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Adrift and searching
for direction:

the international
business cycle remains
unpredictable

Toward the end of last year, the Finnish economy returned
to modest growth, supported by the long-awaited recov-
ery in domestic demand. Private investment and house-
hold consumption picked up in the second half of the
year, improving growth prospects for early this year. Even
so, average economic growth for the year as a whole re-
mained subdued at 0.2 per cent, according to preliminary
data. Asin 2023 and 2024, external demand was the main
driver of growth. The contribution of public demand faded
to zero over the course of last year. Given the need for fis-
cal consolidation, no major change is expected over the
forecast horizon. Within private investment, construction
showed the first signs of recovery, as the steep downturn
of 2023-2024 appeared to have come to an end.

We expect the economy to grow by 0.9 per cent this
year. This is 0.5 percentage points lower than in our au-
tumn forecast. Unpredictable policy actions by the Unit-
ed States have sharply increased global uncertainty,
weighing on this year's growth outlook despite the more
encouraging developments seen toward the end of last
year. A further escalation of the war involving Iran into a

Growth once again faces international headwinds.

The growth forecast has been revised downward
since autumn, but we do not expect a recession.

Private consumption and investment are sustaining
growth.

The weak state of public finances is persistent and
will not improve over the forecast period.
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broader regional conflict would pose an even greater risk
to the global economy. A prolonged, multi-country war
would push oil prices permanently higher, disrupt sup-
ply chains, and increase both prices and interest rates. If
these risks were to materialise, growth in Finland and the
euro area could stall this year.

In 2027 and 2028, economic growth is expected to ac-
celerate to 1.2 and 1.5 per cent, respectively. The forecast
for next year has been revised downward by 0.3 percent-
age points because of the prolonged instability in the inter-
national environment. Since early 2022, the Finnish econ-
omy has been hit by a series of external shocks that have
made households and firms increasingly cautious. Rus-
sia's war of aggression in Ukraine, now in its fifth year, and
the prolonged conflicts in the Middle East have at different
times driven up interest rates and unemployment, as well
as fuel and electricity prices. Economic decision-making
has become more difficult, as reflected for example in the
long stagnation of the housing market. In uncertain times,
firms and households postpone investment.

At the same time, the current international situation
also leaves room for positive surprises. A swift end to

DEMAND AND SUPPLY

2025
Bill. EUR

Gross Domestic Product 280.6
Imports 115.2
Total supply 395.8
Exports 118.8
Consumption 215.6
private 142.4
public 731
Investment 61.3
private 48.8
public 12.5
Total demand 395.8

the war involving Iran would likely give growth a modest
boost by easing uncertainty and lowering market inter-
est rates. Foreign trade would strengthen as demand for
Finnish investment goods increased. An end to Russia’s
war of aggression would bolster household confidence
in Finland and improve the economic outlook, especially
in Eastern Finland. Although the end dates of these wars
remain difficult to predict, the steady stream of negative
news in recent years should not obscure the possibility
of a more positive outcome.

OUTLOOK FOR THE NEXT FEW YEARS

So far this year, the global economy has been at the mer-
cy of great power politics. The rapidly shifting operating
environment has heightened uncertainty about the world
trade outlook. Even so, we expect the major economies
to continue growing over the forecast period. The Unit-
ed States benefits from strong domestic demand and
investments in artificial intelligence. The euro area is suf-
fering from disruptions in oil and natural gas supplies,
but the impact on growth is likely to remain moderate.

2025 2026f 2027f 2028f
Percentage change in volume (%)
0.2 0.9 1.2 1.5
1.7 3.5 2.5 2.4
0.6 1.7 1.6 1.7
3.4 2.0 2.3 2.0
-0.2 0.6 0.7 1.4
0.2 1.0 1.4 2.0
-0.2 -0.2 -0.5 0.0
0.8 5.1 3.1 2.6
04 2.7 4.6 3.5
2.4 14.6 -2.0 -0.6
0.6 1.7 1.6 1.7

Source: Statistics Finland, Labour Institute for Economic Research LABORE.
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China has again shown its flexibility by redirecting ex-
ports to other markets in response to U.S. trade policies.
However, the conflict in the Middle East is creating risks
to the availability of oil imports from the Middle East,
which poses a downside risk to Chinese growth.

According to data for February, the unemployment
rate stood at 10.5 per cent. Unemployment has risen in
recent years because more people have become unem-
ployed both from employment and, in particular, from
outside the labour force. This reflects the weak state
of the economy, cuts in the public sector, and govern-
ment measures that have increased labour supply. At the
same time, the number of employed people has declined
but remains at a reasonably solid level. The unemploy-
ment figures therefore paint a somewhat darker cyclical
picture than the broader reality. We expect unemploy-
ment to start falling during this year and to remain at 9.7
per cent over the forecast period. We also expect labour
productivity to improve as the cyclical recovery gathers
pace. Output per hour worked is set to rise faster than
before, supporting overall economic growth.

Inflation slowed to 0.2 per cent last year as energy
prices and interest rates declined. Measured by the har-
monised index of consumer prices, inflation was 1.8 per
cent, as this measure excludes owner-occupied housing
and interest costs. Inflation forecasting is currently sub-
ject to exceptional uncertainty because of fluctuations in
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oil prices. We expect national inflation to rise to 1.9 per
cent this year, driven above all by higher energy prices.
We do not anticipate a repeat of the inflation spike seen
in 2022-2023. Instead, inflation is expected to remain
close to, but slightly above, 2 per cent in 2027 and 2028.

Investments will grow above all because of fighter
aircraft purchases recorded this year and next. We also
expect construction investment to recover gradually.
Residential construction is likely close to its trough, while
data-centre-related building projects have expanded rap-
idly. Investments in R&D will also increase over the fore-
cast period, supported by additional public funding and a
tax incentive targeted at the private sector. We forecast
investment growth of 5.1 per cent this year, 3.1 per cent
in 2026, and 2.6 per cent in 2027.

Finland’s public finances are unlikely to improve in the
near term. Deficits and the pace of debt accumulation
will remain high for several more years. Spending pres-
sures are being driven by healthcare and long-term care
costs related to population ageing, pensions, higher in-
terest expenditure, and the growing need for defence in-
vestment arising from the security situation. At the same
time, economic growth is too weak to strengthen the rev-
enue base sufficiently. This year, the ratio of public debt
to GDP will exceed 90 per cent, placing Finland above the
EU average. [
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