public spending by
EUR4bn over the period. In total, Juha Sipila’s
government plans to adjust public finances by
EUR10bn (5% of GDP) during the next four
years.

DISCLAIMER
These assessments are, as always, subject to the disclaimer provided below.
This material is published by Euler Hermes SA, a Company of Allianz, for information purposes only and should not be regarded as providing any
specific advice.
should alerts
make their own
independent
evaluation
of this information and
noreview:
action should
be taken, solely relying on it.
Last
2015-09-07
Subscribe
to EHRecipients
Economics
Contact
Euler
Hermes
This material should not be reproduced or disclosed
without ourResearch
consent. It is Team
not intended for distribution
any jurisdiction
CountryinRisk
Analyst:in which this would be
http://ehnet/eco/Pages/EH-EcononomicsEconomic
prohibited. Whilst this information is believed to be reliable, it has not been independently verified
by EulerStamer
Hermes and Euler Hermes makes no
Alerts.aspx
Manfred

representation or warranty (express or implied) ofresearch@eulerhermes.com
any kind, as regards the accuracy or completeness
of this information, nor does it accept any
manfred.stamer@eulerhermes.com
responsibility or liability for any loss or damage arising in any way from any use made of or reliance placed on, this information. Unless otherwise
stated, any views, forecasts, or estimates are solely those of the Euler Hermes Economics Department, as of this date and are subject to change
without notice. Euler Hermes SA is authorised and regulated by the Financial Markets Authority of France.
© Copyright 2016 Euler Hermes. All rights reserved.

View all Euler Hermes Economic
Research online
http://www.eulerhermes.com

Contact Euler Hermes
Economic Research Team
research@eulerhermes.com

Last review: 2015-06-14
Country Risk Analyst:
Ana Boata
ana.boata@eulerhermes.com

3

