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Foreword

The Government report on the longer-term future of Finland concentrates on
regional development. It considers the prospects for population, production and
employment over the next decade and a half. The time frame was chosen in
response to requests by the parliamentary Committee for the Future and on the
basis of a proposal by Parliament for inclusion of a population prognosis in the
Government report to Parliament (communication of Parliament 10 in
parliamentary session 2001, EK 10/2001 vp).

The first chapter of the report describes the changing environment of regional
economies. The second chapter discusses regional development in terms of
population and workforce, and analyses development in growth centres and other
sub-regional centres and in rural areas. The third chapter sets out the
Government’s strategies. The fourth summarizes the report.

The report does not speculate about the details of developments in future years,
but instead concentrates on an examination of broader issues. The assessments
extending to 2015 are indicative at best. This is particularly true of the long-term
outlook for sub-regions, which may change completely in a few years.

It is essential to use resources to benefit the entire nation efficiently and
farsightedly. Here, the Government considers it important to support both
balanced and proactive regional development, to respond to the challenges of
ageing while also taking account of the special needs of other age groups, to
increase equality, to secure the preconditions for sustainable development, and to
provide welfare services in all areas.

The report is based on work done in the ministries concerning the future and
necessary strategies. It was prepared by the Prime Minister's Office, in cooperation
with the ministries and with experts from the Government Institute for Economic
Research. The material included in the report comprises demographic prognoses
and relevant analyses, surveys and other documents compiled recently in various
quarters. The principal sources are listed at the end of the report.

To provide background for the report, surveys have been conducted on trends in
population, employment and production and on trends in regional population and
workforce figures. The Prime Minister's Office has already published these in
Finnish under the title ‘Véaeston ja tyollisyyden kehitysnakymia’ (Future population
and employment prospects).
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1. A changing environment

Amid a changing environment, the Finnish economy and its regions will alter in
many ways during the next decade and a half. The global economy is becoming
increasingly integrated and responsive. Its impact on our more open national
economy is increasingly direct and rapid.

In such an environment, gradual integration within the European Union will
continue. The exchange rates affecting the Finnish economy and the overall
financial framework will evolve in step with economic development in the euro
area. Enlargement of the Union will offer new opportunities for expanding
economic interaction, especially between Finland and the Baltic countries.

The Finnish economy has developed well since the recession in the early ‘90s. The
long-term outlook is bright, thanks to the basic stability of the economy and the
competitiveness of Finnish business. However, the changing environment will
require continuous strengthening of our economic structures.

Despite a long period of economic growth since the recession, the fact that
unemployment remains high is a source of concern. It can be reduced by improving
the conditions for creating new jobs and through training. The better the labour
market functions and the more taxation and benefit schemes encourage people to
work, the better the chances of a high rate of employment.

Overall ageing of the population, mainly because of the exceptionally large post-
war age groups, will have a significant impact on Finnish society in the next few
decades. The number of Finns of working age will begin to decline and the number
of pensioners will increase sharply. The ranks of elderly people requiring care will
increase manyfold. Preparations for the consequences of these population
forecasts should be made now. At the same time, efforts must be made to improve
the living conditions of young people so that their shrinking age groups can
eventually respond to the challenges of an ageing society.

In recent years, regional development in Finland has been characterized by
constant migration, bringing large numbers of people of working age to a few
growth centres in which production has grown even more speedily than the
national average. This concentration of population and production, combined with
ageing, will probably create more acute problems, and not only in areas with a net
migration outflow. With this report, the Government seeks to focus attention on
regional problems and on the prospects for alleviating them.
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Globalization

The Finnish economy has gone international at an extremely rapid rate. As a
percentage of GDP, exports have nearly doubled since the recession years.
Companies in the wood-processing and engineering industries and several other
sectors have become more global with respect to ownership, production and
marketing. Numerous companies originally founded in Finland have grown more
quickly abroad than in Finland. Companies founded abroad have also set up
increasing research and production facilities in Finland, but do not necessarily have
strong ties to any particular region. Jobs and production are located worldwide, on
economic grounds.

Service companies in several sectors are becoming more international as
information and communications technology (ICT) facilitates operations all over
the world. Financial services, in particular, are becoming more global. Local
services relating to housing, care and restaurant services will continue to be
produced where their consumers are. If the population base is sufficient to sustain
them, local services will also be offered in the built-up areas of remote regions.
Since the supply of services will increase and diversify along with the population
and products, the highest number of services per capita will be produced in the
largest sub-regions. Services will also become regionally concentrated.

Finnish competitiveness

In recent years, the fact that companies have become more international has
forced industrialized countries to focus on maintaining diversified national
competitiveness. For companies to be successful, their business environment must
be stable and offer growth potential, a well-functioning labour market, a good
infrastructure and reasonable taxation.

Finland has fared well in recent international comparisons on competitiveness. Its
high level of education and training, high-quality technological environment and
well-functioning infrastructure are considered national strengths. The main
weakness, according to the surveys, has been high income tax, and there is still
room for improvement in Finland’s labour market operations. To ensure sound
competitiveness in coming years, constant effort is required to tackle the
shortcomings and adapt to changing conditions.



The Finnish information society

The world economy has become more closely knit by rapid advances in
information and telecommunications technology. Development of the information
society has been particularly rapid in Finland during the last decade. The public and
private sector cooperation has yielded good results, particularly in expanding
research and development, allowing free competition in the telecommunications
business and developing training.

Even so, Finland is still in the middle of its transition to an information society. The
process creates challenges but also opens up new opportunities for businesses, for
the way organizations operate, for public and private services, for training and
innovation systems, and for the institutions of working life.

By international comparison, Finland is a successful combination of an information
society and an affluent welfare society. In future, too, the welfare state will remain
a key factor in utilizing the information society to its full potential. To remain a top
country in growth into an information society, everybody must have access to
information networks.

The information society can boost regional development in two ways. As an
element in an opening and integrating economy, it focuses on major centres.
However, a network economy also enables regional specialization and utilization of
local strengths. High-level expertise can be found throughout the country. The key
factor is how well regional economies can respond to new challenges and integrate
local creativity into development of the international information society.

Closer cooperation within the European Union, and EU enlargement

Integration of the European Union’s internal markets is a long process, which is
still going on. In the euro area, monetary union will be fully realized in 2002, when
euro bank notes and coins will be introduced and prices will be entirely in euros.
The benefits of Economic and Monetary Union will be reaped gradually, as national
economies adjust to the profound changes it brings.

By 2015, the end of the period covered by the report, the population of the
European Union may have increased by as much as 25% thanks to new Member
States, to nearly half a billion. The Union’s total output and real incomes would
rise by only one-tenth, however, because the candidate countries are still poor
compared with the present Member States.
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Economic consequences of enlargement

With respect to Finland’s regional economies, enlargement of the Union will
mainly change labour markets and the competitive position of agriculture. The
Community’s regional support system may also undergo reform due to
enlargement.

According to Finnish studies, several thousand foreigners would move here
annually in search of work, mainly from Estonia. Thanks to the excellent transport
links to the Tallinn area, it will be easy for Estonians to work in greater Helsinki,
where there will be sufficient demand for foreign workers who know Finnish.

When the European Union at some point becomes a community of half a billion
inhabitants, its agricultural population and cultivated area will double. The
competitive position of Finnish agriculture will be altered by the new Member
States, which are predominately agricultural. Together with worldwide changes in
markets, this will keep up pressure for continuous buttressing of agriculture’s
competitive position. The response here will at least include increased cooperation
and diversification, and larger farms.

The enlargement of the Union will create abundant opportunities for cooperation
and new jobs. Finnish expertise can be made available, particularly for business
development, the solution of environmental problems, and action to promote the
adoption of new technology.

The EU’s current structural support system will be valid until 2006, after which the
support received by Finland will depend on what is decided about the system
overall, how support is shared between the present and new Member States, and
how the support paid to an individual Member State is limited.

Population growth coming to a halt and the domestic workforce ageing

According to demographic prognoses, Finnish population growth will gradually
come to a halt and start falling in the early 2020s, as a result of the older age
structure and a sharp increase in the mortality rate. As the large age groups retire,
the proportion of people over 65 will increase steadily.

The age structure of the working-age population is already weighted towards the
older age groups, and the number of people leaving the labour force in the next
few years will, for the first time, exceed those entering it. The size of the
workforce will decline sharply unless the employment rates in various age groups
increase. The unavailability of suitable labour is already a problem in many areas. At
the same time, however, a large labour reserve is not being utilized, as one-third of
all people of working age are not actually employed. The key factors in securing a
new and capable workforce are activation and well-being, especially of young
people.
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There will be a particularly pressing need for labour in the future for municipal
health care and social services, as the number of the elderly will increase many
times over within a few decades. During the same period, many working in the
care sector will be retiring. Productivity in care services rises reasonably slowly, so
the need for new labour is great. With the help of new technology, availability of
services can also be improved regionally.

Diversifying regional development

The increased concentration of production, workforce and population in recent
years has been partly caused by a changing economy that is also becoming more
and more international. Companies succeed best in competitive and favourably
located regions with a competent labour force, innovativeness and benefits
brought by concentration.

Such concentration causes more marked regional diversification. In addition to the
metropolitan area, other regional growth centres have sprung up, with a diversified
industrial structure and production, training and research relying heavily on
information technology. Furthermore, there are some thirty active urban regions
in Finland operating at very different levels. Through specialization and special
expertise, these regions are capable of developing into even stronger centres,
which will be successful in the future if they utilize their distinctive individual
features.

The population and know-how potential of predominantly agricultural areas and
areas with one-sided industry have decreased as the young and well-educated
move elsewhere. Finland will be faced with a problem of a smaller and ageing
population, but should recognize that rural areas also have the strengths and
expertise to develop their business and trade, enabling areas to thrive in
cooperation with other areas.

Many factors affecting the concentration process tend to be self-reinforcing, and
this will also have a major impact on further regional development. A concurrent
ageing of the overall population and labour force may lead to yet more
concentration, as the availability of skilled young labour deteriorates in every area.

The environment as a competitive factor

The environment represents the primary precondition for the future of the
population, jobs and regional development. A good living environment is the basic
sine qua non for a well-functioning society and the well-being of citizens. A large
part of our national wealth is to be found in the structures of the living
environment.
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Production driven by globalization, and the growth in traffic, in particular, has
increased the number and extent of environmental problems. On the other hand,
technological advances and globalization offer new opportunities for promoting
environmental protection and strengthening international environmental
cooperation.

In the future, the living environment will be an increasingly important competitive
factor. When deciding to locate, companies also take account of environmental
considerations important for their personnel. The ecological aspect is to the fore
in the production of food and other items: more has to be got out of less.
Production should also be made more efficient for environmental reasons, of
which climatic factors will be more pronounced in years to come. Renewable
natural resources and their sustainable use will be increasingly important in the
future.
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2. Regional prospects

Recent surveys and predictions indicate that ageing of the population and
workforce, and regional concentration are trends that will continue. These
predictions are based on trends perceivable during the last few years, which means
they incorporate many uncertainties in our rapidly changing world. But the
unavoidable fact is that the population and workforce are ageing steadily, and this
will affect development in Finnish regions.

This chapter discusses regional population and workforce trends mainly on the
basis of regional calculations made by Statistics Finland and the ‘Labour Force 2017’
(Tybvoima 2017) project. We also assess the future of different types of region,
including growth centres and other urban areas and the countryside. By talking
about different types of area, we aim to describe the prospects of and threats to
different areas without attempting to specify strict regional divisions.

2.1. Regional population and workforce trends

Regional concentration a long-term trend

Regional concentration of population, labour and production is a long-term trend
which is expected to continue. The decline in population in rural areas is a result
of fewer people being involved in primary production. The number of people
employed in many traditional industrial sectors fell in the 1970s and 1980s, causing
people to move away from the industrial areas concerned. In the 1990s, many
areas in which employment is dependent on workplace trends in the public sector
suffered from a net migration outflow. The growth centres in recent years have
been the metropolitan area and those large regional centres with a versatile
industrial structure.

The greatest population losses have been experienced in rural areas and declining
industrial areas. In eastern Finland, the reasons for the falling population figures are
caused by outflow and negative natural population growth. In Lapland, the main
reason is persistent outflow. According to a Statistics Finland forecast, between
2000 and 2015 the population will grow in six regions, and primarily in their
growth centres. The fastest growth is expected in the metropolitan area. The
overall population will begin to decline in the early 2020s, and in many rural
municipalities the population will have fallen by a fifth by 2020.

As natural population growth slows down and eventually turns negative, migration
will have a more profound effect on population trends in Finland’s regions.
According to forecasts, the margins of negative and positive net migration will be
smaller as the age breakdown gets older, even if people move about as much as
they do now. The net migration inflow into the Helsinki region is expected to
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halve by 2015, while the net migration outflow in Kainuu is forecast to be reduced
to a third.

People getting older

A steadily ageing population is a phenomenon common to all European countries
and a consequence of the baby booms after the Second World War. The
percentage of people of retirement age (over 65) in Finland was below the EU
average in 2000, but by 2020 it will be considerably higher — indeed, second
highest after Italy. There will be 300,000 more people over 65 in 2015 than there
are now, and this trend will continue in the 2020s. The population will be relatively
oldest in rural eastern Finland, where those over 65 will exceed the 40% mark
between 2020 and 2030.

Poorer availability of labour

Ageing of the large age groups is already affecting the age structure of the working-
age population (15-64 years). The change is rapid, and within a few years the
number of people retiring will for the first time exceed those entering the labour
market. Labour shortages will soon hit the whole of Finland, and become the most
problematic in eastern regions.

According to forecasts, almost one million people will be leaving the workforce
between 2000 and 2015, which is almost half the 2000 total. This will take place
throughout Finland, but replacing these workers will be most difficult in areas
where the working-age population is oldest and the number of young people of
working age has declined because of migration. On the other hand, the percentage
of people employed in various age groups is rather low in Finland, which means we
still have some untapped labour reserves. The workforce is expected to stop
growing in the next few years as people get older and more and more leave the
labour market, and to start on a downward trend after 2010.

Production growth will boost employment in all regions

Intensive regional concentration in recent years has increased regional differences
in terms of growth in production, population and jobs, but fast growth in
production between 1995 and 2000 has guaranteed a positive employment trend
regionally as well as nationally, and the number of jobs has risen in all sub-regions
since the recession. Indeed, the number of jobs is expected to grow in all regions
up to the end of the decade, but the pace of growth will slow down and eventually
stop in the 2010s. This will mainly be caused by the lower supply of labour and a
drop in productivity.
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The forecast increase in production and jobs will reduce unemployment in all
regions. Another contributing factor will be the concurrent reduction in the
workforce, caused by migration and retirement. The current employment rate
among people of working age in Finland is 68%. The 70% target set in the
Government Programme has already been exceeded in Uusimaa, Eastern Uusimaa,
Southwest Finland and Ostrobothnia. The employment rate is expected to exceed
the 70% level between 2005 and 2010.

The increase in employment and consequent lower unemployment rate forecast in
all regions is a positive trend, but in many regions this will mainly be the result of a
decrease in the population and workforce, not actually an increase in production
or the number of jobs. The primary factor affecting the regions’ competitiveness
and production is whether they have sufficient labour and expertise. In the future,
most regions will face a situation where the number of young workers is
insufficient to make up for the loss. This will weaken the preconditions for
innovative production and higher output. In areas with negative net migration, the
smaller number of people and households is already weakening demand for
services and consequently the prospects of local businesses.

Despite a strong concentration trend, regional differentials in terms of the
disposable income of individuals are relatively small. This is mainly explained by the
fact that the public sector ensures the availability of basic services throughout the
country and levels out income differences through income transfers and taxation.

Number of immigrants increasing

The large age groups leaving the labour market in the future cannot be sufficiently
replaced with young people or other labour reserves. In connection with EU
enlargement talks, the idea was raised that Finland could recruit labour from new
Member States, specifically the Baltic countries. The level of immigration at the end
of the decade is difficult to predict. Some studies indicate a moderate annual
positive net inflow of 5,000 immigrants, the level in recent years having been 2,000
to 3,000. But much higher figures have also been put forward on the number of
immigrants, backed by studies made in the Baltic countries. Migration will
undoubtedly grow, but the need for it will probably partly be met by temporary
workers, mainly from Estonia, and by relocating Finnish production in other EU
countries. The effects of increased immigration will mostly be felt in the
metropolitan area and other regional centres in the south of Finland.
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2.2. Growth centres

Success of growth centres important for all regions

Throughout the world, production and population are concentrated in commuting
areas around large centres. The Helsinki sub-region, with 1.2 million inhabitants, is
a growth centre in terms of population and production even by international
standards, but also the Turku, Tampere and Oulu sub-regions have expanded in
recent years. The prospects for Helsinki are favourable, as it is the country’s
largest and most versatile area and the main seat of central government.

Regional concentration promotes in many ways the preconditions for and
competitiveness of businesses located in regional growth centres, as these can
offer plenty of competent labour, a well-functioning market for intermediate
products and good corporate services. It is easy to find work in the diversified
labour market, and also places where family members can study.

As population and income levels rise, a region’s services improve and attract in
more people. Good services and skilled experts in different fields increase
opportunities for industry even further. Growth centres have enjoyed positive
growth in recent years. It is beneficial to the economy as a whole to promote the
competitiveness and balanced development of growth centres, because their
success also increases production and well-being in other regions.

Labour shortages, insufficient housing, deficient public services, social exclusion of
the needy, and traffic problems may, however, reduce the competitiveness and
attractiveness of growth centres. If domestic growth centres go into decline,
companies may shift their production facilities and expertise to flourishing growth
centres in other countries.

A good economic dependency ratio and strong municipal finances

Since many migrants are young, the growth centres receive a proportionally high
number of children and people of working age. Growth centres are good sub-
regions as far as the economic dependency ratio is concerned, for their population
consists of more people of working age than in other areas. Thanks to the high
level of production and income, per capita tax revenues are high. Although daycare
and education costs are also relatively high, service costs for retired people are
relatively low. In growth areas, municipal finances usually have a firmer foundation
than in other parts of Finland.
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Labour from other countries, too

If economic growth in Finland continues to boost employment in the long term,
growth centres, too, will face problems with labour availability. Although there will
be a steady flow of migrants into growth centres from other parts of Finland, they
will also have to resort to an increasing supply of labour from outside the country.
Most growth centres in EU countries are already peopled by many nationalities. In
Sweden, for example, one-tenth of the population were born abroad. Most of
these people live in the growth centres. In Finland, by contrast, only 2.5% of the
population are foreign-born.

Most affluent countries find themselves competing for a mobile skilled workforce,
for the number of people of working age is declining throughout the industrialized
world. In Finland, too, it is important to take steps to promote the employment of
foreigners and provide quality services for non-Finnish speakers. It is also essential
to ensure that immigrants do not encounter discrimination or racism. In eastern
and southeastern Finland especially, trained workers from Russia will offer a
possible solution as Finnish labour resources shrink. On the other hand, St
Petersburg is an important market for Finland and boosts demand for Finnish
workers.

Housing most expensive in growth centres

Demand for housing in Finnish urban centres at times exceeds the supply because
their population has grown so fast. Prices and rents have consequently risen far
faster there than elsewhere in Finland. The need for subsidized housing constantly
outstrips the demand.

High housing costs tend to prevent those with low incomes from moving to
growth centres. Some municipalities deliberately try to slow down population
growth, to give themselves a chance of providing better services for their existing
residents. With time, expensive housing finds reflection in pay and the prices of
other products, preventing the creation of new jobs. This can be harmful for the
economy as a whole, as the jobs that are not created in growth centres are not
necessarily created anywhere else in Finland, but in growth centres abroad.

The division of housing areas into the wealthy and the badly-off is not such a
problem in the Helsinki region as it is in many world metropolises. However, as
the affluence gap continues to grow, it is the price of quality housing in prestigious
areas that rises most, eventually leading to segregation by income level. The ageing
building stock and deteriorating services in suburban areas combined with high
unemployment have made the prevention of segregation an important feature of
urban policy and housing strategies.
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2.3. Other urban sub-regional centres

The importance of a diversified production structure

As well as its growth centres proper, Finland has dozens of sub-regional centres
which differ in many respects. They have usually formed around medium-sized
towns and commonly concentrate on a few key specialist fields. Clusters around a
paper mill or other big industrial plant used to typify these specialist communities.
The advance of the electronics industry has turned the Salo area into a new centre
of this kind, which succeeds because of its technological skills and specialist
production.

Intensive specialization creates a market for labour and intermediate products in
the field in question, and thus promotes local competence. Collaboration between
industry and educational institutions is mutually beneficial to the companies and the
whole area. The advance of such new business is furthered by broad use of
information and communications technology, ICT, better connections and
extensive outsourcing.

As long as a sub-regional centre’s main industries are successful, the area’s
economy is in good shape. But because of rapid improvements in productivity,
higher output does not always increase local employment. A one-sided production
structure is susceptible to crises and often causes problems on the labour market.
In families, providing work for both parents may be difficult, and there is not
always the right kind of education or leisure facilities for the children.

Many regional centres have become too dependent on jobs in the public sector. In
recent years they have been forced to diversify their industrial base because the
recession forced the public sector to downsize its workforce.

In specialist fields, diversification of production means that the workforce needs
constant retraining and business must be consolidated all the time. In many areas,
special development programmes have been launched to this end. One good
example is the establishment of centres of expertise specializing in a huge range of
business segments. The universities and polytechnics are now important actors in
this process, and together with companies they provide a major source of skills in
many areas.

Though the IT industry is mostly located in major growth centres, its
subcontracting has promoted industry in many other parts of the country, also
strengthening the production structure. Intensive networking boosts the growth
potential of specialist companies in areas that can supply the necessary skilled
labour.
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An ageing and declining population

Compared with the growth centres, the labour market in other urban areas tends
to be more one-sided, and their workforce older. In future these areas will find it
increasingly difficult to safeguard sufficient labour availability, because Finnish
population growth is slowing down. Finding jobs for those excluded from the
workforce will be hard, because they often lack sufficient education.

The number of jobs in areas that are the home of Finland’'s traditional major
industries has long been falling, resulting in a higher level of unemployment and
social exclusion there. As the population declines, housing and other infrastructure
stand idle. Young people leave, raising the proportion of old people in the
population and increasing the amount of funding needed for care services. With
declining tax revenues, such municipalities often face financial difficulties.

Problems with demographic and workforce trends make it harder for small and
medium-sized urban areas to develop. Most understand the importance of working
together, and already form important links in cooperation networks such as
centres of expertise and district centres. Networking and cooperation of this kind
creates new potential for consolidating special skills and diversifying the local
economy.

2.4. Rural areas

SME-dominated production

The Finnish countryside has many faces. Areas near growth centres have done
fairly well because they are close to commuting areas. Living in such rural areas is
cheaper than in the towns. The heart of the countryside is made up of little local
centres and their surroundings. Not many people commute to jobs in the growth
centres, though their number has been increasing recently. Sparsely populated
rural areas cover about half the country, but only a tenth of the population live
there.

The countryside’s biggest strength is its unspoiled nature and the production and
well-being that depend on it. Tourism relying on small businesses, food produced
in a clean environment and people who can turn their hand to many skills will
continue to be assets for rural areas. The local labour market may be small, but it
functions well, and employers often know their potential employees personally.
One of the worst problems is that there are not enough jobs, especially for young
people. Even those with jobs have few opportunities for changing them. The local
economy relies heavily on primary production, public services and a small number
of private services. Families have difficulty finding paid employment for both
parents and education for their children beyond comprehensive school.
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But even quite remote areas can succeed through a combination of tourism and
other local industry, such as farming, food industry, wood processing and mining. A
third of Finnish farms engage in some other business besides agriculture, and
tomorrow there will be more. Technological advances have opened up new
opportunities for traditional farming communities. The culture industry is a good
example of a growing field where efficient use of information networks eliminates
long geographical distances.

Successful businesses are crucial on small labour markets. The examples of Sievi
and Tuuri in western Finlanddemonstrate how the activities of a few key
businesses can create lots of new jobs and make the whole area flourish. It may be
difficult to find enough skilled labour for such growing rural businesses, but
cooperation and networking with other businesses and educational institutions in
other areas can create the ground for success.

As productivity rises, the number of Finnish farms is expected to fall by 50 per
cent in the next ten years, and there will not be enough jobs in rural areas for all
those who need them. However, development into a true information society, and
production and application of new technologies give even small areas the chance to
specialize and restructure their economies. Many companies are already used to
spreading their IT work outside the main urban centres by locating various service
functions in small municipalities. Thanks to fast IT links, opportunities for telework
and for businesses to operate units at a distance will improve even further in the
future.

In many rural areas, demand for both private and public services increases greatly
at holiday times, leading to the creation of seasonal jobs. It is estimated that there
are already more ‘summer cottagers’ than permanent residents in many country
areas. Because these leisure homes are well built, with good connections, and
there is a good range of local services, their owners are using them more, and thus
creating more demand for what local businesses can offer. In future these holiday
cottages will increasingly act as second homes, also used by their owners outside
the holiday season. As IT networks and services develop, it will be increasingly
possible to do telework from them.

Municipalities in difficulties as their population shrinks

The rural population has been declining for decades, and the death rate already
exceeds the birth rate in many places. As their population falls, municipal revenues
and services shrink, prompting yet more movement elsewhere. At worst, such
country areas find themselves in a vicious circle that it is difficult to break out of.
Their finances rely on government subsidies and the pensions of their residents. In
future the expenditure of municipalities with a net migration outflow will rise more
than average because their ageing populations will need more and more social
services and health care.
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It may be difficult for rural areas to attract enough skilled care workers, because
even flourishing centres are suffering from shortages. Many private services such as
trade and transport have to cut back on operations because of poor profitability as
demand slumps, making country life yet more difficult and rural economies still
weaker. It is already hard for areas with a net population loss to find enough
people to fill their housing stock. Idle housing and infrastructure capacity becomes
expensive for municipalities and businesses.

Ageing and decline in the population is inevitable, and the trend is particularly
conspicuous in rural areas. Despite rapid change and all the problems they face,
though, country areas have great strengths and skills that give them the potential
for surviving if they work together. Their economies can be developed if they pool
their resources and work to build up their communities.

2.5. The regional and community structure

People feel differently about where they want to call home; in this, as in other
respects, Finnish values diverge. Some want to live in a big city, some in smaller
regional centres, and others in a rural area. The more choice people have in
deciding where to live and work, the greater the nation’s well-being.

Regional concentration causes problems both for the areas that lose population
and for those that gain an influx of new residents. Even the soaring price of land
and housing has done little to restrain the pull of the growth centres. Fast changes
in the regional structure often boost other social costs, too. When the housing,
roads and other infrastructure lie idle in areas with a net outflow of people,
demand there also declines. Such areas already contend with empty housing,
excessive water supply and other technical infrastructure, and overdimensioned
services. At the same time, areas with population inflow are forced to invest in
new infrastructure.

Finland has more roads, utility networks and other infrastructure per head of
population than most other comparable countries. This is a result not only of its
scattered settlement but also of the country’s decentralized community structure,
which has many historical causes. Unrestrained decentralization of the community
structure actually lengthens the distance between functions and increases land use,
traffic, energy consumption and municipal engineering costs.

The urban sprawl created around growing centres is often the result of planning
choices. If plenty of cheap land was available, new neighbourhoods were often
created at quite a distance. The construction of small houses under special permits
on the outskirts of centres also contributed. The replacement of numerous small
local daily goods shops with a few large supermarkets has greatly increased the
amount of traffic, too, prompting yet more sprawl. The disappearance of local
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providers makes life more difficult for households without a car, and essential
services become less accessible.

On the other hand, there is greater awareness of the economic and environmental
effects of urban sprawl than there used to be. With a long-range land policy, quality
planning and control of building, its undesirable effects can be prevented, and
greater physical cohesion encouraged.

Telework and traffic

Commuting distances have grown almost everywhere, and people travel increasing
distances to work. This has promoted the functioning of the labour market but
increased the need for traffic arteries, means of transport and other infrastructure.
In the places where such commuters live, well-being increases because tax
revenues and consumption rise. There are also tax reliefs for living far from one’s
workplace.

Advances in ICT have increased the potential for telework, but this is still minimal.
If it expanded, it would help relieve rush hours and reduce the load on the
environment. Local consumption by teleworkers helps make local services more
profitable. The lack of social interaction, data protection risks, the inflexible
organization of work communities and the fact that the labour market and
personnel policies have few ready rules for telework are hampering the spread of
this mode of working, however.

Quality communications and traffic connections are essential for economic
development and social well-being. Because they are so advanced in Finland, our
international competitiveness is among the best in the world.

If communications and traffic connections are good, new settlements and viable
industry based on telework could be created even in our most remote regions.
For enterprises operating or seeking to establish in rural areas, a well-functioning
local road network is essential. The substandard condition of our low-traffic roads
is at times an obstacle to both goods and passenger traffic.
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3. Strategies

Labour supply will be increased in all age groups

The biggest age groups are already over 50, and as they grow older their work
contribution will fall off sharply. They will be followed by much smaller ‘year
groups’ entering working life from schools and universities. The employed
workforce would already be decreasing if the employment rates in the various age
groups were not still rising from the depressed level during the recession. National
well-being depends crucially on the size of the employed workforce, and this can
be increased in many ways by 2015.

Public policy on families influences the birth rate to some extent. The babies born
this year will not join the workforce until the 2020s, when they will emerge from
the education process. However, in the interests of equality, and to support
balanced demographic trends, it is important to provide all regions with quality
daycare, schools and other services needed by families with children. Society will
continue to subsidize families with children in the future, too.

As the education system improves, the employment rate rises. Whole youth age
groups must be guaranteed basic vocational training in a specialist field, and two
thirds of them a place in higher education. Young Finns tend to enter the job
market at a fairly late stage, but this can be corrected by making education and
training more efficient and improving the system of financial aid for students.

Employment rates among those of prime working age are still much lower than
before the recession. Skill requirements in working life are much higher than
before, making it more difficult to find jobs. However, more middle-aged people
can be found employment in the long run if we make adult education more
effective and ensure that the social security and tax systems provide better
incentives for work.

Those approaching retirement tend to leave working life and become pensioners
much earlier than in the other Nordic countries. With the labour supply shrinking
these days, there is beginning to be demand for the skills of older people, too, on
the labour market. In future, some people who reach retirement age should be
encouraged to go on working, aided by improvements at the workplace, early
rehabilitation and various action to maintain working capacity.

Readiness for an ageing population

Pension costs and expenditure on care for the aged will start rising most rapidly
only after 2015, but we should prepare for them now by reinforcing central
government finances and bringing about changes on the labour market and in the
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pension system that encourage people to stay on at work. A government surplus
will reduce indebtedness and the burden of debt servicing, making room for action
to promote growth and well-being and to finance care for old people. Less debt
will help the economy as a whole and its various sub-areas to withstand
disruptions better. The special needs of the ageing population will be taken into
account in housing, transport and other functions such as cultural and sports
services.

We must promote employment among foreigners living in Finland

Workers already move freely from country to country within the European
Economic Area (EEA). As the European Union enlarges, the citizens of the new
Member States will also be able to seek work here. This, too, will promote the
well-being of the existing population, because such ‘guest workers’ nearly always
generate more income for a nation than expenses.

Finland has not always been a promised land for skilled foreign workers, partly
because of the rather low level of net pay, the difficult language and the cold
climate. On the other hand, the good public services, safe cities and unspoiled
nature help to counterbalance these disadvantages. If such ‘new Finns’ are to be
happy here and find work, it is vital to further reinforce the multiculturalism of
Finnish society, consolidate the principle of non-discrimination, and ensure that our
service systems are able to deal with people from other cultures. In helping
immigrants to integrate, it is particularly important to promote education and
training, and cultural and recreational opportunities, among their young people.

A higher-quality workforce through training and education

Geographically speaking, our upper secondary schools, vocational institutes,
polytechnics, universities, other institutes of higher education and adult education
centres form a comprehensive network of centres of learning, but they could be
used much more effectively if study guidance could be improved, drop-outs
discouraged and online education increased. Youth education should be targeted
so as to ensure that there are enough potential employees with high-quality up-to-
date training in every field.

Because skill requirements on the labour market are rising all the time and
sometimes change unexpectedly, adult education opportunities must be improved
throughout the country on the lifelong learning principle. Training for the
unemployed and those at risk of unemployment must take the needs of regional
and local employers into full account. This is also the way to avoid the social
exclusion which has proven expensive to society in recent years.
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Cultural and sports services as regional attractions

Cultural and sports services strengthen a region’s competitiveness because they
act as strong attractions to new residents and businesses. In turn, the culture
industry generates new occupations and meets new needs in society and the
economy. Regionally comprehensive cultural and sports services, other cultural
activities and networks, and the culture industry must be integrated much more
effectively into regional development.

Support for enterprise

Fast technological advances, raised productivity and a high level of innovation all
call for an adaptable economy where enterprises, too, are changing all the time. A
pro-enterprise climate and environment are essential for such new business
activity.

Advisory and development services to help entrepreneurs and new businesses
setting up are promoted all over Finland. Education in entrepreneurship at schools
should be increased so as to build pro-enterprise attitudes. The effectiveness of
business policies will be boosted by ensuring that various sectors of administration
work together better.

A constant focus on research and development

The combined input of the public and private sectors in R&D in Finland is among
the highest in the world. The level of public input influences technological
development in general and also the amount and intensity of private input. That is
why care must be taken to ensure public-sector funding in years to come, too.

Regionally, research and development is concentrated in a few centres of
expertise, the biggest being in Uusimaa, the area around the capital. In future, the
ability and opportunities of other regions to utilize national and international
know-how must be furthered. Technology transfer must be promoted by activating
enterprises and potential enterprises to engage in concrete cooperation with the
companies and research institutes in centres of expertise, and with universities and
polytechnics. The Technology Services at the Employment and Economic
Development (T&E) Centres have a key role to play here.

Safeguarding the financial base of the municipalities

It is municipalities with small populations and a net migration outflow that suffer
the worst financial problems, and their difficulties are likely to increase in future as
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the entire population declines and grows older. A key role will be played here by
the system of state subsidies, which is currently under review.

The aim is to make the country’s heterogeneous municipal structure stronger and
more uniform, creating units more comparable in operating potential and
structure, and better able to withstand economic fluctuations. These will be able
to provide their residents with municipal services in line with fundamental rights
and also have resources for development projects. As a result, today’s somewhat
haphazard municipal structures will be given geographical, regional and functional
coherence, while municipalities small in population and size, specifically, will be
combined, or integrated into larger municipalities. Cooperation between
municipalities and sub-regional units will be encouraged to promote the same
goals.

Regional development programmes as the basis for regional policy

Sector-specific government spending through the budget will continue to represent
a major input in regional development. These money flows have remained integral
features of overall regional policy, with the regions of Eastern and Northern
Finland being net payees. The various sectors of central government must ensure
that action is carefully targeted regionally, increasing the importance of sectoral
policy in regional development. When nearly half the people working for the
government retire during the next ten years, a re-location of government units will
also become possible.

Regional development programmes are still financed partly by EU Structural Funds
and partly by national funding. Thus there are not only Structural Fund
programmes but also national urban and rural policy programmes, regional centre
programmes and the nationwide centre of expertise programme. The regional
centre programme has been designed to encourage closer cooperation between
centres and other areas, making every effort to involve less developed areas, too.
The overall rural policy programme concentrates on making villages and sub-
regional units function better. The centre of expertise programme aims to build up
a comprehensive network of top know-how that will attract both Finnish and
foreign experts and companies to the areas concerned. There are already
thousands of projects under these regional development programmes, boosting
output and employment throughout the country.

The main principles of the EU’s regional policy have so far been agreed on up to
2006, so we must start preparing for the period in good time thereafter. The
experiences gained of EU programme work in the past should also be used in
implementing Finland’s own regional policy. An overall regional plan and
programme are to be drawn up, with annual funding plans. Each ministry will
approve the components of the development programme affecting its particular
sector of government, and an annual region-specific funding plan. The results of
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current regional policy and the effectiveness of action taken will be evaluated when
the long-term strategy for regional development is drawn up. At the same time,
the funding needed will be assessed.

A greater variety of policy measures is needed, tailored to the particular conditions
in the regions. Regional development programmes such as the regional centre
programme, which offers an alternative to the concentration trend, will play a key
role here. If we are to create a competitive regional structure, it is essential to
have a strong nationwide network of regional centres drawing on the dynamism of
various urban areas, large and small.

Better land use will yield a more coherent community structure

The national goals for land use laid down in the new Land Use and Building Act
provide a strategy extending far into the future. The targets underline the
importance of making the community structure more coherent, ensuring a well-
functioning living environment for different resident groupings, reducing traffic and
regulating the siting of large shopping centres so that they support the existing
community structure. The principle of sustainable development will be taken into
account in decision-making, particularly in the coordination of economic, social and
environmental issues.

Taking special regional features into account in housing production

The main goal of the Government’s housing policy strategy is to promote a
housing and building market that functions well throughout the country and
maintains stable prices. In the metropolitan area and other urban centres, the aim
is to encourage a wide range of reasonably priced housing to meet the demand,
including rental accommodation and right-of-occupancy housing. This will inhibit
one-sided development and the resulting social segregation . In other areas, new
housing should take demographic prognoses into account and improve existing
housing stock, mainly through renovation, and primarily so as to improve housing
conditions for young families.

Making the transport and communications network function better

A good transport and communications network is essential for Finland’s
international competitiveness and regional and local industry. Basic transport
services must therefore be safeguarded throughout the country. The whole
transport and communications system in growing urban areas must be improved,
giving special attention to public transport and pedestrian and bicycle traffic.
Adequate transport networks and services must be guaranteed in rural areas. The
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main links between regional and national centres, and international connections
must also be improved. It is particularly important to ensure fast data network
links all over the country, as this provides the vital preconditions for new jobs and
businesses and better services also in rural areas.

Welfare services accessible to all

An adequate supply of educational, social and health services all over the country
promotes national well-being and working capacity, and also industrial potential.
Quality welfare services at the same time further equality and help combat social
exclusion.

In future, too, the foundation for welfare services will comprise municipal services
financed out of taxes which are available to all, irrespective of social and financial
and social standing. People everywhere must be ensured these essential services.
Responsibility for providing and generating services must be clarified.

One aim of the state subsidy system is to ensure funding for the municipalities’
long-range educational, cultural, and social welfare and health care planning, to
ensure that high-quality welfare services are available to all at reasonable cost. If
necessary, private-sector social welfare and health services could supplement
municipal services and offer an alternative to them. This sphere must be made
more attractive and personnel encouraged to stay on in their jobs by improving
working conditions. New operating models, quality criteria and the latest
technology must be used more widely. Municipalities should be encouraged to use
their resources more efficiently through networking, giving them a chance to
provide specialist services, too.
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4. Greater well-being throughout the country

This survey scrutinizes regional development as a whole in 2001-2015, taking an
economic view. Key long-term strategies for the economy as a whole, and for
regional economies, are considered, and not just concrete action for the next few
years. Nobody knows for sure what kind of world the Finns will be living in around
2015. However, some tendencies in the operating environment seem more likely
than others, and demand attention and preparedness at this early stage.

Demographic factors point inevitably to a decline in the workforce. It is only
sensible to prepare ourselves for this and other less predictable social changes by
consolidating the nation’s economic base. Only a society with a strong economic
foundation can improve welfare in every part of the country and even in
unexpected situations. Good care must continue to be taken to ensure that
government finances are solid and economic growth possible, by building up the
nation’s skills and intellectual capital, and promoting the national innovation system.

It is essential to use resources to benefit the entire nation efficiently and
farsightedly. Here, the Government considers it important to support both
balanced and proactive regional development, to respond to the challenges of
ageing while also taking account of the special needs of other age groups, to
increase equality, to secure the preconditions for sustainable development, and to
provide welfare services in all areas.
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