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Finland meets all the Maastricht criteria for EMU, following the Markka’s 
inclusion in the ERM.  The Government firmly supports EMU membership by
1999 and it has a sufficient majority in the Parliament for a positive EMU vote. 
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Introduction

On the 25th March the Commission and the European Monetary Institute published their separate
reports on progress towards meeting the convergence criteria for Economic and Monetary Union.  In
addition, the Commission published its Recommendation on which Member States had qualified to
participate in the Single Currency on 1st January 1999. Its assessment was that eleven countries met
the criteria: Austria, Belgium, Finland, France, Germany, Ireland, Italy, Luxembourg, the Netherlands,
Portugal and Spain. Denmark and the UK had met the criteria, but had exercised their right to "opt
out" for the time being.

This Recommendation now has to be confirmed by the Council of Economic and Finance Ministers
(ECOFIN); by the European Parliament; and, for final decision, by the European Council of Heads
of State and Government on 2nd May.  

*

Divisions within Finland on the advisability of full participation in the Economic and Monetary Union
are now less important since all the parties in the five party coalition government have taken a positive
stance vis-à-vis EMU. After the favourable report of the Grand Committee (adopted by majority with
reservation from the opposition parties), the parliamentary majority is clear. Public opinion has also
become more favourable towards the EMU.

The Finnish growth rate slowed during 1996, but has increased again in 1997. Unemployment,
however,  is the EU’s second highest at 14.5% in 1997; but the level has recently decreased,  making
the governing coalition´s economic policy more promising than last year. Prime Minister Paavo
Lipponen has also shown determination to push ahead with labour reforms, even without the backing
of Trade Unions or employers. The current five party coalition has proved to be much more stable than
could be expected.

Three opinion polls concerning the situation in February 1998 showed that support for the Social
Democrats had weakened by more than four percentage points compared to their March 1995 general
election performance, down from 28.3%. The conservative National Coalition Party is stable and has
increased from the 17.9% it gained of the votes cast during the election to about 19-20 %. There have
been changes in the other three small parties of the coalition: the Left-Wing Alliance (now around 8%),
the Greens (around 8 %) and the Swedish People´s Party (around 5%). The opposition Centre Party has
gained about 4 - 5 % points over its 19.9% in the election.
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Compliance with the criteria

Finland is one of the Community Member States fully meeting the convergence criteria. It has been
judged to have no "excessive deficit" for the last two years.
 

Table 1 Compliance with the criteria

Inflation Long-term interest rate Budget deficit (% of Public debt (% of GDP)
(HICP basis) GDP)

( -  =  budget surplus)

1996 1.1 7.1 3.3 57.6

1997 1.3* 5.9* 0.9 55.8

1998§ 2.0 5.3 - 0.3 53.6
Remarks: * = reference period February 1997 to January 1998.  § = forecast  Source:   EMI Convergence Report, March 1998

a) Inflation

Finland clearly meets the Maastricht inflation criterion: consumer price inflation is currently among
the lowest in the EU, at an annual rate of 1.3 %. The rate, however,  is forecast to increase slightly to
2.0% in 1998 and 1999, as the temporary benefits of lower prices after joining the EU come to an end.

Chart 1:  Inflation

1990-95: CPI basis. 1996-99: HICP basis. * = forecast.
 Source: EMI Convergence Report March 1998
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b) Long-term interest rates

The downward trend in Finnish interest rates has meant that Finland easily meets this criterion. The
Markka held firm against the D-mark in late 1995 and in 1996, so that the Bank of Finland has been
able to make steady cuts in interest rates. The Bank cut its key tender rate to 3.0% on 9 October 1996,
a record low. Long-term interest rates are very close to being within 0.5% of benchmark German rates.

As a result of joining the ERM - which took place on 14 October 1996 - the Markka could be
vulnerable to speculative attacks as the markets test its strength. Concern has been expressed that
interest rates would have to be used to defend the Markka parity under conditions of falling growth and
rising unemployment. Although no such effect has been noticed as of yet, such fears may have
contributed to the minor increase in forecast short-term interest rates. However, expectations about
higher interest rates have recently become weaker, and the long market rates declined towards the end
of 1997.

According to the EMI, over the reference period from February 1997 to January 1998 long term interest
rates were 5.9 % in average, thus well below the reference value 7.8%.

Chart 2.  Long and short-term interest rates (in %)

Remark: * forecast     Source: Key Forecast Figures from the Ministry of Finance Economic Bulletin, September 1997 and January 1998
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Chart 3.  Interest rates (in %)

Remark: From December 1995 Banks’ lending to the public (new lending) 
is used as average commecial interest rate
Source: OECD Main Economic Indicators, OECD Financial Statistics September 1997, January 1998

c) Budget deficits

The Finnish Government has been committed to reducing the general government deficit below the
reference level of 3%, as required by the Maastricht Treaty. According to the EMI and the Commission,
the general Government deficit reached 3.3% of GDP in 1996, but fell to 0.9 % in 1997. In 1998 the
budget is expected to be in surplus.

Finland will therefore comfortably meet the criterion of "sustainable convergence". There are also large
margins for revision in the event of the forecast turning out to be over-optimistic. 

The central Government deficit was 7.4% of GDP in 1996 and 4.7% in 1997, according to the Ministry
of Finance, implying an overall surplus in the remaining parts of the general Government deficit (local
government budget, the social security budget and financial transactions). In the light of higher growth
expectations, the official forecast by the Ministry of Finance suggests a central Government deficit of
3.3% in 1998.

The 1996 budget was based on an unemployment rate of 14.5%. Such a  high rate has meant large
social security payments.Tax revenues, however, increased in 1995 by 4% and by 5% in 1996. Between
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January and October 1997 the government tax revenue increased by more than 8%.1

Chart 4.  Budget deficits as a percentage of GDP 
( - = Budget surplus)

Remark: * forecast 
Source: EMI Convergence Report, MArch 1998

While the Government has stated its rhetorical support for policy changes favourable to business, such
as tax cuts, it remains acutely sensitive to the need of maintaining support among the five disparate
coalition members.

d) Public debt

Finland´s ratio of overall public debt to GDP has always been below the Maastricht reference level of
60%. Taken together with the budget figures, this has enabled Finland, for the last two years, to qualify
fully as a country not having an "excessive deficit" under Treaty Article 104c

Forecasts to the end of the century and beyond show the debt level falling steadily, reflecting the
probability of effectively balanced budgets.
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Chart 5. Public Debt as a % of GDP, 1990-98

* = forecast.  ** Maastricht definition.  Source: EMI Convergence Report March 1998

e) Normal fluctuation margins of the ERM

The Maastrict Treaty states that a currency must, in order to qualify for EMU under the exchange rate
criterion, be in the ERM for two years without devaluing prior to ’examination’. 

On 15 March 1996 the Government introduced a bill in Parliament which aimed to amend the Currency
Act. The purpose was to ensure that Finland would have the legislative basis to join the ERM when the
conditions permitted. On 14 October 1996, Finland joined the ERM, tying the Markka more closely
to the D-mark.

According to the EMI Convergency Report, the Finnish markka has been broadly stable over the
reference period as a whole. For the time within the ERM (16 months), it has remained generally close
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to its unchanged central parities without need for measures to support the exchange rate. This view is
shared by the Commission ("displayed sufficient stability in the last two years.").
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Table 2.  Bilateral exchange FM:DM

1992 1993 1994 1995 1996 1997

Exchange rate FM:DM 2.87 3.46 3.22 3.05 3.05 2.99

Source: EIU Country Reports and Bank of Finland, January 1998

f) Independence of the Central Bank

The Central Bank of Finland (Suomen Pankki) has two primary monetary policy objectives: to keep the
inflation rate down and to maintain the stability of the Markka against the D-mark. The tasks of the
Bank are to determine and implement the country’s monetary policy; to manage and invest the foreign
currency reserves; and to be responsible for the efficiency of the payment and financial system.

The Suomen Pankki Act imposes on the Bank a responsibility for pursuing the goal of monetary
stability. Monetary policy is determined by the Bank independently, in the sense that it is free in the use
of its monetary policy instruments (open market operations, credit operations, minimum reserves). The
Bank will continue to give priority to these objectives, despite pressure to relax policies and to allow
faster growth and thus boost employment. 

Amendments to the Soumen Pankki Act were adopted by the Parliament on 13 June 1997, and entered
into force on 1 January 1998. These have brought the Bank fully into accord with the provisions of the
Treaty on Central Bank independence.  2

g) Real convergence: growth and unemployment

The Finnish economy has experienced a period of economic prosperity during the late nineties,
although currently expecting a moderate economic slowdown.

While overall GDP growth rate was 3.6% in 1996, the quarterly rate accelerated significantly from
1.5% in the first quarter to 5.6% in the fourth quarter. In 1997 growth rate reached 5.9%.  According3

to the projections for 1998, made by the Ministry of Finance, the growth rate will drop to 3.5%.
Forecasts by the European Commission predict real growth rates of 4.0% and 3.6% for 1998 and 1999.
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The growth rate has remained consistently above the European average and is one of the highest among
the OECD countries. This is a result of successful industrial reforms, strict budgetary measures,
favourable monetary conditions and a high level of confidence.4

The stringency of the Government’s policy of containing public-sector spending has limited the scope
for expansion of domestic demand. In addition, growth in private consumption has remained
considerably stable despite household disposable incomes increasing in real terms by 7.5% in 1995
(largely owing to the removal of temporary burdens), and plummeting to 1.8% in 1996. Growth in
private consumption reached 3.4% in 1996, 3.5% in 1997 and is expected to be 3.3 - 3.5 % in 1998 and
2.9 - 3.0 % in 1999 according to the Ministry of Finance, ETLA and OECD forecasts.

Chart 6.   Real GDP growth (in %)

Remark: GDP at market prices * January to October ** forecast
Source: Key Forecast Figures from the Ministry of Finance Economic Bulletin, September 1997, 
Official Forecasts by the European Commission, October 1997

The picture is less satisfactory in the case of unemployment, though it is improving.High
unemployment has stifled consumption and strained the budget, thus constantly changing the
Government’s stabilisation programme. Unemployment has declined most in construction, but of all
branches the unemployment rate is still highest in this branch. Finland’s unemployment rate is the
second highest in the EU, after Spain. 

The rate has declined, however, from nearly 16% in 1996 to 14.5% in 1997 and the Government
predicts that it will fall to 13.5% in 1998. The rate of unemployment in February 1998 was 13,8 %. 
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Forecasts by the European Commission however, predict an even better performance for 1998 (12.6%)
and 1999 (11.7%). 

Chart 7. Unemployment (%)

* = forecasts        Source:  Finnish Ministry of Finance, Commisssion

h) Trade and the balance of payments

Export demand was dampened in 1996 owing to budgetary cuts across Europe in preparation for EMU.
It is probable that the membership of ERM has contributed to keeping the Markka strong, so that import
growth outstripped export growth in 1996.

The strengthening of the Markka had an adverse effect on the external account in 1996. This explains
eroded Finnish market share overseas and the rapid growth in imports, particularly as business took
advantage of low interest rates to increase investment spending. This led to a slow decline in the trade
surplus.

Throughout 1997, however, export performance has been good, implying an increase by 13% in exports
since 1996. Marchandise imports have increased by 12% compared to 1996. A surplus has been created
in the trade account as well as in the current account.

Finland also benefited financially from the EU during the first year of membership. But since 1996
Finland has been a net contributor, amounting to 900 MFIM a year.

Chart 8.  Trade Balance and Current Account as a percentage of GDP 
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Remark: Figures are at market prices, * forecast
Source: Statistcs Finland, August 1997, The Finnish Economy 1/1997,  Key Forecast Figures from the  
Ministry of Finance Economic Bulletin, September 1997, Official Forecasts by the European Commission

Chart 9.  Main destinations of exports and imports in 1996 (in %)

Remark: *  value for 1994
Source: Statistics Finland, August 1997

The Political Background
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a) The Government

Finland’s five party ’rainbow’ coalition (Social Democratic Party, Left-Wing Alliance, National
Coalition Party, Swedish People’s Party and Green League), after coming to power in April 1995, has
relied on a so-called tripartite strategy. This involves working closely with employers and Trade
Unions, particularly the latter. This close cooperation enabled the Government in 1995 to achieve a
common understanding on inflation, an historic agreement on work-related pensions, and a two-year
income policy agreement. The income policy agreement was renewed in 1997 for two years. This
moderate, non-inflatory agreement guarantees overall peace in labour markets until the end of 1999.

Thus, in securing support for a more austere eonomic policy, the Lipponen Government seemed to  be
succeeding where its predecessor had failed.

Finland’s coalition controls 143 of the 200 seats in the Eduskunta (Parliament). The inclusion of parties
from across the political spectrum has contributed to its stability. However, keeping such a disparate
set of political groups united is difficult and the cohesion of the Government has been tested.  The
coalition has nevertheless proved to be quite stable. The Social Democrat Prime Minister, Paavo
Lipponen, has had to use his considerable powers of persuasion to keep individual members of
Parliament from defecting.

Another factor favouring the continuation of an SDP-led coalition is that the Government continues
to enjoy broad public support. This is in large part due to the substantial increase in household
disposable income in 1995, mainly resulting from real wage increases, a delay in the payment of tax
refunds, increased income from property and higher pension income.

Now that all parties in the government coalition have taken positive decisions in favour of Finland’s
entry to the EMI in January 1999, the political situation is clear. The Government has a clear majority
in the Parliament for the EMU. The report adopted in the Grand Committee (EU Affairs Committee)
on 3 April 1998 proved this.

The Social Democratic Party (Suomen Sosialidemokraattinen Puolue)

This is the senior partner in the ruling five party. It played a major role in the context of the decision
on EU membership in 1994.

The SDP has strong links with the Trade Union movement. The Trade Union and the employer
organisations agreed in November 1997 on a system of ’buffer funds’ - a flexible mechanism for
unforeseeable events, which would protect its members against wage decreases and unemployment as
a result of a would-be membership in EMU. It comprises measures to safeguard the financing of
unemployment security and to smoothen fluctuations in the employers unemployment insurance
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contributions as well as the employment pension contributions. The agreement guarantees the Trade
Unions’ support as well as the support of Social Democratic Members of Parliament for EMU.

The SDP is generally pro-EMU, and decided on 24 September 1997 (53 in favour and 3 against), that
Finland should join in the first wave of EMU. The votes against were rather in favour of a wait-and-see
approach than strictly opposed to entry.

The Left-Wing Alliance (Vasemmistoliitto)

This is a ruling coalition member party which, though committed to the Government’s programme,
entertained reservations about the advisability of joining EMU. The party, like the SDP has strong links
with the Trade Unions.

Despite a clear division of opinions, the party decided late 1997, by a secret ballot among all members
of the party and with a clear majority (over 60 % in favour), that it will support the Government’s
proposal of speedy entry to the third stage of the EMU. This was partly a result of the fact that the Party
leadership made it clear that a negative result would lead the party out of the Government. 

The National Coalition Party (Kansallinen Kokoomus)

The conservative National Coalition Party, also a coalition partner, has accused the Prime Minister of
making excessive concessions to the SAK-FFC Trade Union Confederation, which, it feels,
undermined both the neutrality of the Government and the effectiveness of structural reforms. It is a
pro-EMU party, and is in favour of early membership.

The Swedish People’s Party (Svenska Folkpartiet)

This is a liberal party representing the interests of the Swedish-speaking minority.  It is pro-EMU, and5

favours entry in the first wave.

The Green League (Vihreä Liitto)

The Greens also voted in favour of the EMU in January 1998 in a common congress of the party
Council and the Parliamentary Group. The outcome was clear: 31 votes in favour, 13 against. Some
green MPs will retain their opposition in the vote in the Parliament, but the majority will follow the
official party line.
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b) The Opposition Centre Party

The main opposition party has been  divided on the question of EMU, but in September 1997 in a party
Congress, the Party took a decision against Finnish participation in EMU in 1999. The Party has also
advocated for a referendum on EMU.

The opposition towards EMU was maintained in the Grand Committee of the Parliament, which
adopted its report on EMU on 3 April 1998. 

The Centre Party is making headway in the opinion polls, being according to the polls the biggest party
in Finland, or at least as big as the SDP.

The result of the European Parliament election, held in October 1996, was not radically different from
the outcome of the general election of 1995. The Centre Party gained most votes, 24.4%, but did not
receive more seats than the two coalition parties, SDP (21.5%) and the National Coalition (20.2%), all
obtaining four seats. The Left-Wing Alliance, the Greens and the Swedish People’s Party gained four
seats together.  

c) Employers and Business opinion

According to the Confederation of Industry and Employers (TT), a clear majority of Finnish companies
paticipating in this confederation is in favour of early entry into EMU, even now when  Sweden has
decided to opt out. 

d) The Trade Unions

Traditional close links between the Trade Union movement and two of the governing parties, the Social
Democratic party and the Left-Wing Alliance, have hampered labour market reform. Consequently the
job-creating effect of the agreements reached was almost completely undermined. The disparity
between the expectations of the Unions and the Employers highlights the difficulty of reaching any
consensus on the issue. It provoked enormous political division both within the Government and among
labour and industry groups. The Government is hence unlikely to contemplate radical social and labour
market reforms, partly because this would put the ruling coalition under considerable strain and partly
because Finnish politicians, regardless of party, have a high regard for the social welfare state in its
present form.

After the succesful conclusion of negotiations on so called buffer funds (see above), the Trade Union
organisationbs are now in favour of Finland’s entry in the third stage of the EMU in January 1999.
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e) Public Opinion

The Finnish electorate has previously been much happier with EU membership than voters in the other
new entrant states, Sweden and Austria. Finland is also benefiting financially from membership.
Nevertheless, some disillusionment with  the EU has been evident since the membership referendum
of 1994. Opinion on EMU has fluctuated, and it showed for a long time around 41-46% against EMU
membership. 

Latest opinion polls nevertheless show, that a majority of Finns have turned in favour of Finland’s early
entry into EMU. This is due to several factors: the successful conclusion of the negotiations on the
buffer funds, which caused the Trade Union movement to drop their opposition, the clear decisions of
the Left Wing alliance and the Greens in favour of EMU, and the understanding that EMU will start
with a clear majority of Member States. Also the resolute political leadership of the Government is
gaining  support.  

f) EMU: the Sweden factor

An important reason for initial Finnish hesitation on EMU was the question of what Finland’s second
largest trade partner, Sweden, would decide to do. The two economies have strong trade and investment
links. Both countries have very similar production and export profiles, and each is easily affected by
the changes in the other’s relative competitiveness. The importance of Swedish markets could mean that
a depreciating Krona would do great damage to Finnish industrial competitiveness.

As Sweden will not participate in the EMU from the start, Finland is likely to be affected at least
indirectly. Nevertheless, Prime Minister Paavo Lipponen has stated that Sweden’s decision is not crucial
for Finland - though he would prefer the two countries to decide simultaneously. 

It has also to be taken into account that the decision on Swedish self-proclaimed opt-out was made early
last autumn. Since then psupport for Finland’s early entry to EMU has been increasing steadily in public
opinion, in Trade Unions, in enterprises and in the political parties participating in the Government
coalition.

The Sweden factor seems to be working in the opposite direction to that previously believed. Despite
the risks, the Swedish opt-out has increased self-confidence among the Finns. 
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Conclusion

The conflicting aims of reducing unemployment and imposing fiscal austerity will continue to put
strains on the five party coalition Government and on its relations with the social partners. Economic
policy will be directed towards preparing the economy for entry into EMU, due by 1999, while at the
same time trying to reduce the extremely high unemployment rate.

Because there is a perceived trade-off between these two objectives, the key challenge for the
Government over the next few years will be to keep unemployment on a downward trend while
participating in the third stage of EMU.

The Finnish economy has however, made progress, first on the current account and gradually also in
the public finances. The combined effect of stabilised prices, lower interest rates and a strengthened
exchange rate, will facilitate exchange rate stability, which in turn promotes competitiveness and
dampens inflationary pressures. 

Finland meets all the convergence criteria and has no "opt out" from participation in the Single
Currency. The EMI and the European Commssion recommend that Finland is among the 11 countries
joining the third stage of EMU.  The majority of the Parliament of Finland will support the Government
on this issue. There is no doubt about Finland’s full EMU membership on 1 January 1999.


