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Modern Finnish Economic History

Jari Eloranta (University of Helsinki) and Jari Ojala (University of Jyvéskyla)

Introduction

Finland’s economic history features centuries of being a part of larger states, namely Sweden and
Russia, and since 1917 a century of independence, with rapid economic, social, and political
changes. During the centuries of being a part of Sweden, before the 19" century, Finland caught
up to, by and large, to more affluent parts of the realm, yet Finland was a rather poor agricultural
region between the East and the West. The long 19" century, under Russian rule, Finland slowly
developed into an actual state, which however industrialized very slowly and fell behind its Nordic
neighbors in terms of living standard. Yet, Finland was able to develop its own institutions in the
latter part of the 19" century, which strengthened its path towards statehood. In the long 20"
century, which featured conflicts that often involved Finland as well as Cold War, Finland started
to catch up to leading Western, as well as Nordic, economies, and it was able to transition towards
a welfare society with high levels of human capital and equality. Finland in the 2020s encompasses
both the strengths and weaknesses of modern Western economies: high living standards, plenty of
human and other types of capital, high levels of happiness and belief in the societal institutions;
yet, also, an aging population, productivity slowdown, as well as social and political challenges
arising from globalization for a small, export-oriented state.

In this chapter, we will compare Finland’s economic and social structures to various societies over
several centuries, namely based on demographic changes, gross domestic product (GDP), and
wages. In addition, we will discuss the long-run development of human capital, institutions, and
other socio-economic factors. Our chapter builds on the joint work we have engaged in the last ten
years to expand long-run data series concerning the Finnish economic history®. This type of data
is now slowly coming together, for example in terms of expanding the GDP series to cover several
centuries before 1860. Moreover, the use of these types of historical comparative indicators is
always somewhat problematic, given the differences in the available statistical and other types of
sources.? The newer historical research into Finland’s past centuries has shown that it has always
been situated between East and West via regional and global trade as well as other social, cultural,
and political connections. Furthermore, Finland has become an interesting object of study due to
its fast structural transformation into a service sector dominated society, with its vibrant industrial
sector and even global dominance in some areas (Nokia, forestry industry, gaming and IT sector),
exceptionally well-functioning education system (Pisa test results), and its welfare state. These
processes, however, has not been a linear process, rather it has had its ups and downs, and the roots
of these phenomena can be found in centuries of history. The Covid-19 pandemic has also shown

! See especially Eloranta and Ojala 2018, which builds upon largely the same data and narrative as this article.
2 van Zanden et al. 2014, 27-30.



the Finnish society to be capable of handling crises, even when compared to its Nordic neighbors.
All of these factors make long-run Finnish economic history a compelling story.

Here we want to place a strong emphasis on the need to engage in comparisons in order to
understand the Finnish development processes, and in particular we wish to place Finland in the
context of global socio-economic changes and globalization waves.® The importance of regional
and global connections have become a bigger focus in the research, as the domestic markets in
Finland were for a long time rather undeveloped and certain key transitions that occurred in
Northwestern Europe like the so-called industrious revolution took place quite late in Finland.*
Moreover, comparisons with its neighboring states like Sweden provide further perspective on
what aspects of the Finnish story are unique and what are common to the region, for example
various types of institutions or seafaring competition.®

In the following, we will first analyze long-run demographic trends, to be followed by examination
of patterns of economic growth, and structural changes over time. We will conclude our chapter
by contemplating on the main results and what the Finnish story can offer to the analysis of modern
economies. In addition, we will discuss what still needs to be explored by scholars in the future.

Demographic Trends

Economic activity in its various forms is aimed at satisfying the physical and social needs of
people, which can manifest via demographic changes and patterns. Thus, being able to produce
credible data on demographic trends is vital in order to understand the economic development of
a society. In this regard, Finland has always had a small population: recent estimates show that
during the 17" century the population never reached even half a million and was constantly
affected by different kinds of shocks up until the last severe famine during the 1860s®.
Respectively, the population of the world increased from one to seven billion from the beginning
of the 19" to the early 21% century, whereas Finland’s population grew from one million to a little
over five million. Finland’s population actually grew faster than that of Western Europe during
this period, and even faster than the world’s until after the Second World War. (Figure 1) This
population growth was mainly influenced by the declining mortality and increasing birth rates,
which in turn were arose from increased food supply, health, hygiene, education, and many other
factors. This population growth has had similar effects in Finland as elsewhere in the developed
world, namely in the age structure of the population, labor supply, women’s rights, and welfare
state creation. Today’s Finland thus faces the aging of the population as a major challenge. In fact,
Finland in the 21% century had, for the first time ever, more people over 65 years of age than those

3 See e.g. Kocka 2003 — on comparative methods, see e.g. Osinsky and Eloranta 2015.
4 de Vries 1994, 2008; O’Brien 2006; Hemminki 2014; Uotila 2014.

5 Ojala and Kaukiainen 2012.

& Voutilainen et al. 2020.



that are under 15. Therefore, demographic growth is no longer a factor in the economic growth of
the country.

Figure 1. Finnish and World Population from the 1600s to 2020s (Millions)
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Note: Finnish population data comprises the years 1647 to 2021 (century averages), world population from the
Maddison figures and from the UN.

Sources: The Maddison Project: http://www.ggdc.net/maddison/maddison-project/home.htm, Bolt and van Zanden
2014; United Nations, Department of Economic and Social Affairs, Population Division, World Population
Prospects, the 2015 Revision: http://esa.un.org/unpd/wpp/. (retrieved June 23, 2021); Voutilainen et al. 2020.

Finland’s population growth from the mid-18" century until today has been fairly stable, with the
exception of a few major crises, namely the famine of the 1860s, the Civil War of 1918, and the
world wars. For example, compared to Norway, the growth of the Finnish population was quite
fast after the 1860s. In turn, Sweden’s population grew even faster than Finland’s, especially in
the 20" century, although Finland has clearly caught up again by the early 21 century, in relative
terms. These patterns have also been influenced by flows of immigration and emigration. For
larger European nations, the world wars were massive demographic and economic shocks. In the
First World War, more than 30 countries fought each other, causing over 20 million premature
deaths. The Second World War was even more devastating, with over 60 countries participating
and over 55 million deaths.” “Finnish war deaths 1914-1922” -project has identified nearly 40,000
Finns to have died during the First World War and its aftermath — over 90 per cent of these occurred
during the Civil War of 1918 and its repercussions. In turn, 95,000 Finns died during the Second
World War in 1939-1945.8 The proportion of Finns during both world wars was about the same,

" Broadberry and Harrison 2005.
8 Suomen sotasurmat 1914-1922 as well as Suomen sodissa 1939-1945 menehtyneet, Kansallisarkisto (=National
Archive): http://vesta.narc.fi/cgi-bin/db2wwwi/sotasurmaetusivu/main. (Cited 30.9.2015).
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circa 0.2 per cent, whereas the Second World War caused a clearly larger demographic shock as
Finland lost 2.6 per of its population.

Finnish population growth will, based on estimates, cease in the 2020s, whereas for example
Sweden’s population will continue to increase in the coming decades. This is a typical
development pattern among mature Western economies in the 21 century. In many European
countries the populations have already begun to decline. In Finland, the population structure was
particularly suited for economic growth from the 1950s to the 1990s. The share of working age
population was relatively high during that period. After that, this share has declined substantially,
with clear implications for the labor supply, pension system, and the welfare state. In addition, the
increased pressure by certain interest groups for more immigration has resulted in political tensions
in the Finnish society.® In fact, immigration and emigration have been substantial even during the
post-Second War period in all of the Nordic countries. Typically, immigrants are younger than the
aggregate population, which provides help with the aforementioned problems. On the other hand,
the Nordic societies and Finland in particular have not been able to absorb easily larger numbers
of refugees, like during the 2015 larger influx of people escaping the violence in the Middle East
and Northern Africa, which have presented these societies with increased challenges in terms of
providing adequate services and employment.

Measures of Economic Growth

GDP (per capita) is the most commonly used indicator to measure economic growth, although it
has been criticized plenty as well.X° One of the key points of criticism focuses on the fact that GDP
only provides information about economic activity, not the ethical foundations or impacts of it, let
alone examine the effects on income or wealth distribution or the environment. Regardless, GDP
(per capita) is the most obvious way of demonstrating aggregate economic changes over time,
which is why it has been used prolifically in economic history analyses. GDP, relative of the
population, also gives a better sense of the overall resources available in a society that may have a
large population. In many countries, like Great Britain, the GDP has been estimated almost a
thousand years into the past, similar to for example Sweden (until 1300). For Finland, for a long
time we have not had similar data series, yet now we have robust estimates of demographic growth
and early estimates of economic growth over the last 400 years.

Figure 2. GDP per Capita in Certain Cross-cutting Years 1820 —2018, Finland, Western
Europe, and the World (Real GDP in 2011%)

9 Hannikainen 2018.
10 Stiglitz et al.2010.
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Sources: The Maddison database https://www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddison-
project-database-2020 (retrieved June 23, 2021); Bolt and van Zanden 2014 and 2020; Maddison 2001 and 2007.

Finland has for a long time been mentioned as a case of late industrialization and a prime example
of a catch-up process, whose real GDP per capita caught up to the richest nations in the world until
in the last few decades. The aggregate global production increased by 70-fold during the last 200
years, and it increased even by ten-fold in per capita terms. At first, this led to an increased gap
between the living standards of the West and the rest, until the 1950s, and then to a rapid decrease
of the gap with the industrialization and economic growth of China, India, and other parts of Asia.'!
Finland moved from the group of the poorest nations in the world to the richest group in the last
200 years. Finland’s real GDP per capita has grown faster than the world’s or Western Europe’s
during the same period, which is partly based on the catch-up process. Moreover, Finland rarely
experienced negative economic growth after the Second World War, with the exception of the
1990s recession. In the 21% century, Finland’s economic growth rates have been more modest,
and the country was falling behind from the Western European average growth figures. (Figure 2)

Figure 3. Average GDP Growth Rates in Finland, Sweden, Denmark, and Norway, 1920-2009
(%)

1'van Zanden et al. 2014, 32.
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Source: Bolt and van Zanden 2014; Eloranta and Ojala 2018.

Finland’s GDP per capita, at least based on early estimates, was only slightly behind that of
Sweden or Norway in the beginning of the 19" century. Denmark was clearly ahead of the other
Nordic states at that point, similar to Norway’s position in the 21 century. Finland, by and large,
stagnated in the 19th century, due to slow industrialization, limited state capacity, and material
vulnerabilities of the society in food production, as well as faster demographic development than
elsewhere in Europe. By the First World War, however, Finland was clearly behind its Nordic
neighbors, although also Norway had fallen behind Sweden. Since that period, the Nordic
countries converged among each other in terms of economic growth, at least until the late 20™
century, with Norway pulling ahead. Finland’s average growth trends exceeded those of its Nordic
neighbors during the 1920-1930s and the 1950s-1960s, as witnessed in Figure 3. The Second
World War and the 1990s recession, though, hit Finland hard, which impacted the economic
growth trend. Finland’s real GDP per capita caught up to Sweden in 2008 momentarily, but since
then Sweden’s economy has performed better. Finland’s economic slowdown since 2013 also
applies in comparative terms to the other Nordic states.

If we compare Finland’s real GDP per capita to Nordic countries, UK and the US (Figure 4), we
can see that though the high growth figures have converged Finland with its Nordic neighbors
and the US, the country was still in the early 2000s in the process of catching up. The high
figures of Nordic countries, though, can partly be explained with the exceptionally high growth
rate of Norway. Nevertheless, Finland did catch up to the United Kingdom already by the 1980s.



Figure 4. Convergence of Finnish and Scandinavian Economies to the United Kingdom and the
USA (Real GDP in 2011%)
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Sources: The Maddison database https://www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddison-
project-database-2020 (retrieved June 23, 2021); Bolt and van Zanden 2014 and 2020; Maddison 2001 and 2007.

Note: Scandinavia in this figure includes Sweden, Denmark, and Norway.

While the compilation of the GDP figures for the earlier centuries is still underway, we can get
some sense of the longer-term patterns with the use of wages, in this case nominal wages converted
into silver values (due to still limited price data). In the 20" century, Finnish real wages, like real
GDP per capita, converged with Western Europe, albeit somewhat late. In general, labor costs
were rather low until the 1970s, which was also reflected in the production structures. Finland’s
real wage levels converged more clearly to Western levels after that, which also enable Finland to
catch up to Swedish living standards in the late 20™" century. Since then, the cost of labor in Finland
has been comparatively high, which has caused difficulties in a globalizing world.

Figure 5. Average Nominal Silver Wages in Finland, Sweden, and London, 1541-1899 (Grams
of Silver per Day)
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The silver wages of Finnish and Swedish urban workers were fairly similar in the early modern
period, and they converged in the 18" century in particular. During the early 19th century,
Finland’s economy stagnated, which can be seen in the development of the wages as well. While
Finland’s economy experienced some positive developments - such as increasing volume of
foreign trade, some modest industrialization, increasing handicrafts production, as well as more
consumption - overall its economy was constrained under Russian rule and its restrictive imperial
economic policies.’ In the latter half of the 19" century, economic growth picked up only
modestly. The societal structures were still frail and unable to cope with shocks such as the
Crimean War in the 1850s and the famine in the 1860s.2® The economic liberalization and the
creation of new institutions helped strengthen the economy by the end of the century, which was
based on industrialization, increased domestic demand, and growth of exports. Yet, Finland
remained an agrarian nation, which limited the growth of wages as well. Inequality also increased
in this period, similar to other parts of Europe and the US. Moreover, wage work increased in the
economy in this period too.

Finland’s development appears slightly different, when we compare it to the rest of Europe in the
early modern and modern period, based on nominal silver wages. (Figure 5) European wages
increased faster than in Finland in the early modern period, which is not that uncommon for the
period. Northwestern Europe started to pull ahead at this time, resulting in the so-called Little
Divergence. In general, the differences between the European cities grew at this time, as did the
differences between North and South Europe. Finnish silver wages reached the European average
level in the 18" century, only to diverge again during the 19™ century stagnation. European silver

12 Schybergson 1973, Kaukiainen 2006.
13 Nikula 1948; von Bonsdorff 1956; Voutilainen 2015; Pitkdnen 1993; Hakkinen 1991.



and real wages started to converge again during the late 19" century, which is also when Finland’s
wages began to catch up to them. Moreover, in some sectors, such as the wages of Swedish-Finnish
seamen, the wages were internationally competitive during most of the 19" century. The latter part
of the 19" century was also period of intensifying globalization, and the volume of Finland’s
foreign trade increased ten-fold in 1860-1914. Similarly, the earnings of the poorest and unskilled
workers in Finland increased substantially at this time.*

Of course, there were large regional differences in levels of development within Finland, in the
past centuries as there are today. Moreover, the differences between towns and rural areas were
substantial. In comparisons with other parts of Europe, the development of Finland was in many
ways similar to parts of Eastern Europe like Krakow and Warsaw in the early modern period. For
example, Leipzig’s real wage levels were higher in the 17" century, yet Finland caught up to them
in the 18" century. And, as other comparisons have shown, Finland fell behind in the 19" century
in terms of real wages. Finland resembled Eastern and Southern European economic development
patterns for most of the 19" century, until it diverged in the early 20" century.*S

Structural Change

Pre-industrial societies were agrarian societies almost constantly at the brink of subsistence, and
some of them have been hypothesized to have been caught in the so-called Malthusian Trap.
Economic historians have debated about the validity of this model, but clearly some European
societies were constrained by their demographic patterns in the early modern period, until the
Industrial Revolution changed these societies profoundly.r” As Simon Kuznets pointed out,
structural change is one of the components typically posited to be a part of the formative process
of modern economic growth. As such, Finland is a great example of the impact of structural
change, given its historical development patterns.'® (Figure 6)

Figure 6. Structural Change of the Finnish Economy, 1860-2020 (Per Cent Share of Employment
by Sector)

14 Maddison 1995; Williamson ja O’Rourke 1999; O’Rourke ja Williamson 2002; Kaukiainen 2006.
15 Eloranta and Ojala 2018.

16 Ojala and Nummela 2006; Clark 2008, Persson 1999.

17 Voutilainen 2015.

18 Kuznets 1972.
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The big picture of Finland’s structural change is quite clear since the 1860s. Industrialization began
rather late in the 19" century, despite some early signs in the 1840s. However, industrialization
really picked up speed in the 1930s and after the Second World War. In comparison, the
industrialization process in Sweden began substantially earlier and more intensely than in Finland.
On the other hand, both in Finland and Sweden the service sector grew almost simultaneously with
the secondary sector, albeit earlier in the case of Sweden. This was a pattern common to all of the
Nordic countries. The main turning points accelerating the structural change in Finland in the 20"
century included the world wars, the 1960s emigration, the 1990s recession and European
integration process, and the second globalization wave of the late 20" century.*®

In the beginning of the 19" century, 90 per cent of the labor force was engaged in agriculture, and
even in the 1870s the share was 75 per cent — respectively, less than half of the labor force was
engaged in primary production in Western Europe. By 1910, the West-European share had dropped
to 46, while it was around 70 per cent in Finland.?® Consequently, the economic importance of
agriculture remained high until the Second World War, and Finland urbanized at a slower pace
than most parts of Europe. There were many towns in Finland, but they were small and dependent
on the surrounding countryside for food products. In fact, the first industrial communities were
established in the countryside, near the source of power and access, namely water. Subsequently,
in the beginning of the 1950s only a third of Finns lived in towns, and even in the beginning of the
21t century a third of Finns lived in the countryside, albeit in smaller urban-like centers.
Comparatively, in Great Britain half of the population lived in towns or cities in 1850, and by 1950
this share was already 80 per cent. Finland’s urbanization was, however, similarly slow as in
Sweden.

19 See e.g. Blomberg et al. 2002; Jonsson ja Stefansson 2013.
20 Ojala and Nummela 2006.
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The growth of agriculture in Finland until the mid-20" century occurred by increasing the inputs
into the production process, namely by increasing the amount of land under cultivation and
utilizing the growing labor inputs on the farms. The number of farms increased until the period
after the Second World War, and it mostly comprised of smaller-sized farms. This development
pattern differs from most Western European nations, as well as the other Nordic states. For the
same reason, the structural change in Finnish agriculture was particularly abrupt since the 1970s.
This has led to the formation of larger farms and substantial increases in productivity. At the same
time, the share of population engaged in primary production has fallen from 80 per cent in the 19"
century to four per cent in the 21% century.?

Finland industrialized, albeit slowly, in the 19" century, and the number of industrial workers
surpassed the number of handicrafts laborers in the 1860s. Textile industry, similar to other parts
of Europe, was the first industrial growth area with the spread of the steam engine. The forestry
industry was, however, the largest growth sector, even though the metal industry at times even
surpassed it in the 19" century.??> There was industrial production in some form even before these
early form, namely in tar production that was important for the shipbuilding industry in the early
modern era. Moreover, water-powered sawmills were quite effective industrial units in their time,
and ironworks of the early modern period formed substantial economic centers in their regions. 3
Overall, Finland was well behind Western Europe in industrialization. Most of the Finnish
industrialization in fact took place during the so-called Second Industrial Revolution from the
1860s to the First World War. From this time period on, the forestry industry maintained its
position as the largest industrial sector until the 1990s, even if it experienced several structural
changes in terms of technologies, markets, and products. The post-Second World War period was
a growth period for the Finnish industrial sector, which resulted in the formation of business
clusters featuring shipbuilding, metal production, as well as planning services. The forestry
industry has been vital for Finland’s export-oriented economy, yet Finland’s share of the global
forestry industrial production was less than two per cent in 1908 and below 4 per cent in the
beginning of the 21% century.?* After the Second World War Finland’s industrial growth has been
around the European average until the Oil Crises of the 1970s. Since then, the very structure of
Finnish industry has changed to favor large multinational corporations and new growth sectors
like the mobile phone production, the IT sector, and the gaming industry. Overall, however,
Finland has experienced de-industrialization like most European nations since the 1970s, and this
process is still going on. %

21 Ojala and Nummela 2006.

22 Hjerppe 1988.

23 Ahvenainen 1984; Kuisma 1993; Ojala and Karonen 2006.
24 QOjala et al. 2012.

%5 Haapala 2009.



Like some other late-industrializing nations, Finland transitioned from an agrarian economy to a
service-sector-dominated economy fairly quickly.?® The share of services of the GDP was,
however, fairly high already early in the 20" century compared to many of its neighboring nations.
The strongest period of growth for the Finnish service sector took place in the 1950s and the 1960s,
which led to faster growth than in Sweden.?” In addition to private sector services, the growth of
the welfare state accelerated the expansion of services in Finland. Since the 1960s, Finland
experienced fast movement of people to urban centers and this increased the demand for services
in the areas of social services and healthcare, along with education at various levels. This growth
of services has only accelerated in the 21% century. By 2014, Finland had more or less caught up
with Sweden, and it was clearly ahead of for example Norway and Estonia.

The impact of private and public services on the aggregate Finnish economy was particularly great
during 1960-1990, even double compared to the earlier periods. All sectors of services increased
their relative shares. This growth trend continued to the 21 century, when the service sector’s
share of the GDP rose to near 70 per cent. In the 21% century, the growth of public services has
halted, contrary to what has happened in private services.

Finnish Modern Economic History in Retrospective

Finland emerged from being a rather poor, peripheral, and agrarian country to becoming a
prosperous and highly educated country from the mid-19" century until the turn of the millennium.
This development path encompassed a lot of similarities with other Nordic countries, though there
are also striking differences. Even though the Finnish industrialization emerged already during the
19th century, it was still falling behind the overall Western European development path at that
point. It was not until the 20" century when Finland really caught up to the Western European
economies. But there were also severe setbacks: Second World War, the 1990s recession, and also
the development since 2008 has exhibited relatively slow growth in Finland when compared to the
other Nordic countries. However, we must note that the Finnish economy has also been throughout
the centuries been interconnected to the European and global development patterns, as a small
economy that has been dependent on export-led growth?8. Thus, the demand for the Finnish export
items (tar, timber, pulp, paper, and lately metal industry and high-tech products) has always been
important for this growth process. Therefore, all kinds of barriers of trade have been harmful for
the Finnish economic development. Until the 1970s, Finland was to a large extent a low-cost
country, having a competitive advantage in terms of low wages. Thereafter, however, Finland
emerged in a relatively short period of time as a high-cost country, which incurred several
challenges to the traditional industries and demands to improve productivity.

% Hjerppe 1988.
27 Kokkinen et al. 2007.
28 North 1955; North & Thomas 1973.



Finnish economic history is, thus, tied up with general trends emergent in the world economy:
modernization, industrialization, structural changes, globalization waves, various kinds of crises,
and institutional changes have had an effect on the development of modern Finland. Some of these
changes occurred slowly, over several decades. Some, however, have been relatively rapid
changes, usually related to crises, such as the aftermath of the Finnish Civil War set forth some
new institutional rules for the country or that the war reparations to the Soviet Union after the
Second World War shaped the Finnish industries for decades to come. In all, Finland industrialized
relatively late and led to rapid structural change especially during the post-war decades. The
building of the welfare society started already during the 1930s, but it peaked only in the late
1980s. By the 21% century, Finland had developed an extensive welfare state that affects most areas
of the society and is accepted by most in the society as a necessity. Additionally, the high living
standards, ability to achieve social and economic mobility, stability of society even during crises
(like the recent Covid-19 pandemic), and high levels of human capital have all contributed to high
levels of happiness among the population, despite some societal and political tensions arising from
immigration and globalization. Finland’s challenges in the next decades are related to these
cleavages, as well as the aging of the population and reforming of the welfare state functions to
suit modern demographic and regional challenges.
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