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Euro area monetary policy remains accommodative and
conducive to higher inflation
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Euro area growth and price outlook

Eurosystem’s December projection (cf. ECB’s September projection)

» GDP
= 2017: 2.4% (+0.2)
= 2018: 2.3% (+0.5)
= 2019: 1.9% (+0.2)
= 2020: 1.7%

= Inflation
= 2017: 1.5% (unchanged)
= 2018: 1.4% (+0.2)
= 2019: 1.5% (unchanged)
= 2020: 1.7%

Economic growth and the price outlook are based on the assumption of a continuation of
the strongly accommodative monetary policy throughout the forecast horizon.
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Monetary policy still accommodative

Erkki Liikanen

Monetary policy will remain accommodative until the
Governing Council sees a sustained adjustment in the path of
inflation consistent with its inflation aim.

Net asset purchases will be made at a monthly pace of EUR 30 billion
from January 2018 until the end of September 2018.

The net asset purchases may be continued beyond September 2018 if
the Governing Council does not see a sustained adjustment in the path
of inflation consistent with its aim without the support of monetary
policy.

After the end of the net asset purchases, the Eurosystem will reinvest
the principal payments from maturing securities purchased under the
APP which contributes to the accommodative monetary policy stance.

The ECB Governing Council continues to expect key ECB interest rates
to remain at their present levels for an extended period of time and well
past the horizon of the net asset purchases.
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Finnish economy: Growth potential and public finances
need further strengthening
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The current news on the Finnish economy is positive, and
the outlook has improved

= Growth has continued and is now more broadly based than before

= Exports and corporate investment are both growing, in addition to
household demand

= The employment rate has gradually risen and the general government
deficit shrunk

=  Cost-competitiveness has taken a turn for the better
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The objective should be ambitious

= The economy is still struggling to rise from a level weakened by many
years of sluggish developments

= Need to strengthen
— Growth potential
— Outlook for public finances
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Fiscal deficit has diminished, but sustainability is still not
ensured
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Public finances remain in deficit

General government net lending
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Percent of GDP

\

\

1 \
\
\

-1 — P S = =
D /\ yal
3 \ /
N~
4
2001 2003 2005 2007 2009 2011 2013 2015 2017 e2019

Sources: Statistics Finland, European Commission, and Bank of Finland (forecasts).
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Fiscal sustainability gap still 3% of GDP, as the ratio of the

elderly to working-age population grows
Old-age dependency ratio
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Structural reforms can improve fiscal sustainability

= Pension reform of 2015 improved fiscal sustainability

= Reform of social and health care services can significantly affect the
outlook for public expenditure growth

= Raising the employment rate
— Employment rate plays a central role in improving fiscal sustainability
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Males born in the 1980s may have lower labour force
participation than those born earlier

Estimated effect of year of birth on labour force
participation, regression coefficient
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Cost-competitiveness has taken a turn for the better

Agreements during the next few months and years will
affect the outlook for growth and employment
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Developments in the open sector of the economy were
subdued until 2016

—Balance of trade in goods and services (left scale)

Export market share (right scale)
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Wage agreements for 2018 and 2019 have important effects

Unit labour costs adjusted for changes in terms of trade*
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Economics provides knowledge of means, not ends
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Knowledge derived from research can be utilised when
planning structural and cyclical policies

= Broad goals for society rest in part on value judgements. Decisions made
by elected officials

= Economic research can help us

— know how to reach goals set for society with maximal efficiency and
minimal costs

— understand past developments in the economy and analyse current
problems

= An important plan to found a new economics institute in Finland
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Jean Tirole: “Economics for the Common Good”

= Jean Tirole was awarded the Nobel price in economics in 2014

= Tirole told he had to reply to questions such as: What is economics, and
how can it improve welfare? His reflections resulted in a book (2016, 2017)

= Tirole describes areas where economics has created tools that can be
used to solve common problems

— What are the weights of the state and the market? What is the role of independent institutions?
What are the most effective tools in the battle against climate change? What kind of incentives

can support reaching common goals, and when can they turn against them? Inequality: how to
measure it, analyse reasons for it, and propose ways to deal with it?

= Tirole also writes about restrictions in the role of a research economist

— The media is not a natural place for a researcher. Their perceived uncertainty supports their
interest in making research. Arguments in favour and against, “two-handed economist”.

— Unfortunately, reseachers sometimes present in public such arguments that they would never
dare to defend in a scientific seminar, or would correct them soon.
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Conclusions

= Near-term outlook brighter than last summer

= Now essential to improve the longer-term outlook for growth and public
finances
— Raising the employment rate
— Improving the conditions for productivity growth

= Important that the young are able to enter the labour market
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Erkki Liikanen

Thank you!

Suomen Pankki — Finlands Bank — Bank of Finland

Unrestricted

20



	Growth potential and public finances need further strengthening
	Euro area monetary policy remains accommodative and conducive to higher inflation
	Euro area growth and price outlook�Eurosystem’s December projection  (cf. ECB’s September projection)
	Monetary policy still accommodative
	Finnish economy: Growth potential and public finances need further strengthening
	The current news on the Finnish economy is positive, and the outlook has improved
	The objective should be ambitious
	Fiscal deficit has diminished, but sustainability is still not ensured
	Public finances remain in deficit
	Fiscal sustainability gap still 3% of GDP, as the ratio of the elderly to working-age population grows
	Structural reforms can improve fiscal sustainability
	Males born in the 1980s may have lower labour force participation than those born earlier
	Cost-competitiveness has taken a turn for the better��Agreements during the next few months and years will affect the outlook for growth and employment
	Developments in the open sector of the economy were subdued until 2016
	Wage agreements for 2018 and 2019 have important effects
	Economics provides knowledge of means, not ends
	Knowledge derived from research can be utilised when planning structural and cyclical policies
	Jean Tirole: “Economics for the Common Good”
	Conclusions
	Thank you!


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /All

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (Coated FOGRA27 \050ISO 12647-2:2004\051)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType true

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize false

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness false

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages false

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages false

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages false

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<

    /ENU ([Based on 'Kirjapaino'] [Based on '[High Quality Print]'] Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /BleedOffset [

        0

        0

        0

        0

      ]

      /ConvertColors /NoConversion

      /DestinationProfileName ()

      /DestinationProfileSelector /NA

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure true

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MarksOffset 8.503940

      /MarksWeight 0.250000

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /NA

      /PageMarksFile /RomanDefault

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /LeaveUntagged

      /UseDocumentBleed false

    >>

    <<

      /AllowImageBreaks true

      /AllowTableBreaks true

      /ExpandPage false

      /HonorBaseURL true

      /HonorRolloverEffect false

      /IgnoreHTMLPageBreaks false

      /IncludeHeaderFooter false

      /MarginOffset [

        0

        0

        0

        0

      ]

      /MetadataAuthor ()

      /MetadataKeywords ()

      /MetadataSubject ()

      /MetadataTitle ()

      /MetricPageSize [

        0

        0

      ]

      /MetricUnit /inch

      /MobileCompatible 0

      /Namespace [

        (Adobe)

        (GoLive)

        (8.0)

      ]

      /OpenZoomToHTMLFontSize false

      /PageOrientation /Portrait

      /RemoveBackground false

      /ShrinkContent true

      /TreatColorsAs /MainMonitorColors

      /UseEmbeddedProfiles false

      /UseHTMLTitleAsMetadata true

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



