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When introducing the second three-year period of the revised
Lisbon Strategy in the meeting in March 2008, the European
Council confirmed that the present integrated guidelines were to
remain valid and were also applicable in the period 2008-2010.
In addition, the European Council reconfirmed as cornerstones
of the revised strategy the four priority areas approved at the
spring 2006 meeting, and emphasised that in the new period the
most important issue is to implement the reforms.

There are 11 priority areas in the Finnish National Reform
Programme. The goal of macroeconomic policy is to ensure eco-
nomic stability and sustainable public finances. This highlights
the need to make provision for the ageing of the population, cur-
bing public spending and boosting productivity to safeguard the
provision of public services.

The microeconomic policy priorities aim to bring about
structural reforms to strengthen competitiveness and producti-
vity by promoting expertise and innovations, fostering entrep-
reneurship, enhancing market functioning, creating a better inf-
rastructure in ICT and transport and advocating an energy and
climate policy that supports sustainable development.

The main objectives of employment policy are to raise the
employment rate and to improve the functioning of the labour
market. Key measures aimed at achieving these objectives con-
sist of extending working careers, improving the incentive effect
of tax and benefit systems and wage formation, and better mat-
ching of labour demand and supply.
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Foreword

When introducing the second three-year period of the revised Lisbon Strat-
egy in spring 2008, the European Council confirmed that the present inte-
grated guidelines were to remain valid and were also applicable in the period
2008-2010. In addition, the European Council reconfirmed as cornerstones of
the revised strategy the four priority areas approved at the spring 2006 meet-
ing, and emphasised that in the new period the most important issue is to
implement the reforms.

European Council considered it important for the Member States to pro-
pose, in their national programmes 2008-2010 and thereafter in their annual
implementation reports, detailed and concrete policy measures that they intend
to implement as a response to the integrated guidelines, country-specific re-
commendations and points to watch.

This Finnish National Reform Programme 2008-2010 has been prepared
according to European Council guidelines. The targets are the same as in the
previous 2005-2008 reform programme - raising the employment rate and
improving the well-being of citizens in a sustainable way. The focus is on imple-
menting already approved national policies.

The National Reform Programme is based on the Government Programme
of Prime Minister Matti Vanhanen’s second government, which began its work
in spring 2007, the related 2007 Government Strategy Document, and the three
cross-administrative policy programmes which are the instruments for imple-
menting the Government Programme, namely: employment, entrepreneur-
ship and working life; health promotion; and the well-being of children, youth
and families.

The reform programme is an integral part of Finland’s overall economic
policy. The main instruments in implementing the programme are the Stability
Programme, decisions on spending limits and the Budgets, as well as legislative
reforms and the development of the public administration. This approach means
that Parliament and various stakeholders have had a number of opportunities
at different stages of preparation to present views on the programme.

In accordance with the Government Programme, the promotion of gender
equality is taken into account in all decision-making when implementing this
reform programme. The gender perspective is mainstreamed in the drafting
of legislation, in budget processes and in the early stages of other significant



projects. In the policy programme for the well-being of children, youth and
families, for example, all measures are assessed from the perspective of equal-
ity and multicultural aspects.

This programme for the period 2008-2010 was prepared following the same
procedures as the previous 2005-2008 National Reform Programme. A wide
range of stakeholder delegates as well as Government representatives and public
officials participated in preparing the programme. The parts of the NRP relating
to innovation policy are based on the work of the Science and Technology Policy
Council, headed by the Prime Minister. The public administration, collective
organisations, the business sector and the scientific community are represented
on the council. At various stages of its preparation, the NRP was discussed in
the Economic Council, where all the main interest groups and key economic
agents, including the Association of Finnish Local and Regional Authorities
(the central organ for local government), are represented.

Parliament has been informed of the preparations, and the programme
was presented to the Grand Committee before it was approved by the Govern-
ment.

The implementation of the NPR is monitored in the context of the Govern-
ment Strategy Document procedure, developed to monitor the implementation
of the Government Programme. Assessments of the implementation of policy
programmes and other measures are collated for the Government Strategy
Document, which is drawn up annually. Monitoring of the National Structural
Fund Strategy is also reviewed in connection with this.



1 Introduction

1.1  General outlook on economic and structural
development

Finland’s economy has, to date, survived the weakening of the world econ-
omy well. The period of strong economic conditions has passed its peak, how-
ever, and economic growth is slowing. Employment continues to strengthen,
but price and cost pressures have increased considerably. Higher inflation and
deteriorating cost competitiveness together with the weakening of the world
economy represent the biggest threat to the continuation of stable economic
development.

Employment rate, trend
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Total production grew at a brisk rate from the beginning of 2006 to mid-2008.
Economic conditions have since weakened since then, however. The growth
estimate for the whole of 2008 is 2.8 per cent. Growth in 2009 growth may fall
short of two per cent.

Labour demand is expected to continue to increase, if more slowly. In 2008
the number of employed is expected to be on average a good 40,000 more than
in 2007. The employment rate will rise to 70.6 per cent. The growth of labour
supply will slow due to the retirement of baby boomers.

Unemployment rate and new vacancies, trend
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The number of vacancies in the first quarter of 2008 was 80,400 - i.e. 17 per
cent more than in the corresponding quarter of 2007. Labour availability prob-
lems are significant. It has been possible to moderate the creation of labour bot-
tlenecks, however, through increasing not only the number of workers coming
from outside the labour force and the number of workers delaying retirement
but also through increasing work-based immigration. The unemployment rate
will decline to an average of 6.2 per cent in 2008 and will drop below six per
cent in 2009.

Work productivity growth is slowing in response to economic conditions.
The manufacturing sector’s cost competitiveness took a downturn in 2007 and
itis expected to weaken further in 2008. This trend also seems likely to be main-
tained in 2009.

In 2008 the position of public finances remains good. In 2009 the surplus in
general government finances is forecast to fall significantly, by 12 percentage
points of GDP. The reasons for this are the weakening of the economy, planned
tax cuts and a reduction in property income after a long period of growth.
Despite this weakening, the financial position remains good, both by interna-



tional comparisons and relative to the state of Finland’s public finances in the
past. General government debt as a proportion of GDP will fall during the cur-
rent year to 32 per cent.

In the medium term, Finland’s economic growth will be slowed particularly
by an ageing population and the resulting reduction in labour supply. Accord-
ing to a Statistics Finland population forecast, the working-age population will
again grow this year and next year very slowly and then start to fall at the end
of the decade. This will significantly weaken economic growth opportunities
unless working careers are extended further and resources currently outside
the labour force are brought into working life. Demographic change highlights
the importance of measures aimed at improving productivity.

Reducing unemployment is constrained by the fact that a large part of unem-
ployment is structural. A rise in labour costs might also weaken labour demand.
The number of employed is expected to grow further in the next few years but
to take a downward turn in the medium term as labour supply weakens.

Significant growth in employment in future will require, as well as favoura-
ble development of the world economy, economic policy measures both to lower
structural unemployment and to improve the matching of labour demand and
supply. International competition and the changes it brings to the division of
labour will also require continuous development of labour expertise.

Globalisation requires better systems for anticipating education needs, higher
quality education, and a sufficient number of education and training places to
safeguard economic competitiveness.

Ensuring national competitiveness is a prerequisite of success in a globalised
operating environment. This will not safeguard success on its own, however;
successful implementation of the external dimension of the Lisbon Strategy is
also needed to secure open and free global trade.

Climate change prevention commitments and others relating to reducing
greenhouse emissions and increasing the use of renewable energy may weaken
economic growth potential and competitiveness in the medium term. Due to
an energy-intensive production structure, achieving climate policy targets sets
particularly high demands on the adaptability of the national economy in the
case of Finland.

Achieving the country-specific target set for renewable energy sources may
be particularly challenging for Finland, because the proportion of renewable
energy is currently already high. This will also be decisively dependent on forest
industry production, the prospects for which are unfavourable. The Strategy for
Sustainable Development approved in 2006, which highlights, for example, the
efficient use of materials and accelerated introduction of new technologies, will
help in the achievement of energy and climate policy targets. Adapting to low-
carbon production and consumption may also create new production oppor-
tunities, for whose exploitation Finland has good prospects due, among other
things, to its high technological expertise.



The external operating environment of the Finnish economy is changing
and many uncertainty factors are connected with the development of the world
economy. The slowing of US economic growth in the short term as well as the
rebound effects of problems and their possible prolongation overshadow eco-
nomic prospects. In addition, the development of raw material prices represents
a risk factor for inflation and economic growth.

For the forest sector, a particular challenge arises from the timber export
duties announced and already partially introduced by Russia, which when fully
implemented will have a substantial adverse impact on the sector’s raw material
management and production. The final effects on Finland’s forest industry and
on the national economy’s medium-term overall production and employment
trends will depend on the scale to which the duties are implemented and how
well replacement sources of raw wood can be found.

The overall picture of economic development and as well as medium-term
development prospects will be discussed in more detail in the Finnish Stabil-
ity Programme.

1.2 Key challenges and the response to them

The goal of macroeconomic policy is to ensure economic stability and sustain-
able public finances. The more pronounced and long-lasting the state of weak-
ness of the world economy, the more important it is for the domestic elements
of a stable economy, namely strong public finances and good price competi-
tiveness, to be in excellent shape. The tax cuts in accordance with the Govern-
ment Programme aimed at improving employment are well suited to a weak-
ening economic outlook. The tax cuts will boost household purchasing power,
lower the tax wedge, improve incentives to work and employment, and pro-
mote moderate wage settlements and efforts to reduce structural unemploy-
ment.

After a long period of relatively moderate collective agreements, the wage
increases agreed in 2007 and at the beginning of this year, mainly agreements
extending to the beginning of 2010, are clearly higher than has been the case in
recent years. The risk is that the agreed wage settlements will increase inflation
over the longer term clearly higher than the inflation of recent years. The situ-
ation is very challenging in terms of the coordination of the different elements
of macroeconomic policy.

The prospects for the latter part of the parliamentary term are overshadowed
by an acceleration of population ageing. At the same time as public expendi-
ture is increasing through the ageing of the population, a contraction of the
number of employed threatens to slow growth of total production and tax rev-
enue. In future, productivity growth will be an increasingly important factor,
as labour, the second main instrument of economic growth, begins to decline.



The achievement of productivity targets will require investment in expertise
in particular.

Maintaining economic stability is a necessary prerequisite of achieving long-
term economic objectives. The goal is to keep the financial position of public
finances strong in order to safeguard their sustainability. In addition to its pol-
icy of increasing the employment rate, the Government’s aim is to boost pro-
ductivity in the provision of public services. Resources will be transferred from
one area to another in accordance with changes in demographic and regional
structure as well as a new prioritisation of service needs.

The priorities of macro policy are:

o The pension system,
o curbing public spending, and

o safeguarding welfare services and boosting public sector productivity.

Growth potential

Boosting the growth potential of the economy is a key element of Finland’s
economic and employment strategy. Potential production has grown in Fin-
land at an annual rate of more than three per cent in recent years. Without a
rise in the employment rate and an acceleration of productivity growth, the
rate of growth of potential production threatens to slow to around two per
cent. Efforts to boost growth potential will include:

« Raising the employment rate ,
o accelerating productivity development, and

o promoting work-based immigration.

Improving the business operating environment and promoting competi-
tion are central to achieving these objectives. Means to raise the employment
rate are discussed in Sections 4.1, 4.2 and 4.3, to raise productivity in Sections
3.1 and 3.2, and to improve the business operating environment and promote
competition in Section 3.2.

Employment

The employment targets were achieved in the programme period 2005-2008. The
employment situation has improved in recent years and labour-market participa-
tion in work is high. At the same time, structural unemployment and a cessation
of labour supply growth threaten to put the brakes on economic growth.
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The main objectives of employment policy in the new period are the same
as in the previous programme.

« Extending working careers,
« improving the incentive effect of the tax and benefit systems, and

« better matching of labour demand and supply.

These objectives will be achieved through reforming the tax and benefit sys-
tem, developing training, and by labour market policy measures. In addition,
efforts will be made to promote work-based immigration, improve the quality of
working life, raise productivity and to support and develop new forms of work.
The aim is to raise the employment rate to 72 per cent by spring 2001 and over
the longer term to 75 per cent.

The Ministry of Labour and the Ministry of Trade and Industry were com-
bined into the new Ministry of Employment and the Economy at the beginning
0f2008. The objective is to achieve synergy benefits in development services for
innovations and productivity as well as for labour expertise and business activ-
ity, and also in support for growth enterprises.



The more detailed employment objectives specified in the Government Stra-
tegy Document include:

+ Ensuringthat people’s work input is utilised as fully as possible and securing
the availability of labour,

 reducing labour market matching problems,
« substantially improving work productivity and the quality of working life,
o developing a labour market flexicurity model,

« promoting work-based immigration and utilising to the full the expertise
and work input of the immigrant population, and

o ensuring the incentive effect of the tax and benefit system and of wage
formation.

Implementation of the National Reform Programme 2005-2008

The employment rate exceeded in 2007 the 70 per cent target level included in
the Lisbon Strategy. R&D expenditure (% of GDP), moreover, has exceeded for
years now the three per cent target level included in the strategy.

In the opinion of the Council of the European Union, Finland has made
excellent progress in implementing the National Reform Programme in the
period 2005-2007. Finland has also adhered well to the commitments agreed in
the spring 2006 European Council meeting in the four key priority areas: invest-
ment in expertise and innovation, improving business potential in small and
medium-sized enterprises, improving employment opportunities, and energy
and climate policy.

According to the opinion, Finland’s strengths lie in the reforms that are
under way, which will continue developing the national innovation system and
increasing the employment rate of older workers. The Council has made no
recommendations to Finland on the Commission’s proposal, only four points
to watch.

The simplification of companies’ recruitment practices and the develop-
ment of wage formation, which were indicated to Finland previously as points
to watch, were deleted in the Council’s opinion of 2008 on the interim report of
the 2005-2008 Reform Programme, as the Commission considered in its report
that Finland had implemented appropriate and adequate measures. Two new
points to watch were added, namely implementation of measures required to
achieved the Kyoto targets and utilisation of work-based immigration.

The Commission stated in its assessment of 2007 that Finland has made
good progress in promoting the local-level settlement of terms of employment.
In 2007 labour market organisations discontinued centralised agreements and
concluded local-level agreements. These included greater opportunities than in



the past to take local conditions into account in wage settlements. Commission
also considered in its report that Finland has made good progress in simplify-
ing recruitment procedures.

On macroeconomic policy, the Commission stated in its assessment that
spending limits will remain a crucial tool for containing government expendi-
ture. The Commission considered that reforms to boost public sector productiv-
ity and the quality of its services are advancing well. In terms of the phasing in
of pension reform, the Commission considered that this is advancing according
to initial plans and targets. In its overall assessment, the Commission stated that
Finland has made very good progress over the 2005-2008 period in implement-
ing the specific macroeconomic measures outlined in the NRP.

In its regular report, the Commission stated that Finland’s national innova-
tion system is a role model for a technology-driven economic reform programme.
The increasing number of businesses is encouraging and the business environ-
ment is favourable for start-ups. However, the limited growth of existing SMEs
is a concern. The Commission also considered that Finland is not projected to
meet its Kyoto emissions unless additional measures are implemented.

The Council has encouraged Finland to improve in some service sectors.
In its report, the Commission stated that while productivity is higher in many
services than previously thought, and competition has become more intense,
service sector prices still exceed the EU average by around 30 per cent.

The Commission considered in its report that in general Finland has shown
good progress in meeting most of the NRP’s employment policy commit-
ments.

1.3  Government Programme

One objective of Prime Minister Matti Vanhanen’s second Government, which
began its work in spring 2007, is to improve the well-being of the Finnish peo-
ple by providing better conditions to create significantly more jobs and boost
productivity growth. The Government aims to achieve economic growth that
is much faster than that presented in economic forecasts. In this way it will
be possible to meet the need to revamp public services and income transfers
without jeopardising sustainable public finances. Moreover, to protect the
well-being of the nation, ecologically sustainable economic growth will be
promoted in accordance with the sustainable development strategy.

With the labour market experiencing challenges such as an ageing workforce
and labour mismatches, increasing the employment rate will be more demand-
ing than during the previous electoral period. However, sustained by a resolute
policy and providing the world economy remains buoyant and wage trends help
support employment, it is possible to create 80,000 to 100,000 new jobs over the
current parliamentary term. This would raise the employment rate to around 72



per cent by the end of the term. The long-term target is to boost the employment
rate to 75 per cent. Furthermore, the Government is committed to the tripartite
equal pay programme, the objective of which is to reduce the wage differential
between men and women from the present 20 per cent to 15 per cent.

The Government is continuing the programme-management practice estab-
lished in the previous Government’s term of office. This includes Government
cross-administrative policy programmes and the Government Strategy Docu-
ment procedure used in implementing, promoting and monitoring the Govern-
ment Programme. The three cross-administrative policy programmes agreed in
the Government Programme are: employment, entrepreneurship and working
life; health promotion; and the well-being of children, youth and families.

In addition to the policy programmes, the Government attaches particular
attention to eight broad-based policy themes. These themes include climate and
energy, skills and innovations, administrative reform, structural reform of the
municipal and service sectors, social security, social exclusion and social secu-
rity reform, preparations for population ageing, security and Finland’s inter-
national position. The strategy document also defines the priorities for sectoral
research and provides information on the Government’s legislative plan as well
as Government statements and Government resolutions to be submitted to Par-
liament. The implementation of the Government Programme is monitored on
the basis of indicators described in the strategy document.

The key policy themes to raise the employment rate and boost productivity
are:

o A new innovation strategy.

o Implementation of strategic clusters for science, technology and
innovation and a new centre of expertise programme.

o Revision of the structure and administration of universities, including the
creation of an innovation university.

o Comprehensive reform of occupationally oriented adult education.
« Reducing the taxation of work.

o As part of the comprehensive social security reform, social security
schemes are provided with more incentives for people to work.

« Implementation of taxation and housing policy measures that promote
the mobility of labour.

o A revised procedure for setting State spending limits and for the
implementation of the productivity programme.

« An overall assessment of the adequacy of the policy on ageing so that a
decision on potential further actions can still be made during the current
electoral period.



In order to improve social security, publicly funded services and well-being,
as of 2008 the Government will upgrade certain principal benefits, develop
service structures, and review the entire social security system from the per-
spectives of enhanced incentives and basic security and the alleviation of pov-
erty. The 2009 budget submission includes proposals on, for example, family
benefit increases and additional central government transfers for social welfare
and health care.

The main policy areas to safeguard well-being and boost the productivity of
public services are:

 Social security reform implemented in stages.

o Restructuring of municipalities and services.

« A policy programme for health promotion.

« A policy programme for the well-being of children, youth and families.

« A service innovation project in social welfare and health care.

The Government Programme was outlined in more detail in the 2007
progress report on Finland’s 2005-2008 Reform Programme.

1.4  European Council guidelines and Council of the
European Union priorities

When introducing the second three-year period of the revised Lisbon Strategy
in spring 2008, the European Council confirmed that the present integrated
guidelines (broad economic policy guidelines and employment guidelines)
were to remain valid and were also applicable in the period 2008-2010. Mem-
ber States should identify in their national reform programmes and thereafter
in their annual implementation reports the detailed and concrete policy meas-
ures that they intend to implement in response to the integrated guidelines,
country-specific recommendations and points to watch. Section 1.5 presents
the measures by which Finland will respond to the points to watch it has been
given.

The priority of the new period is implementation. Accordingly, the Euro-
pean Council reconfirmed as cornerstones of the revised strategy the four pri-
ority areas approved at the spring 2006 meeting, and called for synergies among
them to be exploited to a greater degree.

The European Council stated that flexicurity strikes a balance between labour
market flexibility and security and helps both employees and employers to seize
the opportunities globalisation offers. The European Council recognised that



there is no single flexicurity model, and calls on Member States to implement
the agreed common principles on flexicurity by outlining the national arrange-
ments giving effect to those principles. The Finnish flexicurity model is outlined
in Section 4.2 and in more detail in Appendix I.

The European Council also invited the Commission and Member States
to strengthen the involvement of relevant stakeholders in the Lisbon process,
because the local and regional level has a significant role in delivering growth
and jobs. Increased ownership of the growth and jobs agenda at all levels of go-
vernment will lead to more coherent and effective decision-making.

The European Council emphasised that economic, social and regional cohe-
sion is significant for fulfilling the objectives of the revised Lisbon Strategy and
underlines the importance of macroeconomic stability in addressing the long-
term challenges ahead. The quality of public finances needs to be improved by
raising the efficiency and effectiveness of public expenditure and revenue. The
European Council reconfirmed the importance of the social dimension of the
EU as an integral part of the Lisbon strategy and in particular stressed the need
to further integrate economic, employment and social policies.

Points to watch issued to Finland

The Council of the European Union states in its opinion that in the implemen-
tation period of its National Reform Programme, Finland should focus on the
following challenges:

« continue reforms to improve competition and productivity in some service
areas, and create the necessary leverage to reduce high price levels

« implement announced measures to reach its Kyoto targets

o continue reforms to address bottlenecks in the labour market, with a
particular view to tackling high structural unemployment, especially
unemployment of low skilled workers, including young people, and

« take into account the contribution economic migration can make

These points to watch have also been recognised as being of prime impor-
tance at a national level and they have a central position in the National Reform
Programme for the period 2008-2010.

Recommendations issued to euro area Member States
In its opinion relating to the euro area, the Council of the European Union

issued to euro area countries the following recommendations, which they
should take into account in their national programmes:



« Pursue budgetary consolidation towards their medium-term objectives
in line with the Stability and Growth Pact, striving to achieve an annual
structural adjustment of at least 0.5 per cent of GDP as a benchmark.

« Improve the quality of public finances by reviewing public expenditure
and taxation, with the intention of enhancing productivity and
innovation, thereby contributing to economic growth and fiscal
sustainability.

o Effectively implement measures that improve competition, especially in
services, and step up measures that promote full integration of financial
markets and competition in retail financial services, while strengthening
stability and supervision of the financial sector.

« Improve flexibility and security in the labour markets, for example by
implementing “flexicurity” strategies, better aligning wage development
with productivity growth, and enacting measures to promote labour
mobility across borders and between occupations.

Finland will meet the requirements of the recommendation relating to budg-
etary consolidation (see Section 2). The budget spending limit procedure is the
instrument by which the medium-term target will be achieved. In terms of the
other recommendations, the key instruments are as follows:

« The government productivity project, the public service structure
reform project and the new innovation strategy are the instruments for
improving the quality of public finances (see Section 2).

o The national implementation of the Competition Directive is the main
instrument for promoting competition in services. In addition, a
reform of regulations restricting competition is under discussion, as is a
clarification of retail trade opening hours and planning rules (see Section
1.5.1).

« Finland has made numerous reforms improving flexicurity (see Appendix
I). An extensive reform of the benefit system is under way. Labour
mobility across borders has been promoted in many ways (see Section
1.5.4).



1.5 The National Reform Programme as a response to
issued points to watch

The point of departure for economic policy is a structural surplus in public
finances corresponding to 2 per cent of GDP, which has been set as a medium-
term budget target. The national target is to raise the employment rate to 72
per cent by 2011 and in the medium term to 75 per cent. Increasing R&D
funding to four per cent of GDP has been set as the national target.

1.5.1  Reforms to improve competition and productivity in some service areas,
and to create the necessary leverage to reduce high price levels

Finland’s business structure has traditionally been industry-intensive. Ser-
vices, defined the SNA on basis, constituted around 65 per cent of the national
economy in 2007. Moreover, a rapid structural change is under way, which also
encompasses strong growth in industrial service business. In the new business
strategies, industrial products and related services are grouped together into
broad product packages. Already nearly half of the turnover of many global
Finnish industrial companies consists of such service business. When ana-
lysing services and their productivity, it is therefore also worth taking into
account this service business, which is developing alongside the traditional
service sector and represents an increasing part of industrial sector business.

Traditional service sector productivity in Finland has been considered to be
low. The latest research data gives a more positive picture, however. It shows that
productivity in Finland is on average at least as good as the average European
level. Public expenditure as a proportion of GDP is higher in Finland than the
average of EU countries. Public services account for around 18 per cent of GDP,
which is roughly the same as the EU average. Municipalities are responsible for
most of public services provision. Improving the productivity of publicly funded
service provision is therefore particularly important.

Regulation restricts competition in some service areas. To safeguard the
availability of services, regulation through licences has in some cases been con-
sidered necessary. The establishment of pharmacies, for example, has been reg-
ulated, as has part of the transport sector. Furthermore, in some service areas
the market structure is oligopolistic. For this reason, the market situation of
the retail trade is continually under review, as the sector is exceptionally con-
centrated. The joint market share of the two largest retail chains is around 75
per cent. The prices of consumer goods are generally higher than the average
of the EU countries. This is partly due to sparsely populated areas and long dis-
tances, which increase costs. Statutes, however, also restrict service provision,
for example with respect to shop opening hours and product selection. Munici-



pal and regional planning decisions can also reduce competition and promote
concentration, because they restrict the availability of shop locations and the
development of large shopping centres.

Promoting competition in services

In its supervision and investigation activity, the Finnish Competition Autho-
rity has paid particular attention to the effectiveness of competition in the
retail trade and in construction. This is linked to a more general effort to allo-
cate supervision resources to sectors in which restrictions on competition can
be considered to have the broadest impact. Amendments planned in connec-
tion with the Act on Competition Restrictions, for example with respect to
supervision of company acquisitions, will facilitate supervision of the service
market, particularly in the aforementioned sectors, which have an oligopolis-
tic market structure.

The Government Programme states that the Government will ensure equal
conditions for private and public service provision through competition policy.
Moreover, the European Commission has intervened in distortions of competi-
tion resulting from the activities of state-owned enterprises. In October 2007 a
working group was appointed to look into the competition neutrality of state-
owned enterprises. The working group’s task is:

o To look into the nature of potential distortions of competition connected
with business activity practised by the public sector,

o to assess the extent and practical significance of the phenomenon,
o to survey the means by which competition neutrality can be ensured, and

 to give recommendations for policy guidelines and legislative changes.

Regulation of services

Better regulation of services can have a positive influence on competition,
innovations and thereby productivity.

The implementation of the Services Directive is a central part of the national
reform of the regulation of services currently under way. The necessary frame-
work regulation and sector-specific legislative changes will be prepared and
the administrative structures necessary to implement the Services Directive
will be created by the end of 2009. Preparations are being directed by a broad-
based working group in which the key ministries and interest groups are rep-
resented.



A review and simplification of service sector licence and notification pro-
cedures will improve the operating environment, and the creation of a point of
single contact will facilitate practical engagement in service business also in the
case of services that fall outside the scope of the directive.

Regulations governing retail opening hours will be reviewed in accordance
with the Government Programme. The aim is to complete the preparation of
this by the end of 2008, at which time policy decisions will be made. The Work-
ing Group on Trade and Competition has proposed recommendations on the
regulation of land use. Guidelines are being prepared in order to clarify the
interpretation of legislation. These relate, for example, to an assessment as to
whether the size limit for large retail units is up to date and to the definition of
a specialist goods outlet that requires a lot of space.

Promotion of innovations in services

Competition and innovations are closely linked. Effective competition encour-
ages companies to innovate. Through competition policy and better regula-
tion, it is therefore also possible to promote innovations.

One goal of innovation policy is to further cooperation between the public
and private sectors. The aim is to direct knowledge and expertise to those areas
where the need for them is greatest. In this context, the objective is to remove
such barriers to competition that give rise to the distortion of operating con-
ditions. The taxation advantages of public sector state-owned enterprises, for
example, are under review.

Customer-orientation in public services has been low. Efforts are under
way to improve the situation. In June 2008 a working group proposed a signifi-
cant increase in the use of service vouchers. Service voucher legislation will be
renewed in 2009 so that the scope of use of vouchers is expanded in social wel-
fare and health care. An increase in the use of service vouchers would support
a development in which users of public services can influence with their choices
the content and quality of the services they receive. This would create conditions
for increased competition and the creation of completely new service products,
which is a key objective of the Government’s broad-based innovation policy.

Innovation in services has been promoted, particularly through innova-
tion funding, by TEKES, the Finnish Funding Agency for Technology and
Innovation. Target areas in 2007, for example, included business services (data
processing, research and development, technical and other services) as well as
haulage, storage, transport, trade, education and social and health services.
Opverall, nearly one third of TEKES’ innovation funding was allocated to the
development of services. Some of the funding was used to promote industrial
service business.



Within the framework of the revised EU rules on state aid, promoting serv-
ices and non-technology development in general is easier that in the past, which
will facilitate the further growth of investments made in this area and an expan-
sion of target areas. The new R&D&I framework on state aid entered into force
in May 2008 (see Section 3.1).

Non-technology development also has a central position in the just com-
pleted proposal for a National Innovation Strategy. The priorities of the strat-
egy also include the promotion of user-oriented innovation activity. Based on
these guidelines, additional investment will be made in improving the produc-
tivity of services.

Public service structure reform

Finland’s social model includes comprehensive public services. Traditionally
the public sector has produced these services itself, but this operating model
has gradually begun to change. The private sector is nowadays responsible
for a growing proportion of service provision arranged by the public sector.
Municipalities have consciously increased the outsourcing of services as well
as related procurement and competitive tendering. This development has been
fastest in social services. Of public health services, only a few per cent has been
outsourced to date, but outsourcing has started to become more common also
in the provision of health services.

The Act on Restructuring Municipalities and Services (skeleton law) entered
into force in February 2007.

The aim of the Municipalities’ Best Service Practices project, initiated in
2007, is to supplement and accelerate the reform of the structure of munici-
palities and services.

The Government will submit to Parliament in 2009 a report on the imple-
mentation of the reform. At that time any measures necessary to achieve the
objectives of the Government will also be decided. The report will also assess
what progress has been made in transferring duties from municipalities to cen-
tral government and in revamping the central government’s municipal policy
and the central government transfer system as well as in developing informa-
tion systems and citizens services.

A reform of the State regional administration is under way (ALKU project).
March 2008 saw the completion of the project’s interim report, based on which
preparations will continue. The duties of the State regional administration will
be organised on the basis of two new authorities into which will be gathered
and reorganised the duties of the State’s present six authorities (State Provin-
cial Offices, Employment and Economic Development Centres, Regional Envi-
ronment Centres, Environmental Permit Authorities, Occupational Safety and
Health Inspectorates and Road Districts). The objective is a regional adminis-
tration that is citizen- and customer-oriented, effective and efficient.



The service structure reform and its success is closely linked to the National
Information Society Policy (2007-2011). It is coordinated by an advisory board,
which reports to the Government annually on its progress. The aim is more effi-
cient utilisation of ICT in different sectors of society. The availability of the pub-
lic administration’s electronic services will be improved and the compatibility
and user friendliness of the services promoted. The utilisation of ICT is central
to efforts aimed at increasing productivity in the provision of social and health
services as well as training and education.

Municipal and service structure reform is also discussed in Section 2.3.

1.5.2  Measures to achieve the Kyoto targets

Greenhouse emissions according to the Kyoto Protocol were 80.3 million CO2
equivalent tonnes in Finland in 2006. In the period 1990-2006, emissions
increased almost exclusively in sectors belonging to the EU emissions trading
scheme. The emissions trend in sectors outside of emissions trading has been
slightly downward and this trend is also expected to continue in the next few
years.

In sharing the burden within the EU, Finland emissions target in the Kyoto
Protocol period, 2008-2012, has been agreed at the 1990 emission level, i.e. an
average of 71.1 million CO2 equivalent tonnes per year. A positive impact per
annum of around 0.6 million tonnes is expected to arise to Finland from car-
bon sinks. Finland’s emissions target would therefore be a total of 71.7 million
tonnes per year in the Kyoto period.

In accordance with the Commission’s decision, sectors belonging to emis-
sions trading will be granted emissions rights corresponding to an average of
37.6 million tonnes per year. Emissions of sectors outside of emissions trad-
ing are estimated to be an average of around 33 million tonnes per year in the
Kyoto period. The total volume of emissions for emissions trading sector emis-
sions rights and for other sectors would therefore be an amount correspond-
ing to 70.6 million CO2 equivalent tonnes. Therefore the number of available
assigned emission amount units, 71.7 million, would be sufficient to cover Fin-
land’s obligation.

The emissions trading scheme will automatically control the emissions of
the emissions trading sector in accordance with the set emissions ceiling. It
is the State’s responsibility, however, to attend to the emissions balance of the
non-emissions trading sector. Connected with the non-emissions trading sec-
tor’s estimated emissions trend are significant uncertainty factors, which the
State will endeavour to cover with Kyoto mechanisms. The State will acquire
emissions units using project mechanisms or purchase assigned amount units
in accordance with Kyoto Protocol in emissions trading between states. On the
basis of decisions made by the end of 2007, it is expected during the Kyoto period



that additional room for manoeuvre amounting to 0.6-1.2 million tonnes will
be obtained using the mechanisms in case of uncertainties.

Although Finland’s greenhouse gas emissions in 2006 were above the 1990
level, Finland’s emissions target will be achieved with the aid of emissions trad-
ing, national measures and the Kyoto mechanisms.

The priorities of national energy and climate policy measures are enhancing
the use of renewable energy sources, introducing new technology and improving
the efficiency of energy use. The Government is prepared to increase the use of
hydropower considerably as well as promoting the use of wind power and solar
energy. In its programme the Government has committed itself to introducing
a feed-in tarift for biogas plants.

From the beginning of 2008, the car tax has been graduated according emis-
sions. This reform has worked in the desired way; consumers have switched to
buying clearly lower emission vehicles that in the past. Graduation according to
emissions of the annual road tax for cars is also under discussion. The reform
may enter into force in 2010. The fuel tax was increased in 2008. The gradua-
tion of taxation on fuels in accordance with their total life-cycle emissions is
also under review.

In February 2008, the Government amended the statute on housing repair,
energy and health hazard grants in terms of the grounds for awarding energy
grants for apartment buildings and terraced houses.

The energy and climate policy is also discussed in Section 3.5, where the
climate and energy policy proposals contained in the 2009 budget submission
are reviewed.

1.5.3  Reforms to address bottlenecks in the labour market, with a particular
view to tackling high structural unemployment, especially unemployment
of low skilled workers and young people

Unemployment remained at a high level after the economic recession at
the beginning of the early 1990s. To prevent social exclusion, coordination
between administrative areas was improved, initially with a joint services trial
implemented in 18 localities, in which the labour administration, municipal-
ities and the Social Insurance Institution of Finland participated. The aim
was to develop operating models to employ the long-term unemployed and to
improve their preparedness for the labour market. The trial was put on a per-
manent basis in 2004, at which time the establishment of Employment Serv-
ice Centres began.

Current structural unemployment is no longer simply a hangover from the
1990s’ recession; it is based on the occupational and regional incompatibility of
demand and supply. The risk of social exclusion is increased by the obsolescence
of work experience and training as well as socially excluding factors such as a



decline in self-confidence and activity as the period of unemployment length-
ens. Around half of the long-term unemployed have never been properly inte-
grated into working life.

The employment situation has improved in recent years. The number of
unemployed has fallen and nearly three quarters of those who become unem-
ployed find work within three months. Employment service data for March 2008
shows that there were 111,400 hard to employ job seekers — long-term unem-
ployed, repeatedly unemployed, unemployed after labour policy measures and
those repeatedly placed in labour policy measures - i.e. around 39 per cent of
all unemployed people (employment service unemployed job seekers + those
placed in labour policy measures).

The number of hard to employ people has fallen faster than other unemploy-
ment, partly as a result of demographic change. A reform of the funding and
terms of labour market support, the activity of employment service centres and
the improved effectiveness of labour policy activation measures have contrib-
uted to the fall in structural unemployment. In addition, employment subsidies
for the disabled and physically impaired have been doubled. The activation rate
of the long-term unemployed was 28.2% in 2006 and 2007, i.e. above the EU’s
employment policy target (25%).
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Structural unemployment in March 2006-2008

08

2008 2007 2006 Change 2008-2007 Change 2007-2006
March March March
people % people %

a Long-term unemployed 45650 54917 68 134 -9 267 -16.9 -13217 -194
b Repeatedly unemployed 30729 36293 40992 -5564 -15.3 -4699 -11.5
¢ Unemployed after policy

measures 25709 25189 30254 520 2.1 -5065 -16.7
d Repeatedly placed in

policy measures 9354 10229 11997 -875 -8.6 -1768 -14.7
Narrow structural
unemployment (a+b) 76 379 91210 109 126 -14 831 -16.3 -17 916 -16.4
Structural unemployment
(a+b+c) 102 088 116 399 139380 -1431 -12.3 -22981 -16.5
Broad structural
unemployment (a+b-+c+d) 111 442 126 628 151377 -15 186 -12.0 -24 749 -16.3
Unemployed job seekers,
total 199732 221534 257921 -21802 -9.8 -36 387 -14.1
Measures, total 87427 94 608 89482 -7 181 -7.6 5126 5.7
Broad unemployment,
total 287159 316 142 347 403 -28983 -9.2 -31 261 -9.0

MEE, Research and Foresight Group 22.4.2008

Source: Ministry of Employment and the Economy, Employment Service Statistics




Labour policy measures to reduce structural unemployment

The previous Government’s employment programme for 2003-2007 initiated
employment service and labour market support reforms aimed at lowering
structural unemployment. Some of the projects of the policy programme for
employment, entrepreneurship and working life of Prime Minister Matti Van-
hanen’s second Government, which began in spring 2007, aim to reduce struc-
tural unemployment further from its present level, such as, for example, the
social security reform objective of increasing incentives to work.

The target is to improve the effectiveness of labour policy measures so that
at least 40 per cent of those subject to such measures are placed in work on the
open market within three months. To achieve this target, labour policy meas-
ures will be channelled, in collaboration with companies, into workforce train-
ing and subsidised employment within companies.

Employment services and company services will be administratively inte-
grated more tightly than at present. The Government has submitted a bill by
which the present employment offices will be changed into employment and
economic development offices. They will serve job seekers and offer services to
new entrepreneurs as well as employer services intended for companies. The aim
is that the offices would be better able than at present to advise companies on
company services offered by different parties and on their use. At the same time,
cooperation between the offices and local company services will be tightened.
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Employment service centres (39 centres operating in 2008), established to
enhance employment services for the hard to employ, form a cross-administra-
tive network. The employment office, municipality social services and the Social
Insurance Institution provide special services at the same operating location
to the long-term unemployed and to those who need multi-professional sup-
port. The customer group often includes those who are hard to employ, such as
those with a work incapacity, the long-term unemployed and people who are
otherwise hard to employ.

From the beginning of 2006, the activity of the labour market support was
enhanced so that the conditionality of support increases as the period of unem-
ployment lengthens and the unemployed are offered services more intensively.
At the same time, labour market support funding was reformed so that support
during unemployment is shared equally between the State and the municipali-
ties (previously entirely funded by the State), with the aim of creating employ-
ment incentives for local government. The activation rate of long-term recipi-
ents of labour market support has risen more quickly than the set target (2006
around 26%, 2007 around 35%).

The Act on Social Enterprises entered into force on 1 January 2004. A social
enterprise can be granted a wage subsidy for the employment of people with
disabilities as well as the long-term unemployed for a longer time than other
companies. At the end of 2007 there were 148 social enterprises, double the pre-
vious year’s number, and they employed around 750 people. The establishment
of social enterprises has also been promoted with the aid of social economy and
social enterprise theme projects under the EU’s EQUAL programme.

The development of the interval labour market is an employment and social
policy project to create work opportunities for individuals who for various rea-
sons are difficult to place on the open market. Work opportunities are offered
particularly by associations, training and social service foundations, work-
shops and other organisations, such as social enterprises. To create an interval
labour market, the following are measures are used: public employment service
trial work placements, on-the-job training and working life training arranged
at workplaces, wage-subsidised work as well as orientation and occupational
employment training. Development measures are funded by both national and
ESF appropriations. A national interval labour market development project will
be initiated with ESF funding.

One task of the committee working on social security reform (the SATA
Committee, appointed in June 2007) is to consider means to reduce structural
unemployment. In preparation are proposals for the development of income
security, particularly unemployment security, so that social security supports
active options and the extension of working careers, and the as rapid employ-
ment as possible of the unemployed.



Youth employment

Due to good economic development, the employment rate for 15-24 year-olds
has risen and unemployment fallen. Labour market research for 2007 indicates
that 8.9 per cent of young women and 8.8 per cent of young men in this age
group were unemployed; i.e. slightly above the EU15 average (6.8% and 7.4%).
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Paths to employment will be created and the availability of skilled labour
ensured by combining services, training and activation measures. The aim is to
give young people skills and bring them into working life more quickly than at
present. The social guarantee for young people, launched in 2005, and the edu-
cational administration’s education guarantee introduced at nearly the same
time have promoted the employment of young people. An effort has been made
by various means to shorten the currently long time required for higher educa-
tion students to complete their studies. Little progress has been made with this,
however, as a result of which continual attention is being paid to the issue.

Early intervention and an enhanced service process are central to the social
guarantee. A specific job seeking plan is prepared for each unemployed job seeker
under 25 years of age within three months of their becoming unemployed. The
plan agrees on the service to be offered to the young, namely they are promised
that they will be offered employment service job application training, a job or
training place (training or vocational education), a work placement, on-the-job
training, preparatory training for working life, a start-up grant or wage-subsi-
dised work. In addition, they can be offered services related to assessing their
working capacity or state of health. In 2007 an individual job seeking plan had



been prepared for around 82 per cent of young people within three months of
their becoming unemployed.

Young people threatened with social exclusion

There are around 20,000 unemployed young people, representing 3 per cent of
the 15-24 year-old age group. A study shows, moreover, that the main activ-
ity of around 14,000 15-24 year-olds, i.e. around 2 per cent, is unknown.
Although the statistics have no data on school attendance, study or work, it is
estimated that a significant proportion of these young people are in education.
Social exclusion does, not as a rule, appear to be permanent; it would seem
to be typical of this stage of life that individuals sometimes study, sometimes
work or are sometimes unemployed. According to the report, of the 4,500
young people about whose activity there was no data in 2000, only 400 were
still beyond the reach of register data at the end of 2005.

In all three policy programmes — employment, entrepreneurship and work-
ing life; health promotion; and the well-being of children, youth and families -
attention is being paid to the prevention of social exclusion among young people.
The cross-administrative programmes will help coordinate parallel measures
better and improve operational effectiveness. The 16-17 year-old young people
who are outside education and working life represent a particularly challenging
age group. To improve their situation, working groups have been established
and projects initiated in the period 2003-2008.

In connection with the policy programme for the well-being of children,
youth and families, a working group has been appointed with the task of deter-
mining, by the end of 2008, the local-level cross-administrative official coopera-
tion to be offered to young people as well as the placing of the youth workshop
system on a statutory basis. Official cooperation will be examined broadly from
the perspectives of early intervention, the exchange of necessary information as
well as young people’s participation and inclusion in municipal decision-mak-
ing. The Government will discuss proposals in spring 2009.

Activation measures for young people

The Government has increased by EUR 30.5 million the appropriations avail-
able to prevent the social exclusion and to improve the employment of young
people. The first part of this ‘youth money’ (EUR 15.5 million) will be spent in
2008, such that the Ministry of Education will spend EUR 2.5 million on out-
reach work connected with the youth workshop system as well as EUR 4.25
million on vocational start and expanded on-the-job training in basic voca-
tional training and apprenticeship training. The Ministry of Employment



and the Economy will spend EUR 5.4 million on recruitment subsidies. The
recruitment threshold for vocationally trained young people will be lowered
by recompensing shortcomings in experience and skills with a wage subsidy
payable to the employer (for around 2,000 young people). The apprenticeship
training wage subsidy will be increased by EUR 3.35 million (for around 700
young people).

A shortage of starting places in vocational education will be reduced by
increasing starting places in areas of upper secondary vocational education
where the shortage is greatest (e.g. Helsinki Metropolitan Area) and in fields suf-
fering recruitment problems. Steps will be taken to facilitate the flexible transfer
of young immigrants from comprehensive education to vocational education or
to upper secondary school. The 2009 budget proposal includes appropriations
for the expansion of student places in vocational education.

1.5.4  Opportunities offered by work-based immigration

The Government’s objective is an active, comprehensive and consistent immi-
gration policy that takes fully into account labour market needs, the diverse
backgrounds of immigrants and international obligations. Work-based immi-
gration from other EU countries to Finland is completely unrestricted.

Work-based immigrants are estimated to account for around 5-10% of net
immigration of foreigners, i.e. around 500-1,200 people annually. Overall, the
number of foreigners who have immigrated to Finland based on work is now
estimated to be around 14,000.

In accordance with the Government Programme, work-based immigra-
tion will be promoted also from outside the EU area when the domestic work-
force cannot meet shortages in skilled labour. Integration and employment of
immigrants will be promoted through training, recognising foreign diplomas,
expanding supplementary training and by developing educational opportuni-
ties for immigrants. A pilot programme to promote the integration and employ-
ment of immigrants will be prepared in cooperation with the State and urban
area municipalities for the Helsinki Metropolitan Area, the Turku Metropoli-
tan Area and other significant immigrant areas.

A particular challenge is increasing the international mobility of research-
ers. The research and development activity of foreign companies in Finland is
low, and Finland does not otherwise attract a sufficient number of foreign inno-
vation experts (see also Section 3.1).

Permanent immigration other than work-based immigration will grow
steadily, because Finland is committed to bear its humanitarian responsibi-
lity and because family ties represent the most significant grounds for immi-
gration (around 65%). Foreigners who are permanently resident in Finland are
often employed in atypical jobs in various entry-level occupations that require
low expertise.



Discontinuing the Transition Period Act in 2006 and permitting the free
movement of labour from Bulgaria and Romania after their accession to the
EU in 2007 increased foreigners’ opportunities to work temporarily in Finland.
Strong growth of temporary working has otherwise been market-driven, how-
ever. The Ministry of the Interior is preparing to discontinue the determina-
tion of the availability of labour in the job market as a precondition of granting
a residence permit to a worker coming from outside the EU.

Foreign workers who move to Finland permanently based on work are located
relatively evenly both in various labour market sectors and regionally. They are
often well educated, which provides opportunities for regional and occupa-
tional mobility.

Several projects to implement the immigration policy programme are in
preparation. These include, for example, a project relating to the renewal of
worker residence permits as well as a project on evaluating the need for co-
operation arrangements in terms of labour mobility. With ESF funding the
intention is to promote the integration of immigrants resident in the country,
and to prepare a strategy both for increasing Finland’s attractiveness and for
the induction of foreigners coming to the country.

In accordance with the 2007-2012 Development Plan for Education and
Research, a plan of action covering the Ministry of Education’s administrative
sector and supporting work-based immigration and the employment of immi-
grants will be prepared.

In the 2007-2012 Development Plan for Education and Research, the Go-
vernment is committed to increasing the provision of pre-comprehensive school
education as well as mother tongue teaching and the teaching of Finnish/Swe-
dish as a second language. A study has been made of support forms and needs
in respect of immigrant students’ upper secondary school education.

Immigrants” participation on vocational basic training will be promoted
by ensuring sufficient provision of vocational basic training and preparatory
training for it, and by developing student-selection procedures and study-sup-
port services.

An internationalisation strategy for higher education will be prepared dur-
ing 2008. This will assess the higher education challenges of immigrants, deter-
mine the possible barriers of immigrants to access to higher education, study
and employment, and to identify solutions to them. The strategy work will also
examine the situation and needs in terms of accreditation and supplementary
training.

In accordance with Government Programme, vocationally oriented adult
education will be reformed. The reform will cover vocational adult education,
tertiary adult education, labour policy adult education, and education of per-
sonnel. A plan for measures relating to the most urgent work-based immigra-
tion as well as immigrants’ placement in education and employment will be
prepared as part of the reform.



Opportunities to initiate a three-year language education organisation for
immigrants, tailored to the needs of working life and in cooperation with higher
education establishments, organisers of vocation basic and supplementary train-
ing, high schools for adults, folk high schools and adult education colleges, will
be reviewed in order to ensure sufficient Finnish and Swedish language skills
and to accelerate integration.

Funding for free adult education will include the provision of study vouch-
ers, which will be used to reduce student fees and activate the participation of
under-represented groups in adult education. The main target group is immi-
grants. The offering of subject studies at high schools for adults will be directed
particularly to immigrants’ language education and to other education deemed
important in terms of skills and further studies.

ESF programmes

Two development programmes relating to immigration have been initiated in
the Continental Finland ESF for 2007-2013:

Priority 2: Developing early-stage advice and guidance for immigrants.

The programme consists of multi-professional and cross-admi-
nistrative development projects in various localities. The project
objectives are: developing an early-stage low threshold guidance
model, recognising and acknowledging skills, preparing skills
development paths and improving employer links in order to
accelerate entry into employment. The development programme
includes the enhancement of entrepreneurship advice services for
immigrants as well as development of electronic guidance, lan-
guage teaching and language skills.

Priority 4: A development programme to promote work-based immigration.
The programme is part of the implementation of the immigration
policy programme, which includes guidelines on the promotion
of work-based immigration. The development programme will be
implemented in the form of various projects executed in the EU
area. The experiences derived from these projects can be utilised
in developing national immigration policy, legislation and prac-
tices.



The project units of the development programme for the promotion of work-
based immigration are:

o Developing an induction system,

 building a cooperation network between Finland and those EU countries
from which there is an intention to recruit workers within the framework
of the project,

+ developing an attractiveness strategy for Finland,
o supporting employers in recruitment, and

» developing and supporting pilot projects.

The objective of the ESF development programme is to pilot and develop
work-based immigration measures.



2 Macro policy: economic stability
and sustainable public finances

The goal of macroeconomic policy is economic stability and sustainable pub-
lic finances. Achieving this goal requires stable growth and high employment
together with low inflation, which maintains competitiveness. The Finnish
economy’s longstanding strong growth is slowing rapidly following the weak-
ening of the world economy. The uncertainties in the international economic
situation remain great. The prospects for the latter part of the Government
term are overshadowed by an acceleration of population ageing. At the same
time as public expenditure is increasing through the ageing of the population,
a contraction of the number of employed threatens to slow growth of total
production and tax revenue. In future, productivity growth will be an increas-
ingly important factor, as labour, the second main instrument of economic
growth, threatens to decline.

After a long period of relatively moderate collective agreements, the wage
increases agreed last year and at the beginning of this year, mainly in agreements
extending to the beginning of 2010, are clearly higher than has been the case in
recent years. The risk is that the agreed wage settlements will accelerate inflation
and threaten to weaken price competitiveness long-term. The more pronounced
and long-lasting the state of weakness of the world economy, the more impor-
tant it is for the domestic elements of a stable economy, namely strong public
finances and good price competitiveness, to be in excellent shape.

Higher occupational and regional mobility is needed to ease labour mar-
ket matching problems. An effort will be made to lower structural unemploy-
ment through social security and education system reforms. To safeguard forest
industry jobs and promote domestic timber supply, income from timber sales
will be made partly tax-free for a fixed period. In 2007, the Prime Minister’s
Office appointed a working group whose task is to review the operating condi-
tions of the forest industry as well as the forest sector as a whole and to make
proposals to improve conditions long term as well as proposals to improve the
timber supply in the near future. The working group should complete its work
in October 2008.



Finland’s Stability Programme sets as a medium-term budget target a struc-
tural surplus in public finances corresponding to two per cent of GDP. Finland
will also meet this target in the coming programme period.

In the Government’s view, the state of Finland’s public finances should be
assessed in the next few years above all from the perspective of preparing for
demographic change. The aim of the Government Programme is that by imple-
menting structural reforms to boost employment a surplus in central govern-
ment finances equivalent to a structural surplus of 3% per cent at the level of
general government will be achieved, taking into account the projected develop-
ment of local government finances and social security funds. The Government
is also committed during this parliamentary term to assess whether sufficient
provision has been made to meet the impending challenges brought about by
the ageing of the population, so that any requisite action can be undertaken
while the present Government is still in office.

The Government will prepare for pressure on public finances caused by the
ageing of the population by strengthening the sustainability of public finances
through structural reforms and by practising sound spending and tax policies.
A higher employment rate is essential from the viewpoint of sustainable pub-
lic finances. The labour market is becoming tighter and, unless new measures
to boost labour supply are introduced, structural unemployment will begin to
restrict sustainable growth.

To curb growth in public spending, the Government is committed to pub-
lic spending limits to contain expenditure beyond the current parliamentary
term. Productivity will be improved by restructuring municipalities and services
and through the Government productivity programme. This means enhanc-
ing public operations and reallocating public sector personnel to answer better
the needs arising from population ageing. Labour demand in the public sector
should not be allowed to restrict growth opportunities in the private sector and
the rest of the national economy.

The emphasis of tax policy will be easing taxes on work. The tax cuts on
work in accordance with the Government Programme and aimed at improving
employment are well suited to a weakening economic outlook. In 2009 taxation
on labour will be cut by EUR 1370 million. Of this, around EUR 870 million
can be considered a genuine easing of taxation on work, because a cut of around
EUR 500 million is needed to eliminate a tightening of taxation arising from
the general rise in earnings and from progression. The cut includes a 4 per cent
inflation adjustment to the tax scale. As a whole, finance policy can be consid-
ered to be supportive of overall demand and growth next year through the tax
decisions included in the budget proposal.

The aim is to lower structural unemployment through the tax cuts. They
will boost household purchasing power, lower the tax wedge, improve incen-
tives to work and employment, and promote moderate wage settlements. In its
mid-term review, the Government will assess the scale of tax cuts in the par-



liamentary term, taking into account wage settlements and the sustainability
of public finances.

Macroeconomic policy measures can be divided into three priority areas:
the pension system, curbing public spending, and securing welfare services and
public sector productivity.

2.1  The pension system

The old age dependency ratio in Finland will nearly double by 2030, and in
2025 will be the highest of the EU countries. The aims of pension policy are
general trust in the sustainability of the pension system, fairness between gen-
erations, and extending the time that people remain in work.

The pension system was thoroughly reformed in 2005. The reform appears
to have worked in the desired way. The retirement age expectation has risen
slightly in recent years. The expectancy of a 25 year-old in 2007 was 597 years,
while in 2004 it was slightly more than 59 years. Under the Government Pro-
gramme, the effectiveness of the pension reform will be monitored and changes
made, if necessary, should the retirement age not rise sufficiently to ensure the
sustainability of the pension system.

To ensure sustainable funding, the objective is to raise the retirement age
turther. To achieve this objective, the employment pension accrual rules were
changed such that the accrual rises from 1.5 to 1.9 per cent from 53 years of age
and 4.5 per cent from 63 years of age. Following the 2005 pension reform, the
duration of employment has no significance for the pension benefit; pension
accrues on the basis of annual earnings. If they wish, employees can retire on
the employment pension they have earned at 63 years of age or continue work-
ing to 68 years of age.

To strengthen the sustainability of the pension system, the opportunities for
pension institutions to take risks in investment activity were increased from the
beginning of 2007. By increasing the proportion of higher risk equity invest-
ments, the aim was to raise the long-term real return on pension assets from
3% per cent to 4 per cent.

In 2009 the life expectancy factor, by which the starting old-age pension will
be adjusted to the increase in life expectancy, will be calculated. The life expect-
ancy factor’s lowering effect on pensions can be compensated for by staying in
work longer. The flexible retirement age and the above-mentioned accelerated
pension accrual from 63 years of age will facilitate this.

Other reforms aimed at extending the time that people remain in work are
discussed in Sections 4.1, 4.2 and 4.3.



2.2 Curbing public spending

In Finland, population ageing will have a faster and stronger impact on the
financial position of public finances than in other countries. The biggest
medium-term challenge for public finances is to maintain a sufficiently strong
financial position while providing for the growing expenditure pressures aris-
ing from population ageing. At the same time, there must be investment in
enhancing productivity and public service provision. The successful imple-
mentation of the State’s productivity project and the restructuring of munici-
palities and services will play a key role in curbing expenditure pressures.

Central government

To ensure a responsible and long-term financial policy, the Government is
committed to public spending limits to contain expenditure beyond the cur-
rent parliamentary term. An expenditure policy in line with decisions on
spending limits will implement the Government’s financial strategy, the aim
of which is to increase the well-being of Finns by improving conditions for a
significant rise in employment and an acceleration of productivity growth.
Measures according to the Government Programme will be implemented to
the extent that this is possible within the framework of government decisions
on spending limits.

The first decisions on spending limits of the parliamentary term defined a
maximum level for most of the budget expenditure, around three-quarters, for
the whole parliamentary term. Expenditures affected by cyclical fluctuations
and costs largely independent of Government decisions, apart from changes
in spending principles, are excluded from the scope of the spending rule, as
are expenditures stemming from administrative arrangements or technical
adjustments in the budget proposal. The spending limits for the parliamentary
term are expressed in the price and cost level for 2008. The overall level of the
spending limits will be adjusted annually only for price level changes or for
changes in the structure of the budget. Supplementary budgets are included in
the spending limits.

The Government Programme allows for adjustments to the level of spending
limits to adapt to rescheduling and re-budgeting expenditure. Where expendi-
ture is rescheduled, it is possible to increase the overall spending limit in one
budget year by the amount required, provided that in a later year a correspond-
ing decrease is made in the same year’s spending limits. If the expenditure for
a project or other equivalent entity needs to be re-budgeted and earlier appro-
priations have not been cancelled, the spending limit will be increased by the
re-budgeted amount. Adjustments do not change the financial policy line.



In the 2008-2011 parliamentary term, the volume of central government
expenditure will grow by an average of 1.8 per cent per annum. Growth will be
fastest in 2008, when expenditure will increase in real terms by close to 5 per
cent. Part of the reason for this rapid growth in the early part of the parliamen-
tary term lies in the carry-over effects of decisions taken during the previous
term and on the other hand in the timing of expenditure increases agreed in
the Government Programme.

Local government

The prudent approach to spending also applies to local government. Finland
has 415 municipalities and 221 joint municipal authorities, which are respon-
sible for arranging and providing the bulk of welfare services in the country.
Local government finances overall have been in deficit for the past 10 years.
Rapid economic growth in recent years has improved the financial situation
of the municipalities, however. Yet, despite the general improvement in local
government finances, indebtedness has increased sharply, productivity of basic
services has been weak and financial differences between municipalities have
remained high.

Population ageing as well as globalisation of the operating environment
and continued migration within Finland pose great challenges for the finances
of municipalities and their wide responsibility for service provision. The con-
centration of resources and intensifying competition caused by globalisation
are having an increasing impact also on the local government level, with some
areas growing stronger while the position of others weakens. Internal migration
within the country is creating an increasingly compact community structure,
and population growth is largely concentrated in a few major growth centres.
The gap is continuing to widen between different municipalities in terms of
their financial position and population structure.

Population ageing affects local government finances mainly through growth
in expenditure on health care and the long-term care of the elderly. If productiv-
ity does not change, the real net cost of social and health care services will grow
in 2008-2025 by an average of 2%: per cent per year, in which case expenditure
would grow due to changes in demographic structure alone by 50 per cent by
2025. As growth in the need for services will be combined with the simultaneous
ageing and shortages of municipal workers, services will clearly become more
expensive than indicated by the pressure arising from demographic structure.

To ensure sustainable local government finances, forward provision must
be made for the growth in demand for basic services and increasing expendi-
ture pressures. Changes in the operating environment will be prepared for by
reforming municipal and service structures so that the availability and quality
of services can also be secured in the future. The goal is municipality and service



structures that provide an adequate financial base for service provision as well
as opportunities for productivity growth. The reform of municipal and service
structures is outlined in more detail in the following section, which discusses
public sector productivity.

2.3 Securing welfare services

According to international comparisons and the opinions of service users,
public services in Finland are considered to be good in terms of quality, effec-
tiveness and cost efficiency.

In 2007 the Government appointed a committee on the comprehensive
reform of social security (SATA Committee). The goal of the reform is to improve
incentives to work, reduce poverty and safeguard an adequate level of basic secu-
rity in all life situations. In May 2008, the Government decided to accelerate
the reform timetable. The committee is required to have its proposal on com-
prehensive social security reform ready by the end of 2008 and assessments of
the financial and employment effects by February 2009. Proposals for legisla-
tive changes must be ready by April 2009, so that the laws in question can enter
into force at the beginning of 2010.

The aim is to improve the position of recipients of support by simplifying
and streamlining the system. The reform will be implemented so that social
security funding is on a long-term sustainable basis. The taxation of social
benefits and customer fees will also be reviewed in connection with the social
security reform.

The committee’s work is supported by four subcommittees: basic security,
income security, finance and incentives, administration and processes. The
Basic Security Subcommittee will assess the level, adequacy and mutual rela-
tionship of basic security benefits, their dependency on other forms of house-
hold income, index security and conditionality. The Income Security Subcom-
mittee will assess the development of income security (especially unemploy-
ment security) from the perspective of activation options and the extension of
working careers in particular. The subcommittee, moreover, will examine the
development of unemployment security, labour policy measures, the develop-
ment of vocational adult education, rehabilitation periods, the interval labour
market’s income security development needs as well as the work-sharing and
part-time systems. Issues relating to incentives to part-time and full-time work
will be reviewed in the Finance and Incentives Subcommittee. The Administra-
tion and Processes Subcommittee will focus on streamlining and simplifying
application processes, award practices and procedures.

The Government’s aim is to reduce differences in health and well-being,
improve the availability and quality of social and health services, increase par-
ticipation and reduce social exclusion, cut alcohol consumption, and improve



opportunities for elderly to live at home and cope independently. The most
important projects connected with these objectives are:

o The National Development Plan for Social and Health Care Services
(KASTE), which will be implemented in 2008-2011. The programme’s
development areas: 1) developing services for children, young people and
families, 2) improving the sufficiency of social welfare and health care
personnel, 3) reforming service structures and processes, 4) enhancing
basic health care, 5) developing structures for welfare and health
promotion, and 6) revamping the interval labour market and reducing
long-term homelessness. EUR 24.8 million per year has been allocated for
the development projects in the State’s budget.

o A social and health care service innovation project, whose aim is to
strengthen the service system’s capacity to renew itself. This will be
implemented as part of the KASTE programme in 2007-2011.

o The combining of the Primary Health Care Actand Specialised Health Care
Act into a unified Health Care Act. The aim is for the new act to support
and strengthen basic health care and to promote the availability, efficient
provision and development of health services.

« Disability legislation will be reformed in stages.

« A National Action Plan to Reduce Health Inequalities 2008-2011. The goal
is to reduce inequalities between socio-economic groups in working and
functional capacity as well as in perceived health, incidence of disease and
mortality.

o Continued implementation of the Alcohol Programme in 2008-2011. The
programme aims to reduce the adverse effects of alcohol.

o A Government resolution on development guidelines for exercise and
nutrition to promote health is in preparation, as is an implementation plan
for 2008-2011.

Productivity programme

The Government will continue implementing the public administration pro-
ductivity programme initiated in the previous parliamentary term. In spring
2008 the Government decided to initiate new productivity-enhancing meas-
ures, which will reduce the need for personnel mainly in the period 2012-2015.
Total personnel reduction impact of these measures will be the equivalent of
4,800 person-years by 2015. Productivity measures decided earlier will reduce
the need for government personnel by around 9,600 person-years between



2005 and 2011. In 2009 the productivity measures will reduce the need for
government personnel by around 2,000 person-years.

Administrative reforms and efficiency improvements can improve the han-
dling of duties which are the State’s responsibility and can enhance service lev-
els. In this way, the number of personnel employed by central government can
be adjusted in an orderly manner to existing labour resources in the economy.
At the same time, declining resources requires that the State as an employer
ensures its competitiveness through a modern human resources policy. Due to
the increased rate of retirement, the natural annual attrition of State employees
will start to rise from 2011 and will remain high throughout the decade. When
natural attrition and the reduction in personnel needs through productivity
measures are taken into account, it is estimated that the public administration
recruitment requirement for 2012-2015 will total 18,800 person-years.

Ministries will specify new productivity measures for their administrative areas
- in terms of content, impact and timing — by October 2008. These reports will also
describe the impact of the productivity measures on the operational effectiveness
of the administrative areas. Based on this, the Government will discuss the state of
preparation and implementation of productivity measures in November 2008.

Restructuring of municipalities and services

Municipalities and services will be reformed as stipulated in the Act on
Restructuring Municipalities and Services (skeleton law), which entered into
force in February 2007. The structure of municipalities will be strengthened
by merging municipalities and by attaching parts of municipalities to other
municipalities. Municipal mergers will be supported with amalgamation sub-
sidies. The subsidy is larger for multiple mergers and in municipality mergers
in which the merger results in a municipality with a total population of over
20,000 inhabitants.

Service structures will be strengthened by consolidating individual services
that require a broader population base of more than one municipality to be viable
and by increasing cooperation between municipalities. In basic health care and
in closely related social welfare tasks, a minimum size of around 20,000 inhabit-
ants has been set for a municipality or partnership area. In basic vocational edu-
cation the minimum size of the population base should at least around 50,000
inhabitants. In 2009 some 32 municipal mergers, involving 99 municipalities,
will be implemented. The number of municipalities will decline by 67, and the
number of municipalities at the beginning of the following year will be 348.

By the end of 2007 all municipalities had delivered an implementation plan
and report, as required by the law. Municipalities are required to make deci-
sions on how they will fulfil the obligations of the skeleton law before a report
is submitted to Parliament in 2009.



The skeleton law obliges 16 metropolitan areas and the Helsinki Metropoli-
tan Area as well as their 101 municipalities to prepare metropolitan area plans
on how land use, housing and transport integration, and use of services will be
improved in the metropolitan area across municipal boundaries. Each metro-
politan area was given feedback on their plans in early 2008.

Based on the reports and implementation plans supplied by the municipali-
ties, they were given feedback in which attention was initially paid to fulfilling
the population base requirement. The guidance given to municipalities includes
information guidance on the arrangement of social and health services as well
as vocational education, so that the measures taken would actually improve the
municipalities’ capacity to take responsibility for the arrangement of services.

To support the restructuring of municipalities and services, the Ministry
of Finance initiated the Best Service Practices for Municipalities project. The
aim of the project is to encourage municipalities towards customer-oriented
and effective development and provision of services. The objective is to curb
municipalities’ expenditure growth and introduce best practices in local gov-
ernment as a whole.

A further objective is also to promote new arrangement and provision prac-
tices for services, public, private and third sector partnership as well as the intro-
duction of customer-provider models.

The restructuring of municipalities and services has been outlined in more
detail in the 2007 mid-term report of Finland’s National Reform Programme
2005-2008. The reform of public services is also discussed in Section 1.5.1.
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3 Micro policy: structural reforms
to promote competitiveness and
productivity

The key goal of Finland’s economic and employment strategy has long been to
improve the economy’s growth potential. Efforts to achieve this have included
reforming education to strengthen the knowledge base and increasing R&D
investment to boost innovation and productivity. The Government will con-
tinue this approach in the 2008-2010 reform programme. Finland’s competi-
tiveness is highly rated in international comparisons. Over the long term, how-
ever, the economy’s growth potential will be based to an increasing extent on
boosting productivity, when the labour supply stops growing.

The key aims of microeconomic policy include the structural reforms to
improve competitiveness and productivity established in the 2005-2008 pro-
gramme. Five mutually supportive actions areas will create the conditions for
productivity growth, namely:

o Knowledge and innovations.

o Promoting entrepreneurship.

o Enhancing market efficiency and competition.

« Improving information, communications and transport networks.

o An energy and climate policy that supports structural change and
sustainable development.

3.1 Knowledge and innovations

The level of public and private R&D funding has been around 3.5 per cent of
GDP for several years. The private sector funds around 70 per cent of R&D
expenditure. In accordance with the decision on spending limits for the



2008-2011 State budget, updated in March 2008, the Government will increase
public R&D funding on average by 5 per cent per year.

Growth in R&D activity will be restricted by, among other things, the low
number of companies engaged in R&D work. To improve this situation, various
activation measures directed mainly at SMEs have been initiated. The results of
these projects will be apparent only after a few years’ delay, however. In terms
of the productivity and effectiveness of R&D funding, it is important to main-
tain a reasonably high and consistent growth in R&D activity. The high price
of energy, the pickup in inflation, financial market problems and the slowing
of economic growth are factors that might be reflected in companies desire to
increase investment in R&D activity.

Growth of research expenditure will not increase the number of companies’
R&D personnel, which will remain around the 30,000 level. On the other hand,
the number of Finnish companies’ R&D personnel abroad has doubled during
the last couple of years.

An effort has been made in Finland in recent years to broaden innovation
policy beyond traditional R&D funding. This is clearly evident in the proposal,
completed in June 2008, for a new National Innovation Strategy, in which the
priorities of innovation policy will be moved in the direction of markets that
promote innovations, non-technological development, user-orientation and
public services. Public investments made in these areas make up only a small
part of R&D expenditure.

The new R&D&I framework on state aid, adopted by the Commission,
entered into force at the beginning of 2007. In accordance with the framework,
anew funding decree for TEKES, the Finnish Funding Agency for Technology
and Innovation, entered into force in spring 2008. This facilitates the granting
of aid also for innovation activity.

R&D expenditure expressed as a percentage of GDP chiefly measures tra-
ditional technology policy, from which Finland has been markedly withdraw-
ing in recent years. The R&D indicator poorly describes the innovation of the
service sector. In Finland, as in many other EU member states, the GDP share
of R&D expenditure in services is very low. According to the latest research,
the service sector does not, however, differ significantly from industry in its
capacity to innovate.

The service sector’s capacity to innovate can best be promoted through broad,
non-technological development. In recent years, TEKES’ innovation funding
has been strongly directed into services, which in 2007 represented nearly one
third of R&D funding granted by TEKES to companies. Innovation funding is
now additionally being directed to public services that private service provid-
ers can also offer.

The 2009 budget proposal includes a EUR 54 million additional investment
in innovation policy.



Government objectives

The objective is to increase total public and private R&D funding to 4 per
cent of GDP. Investments in expertise will be made by reforming the research
and higher education system, increasing the basic funding of universities and
founding an internationally top-rank university. The availability of domestic
and international venture funding facilitating the growth of companies will be
improved, and the development of the private capital investment sector in Fin-
land will be comprehensively promoted.

The economy’s innovation capacity will be strengthened through strategic
investments in selected areas, with the objective of supporting development of
expertise, improving conditions for the creation and growth of new innovative
business activity, and establishing conditions for clusters of expertise to become
some of the world’s best.

Afurther objective is to enhance the activity of innovation organisations
by tightening cooperation and increasing interaction between actors. A more
coherent and effective operation overall requires broad coordination of busi-
ness and innovation policy measures between different administrative sectors.
Better cooperation will be pursued by developing strategy processes that will
lead to more effective mutual support of regional and local innovation policy
and national innovation policy.

On the basis of national content choices and the strategic strengths of the
regions, regional innovation clusters will be created with world-class operating
environments. In a country the size of Finland, there can only be a few multi-
sector, internationally competitive innovation clusters; specialisation will be
required. The specialisation of regions in their own strengths will increase their
critical mass of expertise and improve their ability to link with expertise and
value networks vital to their own development.

National Innovation Strategy

The proposal for a National Innovation Strategy was completed in June 2008.
The Government will submit a report to Parliament on the issue in autumn
2008.

The objective is safeguard Finland’s innovation environment quality, inter-
national competitiveness and attractiveness, to ensure that it can answer the
challenges of, among other things, ageing, globalisation, climate change and
sustainable development. Strengthening internationalisation, activation of users
and customers in innovation work and promoting wide-ranging creativity and
innovations are, in addition to a high level of expertise, the means by which
Finnish innovation activity will be enhanced.



A particular challenge is to utilise more widely than in the past the creativ-
ity and innovation capacity of individuals and enterprises. The proposal for a
revised innovation policy emphasised the development of products and serv-
ices based on customers’ needs as well as the involvement of users in develop-
ment work.

The aim is to enhance innovation policy by bringing public administra-
tion actors together into a strategically led entity. This will require the intro-
duction of new instruments as well as the reform of existing support functions
and organisations.

The strategy proposal includes a detailed action plan. Implementation will
include an extensive evaluation of the Finnish innovation system in order to
determine the reforms that are necessary. The proposal’s key sets of measures
are:

« The central government’s corporate steering will be renewed for the
purpose of becoming a worldwide pioneer of systemic reforms.

+ Content-oriented and regional clusters of expertise driving renewal will
be formed in Finland.

« The financing and service system promoting growth entrepreneurship
will be renewed into a clear entity, operating with entrepreneur and
investor orientation.

o New competition and market incentives activating enterprises and other
communities in innovation on a broad basis will be created and exploited.

o The national ensemble of expert and financing services will be updated to
meet the needs of demand- and user-oriented innovation activity.

o Alearning environment encouraging innovation on a broad basis will be
developed for Finland.

o The Finnish research and higher education system will be developed into
an internationally competitive development environment for expertise
and innovations.

 Personal taxation and other key factors that substantially weaken
Finland’s attractiveness will be revised to a competitive level.

« Finnish management training will be developed to meet internationally
top standards.

o The strategies and operations of parties implementing innovation policy
will be adapted so as to be in line with the basic choices of the National
Innovation Strategy.



Investment in creating and strengthening clusters of expertise

In accordance with the policy outlined by the Finnish Science and Technology
Policy Council in June 2006, the Government will initiate and fund strategic
clusters of expertise (known by the Finnish acronym SHOK) in science, tech-
nology and innovation in collaboration with the corporate sector. The strategic
clusters of high expertise will be utilised to direct new and current funding,
personnel and other resources to areas important for companies. The aim of
the clusters will be to secure long-term competitiveness.

Key areas of expertise include energy and the environment, the metal indus-
try, the forest sector, health and well-being as well as the information and com-
munications industry and services. The SHOK clusters of expertise will offer
top research units and companies utilising research results a new way of coop-
erating with each other. Research plans formulated jointly by companies and
research units will be implemented in the clusters, which will operate either at
one location or as a network. The clusters will be application-oriented and will
support a multidisciplinary approach.

The roll-out of SHOK clusters has proceeded on schedule. Metsédklusteri Oy
was founded in spring 2007, and TIVIT Oy (information and communications
industry and services) and Fimecc Oy (metal products and mechanical engi-
neering) in spring 2008. Fimecc Oy’s objective is to triple the sector’s current
EUR 30 million turnover by 2020. Two other SHOK clusters are in the start-up
stage. A share issue for an energy and environment cluster is under way, and
Suomen Bioteollisuus ry. is handling preparations for a health and well-being
cluster. In accordance with TEKES’ new priorities, its innovation funding will
be increasingly directed to the funding of new SHOK cluster activities.

The Centre of Excellence Programme (OSKE) was amended and will now
be cluster-oriented for the period 2007-2013. Clusters of expertise foster coop-
eration between the key actors of centres of excellence in different regions. The
model facilitates the more efficient utilisation of national resources of expertise
dispersed throughout different regions. The operating model will sharpen the
programme’s targeting and utilisation of high-level expertise and incorporate
the programme more closely into the national innovation policy. At the same
time, the cluster structure will increase the critical mass required in research
and product development as well as national effectiveness in such activity. As
the basis of their activities, the 13 clusters of expertise outlined in the Centre
of Excellence Programme have prepared strategic programme documents for
2007-2013.

Regional development programmes will be collated into a Cohesion and
Competitiveness Programme (KOKO). The programme will network innova-
tion policy actors and support the spread of good practices.

The Finnish Innovation Fund (SITRA) has also initiated an energy pro-
gramme for 2008-2012, with the objective of improving energy efficiency



through a rapid reform of the construction and real-estate cluster and by acti-
vating citizens.

Finland actively seeks to cooperate with the world’s best innovation clus-
ters and is associated with significant European and international research
and development networks. Outside of Europe, the aim is to increase bilateral
cooperation particularly with leading technology countries (the United States
and Japan) and emerging economies such as China and India. A new type of
cooperation model is represented by the international FinNode innovation cen-
tres, which have been established in China (Shanghai), the USA (Silicon Val-
ley), Russia (St. Petersburg) and Japan (Tokyo). The establishment of a centre
in India will be examined in autumn 2008. The FinNode centres are consortia
of Finland’s national innovation actors (TEKES, VTT, Finpro, The Academy of
Finland and SITRA) and they promote the international links of Finnish com-
panies and research organisations.

The clusters of strategic expertise (SHOKs) are national JTI programmes,
creating a good foundation for Finnish participation in joint European projects.
Finland has been actively involved in ERA-NET projects and also in various
EUREKA projects.

Boosting growth of innovative companies

In promoting the growth of companies, Finland lags behind the world’s other
top countries for innovation and business activity. As part of a wide-rang-
ing innovation policy, it was therefore decided to establish a separate policy
entity for growth entrepreneurship as part of general entrepreneurship pol-
icy. The policy entity includes measures to improve the climate for entrepre-
neurs, strengthen serial entrepreneurship, increase and internationalise pri-
vate venture funding, enhance entrepreneurship training in higher education,
and revamp the service entities offered to growth companies.

One key objective is to stimulate in Finland more innovative, international-
ising companies with the potential for rapid growth. Growth entrepreneurship
will be promoted as part of general entrepreneurship policy, and the special
needs of rapidly growing companies will be taken systematically into account
in innovation policy, both broadly and in the different policy segments.

Increasing the number of growth companies requires, among other things,
the further development of the venture funding environment, company services
directed at growth companies and business incubators. Pre-incubator activity
and the business environment for early-stage growth companies will be devel-
oped so that both material and high expertise resources are directed to this
area. Targets will be set for incubator activity, and such activity boosted and
further developed by increasing services and concepts that have already been
successfully piloted.



To ensure business and growth funding for rapidly growing and internation-
alising companies, the Government aims to increase significantly the supply of
venture capital funding in cooperation with employment pension institutions.
In addition, opportunities to encourage capital investment by taxation means
as well as the transfer of business expertise to start-ups will be identified.

Increasing the availability of private venture funding will be a key measure
in promoting growth entrepreneurship. The public sector is mainly responsible
for the early-stage funding of innovative business activity in Finland. Efforts will
be made to encourage experienced business professionals and serial entrepre-
neurs to participate in the operations of new companies. In this way the capital
committed to companies will become participative and expert.

A review of barriers to foreign mutual fund investments and of tax relief for
capital investments made by private individuals will be made during autumn
2008. Based on this, proposals for developing the private capital investment
market and improving the availability of venture funding will be prepared by
the end of 2008.

A new financial product aimed at young, innovative companies has been
introduced in innovation funding. The aim is to accelerate significantly the
growth and internationalisation of the most promising companies. Aid will be
channelled via TEKES. This funding can be obtained by small, less than five
years old, companies registered in Finland that have an innovative, expertise-
or technology-oriented business idea as well as convincing plans for its imple-
mentation. Newly established companies and companies that are yet to be estab-
lished can also apply for funding if the business idea has been sufficiently refined
with experts. It is important that companies become large enough to be able
to operate in the international market and so that full benefit can be obtained
from innovation investments.

Working life development as part of innovation policy

The quality of working life has a direct impact on operational efficiency, pro-
ductivity and quality, i.e. on the functioning of the innovation environment.
Systematic development of working life simultaneously improves operational
effectiveness and the quality of working life. Working life, furthermore, is
developed by utilising innovations.

Programmes established to develop working life have been continued and
reinforced. Administratively, the promotion of innovation activity relating to
technology and work organisations was merged when the Ministry of Employ-
ment and the Economy was established at the beginning of 2008.

The implementation of working life productivity and quality development
programmes (TYKES) was transferred at that time to TEKES. The present
TYKES programme period runs until the end of 2009, after which the inten-



tion is to continue working life development activity as part of TEKES’ opera-
tions. The employment and economic development centres act as partners to
the national TYKES programme and as implementers of regional operations.
International comparisons and information exchange between parties that
fund the development of working life will be implemented via the ERA-NET
(Work-In-Net) project. The aim is to achieve a positive impact on productivity
and well-being in at least 70 per cent of the projects. In the entire programme
period, a total of around 1,000 development projects, covering nearly 250,000
workers, will be implemented.

Industrial property rights and copyright strategy

The preparation of a national industrial property rights and copyright (IPR
strategy) was initiated in accordance with the Government Programme as part
of the reinforcement of national innovation policy. The key objective of the
IPR strategy is to broadly survey the current situation of industrial property
rights and copyright regulation and infrastructure and to prepare recommen-
dations for measures to develop the current situation. A further objective is to
prepare long-term IPR guidelines that will ensure the best possible intellectual
property operating environment for both businesses and individuals. The IPR
strategy is closely linked to a broad-based innovation strategy. The Govern-
ment will issue a notice on the strategy to Parliament by the end of the year.

Reform of the higher education and research system

Finland is currently implementing significant research, innovation and edu-
cation policy reforms that support the development of the European Research
Area. The aim is to develop the higher education and research system to ensure
that it can respond to changes in the operating environment and so that Fin-
land’s competitiveness grows, well-being increases, and culture, creativity and
education are strengthened.

A reform of universities legislation is under way. The intention is for a new
Universities Act to enter into force in August 2009. The act will be reformed to
increase the autonomy of universities and to make the universities independ-
ent legal entities. The reform will strengthen universities as creative and mod-
ern learning environments, support universities’ opportunities to implement
better human resources policies than in the past and to make the career of a
researcher more attractive. Strengthening financial and administrative auton-
omy will create for the universities better operating conditions to enhance the
quality and effectiveness of teaching and research.



The structural development of higher education establishments will continue.
The goal is to release additional resources for teaching and research through
operational efficiencies. The number of higher education establishments and
their operating locations will fall. Operational quality will be improved by
reforming education and research structures. All universities and polytech-
nics will update their strategies by 2010. Based on these strategies, a structural
development action plan will be prepared for the period 2010-2012. The new
higher education structures will be introduced in 2012.

The Helsinki University of Technology, the University of Art and Design
and the Helsinki School of Economics will be merged into the Aalto Univer-
sity. The capital of the Aalto University Foundation will be formed by donations
of at least EUR 700 million. This capital will be accumulated in stages during
2008-2010 by a Government donation of EUR 500 million and donations of at
least EUR 200 million from Finnish business and other financiers. The goal is
to create an innovative scientific community from top-flight universities in the
fields of technology, economics, and art and design. The merger will create new
opportunities for multidisciplinary education and research. The Aalto Univer-
sity is scheduled to start operating in August 2009.

A new University of Turku, based on the University of Turku and the Turku
School of Economics, as well as the University of Eastern Finland, formed of
the Universities of Joensuu and Kuopio, will open in 2010. In 2007-2008 the
number of polytechnics fell by a third.

As part of the reform of the higher education system, the preparation of an
internationalisation strategy for higher education establishments has been ini-
tiated. The aim is to develop in Finland an internationally strong and attrac-
tive higher education and scientific community. The Ministry of Education is
preparing the strategy in collaboration with higher education establishments,
students, business, funding organisations, sector authorities and other parties.
The strategy will be completed by the end of 2008.

The Ministry of Education has prepared an action plan to develop researcher
education and the researcher career system for the period 2007-2011. The Min-
istry of Education, the Academy of Finland and the universities will implement
the action plan, as part of which the universities will adopt a four-step researcher
career model. The objective is to make researcher careers more transparent and
predictable. The aim of the four-step researcher career model is to facilitate and
strengthen two-way transfer between universities and other actors - research
institutes, companies, public administration - for example by revising the exam-
ination of qualifications gained outside academic work, utilising a system of
competence descriptions. The four-step system will also give companies and
research institutes a tool for examining their own career structures.

A national research infrastructure review and improvement project will be
prepared by the end of 2008. The project will review national-level research infra-
structures and existing commitments to international research infrastructures.



At the same time, principles for participation in international research infra-
structures will be planned and new infrastructure needs reviewed. Conditions
for the utilisation and provision of sector research will be developed to corre-
spond to the changing needs of society. This will require improvements in the
overall steering and coordination of sector research. A Sector Research Advisory
Board, linked to the Ministry of Education, has been established to promote the
develop and steering of sector research. A proposal for the structural develop-
ment of sector research will be prepared in the latter part of 2008.

In spring 2008, the Academy of Finland approved an international operat-
ing strategy extending until 2015. The objective is to create new conditions for
internationally high-level research, researcher education and attractive research
environments. The Academy of Finland’s international activity supports and
promotes the implementation of the National Innovation Strategy. The key ele-
ments of the Academy’s strategy are international peer reviews, supporting elite
units’ top-level research groups and researchers as well as clusters of strategic
expertise, participating in the implementation of the national infrastructure
policy, internationalising research programme and researcher careers, and pro-
moting the visibility of Finnish science.

FiDiPro (Finland Distinguished Professor Programme) is an Academy of
Finland and TEKES joint funding programme to recruit scientists from abroad,
offering fixed-term research and teaching posts to top foreign scientists, or Finn-
ish scientists who have worked for a long time abroad, at the professorial level.
The aim to create a new kind of international cooperation between basic research
and applied research as well as companies’ research and development activity.
The first FiDiPro professors began their work at the beginning of 2007. TEKES
encourages the international mobility of researchers working in research projects
by funding the costs arising from this to research organisations.

3.2 Promoting entrepreneurship

In close cooperation with interest groups, the Government will implement the
policy programme for employment, entrepreneurship and working life, the
goal of which is a stable and predictable operating environment for companies.
A particular priority is improving growth conditions for companies.

Promoting entrepreneurship and supporting growth of SMEs

The Government’s policy programme for employment, entrepreneurship and
working life continues the promotion of entrepreneurship. The priorities are
increasing entrepreneurship and boosting growth conditions for companies.
The number of companies is still growing in Finland, but the problem is a



lack of growth potential and conditions. Companies possessing rapid growth
expectations are fewer in Finland than in other Nordic countries, for example.
Moreover, insufficient new, innovative companies have arisen. Measures are
directed particularly at improving the growth potential and growth conditions
of innovative companies.

Early-stage venture funding in Finland to date has mainly been public fund-
ing. The growth opportunities for SMEs to obtain not only growth funding but
also the expertise required for growth will be enhanced by improving condi-
tions for the development of a venture funding market.

Following the Commission’s approval of a Finnish proposal on the issue,
Finnvera Oyj has obtained an exemption from income tax through an amend-
ment to the Income Tax Act. Finnvera Oyj is obliged to transfer the benefit of
the exemption to client companies both by lowering the price of funding and by
increased risk-taking. Capital investment at the public seed funding stage has
been centralised in the Finnvera subsidiary Seed Fund Vera Ltd.

When the Act on Discretionary Government Transfers entered into force
in 2007, the previously separate investment and development forms of aid were
combined into a new form, namely company development aid. The purpose of
this aid is to encourage broader and more diverse company development projects.
They can include both material investments and various means to develop busi-
ness expertise, internationalisation and technology.

New entrepreneurs are supported with discretionary and fixed-term start-
up grants. This support can nowadays be obtained by unemployed job seekers
as well as individuals setting up businesses from employed work or outside the
labour market. Start-up grants can be paid for a maximum of 18 months.

The sole entrepreneur support model trial has been extended to Support
Area 1, to all areas subject to sudden structural changes, but also to the tradi-
tionally active entrepreneurship area of South Ostrobothnia. The result of this
trial will be monitored and the possible extension of the measure to cover the
whole of Finland assessed. In the sole entrepreneur support trial, a subsidy can
be granted for the salary expenses of the first employee for two years.

A growth company service of the Employment and Economic Development
Centres, TEKES, Finpro and Finnvera has been established as part of these
organisations’ service provision. Innovation services will be developed to sup-
port the commercialisation of ideas. Company internationalisation services will
be developed to support company growth, and opportunities to increase public
funding to growing internationalising companies will be explored.

The reorganisation of Employment and Economic Development Centres
and Employment and Economic Development Offices will bring early-stage
services in particular closer to companies than in the past. At the same time,
other services for the entire company service network are available via local
contact points.



The national Enterprise-Finland service system will be continued and its con-
tent developed. The revamped services will be offered throughout Finland.

The special needs of academic entrepreneurship and women’s entrepreneur-
ship will be reviewed. Both rural entrepreneurship and entrepreneurship in
creative sectors will be developed through specific projects.

The Cultural Export Development Programme 2007-2011 and the Deve-
lopment Programme for Business Growth and Internationalisation of Creative
Sectors, partially funded by the ESF, were initiated to promote the growth and
internationalisation of new sectors.

Entrepreneurship education will be diversified and expanded in comprehen-
sive schools and upper secondary schools, and opportunities for studying entre-
preneurship and for obtaining entrepreneurial qualifications will be increased
in vocational and higher education.

Entrepreneurship also encompasses social responsibility. To promote this
and to support decision-making, the Government appointed a Social and Cor-
porate Responsibility Advisory Board for 2008-2011. One of the board’s tasks is
to strengthen and promote, through communication and interest group coop-
eration, Finland’s national and international social responsibility policy as
well as responsible operating and production practices of companies and other
organisations. A further task of the advisory board is to promote the effective
application of guidelines on multinational companies approved by the OECD’s
Council of Ministers and to act as the national contact body monitoring the
application of the guidelines as well as to promote knowledge, understanding
and the application of the social and corporate responsibility guidelines of other
international organisations.

Improving the regulatory environment

Finland is committed to reducing the administrative burden arising to com-
panies from regulation in accordance with the spring 2007 European Council
guideline. National regulation-reduction targets will be set by the end of 2008.
National measures to lighten the administrative burden will be focused on
simplifying the heaviest regulatory areas, particularly for SMEs, and further
developing official procedures. The intention is to implement the programme
by the end of 2010.

The aim of the action plan for better regulation is to improve the regulatory
environment and clarify legislation, thus promoting the well-being of citizens
and the competitiveness of companies. The Government has defined the key
principles and measures for improving the regulatory environment in a legisla-
tive plan included in its 2007 strategy document. The key priority areas are:



« Promoting influence in European Union legislative work,

 increasing openness as well as interest groups’ opportunities to participate
in legislative preparation,

« increasing the assessment of alternatives,

« enhancing the assessment of the effects of legislation, and

« improving legislative maintenance.

In addition, the Government has chosen 22 significant regulatory projects
whose preparation and quality of preparation will be particularly supported
and monitored. Improving the quality of regulations is the responsibility of
the Better Regulation Ministerial Group, the Better Regulation Consultative
Committee, consisting of representatives of key ministries and interest groups,
and the Ministries.

Measures already launched in different sectors will be taken into account
in the preparation of a programme to reduce the administrative burden. These
include the lightening of bureaucracy related to agricultural support aid, the
simplification of environmental permit procedures and the development of com-
panies’ electronic official communications. Examples of increasing the use of
electronic services are the web-based on-line payment service system (palkka.fi)
for SME employers, the delivery of financial statement data on the ‘one-counter’
principle to the tax authorities and the trade register (2009), the introduction
of a tax account system (2010), and the development of electronic services in
connection with the Enterprise-Finland service system.

New, uniform impact assessment guidelines for proposed regulations were
introduced in November 2007. The guidelines cover the financial impact of leg-
islation, the impact on actions of the authorities, the environmental impact and
other social impacts. The practical application of the guidelines will be supported
by electronic data and by training of legislative preparation officials. The Minis-
try of Justice will monitor adherence to the guidelines. An expert network was
established in autumn 2008 to support and develop impact assessment.

Assessment of the business impact of legislation will be promoted and sup-
ported by continuing the entrepreneurship policy programme SAVY (2004-2007).
The assessment of business impact is included in the new impact assessment
guidelines. Particular attention will be paid to the cost impact on companies of
regulation under preparation (incl. administrative costs), the impact on compe-
tition and market efficiency, the impact on SMEs, entrepreneurship and growth
opportunities, the impact on investments, research and development activity
and innovations, and the impact on business competitiveness.



3.3 Improving market efficiency and competition

Supervision of competition between companies and reform of legislation

The competition authorities’ activity, particularly in the supervision of cartels,
has produced results in recent years. The Finnish Competition Authority has
focused on investigating the most significant restrictions on competition.

The Government is committed to determining the changes required to the
Competition Restriction Act and to implementing these changes. In June 2007,
a working group was established to determine the need for legislative changes.
The working group, in accordance with its assignment, will in particular:

o Determine the need to regulate competition restrictions other than
those within the sphere of current prohibition provisions of the Act on
Competition Restrictions,

« assess the need to develop current provisions relating to company
acquisition supervision,

« assess the need to develop provisions relating to legal procedure in
order to improve, among other things, the Competition Authority’s
opportunities to focus on interpreting of the most significant competition
restrictions, for example in service sectors, and

o assess the effectiveness of and need to develop the Act’s present sanction
system and damage compensation provisions.

The working group also has the task of assessing the possible benefits of
a reform of company acquisition provisions such that, instead of the present
dominance test requiring a dominant market position, the SIEC (significant
impediment of effective competition) test, which assesses the effectiveness of
competition in the market should a planned acquisition be implemented, would
be applied. The market structures of service sectors are often oligopolistic. The
introduction of the SIEC test in company acquisition supervision could enhance
such supervision in these sectors, because it is often the case in an oligopoly
that no single actor has a dominant position in the market, but the oligopolistic
market structure in itself prevents efficient competition. The SIEC test is applied
in the EU’s merger regulation and in the company acquisition legislation of a
number of other EU countries.

Adjustments to the administrative sanction penalty provision of the Act
on Competition Restrictions are under consideration. The maximum penalty
could be maintained as before, but the penalty provision would be adjusted so
that the level of the payment would be more predictable. This could increase
the preventive impact of the Act.



The damage compensation provision of the current Act on Competition
Restrictions applies only to damage compensation actions between businesses.
It is proposed that the scope of the Act’s damage compensation provision be
expanded so that parties other than businesses can seek compensation for losses
suffered through a restriction on competition. Competition restrictions in the
service sector are typically of the kind where those who suffer losses are con-
sumers, for example, as well as business.

National implementation of the Services Directive

By the end of 2009, the necessary framework regulation and sector-specific
legislative changes will be prepared and the necessary administrative struc-
tures created to implement the Services Directive. Preparations are being
directed by a broad-based working group in which the key ministries and
interest groups are represented.

The implementation of the directive is one key element of the development
of the service sector’s operating environment. The process and simplification
of service sector licence and notification procedures will improve the operating
environment, and the creation of a point of single contact will facilitate practi-
cal engagement in service business also in the case of services that fall outside
the scope of the directive as well as facilitating access to the sector and increas-
ing competition.

Competition neutrality of public and private business activity

In Finland the public sector is fairly widely engaged in business activity. The
European Commission has highlighted the possible distortions of competition
resulting from the activities of state-owned enterprises. The Government Pro-
gramme states that the Government will ensure equal conditions for private
and public service provision through competition policy.

In October 2007 a working group was appointed to look into the competi-
tion neutrality of state-owned enterprises. Working group’s task is:

o Tolook into the nature of potential distortions of competition connected
with business activity practised by the public sector,

 to assess the extent and practical significance of the phenomenon,
o to survey the means by which competition neutrality can be ensured, and

» to make recommendations for policy guidelines or regulatory changes.



As a basis for the work, the studies made in Finland on competition neutral-
ity have been surveyed to ascertain the problems identified in the studies and
the solutions proposed to solve the problems. In spring 2008 an extensive round
of hearings was organised with the aim of obtaining information on the scope
and significance of the problems and gathering views on possible solutions.

Based on the views presented, proposals will be prepared for developing leg-
islation and for other operating practices to ensure equal operating conditions
for public and private actors. The quality and timing of impact assessments on
the implementation of proposals will be decided separately. Work on the assess-
ment of the state-owned enterprise model is also under way.

Reform of rules on state aid

Finnish legislation requires that state aid be allocated for the purposes of
correcting market failures (e.g. support for business R&D) and that aid pro-
grammes be systematically evaluated. A key challenge is to review and assess
aid policy as a whole, to increase the effectiveness of aid, and create conditions
for a reduction in the overall volume of aid. Aid policy will also be assessed to
ensure that aid granted does not distort competition on a national or regional
level.

Cutting state aid has not been entirely successful. The overall volume of aid,
excluding aid granted to rail transport, was 1.53 per cent as a percentage of GDP
in 2006 whereas it was 1.41 per cent in 2003. The EU-25 average is 0.58 per cent.
However, this high figure was mainly due to agricultural aid. When these are
excluded, Finland’s state aid (0.35%) is slightly lower than the EU-25 average
(0.42%). Finland has performed well in the reallocating aid, however. Sector-
specific aid granted is low, around 3 per cent of total subsidies. Priorities in the
granting of aid have also been R&D aid in accordance with the objectives of the
Lisbon Strategy and aid granted for environmental protection.

Implementation of the Commission regulation package on services of general
economic interest (SGEI services), i.e. the Monti Package, has also progressed
during 2008. As part of the reporting obligation pursuant of Commission Deci-
sion 2005/842/EC, the review of SGEI services has been continued and their
mode of implementation assessed from the perspective of the rules on state aid.
In autumn 2008 a Government bill will be issued on the amendment of the Act
on the Openness and Disclosure Obligation in Financial Activity for Certain
Enterprises (19/2003).

On 20 November 2007, the Commission published as part of a Single Mar-
ket Review a statement on services of general interest, including social services
of general interest (KOM 2007/725). The aim of the communication is to clarify
the application of EU rules for services of general interest. All interest groups
and local officials currently do not have sufficient information on the funding



of financial services with respect to the rules on state aid. The general awareness
of regional and local government and interest groups on the application of the
rules on state aid to compensation paid for services will be enhanced through
communication and training.

3.4 Improving information, communications and
transport networks

Finland has succeeded as a producer of information and communications
technology and a as a technology expert. There is, however, room for improve-
ment in applying information and communications technology and in intro-
ducing services. In the public sector in particular there are opportunities to
raise productivity by utilising information systems and electronic public serv-
ices solutions in service provision.

The Government’s aim is to promote the building of fibre-optic cables and
wireless networks and the development of information society service infra-
structure in order to increase the provision of fast communications links. The
effectiveness of competition in the provision of information and communica-
tion services in reflected in the fact that the average prices of broadband con-
nections have remained relatively stable and at the same coverage of services has
improved. An increase in service provision will be promoted by market-based
means and by permitting competition between technologies. In areas where
commercial provision will not arise, the availability of diverse and high-quality
communication services will be ensured with public aid.

The aim of Finland’s information society policy is to increase the user-
friendliness of services and the competitiveness and productivity of companies,
and to promote regional and social equality. In terms of information society
development, the key measures will be directed towards developing the follow-
ing: information society infrastructure; the innovation environment and mar-
kets; content and services; expertise and preparedness. Public sector service
structures will be revamped and provision of electronic public services will be
increased. In transport, the opportunities offered by telematics will continue
to be exploited more widely and effectively.

Improving broadband connections
Studies indicate that 93 per cent of households possessing an internet connec-

tion have broadband. If they so wish, 99 per cent of citizens can obtain broad-
band. Wireless and mobile connections complement the fixed network, par-



ticularly in sparsely populated areas. The coverage of broadband connections
provided via mobile communications networks has expanded and transmis-
sion speeds have increased significantly.

The biggest challenge of the next few years is to ensure the provision of
broadband connections in sparsely settled and remote areas. Reasonably priced,
quality broadband connections realised with fibre-optic connections will also
be increasingly important in future outside the large population centres as ser-
vices that require fast transmission capacity, such as high-definition television,
become more common. The goal is for high-speed broadband connections to
be available to everyone in 2015.

Efforts have been made to promote competition between telecommunications
operators via the @ 450 network built to deliver wireless broadband, which will
cover nearly the whole of Finland by the end of 2009. Connection speeds up to
100 Mbit/s, based on the construction of fibre-optic cables, will also be offered
at areasonable price to households. Fibre-optic networks have been built mainly
in the largest towns and cities.

The Ministry of Transport and Communications has set up a working group
to promote the provision of fast and reliable data transfer connections through-
out Finland. The working group’s task is to monitor the provision of fast data
transfer connections and services, to report on the development of such provi-
sion and to make recommendations for measures to the Government.

The impact of fixed telephone network fees on the availability of telephone and
broadband service and on ensuring citizens’ basic services has been reviewed.
Based on the review, a proposal for ensuring the service level and reasonable
prices of telecom services throughout the country has been prepared. Universal
service rules have been amended to cover mobile communications as well as the
fixed-line network. A project to amend certain provisions of the Communica-
tions Market Act is under discussion. In connection with the project, an appro-
priate definition of an internet connection will also be examined. According to
estimates, the amendments to the Act will raise the universal service connec-
tion speed significantly.

The aim is to maintain Finland’s position among the leading countries for
broadband provision. An effort will be made to resolve the effects of the revo-
lution in technology and service provision, particularly outside the population
centres. The purpose is to ensure basic broadband provision throughout Fin-
land. In addition, a research project has been initiated on the telecommunica-
tions needs of rural businesses.

In addition, a wide-ranging communications policy review has been pre-
pared of the arrangement and safeguarding of broadband provision covering
the whole country as well as its funding, particularly in sparsely settled areas.
The review was completed in September 2008.



Development of ubiquitous information society services

The Ubiquitous Information Society Advisory Board will steer the implemen-
tation of the Government resolution on the objectives of the national informa-
tion society policy for 2007-2011. In April 2008 a practical action programme
encompassing around 40 projects was decided upon. The programme empha-
sises in particular the provision of reliable and user-friendly electronic serv-
ices as well as the preparedness of citizens and companies as users of elec-
tronic services.

The task of the Electronic Identification Development Working Group is
to determine and ensure the compatibility and usability of different identifica-
tion methods in services where identification is required. The working group
has prepared an interim report on the present state of electronic identification
in Finland at the beginning of 2008. The working group will make its proposal
for measures in autumn 2008, after which the Government will make a reso-
lution on the issue.

In spring 2008 a working group was established with the task of propos-
ing measures to accelerate and ensure the transfer to electronic invoicing. The
transfer will require coordination between the public administration, electronic
invoicing operators and consumers. The aim is to spread the use of electronic
invoicing significantly by 2011.

The Government’s information security strategy aims to enhance citizens’
and companies’ confidence in electronic services. To increase information secu-
rity awareness, an annual national information security day will be arranged.
A proposal for a new national information security strategy will be completed
at the end of 2008. The proposal will contain concrete measures for implemen-
tation in the next few years.

The Utilisation of Information and Communications Technology in Educa-
tion and Study project will develop a new electronic learning environment and
trial technological opportunities in education and in the development of edu-
cation. At the beginning of 2008, a network coordinated by the University of
Helsinki conducted a review which evaluated the current situation of informa-
tion and communications technology in schools from the perspective of tech-
nological environments, software and infrastructure, pedagogic use and effec-
tiveness, and skills resources. A pilot project has been initiated and the schools
that will participate in the project will be selected in autumn 2008. The project
will continue until the end of 2010.

The Electronic Communications Business Policy Working Group, established
in spring 2008 will make a proposal on how the communications sector and
market can be promoted and developed while ensuring high-quality commu-
nications services for companies and private users. The working group’s term
of office ends in late 2009.



Television and radio, and children and young people as media users

In accordance with a decision made by the Government in March 2004, Fin-
land transferred completely to digital television in terrestrial transmission net-
works at the beginning of September 2007. Cable networks transferred com-
pletely to digital transmission at the beginning of March 2008. Instead of the
previous 4-5 channels, households with aerials can now access ten free-to-
air channels and nearly 20 pay-T'V channels. The transfer to the new technol-
ogy was completed for the most part smoothly. By March 2008, 95 per cent of
households with a television had acquired the set-top box necessary to receive
digital transmissions. The next challenge is the transfer to high-definition tel-
evision.

As information and communications technology usage increases, children
and young people may also be exposed to content harmful to their develop-
ment. Because comprehensive monitoring of internet content is impossible,
self-regulation of the sector is required in addition to legislation. The Children
and Young People Media Forum, established in spring 2008, will assess the
role of the internet in children’s and young people’s lives. The forum’s task is to
increase the preparedness of children and young people to operate in an elec-
tronic communications environment and to consider means to reduce the dan-
gers arising to children and young people from electronic communications. An
additional task of the forum is to raise for public discussion topical issues and
to identify solutions to problems in cooperation with sector actors. The forum’s
work is connected with the policy programme for the well-being of children,
youth and families.

Investment in transport links and development of transport services

The Government submitted a report on transport policy to Parliament in
March 2008. The key objective of the report is to promote long-term trans-
port policy. At the same time the report serves as a resolution on the transport
investments of this parliamentary term and their funding.

The report addresses, among other things, business and climate policy, pub-
lic transport and pedestrian and bicycle traffic, traffic safety and the haulage
market as well as transport networks and their funding. The report includes
an investment programme covering the parliamentary term and a list of later
projects which are planned. In this parliamentary term 17 transport invest-
ments will be initiated, with a total value of approximately EUR 1.9 billion. In
addition, the Government is preparing to support with a maximum of EUR 200
million euros the extension of the Helsinki Metropolitan Area metro network
(Western Metro).



The report includes general guidelines on transport climate policy and the
key transport policy means of combating climate change. According to the
report, preparations will be made for the possible introduction in the next de-
cade of road-use fees based on location technology. The introduction of a traf-
fic congestion charge in the Helsinki area will be explored.

Reform of legislation relating to public transport activity is currently under
way. The reform is connected with the implementation of the EU service agree-
ment regulation, which will enter into force in December 2009. The national
implementation of the service agreement regulation is in preparation. The aim
is to increase competition in bus transport services. In this context the special
features relating to long-distance and other scheduled traffic as well as the li-
beralisation of city and metropolitan area traffic, which should be taken into
account as competition increases, will be reviewed. The opening of competition
in railway transport will also be reviewed. Existing Helsinki commuter traffic
agreements will expire in 2017.

3.5 Energy and climate policy supporting structural
change and sustainable development

The spring 2007 European Council agreed ambitious targets for combating cli-
mate change. The EU undertook unilaterally to implement a 20 per cent reduc-
tion in greenhouse gas emissions by 2020 compared with the 1990 emissions
level. Moreover, the EU set a long-term indicative target of reducing emissions
by 60-80 per cent by 2050.

In accordance with European Council guidelines, the European Commis-
sion issued a climate and energy package in January 2008. The package laid
down concrete measures designed to implement the national targets proposed
by the commission for renewable energy and for the emissions of sectors out-
side emissions trading. EU-wide targets will be presented for emissions trad-
ing sector emissions and for enhancing the efficiency of energy use. As a 2020
target for the use of renewable energy, the Commission proposes for Finland a
38 per cent proportion of end-use energy consumption. This would require an
increase by 9.5 percentage points of the proportion of renewable energy use in
Finland. According to the Commission’s proposal, greenhouse gases of sectors
outside emissions trading, such as housing, agricultural and transport, should
be reduced from their 2005 level by 16 per cent by 2020.

The Government is currently preparing a long-term Climate and Energy
Strategy. The strategy will be presented as a report to Parliament in autumn 2008
and it will specify the measures required by the EU targets in terms of green-
house gas emissions, renewable energy, energy supply and energy efliciency.
The emphasis of the strategy will be on the 2020 targets and on the measures



required to achieve them. Energy saving and promoting the use of renewable
energy will be the cornerstones of the strategy. A key point of departure for the
strategy will be the cost-effectiveness and market-orientation of the proposed
measures. The report will also outline the main elements of energy and climate
policy for 2020-2050.

Although the Climate and Energy Strategy is still under discussion, the Go-
vernment has decided to increase considerably State aid for renewable energy
production and energy efliciency. In the final supplementary budget of 2008
and in the 2009 budget proper, state aid for improving renewable energy and
energy efficiency will be increased by around EUR 80 million. Renewable energy
and energy efficiency investment aid for companies and organisations will be
increased by a total of EUR 60 million in 2008 and 2009. Energy grants for
homes will be increased by EUR 10 million in 2008, thereby increasing the total
amount available to EUR 24 million euros. In 2009 energy grants for homes
will increased by EUR 8 million to EUR 22 million, which will be used to fund
energy renovations of apartment blocks and terraced houses. The maximum
amount of the household work deduction will be raised to EUR 3,000 in order
to support projects improving the energy efficiency of one-family homes in par-
ticular. The reform will mainly replace energy grants for one-family homes. In
the transport field, a public transport subsidy for large cities, for which EUR 5
million has been allocated, will be introduced. Aid for the felling and harvest-
ing of energy wood will continue at the level of EUR 6.5 million. Investments
and other projects in farm-based bioenergy production will continue to be sup-
ported with EUR 5 million.

Achieving the long-term climate and energy targets will still require sig-
nificant additional measures to increase the use of renewable energy sources,
to improve energy efficiency and particularly to secure the availability of low-
emission and adequate electricity supply capacity. Measures for the next few
years will be outlined in the coming Climate and Energy Strategy. Longer term
challenges and the response to them will be discussed in a Government energy
and climate policy future report to be presented in spring 2009.

In accordance with the national sustainable development strategy, alterna-
tive measures will also be assessed from the perspective of sustainable develop-
ment in preparing the energy and climate policy.

Reducing emissions outside the emissions trading sector

Most of the emissions of the sectors outside the emissions trading sector con-
sist of emissions from transport, agricultural and construction machines, and
the heating boilers of individual homes, which mainly use light fuel oil as their
energy source.



The greenhouse gas emissions of sectors outside emissions trading totalled
more than 35 million CO2 equivalent tonnes in Finland in 2005. Finland should
lower emissions in these sectors to less than 30 million CO2 equivalent tonnes
by 2020.

In terms of the heating of individual homes, the reduction of emissions
means the need to reduce the proportion of oil heating in particular. Replace-
ment solutions are district heating, wood pellets and ground- and air-source heat
pumps. In future, it will also be possible in oil heating to replace mineral-based
light fuel oil with bio-based fuel oil. Public aid will be available for changes to
heating solutions of the existing building stock. The Government budget pro-
posal for 2009 also includes a proposal for the extension of the household work
deduction, so that major conversion work to the energy systems of one-family
homes can be brought within the scope of the deduction right. In terms of new
buildings, heating solutions will be influenced through changes to the legisla-
tion that governs construction.

In the transport sector, emissions can be influenced by targeting vehicles
and by promoting the use of biofuels as well as in the longer term by avoiding
urban sprawl and by reducing in this way the need to travel.

At the beginning of 2008 car taxation was reformed, such that the tax is
now graduated according emissions. This reform has worked in the desired
way; consumers have switched to buying clearly lower emission cars that in
the past. Traffic emissions will also be reduced by an obligation to increase the
proportion of biofuels. The annual road tax for vehicles will also be graduated
according to emissions.

In waste management, greenhouse gas emissions can be lowered by reduc-
ing the amount of biodegradable waste going to landfills and by promoting the
energy use of waste.

Renewable energy sources obligation

Renewable energy sources accounted for 28.5 per cent of end-use energy con-
sumption in Finland in 2005. The Commission’s climate and energy package
proposes this figure be raised to 38 per cent by 2020.

This target is very challenging, given that Finland is already one of the
world’s leading countries in the utilisation of renewable energy sources, par-
ticularly bioenergy. In Finland, the proportion of total energy consumption
accounted for by renewable energy sources is the third highest in the EU after
Sweden and Latvia.

The biggest additional potential for renewable energy is based on increasing
the use of wood chips, particularly in the combined production of electricity and
heat. According to the National Forest Programme, use of wood chips could be
tripled from the current level of around 3.5 million cubic metres.



The entire obligation cannot, however, be fulfilled by increasing the use of
wood alone; other renewable forms of energy will be needed. In its Govern-
ment Programme, the Government has undertaken to increasing hydropower
significantly. The aim is also to increase the use of wind power significantly,
even though in terms of the need for subsidy it is more expensive than utilising
biomass. A further aim is to increase field biomass and the energy use of waste
in its different forms.

An increase in renewable energy use of the desired magnitude will not be
achieved with present technology without public subsidies. Current subsidy
schemes are mainly based on investment and tax subsidies. The introduction
of feed-in tariffs in electricity production is being considered.

To achieve the Kyoto targets, the State will particularly support invest-
ments directed at renewable energy and improving energy efficiency. Aid will
be directed more than in the past to the introduction of new technology. Aid
may also be obtained for the introduction of advanced technology already on
the market and for new-technology test projects.

Energy efficiency target

The European Council set for 2020 a target of improving energy efficiency by
20 per cent from what it would have been without new measures. This means
at the European level an average reduction in consumption of around 14 per
cent compared with the level for 2005. The target is indicative and applicable
to the whole EU.

The Energy Services Directive, approved in 2006, obliges member states to
indicate that by 2016 they have implemented energy saving measures whose sav-
ing impact is 9 per cent of the average energy consumption in the correspond-
ing sectors in 2001-2005. This will be achieved mainly through wide-ranging
energy efficiency agreements concluded at the end of 2007.

The targets to be set in the Climate and Energy Strategy for energy efficiency
in 2020 are under discussion. A broad-based Energy Efficiency Committee was
established in spring 2008 to identify the measures by which the set aims will be
achieved. The targets and measures will together form the overall energy sav-
ing plan mentioned in the Government Programme.

Development of energy and environmental technology

Energy and environmental technologies have long been a priority of R&D
activity in Finland. In accordance with its strategy, TEKES also aims to
increase the attention given to environmental issues in other research and
development and innovation activity. In national technology programmes,



more resources are being directed to developing these technologies than in
the past. TEKES has a number of programmes under way in which the energy
and environmental perspective is strongly evident.

The global market for climate technology is forecast to grow by an estimated
60 per cent between 2004 and 2010. In the environmental sector, the growth
areas include waste management, recycling, sustainable use of materials, water
management solutions, and measuring and monitoring of environmental data.
The energy technology market is growing strongly in all areas relating to renew-
able energy and efficient use of energy. Finland has what it takes to be a strong
international player in the energy and environmental technology market. To
ensure this, the Government is investing in energy and environmental tech-
nology R&D and commercialisation, for example, by developing public pro-
curement and promoting the domestic market of environmental technology.
A proposal for an action plan to increase environmental friendliness in pub-
lic procurement will be brought to the Government for discussion towards the
end of 2008.

Improving material efficiency is also included in the 2005 national pro-
gramme to promote sustainable consumption and production. The implemen-
tation of the programme, such as the activity of the Material Efficiency Serv-
ice Centre, initiated in 2008, will create instruments for enhancing the use of
natural resources and at the same time also for reducing the climate impact
arising from this.

TEKES’ energy and environmental area funding doubled in 2007 from the
previous year, rising to EUR 156 million, which was one third of all TEKES R&D
funding. The total budget of TEKES’ energy and environmental programmes is
currently EUR 550 million, of which around half is TEKES’ contribution. Pro-
grammes initiated last year, namely Fuel Cell, BioRefine and Sustainable Soci-
ety, and the Water programme, initiated this year, are contributing to strength-
ening development in the energy and environmental area, as are programmes
that started earlier, such as ClimBus.

A strategic cluster of expertise for energy and environment was approved
in spring 2008 after a nearly two-year preparation period by TEKES, the Acad-
emy of Finland and business organisations. Companies and the investments of
companies have been decisively significant in further preparatory work imple-
mented in cooperation with universities and research institutes. The strate-
gic clusters of expertise (SHOKs) being constructed in Finland will offer top
research units and companies utilising research results a new way of cooperat-
ing closely with each other.

The Academy of Finland currently has under way a Sustainable Energy
research programme (2008-2011), and the Finnish Innovation Fund (SITRA)
has just initiated an Energy programme for 2008-2012.

The opportunities presented by energy and environmental technology and
eco-innovations will, at their best, support both the competitiveness of the



national economy and sustainable development. The authorities will have a
more significant role than usual in the promotion of energy and environmental
technology. Official regulations influence the development of new technologies
and their demand, and market prices can be influenced by economic control
measures. In addition, the Joint Implementation (JI) and Clean Development
Mechanisms of the Kyoto Protocol can be used to introduce new technology
globally.



4 Employment policy: raising the
employment rate and improving
market efficiency

Employment situation

Good economic development raised the employment rate sharply in the period
2005-2007. In 2007 the overall employment rate was 70.3 per cent, the employ-
ment rate for women 68.5 per cent and for 55-64 year-olds 55.0 per cent.

In 2007 both women’s and men’s unemployment fell from the previous year.
The women’s unemployment rate was 7.2 per cent and the men’s unemployment
rate 6.5 per cent. Together with open unemployment, the number of concealed
unemployed and the whole reserve of labour has fallen. Unemployment has
fallen in all areas over the last two years.

Employment rate

%
80

70

60

50

40

30
00 02 04 06 07

— Total == Females Older workers Youth

Source: Eurostat



Without the increased participation in work, the labour force would have
already declined. The supply of labour has been increased by under 25 year-olds
actively seeking employment and by baby boomers staying in the labour mar-
ket significantly longer than their predecessors. In 2007 the average retirement
age increased to 59%: years.

In 2007, 13.4 per cent of employees were in part-time work. Of these, nearly
two thirds were women. One third of those in part-time employment consisted
of those working part-time reluctantly or those who had been laid off and were
working a shortened week. Those working on fixed-term contracts accounted
for 16.0 per cent of employees. The number of permanent employees, however,
has increased more quickly than the number of fixed-term employees.

The 132,000 foreign citizens permanently resident in Finland are a signifi-
cant labour market resource. Of this group, 79 per cent are of working age. The
employment rate among this group is around 50 per cent and the unemployment
rate 20 per cent. Around 30 per cent are outside the labour force. The Govern-
ment immigration policy line is to promote permanent work-based immigration
as one labour market measure among the other measures required.

Quality of working life

In Finland the quality of working life is considered an important productivity
factor and the goal is to develop the working organisation, well-being in work
and productivity simultaneously. According to the 2007 Working Life Barom-
eter, the quality of working life has improved slightly compared with the pre-
vious two years. Further investment must be made in well-being in work and
accident prevention. As the employment situation has improved, individuals’
uncertainty about keeping their own jobs has decreased, while equal treat-
ment and incentives, innovation and mutual trust have increased. Individu-
als’ assessments of the adequacy of their own resources have, on the contrary,
weakened steadily during the last four years. Men rate women more highly in
their workplaces. Women give men weaker ratings in equal treatment and in
adequacy of resources.

One in two employees has participated in training paid by the employer; each
employee as an average of 5-6 days of training per year. Individuals, overall, have
a strong belief that they can find work that corresponds to their expertise.

Work-time flexibility increased in 2007. Some 62 per cent of employees have
an opportunity to accumulate and save hours exceeding normal working hours
to be used later for free time. The proportion (51%) of employees doing over-
time has grown. One quarter of employees also did other work. Of those who
are employed, the proportion accounted for by those in temporary agency work
has risen from around 2 per cent to 4.1 per cent.



Main lines of employment policy

The Government’s target is to raise the number of employed by 80,000-100,000
by 2011, in which case the employment rate would rise to 72 per cent.

One administrative step was the merger of the Ministry of Employment and
the Ministry of Trade and Industry into the new Ministry of Employment and
the Economy at the beginning of 2008. The objective is to achieve synergy be-
nefits in services developing innovation and productivity as well as labour skills
and business activity, and in support to growth companies.

Efforts have been made to increase employment through a pension reform
that encourages people to remain in work, through job-seeking activation meas-
ures, projects to develop working life and training, and by promoting labour
mobility and work-based immigration.

The employment strategy is cross-administrative. The instrument for its
implementation is the policy programme for employment, entrepreneurship and
working life, one aim of which is to prevent as effectively as possible a threaten-
ing reduction in labour input. Major reform projects connected with the pro-
gramme include the comprehensive reform of social security and benefits, the
reform of vocationally oriented adult education, the development of the Finnish
flexicurity model, the reduction of labour matching problems and an increase
in work-based immigration.

The 2005-2008 National Reform Programme set as its key employment pol-
icy targets the raising of the employment rate and the improvement of labour
market functioning. Measures aimed at achieving these objectives were grouped
into three priority areas, which are also the employment policy priorities of the
2008-2010 reform programme, namely:

+ Extending working careers,

« improving the incentive effect of tax and benefit systems and wage
formation and,

o improving the balance between labour demand and supply.

4.1 Extending working careers

The long period of fast economic growth has improved the employment situa-
tion at the extreme ends of the working career. The employment rates of both
older people and young people have risen. Young people’s employment rate in
particular rose in 2007.

The changes made to pension security in the 1990s and 2000s have been rais-
ing the employment rate of older people for some time now. The 2005 pension
reform was the biggest single changes. The reform is outlined in Section 2.1.
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Government Programme states that an evaluation will be made during this
parliamentary term to assess whether sufficient provision has been made for the
ageing of the population. If additional reforms are needed, the Government is
committed to implement them during this parliamentary term. In 2007 a study
was initiated of possible additional measures necessary to promote the employ-
ment of older people and of the employment impact of various alternative meas-
ures. The study is scheduled to be completed by the end of 2008.

The entry of young people into working life will be accelerated by develop-
ing student selection and study guidance, reforming the benefits system and
directing vocational education better to meet the demand for labour. Funding
will be allocated particularly to increasing the number of student places in basic
vocational education and supplementary education, to immigrant’s preparatory
training for basic vocational education and comprehensive education, and to
additional training for teaching staff. Part of the low-wage subsidy appropriation
was reallocated to measures aimed at preventing social exclusion and employ-
ment among young people. Apprenticeship training and the youth workshop
system have been enhanced.



4.2 Improving the incentive effect of tax and benefit
systems and wage formation

Incentive of the tax and benefit systems

One task of the committee working on social security reform (the SATA Com-
mittee, appointed in June 2007) is the need to reform taxation, basic security
(including housing allowance) and unemployment security.

The aim is for social security to encourage students to move from studying
to working life more quickly that at present, to shorten periods of unemploy-
ment, to make the acceptance of periodic employment profitable, to facilitate
the employment of the physically impaired, to delay retirement and to encour-
age those who are retired to participate in working life more than at present,
and to improve work productivity.

In its guidance to the committee, the Government stated that the national
pension is a long-term form of social security and that this must be taken into
account when determining the level and development of the national pension.
When developing the social security system, it is also necessary to assess how
the purchasing power of income transfers intended to cover costs will be main-
tained.

The Government has also stated that the fairness of social security legislation
must be improved, customers’ applications must be processed without delay, and
the application method must be made easier than at present. This will require
the fragmented social security legislation to be collated in a clear and coherent
package. In this context, the nature of the Social Insurance Institution of Fin-
land’s task as the payer of basic security and the periods required for process-
ing social security matters will also be reviewed.

The validity of the Act on Work Sharing has been extended by two years.
From 1996 to the end of 2007, more than 130,000 people had participated in
work sharing.

A study has been made of conditions for the employment of those whose
working capacity is impaired. The proposals contained in the study report will
be discussed in the Social Security Committee.

In addition, a review of the entire tax system and an identification of reform
needs is under discussion. The intention is to complete this work by the end of
2010, to ensure that citizens can make their choices in the 2011 parliamentary
elections on the basis of the various parties’ positions.

Wage formation

Pay systems have changed and the size of pay is nowadays based less com-
monly on years of employment alone. Particularly in the public sector, major



reforms of pay systems are under way. Assessment methods of work demands
and productivity have been taken into use. Work-time flexibility also increased
in 2007. Some 62 per cent of employees have an opportunity to accumulate and
save hours exceeding normal working hours to be used later for free time.

Following the expiry of the 2005-2007 collective agreement, employer and
labour organisations have made sector-specific collective agreements, of which
most have contained locally agreed wage increase provisions. In autumn 2008
discussions, led by the Prime Minister, will be held on safeguarding macroeco-
nomic stability in a situation where wages are agreed in a decentralised way.

The number of personnel funds grew in 2007 and at the end of the year the
register contained 54 funds with around 123,000 members. In 2007 a record
EUR 107.9 million was paid in profit bonuses. For the comprehensive reform of
the Personnel Fund Act, a tripartite working group has been appointed to pro-
mote the increased use of profit bonus schemes payable to all employees. The
right of personnel to participate in the administration of companies or coop-
eratives was clarified in the case of cross-border mergers and demergers within
the European Economic Area.

Flexicurity

The adaptation of European flexicurity principles to Finnish conditions will
be prepared by a tripartite Flexicurity Group. The working group’s term will
expire at the end of 2010.

The key aims of Finnish flexicurity are:
o Quickly from job to job - good conditions for continuing employment,

o from outside the labour force into work — putting labour resources and
expertise to better use, and

« high quality of working life - a key factor in extending working careers
and improving competitiveness.

According to flexicurity indicators, opportunities for use of flexible working
hours are, on average, significantly greater in Finland than in other EU coun-
tries. Similarly, the number of employees participating in education is, rela-
tively speaking, significantly higher than in EU countries on average. Meas-
ured with other flexicurity indicators, Finland is positioned around the aver-
age of the EU country average.

A study completed in 2007 gives a positive picture of the overall imple-
mentation of the model. Early intervention of the labour administration, acti-
vation of job-seeking and rapid utilisation of training measures are perceived
as particularly positive.

The Finnish flexicurity model is outlined in more detail in Appendix L.



4.3 Improving the balance between labour demand and
supply

At the same time as the availability of labour has tightened, structural unem-
ployment is appearing in many sectors. To remove matching problems, the
present and previous Governments have implemented numerous reforms.
The taxation on work has been eased, the incentive effect of benefit systems
improved, and conditions for the vocational and regional mobility of labour
improved.

An effort has been made to increase the labour supply through, for exam-
ple, measures to promote entrepreneurship and curb growth in labour costs,
tax cuts, increasing the household work deduction, and employment subsidies.
The position of low-paid older workers in the labour market has been improved
through a subsidy that lowers employer’s indirect labour costs. New measures
have been developed to alleviate sudden structural change. Cooperation between
administrative areas has also been increased in order to react to problems as
quickly as possible. A special appropriation was allocated to sudden structural
changes for the first time in the 2007 State budget.
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As the working age population declines, it is necessary to be able to predict
labour demand as well as possible and to take these estimates into account in
solutions relating the content and amount of training. Development work aimed
at improving the forecasting system for labour and training needs has been ini-
tiated in the form of a joint project of the employment and the economy admi-
nistration and the education authorities. In autumn 2008, a working group will
make the first proposals for the development of a forecasting system.

In 2007 employment offices were set the target of conducting the first job-
seeking interview within two weeks of individuals registering as job seekers.
In addition, a profiling model to help identify the risk of prolonged unemploy-
ment was introduced. The job-seeking interview assesses the job seeker’s ser-
vice needs, which accelerates the placement of job seekers on the open job mar-
ket and helps employment offices to evaluate the service needs of its customers
and to plan services and operating practices. Obligatory job assignments for job
seekers were increased in 2007.

The 2009 budget proposal includes measures to improve matching. The
number of student places in basic vocational education will be increased in 2009,
particularly in the Helsinki Metropolitan Area and in other population growth
centres. At the same time, steps will be taken to target basic vocational educa-
tion regionally according to age group development, so that supply corresponds
to the needs of each region’s young people and labour market.

A vocational adult education reform project (AKKU) is under way. Further-
more, adult education is being revamped via the NOSTE programme. Informa-
tion and guidance services, e.g. electronic services particularly for information
purposes, will be developed through ESF measures in the period 2007-2013
Structural Fund period.

To secure the availability of labour and to curtail the development of social
exclusion, some of the places in basic vocational education and in preparatory
training for vocational education will be directed towards immigrants, and
information and guidance tailored particularly for young immigrants in upper-
stage comprehensive school and thereafter will be enhanced.

Labour mobility has been supported by, among other things, expanding the
right to deduct commuting expenses and by introducing a discretionary grant for
removal expenses, up to maximum of EUR 700, from the beginning of 2007.

In the 2009 budget proposal, part of the appropriations earmarked for the
expansion of the low-pay subsidy are allocated to support the solution of labour
market matching problems. To promote the employment of immigrants who
move to Finland in adulthood and who are resident in Finland, the supply of
training implemented through educational establishments as well as apprentice-
ship-type and work-oriented arrangements will be increased from 2009.

One of the most successful ESF projects of the previous structural fund
period was the SPECIMA project, which focused on accreditation training
for highly educated immigrants. Accreditation training will be continued to



improve the availability of labour (e.g. doctors, dentists, pharmacists, nurses
and other care staff).

The Act on the Contractor’s Obligations and Liability When Work is Con-
tracted Out (Contractor’s Liability Act) entered into force at the beginning of
2007. The purpose of the Act is to prevent adverse effects arising to companies
from the black economy and unhealthy competition, and to ensure at the same
time that subcontractors and labour hire agencies adhere to employer obliga-
tions.

Reductions in unjustified fixed-term employment relationships were pur-
sued through amendments to the Employment Contracts Act and legislation
relating to occupational health and safety. The aim is that employers should
consider more carefully the justification for the fixed-term nature of an employ-
ment contract and that employees should be better informed about this justi-
fication. The means of supervision available to occupational health and safety
authorities were increased.

Employment protection legislation has been completely reformed since the
turn of the millennium. The Employment Contracts Act, which entered into
force in 2001, lays down provisions on redundancy and termination princi-
ples, procedures relating to the ending of employment, and the consequences
of illegally ending an employment relationship. The Act on Cooperation with
Undertakings, which entered into force in 2007, lays down provisions on the
procedures that the employer must follow when giving notice of termination to
employees on production and financial grounds.

The establishment of the Ministry of Employment and the Economy facili-
tated better regionalisation and implementation of measures relating to the qual-
ity of working life via the Employment and Economic Development Centres.
Quality of working life and the simultaneous improvement of productivity are
now part of the training directed at regional government business advisors. The
training is implemented on the basis of tripartite cooperation.

Discontinuing the Transition Period Act in 2006 and permitting the free
movement of labour from Bulgaria and Romania after their accession to the EU
in 2007 increased foreigners” opportunities to work temporarily in Finland.
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5 Regional development and
support of structural fund
policy for finland’s national
reform programme

The state of regional development

The development of the regions has been reasonably balanced. The central
areas of several regions have developed positively, and production and employ-
ment have improved significantly. Moreover, mass migration has evened out
between regions , even though rapid economic growth has slightly increased
migration towards the major population centres. Of the regions, those that
have done best are the strong growth areas such as Uusimaa, South-West
Finland and Pirkanmaa, but smaller regions such as Central Finland, North
Ostrobothnia and Ostrobothnia have also done well. Despite a relatively sim-
ilar development picture between the regions, within them strong local dif-
ferences are evident, particularly between the regional centres and their sur-
rounding districts. Population ageing and the municipalities’ financial prob-
lems will reinforce this development trend.

Employment development as been regionally balanced. Unemployment has
fallen in all regions and subregions. Unemployment has fallen fastest in a number
of high-unemployment subregions, which is in turn is due to a decline in labour
caused by ageing. The labour force in Eteli-Savo, Lapland and South Karelia has
already begun to decline as a result of ageing and migration losses.

Strengthening retirement of labour will reduce regional labour resources
and slow business development opportunities. The working age population
in a number of areas has already begun to fall due to ageing and migration
losses and this trend will strengthen in the next decade or so. Nevertheless, the
working age population is still growing in around 25 subregions and popula-
tion forecasts indicate that the working age population still be growing in 15
subregions in 2020.



National regional policy priorities

The priorities of the national regional policy were adjusted in December 2007,
when the Government decided on the national regional development tar-
gets for 2007-2011. The decision specified the key guidelines and measures by
which the Government intends to achieve the set targets during the planning
period.

The regional policy priorities are industrial and entrepreneurial activities,
expertise and labour, and services and networking. The objective is to strengthen
the regions’ national and international competitiveness and economic growth,
promote the expertise of regions, improve their strengths and specialisations,
encourage cooperation between actors and inter-regional networking, and
develop the quality of the living environment.

A further objective is create a regional structure based on strong regions
and an eflicient city network, which will strengthen the vitality of urban and
rural areas and facilitate more uniform economic growth and employment
throughout Finland.

In accordance with the target decision, the key priorities of regional develop-
ment for 2007-2011 are as follows:

o Strengthening regions’ national and international competitiveness.

« Strengthening the vitality of regions and reducing regional development
differences.

« Solving the special challenges of regions.

One part of the target decision is strengthening the regional development
system and the more efficient and effective targeting of its resources. The key
measures include preparing a long-term strategy for regional development up to
2020, updating ministries’ regional strategies, simplifying the regional develop-
ment programme structure, implementing a comprehensive reform of regional
government, merging the State’s regional government authority performance
negotiations and the regional programme implementation plan negotiations
into a single entity, defining regional funding, regionalising State functions,
and developing the forecasting and evaluation of various measures.

Moreover, the municipalities’ role as very significant implementers on a
practical level of public service measures, such as measures relating to educa-
tion, health care and the operating environment for businesses, is also of prime
importance for the success of regional policy.



Support of Structural Fund Policy for Finland’s National Reform Programme

In the period 2007-2013, Finland will receive around EUR 1,716 million in
structural fund subsidies, which is approximately one fourth less than in the
previous period. Together with national funding, a total of EUR 3,726 million
of public funding is committed to structural fund programmes, which will be
used to implement the Regional Competitiveness and Employment target as
well as the Regional Cooperation in Europe target (incl. ENPI).

A total of EUR 1,596 million is available for regional competitiveness and
employment measures, of which the European Regional Development Fund
(ERDF) contribution is EUR 977 million and the European Social Fund (ESF)
contribution is EUR 618 million. The ERDF contribution to Regional Coopera-
tion in Europe measures is EUR 120 million.

Finland’s national structural fund strategy is to strengthen national and
regional competitiveness, employment and well-being. In accordance with the
strategy, the objective of the structural fund period is to promote expertise, tech-
nology, regional competitiveness and employment, and secure skilled labour in
each priority area. The priorities of the strategy are:

o Promoting business and enterprise (ERDF),

o promoting innovation and networking , and strengthening competence
structures (ERDF),

o expertise, labour, employment and entrepreneurship (ESF), and

o improving the accessibility and operating environment of the regions
(ERDF).

A preliminary estimate indicates that overall around 88 per cent of the
available funding from the Structural Fund will be used directly for measures
in accordance with the Lisbon goals. The highest portion is in the Mainland
Finland action plan, in which around 96 per cent of measures are directly in
accordance with the Lisbon goals. In regional ERDF action plans the portion
varies by programme, with the average being around 80 per cent. In addition,
other measures will clearly be linked to supporting measures in accordance
with the Lisbon strategy and this will indirectly promote the achievement of
the Lisbon goals.

ERDF action plan appropriations will be allocated more than in the past to
supporting key business activity and clusters of expertise in terms of regional
development and competitiveness as well as to projects promoting regionally
more comprehensive expertise, innovation and networking. The key aim of the
plans is to promote business and enterprise as well as innovation, networking
and expertise structures. A preliminary estimate indicates that at least 80 per
cent of the available ERDF funding will be directed to measures in accordance
with these priorities.



In the development of business competitiveness and expertise, the focus will
particularly be on new companies with a desire and potential to grow and on
their capacity to commercialise new innovations. In addition, conditions for
companies to participate in various cooperation networks - regional, nationally
and internationally — will be promoted.

Innovation and expertise will be supported, for example by strengthening
transfers of technology and expertise as well as product development services.
Similarly, innovation services specialised in commercialisation will be developed,
and company-oriented projects to develop innovation and competitiveness will
be initiated in areas of expertise important for regional development. Funding
will be used, among other things, for supporting key joint projects for the
development of projects created via centre of expertise and regional centre
programme innovation networks as well as for promoting networked clusters
of expertise.

A characteristic feature of structural fund programmes for the 2007-2013
programme period is their thematic content. In the regional ERDF programmes
the aim is to develop clusters of expertise based on regions’ own strengths and
competencies as well as to link up with other regions’ clusters of expertise for
their mutual benefit. The Mainland Finland ESF action plan is characterised
by theme-specific national coordination. Thematic entities are implemented in
development projects throughout Finland coordinated on a national level. They
are cross-administrative, strategic and goal-oriented entities consisting of several
projects. National development projects are linked to the different priority areas
of the programme and cover, for example, the promotion of entrepreneurship
and employment, and the development of expertise.

The Government approved both the National Structural Fund Strategy and
the related action plans in February 2007. The Commission approved the plans
in autumn 2007, after which the implementation of the plans could be initiated
in full. Before this, project decisions could be made from June 2007 for company
projects in ERDF action plans (Priority 1: Promoting business and enterprise).
During summer 2008, implementation has become more active and the regions
have many project awaiting final project decisions.



APPENDIX |

The finnish flexicurity model

The adaptation of European flexicurity principles to Finnish conditions will
be prepared by a tripartite Flexicurity Group. The working group’s term will
expire at the end of 2010. The objective is a common understanding of dif-
ferent parties on the principles by which working life and legislation will be
developed. The work will be coordinated with the committees and working
groups currently reviewing the comprehensive reform of social security, the
comprehensive reform of adult education and the improvement of labour mar-
ket matching.

The key aims of the Finnish flexicurity model are:

« Quickly from job to job - good conditions for continuing employment,

« from outside the labour force into work - putting labour resources and
expertise to better use, and

« high quality of working life - a key factor in extending working careers
and improving competitiveness.

Input indicators for flexicurity measures

The flexicurity input indicators used are: the opportunity for workers to utilise
flexible working hours, public funding (% GDP) used for education, and fund-
ing available for active labour market measures and unemployment security
for those seeking gainful employment (= unemployed + reserve of labour). In
Finland the values are close or slightly above the EU15 average, with the possi-
bility to utilise flexible working hours significantly above the EU15 average.



Flexicurity input indicators

Opportunity to use flexible working hours 2004
(% employees)

Active labour policy expenditure 2005, |
2005, 2005, 2006 (in relation to those ¢
seeking gainful employment) )

Public education expenditure
2004, 2005 (% of GDP)

= = = Firstyear
m— Second year

Unemployment security expenditure 2005, 2006
(in relation to those seeking gainful employment)

The EU 15 average is second ring in the diagram

Indicators describing flexicurity measures

The indicators describing the flexicurity process are as follows: the proportion
of employees working in permanent employment or voluntarily in fixed-term/
part-time employment (the proportion of ‘good” employment relationships in
all employment relationships), the proportion participating in training, the
proportion participating in labour policy activation measures, and the propor-
tion receiving unemployment benefit of all those seeking gainful employment.
In Finland the proportion of workers participating in training is significantly
higher than the EU15 average, while the number participating in labour policy
activation measures is slightly lower than the EU15 average.



Indicators describing flexicurity measures

Proportion of those working in permanent or
voluntarily in fixed-term/part-time employment
2005, 2006 (%)

Proportion receiving unemployment Proportion participating in
benefit of all those seeking gainful training (%) 25-64-year-olds
employment 2005, 2006 2005, 2006

= = = Firstyear
m— Second year

Proportion participating in labour policy activation measures
of all those seeking gainful employment 2005, 2006

The EU 15 average is second ring in the diagram

Quickly from job to job — good conditions for continuing employment

Employment protection legislation has been completely reformed since the
turn of the millennium. The Employment Contracts Act, which entered into
force in 2001, lays down provisions on redundancy and termination principles,
procedures relating to the ending of employment, and the consequences of
illegally ending an employment relationship. The Act on Cooperation within
Undertakings, which entered into force in 2007, lays down provisions on the
procedures that the employer must follow when giving notice of termination
to employees on production and financial grounds.



Employment protection provisions also include provisions relating to employ-
ment operating practices. Employment contracts valid until further notice are
the main type of employment relationship, but entering into fixed-term con-
tracts is permitted when there is a justified reason, referred to in law, arising
from the nature of the task or from the employer’s operations. Agency hire of
labour and use of subcontractor work are therefore possible employment oper-
ating practices. Legislative reforms of recent years have been aimed at pre-
venting unhealthy competition through terms of employment and at putting
employers in a mutually equal position.

Incentivising tax, social security and pension systems are an important part
of flexicurity. The aim of the social security reform currently under way is to
take into account fragmented and diversified forms of work as well as social
security in the zone between entrepreneurship and employment so that it is
always advantageous to work.

The key elements of the flexicurity element are unemployment security and
an active labour policy. The objective is that employees who lose their jobs are
employed again quickly (from job to job).

The objective of change security, introduced in 2005, is to accelerate the re-
employment of workers who lose their jobs for production or financial reasons
by tightening cooperation between employers, workers and the labour admin-
istration in such cases. The key objective is to re-employ workers as quickly as
possible with a new employer. This objective is pursued by offering employment
services during the employee’s period of notice.

The Ministry of Employment and the Economy and labour market organi-
sations are currently cooperating in developing change security. Plans will be
prepared for all regions and localities to make provision for sudden structural
changes. Efforts will be made to improve the opportunities for employees of
SME:s in particular to participate in training before their employment finally
ends. Workforce training implemented in cooperation with companies will be
increased.

A study completed in 2007 showed that the change security model has
worked relatively well. The overall picture of the implementation of the model
is positive. Early intervention of the labour administration, activation of job-
seeking measures and rapid utilisation of training are perceived as particularly
positive. The biggest problems relate to publicising the model and to skills def-
icits as well as the readiness of both employers and employees to take advan-
tage of change security. These aspects in particular will be taken into account
a change security is developed.



From outside the labour force into work — putting labour resources and expertise to better
use

Incentivising unemployment security combined with an effective active labour
policy plays a key role in preventing structural unemployment. Opportunities
for those who are on disability pension to try and return to working life will be
pursued as part of the comprehensive reform of social security.

Employers operating in Finland are relatively free to employ labour from
abroad. The functioning of the labour market can be promoted by improving
conditions for recruitment from abroad. At the same time, efforts will be made to
ensure that the terms of employment applied in the labour market are in accord-
ance with legislation and sector-specific collective agreements. The Contractor’s
Liability Act, which entered into force in Finland in 2007, imposes a duty on
companies who use foreign labour to ascertain that the contracting party offer-
ing labour fulfils its employer’s obligations in relation to the authorities and its
workers. Particular attention will be paid to the effectiveness of the Contrac-
tor’s Liability Act when monitoring its application in practice. It is essential to
improve the security experienced both by different groups within the labour
market and by workers who are outside the labour market.

High quality of working life — a key factor in extending working careers and improving
competitiveness

Developing workplaces in order to improve their innovation capacity and pro-
ductivity is part of the Finnish flexicurity model. Labour legislation and col-
lective bargaining now provide broad opportunities to agree terms of employ-
ment, such as working hours and other organisation of work, also taking into
account the flexibility and security needs of parties on the local level.

In addition to legislation and agreements, operating practices and work-
place culture, such as management and work organisation, have an impact on
flexibility and security. In order for it to succeed, flexicurity requires parties to
prepare for and anticipate changes.

The working age population is already extensively involved in adult educa-
tion. In the comprehensive reform of adult education currently under discus-
sion, it is important from the perspective of flexicurity that training is offered
more widely also to groups which are outside the core labour force, such as the
unemployed and those returning to working life from household work and
retirement, and that the personnel of companies of all sizes have equal oppor-
tunities to participate in developing their skills.

Due to the changing age structure of the population, the significance of
the quality of working life and innovations is growing in the promotion of
employment and work productivity. Working hours and the pay received for



working are just as important, but alongside them employees are increasingly
interested in work-quality factors such as working conditions, working auton-
omy, opportunities to exert an influence in work and the challenging content
of work. New flexible forms of work organisation often require an increase in
workplace training.

The opportunities for Finnish employees to influence the organisation of
their work are good by European standards. The number of employees who
discuss their work performance with their supervisors is high compared with
a number of EU countries.

The establishment of the Ministry of Employment and the Economy at the
beginning of 2008 facilitated better regionalisation and implementation of meas-
ures relating to the quality of working life via the Employment and Economic
Development Centres. Quality of working life and the simultaneous improve-
ment of productivity are now part of the training arranged for regional gov-
ernment business advisors. The training is implemented on the basis of tripar-
tite cooperation.
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