
The EconomicDevelopmentof 
Finland

Lecture3: Third waveof 
industrialization, 1945-



Growthof the GDP per capitaof 
Finland, 1950-1990
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Economicpolicyof Finland after WWII

ÅThe economic policy strategy Finland decided to follow 
after WWII was a judicious mix of heavy governmental 
intervention and private incentives. 

ÅGovernmental intervention was aimed at a fast build-
up of industrial capital in order to ensure a solid 
manufacturing base. 

ÅAt the same time it was made clear that this was not 
aimed at establishing a planned economy as a 
permanent solution. 

ÅRather, it was made clear that the basic property rights 
of capitalism would ultimately be respected.



Savingsand invesments(in physical
capital) % of GDP, 1885-1992
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Growthstrategyof Finland

ÅThe growth strategy has generally been 
considered as a success, because Finland was 
able to undergo a remarkably rapid industrial 
transformation. 
ïIn the 1930s, the economy of 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. 
ïDuring that time the per capita GDP was only half of 

that of Sweden. 

ÅStill, at the end of the 1970s, Finland had become 
a mature industrial economy.



Occupations(% of total)

1950 1960 1970 1975

Agriculture,
forestry, etc.

46 35 20 15

Industry,etc. 21 22 26 27

Construction 6 9 8 9

Transportation
and 
telecommunica
tions

5 6 7 7

Commerce and
finance

10 14 19 19

Services 11 14 18 21

Unknown 1 0 0 2

Total

Source: Ahvenainen, Pihkala, Rasila 
(1982)



GDP per sector

GDP 1950 1955 1960 1965 1970 1975 1980

Primary
production

26 24 21 19 15 10 10

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 
(1948=100)

111 146 180 228 289 351 400

Source: 
Ahvenainen, 
Pihkala, Rasila 
(1982)



Lookingfor the”roadto prosperity”

ÅFinland’s economic growth really took of only after the 
Second World War

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

ÅThe outcome of the Second World paved the way for a 
long-running political coalition of the centre-left parties. 

ÅThis political shift reinforced the preconditions for 
economic interventionism of the State

ÅFinland’s development strategy was interventionist, but 
with outmost respect of the basic property rights.

ÅIt was preconditioned by the circumstances of Finland after 
WWII: 
ïThe need to sustain a good economic outcome in a 

geopolitically hostile environment of cold war.



Themain economicand institutional
elementsof the”Finnishgrowth model”

Å Finnishmonetaryand fiscalpolicieswereaimedat channelingresources
towardsindustrialization. 

Å Main monetarypolicytoolswere:
ï Regulationof capital flows, whichencouragedprivatesavings
ï Lowand stableinterest rates(set administrativelyby the Bank of Finland)
ï Fixed exchange rate with devaluations whenever needed (often)

Å A high rate of capital accumulation was sustained through (small) 
recessions by a high public saving rate. 

Å The public sector was an important net saver in the economy. 
ï Public savings accounted for as much as 30 per cent of aggregate savings in 

the 1950s and 1960s. 

Å This surplus of savings was channeled to support private investments in 
capital equipment and to start public companies in some key sectors of 
the economy. 

Å Government established state companies in the basic metal and chemical-
fertilizer industries as well as the energy sector. 
ï State-owned companies contributed about 18 per cent of the total industry 

value-added in Finland still in the 1980s.



Time of pragmatism

ÅA pragmatic cooperation between organized 
private agents (bankers and business leaders), 
and government officials and civil servants played 
a key role in enhancing economic growth. 
ïAs is typical in corporatist regimes, many key decisions 

were taken in a kind of ‘twilight zone’ between private 
and public functions. Often in “sauna meetings” in 
Lapplandbetween bankers, industrialists, government 
officials and politicians

ÅMuch of this policy set is hard to describe with 
well-established categories such as fiscal policy, 
monetary policy or industrial policy.



Politicsbehindthe growth model

ÅThe political growth regime were forced to forge a 
compromise between capital owners and the working class. 

ÅThe end result of the Second World War implied a political 
boost for the leftist parties in Finland. 
ïAstute politicians understood the need to integrate the working 

class, including the leftist parties and the trade unions, within 
the corporatist decision-making process. 

ÅThe model for rapid capital accumulation also presupposed 
wage moderation and the acceptance of higher taxes. 
ïCompetitiveness of the industry and profitability thus acquired 

high priority on the economic-political agenda.

ÅThe instruments of choice to accomplish these were 
comprehensive income policy settlements as well as 
repeated devaluations.



Theextentof the socialcontract
Å The implicit social contractwas not just to upholding industrial 

competitiveness. 
Å Social welfare reforms were gradually introduced, which can be 

interpreted as an attempt to buy wage moderation with the 
promise of welfare services. 

Å There was a congruence of interest for such reforms at least in the 
1950s and 1960s. 

ÅMany of the reforms boosted laboursupply, in particular that of 
women. 

Å The reforms also made market economy more agreeable at the 
microeconomic level, thus enhancing the political legitimacy of the 
economic policy model in the eyes of the politically powerful 
working class. 

Å They also alleviated the suspicions of the working class with regard 
to rapid structural transformation. 



Volume Index of Industrial Output 
1925-2006 (1938=100)

Source: StatisticsFinland



Volume indexesof output of metaland mining
industries(1938=100), 1925-2006

Metal Mining

Source: StatisticsFinland



Volume indexesof output of wood, paperand 
chemicalindustries(1938=100), 1925-2006

Wood and paper Chemical

Source: StatisticsFinland



Developmentof foreigntrade, 1945-
1980

1945 1950 1955 1960 1965 1970 1975 1980

Value of 
exports

(mill. mark)
52 815 1 813 3 165 4 566 9 687 20247 52 795

Volume of 
exports, 
1938=100

17 100 158 220 277 427 425 700

Value of 
imports
(mill. mark)

68 891 1 770 3 403 5 265 11 071 28 002 58 239

Volumeof 
import, 
1938=100

20 106 192 273 394 587 738 826

Termsof 
trade

92 100 130 120 122 123 130 110

Source: Ahvenainen, Pihkala, Rasila (1982)



Exportsof woodand pulp

Source: Sitra



Exportshareof forest industry(% of 
total exports)

Source: Sitra



Performance of the Finnishgrowth
modelin the 1970s and 1980s

Å As explainedabove, Finnishmonetaryand fiscalpoliciesfostered
economicgrowth by channelingresourcestowardsindustrialization

Å Therewasan implicit understandingbetweenindustryand the
Bank of Finland that low and stableinterest ratesand fixed
exchangerateswere the”path to prosperity”
ïCapital flowswereregulatedand interest rateswereset below

market-clearing levels

Å Unlikemanyother countries, Finland reliedon its extensivegrowth
modeluntil the late 1980s
ïThiswaspartly becausethe bilateraltradewith SovietUnion that

rescuedFinnisheconomyfrom a deeperrecessionin the 1970s
ïTherisingoil pricemeantthat Finland wasableto exportmore

industrialproducts to the SovietUnion becauseof the countries
bilateralbarter tradeagreement

ïBecauseof this, Finland experiencedrecordhighlevelsof investment
in the mid-1970s



Investmentsas a shareof GDP, 1950-
1992
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Comparisonof investments

Source:  Kuusi (2013)



Inflation in Finland vs. in the OECD 
countries, 1961-1990 

0

2

4

6

8

10

12

14

16

18

20

1
9

6
1

1
9

6
2

1
9

6
3

1
9

6
4

1
9

6
5

1
9

6
6

1
9

6
7

1
9

6
8

1
9

6
9

1
9

7
0

1
9

7
1

1
9

7
2

1
9

7
3

1
9

7
4

1
9

7
5

1
9

7
6

1
9

7
7

1
9

7
8

1
9

7
9

1
9

8
0

1
9

8
1

1
9

8
2

1
9

8
3

1
9

8
4

1
9

8
5

1
9

8
6

1
9

8
7

1
9

8
8

1
9

8
9

1
9

9
0

Consumer price inflation, %

FIN OECD

Source:  World Bank



Troublesbeganto emerge

ÅFinancial marketsbeganto open graduallyin the early
1980s 

ÅCyclesof deregulationthat originatedfrom the US 
(’Reaganomics’) abolishedregulationof domesticbanking
and lifter restrictionson privateborrowing

ÅThisfundamentallychangedthe Finnishgrowth model
ïInstitutionalmeansof maintainingthe low real interest rate

throughindependentmonetarypolicyand circulatingdomestic
savingsbackto investmentswere reducedsubstantially

ÅBut, foreingdirect investmentsalsoincreased, which’over
heated’ the economy

ÅAnd, it startedto becameclearthat the economicpolicyof 
Finland and its inflation/devaluationcyclewasleadingto a 
seriousovercapacityproblems



FDI in Finland and in Sweden, 1970-
1990
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Into the crisis

ÅTheboomin the Finnisheconomypeakedat in 
1990

ÅThecombinationof Finnisheconomicgrowth
model(low interestrates, circulationof savingsto 
industryand fixedexchangerates) with financial
liberalizationhadled to a serious over-capacity
and over-indebtednessof householdsand 
businessess

ÅAs the boompeaked, financialcrisisfollowed
continuedin the fifth lecture)



Overcapacityof production

Source:  Kuusi (2013)



Sourcesof growth

Source:  Kiander (2004)



After the crisis

ÅThepost-crisisoutput growth wasexport led
ïNet exportscontributedpositivelyto the growth of 

GDP between1994 and 2004

ÅGrowthof exportswasclearlyfasterthan the
developmentof domesticdemand
ïDomesticdemandonlyexceededthe 1990 levelin real

termsin 1999

ÅIn this respectFinland differed from all other
European countrieswherethe growth
contributionsof externaland internalsources
weremuchmorebalanced



Growthof industrialsectors, 1992-
2004

Source:  Kiander (2004)



Fixedvs. mobile phones

Source: World Bank
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Competitiveposition of Finland

Source:  Kiander (2004)



Labour productivityin business sector, 
1985-2004

Source:  Kiander (2004)



Public sectorexpenditures

Source:  Kiander (2004)



New growth model

ÅCompetitivenessof Finland wasfirst improvedthrough
currencydepreciation

ÅTherapidgrowth of productivityof the 1990s wasthe
driver that kept the economyof Finland growingafter
currencystabilized

ÅFinland made a qualitativeleapfrom resource-based
heavy industriesto knowledge-based(most ICT) 
industriesas the leadingsector

ÅStill, electronicindustrybecamethe biggestexport
sectoronly in the year2000

ÅFiscalpolicywasalsoverypro-cyclicalin the 1990s



Towardsa post-industrialsociety

ÅCrisisof 1990s alsomarkedthe first largesteps
towardssocalled’post industrialeconomy’ of 
Finland

ÅBut, the developmenttowardsthat had
alreadystartedin the 1980s



Shareof industrialoutput of total
output, 1974-2014
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Into the post-industrialsociety
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Population in urban agglomerations of 
more than 1 million (% of total population) 
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Electricityproduction(% of total)
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