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Economiqol

A Theeconomic po
after WWII was |

icyof Finlandafter WWI

Icy strateglyinland decided to follow
udicious mix of heavy governmental

Intervention and

orivate incentives.

A Governmentalnterventionwas aimedat a fast build
up of industrial capital in order to ensure a solid
manufacturing base.

A At the sametime it was made clear thahis was not

aimed at establis

hing planned economy as a

permanent solution.

A Rather it was madeclear that the basic property rights
of capitalism would ultimately be respected
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Growth strategyof Finland

A The growth strategy has generally been
considerecdas a success, because Finland was
able to undergo a remarkably rapid industrial
transformation.

I Inthe 1930s, the economyf Finland was
predominantly agrarian and, as late as in the 1950s,

more than half the population and 40 per cent of
output were still in the primary sector.

I During that time the pecapita GDP was only half of
that of Sweden.
A still, at the end of the 1970&inland had become
a mature industrial economy.



Occupationg% oftotal)

| 1950 1960 1970 1975

Agriculture

46 35 20 15
forestry, etc.
Industry,etc. 21 22 26 27
Construction 6 9 8 9
Transportation
and | 5 6 7 7
telecommunica
tions
(?ommerce and 10 14 19 19
finance
Services 11 14 18 21
Unknown 1 0 0 2
Total

Source Ahvenainen, Pihkala, Rasila
(1982)



GDP pebsector

FUTEL 26 24 21 19 15 10 10
production

Refining 40 39 39 38 42 36 37
Services 34 37 40 43 43 54 53
Total 100 100 100 100 100 100 100
Volume of

GDP 111 146 180 228 289 351 400

(1948=100)

Source
Ahvenainen,
Pihkala, Rasila
(1982)



Lookingfor the "roadto prosperity’

AFinland’s economic growth
SecondNorld War

A This was mostly driven by the energetic accumulation of
capital, reflected by the unusually high investment rate

A The outcome of the Second Wopdvedthe way for a
long-running politicalcoalition of thecentre-left parties.

A This political shift reinforced the preconditions for
economicinterventionism of theState

A Fi nl develbpment strategy waisterventionist, but
with outmost respect of thédasic property rights

A 1t was preconditioned byhe circumstances ofinland after
WWII:

I Theneed to sustain a good economic outcome in a
geopoliticallyhostile environment of cold war.
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Themaln economicandinstitutional
elementsof the " Finnishgrowth model’

Finnishmonetaryandfiscalpolicieswere aimedat channelingesources
towardsindustrialization
Main monetarypolicytools were:

I Regulationof capitalflows, which encouragedorivate savings

I Lowandstableinterestrates(setadministrativelyby the Bank of Finland)

I Fixed exchange rate with devaluations whenever needed (often)
A high rate of capitaaccumulationnvas sustainedhrough (small)
recessions bg high public saving rate.
Thepublic sectomwasan important net saver in the economy.

I Publicsavings accounted for as much as 30 per cent of aggregate savings
the 1950s and 1960s.

This surplus of savinggaschanneledo support private investments in
capital equipmentand tostart public companies in some key sectors of
the economy.

Government established stampaniesn the basic metal and chemiecal
fertilizer industries as well as the energy sector.

I Stateownedcompanies contributed about 18 per cent of the total industry
valueadded inFinland still in the 1980s.



Time ofpragmatism

A A pragmatic cooperation between organized
private agents (bankers and business leajlers
and government officials and ciggrvantsplayed
a key role in enhancing economic growth.

I Asis typicalin corporatist regimes, many key decisions
were takenina kind of t wi | | belween privatee '

and public functionsOf t en 1 n “ sauna
Lapplandoetween bankers, industrialists, government

officials and politicians
A Muchof this policy set is hard to describe with
well-established categories such as fiscal policy,
monetary policy or industrial policy.




Politicsbehindthe growth model

A The political growthregime were forced tdorge a .
compromise between capital owners and the working class

A The end result ofhe Second World War implied a political
boost for the leftist parties in Finland.
I Astutepoliticians understood the need to integrate the working

class, including thikeftist parties and the trade unions, within
the corporatist decisiommaking process.

A The model forapid capital accumulation also presupposed
wage moderation and the acceptance of higher taxes.
I Competitiveness of the industry amaofitability thus acquired
high priority on the economipolitical agenda
A The instruments of choice @ccomplish these were
comprehensive income policy settlements as well as
repeated devaluations.



Theextentof the soclalcontract

A The implicitsocial contractvas notjustto upholding industrial
competitiveness.

A Socialwelfare reforms were gradualiptroduced,which carbe
interpreted as an attempt to buy wage moderation with the
promise of welfare services.

A Therewas acongruenceof interest for such reforms at least in the
1950s and 1960s.

A Many of the reformsboostedlaboursupply, in particular that of
women.

A Thereforms also made market economy magreeableat the
microeconomic level, thus enhancing the political legitimacy of the
economic policy model in the eyes of the politically powerful
working class.

A They alsalleviated the suspicions of the working class with regard
to rapid structural transformation.
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Volumeindexesof output of metaland mining
Industries(1938=100), 1922006
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Volumeindexesof output ofwood, paperand
chemicalindustries(1938=100), 1922006
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Developmenf foreigntrade, 1945
1980

T 0u5 1950 | 1955 | 190 | 1965 | 1970 | 1075 | 1980

Value of
exports 52 815 1813 3165 4566 9687 20247 52795
(mill. mark)

Volume of
exports 17 100 158 220 277 427 425 700
1938=100

Value of
imports 68 891 1770 3403 5265 11071 28002 58239
(mill. mark)

Volumeof
import, 20 106 192 273 394 587 738 826
1938=100

Termsof

92 100 130 120 122 123 130 110
trade

Source Ahvenainen, Pihkala, Ras{E082)



Exportsof wood and pulp
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Performance othe Finnishgrowth
modelin the 1970s and 1980s

A Asexplainedabove Finnishmonetaryandfiscalpoliciesfostered
economicgrowth by channelingresourcesowardsindustrialization

A Therewasanimplicit understandingoetweenindustryandthe
Bank of Finlanthat low andstableinterestratesandfixed
exchangeaateswerethe "pathto prosperity’

I Capitalflows were regulatedandinterestrateswere setbelow
marketclearinglevels

A Unlikemanyother countries Finlandrelied on its extensivegrowth
modeluntil the late 1980s

I Thiswaspartly becausehe bilateraltrade with SovietUnionthat
rescuedFinnisheconomyfrom a deeperrecessionn the 1970s

I Therisingoil price meantthat Finlanawasableto exportmore
Industrialproducts tothe SovietUnionbecauseof the countries
bilateral barter trade agreement

I Becausef this, Finlandexperiencedecordhighlevelsof investment
In the mid-1970s



Investmentsas ashareof GDP, 1950
1992
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Comparisorof investments
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Consumer price inflation, %

countries 19611990

A

Inflation in Finland vs. 1the OECD
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Troublesbeganto emerge

A Financiamarketsbeganto opengraduallyin the early
1980s

A Cyclef deregulationthat originatedfrom the US
( Reaganomicsabolishedregulationof domesticbanking
and lifter restrictionson private borrowing

A Thisfundamentallychangedhe Finnishgrowth model

I Institutionalmeansof maintainingthe low realinterestrate
throughindependentmonetarypolicyandcirculatingdomestic
savingdackto investmentswere reducedsubstantially

A But, foreingdirectinvestmentsalsoincreasegwhich’over
heated the economy

A And, itstartedto becameclearthat the economicpolicy of
Finland andts inflation/devaluationcyclewasleadingto a
seriousovercapacityproblems



FDI in Finland and feweden 1970
1990

Foreign direct investments, % GDP
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Into the crisis

A Theboomin the Finnisheconomypeakedat in
1990

A Thecombinationof Finnisheconomicgrowth
model(low interestrates circulationof savingdo
Industryandfixed exchangeates) with financial
liberalizationhadled to aserious over-capacity
andover-indebtednessf householdsand
businessess

A Asthe boom peaked financialcrisisfollowed
continuedin the fifth lecture)



Overcapacityf production
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1985=100

Source Kiander(2004)
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After the crisis

A Thepost-crisisoutput growth wasexportled

I Netexportscontributedpositivelyto the growth of
GDPohetween1994 and 2004

A Growth of exportswasclearlyfasterthanthe
developmentof domesticdemand

I Domesticdemandonly exceededhe 1990levelin real
termsin 1999

A In this respectFinlanddiffered from all other
Europearncountrieswherethe growth
contributionsof externalandinternal sources
were muchmore balanced



Growthof iIndustrialsectors 1992
2004
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Fixedvs. mobilephones
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Competitiveposition of Finland
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Labourproductivityin businessector
19852004
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Publicsectorexpenditures
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Newgrowth model

A Competitivenessf Finlandwasfirst improvedthrough
currencydepreciation

A Therapid growth of productivity of the 1990swasthe
driverthat keptthe economyof Finlandgrowingafter
currencystabilized

A Finland made gualitativeleapfrom resourcebased
heavyindustriesto knowledgebased(mostICT)
Industriesasthe leadingsector

A Still, electronicindustrybecamethe biggestexport
sectoronlyin the year2000

A Fiscapolicywasalsoverypro-cyclicalin the 1990s



Towardsa postindustrialsociety

A Crisisof 1990salsomarkedthe first largesteps
towardssocalled’postindustrialeconomy o
Finland

A But, the developmenttowardsthat had
alreadystartedin the 1980s



Shareof industrialoutput of total
output, 19742014
Industry, value added (% of GDP)
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Into the postindustrialsociety
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Population in urban agglomerations of
more than 1 million (% of total population)
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Electricityproduction(% oftotal)
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