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Abstract

Globalisation came to be seen as more than simply
a way of doing business, or running financial
markets - it became a process. From then on the
word took on a life of its own. Centuries earlier, in
& similar manner, the techniques of industrial
manufacturing led to the changes associated with
the process of industrialisation, as former country
dwelle(s migrated to the cramped but booming
Idustrial cities 1o tend the new machines. Not
:VfoYOne agrees that globalisation is necessarily
mV;,";Jr that globalised corporations are running
nation:sse' individuals or are more powerful than
e m‘-”kome say that the spread of globalisation,
o i ﬂ?tsband free trade into the developing
Poblem is ?hatelst way to beat poverty - the only
Yoty gyt 1 r:ee markets and free trade do not
erionce ‘;f !ous, this paper Iook§ at the finnish
POVt g ng-term economic growth and
duction in the era of globalization.

Globalization and Economy:
A Case of Finland

INTRODUCTION

It was the anti-globalisation movement that really put globalisation on

the map. As a word it has existed since the 1960s, but the protests agamst

this allegedly new process, which its opponents condemn as a way of

ordering people’s lives, brought globalisation out of the financial and

academic worlds and into everyday current affairs jargon. (Jeffery,2002)

But that scarcely brings us nearer to what globalisation means. The

phenomenon could be a great deal of different things, or perhaps multipie
manifestations of one prevailing trend. It has become a buzzword that
some will use to describe everything that is happening in the world

today.

In the late 1980s and early 1990s, the business model termed the
“globalised” financial market came to be seen as an entity that could
have more than just an economic impact on the parts of the world it
touched.

Globalisation came to be seen as more than simply a way of doing
business, or running financial markets - it became a process. From then
on the word took on a life of its own. Centuries earlier, in a similar
manner, the techniques of industrial manufacturing led to the changes
associated with the process of industrialisation, as former country

dwellers migrated to the cramped but booming industrial cities to tend
the new machines.

The anti-globalisation movement is tamously broad, encompassing
environmentalists, anarchists, unionists, the hard left, some of the sort
left, those campaigning for fair development in poorer countries and
others who want to tear the whole thing down, in the same way that the
original Luddites attacked mechanised spinning machines.

Not everyone agrees that globalisation is necessarily evil or that
globalised corporations are running the lives ot individuals or are moie
powerful than nations. Some say that the spread of globalisation, tree
markets and free trade into the developing world is the best way to beat
poverty - the only problem is that free markets and free trade do not yet
truly exist.



Globalisation can be seen as a positive, negative or even
marginal process. And regardless of whether it works for
good or ill, globalisation’s exact meaning will continue.

Long term Economic Growth and Poverty
Reduction: Finland in the early 20008 is a small
industrialized country with a standard of living ranked
among the top twenty in the world. At the beginning of
the twentieth century it was a poor agrarian country with
a gross domestic product per capita less than half of that
of the United Kingdom and the United States, world
leaders at the time in this respect. Finland was part of
Sweden until 1809, and a Grand Duchy of Russia from
1809 ta 1917, with relatively broad autonomy in its
economic and many internal affairs. It became an
independent republic in 1917. While not directly involved
in the fighting in World War 1, the country went througha
civil war during the years of early independence in 1918,
and fought against the Soviet Union during World War IL.
Participation in Western trade liberalization and bilateral
trade with the Soviet Union required careful balancing of
foreign policy, but also enhanced the welfare of the
population. Finland has been a member of the European
Union since 1995, and has belonged to the European
Economic and Monetary Union since 1999, when it
adopted the euro as its currency.

Finland has large forest areas of coniferous trees, and
forests have been and still are an important natural
resource in its economic development. Other natural
resources are scarce: there is no coal or oil, and relatively
few minerals. Outokumpu, the biggest copper mine in
Europe in its time, was depleted in the 1980s. Even water
power is scarce, despite the large number of lakes, because
of the small height differences. The country is among the
larger ones in Europe in area, but it is sparsely populated
with 44 people per square mile, 5.3 million people
altogether. The population is very homogeneous. There
are a small number of people of foreign origin, about two
percent, and for historical reasons there are two official
language groups, the Finnish-speaking majority and a
Swedish-speaking minority. In recent years population
has grown at about 0.3 percent per year.

The Beginnings of Industrialization and
Accelerating Growth: Finland was an agrarian
country in the 1800s, despite poor climatic conditions for
efficient grain growing,. Seventy percent of the population
was engaged in agriculture and forestry, and half of the
value of production came from these primary industries
in 1900. Slash and burn cultivation finally gave way to
field cultivation during the nineteenth century, even in
the eastern parts of the country.

Some iron works were founded in the southwestern part
of the country in order to process Swedish iron ore as
carly as in the seventeenth century. Significant tar burning,
sawmilling and fur trading brought cash with which to
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The first modern cotton factorieg Starteg Stern
and 1840s, as did the first machine Sho‘g u
machines were introduced in the cotton ‘ f'act e f; gD
first rag paper machine in the 184¢ i ?n,""”ﬂnd nm:'f
sawmills were allowed to start only in 18( firs %rlg.
railroad shortened the traveling time fro 60), 7 Q fi,ﬁ*
towns to the coast in 1862, and the firg; té] (m e inlaﬁ:;
at around the same time. Some new i“Vent?ra o
electrical power and the telephone, came intOOnS, Blich 5
the 1880s, but generally the diffusion of new tu e carly iy
to everyday use took a long time. echn, Ol%y

The export of various industrial and artig,,

Russia from the 1840s on, as well as the op 5{: _Oductsto ;
British markets to Finnish sawmill prodycts in ltf}l]g Up of
were important triggers of industrial developme e 18, -
the 1870s on pulp and paper based on woog fibe r“t. F
major export items to the Russian market, ang beforbecame
War I one-third of the demand of the vast Ryg; e Wr)ﬂd
was satisfied with Finnish paper. Finlanq beCameemplre .
open economy after the 1860s and 1870s, with, an : ve
share equaling one-fifth of GDP and an import h:rport. |
one-fourth. A happy coincidence was the Consider eb (I){ .
improvement in the terms of trade (export Prices /ima e
prices) from the late 1860s to 1900, when timber ang of}?g :
export prices improved in relation to the internationy]
prices of grain and industrial products, Finlang
participated fully in the global economy of the firgt gold-
standard era, importing much of its grain tariff-free and,
lot of other foodstuffs. Half of the imports consisted of
food, beverages and tobacco. Agriculture turned to dairy
farming, as in Denmark, but with poorer results. The
Finnish currency, the markka from 1865, was tied togold -
in 1878 and the Finnish Senate borrowed money from
Western banking houses in order to build railways and
schools.

GDP grew at a slightly accelerating average rate of 28
percent per annum, and GDP per capita rose 1.5 percent
per year on average between 1860 and 1913. The
population was also growing rapidly, and from two
million in the 1860s it reached three million on theevect
World War 1. Only about ten percent of the population
lived in towns. The investment rate was a little over
percent of GDP between the 1860s and 1913 and labaf
productivity was low compared to the leading nat;‘é"s‘_
Accordingly, economic growth depended mostly on
labor inputs, as well as a growing cultivated area-
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ears: Therevolutionof 1917
upind'belnt;’::;;ependmce cut off Russian
ting for Finland’s economy. The
o, wH E was Parﬁcuhfly difficult as 60 percent of
o 5t300 ad been imported:
gfaiﬂ cruction in Europe and the consequent

(wal recon® put the economy ona swift growth
g:ﬂaﬂd for m’::e:ween the Finnish economy and Western
. The gfuparro wed dramatically in the interwar period,
gcvf‘omlét mained the same among the Scandinavian
alﬂ“’“gh ! hich also experienced fast growth: GDP grew
Co,mtriesrw ent per annum and GDP per capita by 3.8
by 47 perC] 920-1938. The investment rate rose to new
Perceﬂt in nich also improved labor productivity (see
heights’ Y{'h ¢ 1930s depression was milder than in many
fig?” e6) ean countries because of the continued
other Euro ulp and paper. On the other hand, Finnish
aema“‘.’;":,,gm into depression at different times, which
in the d ownturm milder than it would have been if all
de Justries had experienced their troughs
B eously. The Depression, however, had serious
sm;‘;:m g _drawn-out consequences for poor people.
2 jand reform of 1918 secured land for tenant farmers
Thef cm workers. A Jarge number of new, small farms
and 12 tablished, which could only support families if
wer.e};c:d extra income from forest work. The country
ﬁwyamed 1arge)y agrarian. Omn the eve of World War 11
Iﬁ:?msi half of the labor force and one-third of the
amd;;dioﬂ were still in the primary industries Srmall-
«ale agriculture used horses and he rse-drawn machunes,
jumberjacks went into the forest with axes and sasw s, and
Jogs were transported from the forest by harses or B
floating. Tariff protection and other policy measures
helped to raise the domestic grain production to 8O-
percenmf consumption by 1934
Soon after the end of World War 1, Finnish sawmll
products, pulp and paper found old and new markets in
the Western world . The structure of exports became more
one-sided, however. Textiles and metal products found
no markets in the West and had to compete hard with
imports on the domestic market. More than four-fifths of
exports were based on wood, and one-third of mndustnal
production was in sawmilling, other wood products, pulp
and paper. Other growing industries included mining,
basic metal industries and machine production, but they
Operated on the domestic market, protected by the customs
bamiers that were typical of Europe at that ime.

The Postwar Boom Until the 1970s: Finland came
;:’r‘r?f World War Il crippled by the loss of a full tenth of its
e X;tury,} .andy with 400.000 evacuees from Karelia.
imﬁ“:\-t: units were dilapidated and the raw material
Urikoe v oy wapaoe: The huge war reparations to the Soviet
The fae e the priority problem of the decision makers.
g s or"}f‘le‘ development of the domestic machinery

Pbuilding industries (see Fig. 7), which was based
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on domestic demand during the interwar period and
he War made war-

deliveries to the army during t ) -
reparations deliveries possible. They were p?ld 021;.‘1;:.
and according to the agreements. At the same v

exports to the West started agai Gradually the productive

ypaci i d the whole industry was
capacity was modernized an Y ldiers were given

reformed (see Fig. 8). Evacuees and
land on w}Sich to ;gettl)e, and this contributed to the decrease
in farm size.
Finland became part of the Western European trade”
libe : - joini the WOl'ld Bank, the
ralization movement by joining oods
International Monetary Fund (IMF) and the Bretton Wt Al
agreement in 1948, becoming a member of the Gener
Agreement on Tariffs and Trade (GATT) two years later,
and joining Finnefta (an agreement bebveen.me European
Free Trade Area (EFTA) and Finland) In 1961. The
government chose not to receive Marshall Aid because of
the world political situation. Bilateral trade agreements
with the Soviet Union started in 1947 and continued until
1991. Tariffs were eased and imports from market
economies liberated from 1957. Exports and imports,
which had stayed at internationally high levels during
the interwar years, only slowly returned to the earlier
relative levels.
The investment rate climbed to new levels soon after War
World IT under a government policy favoring investments
and it remained on this very high level until the end of the
19805 The labor-force growth stopped in the early 1960s,
and economic growth has since depended on increases
in productivity rather than increased labor inputs. GDP
cronwth was 4.9 percent and GDP per capita 4.3 percentin
matching the rapid pace of many other
European countres.
Eaports and, accordingly, the structure of the
manuiscturing industry were diversified by Soviet and,
Lates. o6 Western orders for machinery products including
paper machines, cranes, elevators, and special ships such
as icebreakers The vast Soviet Union provided good
markets for clothing and footwear, while Finnish wool
and cotton factories slowly disappeared because of
competition from low-wage countries. The modern
chemical industry started to develop in the early twentieth
century, often led by foreign entrepreneurs, and the first
srmall oil refinery was built by the government in the 1950s.
The government became actively involved in industrial
activities in the early twentieth century, with investments
in mining, basic industries, energy production and
transmission, and the construction of infrastructure, and
this continued in the postwar period.
The new agricultural policy, the aim of which was to
secure reasonable incomes and favorable loans to the
farmers and the availability of domestic agricultural
products for the population, soon led to overproduction
in several product groups, and further to government-
subsidized dumping on the international markets. The
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_fil'St limitations on agricultural production were
Introduced at the end of the 1960s.

The Population reached four million in 1950, and the
postwar baby boom putextra pressure on the educatio_nal
System. The educational level of the Finnish population
was low in Western European terms in the 1950s, even if
- everybody could read and write. The underdeveloped
educational system was expanded and renewed as new
universities and vocational schools were founded, and
the number of years of basic, compulsory education
increased. Education has been government run since the
1960s and 1970s, and is free at all levels. Finland started
_to follow the so-called Nordic welfare model, and similar
!mprovements in health and social care have been
introduced, normally somewhat later than in the other
Nordic countries. Public child-health centers, cash
allowances for children, and maternity leave were
established in the 1940s, and pension plans have covered
the whole population since the 1950s. National
unemployment programs had their beginnings in the
1930s and were gradually expanded. A public health-
care system was introduced in 1970, and national health
insurance also covers somie of the cost of private health
care. During the 1980s the income distribution became
one of the most even in the world.

Slower Growth from the 1970s: The ol crises of the
1970s put the Finnish economy under pressure. Although
the oil reserves of the main supplier, the Soviet Union,
showed no signs of running out, the price increased in
line with world market prices. This was a source of
devastating inflation in Finland. On the other hand, it
was possible to increase exports under the terms of the
bilateral trade agreement with the Soviet Union. This
boosted export demand and helped Finland to avoid the
high and sustained unemployment that plagued Western
Europe.

Economic growth in the 1980s was somewhat better than
in most Western economies, and at the end of the 1980s
Finland caught up with the sluggishly-growing Swedish
DP per capita for the first time. In the early 1990s the
ollapse of the Soviet trade, Western European recession
~and problems in adjusting to the new liberal order of
_ international capital movement led the Finnish economy
into a depression that was worse than that of the 1930s.
_GDP fell by over 10 percent in three years, and
_unemployment rose to 18 percent. The banking crisis
triggered a profound structural change in the Finnish
financial sector. The economy revived again to a brisk
growth rate of 3.6 percent in 1994-2005: GDP growth was
2.5 percent and GDP per capita 2.1 percent between 1973
and 2005.

Electronics started its spectacular rise in the 1980s and it
is now the largest single manufacturing industry with a
25 percent share of all manufacturing. Nokia is the world’s

" Optimization, Vol. 1, No. 2, 2008

* abroad. Most big companies are tr

largest producer of mobijle
transmission-station Constructoy
development was the increage in ¢

development outlay to three Percent fe Gr_eSearQho .

highest in the world. The Finnigh aper o’ e ¢ v
Kymmene and M-real and the Finnish_éh P a“i@sm[
Enso are among the largest paper Producer, - St
although paper production now aCCOUi’: Ing ew:,;af
percent of manufacturing outpuyt, The rop. for g,
on the future of the industry is alarmip, h 55

position of the Nordic paper industry, Wh’i C}? Wevey T_}?;
expensive, slowly-growing timber, s thyq,. ' Pseq o

paper factories founded near the eXpanding o, ¥ e

areas in Asia and South America, wh;c, s Jsumpﬁ'ln ‘

growing tropical timber. The former si

percentage of the activities, althollgh the :IY St
volumes have been growing. The tey Odyct;
industries have shrunk into inSignificance. 0 ing

What has typified the last couple of decades -
globalization that has spread to all areag. Ey 03 i
imports have increased as a-result of EXport}? far :

policies. Some 80 percent of the stocks of iy
companies are now in foreign hands: fore;
was limited and controlled until the early 1990, A
of the companies operating in Finland are foreign.,
and Finnish companies have even bj

le and dUC ny

N the

Ug

( 7
recmdiSC’“Iy Iy

Al fye,
sk
sawmilling operations now constityte A V‘mf‘fant :

Sang

OWnershiy

88er investey
uly Internatiop,;

nowadays. Migration to Finland has increased, ang S |

the collapse of the eastern bloc Russian ifnmigrantshave

become the largest single foreign group. The —
foreigners is still lower than in many other COUNtries .
there are about 120.000 people with foreign backgroung

out of a population of 5.3 million.

The directions of foreign trade have been changing
because trade with the rising Asian economies hasheey

gaining in importance and Russian trade has fluctuated; -

Otherwise, almost the same country distribution prevails
as has been common for over a century. Western Europe
has a share of three-fifths, which has been typical. The -

United Kingdom was for long Finland's biggest trading

partner, with a share of one-third, but this started b
diminish in the 1960s. Russia accounted for one-thirdof -

Finnish foreign trade in the early 1900s, but the Soviet

Union had minimal trade with the West at first, and ifs

share of the Finnish foreign trade was just a fev
percentage points. After World War Il Soviet-Finnisl} tm}‘{‘e 4
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foreign trade in the 1970s and early 1980s. Trade wtlhel .
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percent in 2006(see figure 9). This makes
Finland’s three biggest trading partners,
Germany being the other two with a ten pere
each.
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ctories: the remaining fifth is imported mainly -

11(())\;ver than in the old industrialized countries (see figure
Recent discussion on the state of the economy mainly
focuses on two issues. The very open economy of Finland
is very much influenced by the rather sluggish economic
development of the European Union. Accordingly, not
very high growth rates are to be expected in Finland either.
Since the 1990s depression, the investment rate has
remained ata lower level than was common in the postwar
period, and this is cause for concern.

Tiie other issue concerns the prominent role of the public
sector in the economy. The Nordic welfare model is
basically approved of, but the costs create tensions. High
taxation is one consequence of this and political parties
discuss whether or not the high public-sector share slows
down economic growth.

The aging population, high unemployment and the
decreasing numbers of taxpayers in the rural areas of
eastern and central Finland place a burden on the local
governments. There is also continuing discussion about
tax competition inside the European Union: how does
the high taxation in some member countries affect the
location decisions of companies?
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Source: Finnish National Board of Customs, Statistics Units

Note on classification: Metal industry products SITC 28, 67, 68, 7, 87; Chemical products SITC 27,32, 3, %, 5 4 -
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