Budget review 2016

MINISTRY OF FINANCE

Budget review 2016

Ministry of Finance publications — 34¢/2015

Economic Policy




Table of Contents

Economic outlook . . . . . ... 3
Government economic policy line . . . . . .. ... Lo 5
Key projects . . . . . . . . 7
Budget figures for 2016 . . . . . . . . . .. 9
Local government finances . . . . . . . . ... 14
Central government EU revenue and expenditure in 2014-2016 . . . . . . . . . . .. 17
Excerpts from the budget proposal . . . . . . . ... .. 19
Inquiries . . . . . L 28
Reading instructions and printable version . . . . . . . .. ... ... ... ... 29



Economic outlook

Recent news about the global economic out-
look has again highlighted cause for concern.
Growth prospects in China have deteriorated
further, and the Russian economy remains
on a downward course. On the other hand,
many of Finland’s major trade partners have
seen healthy economic development. It is
predicted that the US economy will reach
growth of almost 3 % over the next couple
of years, and in the UK economic growth is
broadly based. The euro area, too, is back on
a track of moderate growth. The monetary
policies conducted by central banks remain
supportive of growth. Lower energy prices,
and oil prices in particular, are good news
for the growth prospects of energy-intensive
economies such as Finland.

The Finnish economy is in an extremely dif-
ficult situation. The economy has declined
for the past three years, and will show virtu-
ally no growth in 2015. Over the next couple
of years, too, economic growth will be slower
than in our competitor countries. The annual
growth forecast for 2016 is 1.3 % on the back
of favourable investment trends.

Employment trends in early 2015 have been
weak and the average annual unemployment
rate is predicted to come in at 9.6 %. In 2016
it is expected that the numbers employed in
the labour market will start to edge up with
the slight improvement in the cyclical situa-
tion, but the unemployment rate will remain
high. Consumer prices will accelerate, but
inflation will still remain moderate at around
one per cent in 2016.

Development of national economy
September 2015 forecast

2012 2013% 2014 2015**  2016** 2017**
GDP at market prices (EUR billion) 200 203 205 206 n2 ns
GDF, change in volume (%) 1.4 <11 -0.4 0.2 1.3 1.4
Unemployment rate (%) 7.7 8.2 8.7 9.6 9.4 9.1
Employment rate (%) 69.0 68.5 68.3 67.9 68.2 6B.4
Consumer price index (%) 28 1.5 1.0 -0.1 1.1 1.5

Long-term interest rate (10-year bonds) (%) 1.9 1.9 1.4 0.7 1.0 1.5

Download table in PDF-format.!

Public finances to remain in the

red

General government in Finland consists of
central government, local government, earn-
ings-related pension funds and other social
security funds.

Persistent cyclical weakness coupled with
long-term structural problems have driven
Finland's general government finances into a
permanent state of deficit during the current
decade. It is expected that general govern-
ment will remain in deficit until the end of
the decade, although substantial adjustment
will help to reduce the amount of deficit.

In recent years the Finnish economy’s growth
prospects have been adversely affected by
ongoing industrial restructuring. Economic
growth prospects in the years ahead are fur-
thermore undermined by the declining popu-
lation of working-age people. The challenge
of balancing public finances is further com-
pounded by population ageing, which is driv-
ing up pension expenditure as well as health
care and long-term care costs.

The growth of age-related expenditure is un-
dermining the budgetary position of general

http://verkkojulkaisut.vm.fi/wp-content/uploads/2013/09/Kansantalouden-kehitys3.pdf



government to such an extent that if tax
rates remain unchanged and if the foresee-
able economic development remains within
normal range, general government revenue
will not suffice to cover general government
expenses. Without corrective measures, pub-
lic debt to GDP is at risk of spiralling out of
control. The Ministry of Finance's current
estimate is that this so-called sustainability
gap is currently around 3.5 % of GDP. This
is about one percentage point lower than the
spring 2015 estimate, which is mainly ex-
plained by the fact that the current estimate
takes into account the adjustment measures
set out in the Government Programme.

General government finances
Key figures measured in terms of national accounting in ratio te GDP, percent

2012 2013 2014* 2015*% 2016** 2017**

Taxes and social security contributions (% of GDP) 492.7 43.8 439 445 442 43.9

General government expenditure (% of GDP) 56.1 576 58.3 58.8 58.2 57.6
Net lending (% of GDP} 21 25 33 34 28 24
— central gavernment 36 36 39 31 28 26

- 07 0a 08 16 8

24 18 1 1.0 1. i
— 02 00 0.3 05 03 0.2
General government debt (% of GDP) 529 556 593 626 643 658
Central government debt (% of GDP) 42.0 44,3 46.4 48.7 49.9 51.2

Download table in PDF-format.2
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Government economic policy line

The objective of Prime Minister Juha Sipila’s
Government is to bring the Finnish economy
to a path of sustainable growth and increas-
ing employment, and to secure the funding of
public services and social security. The Gov-
ernment is committed to a restructuring pro-
gramme that will promote employment, en-
trepreneurship and economic growth. Steps
will be taken to improve conditions for busi-
ness and incentives to work, coupled with in-
vestments in new opportunities for sustain-
able growth.

According to the Government Programme ef-
forts to rebalance public finances will begin
immediately. The growth of public debt to
GDP will be halted by the end of the gov-
ernment term and no further debt will be in-
curred after 2021. During its term in office
the Government is committed to making the
savings and restructuring decisions that are
necessary to cover the EUR 10 billion sus-
tainability gap. The focus of taxation will be
shifted from taxing labour and entrepreneur-
ship towards environmentally and health mo-
tivated taxation. The total tax rate will not
increase during the parliamentary term.

The Government has agreed on a consoli-
dation programme to strengthen public fi-
nances. The measures under this programme
cut across all sectors of society and will af-
fect all people. At the same time, realloca-
tions will be made to increase the guaran-
tee pension, to improve child welfare and to
strengthen society’s internal and external se-
curity.

The Government will launch a reform pro-
gramme to achieve the strategic objectives
set for the government term. By the end of

2018, a one-off investment of EUR 1.6 bil-
lion will be made to support key government
projects and to reduce the repair debt.

The Government was disappointed in its ef-
forts to negotiate an inclusive social contract.
Despite the collapse of these negotiations the
Government is determined to persist with its
efforts to improve Finnish competitiveness,
and on 8 September 2015 announced a series
of exceptional measures to be put in place
to reduce unit labour costs by 5 % and to
strengthen employees’ redundancy security.
Prime Minister Sipila will submit to Parlia-
ment a government statement on the pro-
posed plans for increasing competitiveness by
the end of September 2015.

Fiscal policy rules

General government fiscal targets are gov-
erned by national and EU regulations, partic-
ularly the Growth and Stability Pact, which
requires that Member States maintain struc-
tural balance in general government and
avoid excessive deficits and government debt.

In 2014 the national accounts deficit in gen-
eral government exceeded the 3 % thresh-
old set out in the Treaty on the Functioning
of the European Union. The threshold will
be exceeded in 2015 as well. According to
the Ministry of Finance's September forecast
the adjustment measures for 2016 decided
by the Government, when implemented in
full, will be enough to bring the general gov-
ernment deficit below the 3 % threshold in
2016. In other words Finland will be in com-
pliance with the deficit criterion, as antici-



pated by the European Commission in June
2015. Finland’s public debt will exceed the
60 % limit in 2015 and the debt criterion
will be breached from 2016 onwards. How-
ever this does not in itself trigger an excessive
deficit procedure.

Government policy is also informed by the
medium-term objective (MTO) set for the
structural balance of public finances, which
is a deficit to GDP ratio of no more than
0.5 per cent. The Government has agreed
on binding budgetary balance targets for in-
dividual general government sectors in order
to ensure that the MTO is met.

Central Government Debt
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Key projects

The Government Programme identifies five

key strategic objectives.  These are to
strengthen employment and competitiveness;
to develop knowledge and education; to
promote health and well-being; to advance
the bioeconomy and clean solutions; and
to develop best practice solutions through
digitalisation, experimentation and deregula-
tion. These strategic objectives are furthered
through key projects outlined in the Govern-
ment Programme as well as through reforms
to restructure the social and health care sys-
tem, to reduce the tasks and obligations of
municipalities, and to streamline regional ad-
ministration.

In 2016-2018 the sum of EUR 1.0 billion will
be invested in key government projects and
EUR 0.6 billion in reducing the transport in-
frastructure repair debt.

Financing for key projects:

= employment and
EUR 170 million

competitiveness:

» knowledge and education: EUR 300

million

» health and well-being: EUR 130 million

= bioeconomy and clean solutions: EUR
300 million

» digitisation,  experimentation and

deregulation: EUR 100 million

These key projects will be primarily financed
out of revenue from dividends and sales of
central government shareholdings. EUR 330
million of the required funding will be cov-
ered by reallocating funds that had been ear-
marked for the now postponed City Rail Loop
project.

In 2016 investment in key government
projects will amount to EUR 223 million, and
EUR 100 million is earmarked for reducing
the transport infrastructure repair debt.

EUR 223 million in key gov-
ernment projects and EUR
100 million in reducing the
repair debt in 2016.

The pictures below provide some examples

of investment in key government projects in
2016.



A total of 23.5 million will be invested in key health and well-
being projects. These include service voucher and basic income
experiments as well as an assessment of the effectiveness of
housing-based social security.

The Team Finland network will be strengthened by recruiting
commercial and financial experts to work at selected diplomatic
missions abroad, which will incur an additional cost of EUR 1.8 million
in 2016.

EUR 10 million will be spent on the capitalisation of Tekes Venture
Capital, bringing total government investment to EUR 30 million. The
aim is to promote the commercial application of research results.

EUR 8.5 million is allocated in discretionary government transfers DOWH Ioad im age in P D F—form at 6

to support business internationalisation and to promote
entrepreneurship.

Additional funding of EUR 10 million is allocated to step up the

digitisation of TE Office services, and EUR 5 million is made available to

increase private employment services.

EUR 30 million is earmarked for cleantech and biceconomy
solutions and for supporting the commercialisation of new
innovations.

EUR 10 million is proposed for the start-up of regional
innovations and experiments.

EUR 20 million will be made available in investment aid for
renewable energy and new energy technology projects.

The budget proposal for 2016 includes an allocation of EUR 14
million to the Fund for Agricultural Development, mainly earmarked
for key projects aimed at the developing the bioeconomy

and promoting the structural development of agriculture and
increasing its competitiveness.

Additional funding of EUR 13.5 million is allocated to key projects

. . 4
Download im age In PD F-for mat. in natural resources economy. The purpose is to support the
development of more diversified uses of wood, strengthen Finnish
food production, accelerate the transition towards a circular
economy, and promote the regeneration of fish stocks.
A special grant for the VTT Technical Research Centre research
infrastructure includes an additional authority of EUR 5 million for
the development of high-quality research and pilot infrastructures
in the bioeconomy field.
Additional funding is made available to increase the recycling
of nutrients, to develop the associated regulatory mechanisms
EUR 6 million will be made available in 2016 to accelerate the adoption a"ﬁ i “”“‘e:‘ ‘fl‘fhﬂa"‘: :_a :":l‘"a‘e’wa“- F”':h‘i:“"’e- e
: s . national park will be established to commemorate the centenar
of digital materials and to support digital learning experiments and aninnis:independence Ve o ey mey
development, plus EUR 9.5 million to support education and further rehabilitation of contaminated land areas will also be launched
training aimed at improving teachers’ digital skills. as a key government project.
The Academy of Finland's budget authority will be increased by
EUR 30 million and Tekes funding by EUR 14 million in order to
support projects aimed at strengthening business-academia
cooperation and at facilitating the commercialisation of Down IOad | m age | n P D F—form at 7

innovations.
The Schools en the Move project will be rolled out across the

country in order to encourage a minimum of one hour of physical
exercise a day. Funding will be increased by EUR 7 million.

The sum of EUR 1.5 million is allocated to developing and
reforming processes and procedures in young people’s
services in social and health care in accordance with the

TS e EUR 27 million is allocated to support the digitisation of public

administration in 2016.

EUR 5.9 million is earmarked for the creation of a
national income register in 2016.

Download image in PDF-format.> Download image in PDF-format.?
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Budget figures for 2016

Budget appropriations and deficit

Proposed appropriations for the 2016 budget
amount to EUR 54.1 billion, which is EUR 0.2
billion more than the figure in the ordinary
budget for 2015. Given the increase in price
levels and the structural changes in the bud-
get, appropriations for the different branches
of government will increase in real terms by
around 0.4 % from the ordinary budget for
2015.

Among the factors contributing to increase
the level of appropriations are the revision of
the distribution of costs between central and
local government, the increased costs from
unemployment and immigration, changes to
the timing of Defence Forces materiel acqui-
sitions, and investments in key projects. The
figure for appropriations take into account
the adjustment measures announced in the
Government Programme, which will reduce

central government expenditure by a net to-
tal of over EUR 0.7 billion in 2016.

On-budget revenue for 2016, excluding net
borrowing, is estimated to come in at around
EUR 49.1 billion. The budget proposal for
2016 shows a deficit of EUR 5.0 billion, which
will be covered by increased borrowing. The
deficit will decrease by over EUR 200 million
compared with the budgeted figure for 2015
(including supplementary budget proposals).

At year-end 2016 it is estimated that cen-
tral government debt (including the debt of
off-budget entities) will be around EUR 106

billion, or approx. 50 % of GDP.

Central government debt
will reach EUR 106 bil-
lion.  Appropriations are
EUR 54.1 billion, and rev-
enue EUR 49.1 billion.

Central government budget revenue, expenditure and balance

EUR bn
60

0 -15
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

== Revenue excl. net borrowing
Balance

=== Expenditure excl. debt servicing
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Central government budget revenue and expenditure in 2016, EUR billion

Revenue Expenditure

Debt interest payments 1.6

Net borrowing 5.0 Cther transfers 3.5

Other revenue 8.3
Other tax revenue 3.0
Excise taxes 71

Taxes on sales 17.8

Transfers to households and
social security funds 18.2

Subsidies to industries 3.7
Transfers to local governments 11.7
Capital expenditure 1.1

Other consumption expenditure 7.9
Income and

wealth taxes 12.9

Operating expenditure 6.4

54.1billion€  54.1billion €

Download image in PDF-format.*?
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Adjustment measures to curb

borrowing

™

The Government Programme outlines a se-
ries of measures to reduce public expenditure
and to increase revenue. These measures are
foreseen to have a net consolidation effect of
EUR 4 billion on public finances at an an-
nual level in 2019. The effects of taxation
changes are not included in this assessment.
A more accurate picture has been gained of
the effects of the proposed measures during
the preparation of the budget proposal. In
addition, further savings decisions have been
taken to help achieve the Government Pro-
gramme's adjustment targets. The single
most significant decision was to freeze the
indexation of benefits paid out by The So-
cial Insurance Institution of Finland!!, Kela
as well as benefits tied to the cost of living
index (excluding social assistance ) in 2017-
20109.

The 2016 budget proposal incorporates the
savings, increases in fees and charges and
some of the expenditure increases set out in
the Government Programme, which will im-
prove the balance of central government on-
budget finances by a net total of over EUR

Hhttp:/ /www.kela.fi/web/en /terms-of-use

0.8 billion. The biggest expenditure savings
at an annual level in 2016 include those com-
ing from

= indexations (— EUR 70 million),

= development cooperation (— EUR 200
million)

» health insurance reimbursements (-
EUR 70 million),

» education, including early education
and basic, upper secondary and higher
education (— EUR 150 million),

= business and industry aid (— EUR 80
million),

= administration and ICT expenses (-
EUR 50 million).

Selected expenditure savings in different ad-
ministrative branches are described in a sep-
arate section below (‘'Excerpts from the bud-
get proposal’).

The budget proposal includes the following
expenditure increases in line with the Gov-
ernment Programme

= internal security (+ EUR 50 million),

» Defence Forces' materiel procurements
(+ EUR 50 million).

Impact of adjustment measures during 2016-2019 parliamentary term on
central government finances, EUR million

EUR million
3000

2500
2000
B

1000

W (ncreased revenue from fees
and charges

W Toxcriteria changes, net

W Decisions ta freezing
index-finked increases

xpenditure savings, n
500 Expenditure savings, net

|
D—- - .

-500

W Compensation for local
government tax losses
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Net effect of key
-1000 government projects

-1500
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At the start of the parliamentary term, the
Government sets the overall spending lim-
its, or a ceiling for budget expenditure during
that term. The Government's first spending
limits decision, the framework for the 2016—
2019 term, is part of the 2016-2019 Gen-
eral Government Fiscal Plan, which will be
submitted to Parliament in connection with
the 2016 budget proposal. Expenditure un-
der the central government spending limits,
at an annual level in 2019, will be EUR 1.3
billion lower than under the spending limits
adopted on 2 April 2015. Appropriations in
the 2016 State Budget foresee a reduced ex-
penditure level in accordance with the spend-
ing limits decision.

Tax revenue

On-budget revenue for 2016 (excluding net
borrowing) is estimated at around EUR 49.1
billion, with tax receipts accounting for
around 83 % or EUR 40.8 billion. Com-
pared with the ordinary budget, it is esti-
mated that on-budget revenue will decrease
by some EUR 0.1 billion. This fall is ex-
plained by exceptional items included in the
2015 revenue forecasts, most notably one-off
revenue from sales of shareholdings.

It is projected that tax revenue in 2016 will
increase by 2 % or some EUR 0.9 billion com-
pared with the 2015 budget. The develop-
ment of tax revenue depends upon the de-
velopment of tax bases and changes made to
tax criteria.

The Finnish economy has seen no growth in
three years. The Ministry of Finance's out-

look expects the economy to move to slow
growth in 2016. However, the sluggishness
of the economy will continue to hamper tax
base growth in 2016. Together with decisions
already taken earlier, the proposed changes
to tax criteria will increase central govern-
ment tax revenue in 2016 by around EUR
0.4 billion at an annual level. In 2016 the
tax increases announced in Prime Minister
Sipila's Government Programme will focus
mainly on indirect taxes, at the same time
as taxes on labour are reduced. Specific tax
criteria changes are detailed below under the
heading ‘Excerpts from the budget proposal’.

Central government income tax scale in 2016

Taxable earned income, Tax at lower limit, Rate within

EUR EUR brackets, %
16 700 - 25 000 8 6.5
25000 - 40800 547.5 17.5
40800-72 300 33125 21.5

72300- 10085 31.75

Download image in PDF-format.*2

Value-added tax rates in 2016

General tax rate 249

Reduced tax rate
14%

» foodstuffs, animal feed and restaurants’ food services

Reduced tax rate

= e.g. medicine, passenger transport, accommodation 10 %
services, sports and recreation services, cultural services,
books, newspaper and magazine subscriptions

Download image in PDF-format.4
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State tax revenue by tax type, years 2002-2016

EUR million
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Where do tax euros derive from?

General government revenue in 2013: EUR 117.6 bn / 55.0 % of GDP (2012: 107.9 md. euro / 54,0 %}

Other income

Value-added tax
and other indirect taxes

Capital income

Income and wealth taxes

Social
insurance contribution

SOURCE- Statistics Finland, National Accounts

Download image in PDF-format.!®

What are tax euros spent on?

General government expenditure in 2073: EUR 116.7 bn / 57.6 % of GDP (2012: EUR 112.2bn / 56.1 %}

General public services and interest expenses

Social security incl. statutory

emplayee pensions Defence

EURbR Public order and safety

Infrastructure and subsidies to
econamic development

FESESA] Environmental protaction,
housing and community amenities

EUR bn
Health care

Recreation, culture and religion
Education

SOURCE: Statistics Finland, National Accounts

Download image in PDF-format.’

Social benefits and cost of public
services

Selected monthly' benefits in 2016, part 1

EUR/ EUR/
month month
Full national pension 2016 2015
From 1 Jan. 2016
- living alone 633.9 636.63
- married 562.27 564.69
Guaranteed pension 766.38 746.57
Child benefits
- 1% child 95.44 95.44
- 2" child 105.46 105.46
- 3"child 134,65 134.65
- 4™ child 154.14 154.14
- 5" child and each child thereafter 173.70 173.70
- single parent supplement per child 48.55 48.55
Sickness insurance daily allowances
- minimum level for sickness, maternity,
paternity and parental allowances 598.00 600.50

' Benefits granted on a daily basis are estimated on a monthly level.

Download image in PDF-format.!8
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Selected monthly' benefits in 2016, part 2

EUR/ EUR/
month month
Child home care allowance 2016 2015
- allowance for one child under three 2
years of age 341.06 34253
Private childcare allowance
- allowance per child 173.64 174.64
Partial child care allowance/parent 97.67 98.09
Basic unemployment security
- basic unemployment allowance 702.19 705.20
- labour market subsidy 70219 705.20
Student financial aid, maximum
amounts?
Student grant
Higher education students
- not living at home, 17 year olds 147.52 147.52
- notliving at home, 18 + years 303.19 303.19
University students enrolling for the
first time after 1 Aug 2014
- not living at home, 17 year olds 163.80 163.80
- not living at home, 18 + years 336.76 336.76
Other students
- not living at home, 17 year olds 101.74 101.74
- not living at home, 18 + years 250.28 250.28
Student housing supplement
- 80% of established housing costs 201.60 201.60
State guarantee for study loans
- Higher education students 400.00 400.00

1 Benefits granted on a daly bassae stimated an a monthly evel.
s of 1.8.2015 the grant is divided in half between parents.
The allowance is not granted for the part of the monthly housing cost that exceeds EUR 252.

Download image in PDF-format.!?

Average expenses of selected public services in 2013

EDUCATION AND CULTURE EUR

basic education 8780 /pupil
upper secaondary education 7585 /student
initial vecational education 11845 /student
polytechnic education 8005 /student
university education 9900 /student
public libraries 3 /loan
SOCIAL SERVICES EUR

children's day care' 60 /day

old people's homes? 138 /day
HEALTH CARE SERVICES EUR

Basic health care

- visit to health centre 89 Jvisit
-ward treatment 215 /day
- dental care 79 Ivisit

Special medical treatment

Download image in PDF-forma

- somatic special medical treatment?® 1151 /day
" Includes both day d family day and care days. Part-tir d full-ti ¥ have
not been commensurated.

? Figure for 2013 is not fully comparable with earlier years because of the discontinuation of the Kainuu regional
experiment. Figures for icipalities in Kainuu are not i

! Indludes inpatient care and day surgery.

Sources: National Board of Education, Ministry of Education and Culture,

National Institute for Health and Welfare and Statistics Finland.

Y http: L kirjastot.fi/.
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Local government finances

Central government transfers to
local governments set to increase

in 2016

Municipalities are responsible for the pro-
vision of a range of basic public services,
such as education and social and health care.
Funding for these services comes mainly out
of local government tax revenue, which con-
sists of municipal taxes (86 %), property
taxes (8 %) and a share of corporate in-
come tax revenue (6 %). Central govern-
ment contributes to financing basic public
services through a system of central govern-
ment transfers to local governments. These
transfers are determined by imputation and
are universal, which means that local author-
ities can allocate the funds at their discre-
tion. Furthermore, central government pro-
vides grants to municipalities for the perfor-
mance of specific tasks and functions.

The central government transfer percentage
illustrates the division of costs between cen-
tral and local government. In 2016 the cen-
tral government transfer percentage for basic
public services in local government is 25.52.
This means that local government accounts
for 74.48 per cent of the funding needed
for basic service provision. The central gov-
ernment transfer percentage for post-primary
education financed by the Ministry of Educa-
tion and Culture is 41.89.

In 2016 central government will be paying out
a total of EUR 11 billion is transfers to local
governments. This represents an increase of
around EUR 0.5 billion on the figure for 2015.

In 2016 the level of central government trans-

14

fers to local governments will increase by
EUR 300 million as a result of a revised divi-
sion of costs between central and local gov-
ernment. The compensation of municipali-
ties’ tax losses will also increase the amount
of central government transfers. Transfers to
finance home help for families with children
and child welfare will be increased by a to-
tal of EUR 10 million: this is intended to
support implementation of the Social Wel-
fare Act that took effect from the begin-
ning of 2015. Central government trans-
fers will be reduced by Government Pro-
gramme measures designed to ease the cost
burden of local governments. The subjective
right to day care will be limited, staffing lev-
els in early childhood education revised and
steps taken to find efficiencies in regional
specialised health care. No index-linked in-
creases will be made to central government
transfers. Government transfers granted for
purposes of reducing group sizes in basic ed-
ucation will be discontinued. In addition,
some of the other transfers granted for the
improvement of the quality of general educa-
tion will be discontinued.

Local government tax revenue in 2016 is es-
timated to come in at around EUR 21.7 bil-
lion, about 0.5 % less than one year earlier. It
is estimated that overall, cuts and increases
to taxes on earned income will reduce local
government tax revenue by a total of EUR
262 million. The central government transfer
to support public service provision will be in-
creased accordingly. The lower and upper tax
limits of real estate tax rates will be raised,
which is expected to increase local govern-
ment tax revenue by EUR 25 million. The
temporary increase in the share of corporate



income tax revenue paid to local governments
will be discontinued, which in annual terms
will reduce local government tax revenue by
EUR 258 million. More detailed information
on the 2016 tax criteria changes is provided
under the section ‘Excerpts from the budget
proposal’.

Local government finances will also be bol-
stered by the proposed changes to service
charges. Day care charges and fees for
children’s before and after school activities
will be increased as of 1 August 2016, and
charges for social and health care services will
be increased from the beginning of the year.

It is estimated that the central government
measures included in the budget proposal will
contribute to strengthen the financial posi-
tion of municipalities by almost EUR 290 mil-
lion compared with 2015.

The balance in financing local government
tasks and obligations is examined in more
detail in the local government finance pro-
gramme, which is compiled in connection
with the general government fiscal plan.

Local government loan portfolio
still increasing

An imbalance has arisen between local gov-
ernment revenue and expenditure. Results
for fiscal year 2014 were bolstered by incor-
porations of municipally owned enterprises,
but in 2015 balance sheets will again show a
deficit.

The estimate for local government finances
in 2016 is a pressure projection that does not
take into account municipalities’ own adjust-
ment efforts. The municipal tax rates have
been held constant at 2015 level. The struc-
tural adjustment measures outlined in the
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Government Programme will strengthen lo-
cal government finances by almost EUR 300
million in 2016. At the same time, however,
local government finances will be adversely
affected by increasing service needs resulting
from population ageing. Fiscal year 2016 will
therefore remain in deficit.

Local government investment has increased
sharply in recent years, and based on pro-
jected investment needs there is no signifi-
cant change in sight in the immediate future.
In 2016 the total loan portfolio held by the lo-
cal government sector will increase to almost
EUR 20 billion.

In national accounts terms the local govern-
ment deficit was 0.8 % of GDP in 2014, and
it is forecast to remain unchanged at this level
over the next few years ahead.

Governance of local government
finances strengthened

The governance of public finances has been
strengthened from the beginning of 2015. In
its first general government fiscal plan in Sep-
tember 2015, the Government of Prime Min-
ister Sipila set the budgetary objectives for
general government and its subsectors, in-
cluding local government. In 2019 the local
government deficit must not exceed 0.5 % of
GDP. At the same time, the Government an-
nounced the measures it intended to put in
place to achieve those objectives. The Gov-
ernment also specified a ceiling for local gov-
ernment expenditure to limit the pressures
from central government measures on local
government operating expenditure.
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Central government EU revenue and
expenditure in 2014-2016

The European Commission presented the
2016 draft EU budget on 27 May 2015. The
sum total of commitments to programmes
within the multiannual financial framework is
EUR 153 billion, while actual payments rep-
resent EUR 143.2 billion. The EU budget
amounts to roughly 1 % of total EU GDP.

The EU budget is intended to boost inno-
vation and growth, to create new jobs, to
promote convergence among Member States
and among regions, to support migration pol-
icy and to further strengthen the role of the
EU as a global player. The budget proposal
also includes contributions to the European
Fund for Strategic Investment (EFSI), which
is central to the Investment Plan for Europe.
Furthermore, the aim is to address payment
needs; to make progress towards a new En-
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ergy Union; to implement a forward-looking
climate change policy; and to show adminis-
trative restraint.

Discussions in the EU Council resulted in
budget payment cuts of some EUR 1.4 billion
from the Commission's proposal. In Septem-
ber 2015 the budget will be presented to Par-
liament, and the final approval of the 2016
budget will be in November-December 2015.

The EU budget is financed in full from the
community's so-called own resources. Own
resources consist of traditional own resources
(duties and levies on sugar production, ap-
prox. 13 %) and other own resources (pen-
sion contributions, interests, fines, surplus
from previous year, approx. 1 %), payment
of which to the EU comes without separate
decisions by Member States, and the value
added tax resource (approx. 13 %) and the
gross national income resource (approx. 13
%), which come through the Member States’
budgets.

Parliament and Council decisions concerning
EU annual expenditure and revenue must fall
within the seven-year financial framework.

The Finnish State Budget has been drafted
on the assumption that the changes concern-
ing own resources during the financial frame-
work 2014-2020 shall take effect retroac-
tively during 2016. This will bring an ex-
ceptional increase to Finland's annual mem-
bership contribution for 2016.

At central government level, Finland is ex-
pected to contribute an estimated EUR 2,176



million to the EU budget and the European
Development Fund in 2016. Finland's contri-
butions will be EUR 196 million higher than
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Excerpts from the budget proposal

Taxation

Taxes on earned income and cap-
ital income

» In accordance with the Government
Programme, taxation on labour will be
eased, particularly for low and middle
incomes, by increasing the earned in-
come tax credit by EUR 450 million in
2016.

» In earned income taxation, an adjust-
ment corresponding to the change in
the Index of Wage and Salary Earnings
will be made at all income levels.

» The deductability of mortgage interest
expenditure will be further restricted,
such that 55 % of mortage interest ex-
penditure is tax deductible in 2016.

» A capital loss will be made tax
deductible from all capital income,
whereas according to current legisla-
tion it is tax deductible only from cap-
ital gains.

» The validity of the Act on Withhold-

ing Tax for Taxation of Foreign Wage
Earners with Special Expertise (so-
called Key Individuals Act) will be ex-
tended.

For a fixed period, provisions relating
to active repentance will be introduced
in taxation. Natural persons or estates
will avoid criminal penalties relating to
tax fraud if during 2016 they, on their
own initiative, declare income or assets
previously undeclared in taxation.

Donations between EUR 850 and EUR
500,000 from private individuals to
higher education institutions will be
made deductible.

The higher tax rate for capital income
will be raised from 33 % to 34 %.

As a result of the freezing of the so-
called YLE-index, the Finnish Broad-
casting Company (YLE) tax will be ad-
justed accordingly, such that the small-
est amount of the tax to be paid is in-
creased from EUR 51 to EUR 70. The
lowest income limit at which the tax is
levied will rise from around EUR 7,500
to around EUR 10,300 per year.

The limit of the highest income bracket
in the progressive income tax scale, the
so-called solidarity tax will be lowered
from EUR 90,000 to EUR 72,300 for
2016 and 2017.

Corporate income tax

» The expiry at year-end 2015 of the

temporary increase in the share of cor-
porate income tax revenue paid to lo-
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Appropriations

Administration

Both the Government of Prime Minister Juha
Sipild and previous governments have an-
nounced operating expenditure cuts across all
administrative branches. In 2016 these sav-
ings cuts amount to over EUR 300 million.

A unit charged with improving legislative im-
pact assessment will be created under the
Prime Minister's Office, with a proposed al-
location of EUR 0.25 million.

Development cooperation

Appropriations for international development
cooperation come to EUR 0.7 billion. This
is estimated to represent 0.35 % of GNI in
2016. An appropriation of EUR 498 million is
proposed for the Ministry for Foreign Affairs’
development cooperation item, and EUR 140
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million is earmarked for financial investments
in development cooperation.

Public order and security

Appropriations for public order and security
will be increased by EUR 50 million as out-
lined in the Government Programme. Ad-
ditional funds will be allocated, among oth-
ers, to courts of law, the Criminal Sanctions
Agency, the Police of Finland, the Finnish
Border Guard, and Customs.

Support services for victims of crime shall
be made available in compliance with the re-
quirements of the EU Victim's Directive to-
gether with social and health care administra-
tion and non-governmental service providers.

Court fees will be raised and their scope of
application extended as outlined in the Gov-
ernment Programme. The changes will be
made in such a way that they do not under-
mine the legal rights of low income earners.

An appropriation of EUR 718 million is
allocated to police operating expenditure,
slightly less than the figure in the 2015 bud-
get (EUR 734 million). The Finnish Security
Intelligence Service will be transferred from
the National Police Board to the Ministry of
the Interior from the beginning of 2016.

Immigration

EUR 158 million, EUR 97 million more than
in the ordinary budget for 2015, will be allo-
cated to immigration administration, the re-
ception of refugees and asylum seekers and
re-entry orientation for returning migrants.

The increasing number of asylum seekers is
having a significant impact on immigration
administration. In 2011-2014 the number of



asylum seekers was steady at around 3,000—
3,700 a year. The numbers started rising in
late 2014 and have grown very rapidly dur-
ing the summer and autumn of 2105. It is
difficult to predict how the number of asy-
lum seekers will develop. The appropriations
included in the budget are based on an esti-
mate of 15,000 asylum seekers. The number
of quota refugees is unchanged at 750-1,050.

Proposed integration policy appropriations
amount to EUR 144 million, which is EUR
47 million more than in the 2015 ordinary
budget. This increase is explained by the in-
creasing number of people eligible to claim
allowances and the increased refugee quota
in 2014 and 2015.

National defence and crisis man-
agement

An appropriation of EUR 1.9 billion is pro-
posed for Defence Force operating expendi-
ture, slightly more than in 2015. A total
of EUR 594 million is proposed for defence
materiel acquisitions, EUR 177 million more
than in the ordinary budget for 2015. This
increase is mainly attributable to the deferral
of payments for earlier acquisitions and the
Government's commitment to step up invest-
ment in defence materiel by EUR 50 million
in 2016. Furthermore, the budget proposal
includes an authorisation of EUR 314 million
for purposes of improving the country’s mili-
tary defence capability.

Appropriations allocated for military crisis
management take into account Finland’s
leading role in the UNIFIL operation in
Lebanon: this role continues until 31 May
2016.
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International organisations

The budget proposal recommends that au-
thorisation be granted for initial subscription
to the capital stock of the Asian Infrastruc-
ture Investment Bank (AlIB) at a total cost
of USD 62 million in 2016-2020, and for pay-
ments on subscriptions to callable capital of
USD 248.3 million based on AlIB member-
ship.

Early childhood education and
general education

MIKA TuUo

TURVAL LISOUTTA?Y

Changes will be made to the subjective right
to day care as of 1 August 2016. The changes
mean that every child will be entitled to re-
ceive 20 weekly hours of early childhood edu-
cation until they reach pre-school age. Chil-
dren will have the right to full day early child-
hood education if this is necessary on grounds
of their parent's or other guardian’s stud-
ies, paid employment, self-employment, or
entrepreneurship. It is estimated that these



changes will reduce local government annual
expenditure by EUR 62 million. Central gov-
ernment transfers for the provision of basic
public services will be reduced accordingly by
EUR 15.9 million.

Furthermore, the ratio of trained staff to chil-
dren aged 3 or over will be revised from
1:7 to 1:8 as of 1 August 2016. This will
gradually reduce local government expendi-
ture from 2016 onwards. Annual local gov-
ernment expenditure is expected to decrease
by around EUR 67 million. The correspond-
ing reduction in central government transfers
is approx. EUR 17 million.

An early education development programme
will be launched to improve the pedagogi-
cal quality of early education and to increase
training for kindergarten teachers on a tem-
porary basis. An appropriation of EUR 7
million is allocated to the development pro-
gramme.

In the field of basic education, resources will
be targeted to developing learning methods
and learning environments and to ensuring
access to basic education.

Preparations are underway for a reform of
upper secondary education financing and the
network of education providers. The aim is to
improve the impact, quality and effectiveness
of upper secondary education and to ensure
the availability regionally of upper secondary
education.

Vocational education and train-
ing

Preparations are underway for a reform of
the vocational education financing and gov-
ernance system. The aim is to develop a uni-
fied and coherent vocational education and
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training system by integrating the separate
financing and governance systems of voca-
tional upper secondary and vocational further
training and apprenticeship training. The re-
structuring and process reform of the provider
network for vocational education and training
will be launched on a voluntary basis.

Higher education institutions

Higher education institutions shall improve
their division of labour and so strengthen
their profiles, as well as increase collaboration
with one another and with research institutes.
Functional and structural development within
and between different sectors will be contin-
ued in order to pool skills and knowledge and
to eliminate duplication and overlap. New ef-
ficiencies and the rationalisation of the higher
education network mean that central govern-
ment funding to higher education institutions
will be reduced by EUR 75 million. In addi-
tion, index-linked increases to university and
polytechnic funding will be discontinued in
2016-2019.

Financial aid for students

Financial aid for students will longer be in-
dex-linked.  Parental income limits deter-
mining the eligibility of independently living
secondary-level students aged 18-19 will be
raised by 13 % as of 1 January 2016. The
changes to the student financial aid system
will enter into force in autumn 2016.

Youth and sport policy

Every effort will be made to ensure contin-
ued delivery of youth workshop and outreach
youth work services and at the same time



to develop these services so that they better
meet the needs of young people. These ef-
forts are aimed at improving young people’s
life management skills and at reducing youth
unemployment.

A further aim is to encourage a physically ac-
tive way of life in the whole population and
in this way to increase people’s participation
and to promote the population’s health and
well-being. In addition, every possible sup-
port is given to the ethically sound practice
of sport at the highest international level.

Arts and culture

Revenue from betting and lottery accounts
for 51% or EUR 233 million of total budget
allocations to arts and culture. The Helsinki
Central Library, one of the projects selected
to commemorate the centenary of Finnish in-
dependence, will be supported with the sum
of EUR 8 million. An appropriation of EUR
6 million is allocated to the renovation of the
Suomenlinna service tunnel, EUR 4 million of
which will be made available in 2016.

Agriculture and forestry

The Government is committed to strengthen
the vitality of rural areas and to create the
conditions for diverse and competitive en-
trepreneurship and business growth. A fur-
ther aim is to promote the structural develop-
ment of agriculture and so to improve its pro-
ductivity. A key instrument to this end is the
rural development programme for mainland
Finland 2014-2020 and the funding made
available through this programme.

Conditions for primary food production and
processing will be improved and steps will be
taken to protect the health of people, ani-
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mals and plants, to promote animal welfare
and to create a more responsible food supply
chain.

Transport

EUR 505 million is earmarked for transport

infrastructure investments. A total of EUR
1.1 billion is set aside for daily transport in-
frastructure maintenance. Out of this sum
EUR 100 million is part of the Government’s
investment in key projects and in reducing
the transport infrastructure repair debt. The
Helsinki railway yard development project will
be launched in 2016 to minimise disruptions
to commuter and long-distance rail services
in the Helsinki region and elsewhere in Fin-
land, and to increase the capacity of the rail-
way yard.

Public transport subsidies will be reduced by
EUR 15 million. EUR 10 million of this will
be reallocated to purchases of long-distance
rail services.



Employment policy

The budget proposes an appropriation of
EUR 2.85 billion for unemployment security,
an increase of around EUR 100 million to the
ordinary budget for 2015, which is mainly at-
tributable to the growth of unemployment.

The proposed appropriation for public em-
ployment and business services is EUR 557
million, down by EUR 6 million from the
2015 ordinary budget. This is due among
other things to the adjustment measures an-
nounced by the current and previous govern-
ments and to the weaker employment situa-
tion.

The Government will draft a proposal for a
comprehensive reform of public employment
and business services by the end of 2015.
Resources will be focused on activating job
seekers. The role of employment end eco-
nomic development offices will be to provide
a business and employer-driven employment
service.

The criteria for eligibility to job alternation
leave will be tightened to create annual sav-
ings of around EUR 50 million in general gov-
ernment expenditure. Central government
savings will come to around EUR 10 million.
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Energy policy

The budget proposes an appropriation of
EUR 248 million for subsidies to renewable
energy production, an increase of EUR 34
million from 2015. The growing need for
funding is due to the increased wind power
capacity and the reduced tax on fuel peat.

Social benefits and health insur-
ance reimbursements

Child allowances will no longer be index-
linked.

Savings on health insurance reimbursements
will be achieved by reducing reimbursements
for travel expenses as well as reimbursements
for medical and dental care. Expenditure on
discretionary rehabilitation services will be re-
duced by cancelling the planned AURA reha-
bilitation programme.

Savings on pharmaceutical expenses will be
delivered by introducing an annual initial
amount of medical expenses that the indi-
vidual will be required to pay in full: eligibil-
ity for health insurance reimbursements will
start beyond that level of prescription drug
purchases. In addition a range of other mea-
sures will be introduced to curb the growth
of pharmaceutical expenses.

The diet allowance will be discontinued from
the beginning of 2016. This will deliver sav-
ings of EUR 10 million.

Income limits and reimbursement rates for
the determination of sickness and parenthood
allowances will be revised. The earned in-
come limit for eligibility to a 70% sickness
allowance will be lowered, and the increased
component of parenthood allowance for the
first 30 days of parental leave will be re-



duced. Furthermore, holiday entitlements ac-
crued during periods of parental leave will be
limited.

Pensions paid by central govern-
ment

EUR 4.7 billion is earmarked for the payment
of pensions and compensations by central
government under the Ministry of Finance

main title of expenditure. EUR 4.3 billion
is allocated to pensions under the Ministry
of Social Affairs and Health main title of ex-
penditure. National pensions totalling EUR
2.3 billion and guarantee pensions of EUR
192 million will be financed by the state. In
addition, EUR 645 million will be spent on
farmers’ pensions, EUR 123 million on self-
employed persons’ pensions, EUR 59 million
on seamen'’s pensions and EUR 15 million on
farmers' occupational accident pensions.

The amount of the guarantee pension will be
increased by EUR 23 a month. Taking into
account the reduced housing allowance ex-
penditure, the net cost effect in 2016 is EUR
26 million.

The pension recipient's housing allowance
will be discontinued as of 1 January 2016.
Pension recipients will be eligible to receive
the general housing allowance instead. The
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effects of this change on payments received
by benefit recipients will be eased by EUR
30 million on an annual basis. In the future
asset criteria will also be taken into account
in determining general housing allowance el-
igibility. This will result in annual savings
of EUR 7.5 million, which will also be used
to counter the effects of pensioners’ reduced
level of housing allowance.

Veterans

The budget foresees spending EUR 232 mil-
lion on supporting war veterans. This appro-
priation takes into account the changes in
disabled veterans' incapacity criteria for eli-
gibility to municipal outpatient services: the
threshold degree of incapacity is lowered from
20 % to 15 %. The cost effect amounts to
EUR 5 million in 2016. The war veterans’
rehabilitation appropriation will be increased
by around EUR 50 per veteran compared with
2015.

Nature and the environment

The Forest Biodiversity Programme for
Southern Finland (METSO), the Natura
2000 network and other nature conservation
programmes agreed upon earlier will be con-
tinued within the constraints of resources
available. Appropriations for the acquisition
of nature conservation areas and for compen-
sation paid to landowners will be reduced by
EUR 20 million in line with the Government
Programme. The budget proposes an appro-
priation of EUR 38 million for the public ad-
ministrative duties associated with Metsahal-
litus' nature services. This includes the sum
of EUR 8 million allocated to the completion
of the conservation measures in areas already
designated as nature conservation sites.



Housing

Municipalities in the Helsinki metropolitan
area can be granted temporary start-up as-
sistance of up to EUR 10 million with a view
to increasing state-subsidised rental hous-
ing production. The authorisation for inter-
est subsidies to state-subsidised social hous-
ing production is EUR 1,170 million, for
loan guarantees EUR 285 million, and state
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guarantees for housing companies’ renova-
tion loans EUR 100 million. The majority of
state-subsidised housing production shall be
concentrated in major growth centres, par-
ticularly the Helsinki region.

EUR 25 million is earmarked for renovation
assistance. Most of this will go to financ-
ing repairs in the homes of old and disabled
people and to the retrofitting of lifts.
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Reading instructions and printable version

The budget review is now a Mobie Zine
HTML-5-based publication also suitable for
mobile devices. This digital publication is
readable on all devices regardless of their
operating system or screen size (computers,
tablets, smartphones and TV receivers with
a web browser). The content of the publica-
tion is automatically scaled to the currently
active screen size. You can enlarge pictures
and diagrams to full screen size by clicking
them.

When reading the publication on your com-
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puter, you can easily move from one page
to another using the keyboard arrow keys,
and on a touch-screen device by swiping the
screen to the right or left.

You can open a printable PDF version by
clicking here.

Feedback

How did you like our web publication?
Please share your opinion with us at Julka-
isutuotanto@vnk.fi%°.



