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Economic prospects in the Nordic countries

Economic developments in the Nordic countries have recently been charac-
terised by balanced economic growth, declining unemployment, low infla-
tion and fiscal surpluses. In 2005, growth is highest in Iceland, around 6 per
cent, and lowest in Finland, just over 2 per cent. For the Nordic countries as
a whole, next year’s growth is expected to be similar to that of the present
year, close to 3 per cent, with Iceland leading the group with 4.6 per cent.
These prospects exceed those of the euro-area where growth is forecast at 2
per cent this year and next. This information may be viewed in a recent
report of the Nordic Economic Committee, Ekonomiska utsikter i Norden
2006 (in Swedish and Danish) which was presented at a recent meeting of
Nordic finance ministers in Reykjavik.

Key economic indicators for the Nordic countries

2003 2004 2005 2006 | 2003 2004 2005 2006
Economic growth, % Inflation, %
Denmark 038 20 24 24 | 21 12 17 2.1
Finland 24 36 21 32 | 09 02 10 13
lceland 36 62 60 46 | 21 32 39 38
Norway 0.7 35 37 24 | 25 0.4 15 18
Sweden 15 36 24 31 | 19 03 07 20
CN;:zicries 1.3 3.0 2.8 2.8 |20 07 12 2.1
Unemployment,% Public sector balance, %
GDP
Denmark 59 61 55 51 | -02 11 25 19
Finland 9.0 88 82 75 | 23 19 18 18
Ieland 34 30 22 18 | 21 01 24 10
Norway 45 45 45 41 | 76 w7 156 170
Sweden 53 50 59 48 | 01 10 14 0.7
cN(:]:z:ies 58 6.0 5.6 53 |24 40 43 a2

World economic growth is estimated at some 5 per cent in 2004, the highest
in the past 30 years, led by high growth in the US, China and other Asian
countries. This favourable pace has stimulated world trade and has been
especially beneficial for the exports of most Nordic countries and has in turn
stimulated domestic investment and consumption. National savings will
continue high in spite of rising national expenditure, which is reflected in
current account surpluses in all the Nordic countries except Iceland, where
power project investment are of prime importance. Despite good growth, the
demand for labour has been stagnant, except in Iceland, partly because of
rising labour productivity. It should also be added that unemployment in per
cent of the labour force has on average been somewhat lower in the Nordic
countries than in the Euro-area and OECD countries. This situation is ex-
pected to continue this year and next.

In economic policy formulation, all the Nordic countries place heavy empha-
sis on self-sustaining growth, high labour force participation along with
price stability and fiscal restraint. Inflation is low in the Nordic countries,
except in Iceland, due to temporary circumstances. The Nordic public sector
surplus is forecast to average 4 per cent of GDP this year and next. The
largest surplus is in Norway, 15.6 per cent of GDP this year, due to oil pro-
duction, and lowest in Sweden at 1.4 per cent of GDP. This compares to a
public sector deficit of 3 per cent of GDP on average for the Euro-area.

Wage agreements — towards gender equality

On the occasion of the gender equality discussion that has been going on in
this country in the past few days, it should be observed that gender issues
were very prevalent in the public sector wage agreements last winter. Em-
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phasis was placed upon ways and means to increase gender equality in
wages. It is evident that it is difficult to create a path for gender equality in
wage agreements. Gender equality is an issue of social attitudes, and statisti-
cal comparisons of jobs and pay are fraught with difficulties. Several issues

were nonetheless dealt with in the last round of wage agreements which in
the opinion of both sides to the agreements have a significant direct and
indirect impact on equality.

The most important change was that an agreement was reached on a com-
mon pay scale for the 23 unions of university-educated staff and teachers
that takes effect on May 1% 2006. One common pay scale is expected to
automatically generate considerable equalisation since earlier pay scales of
various unions were quite different. Some unions will get a higher raise than
others, particularly those in the healthcare sector, which hitherto have been
staffed by women. The conversion to a new pay scale also calls for a new
interpretation of current jobs. It was therefore agreed that new job assess-
ments would form the basis of wage determination. The parties to the agree-
ments hope that this will lead to a more transparent and comparable wage
determination which will facilitate job comparisons in the future.

The agreement with the unions of employees in government agencies also
provides for a special research into gender pay differentials. This inquiry is
to be based on a joint survey of the agreement parties that was conducted in
October 2004 and dealt with the average pay of men and women employed
by government agencies. A special working group has been appointed, con-
sisting of representatives of the agreement parties in addition to experts
nominated by the Gender Equality Council. The working group is asked to
investigate the reasons for this pay differential and turn in its conclusions
before May 1% 2006. The working party is also asked to present its proposals
for improvement.

Presentation of fiscal finances on a national accounts basis

As was observed in last week’s issue of the Weekly Web Release, the im-
pact of fiscal finances on the economy is assessed on the basis of interna-
tional national accounting standards, not on the basis of the fiscal budget
figures or the budget accounts themselves. The International Monetary Fund,
which has led the development of public finance accounts, published a re-
vised edition of the Government Finance Statistics Manual in 2001 (GFSM
2001). This standard is primarily based on the Standard National Accounts
of the United Nations of 1993, with additional revisions and innovations.
Soon after its publication, the interest of the international community was
aroused as to the co-ordination of international accounting standards for
public finances with national accounting standards. The Task Force on Har-
monization of Public Sector Accounting (TFHPSA) was established with the
participation of the OECD, IMF, ECB, Eurostat, the IBRD and IFAC, in
addition to experts in this area from a number of countries. This committee
has been working since 2003 and will turn in its results in the first half of
next year. In the course of its work, the committee has rendered stepwise
improvements in the co-ordination of standards in this area.

These developments have been followed in this country, and the Govern-
ment Auditor’s Office has been working on a number of revisions of the
presentation of government finances in accordance with the improvements
that have been presented in recent years. The classification of revenues as
well as of expenditures, both by administrative and economic categories,
have all been revised. The aim is to co-ordinate the presentation of fiscal
budgets and accounts with national accounts so as to facilitate the interpreta-
tion of the fiscal impact on the economy as well as the commitments of the
Treasury that are incurred during the accounting year.

Table 8 in the 2006 Budget highlights shows the summary of the Treasury
current accounts according to the new GFSM 2001 standard which shows
the main items of revenue and expenditure by economic function. This sum-
mary will be under continual improvement over the next several years. The
new classification of revenues is presented in the revenue section of the
2006 fiscal budget and it is compared to the fiscal accounts for 2004 in order
to summarise Treasury revenue for that year.

Treasury revenue. January-August Treasury expenditure. January-August Treasury finances. January-August Economic indicators

12 month changes % 22%0034' 22 %%45' 12 month changes % 22%%3: 22%0045' Million krénur 2004 | 2005 || 12 month changes % 2004 | 2005
Total tax revenue 15.3 8.5 Administration 8.7 24 Cash fromoperations -6,761 | 16,298 Inflation - October 37 | 46
Income taxes 205 15.5 Social affairs 9.8 6.7 Net financial balance 1,068 27,558 Coreinflation - October 3.1 4.8
Social security taxes 10.3 16.6 Economic affairs 5.9 -3.4 Debt redemtion -29,593 | -33,363 | | Wageindex - September 53 6.9
Asset taxes 8.3 50.3 Interest -85 52.9 Gross borrowing requiren] -33,525 | -8,406 Tot.turnov. Jan-June 9.8 8.7
Indirect taxes 13.6 18.4 Other -0.4 15.0 Net borrowing 40,177 | 15,832 Ret.turnov. Jan-June 513! 9.0
Total revenue 6.1 211 Total expenditure 7.0 7.6 Overall cash balance 6,652 7426 Unemploym.in %September| 2.6 14
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