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FOREWORD

Projections concerning the long-term outlook of the social security schemes administered by the 
Social Insurance Institution of Finland are made regularly by the Actuarial Section of the Institution. 
The main theme in the present report is the pension reform scheduled to be implemented in 2017 and 
its effects on the schemes administered by the Institution.

The report at hand has been compiled by means of a mathematical model devised by the Actuarial 
Section (aggregate model), which is used to forecast future trends in the various benefits provided by 
the Institution (including expenditure and the number of recipients), to perform calculations related 
to the financing of the Institution’s operations and to issue statements required by law. The model is 
also used to estimate the impact of law amendments. Recently redesigned, the long-term projections 
component of the aggregate model was used extensively for the first time to produce the figures in 
this report. The new long-term projections model is built on a classification of the population used in 
the employment statistics, whereby the different benefits are examined separately for pensioners, 
the gainfully employed, the unemployed and others. The demographic forecasts underlying the report 
have also been made by the Actuarial Section. Estimates of income and administrative costs have 
been made in cooperation with the Financial Planning Section. The layout of the report was designed 
by the publications team at the Actuarial and Statistical Department.

The long-term projections presented in the report contain a lot of uncertainty and the results are, 
to a large extent, predetermined by the assumptions underlying the projections. Still, the results 
offer a starting point to the examination of such structural issues facing the social security schemes 
administered by the Social Insurance Institution as the sustainability of their funding and the effects 
of an ageing population. The emphasis in the results is on relative differences rather than absolute 
quantitative values.

The actuarial report was last published in the spring of 2011.
To the extent appropriate, this report was compiled in accordance with the recommendations of the 

International Actuarial Association introduced in 2003.
Many fruitful discussions were conducted during the development of the projection model. Most 

particularly, the Actuarial Section wishes to thank the projections unit of the Finnish Centre for Pensions 
for useful input to the development of projection model and Markus Rapo of Statistics Finland for his 
important contribution to the creation of the population projection.

Actuarial Section, 24 April 2015

FOREWORD tO thE EnglISh vERSIOn

Because of the difficult economic situation of the country some changes have been proposed for the 
near future to many benefit schemes presented in this report. These changes were not known at the 
time of writing of the original report in Finnish.

Among the austerity measures covering social security benefits which have already been decided on 
are, for example, the abolition of dietary grant, a freeze on the national pension index until 2019 and 
some cuts and a restructuring of benefits paid out of the National Health Insurance Fund. In addition 
to the above measures already coming into force there are plans for more changes for benefits and 
for their funding further in the future, but at the time of writing it is too early to say anything of their 
implementation with any kind of certainty.

None of the changes mentioned above were taken into account in the report.

Actuarial Section, 10 December 2015



SummARy

The projections presented in this report are based on the population projection of Statistics 
Finland, the employment statistics, and the statistics on pensioners in Finland. The population 
projection was made by the Social Insurance Institution and takes as its basis the assumptions 
used in the 2012 population projection made by Statistics Finland and the preliminary 
population statistics for 2014.

Using the population projection as its starting point, an employment forecast was made 
where people are arranged into several groups according to their principal activity in the 
employment statistics during the projection period. The groups analysed here are pensioners, 
employed persons, unemployed persons, and others. Developments in benefit recipiency 
within these groups are studied by means of discrete benefit models.

The emphasis of the report is on the impact of the pension reform on the benefits provided 
by the Social Insurance Institution. For this purpose two projections were calculated, the first 
of which – the current-law projection – is based on the existing legislation and the second – 
the baseline projection – takes into effect the impact of the pension reform. The sensitivity of 
the calculations in the baseline projection to various assumptions has been studied with a 
range of economic scenarios.

The key calculation assumptions underlying the report can be summarised as follows. The 
total fertility rate on which the population projection is based is 1.82. Mortality continues 
to decline, but the rate of decline will drop by half after 2060. Male life expectancy will 
increase by 11 years and female life expectancy by 8 years over the period 2014-2080. The 
net immigration rate is 17,000 persons a year. Annual change in macroeconomic variables is 
assumed to be constant from 2020 onward, with inflation at 1.7 percent and real wage growth 
at 1.6 percent. In the current-law projection the rate of unemployment is assumed to stabilise 
at 7 percent by 2025, whereas in the baseline projection the pension reform increases the 
rate of unemployment. Retirement on old-age pension is assumed to occur at a higher age 
and the risk of disability to decline from its current level.

Starting with the year 2020, all projections incorporate an assumption that index linkage 
rules will diverge from those set out in the current legislation, whereby the level of benefits 
tied to the national pensions index and of benefits not tied to any index are assumed to 
be increased annually by one half of the rate of real wage growth. This corresponds to a 
situation where the benefits in question are raised by about 8 percent across the board every 
ten years. The assumption mainly has an impact on the benefits paid out of the National 
Pensions Fund and the General Fund for Social Security. With regard to the benefits financed 
out of the National Health Insurance Fund, the assumption is that the prices of drugs and 
medical services will keep pace with earnings. Additionally, it is assumed that the level of 
reimbursements of medical expenses will remain unchanged. The calculation criteria used 
with the benefit projections are largely consistent with the existing legislation.

The calculations also take into account the basic component of the social assistance scheme, 
which the Social Insurance Institution will begin to administer in 2017.

In the current-law -projection, a decline in the rate of unemployment consistent with the 
calculation assumptions leads to an improvement in the employment rate, raising it among 
those under age 50 to its 2007 level by the year 2025. The employment rate of those over the 
age of 50 years will rise as a result of the higher age of retirement. In the current-law projection, 
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the employment rate among persons between ages 15 and 74 continues to increase until the 
2040s, at which point it stabilises.

In the baseline projection, the stepwise increase of the retirement age reduces the number 
of persons in receipt of old-age pension and raises the employment rate among the age 
groups older than the lowest old-age retirement age under current legislation. The numbers 
of disability pensioners and of the unemployed increase as well. Overall, the pension reform 
increases the number of employed persons by 100,000 and raises the employment rate among 
persons between ages 15 and 74 by around two percentage points by the year 2080. Despite 
the increase in employment, the ageing of the population will pose a challenge for society as 
employed persons make up a shrinking share of the total population.

The ratio of the total expenditure by the Social Insurance Institution to GDP has increased 
during the financial crisis which began in 2008 and will continue to increase until the year 
2017 as a result of high unemployment and the transferral of administrative responsibility 
for social assistance payments to the Social Insurance Institution. Expenditure on benefits 
will continue to increase in real terms, but with the assumed improvement of the economic 
situation the ratio of benefit spending to GDP decreases until the end of the projection period.

Population ageing substantially increases the need particularly for such benefits as the care 
allowance for pensioners and the reimbursements for medical expenses. The pensions paid out 
by the Social Insurance Institution are not as strongly affected by ageing because increases 
in the rate of earnings-related pensions will offset the need for pensions from the Institution.

The pension reform will raise the age of retirement and boost average earnings-related 
pensions, which over the long term will reduce the pension expenditure of the Social 
Insurance Institution. On the other hand, it will increase the need for sickness allowances 
and unemployment-related benefits. 

Overall, the pension reform increases the benefit expenditure of the Social Insurance 
Institution. However, the ratio of the benefit expenditure to GDP does not change because 
the reform also boosts GDP growth. Still, the pension reform reinforces the ongoing shift in 
the benefit provision of the Social Insurance Institution from pensions to health insurance 
and to unemployment-related benefits.

During the projection period, as the share of health insurance in the Institution’s total 
expenditure increases, the financial contribution of the State is estimated to decrease while 
the contributions of employers and insured persons increase. As nearly one half of social 
assistance spending is financed by municipalities, the administrative changeover to the Social 
Insurance Institution will increase the municipalities’ share of the total funding starting with 
2017. Following the changeover, the municipalities’ share is, however, estimated to decrease 
slightly as the rate of unemployment declines and the expenditure on health insurance benefits 
increases during the projection period.

The pension reform slightly shifts the focus in financing away from the State and towards 
the insured persons, employers and municipalities.

The report explores the sensitivity of the calculations to the rate of unemployment, wage 
growth and retirement rates as well as to negative and positive composite scenarios of these 
factors. To some extent, the effects go in opposite directions when it comes to different 
benefits. At the level of the total expenditure, the ratio of benefit expenditure to GDP is, 
compared to the baseline projection, about one percentage point higher in the negative 
scenario and a little less than one percentage point lower in the positive scenario.
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1 IntRODuctIOn

This report presents long-term projections to the year 2080 concerning the expenditure and 
financing of the benefit schemes administered by the Social Insurance Institution. It contains 
a concise overview of the schemes administered by the Institution and a broad outline of 
their role in the overall system of social security in Finland. The report also includes a brief 
description of the financing of social benefits in terms of the current situation and the historical 
development.

Because the schemes administered by the Social Insurance Institution are mainly financed 
out of the State budget, by municipalities, or with contributions from wage earners, employers 
and self-employed persons, it may be said that there is a nearly direct relationship between 
benefit expenditure and the way in which it is funded. Therefore, at the annual level, benefit 
expenditures - and hence the way they are funded - are determined largely by reference to the 
existing population and the principal activity of that population. A more detailed cohort-level 
investigation is only needed for the analysis of pension expenditures and of the number of 
recipients of pension benefits. In all other respects, recipient counts and expenditures for a 
specific year can be determined without reference to secular changes.

Taken as a whole, the benefit schemes administered by the Social Insurance Institution 
have relevance for the entire Finnish population and for all population groups. Population 
projections thus play a major role in long-term calculations. On the other hand, the fact that 
the population consists of a number of subgroups - such as pensioners, gainfully employed 
persons, unemployed persons, students, and children - to some extent prescribes the need 
for various social benefits. What is needed, apart from population projections, is a forecast 
of the distribution of the population into these subgroups and of benefit dynamics within 
these subgroups.

The projections presented in this report have been made with the help of a model where the 
age and sex based distributions of the population projection are supplemented with data on 
the distribution of the population into various groups. The groups analysed are pensioners, 
employed persons, unemployed persons, and others. Prediction of group sizes is based on the 
population projection, statistical time series on employment, and the statistics on pensioners 
in Finland. Data on intra-group benefit recipiency are obtained from statistical registers on 
specific benefits, complemented by individual-level data on the population, taxation and 
pensioners.

Chapter 2 outlines the role of the Social Insurance Institution within the Finnish social 
security system, describes the benefits available from the Institution, and presents the 
eligibility criteria for benefits. The information is organised according to benefit funds, with the 
benefits paid out of the National Pension Insurance (NPI) Fund, the National Health Insurance 
(NHI) Fund and the General Fund for Social Security being discussed separately.

The financing of National Pension Insurance, National Health Insurance and the General 
Fund for Social Security is described in chapter 3.

The fundamentals of the population projection, the projection itself, and general assumptions 
underlying the demographic and macroeconomic development are set forth in chapter 4.

The results of the baseline projection taking into account the effects of the 2017 pension 
reform and the effects of the reform on the employment forecast and the benefits provided 

Introduction

 | Actuarial publications of Kela 12 • 2015 | 9



by the Social Insurance Institution (recipients, expenditure, income and contributions) are 
detailed in chapter 5.

Chapter 6 looks at the sensitivity of the baseline projection results to various assumptions. 
The focus is on scenarios where assumptions concerning unemployment, wage growth and 
retirement rates are subjected to negative and positive adjustments.
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2 BEnEFItS pROvIDED By thE SOcIAl InSuRAncE InStItutIOn

This chapter outlines the role of the Social Insurance Institution within the Finnish social 
security system, describes the benefits provided by the Institution, and presents the eligibility 
criteria for the benefits. Benefits not provided by the Social Insurance Institution are discussed 
insofar as they are relevant to the benefits provided by the Institution (e.g., pensions and 
unemployment benefits). The benefits are here divided into three groups according to the 
benefit fund from which they are paid. There are three such funds: the National Pension 
Insurance Fund, the National Health Insurance Fund, and the General Fund for Social Security.

In addition to the benefit funds, the Institution has two additional funds: a pension liability 
fund used to finance staff pensions and a service fund for the financing of the operations of 
the National Archive of Health Information. The pension liability fund and the service fund 
are not discussed here.

The current rates of the benefits provided by the Social Insurance Institution are listed in 
euro on the Institution’s website: www.Kela.fi> About Kela >Publications >Brochures >Kela 
benefits 2015 (pdf)

2.1 Overview Of the finnish sOcial security system

The Finnish system of social security includes benefits related to residence and employment. 
All permanent residents of Finland are eligible for retirement provision, healthcare services, 
health insurance benefits, and parental and family benefits. Certain benefits are subject to 
additional conditions mainly related to the length of the recipient’s previous residence in 
Finland. Areas of social provision based entirely on employment include the earnings-related 
pension system and the employment accident and occupational disease insurance schemes.

The Ministry of Social Affairs and Health is responsible for legislative affairs relating to 
social security and for the overall development of social provision. The social security system is 
implemented by a number of different organisations. One particular feature of the Finnish system 
of social security is that certain parts of it are implemented by private insurance providers.

Most benefits based on residence in Finland are administered by the Social Insurance 
Institution. It is an independent institution under public law operating under the supervision 
of the Finnish parliament. Certain residence-based benefits, such as social assistance and 
the informal care allowance, are administered by municipalities. Administration of the basic 
amount part of the of social assistance scheme will be transferred to the Social Insurance 
Institution in 2017.

Earnings-related pensions for private-sector employees are provided by authorised pension 
providers, pension funds and pension foundations. Earnings-related pension provision for 
municipal and state employees, the staff of the Finnish Evangelical-Lutheran Church, and the 
personnel of the Social Insurance Institution is handled by Keva, a public institution operating 
under the Local Government Pensions Act and overseen by the Ministry of Finance and the 
Financial Supervisory Authority.

The Finnish Centre for Pensions (ETK) serves as a coordinating and liaison body within the 
statutory earnings-related pensions system. Its authority extends also to international matters 
concerning pension provision and coverage. The Financial Supervisory Authority exercises 
oversight of the insurance and pension providers.
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Accident insurance providers are responsible for providing coverage for employment 
accidents and occupational diseases for private-sector employees. Employment accident 
coverage for state employees is provided by the State Treasury Office. The Federation of 
Accident Insurance Institutions is an organisation with general competence in employment 
accident insurance matters. 

The Social Insurance Institution looks after basic unemployment security. Earnings-related 
unemployment insurance is administered by unemployment funds, which mainly operate 
in conjunction with trade unions. Membership in an unemployment fund is voluntary for 
employees. The Unemployment Insurance Fund (TVR) is a public institution administered 
by the organisations representing employers and employees and the Financial Supervisory 
Authority. Its main task is to provide financing for earnings-related unemployment benefits.

Residents of Finland are entitled to primary and specialist healthcare services. Public 
healthcare services are the responsibility of municipalities. The services are provided by 
municipalities and hospital districts. Municipalities can provide services on their own or in 
cooperation with other municipalities or purchase them from another municipality or other 
public- or private-sector service providers.

2.2 Overview Of pensiOn and unemplOyment insurance

2.2.1 pensiOn insurance

The Finnish pension system consists broadly of two statutory schemes which provide, 
respectively, national pensions supplemented with guarantee pensions and earnings-related 
pensions for employees and self-employed persons. Besides the level of earnings, the latter 
are related to the number of years worked. Persons outside the labour force or in receipt of 
a small earnings-related pension only are paid a national pension and a guarantee pension.

Earnings-related pensions 

The purpose of the earnings-related pensions is to help retirees maintain their accustomed 
level of consumption. The amount of the earnings-related pension is affected by earned income 
and length of employment history. The system is statutory and mandatory to all workers and 
to agricultural and other entrepreneurs. Earnings-related pensions are payable as old-age, 
disability, survivors’ and part-time pensions

The old-age retirement age under the earnings-related pension system is 63 to 68 years. 
The amount of the earnings-related pension is affected by the level of earnings, career length, 
an age-related accrual rate, a life expectancy coefficient, and index adjustments.

Pension benefits begin to accrue at age 18 for employment, self-employment, degree-
oriented study, care of small children, job alternation leave and periods in receipt of earnings-
related unemployment allowance. Age-specific accrual rates are as follows: for persons 
between ages 18 and 52, 1.5% of annual earnings; for persons between ages 53 and 62, 
1.9% of annual earnings; and for persons between ages 63 and 68, 4.5% of annual earnings. 
In practice, Finns’ average gross pension is equal to about a half of median earnings. Owing 
to progressive income taxation net pensions make up about 60 percent of median earnings.
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Earnings-related pensions are funded with contributions set at 24.0% of wages in 2015. 
The employers’ share of this is on average 17.75%. The employees’ share is either 5.7% 
(employees under age 53) or 7.2% (employees aged 53 or over).

The life expectancy of Finns has increased by about one year for each decade after the 
Second World War. This trend is projected to continue. As part of the 2005 pension reform, 
the decision was taken to introduce a so-called life expectancy coefficient, which started to 
affect the amount of pensions being paid out in 2010. The coefficient is applied as follows: for 
each birth cohort, the change in mean life expectancy since 2009 is calculated. The resulting 
coefficient is used to adjust the cohort’s pension level downward in proportion to the extension 
of life expectancy. The purpose of the coefficient was to ensure that the added life expectancy 
ends up extending the working life and not only the time spent in retirement.

2.2.2 refOrm Of the earnings-related pensiOn system in 2017

The labour market organisations agreed in autumn of 2014 to make a number of changes to 
earnings-related pensions starting 2017, including the following:

 • The minimum age of old-age retirement will be raised in stages to 65 years starting with 
those born in 1955 by 3 months per each birth-year cohort.

 • For those born in 1965 or later (i.e., starting with the year 2030), the minimum old-age 
retirement age will be linked to life expectancy. From then on the old-age retirement 
age will likely increase by 1–2 months per birth-year cohort.

 • Starting from 2030, the life expectancy coefficient will be calculated in a way that redu-
ces benefit levels less markedly.

 • The pension accrual rate expressed as a percentage will become 1.5 for all age groups.

 • Part-time pensions will be replaced by a partial old-age pension. Retirement on a pen-
sion is possible from age 61 onward, whereby the part of the pension which is taken 
out is reduced permanently.

 • Pensions can be deferred beyond the minimum age of old-age retirement, in which case 
pensions will be increased by a deferral bonus.

 • Contributions to the earnings-related pension scheme will no longer be withheld from 
the pensionable salary.

 • Employees who have a long history of physically demanding work can retire at age 63 
on a years-of-service pension.

The pension reform will both postpone retirement and boost employment among ageing 
workers, which in turn will increase the total sum of wages. Further, according to calculations 
made by the Finnish Centre for Pensions [8], the reform will reduce pension expenditures 
relative to the total sum of wages. This effect is projected to reach its peak of about two 
percentage points in the 2040. The reform will also raise the level of monthly pensions, 
increasing the purchasing power of pensions. However, despite the reform, the level of 
pensions relative to median earnings will decline. The median pension is projected to be 
equal to 44 percent of median earnings by the 2050s.
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2.2.3 Overview Of unemplOyment security

The Finnish unemployment security system covers those living permanently in Finland and 
those working in Finland, regardless of their country of residence. Income security for the 
unemployed is provided mainly in the form of unemployment allowances and labour market 
subsidies.

Unemployment allowance is paid both as a basic and an earnings-related allowance. 
Administration of the earnings-related unemployment security system is the responsibility 
of special unemployment funds. Basic security for the unemployed is provided by the Social 
Insurance Institution.

Earnings-related unemployment security

Eligibility for the earnings-related unemployment allowance extends to unemployed members 
of an unemployment fund who meet certain conditions concerning fund membership and 
length of employment history. Following a 7-day waiting period, the allowance is paid for 5 
working days per week.

The amount of the earnings-related allowance is determined by reference to pre-
unemployment wages. It consists of a basic amount equal to the basic unemployment 
allowance and an earnings-related amount. Increases for children are the same as those 
available with the basic unemployment allowance. Up to a certain income limit, the earnings-
related unemployment allowance is equal to 45% of the difference between daily wages and 
the basic amount. On income above the limit, the corresponding percentage is 20%. Higher 
percentages apply for persons who receive an increased allowance. An increased allowance is 
available to those who have a long history of employment or are participating in employment-
promoting services. A compensation for expenses can be paid for the duration of participation 
in such services.

Earnings-related unemployment allowance is payable for a maximum of 500 days. However, 
the maximum period of payment is 400 days for persons with an employment history of less 
than three years and for those job seekers who decline (without a good reason) to participate 
in employment-promoting services. Unemployed persons who reach age 60 (61 starting from 
2017) before exhausting the 500-day maximum can draw it until their 65th birthday. If there is 
no entitlement to additional days of unemployment allowance and unemployment continues 
after payment of the allowance has ended, recipients can claim labour market subsidy.

2.3 Benefits paid Out Of the natiOnal pensiOn insurance fund

Most benefits provided under the national pensions system are tied to the national pension 
index which tracks the cost-of-living index. 

2.3.1 pensiOn Benefits

national pension

The purpose of the national pension is to secure a minimum income for pensioners who receive 
no other pension or whose pension income remains below a certain limit.
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A residence-based benefit, the national pension is dependent both in terms of eligibility and 
amount on the length of time the recipient has lived in Finland. Residence abroad reduces the 
amount of the national pension if the recipient has lived in Finland for less than 80 percent 
of the time between age 16 and start of pension. No national pension is available if the total 
length of residence in Finland is less than 3 years. The recipient’s family circumstances also 
affect the amount of the pension. The national pension is smaller for those living together 
with a spouse or partner than for those living alone.

National pension can be paid in the form of an old-age pension or a disability pension. 
The old-age retirement age under the national pension scheme is 65 years. An early old-age 
pension can be granted at age 63. Disability pension can be paid to persons between ages 
16 and 64. National pensions are reduced by earnings-related pensions. This means that 
the amount of a national pension is proportional to the amount of any pensions based on 
employment or other pension-equivalent benefits being paid out to the recipient.

guarantee pension

The purpose of the guarantee pension is to provide residents of Finland with a minimum 
pension if their total pension income before taxes falls below an income limit. However, the 
income limit and the minimum pension are lower if the recipient has taken early retirement 
on an old-age pension.

The amount of the guarantee pension is affected by any other pension income the recipient 
may receive from Finland or abroad. A full guarantee pension is payable only to those with 
no other pension income. Other pension income is deducted fully from the full amount of 
the guarantee pension. Other pension income includes spouses’ pensions and workers’ 
compensation pensions.

The guarantee pension is not reduced by the pensioner’s earnings, capital income or assets. 
Its amount is also not affected by the care allowance for pensioners, the housing allowance 
for pensioners or the informal care allowance. The guarantee pension affects both the amount 
of housing allowance payable and the amount of social assistance to which the family may 
be entitled.

Survivors’ pensions, child increases and evaluation of work capacity

Survivors’ pensions are payable to persons living in Finland and, on certain conditions, to 
surviving spouses under age 65 and orphans living in another EU member state. Spouse’s 
pension is paid following the death of a spouse and orphan’s pension following the death of 
a father, mother or other guardian. 

A child increase is paid to pensioners with a child under 16 years of their own or of their 
spouse who lives in the same household. It is payable also to pensioners who provide for a 
child who is under 16 years and does not live with the pensioner. The amount is equal at least 
to the child maintenance allowance. 

The award of a disability pension must be preceded by an evaluation of the applicant’s 
eligibility for rehabilitation. The costs of such evaluation are reimbursed.
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2.3.2 Other Benefits paid Out Of the natiOnal pensiOn insurance fund

Benefits for front-veterans

The front-veterans’ supplement is paid at the same rate to all recipients who have served in the 
wars between 1939-1945 and have been awarded a qualifying badge or a National War Archives 
certificate of having participated in mine clearance between 1945 and 1952. The additional 
front-veterans’ supplement is determined by reference to the amount of the national pension.

housing allowance for pensioners

The purpose of the housing allowance for pensioners is to assist low-income pensioners with 
housing costs.  The allowance covers 85% of reasonable housing costs exceeding a deductible 
share. The maximum amount of allowable housing costs is fixed annually by Government 
decree.

A housing allowance for pensioners can be paid to persons who are 16 years or older, 
receive a pension and live in Finland either alone or together with their spouse or partner 
in a household that does not include any other persons eligible for a housing allowance for 
pensioners. However, it is not payable to persons whose pension is comprised of partial 
disability, part-time or voluntary pension benefits.

Disability benefits 

The amounts of disability benefits are not affected by income or assets. Disability benefits are 
not taxable income. They are payable at three rates (basic, middle and highest) according to 
the need of assistance and amount of additional expenses. The disability benefits comprise 
the disability allowance for persons under 16 years of age, the disability allowance for persons 
aged 16 or over, the care allowance for pensioners, and the dietary grant. Residence in Finland 
is a condition for elibility.

the disability allowance for persons under the age of 16 years is payable for children 
under age 16 who have an illness or disability which makes it more demanding, compared to 
a healthy child, to provide care for them or which requires a greater degree of commitment.

the disability allowance for persons aged 16 years or over  is intended to support non-
retired, working-aged persons with disabilities in their daily activities, employment and study. 
Disability allowances are available to persons who are judged to have reduced functional 
status for a continuous period of at least one year and who have an illness, impairment or 
disability that causes a handicap or a need for assistance, guidance or supervision. Disability 
allowance cannot be granted to persons who have been awarded a disability pension under 
the National Pensions Act or a full disability or individual early retirement pension awarded 
under an act on earnings-related pensions.

the care allowance for pensioners  is aimed at making it easier for sick and disabled pension 
recipients to cope with the activities of daily living and at compensating them for the additional 
expenses arising from their disability. The care allowance for pensioners is payable to persons 
aged 16 years or over who are living in Finland and in receipt of an old-age, disability or 
guarantee pension. It is payable at one of three rates. Recipients of the additional front-

16 | Actuarial publications of Kela 12 • 2015 |

Benefits provided by Kela



veterans’ supplement who receive the care allowance at the middle or highest rate also qualify 
for a veterans’ supplement.

the dietary grant is payable to persons with coeliac disease.

2.4 Benefits paid Out Of the natiOnal health insurance fund

The Finnish social welfare and healthcare system was built in stages, starting with the National 
Health Insurance system in the 1960s, which was followed by the creation of municipal health 
centres and the occupational healthcare system in the 1970s and finally by the adoption of 
the present system of hospital districts around 1990. Implemented separately, these reforms 
resulted in a multi-channel system of financing, where the services are financed not only from 
private sources but also from a variety of public ones. As of 2013, total financing was divided 
between the following sources: in the public sector, municipalities (36.7%), the state (24.4%) 
and The Social Insurance Institution (14.4%); and in the private sector, households (18.6%), 
employers (2.9%), and employee benefit funds, private insurance funds and corporations 
(3.1%). The following description is limited to the part of the Finnish healthcare system which 
is financed by the Social Insurance Institution.

From the viewpoint of its financing, the National Health Insurance system is divided between 
an earned income insurance component and a medical care insurance component. The financing 
is discussed in greater detail in chapter 3. The earned income insurance comprises sickness 
allowances, maternity, paternity and parental allowances, rehabilitation allowances, and 
compensations to employers for the provision of occupational health services. The medical 
care insurance includes reimbursements for pharmaceutical and other medical expenses, 
rehabilitation services, and contributions to the Finnish Student Health Service. All permanent 
residents of Finland are covered by the statutory National Health Insurance (NHI) scheme.

2.4.1 earned incOme insurance

Sickness allowance

Sickness allowance is paid as compensation for loss of earnings caused by an illness. If 
an employer pays the employee a salary simultaneously with the sickness allowance, the 
allowance is paid to the employer. The sickness allowance is taxable income.

Its amount is related to earnings. For those on a low or modest income, the allowance is 
equal to about two-thirds of earned income. Persons with no income are paid a minimum 
allowance.

Sickness allowance is provided to permanent residents of Finland who are between ages 16 
and 67 and who are medically incapacitated from performing their regular job or one closely 
comparable to it. Sickness allowance is paid for working days after the completion of a waiting 
period consisting of the day of onset of illness and the following 9 working days.

Persons who do not meet the eligibility work requirement cannot get sickness allowance 
until the illness has lasted 55 calendar days. To meet the work requirement, it is enough to 
have completed at least one day of work within the three months immediately preceding the 
onset of work incapacity.

 | Actuarial publications of Kela 12 • 2015 | 17

Benefits provided by Kela



Sickness allowance is payable for a maximum of 300 working days (about a year). A disability 
pension may be available after that.

A partial sickness allowance can be paid to support employees between 16 and 67 years of 
age in remaining in or returning to work. It is equal to 50% of the regular sickness allowance.

maternity, paternity and parental allowances

Maternity, paternity and parental allowances are paid on account of pregnancy, childbirth and 
child care. They can be granted to persons insured under the Health Insurance Act who have 
lived in Finland or another EU country for at least 180 days immediately before the expected 
date of delivery. Financial assistance is also available towards the cost of adopting a child 
from abroad.

Its amount is related to earnings. For those on a low or modest income, the allowance is 
equal to about two-thirds of earned income. Persons with no income are paid a minimum 
allowance. If an employer pays the employee a salary simultaneously with the maternity, 
paternity or parental allowance, the allowance is paid to the employer.

maternity allowance is paid to mothers for the first 105 working days.
Fathers are entitled to a paternity allowance for a total of 54 working days. The eligibility 

for the paternity allowance must be used before the child reaches the age of two or before 
two years have passed since the child was adopted. The father can take up to 18 paternity 
allowance days while the mother is being paid a maternity or parental allowance for the same 
child. The remaining paternity allowance days must be taken after the maternity or parental 
allowance period.

parental allowance is paid for 158 working days to the parent who cares for the child at 
home. Unlike the partial parental allowance, parental allowance cannot, as a rule, be paid 
simultaneously to both parents for one child.

partial parental allowance is paid for both parents at the same time if both have an 
agreement with their employer concerning a period of part-time work lasting at two months 
and coinciding at least partly with the parental allowance period. There is no eligibility for 
the partial parental allowance if only one of the parents works part time.

Rehabilitation

A rehabilitation allowance  is payable to insured persons aged between 16 and 67 years who 
are prevented from working and earning a living because of rehabilitation. The rehabilitation 
must also be necessary for helping the insured person to remain in, enter, or return to the 
working life. Further, the insured person must have a valid rehabilitation decision and the 
rehabilitation must meet certain standards.

As a general rule, the rehabilitation allowance is equal to the sickness allowance that would 
be paid were the insured person unable to work because of an illness.

A maintenance allowance can be awarded to cover the extra costs caused by rehabilitation 
to those who receive the minimum rehabilitation allowance or less.

A means-tested rehabilitation subsidy can be awarded after payment of the rehabilitation 
allowance has ended. Its purpose is to support rehabilitation clients in finding employment 
after the rehabilitation.
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A rehabilitation allowance for young adults  is available to young persons whose capacity for 
work, earnings potential and ability to choose an occupation or a job are significantly impaired 
because of an illness or injury. Recipients must also have an education and rehabilitation 
plan. A rehabilitation decision is not required.

Occupational health care

Employers are mandated to see to the provision of occupational health services for their 
workforce in order to prevent work-related health hazards. In addition to the statutory provision, 
employers may choose to offer access to medical services and other health care. Employers 
are eligible for compensation under the NHI scheme for the necessary costs of occupational 
health services mandated by the Act on Occupational Health Care. The compensations are 
subject to a fixed maximum amount per employee, and are paid retrospectively for each 
accounting period. Self-employed persons and agricultural entrepreneurs are also entitled 
to compensation for the cost of private occupational health services.

2.4.2 medical care insurance

Insured persons are entitled to reimbursement in respect of illness for the cost of necessary 
medical care. Reimbursements are available for the following expenses: medicines prescribed 
by a doctor or dentist, fees charged by private-sector doctors or dentists, examination and 
treatment costs, and travel costs due to an illness. There are several rules according to which 
the reimbursements can be determined. The reimbursement is expressed as a percentage 
of expenses as such or expenses exceeding a copayment, and they are paid according to a 
schedule of fixed charges.

Reimbursements of pharmaceutical expenses

Reimbursements of pharmaceutical expenses are determined according to illness and 
the specific medicine taken. They are paid on the basis of the price of the medicine or a 
lower reference price, which is specific to a single group of medicines. Normally, a basic 
reimbursement covering 35% of the actual or reference price is provided. Medicines in the 
basic reimbursement include anti-ulcer agents, antibiotics, non-steroidal anti-inflammatory 
drugs and allergy medications.

Comprising two reimbursement categories, special reimbursements are available on 
application only. the lower rate of special reimbursement is 65%. This category includes 
antihypertensives, antiasthmatics, coronary disease medications, and drugs used to treat 
rheumatoid arthritis. Reimbursement at the higher special reimbursement rate of 100% (minus 
a copayment) is available for drugs used to treat certain severe, chronic diseases. They include 
diabetes, epilepsy, glaucoma and cancers.

Reimbursements for the costs of clinical nutrients are provided at a rate of 35% or 65%, if 
the nutrient is used in the treatment of severe illness. the rate of reimbursement for emollient 
creams is 35% if the cream is used in the treatment of a long-term skin disease.

There is an annual limit on copayments. All reimbursable drugs are reimbursed in full (with 
the exception of the drug-specific copayment) to patients who exceed the limit. Certain drugs 
(e.g. over-the-counter medicines available without a prescription) are not reimbursable.
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The reimbursement system will change with effect from 1 January 2016. Starting with 
2016, a person who has been prescribed medicines eligible for reimbursement from the 
Social Insurance Institution cannot get a reimbursement under the Health Insurance Act until 
his or her medicine expenses exceed a new initial copayment. The initial copayment is €45 
per calendar year. Persons under 18 years of age are exempt from it. The initial copayment 
counts towards the annual copayment maximum on medicine purchases. The basic rate of 
reimbursement will be raised from 35% to 40%, while the special rates of reimbursement and 
the annual copayment limit will stay the same. 

Reimbursements of medical care expenses

In addition to pharmaceutical expenses, the National Health Insurance scheme contains 
provisions for the reimbursement of medical care expenses incurred in the private sector. There 
is no reimbursement under the Health Insurance Act for public healthcare services (health 
centres, hospital treatment). The reimbursements for doctors’ and dentists’ fees incurred 
in the private sector and for examination and treatment charges are based on a schedule 
of fixed charges which are confirmed by the Social Insurance Institution and whose basis is 
established by the Government. Travel costs related to medical care are reimbursed in full 
after deduction of a per-trip copayment. There is an annual maximum on out-of-pocket travel 
expenses, after which travel expenses are reimbursed in full.

The medical care insurance also provides for the reimbursement of medical care for students 
and of benefits in kind given under the EU legislation and agreements on social security.

cross-border healthcare

Persons insured under the Health Insurance Act and certain other persons have the right to 
seek medical treatment abroad and to receive reimbursement under Finnish law. Persons who 
seek treatment in another country that applies the EU legislation are treated in accordance with 
the legislation of that country. However, they must first pay the true cost of their treatment, 
after which they can apply for reimbursement under the Health Insurance Act. Reimbursements 
are paid at the rate common to the recipient’s place of residence and in accordance with the 
local user fee. Travel costs are reimbursed on the basis of the cost of travel to the nearest 
place of treatment.

Public healthcare providers must offer persons insured in another EU member state access 
to services on the same basis as for the local residents. However, persons from another EU 
member state do not have preferential rights. This means that they are subject, for example, 
to any national waiting lists that may apply. Persons insured in another EU member state are 
charged the actual cost of treatment, after which they can claim reimbursement from the 
member state in which they are insured.

Rehabilitation services

vocational rehabilitation services are arranged in the event of a significant decline in a 
person’s ability to work or study or a worsening of his or her earning potential. If the ability 
to work or study is threatened by a diagnosed mental health condition, it is possible to receive 
rehabilitative psychotherapy for up to three years and up to 200 consultations with a therapist.
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Intensive medical rehabilitation  is arranged for persons whose ability to cope with the 
demands of work, study or everyday living is constrained by an illness or impairment, which 
results in a need for rehabilitation lasting at least one year or causes significant difficulty to 
cope with the above mentioned activities of life.

As complementary to vocational rehabilitation and to intensive medication rehabilitation Kela 
may offer access to discretionary rehabilitation services aimed at supporting rehabilitation 
clients’ ability to study and to function in everyday life. Funds budgeted for discretionary 
rehabilitation are also targeted to the development of rehabilitation. The targeting of 
discretionary rehabilitation services and the focus areas for the development are planned 
for a period of three years in advance.

2.5 Benefits paid Out Of the general fund fOr sOcial security

Benefits not paid out of the NPI or NHI schemes are paid out of the General Fund for Social 
Security. This includes unemployment benefits, benefits for families with children and student 
benefits.

2.5.1 Basic unemplOyment security

Consisting of the basic unemployment allowance and the labour market subsidy, basic 
unemployment security is provided by Kela. Those who take a sabbatical during which 
the vacated position is filled by an unemployed job seeker, can be paid a job alternation 
compensation.

Basic unemployment allowance

The basic unemployment allowance can be paid to persons living in Finland and to citizens 
of other EU or EEA countries who are working in Finland. Eligibility extends to unemployed 
persons aged between 17 and 64 years who have registered with the employment office, who 
seek full-time employment, and who meet a work requirement. Recipients must also be fit 
and available for work.

unemployed job seekers  who are not members of an unemployment fund but meet the 
work requirement are paid basic unemployment allowance, after a 5-day waiting period, for 
5 working days per week and for up to 500 days of unemployment. The maximum payment 
period is 400 days of unemployment if the recipient declines a job offer and has less than 
three years of employment history. Ageing unemployed persons may be able to draw basic 
unemployment allowance for additional days. The terms under which this may be available 
are linked to year of birth.

The basic unemployment allowance is reduced by earned income and certain other social 
benefits (“adjusted basic unemployment allowance”). A certain part of the allowance is exempt 
from the reduction. The basic unemployment allowance can be augmented by a child increase 
and, under certain conditions, a supplementary amount. Additionally, it is possible to receive 
a compensation for expenses during participation in employment-promotion services.
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labour market subsidy 

Besides providing income security, the labour market subsidy is aimed at promoting labour 
market reintegration through labour policy measures. It is payable to unemployed persons 
who have drawn basic or earnings-related unemployment allowance for the maximum period 
(400 or 500 days) or who are not eligible for the unemployment allowance.

Eligibility extends to persons between 17 and 64 years who have registered with the 
employment office as seeking full-time employment and who are fit and available for work. 
A 5-day waiting period must be completed. First-time entrants to the labour market without 
vocational qualifications must complete a qualifying period of 5 months. Unemployed persons 
making a transition from the earnings-related unemployment allowance to the labour market 
subsidy after reaching the 500-day maximum limit are not assessed a new qualifying period 
if they have been unemployed without interruption.

The full labour market subsidy is equal to the basic unemployment allowance. The amount 
may be raised by a child increase and a supplementary amount paid during participation in 
employment-promotion services. A compensation for expenses can be paid for the duration of 
participation in such services. Unlike the basic unemployment allowance, the labour market 
subsidy is means tested. This means that the unemployed person’s income from capital as 
well as (for young persons under age 25 who are living in their parents’ household) the income 
of the parents may reduce the labour market subsidy. However, means testing is not applied 
during participation in activation measures, for instance. Just like the basic unemployment 
allowance, the labour market subsidy is adjusted to any income earned during unemployment.

2.5.2 Benefits fOr families with children

Benefits for families with children paid out of the General Fund for Social Security include the 
following: child benefits, child care allowances, child maintenance allowances, and maternity/
adoption grants. The child benefits and the child care allowances are adjusted annually to 
changes in the national pension index. For financial reasons, no index adjustments were made 
to the child benefit between 2013 and 2015, and in 2015 it was reduced by 8 percent. The 
child maintenance allowance is tied to the cost-of-living index.

Among the other benefits targeted especially to families with children, the maternity, 
paternity and parental allowance are paid out of the National Health Insurance Fund, while 
the orphans’ pensions and the disability allowances for persons under age 16 are paid out of 
the National Pension Insurance Fund.

child benefits

child benefit is paid to the parent or other guardian of a child under 17 years of age. It is 
payable on a graduated scale according to the number of eligible children in the family from 
the first to the fifth child. The rate payable for the fifth child applies also to any subsequent 
children. there is a single-parent supplement.

child care allowances

Child care allowances are an alternative to municipal day care. They are paid out in the form of 
a child home care allowance for families with a child under three years of age, or a private day 
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care allowance for families in which a child under school age is being looked after a private 
caregiver. Municipalities may also choose to pay the family a municipal supplement. partial 
care allowance is payable to parents or other guardians working a shorter week because of 
the child care arrangements of a child attending the 1st or 2nd year of primary school. The 
parent or guardian of a child under 3 years of age may be entitled to a flexible care allowance 
if his or her average weekly working time is 30 hours or less.

child maintenance allowance

Parents have a statutory responsibility to provide for their under-age children. If the parents 
do not live together, the parent living with the child is entitled to child support payments 
from the other parent.

child maintenance allowance may be available if a parent liable for child support does not pay 
confirmed child support, if child support has not been confirmed owing to the financial circumstances 
of the liable parent, or if the child support is less than the full amount of the child maintenance 
allowance. Unpaid child support is recovered from the liable parent and paid to the child.

The child maintenance allowance can also be paid to single parents adopting a child and 
in cases where paternity has not been established.

maternity grant and adoption grant

The maternity grant is available not only as a cash benefit but also as a maternity package 
containing child care items.

The adoption grant is provided to offset the cost of international adoption.

2.5.3 general hOusing allOwance

General housing allowance is payable to low-income households who are living in rental, 
right-of-occupancy or owner-occupied housing located in Finland and who are not eligible for 
any other form of financial assistance with their housing costs. A household is considered to 
consist of the permanent occupants of a dwelling.

The general housing allowance is 80% of the difference between the acceptable housing 
costs and the basic deductible. Acceptable housing costs are recognised up to maximum 
allowable housing costs, which are defined separately and which depend on the size of the 
household and the location of the home.

In rental homes and in homes which are part of a housing cooperative, the housing costs 
include the rent and the maintenance fee. Separately paid water and heating charges are added 
to that. It is not necessary to provide evidence about actual costs of maintenance, the water 
and heating charges are recognised on the basis of average amounts linked to household size.

In other forms of owner-occupied housing, the costs of maintenance are recognised on the 
basis of amounts linked to the location of the home and the size of the household. In owner-
occupied housing the housing costs also include part the interest charged on personal housing 
loans. Grounds rent and real estate tax are not recognised as housing costs.

The housing allowance is subject to a deductible which consists of two parts. First, 
households must pay 20 percent of reasonable housing costs out of their own pocket 
(proportional deductible). Second, the basic deductible is determined by a means test focusing 
on the total regular income per month of the household members.
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The basic deductible is equal to 40 percent of the income that exceeds the maximum 
eligibility limit for the full allowance. The income limit is linked to the number of adult and 
child members of the household.

2.5.4 financial aid fOr students

The purpose of financial aid for students is to provide economic security while studying. 
Financial aid is available for studies in Finland for Finnish citizens, for persons from other EU 
or EEA countries who are working in Finland and for their spouses and dependent children. 
Non-citizens of Finland are also eligible if they have lived in Finland for at least two years for 
non-study purposes and are considered to have taken up permanent residence in Finland.

Financial aid is granted for full-time, post-compulsory study: more specifically, upper 
secondary school, basic and further vocational education, and completion of a degree in 
higher education. Financial aid is provided in the form of study grants, housing supplements, 
government guarantees for student loans, interest assistance, student loan deductions and 
compensations, and meal subsidies.

The amount of financial aid depends on the student’s age, family and housing circumstances, 
educational institution, and the time of starting the course of study. Students’ own income 
(and in the case of young students, their parents’ income) affect the amount of the study grant. 
government guarantees for student loans are granted in the same amount to all students, 
and the qualifying conditions for it are less stringent than for the study grant.

housing supplements are available to all childless students living in a rented or sublet 
home which they can use as the base for full-time study. Housing supplements are not granted 
to students who are entitled to free accommodation in a dormitory or who own their home.

Housing supplements cover up to 80% of monthly housing costs up to a fixed maximum 
limit. The limit is low enough for the majority of student to qualify for the maximum housing 
supplement. The monetary amounts related to the housing allowance are not tied to any index.

under the interest assistance scheme low-income applicants can have the interest due on 
a government-guarantee student loan paid for them.

Higher-education students can take a student loan tax deduction if they complete a course 
of study which began between 1 August 2005 and 31 July 2014 within the target period. This 
allows them to deduct from tax an amount equal to their student loan repayment, which can 
be up to 30% of the amount exceeding the deductible.

Higher-education students who began their course of study on or after 1 August 2014 can 
get a student loan compensation, i.e., an additional repayment towards their loan, which 
corresponds to 40% of the amount of the qualifying student loan which exceeds the deductible.

School transport subsidies provide compensation for the cost of travelling to and from an 
upper secondary or vocational school. Adult education subsidies are granted by the Education 
Fund and the government student loan guarantee for mature students by the Social Insurance 
Institution.

2.5.5 sOcial assistance

Social assistance is a last-resort form of income security. It is means tested and usually 
granted for one month at a time. The amount of assistance provided is calculated on the 
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basis of the client’s essential expenses. Social assistance consists of basic assistance (basic 
amount and other basic expenses), supplementary assistance and preventive assistance.

The amount of assistance provided corresponds to the amount by which the client’s essential 
expenses exceed his or her available income or assets. Before qualifying for social assistance, 
clients are expected to first try to cover their living expenses out of their own income and 
assets as well as those of their spouse and any children living with them.

Typically social assistance clients have income such as unemployment or sickness benefits. 
The assistance granted will then be correspondingly smaller.

Social assistance is currently granted by the municipal authorities, but starting 2017 the 
basic assistance part of the scheme will be transferred to the Social Insurance Institution.

2.5.6 Other Benefits paid Out Of the general fund fOr sOcial security

Conscripts and those performing voluntary armed service can get a conscript’s allowance 
towards their own and their dependants’ living expenses. Conscripts themselves are eligible 
for assistance towards the interest due on their student loans and the cost of maintaining 
an apartment for their own use. Their dependants can be paid a basic allowance, a special 
allowance or an allowance for a child entitled to child support. The full amount of the basic 
assistance is equal to an unreduced national pension.

Persons with disabilities have a right to interpreting services if they live in Finland and need 
interpreter assistance because of a hearing, combined hearing/vision, or speech disorder. 
The purpose of the service is to make it easier for persons with disabilities to function fully 
in society. Provision of the services requires that the recipient is able to express him/herself 
through an interpreter and that (s)he has recourse to an effective means of communication. 
Interpreting services are provided free of charge. The cost of the services consists of 
interpreters’ fees, ancillary costs and remote-interpreting equipment.

Front-veterans receive compensation from state funds for the part of rehabilitation-related 
travel expenses not covered under the Health Insurance Act.

2.6 index-linking Of Benefits

Most of the benefits provided by Kela are at present tied to the National Pensions Index. 
Certain other indexes are used to set the values that determine eligibility for benefits. Only 
the student housing supplement, maternity grant and dietary grant are wholly independent 
of any index-linking.

An index other than the National Pensions Index is most widely used in index-linking with 
the child maintenance allowance, where all euro amounts specified under the Act on Child 
Maintenance Allowance are tied to the Consumer Price Index. The maximum housing costs 
under the general housing allowances scheme are tied to the annual index of rents, while the 
income limits for the daily allowances payable under the National Health Insurance scheme 
are fixed to the wage coefficient and the euro amounts of rehabilitation allowances whose 
payment continues over to the following year are linked to the earnings-related pension index.
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3 FInAncIng OF thE BEnEFIt ExpEnDItuRE AnD ADmInIStRAtIvE cOStS OF 
 thE SOcIAl InSuRAncE InStItutIOn

3.1 financing Of natiOnal pensiOn insurance

3.1.1 histOry

From the 1950s until the 1990s, the benefits provided under the National Pensions Act were 
financed with contributions collected from insured persons and employers, with funding from 
municipalities, and with the returns on National Pension Fund assets. No contributions have 
been collected from insured persons since the beginning of 1996. All of the funding obligations 
of the municipalities were assumed by the state by 1997.

During 1997-2009, National Pension Insurance expenditures were financed mainly with 
contributions from employers and the state as well as, until 2005, with a share of VAT proceeds 
distributed to the Social Insurance Institution.

Following the reform of the National Pensions Act in 2008, attention was drawn to the fact 
that the financing rules for the National Pension Insurance scheme were quite complicated. 
The changes made to the scheme and the general increases in pension rates had increased 
the state’s share of the funding considerably and the true shares of the employers and of the 
state were difficult to ascertain on the basis of the regulations.

A new financing model for national pensions was introduced at the beginning of 2009, 
which redefined the distribution between the share funded with national pension insurance 
contributions collected from employers and the share provided by the state, and specified 
how the shares of funding should be reviewed as part of subsequent modifications. The 
new model remained in effect for about a month until the decision was made, as part of an 
economic stimulus package, to abolish the national pension insurance contribution collected 
from employers effective 1 January 2010.

3.1.2 current system

National Pension Insurance expenditure is fully financed by the state. A small amount of 
contribution income from employers accrued during 2010-2015 from previous tax years. 
Together with the return on assets, they brought the state’s payments to the National Pension 
Insurance Fund down to a little less than 100 percent of total expenditures. Maintaining 
liquidity across the year requires the National Pension Fund to be at or above a specified 
minimum level. Since 2010, the current assets of the National Pension Insurance Fund, after 
deduction for borrowed capital, have at the end of the calendar year been 3.5% of the total 
annual amount of national pension expenditure and administrative costs.

3.2 financing Of the natiOnal health insurance

3.2.1 histOry

In the 1990s and in the early 2000s, the financing of the National Health Insurance scheme 
was largely based on annually enacted finance laws or financing arrangements based on 
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temporary laws as well as the state’s guarantee payment, as a result of which the structure 
of NHI financing had become complicated. Also, the financing was out of balance because 
the NHI contributions collected from employers and insured persons had been lowered in the 
aftermath of the economic depression of the 1990s at the same time as benefit expenditures 
had increased faster than earnings and prices. Due to this imbalance, the state was forced to 
contribute increasingly to the financing of the NHI system. In 2003, the state, insured persons 
and employers each contributed about one third of the NHI budget. Assuming that no changes 
were made to financing, the state’s share was estimated to increase to 36 percent by 2007.

In accordance with the insurance principle, changes in benefit expenditures did not affect 
the level of contributions directly, which was considered to have been partly responsible for 
the rapid increase in benefit expenditures seen in that period. The Parliament had on several 
occasions drawn attention to the need for lasting financial stability and solvency in the NHI 
scheme.

3.2.2. financing refOrm and the current system

In a reform of the National Health Insurance scheme at the beginning of 2006, the financing 
of the scheme was divided between an earned income insurance component financed by 
employers and employees on the basis of salaries and a medical care insurance which 
covered the entire population and which was financed also by pensioners and recipients of 
social security benefits. Another change was that earnings-related daily allowances were 
financed with a new salary-based contribution collected from insured persons (earned income 
contribution payment) and a health insurance contribution collected from employers. The 
reform strengthened the link between contributions and benefits also for non-earnings-related 
health insurance benefits, which are financed with contributions (healthcare payment) that 
take in not only wage and salary income but also other taxable earned income.

Put simply, the current form of the earned income insurance scheme offers compensation 
for loss of income due to illness or childbirth (sickness allowances, maternity, paternity 
and parental allowances, rehabilitation allowances and reimbursements for the costs of 
occupational health services), while the medical care insurance scheme covers expenses 
due to illness (reimbursements of medical expenses, rehabilitation expenses and a share of 
the costs of the Finnish Student Health Service).

After the reform the state’s share of the financing for the National Health Insurance scheme 
has declined to about one fourth of the benefit expenditure.

3.2.2.1 earned incOme insurance

In the earned income insurance scheme, the state finances 

 • the minimum-rate daily allowances,

 • a share of the costs of occupational health services for agricultural entrepreneurs and 
the self-employed, as well as 0.1% of parental allowances (with the exception of the 
minimum-rate allowances).

The rest of the expenditure on earned income insurance is covered with contributions 
from employers, wage earners, and the self-employed. At the implementation of the 2006 
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reform, employers’ share of benefit expenditure was 73% and that of wage earners and the 
self-employed 27%. Subsequently the rates of the contributions levied from employers and 
those collected from employees and self-employed persons have moved in step. In practice, 
the employers’ share has since 2006 fluctuated between 70% and 72%. The contributions 
from wage earners are calculated on the basis of gross wages, and those from agricultural 
entrepreneurs and the self-employed on the basis of insurable income under pension insurance. 
Self-employed persons insured under the Self-Employed Persons’ Pensions Act  (YEL) pay a 
higher rate of contribution towards the daily allowances, which is used to pay for the daily 
allowance expenditure during the waiting period under the health insurance scheme for self-
employed persons.

3.2.2.2 medical care insurance

Starting with 2015, the state pays 44.9% of the costs of the medical care insurance scheme 
as well as a share of the compensations paid to other EU member states in respect of medical 
care received abroad. The rest of the medical care insurance is funded by employees, the self-
employed, and the beneficiaries. The contribution percentages are determined annually, the 
basic rule being that the percentage for beneficiaries must be 0.17 percentage points higher 
than that for employees and the self-employed.

During 2006-2014 the state’s share of the costs of the medical care insurance scheme was 
50%. In 2013-2014, in addition to the usual ratio of financing an adjustment payment was 
used to reduce the state’s share of the medical care insurance costs by deducting a specified 
sum from the state’s half of the costs and adding it to the half covered by employees and 
beneficiaries. This resulted in a ratio of financing of 47:53 in favour of the state. 

Employees and beneficiaries contribute towards medical care on the basis of earnings 
subject to local government tax. The contributions collected from the self-employed are fixed 
to their net earned income.

3.2.2.3 minimum level Of the natiOnal health insurance fund

To ensure liquidity the National Health Insurance Fund must meet a certain level specified 
by law, whereby the current assets of the Fund must at the end of each year be at least 
eight percent of the total annual NHI expenditures. Borrowed capital and funds set aside are 
deducted from the current assets when calculating the minimum level.

During 1964-1967 the Fund did not have a specified minimum level. Instead the law 
contained a reference to the level of the Fund at the end of the year and directions for the 
state to pay “no more than an amount required for the level of the Fund to reach one-eighth 
of the health insurance expenditure for that year”. Provisions concerning a minimum level 
were introduced to the Health Insurance Act in 1968. Since then the minimum level has been 
defined as a certain fraction of a certain base number. The values of the fraction and the base 
number have varied over the decades.

In the 2006 financing reform the link between the contribution income and benefit 
expenditure of the National Health Insurance Fund was strengthened, and a margin of two 
percentage points was introduced, within which the minimum level could fluctuate without 
affecting the rate of contributions or the amount of state funding in the following year. The 
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margin was designed to prevent fluctuations in contribution rates caused by small changes 
in benefit expenditures and the financing basis of the contributions.

At two percentage points, the margin was, however, found to be too narrow. In order to 
avoid having to decrease the rates of NHI contributions temporarily, the margin was in 2009 
increased to four percentage points. Today the net current assets of the National Health 
Insurance Fund can range between 8 and 12 percent of NHI expenditure without affecting the 
contribution rates or state’s share of the financing for the following year.

3.3 financing Of the general fund fOr sOcial security

3.3.1 histOry

During the first 50 years of its existence the Social Insurance Institution only administered the 
National Pension Insurance and National Health Insurance schemes. This changed first with the 
administrative transfer of unemployment benefits to the Social Insurance Institution in 1985. In 
the space of not quite ten years the Institution received the administrative responsibility for a 
large number of social security benefits, including child benefits, general housing allowances 
and financial aid for students..

The Acts of Parliament governing these other social security benefits did not contain 
provisions specifying the fund out of which the benefits should be paid. For example, the 
Acts governing maternity grants, child benefits and conscripts’ allowances, in referring to the 
implementation of the Acts, invoked the provisions of the Health Insurance Act concerning 
the implementation of the maternity, paternity and parental allowances scheme. When the 
administration of unemployment benefits was transferred to the Social Insurance Institution, 
the transfer was legitimised by the argument that the basic unemployment allowance, as a 
short-term source of economic security, would fit in well with health insurance. In the case 
of the unemployment benefits, the practice which was adopted involved the state making an 
advance payment for the basic unemployment allowances and child increases into the National 
Health Insurance Fund administered by the Social Insurance Institution.

This practice whereby payments were centralised in the National Health Insurance Fund 
was also used with the other benefits whose administration was subsequently transferred 
to the Social Insurance Institution. The reason for this was that the Institution at the time did 
not have the technical means to adopt any other practice. Also the benefits introduced after 
the 1990s, such as the special assistance for immigrants and the retirement assistance for 
the long-term unemployed, were paid via the National Health Insurance Fund.

In the end technological advances and the growing number of new benefits put an end to this 
practice in which non-health insurance benefits were administered through the National Health 
Insurance Fund. It was recognised that this practice blurred the financing and disbursement of 
benefits, thereby making the operations of the Fund less transparent. To clarify the situation 
the decision was made to channel the financing and disbursement of other social security 
benefits to a third fund administered by the Social Insurance Institution.
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3.3.2 current situatiOn

The General Fund for Social Security was established in 2009 by transferring over from the 
National Health Insurance Fund all benefits not financed under the Health Insurance Act. The 
benefits included in the Fund are defined in the law by negation. The justifying arguments 
contained in the Government proposal for the law listed altogether 12 benefits that would be 
transferred over to the new fund.

The General Fund for Social Security does not include a funding buffer corresponding 
to that in the National Pension Insurance and National Health Insurance Funds based on a 
minimum level of current assets. Funds designated for a specific benefit can, however, be 
used temporarily for the disbursement of another benefit paid out of the Fund. Any such 
cross-allocated funds are re-applied as soon as possible - no later than the end of the year of 
disbursement - to the correct budget item.

Around four-fifths of the funding is received from the state. The municipalities cover the bulk 
of spending on child care allowances and a share of labour market subsidy payments to long-
term unemployed as well as, in the coming years, nearly half of the basic social assistance. 
The Province of Åland funds certain benefit disbursements made to recipients in Åland, 
including child benefits, child maintenance allowances, and general housing allowances. The 
Unemployment Insurance Fund contributes to the funding of basic unemployment allowances 
by an amount equal on average to the amount of payments made to employees who are not 
members of an unemployment fund (in 2015, about €70 million). Further, starting with 2015 a 
sum of about €50 million has been extracted from the unemployment insurance contribution 
income for use towards the basic unemployment allowances. This is estimated to remain 
unchanged over the projection period.

3.4 financing Of administrative cOsts

Prior to 2009 the Social Insurance Institution’s administrative costs were funded entirely out 
of the National Health Insurance and National Pension Insurance Funds with a distribution of 
60 percent and 40 percent, respectively. Specified by law, the distribution did not take into 
account the effect of the benefits whose administration had been transferred to the Institution 
since the 1990s. For example, the costs of administering the labour market subsidy, financial 
aid for students and general housing allowance schemes were, in practice, paid out of the 
National Pension Insurance and National Health Insurance Funds.

Since 2009 each fund has covered the administrative costs attendant to the benefits 
provided out of the fund. Administrative costs not attributable to any benefit have been shared 
among the funds in the proportion of the benefit-related administrative costs. The exceptions 
are the compensations paid to the Finnish Tax Administration for the collection and transfer 
of contributions towards NPI and NHI benefits. These costs have been allocated to the funds 
in the proportion to which the funds have used the services of the Finnish Tax Administration. 
No National Pension Insurance contributions have been collected from employers since the 
beginning of 2010. Because of this, all administrative costs representing compensations to 
the Tax Administration have since 2010 been allocated in full to the National Health Insurance 
Fund.
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The administrative costs of the National Pension Insurance Fund and the General Fund 
for Social Security are paid out of state funds to the extent that they cannot be covered by 
the modest returns on investments earned by the funds. Investment returns are deducted 
from the administrative costs of the National Health Insurance Fund. The balance is divided 
between the earned income insurance and medical care insurance schemes at a ratio of 35:65. 
In decreasing order of size, the sources of financing are as follows: medical care insurance 
contributions collected from insured persons (35.8%), health insurance contributions collected 
from employers and contributions from insured persons towards daily allowances (35%), and 
the state (29.2%).
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4 BASIc ASSumptIOnS unDERlyIng thE pROjEctIOnS

This chapter presents the starting points and basic assumptions behind the projections. 
The current-law projection, which is presented in chapter 5) and the projection taking into 
account the pension reform (baseline projection) use the assumptions outlined in this chapter. 
Following a presentation of the results of the baseline projection, we examine in chapter 6 
the sensitivity of the results to changes in key assumptions. The same population projection 
is used throughout.

4.1 pOpulatiOn prOjectiOn

The population projection has been made on the basis of the assumptions underlying a 
Statistics Finland projection [3] from 2012 and covers the period until 2080. However, the 
starting population is based on preliminary statistics of Statistics Finland for the end of 2014. 
The assumptions underlying the population projection are as follows:

 • The total fertility rate is 1.82.

 • Net migration is 17,000 persons per year.

 • The rate of decline in mortality seen between 1990 and 2014 will continue until 2060 
after which it will continue to decline at half its previous rate.

The Statistics Finland population projection is at the regional level, which means that the 
projection for the whole country is a sum of the regional projections. The projection used in 
this report has been made at the whole-country level. While the projections differ with regard 
to population sizes, the differences are minor.

During the last 40 years, the total fertility rate was at its lowest, at 1.5, in 1973. It has since 
varied between 1.59 and 1.87. During 2004-2012 it varied in the 1.80-1.87 range, while in 
2013 it stood at 1.75 and, according to the preliminary statistics, in 2014 at 1.70.

Since 1981, the number of immigrants has exceeded the number of persons leaving Finland. 
Between 1980 and 2000, net migration was on average fewer than 5,000 persons a year. In 
2001-2006 it varied between 5,200 and 10,300 persons, and in 2007-2013, between 13,600 
and 18,000 persons. At around 13,000 persons a year, emigration from Finland remained 
relatively stable in the first decade of the 21st century. Thus, the increase in net migration to 
Finland was attributable to greater immigration.

The projection shows mortality to continue declining until 2060 at the rate seen in 1990-
2014, after which point the rate of decline is forecast to slow by 50%, with male life expectancy 
increasing from 78.3 to 89.1 years and female life expectancy from 84.0 to 92.2 years in the 
2014-2080 time frame.

The projections show the population increasing steadily throughout the projection period. 
In 2014, the Finnish population was about 5.5 million. It is projected to increase to 6.0 million 
by 2040 and to 6.5 million by 2080. The number of persons over the age of 80 years and their 
share of the population will grow rapidly, from 280,000 in 2014 to about 630,000 in 2040 
and to about 850,000 in 2080. In 2014 persons over the age of 65 years accounted for 20% 
of the population. Their share will grow to 26% in 2040 and to 29% in 2080. The number of 
persons of working-age between 18 and 64 years has declined since 2010 and will decline 
from 2014 to 2022 by 70,000, or by an average of 9,000 per year. Thereafter, the working-
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age population will continue to decline but at a slowing rate until 2030, at which point it will 
again begin to increase. 

Figure 4.1. population by age group and sex in selected years
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Figure 4.2. population in 1950–2080
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Figure 4.3. Births, deaths and net migration in 1950–2080
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4.2 prOjectiOn assumptiOns, emplOyment fOrecast and Benefit mOdels

The projections have mainly been made on the basis of the current legislation, with two 
exceptions. First, benefits not tied to any index and benefits tied to the National Pensions 
Index are both assumed to follow the National Pensions Index, and the benefits are assumed 
to be increased, starting with 2020, by one half of real wage growth (which corresponds to 
the half-way index confirmed previously, which follows the changes in wages and prices with 
an equal weighting). This assumption reflects the effect of scheduled benefit upratings. Were 
this assumption not made, the level of benefits would lag substantially behind wages. The 
second exception is the 2017 earnings-related pension reform, whose effect has been taken 
into account both in the employment forecast and, as appropriate, in the benefit models. The 
general features of the pension reform are described in chapter 2. Appendix A outlines the 
technical details involved in the calculation.

The projection of the number of pensioners is based on the assumptions concerning 
retirement rate underlying of the long-term projection [7] made in 2013 by the Finnish Centre 
for Pensions. The retirement rate of old-age pensions is projected to decline by 1.1 percent 
until 2060. The retirement rates of disability pensions are projected to decrease but at a 
slowing pace, resulting in a decrease of 10% by 2025 and a decrease of 17% by 2060, after 
which retirement rates are not projected to change.

Over the short term (until 2019), the projection uses the forecasts made in March 2015 
by the Finnish Ministry of Finance of inflation, wage growth and the rate of unemployment.

The inflation rate is projected at 1.7% and nominal wage growth at 3.3% starting from 2020. 
Over the long term, real wage growth will thus be about 1.6%.

According to the Ministry of Finance projection, the unemployment rate will rise to 8.8% in 
2015, dropping to 7.6% by 2019.

The baseline projection used in the report is based on a projection made on the basis 
of the current legislation, which assumes an equilibrium unemployment rate of 7 percent. 
Unemployment is assumed to stabilise at that rate by 2025, following which the age 
group specific unemployment rates are standardised. Under the current-law projection, a 
standardisation of age group specific unemployment rates results, as the size of the age 
groups changes, in a slight decline in the unemployment rate during the projection period. 
The pension reform of 2017 is integrated into the model by taking into account how the reform 
affects the situation prevailing under the current legislation (see Appendix B). Taking into 
account the pension reform, the over-63 unemployment rates will change starting with 2017 
and the total unemployment rate will increase throughout the projection period.

The GDP forecast is based on the projected development of the total sum of wages. As a 
percentage of the GDP, the total sum of wages has increased during the current recession. The 
model assumes that its share of GDP will return by 2020 to the average level seen in 2005-
2007. Under this assumption, the GDP increases more rapidly than the total sum of wages 
in the period to 2020. The total sum of wages has been projected on the basis of age group 
specific average wages, employment rates and wage growth.

The benefit projection models analyse benefits separately for employees, the unemployed, 
pensioners and those included under ‘others’ (the technical implementation of the models is 
described in greater detail in Appendix A). The employment forecast, then, is an important 
starting point for the benefit models but it is itself also a product of projections. The results of 
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the employment forecast relating to the projections are presented together with the baseline 
projection in chapter 5 and as part of sensitivity analysis of the baseline projection in chapter 
6.

4.3 administrative cOsts Of the sOcial insurance institutiOn

From 2015 onwards, the administrative costs of the Social Insurance Institution are estimated 
in all of the projections included in the report as a fixed share of 3.4% of the expenditure on 
benefits. In 2014 the share of the National Pension Insurance Fund in the administrative costs 
was 17%, that of the National Health Insurance Fund 48%, and that of the General Fund for 
Social Security 35%. In the projection period, fund-specific shares of the administrative costs 
vary according to the share of individual benefits.
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5 BASElInE pROjEctIOn

This chapter examines the results of the baseline projection and the effects of the 2017 
pension reform on the employment forecast and on the benefits provided by the Social 
Insurance Institution. The results are compared with the current-law projection, where the 
pension reform is not a factor.

5.1 emplOyment fOrecast and classificatiOn Of the pOpulatiOn

As presented here, the employed and unemployed populations and the employment rates are 
based on data structured according to the classifications used in the employment statistics 
of Statistics of Finland [1]. Pensioners mean persons who receive a pension in their own right 
(not included are part-time pensions or persons who receive a survivor’s pension exclusively).

year 2013 2015 2025 2040 2060 2080

pensioners, thousands

Current-law  1 386    1 434    1 644    1 784    1 940    2 091   
Baseline  1 386    1 434    1 611    1 709    1 813    1 942   
Pension reform effect 0,0 % 0,0 % -2,0 % -4,2 % -6,5 % -7,1 %

Employed, thousands

Current-law  2 302    2 300    2 368    2 472    2 543    2 606   
Baseline  2 302    2 300    2 390    2 524    2 628    2 706   
Pension reform effect 0,0 % 0,0 % 0,9 % 2,1 % 3,3 % 3,8 %

unempoyed, thousands

Current-law  328    369    246    256    261    269   
Baseline  328    369    254    276    301    318   
Pension reform effect 0,0 % 0,0 % 3,3 % 7,8 % 15,3 % 18,2 %

Employment rate of 15-74 year-olds, percentage

Current-law  56,3    55,9    57,7    60,1    60,1    60,3   
Baseline  56,3    55,9    58,3    61,4    62,1    62,6   
Pension reform effect 0,0 % 0,0 % 1,0 % 2,2 % 3,3 % 3,8 %

Working life expectancy of 15-year-olds, years

Current-law  31,7    31,8    33,5    34,5    35,3    35,4   
Baseline  31,7    31,8    33,8    35,2    36,4    36,7   
Pension reform effect 0,0 % 0,0 % 0,9 % 2,0 % 3,1 % 3,7 %

gDp at 2014 prices, billions euros

Current-law  204    209    251    332    467    654   
Baseline  204    209    254    339    484    680   
Pension reform effect 0,0 % 0,0 % 1,2 % 2,1 % 3,6 % 4,0 %

table 5.1. Results of the employment forecast
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Two of the most important factors affecting the employment forecast in the current-law 
projection are the assumed decline in the retirement rates and in the unemployment rate. 
A rise in the retirement age and a decline of the disability incidence rate play a particularly 
large role in increasing the size of the ageing labour force. This can be seen, in Figures 5.1 and 
5.2, as a rise in the over-60 employment rate. At the same time, the number of unemployed 
people will remain high in these age groups - the drop in the total unemployment rate has 
little effect on the oldest age groups.

In the employment model, the decrease of the total unemployment rate is assumed to be 
reflected on the likelihood of entering the labour force with the result that as the unemployment 
rate drops the size of the labour force increases. Under the current-law projection, this raises 
the employment rate especially in the youngest age groups. Among those under age 50, 
the employment rate by 2025 rises to the level seen in 2007. In the older age groups, the 
employment rate quickly rises above the current level following the increase in the age of 
retirement. In the current-law projection, the employment rate among 15-to-74-year-olds 
continues to rise until the 2040s, stabilising afterwards.

In the baseline projection, the stepwise increase of the retirement age reduces the number 
of persons in receipt of old-age pension and raises the employment rate among the age groups 
older than the lowest old-age retirement age under current legislation. On the other hand, 
the number of disability pension recipients and unemployed persons increases as well. The 
impact of the pension reform on unemployment hinges largely on decisions to increase the 
minimum age for qualifying for additional days of unemployment benefit. In this projection 
we assume that the minimum age is raised by one year as agreed in the pension reform and 
that no further increases are made. In total, the pension reform adds a hundred thousand 
persons to the workforce by 2080. This raises the employment rate for those between ages 
61 and 74 by around ten percentage points and that for those between 15 and 74 years by 
around two percent points (Figure 5.2). Our estimates of the impact of the pension reform 
are analogous to those made by the Finnish Centre for Pensions concerning the employment 
effects of the reform.

Despite an increase in the employment rate, population ageing will pose a challenge 
to society. In the current-law projection the share of the economically active in the total 
population continues to decline from the current level for the next twenty years, and does 
not reach its current level in the rest of the forecast period. The pension reform will improve 
the situation. In the baseline projection, the share of employees decreases less, and the ratio 
begins to increase sooner, reaching or exceeding the current level after the 2040s. However, 
the level preceding the recession which began in 2009 is not reached in the projection period.

The effect of the pension reform on the working life expectancy of 15-year-olds1 is on the 
order of 3 months in 2025, 9 months in 2040 and 16 months in 2080. An increase in the 
number of employees increases the sum of wages and consequently GDP.

The effect of the age limits for the old-age pension on the number of pensioners and on 
employment and unemployment rates is shown in Figures 5.3, 5.4 and 5.5. The figures present 
the distribution of the population among several groups in the statistical year 2013 used in 
the model as well as the projected distribution in 2080 both according to the current-law 
projection and the baseline projection.

1  Working life expectancy refers to the expected number of working years remaining in one’s life, assuming that 
the age group specific employment and mortality rates remain at the level of the year in which the projection 
is made.
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The individual-level classification into population groups used in the benefit projections is 
based on individual activity during the year. The classification of unemployed, for example, 
includes those who have been unemployed during the year. The benefit projections in the 
following chapters describe benefit trends in different groups. The projections are based 
on the classification of the population used in the model and not on the take-up benefits for 
example during unemployment.

The population ageing occurring during the projection period is central to the benefit 
trendlines. Along with the population structure, another significant factor is the distribution 
of the population during the projection period between employees, unemployed persons, 
pensioners, and others. In the population of working age, the share of pensioners decreases as 
the disability incidence rate declines and retirement on old-age pension occurs later. The share 
of the unemployed also decreases as the unemployment rate declines, as a result of which 
the relative share of employees increases. The development of some benefits tracks general 
population development trends, while others only follow changes in a specific population 
group.

Figure 5.1. Employment rate under the baseline projection in selected years
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Figure 5.2. Employment rate and the effect of the pension reform, 1990–2080
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Figure 5.3. Distribution of the population among different groups in 2013
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Figure 5.4. Distribution of the population among different groups in 2080 under the 
 current-law projection
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Figure 5.5. Distribution of the population among different groups in 2080 under the 
 baseline projection
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5.2 presentatiOn and interpretatiOn Of prOjectiOn results

The following chapters look at the results of the baseline projections and how they diverge 
from those of the current-law projection, using the same approach both for the complete 
results and those pertaining to specific benefit categories.

The benefits are grouped into categories on the basis of uniform trends, common target 
groups or similarities in terms of funding. The pension benefits provided under the National 
Pension Insurance scheme comprise one such category. Another category consists of disability 
benefits and interpreting services for the disabled, while a third comprises minimum income 
security (unemployment benefits provided by the Social Insurance Institution, housing 
benefits, and social assistance) accompanied by the housing allowances for pensioners. 
The two components of the National Health Insurance scheme, earned income insurance 
and medical care insurance, make up funding categories of their own, which are examined 
separately. Other categories comprise family benefits and benefits for students.

Results for individual benefit categories are compiled in the table as total expenditure 
expressed in euro at 2014 prices. The table also shows the relative difference in percent 
between the current-law and baseline projections. Expenditures in the various categories are 
also shown in relation to GDP as a graph for the years 1990-2080.

5.3 sOcial security schemes administered By the sOcial insurance institutiOn

This chapter presents the key findings on how expenditures on the social security schemes 
administered by the Social Insurance Institution are expected to develop in the period to 
2080. It also looks at how the financing for these schemes will be divided among the state, 
employers, insured persons and municipalities. The total expenditures and shares of financing 
are presented in Table 5.2. The ratio of the total expenditure by the Social Insurance Institution 
to GDP is shown in Figure 5.6.

The categories of benefits as well as the individual benefits are examined separately in 
the following chapters. The ratio of the total expenditure on all categories of benefits to GDP 
is presented in Figure 5.7.

As described in chapter 2, the social security schemes administered by the Social Insurance 
Institution comprise numerous benefits. The future development of these benefits is affected 
by a wide variety of often countervailing factors. For example, a higher unemployment rate 
will increase the spending on unemployment benefits and other directly related benefits while 
reducing the need for sickness allowance payments.

Over the long term, the most factors with the greatest impact are population ageing, 
unemployment trends, wage growth and the pension reform scheduled for 2017.

Population ageing substantially increases the need particularly for such benefits as the 
care allowance for pensioners and the reimbursements for medical expenses. The pensions 
paid out by the Social Insurance Institution are not as strongly affected by ageing because 
increases in the rate of earnings-related pensions will offset the need for pensions from the 
Institution.

The key factors behind employment trends are the rate of unemployment and the retirement 
rates of disability and old-age pensions. The reduction in the rate of unemployment to the 
long-term equilibrium rate, as assumed in the projection, is expected to cause unemployment 
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and other closely related spending to settle on a level lower than what is currently the case. 
The lower retirement rates will directly affect the number of persons collecting a pension from 
the Social Insurance Institution and the expenditure on those pensions.

Future wage growth will directly impact the daily allowances paid under the National Health 
Insurance scheme and the expenditure on reimbursements of medical expenses, because 
medical care costs are expected to follow wages. In the long run, wage growth will affect the 
rate at which earnings-related pension are paid out and thereby the demand for the pensions 
provided by the Social Insurance Institution. The projection also assumes that the level of 
benefits tied to the national pensions index and of those not tied to any index will be raised by 
one half of real wage growth. Under this assumption, too, the level of benefits will lag behind 
wages (see Appendix C). Even were the Social Insurance Institution’s benefit expenditure to 
increase in real terms, as a ratio of the total sum of wages and of GDP they are expected to 
decrease over the projection period.

The pension reform will raise the age of retirement and boost average earnings-related 
pensions, which over the long term will reduce the pension expenditure of the Institution. 
At the same time, the reform will ramp up demand for sickness allowance payments and for 
unemployment benefits and other related benefits. On the whole, the pension reform will 
increase the benefit expenditure of the Institution. The ratio of the benefit expenditure to GDP, 
however, will be largely unaffected by the reform as it is also expected to result in a higher 
GDP. Still, the pension reform reinforces the ongoing shift in the benefit provision of the Social 
Insurance Institution from pensions to health insurance and to unemployment-related benefits.

As a combined effect of these developments, the ratio of the Institution’s benefit expenditure 
to GDP is expected to decline up to the end of the projection period. However, the outcome 
differs from one category of benefits to another. Expenditure on earned income insurance, 
medical care insurance and disability benefits is estimated to grow substantially during the 
projection period. The ratio of the expenditure on these benefit categories to GDP remains at 
its current level, whereas in other categories it declines. The strong increase in the expenditure 
on disability benefits is attributable to an escalation in the number of recipients. The gap 
between the level of benefits and earnings grows faster for disability benefits than for earned 
income insurance and medical care insurance payments, which are estimated to keep pace 
with wages.

The role of the state as a source of funding for the Social Insurance Institution has increased 
significantly since the 1990s. In 1995, less than 40 percent of the Institution’s funding came 
from the state, but since National Pension Insurance has been funded entirely by the state 
and the introduction of new programme responsibilities the state’s share of the funding has 
increased to nearly 70 percent. Also, some funding responsibilities have been shifted onto 
insured persons (medical care insurance) and municipalities (labour market subsidies).

Over the projection period, as the share of National Health Insurance in total expenditure 
by the Social Insurance Institution grows, the state’s share of the funding is estimated to drop 
to less than 60 percent, while the shares of employers and insured persons are projected 
to grow. As nearly one half of social assistance spending is financed by municipalities, the 
administrative changeover to the Social Insurance Institution will increase the municipalities’ 
share of the total funding starting with 2017. Yet, following the transfer of the social assistance 
scheme, the municipalities’ share declines slightly as the unemployment rate drops and the 
National Health Insurance benefit expenditure increases.
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year 2014 2015 2025 2040 2060 2080

total expenditures at 2014 prices, millions

Current-law  14 518    14 884    15 780    18 972    24 025    30 669   
Baseline  14 518    14 884    15 870    19 273    24 654    31 830   
Pension reform effect 0,0 % 0,0 % 0,6 % 1,6 % 2,6 % 3,8 %

Ratio of total expenditures to gDp, percentage

Current-law  7,1    7,1    6,3    5,7    5,1    4,7   
Baseline  7,1    7,1    6,2    5,7    5,1    4,7   
Pension reform effect 0,0 % 0,0 % -1,6 % 0,0 % 0,0 % 0,0 %

State's share of the funding, percentage

Current-law  69,5    68,8    65,4    64,3    62,0    59,5   
Baseline  69,5    68,8    65,0    63,5    60,7    57,9   
Pension reform effect 0,0 % 0,0 % -0,6 % -1,2 % -2,1 % -2,7 %

Employers share of the funding, percentage

Current-law  11,6    11,3    11,9    12,7    13,8    15,0   
Baseline  11,6    11,3    12,1    13,0    14,4    15,7   
Pension reform effect 0,0 % 0,0 % 1,7 % 2,4 % 4,3 % 4,7 %

Insured persons share of the funding, percentage

Current-law  13,8    13,9    15,3    16,1    17,7    19,4   
Baseline  13,8    13,9    15,4    16,5    18,2    20,1   
Pension reform effect 0,0 % 0,0 % 0,7 % 2,5 % 2,8 % 3,6 %

municipalities share of the funding, percentage

Current-law  4,9    5,9    7,4    6,9    6,5    6,1   
Baseline  4,9    5,9    7,4    7,0    6,7    6,3   
Pension reform effect 0,0 % 0,0 % 0,0 % 1,4 % 3,1 % 3,3 %

table 5.2. total expenditure and sources of financing of the Social Insurance Institution

The pension reform slightly shifts the focus in financing away from the State and towards 
the insured persons, employers and municipalities.
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Figure 5.7. Expenditure on the different benefit categories as a ratio of gDp under the 
 baseline projection, 1990-2080

Figure 5.6. total expenditure of the Social Insurance Institution as a ratio of gDp, 
 1990–2080
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vuosi 2014 2015 2025 2040 2060 2080

Recipients of the national pension, thousands
Current-law  629    621    590    591    602    569   
Baseline  629    621    577    565    565    528   
Pension reform effect 0,0 % 0,0 % -2,2 % -4,4 % -6,1 % -7,2 %

national pension expenditures at 2014 prices, million euros
Current-law  2 338    2 297    2 032    2 164    2 465    2 684   
Baseline  2 338    2 297    1 995    2 051    2 238    2 409   
Pension reform effect 0,0 % 0,0 % -1,8 % -5,2 % -9,2 % -10,2 %

Recipients of the guarantee pension, thousands
Current-law  102    101    95    91    88    85   
Baseline  102    101    94    89    85    81   
Pension reform effect 0,0 % 0,0 % -1,1 % -2,2 % -3,4 % -4,7 %

guarantee pension expenditures at 2014 prices, million euros
Current-law  157    158    158    177    204    231   
Baseline  157    158    157    174    198    223   
Pension reform effect 0,0 % 0,0 % -0,6 % -1,7 % -2,9 % -3,5 %

Recipients of the survivor's pension, thousands
Current-law  24    24    25    24    24    24   
Baseline  24    24    25    24    24    24   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Survivor's pension expenditures at 2014 prices, million euros
Current-law  30    30    30    33    37    44   
Baseline  30    30    30    33    39    46   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 5,4 % 4,5 %

table 5.3. pensions benefits provided by the Social Insurance Institution: Recipients and 
 benefit expenditure

continues

5.4 pensiOn Benefits prOvided By the sOcial insurance institutiOn

This chapter looks briefly at the fundamentals of projections focusing on the pension benefits 
provided by the Social Insurance Institution and outlines the long-term trends of the benefits. 
The number of recipients and the benefit expenditure are shown in Table 5.3.

In terms of their financing, the housing allowance for pensioners and the disability benefits 
are part of the National Pension Insurance scheme. They are discussed in later chapters.

After the maturation of the earnings-related pension scheme, the level and coverage of the 
pensions have increased. The share of the pensions provided by the Social Insurance Institution 
in total pension expenditure has dropped to less than 10 percent, and the ratio of its pension 
expenditure to GDP has nearly halved since 1990. This despite the fact that the Institution was 
given a new programme mandate in 2011 in the form of the guarantee pension scheme. The 
projection assumes that the pensions provided by the Social Insurance Institution are increased 
by half of real wage growth starting from 2020. Despite this assumption the ratio of Institution’s 
pension expenditure to GDP will continue to decrease (Figure 5.8.). By decreasing overall pension 
expenditure and increasing GDP, the pension reform accelerates this trend.
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vuosi 2014 2015 2025 2040 2060 2080

Recipients of the child increase, thousands

Current-law  13    12    12    12    12    12   
Baseline  13    12    12    11    11    11   
Pension reform effect 0,0 % 0,0 % 0,0 % -8,3 % -8,3 % -8,3 %

child increase expenditures at 2014 prices, million euros

Current-law  6    6    6    7    8    9   
Baseline  6    6    6    6    7    9   
Pension reform effect 0,0 % 0,0 % 0,0 % -14,3 % -12,5 % 0,0 %

Recipients of the front-veterans benefits, thousands

Current-law  27    22    1    -      -      -     
Baseline  27    22    1    -      -      -     
Pension reform effect 0,0 % 0,0 % 0,0 %  -      -      -     

Front-veterans benefit expenditures at 2014 prices, million euros

Current-law  30    25    2    -      -      -     
Baseline  30    25    2    -      -      -     
Pension reform effect 0,0 % 0,0 % 0,0 %  -      -      -     

total pension expenditure of the Institution at 2014 prices, million euros

Current-law  2 561    2 516    2 228    2 380    2 713    2 968   
Baseline  2 561    2 516    2 190    2 265    2 482    2 687   
Pension reform effect 0,0 % 0,0 % -1,7 % -4,8 % -8,5 % -9,5 %

Ratio of Institutions pension expenditures to gDp, percentage

Current-law 1,26 1,20 0,89 0,72 0,58 0,45 
Baseline 1,26 1,20 0,86 0,67 0,51 0,40 
Pension reform effect 0,0 % 0,0 % -3,4 % -6,9 % -12,1 % -11,1 %

Table 5.3. continued

Figure 5.8. Expenditure on the pension benefits provided by the Social Insurance 
 Institution as a ratio of gDp, 1990–2080
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national pension

As of 2014, 43% of those in receipt of a pension in their own right were paid national pension. 
Practically all young recipients of a disability pension also received a national pension. The 
share of national pension recipients declines with age to under 40 percent among recipients 60 
years of age. Among recipients of an old-age pension, the share of national pension recipients 
increases with age.

An analysis across age groups shows that the average rate of national pensions behaves 
similarly to the share of national pension recipients: while very young recipients draw a full 
national pension, the average amount of the pension declines with age, only to grow once 
more as recipients reach old-age retirement age.

Unlike the other benefit projections, the national pension projection is based on a cohort 
model where the number of new recipients of a national pension and the monetary value 
of starting pensions are estimated on the basis of the number of retirees according to the 
employment forecast. The projection takes into account the effects that changes in the 
employment rate and wages have on the average accumulated earnings-related pensions of 
cohort members. The model is based on sex and age group specific averages, which means that 
no data can be obtained about the distribution of starting earnings-related pensions according 
to size. The model assumes that the distribution remains identical to its current shape and the 
only shift in it will correspond to the change in the amount of new earnings-related pensions. 
The number of small pensions, then, is assumed to be proportionally the same as today.

Mortality among persons receiving a national old-age pension is, standardised for age 
and sex, higher than in the general population. Mortality is assumed to follow the same rate 
of decline as estimated in the population projection. The relative difference to mortality in 
the general population is retained. Furthermore, particularly among men, mortality is more 
pronounced in those receiving a higher-than-average national pension. This has been taken 
into account in the projection and is estimated to lead to a slight decrease, with age, in the 
average rate of the national old-age pension over the long term.

The changes to the earnings-related pension system proposed in the pension reform 
agreement [6] have been factored into the baseline projection. With respect to disability 
pensions, it is assumed that the pension component for projected pensionable service will be 
decreased until the cohort’s projected retirement age. The minimum old-age retirement age 
under the national pensions scheme is estimated to rise at the same pace as under the earnings-
related pension scheme. The possibility to retire on an early old-age pension will be abolished 
and the old-age retirement age under the national pension scheme will increase in pace with 
the lowest retirement age under the earnings-related pension scheme as it exceeds 65 years.

Even in the absence of the pension reform, the earnings-related pensions granted to new 
pension recipients will exceed discontinued pensions, whereby the number of persons drawing 
a national pension will decrease. The pension reform will reinforce this trend, with the higher 
level of the earnings-related pensions and the rising age limits decreasing the number of 
national pension recipients. At the same time, the number of recipients of a national disability 
pension rises along with the total number of disability pension recipients.

According to the projection, national pension recipients as a share of all those receiving a 
pension in their own right decreases under the baseline projection to around 30% by 2040 and 
to around 25% by 2080. National pension expenditures decline in real terms until ca. 2025, at 
which point they begin to increase. The ratio of the expenditures to GDP decline by the end of the 
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projection period to around one third of the current ratio, reaching a level of around 0.4 percent 
by 2080. The pension reform decreases the ratio of the expenditures to GDP by about 11 percent.

guarantee pension

Recipients of the guarantee pension account for about seven percent of all pension recipients. 
Among young recipients of a disability pension, who have accumulated little or no earnings-
related pension, their share is close to 100 percent. Even a small earnings-related pension 
will result in no guarantee pension being paid, and the share of guarantee pension recipients 
declines sharply with age. Among those having reached old-age retirement age, the share of 
guarantee pension recipients is around 5 percent.

The guarantee pension projection is based on the same cohort model as the projections 
focusing on national pensions.

In the current-law projection, the number of recipients of a guarantee pension and their 
share of all pension recipients are expected to decrease, with elderly guarantee pension 
recipients exiting the scheme and increasing earnings-related pensions exerting a decreasing 
effect on new guarantee pensions. A certain share of the population will continue to subsist 
on a very small earnings-related pension or be left entirely without such a pension. Despite an 
increase in the average pension, around 6 percent of pension recipients in 2040 and around 
5 percent in 2080 will rely exclusively on a guarantee pension.

In the baseline projection, the pension reform decreases the number of guarantee pension 
recipients by about 5 percent and the benefit expenditure by about 4 percent in the period 
to 2080.

Survivor’s pension

Full-time students aged 18 or over are eligible for orphan’s pension. This eligibility ends at the 
age of 20 years. The risk of receiving an orphan’s pension increases from nearly zero among 
infants under one year of age to about 4 percent among those aged 18 years. The risk for an 
orphan’s pension is assumed to decrease in line with the decline in mortality estimated in the 
population projection. Average pensions for age groups are estimated to increase in keeping 
with the index assumption.

The risk of receiving a spouse’s pension increases until around age 50, after which it stays 
relatively constant until the age of 65 years. Three fourths of the recipients are women. The 
majority of spouse’s pension recipients are employed, but the relative shares of ‘others’ 
(among women) and of ‘the unemployed’ (among men) increases with age. The average pension 
increases with age until the age of 65 years.

There were a total of 5,650 recipients of a spouse’s pension at the end of 2014. In the long 
term, the number of recipients declines with decreasing mortality and the reduction in the 
number of widows and widowers with small incomes. The baseline projection assumes that as 
the minimum old-age retirement age increases past age 65 as a result of the pension reform, 
the age limit for the spouse’s pension, currently at 65 years, is increased correspondingly. 
Group-specific risks and average rates of pension are assumed to exhibit the same trend 
among the age groups that become eligible for spouse’s pension as can now be seen under 
the minimum old-age retirement age. The pension reform is estimated to increase the number 
of spouse’s pension recipients by around 10 percent and the benefit expenditure by around 
13 percent in the period to 2080.
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child increase

The risk of child increase recipiency increases among pensioners until around the age of 40 
years, at which point about one in four female and one in eight male pension recipients is 
paid a child increase. The average age of child increase recipients is about 48 years (51 years 
among men and 43 years among women). The number of recipients is expected to drop slightly 
as the number of disability pensions decreases.

The rise in the old-age retirement age foreseen in the pension reform is estimated to 
decrease the number of child increase recipients by a little less than 1,000 and to diminish 
benefit expenditures by about 4 percent in the period to 2080. These changes are attributable 
mainly to male recipients, as there are few female recipients over the age of 60 years.

Benefits for front-veterans

There will be no new recipients of the front-veteran’s supplement or the additional front-
veteran’s supplement. In 2014, about 27,000 persons (58 percent of them men) were paid 
front-veteran’s supplement. Forty-eight percent of the recipients were also paid additional front-
veteran’s supplement, 53 percent of whom were men. According to the projection all current 
recipients of front-veterans’ supplements will have exited the scheme by the end of the 2030s.

5.5 disaBility Benefits

At the beginning of the projection period, the disability benefits provided by the Social 
Insurance Institution will be affected by a change in legislation leading to a doubling of the 
number of persons receiving disability allowance for persons aged 16 years or over and to a 
slight decrease in the number of recipients of the pensioner’s care allowance by 2020.

Disability benefit recipient numbers and euro amounts are presented in Table 5.4. While the 
level of the disability benefits will lag behind wage growth due to the index assumption made, 
the ratio of the total expenditure to GDP will remain nearly unchanged. This is because there is 
estimated to be a big increase in the number of recipients of the care allowance for pensioners.

Disability allowance for persons under 16 years

The number of recipients in the projection period is estimated to follow the development in 
the number of persons under 16 years of age.

Disability allowance for persons aged 16 years or over

A legislative change due to take effect in June 2015 will increase the number of recipients of 
the basic-rate disability allowance by an estimated 10,000 by 2020. After this change, the 
number of recipients under the current-law projection is estimated to remain largely unchanged 
throughout the projection period. The pension reform leads to a slight increase in the number 
of recipients among the age groups nearing retirement age.

care allowance for pensioners 

There will also be a change in the legislation governing the care allowance for pensioners in 
June 2015, which will lead to a reduction in the number of recipients. There are estimated to 
be about 5,000 fewer recipients in 2020 than at the end of 2014. After that the number of 
recipients is projected to increase continuously as the number of pensioners rises. Under the 
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current-law projection the number of recipients will in 2080 be double the current number. The 
pension reform leads to a slight decrease in the number of recipients of the care allowance for 
pensioners. However, the number of recipients of the disability allowance for persons aged 
16 years or over is estimated to increase by a corresponding amount.

While the level of benefits is lower for the care allowance for pensioners than for the 
disability allowance for persons aged 16 years or over, the impact of the pension reform in 
terms of expenditure on these two allowances is small, since the average care allowance is 
roughly equal in amount to the average disability allowance. This is because the majority of 
disability allowance recipients are on the lowest rate of payment, while a larger proportion 
of those receiving care allowance for pensioners are paid a higher rate.

Dietary grant

According to the Finnish Coeliac Society, about 2 percent of the Finnish population has coeliac 
disease. Currently 0.7 percent of those 16 years of age or older have claimed and are in receipt 
of a dietary grant. During the projection period the number of dietary grant recipients is 
estimated to increase to about 1.1 percent among those aged 16 years or over. The number 
of recipients will be unaffected by the pension reform. The amount of the dietary grant is not 
tied to any index under current law. However, in the projections the amount of the grant is 
adjusted in line with the index assumption starting from 2020.

Interpreting services for the disabled

The share of recipients in the total population is estimated to grow somewhat in the next few 
years, after which it is expected to follow the general demographic trend. The number of hours 
of interpretation per client is estimated to increase until 2019, after which it is assumed to 
remain constant. The price of interpreting services is assumed to follow wages.

table 5.4. Disability benefits: Recipients and benefit expenditure

continues

year 2014 2015 2025 2040 2060 2080

Recipients of the care allowance for pensioners, thousands

Current-law  233    228    257    350    394    460   
Baseline  233    228    256    350    392    458   
Pension reform effect 0,0 % 0,0 % -0,4 % 0,0 % -0,5 % -0,4 %

care allowance for pensioners expenditures at 2014 prices, million euros

Current-law  485    481    550    894    1 215    1 695   
Baseline  485    481    549    893    1 208    1 687   
Pension reform effect 0,0 % 0,0 % -0,2 % -0,1 % -0,6 % -0,5 %

Recipients of the disability allowance for persons under 16 years, thousands

Current-law  35    36    37    36    36    34   
Baseline  35    36    37    36    36    34   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %
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Table 5.4. continued

year 2014 2015 2025 2040 2060 2080

Disability allowance for persons under 16 years expenditures at 2014 prices, million euros

Current-law  83    85    95    104    125    145   
Baseline  83    85    95    104    125    145   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Recipients of the disability allowance for persons aged 16 years or over, thousands

Current-law  11    16    20    21    21    22   
Baseline  11    16    21    22    23    23   
Pension reform effect 0,0 % 0,0 % 5,0 % 4,8 % 9,5 % 4,5 %

Disability allowance for persons aged 16 years or over expenditures at 2014 prices, million euros

Current-law  36    40    49    56    66    79   
Baseline  36    40    50    58    71    88   
Pension reform effect 0,0 % 0,0 % 2,0 % 3,6 % 7,6 % 11,4 %

Recipients of the dietary grant, thousands

Current-law  34    35    44    50    54    60   
Baseline  34    35    44    50    54    60   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Dietary grant expenditures at 2014 prices, million euros

Current-law  9    10    12    16    20    25   
Baseline  9    10    12    16    20    25   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Recipients of the interpreting services for the disabled, thousands

Current-law  3    3    4    4    4    4   
Baseline  3    3    4    4    4    4   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Interpreting services for the disableds expenditures at 2014 prices, million euros

Current-law  39    42    51    67    95    135   
Baseline  39    42    51    67    95    135   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

total expenditures of disability benefits  at 2014 prices, million euros

Current-law  652    656    757    1 137    1 521    2 080   
Baseline  652    656    756    1 138    1 519    2 080   
Pension reform effect 0,0 % 0,0 % -0,1 % 0,1 % -0,1 % 0,0 %

Ratio of disability benefit expenditures to gDp, percentage

Current-law 0,32 0,31 0,30 0,34 0,33 0,32 
Baseline 0,32 0,31 0,30 0,34 0,31 0,31 
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % -6,1 % -3,1 %
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5.6 earned incOme insurance

In the earned income insurance scheme, the daily allowances based on earnings are assumed 
to keep pace with wages. The minimum-rate daily allowances are estimated to be adjusted 
in line with the index assumption starting from 2020. Of all days for which daily allowances 
are paid, minimum-rate daily allowances account for a little less than 10 percent for sickness 
allowance, daily allowances for parents for about 14 percent, and rehabilitation allowances for 
about 68 percent. Under the assumptions made, the average daily allowance lags behind wages, 
and the ratio of the benefit expenditure to GDP declines slightly during the projection period.

Under the current-law projection, contributions to the earned income insurance scheme 
decrease somewhat over the long term. Under the baseline projection the pension reform has 
a significantly stronger effect on the demand for sickness allowance, which will raise benefit 
expenditures overall and lead to a higher level of contributions than under the current-law 
projection. However, the contributions are not estimated to exceed their current level.

Recipient numbers and benefit expenditures for the earned income insurance scheme are 
presented in Table 5.5. Contribution percentage rates are shown in Table 5.6.

Sickness allowances

Among those over the age of 25 years, the risk of receiving sickness allowance increases almost 
linearly from one age group to the next, but begins to decrease around age 60. The average 
rate of the allowance follows general trends in wages and salaries, rising until around age 50 
and then declining slowly. The number of days on sickness allowance per recipient is highest 
among young persons, where the recipients mainly comprise those transitioning to a disability 
pension. From that high point, the number of days decreases, reaching a trough around age 
30, after which it again increases until old-age retirement age. Among recipients aged 60, the 
number of days on sickness allowance is about 50 percent higher than among 30-year-olds.

Figure 5.9. Expenditure on disability benefits as a ratio of gDp, 1990–2080
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As a result of the pension reform, and as the retirement age rises, there are increasingly 
older age groups among the sickness allowance recipients. As the age limits shift, the risks are 
estimated to follow the same trend as currently seen in the years preceding the minimum old-age 
retirement age. Hence, sickness allowance expenditures will increase rapidly in these age groups.

Under the current-law projection, the number of recipients of the sickness allowance will 
remain almost at its current level, and the ratio of benefit expenditures to GDP will continue 
to decrease until the 2030s, at which point it will stabilise. The direction of the trend changes 
when one takes into account the pension reform. Under the baseline projection, the number 
of recipients begins to increase as the retirement age is raised. Correspondingly the increase 
in benefit expenditures outpaces GDP growth.

maternity, paternity and parental allowances

Maternity, paternity and parental allowances are mainly paid to working-age individuals. The 
relevant age groups are, among women, 15 to 52 years, and among men, 17 to 64 years. The 
typical recipient of a maternity, paternity or parental allowance is a little over 30 years old. 
The average rate of allowance continues to increase both for men and women until around 
the age of 40 years.

Average wages are higher among men than women, and the female recipients include 
those who have spent a long time on family leave. Further, there is a larger proportion of 
male recipients in the older age groups with higher earnings. While the gap between men 
and women has narrowed over the years, the average rate of allowance is nearly 40 percent 
higher form men than for women.

Take-up rates among men have been on the rise. The purpose behind the changes made 
to the paternity allowance rules during the last five years has been to raise the number of 
allowance days taken by fathers.

The pension reform has no effect on the projected development in the maternity, paternity 
and parental allowances scheme. The ratio of benefit expenditure to GDP will decline as a 
result of the pension reform.

Rehabilitation allowances

Under the current-law projection, the number of recipients of the rehabilitation allowance does 
not change appreciably. The pension reform, on the other hand, does increase the number 
of recipients. This is because, both for the unemployed and the employed, the likelihood of 
receiving rehabilitation allowance increases as recipients near retirement age. Hence, the 
shift in retirement ages due to the pension reform increases the number of recipients of 
rehabilitation allowance who are nearing retirement age.

Occupational health care

The occupational health care projection is based on the forecasted number of employed 
persons and on the assumption that the reimbursed costs will increase in line with earnings. 
The increase in the employed population will raise occupational health care costs over the 
long term. However, the rise in costs does not exceed the estimated GDP growth rate. The 
pension reform increases the number of employed persons covered by the occupational health 
care system and raises costs and reimbursement expenditures.
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year 2014 2015 2025 2040 2060 2080

Recipients of the sickness allowances, thousands

Current-law  305    303    297    308    312    321   
Baseline  305    303    310    337    364    387   
Pension reform effect 0,0 % 0,0 % 4,4 % 9,4 % 16,7 % 20,6 %

Sickness allowance expenditures at 2014 prices, million euros *

Current-law  867    874    930    1 201    1 637    2 284   
Baseline  867    874    989    1 373    2 022    2 979   
Pension reform effect 0,0 % 0,0 % 6,3 % 14,3 % 23,5 % 30,4 %

Recipients of the maternity, paternity and parental allowances, thousands

Current-law  158    157    156    154    158    161   
Baseline  158    157    156    154    158    161   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

maternity, paternity and parental allowance expenditures at 2014 prices, million euros

Current-law  1 110    1 130    1 271    1 570    2 159    2 970   
Baseline  1 110    1 130    1 271    1 569    2 158    2 969   
Pension reform effect 0,0 % 0,0 % 0,0 % -0,1 % 0,0 % 0,0 %

Recipients of the rehabilitation allowances, thousands

Current-law  57    59    56    58    58    60   
Baseline  57    59    58    64    67    71   
Pension reform effect 0,0 % 0,0 % 3,6 % 10,3 % 15,5 % 18,3 %

Rehabilitation allowance expenditures at 2014 prices, million euros

Current-law  91    98    100    122    151    192   
Baseline  91    98    102    127    163    212   
Pension reform effect 0,0 % 0,0 % 2,0 % 4,1 % 7,9 % 10,4 %

Employed persons covered by the occupational health care system, thousands

Current-law  1 828    1 830    1 886    1 968    2 031    2 082   
Baseline  1 828    1 830    1 905    2 012    2 103    2 166   
Pension reform effect 0,0 % 0,0 % 1,0 % 2,2 % 3,5 % 4,0 %

Occupational health care expenditures at 2014 prices, million euros

Current-law  362    349    376    462    593    757   
Baseline  362    349    380    472    614    787   
Pension reform effect 0,0 % 0,0 % 1,1 % 2,2 % 3,5 % 4,0 %

Expenditures of additional days of daily allowance taken by self-employed persons at 2014 prices, 
million euros

Current-law  6    6    7    9    13    17   
Baseline  6    6    7    10    15    21   
Pension reform effect 0,0 % 0,0 % 0,0 % 11,1 % 15,4 % 23,5 %

table 5.5. Earned income insurance scheme: number of recipients and benefit expenditure

continues

 * includes MATA sickness allowance expenditures (MATA = Occupational accident insurance for farmers and 
recipients of grants and scholarships)
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contribution trends in the earned income insurance scheme

The earned income insurance scheme is financed with health insurance contributions collected 
from employers and with daily allowance contributions collected from both wage and salary 
earners and from self-employed persons, as described in chapter 3. Table 5.6 shows the 
contribution trends under the current-law and baseline projections.

Under the current-law projection, earned income insurance expenditures increase at a slower 
pace than the total sum of wages. Therefore, the level of contributions will drop somewhat 
in the period to 2080. The pension reform leads to higher benefit expenditures, but again, 
the growth is less than the rise in the total sum of wages. Under the baseline projection the 
contributions remain roughly at the 2015 level over the long term. Because the changes 
are distributed equally between the two parties, the pension reform has a greater effect on 
the contribution rate of the employees and self-employed persons than on the rate of the 
employers.

year 2014 2015 2025 2040 2060 2080

total expenditures of the earned income insurance at 2014 prices, million euros

Current-law  2 437    2 458    2 685    3 364    4 553    6 220   
Baseline  2 437    2 458    2 749    3 552    4 972    6 968   
Pension reform effect 0,0 % 0,0 % 2,4 % 5,6 % 9,2 % 12,0 %

Ratio of the total expenditures of the earned income insurance to gDp, percentage

Current-law 1,19 1,18 1,07 1,01 0,97 0,95 
Baseline 1,19 1,18 1,08 1,05 1,03 1,02 
Pension reform effect 0,0 % 0,0 % 0,9 % 4,0 % 6,2 % 7,4 %

Table 5.5. continued

Figure 5.10. Expenditure on benefits provided under the earned income insurance   
 scheme as a ratio of gDp, 1990–2080
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year 2014 2015 2025 2040 2060 2080

contribution rate of the employers

Current-law  2,14    2,08    2,07    2,02    1,98    1,95   
Baseline  2,14    2,08    2,10    2,07    2,05    2,06   
Pension reform effect 0,0 % 0,0 % 1,4 % 2,5 % 3,5 % 5,6 %

contribution rate of the wage and salary earners and self-employed persons

Current-law  0,84    0,78    0,77    0,72    0,68    0,65   
Baseline  0,84    0,78    0,80    0,77    0,75    0,76   
Pension reform effect 0,0 % 0,0 % 3,9 % 6,9 % 10,3 % 16,9 %

the additional share of contribution of the self-employed persons

Current-law  0,13    0,13    0,12    0,12    0,11    0,11   
Baseline  0,13    0,13    0,12    0,13    0,13    0,13   
Pension reform effect 0,0 % 0,0 % 0,0 % 8,3 % 18,2 % 18,2 %

table 5.6. Earned income insurance scheme: contribution percentage rates

The pension reform is expected also to increase the number of additional days of daily 
allowance taken by self-employed persons. The additional share of financing borne by self-
employed persons decreases in the current-law projection slightly in the period to 2080, but 
stays at its current level in the baseline projection.

Figure 5.11. contribution rates of the earned income insurance scheme: total for wage 
 earners, self-employed persons and employers, 2006–2080
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5.7 medical care insurance

In the medical care insurance scheme, expenditures on prescribed medicines and treatment 
are assumed to increase in line with earnings. Also reimbursement expenditures are expected 
to keep pace with earnings, because the ratio of the reimbursements to incurred costs is 
assumed to remain at its current level (in the case of prescribed medicines, at the level seen 
after the introduction of the initial copayment). Per-recipient rehabilitation costs are assumed 
to rise in line with consumer prices and, starting from 2020, additionally by half of the rate of 
real wage growth. Under these assumptions, the ratio of medical care insurance expenditures 
to GDP remains nearly unchanged during the projection period.

The number of recipients, benefit items and expenditures in the medical care insurance 
scheme are shown in Table 5.7.

Reimbursements of pharmaceutical expenses

Several changes have been made (in 2003, 2006, 2009, 2013 and 2016) in the legislation 
and the reimbursement system in an effort to curb the increase in pharmaceutical costs. Prior 
to these changes the annual increase in average per-purchase costs exceeded substantially 
the growth in real wages. Subsequently the costs have increased at a moderate pace. In the 
projections, average per-purchase costs are in all reimbursement categories assumed to be 
in line with wage growth.

The projection on reimbursements of pharmaceutical expenses incorporates an 
assumption that the current reimbursement rates are maintained. The share of costs 
that the reimbursements cover is defined in the Health Insurance Act separately for each 
reimbursement category. Starting from 2016, the rates of reimbursement will be 40 percent 
(basic rate), 65 percent (lower special rate) or 100 percent (higher special rate). The share 
of total reimbursement expenditures in total overall expenditures changes according to the 
development of expenditures in the various reimbursement categories and according to the 
shifts in the relative shares of different age and population groups.

The share of reimbursements in total expenditures is around 70 percent at the beginning 
of the projection period. The reimbursement level declines slightly towards the end of 
the projection period. This is because the basic reimbursements with the lowest rate of 
reimbursement increase more than the special reimbursements and because the reimbursement 
percentage is lower in the oldest age groups. Therefore, as their numbers and share of the total 
population increases, the reimbursement percentage decreases across the whole population. 
The difference between the beginning and end of the projection period is around percentage 
point.

Taking into account the pension reform has little effect on the reimbursements of 
pharmaceutical expenses. Reimbursement expenditures are estimated to increase more than 
three-fold during the projection period. Expenditures and their ratio to GDP are nearly at the 
same level in the current-law and baseline projections. Because the likelihood of receiving 
reimbursements for pharmaceutical expenses as well as the expenditures per purchase and per 
recipient increase with age, the development of the reimbursement expenditures is strongly 
dependent on population ageing, whereas the rise in the retirement age and shifts between 
individual population groups do not have a comparable effect.
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Reimbursements of medical care expenses

Employed persons of working age are, in terms of the amount of expenditure, the largest group 
of recipients of reimbursements for medical care expenses. The take-up rate, on the other 
hand, is higher in the oldest age groups. It is highest among 75 to 80 year-olds, after which 
it is relatively less common to see private doctors. The increase in the relative share of the 
elderly, accompanied by the rise in the employment rate, somewhat increases the number of 
doctor consultations during the projection period. Population ageing leads to an increase in 
the number of copayment items over the projection period from the current level of about 3.7 
million to 4.3 million. The rate of reimbursement for doctors’ fees is a little over 20 percent. 
The pension reform is not assumed to affect expenditures or take-up rates.

Reimbursement expenditures for dental care totalled €123 million in 2014. Reimbursements 
of dental costs were subjected to cuts in 2015, as a result of which expenditures are expected 
to decrease significantly. 

Owing to demographic trends, the number of copayment items for dental care reimbursements 
annually is expected to edge upwards in the projection period, rising from the current level 
of 2.8 million to about 3.1 million by 2080. Average expenditures per visit to a dentist are 
expected to be in line with wage growth. The pension reform has little effect on the amount 
of dental care reimbursements.

As part of the tariff system reform carried out at the beginning of 2013, the definition of 
copayments in the context of examinations and treatments changed with the result that nearly 
all individual visits are now counted as separate copayment items. The number of visits per 
age group increases slowly with age. The rate of increase picks up significantly after age 70. 
According to the population projection, the share of the elderly in the total population will 
increase, as a result of which the number of copayment items for examinations and treatments 
will in the projection period rise from 3.6 million to 4.6 million.

As for reimbursements of transportation costs, the number of reimbursement items increases 
more in the older age groups. However, the highest absolute number of reimbursement items 
is seen among those retired on a disability pension. The population share of the elderly 
increases in the projection period, which leads to a rise in the number of reimbursement 
items under the current-law projection. The pension reform adds to the number of disability 
pension recipients, which for its share increases the number of reimbursement items. The 
rate of reimbursement on travel costs is about 90 percent.

Rehabilitation services

The purpose of vocational rehabilitation is to enable young persons to achieve integration 
into, and to remain in, working life. The largest number of clients is seen among those between 
16 and 25 years of age, after which age the number of recipients per age group declines, but 
begins to increase again in the age groups nearing retirement age. Owing to the nature of 
the benefit and the population projection, the number of clients increases little under the 
current-law projection. Under the baseline projection, the pension reform brings about a small 
increase in the number of clients.

medical rehabilitation is provided primarily to children less than 16 years of age and to 
pension recipients aged 16 years or over. Under the current-law projection, medical rehabilitation 
expenditures increase as a result of a law amendment which will take effect in 2016. After the 
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table 5.7. medical care insurance scheme: number of recipients, number of benefits and 
 benefit expenditure

year 2014 2015 2025 2040 2060 2080

number of copayments for reimbursements of pharmaceutical expenses, millions

Current-law  29,9    30,5    30,5    33,7    36,0    38,7   
Baseline  29,9    30,5    30,5    33,7    36,0    38,7   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Expenditures of reimbursements of pharmaceutical expenses at 2014 prices, million euros

Current-law  1 306    1 355    1 615    2 185    3 170    4 586   
Baseline  1 306    1 355    1 616    2 188    3 167    4 598   
Pension reform effect 0,0 % 0,0 % 0,1 % 0,1 % -0,1 % 0,3 %

number of copayments for reimbursements of medical care expenses, millions *

Current-law  10,1    9,7    10,5    11,0    11,5    12,0   
Baseline  10,1    9,7    10,6    11,1    11,7    12,2   
Pension reform effect 0,0 % 0,0 % 1,0 % 0,9 % 1,7 % 1,7 %

Expenditures of reimbursements of medical care expenses at 2014 prices, million euros *

Current-law  259    229    272    359    515    734   
Baseline  259    229    273    362    522    746   
Pension reform effect 0,0 % 0,0 % 0,4 % 0,8 % 1,4 % 1,6 %

number of copayments for reimbursements of transportation cost expenses, millions

Current-law  5,1    5,2    6,0    6,7    7,2    7,8   
Baseline  5,1    5,2    6,0    6,8    7,3    8,0   
Pension reform effect 0,0 % 0,0 % 0,0 % 1,5 % 1,4 % 2,6 %

continues

 * Includes reimbursements for medical and dental care expenses as well as reimbursements for examination 
and treatment.

reform clients do not have to be recipients of disability or care allowance at the middle or 
highest rate The pension reform has an effect that increases the number of recipients and 
hence also expenditures. The projection assumes that the age limit to qualify for medical 
rehabilitation follows the minimum old-age retirement age as it rises above the age of 65 years.

Rehabilitation services provided on a discretionary basis depend on an annual allocation of 
funds and on the targeting of rehabilitation efforts between different diagnoses and population 
groups. The largest category of clients is those between 45 and 60 years of age. With regard 
to the pension reform, the projection assumes that the funds allocated towards discretionary 
rehabilitation services will grow in step with the employed population and that the need for 
such services will increase in the older age groups as the retirement age rises.

In a comparison of age groups, the largest number of recipients of rehabilitative 
psychotherapy services is seen among those between 20 and 30 years of age. In the older 
age groups the number of recipients declines steadily as retirement age approaches. Hence, 
under the current-law projection the number of recipients remains nearly unchanged over the 
projection period, and the pension reform only has a minor impact.
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year 2014 2015 2025 2040 2060 2080

Expenditures of reimbursements of transportation cost expenses at 2014 prices, million euros
Current-law  305    297    378    555    820    1 229   
Baseline  305    297    377    554    800    1 197   
Pension reform effect 0,0 % 0,0 % -0,3 % -0,2 % -2,4 % -2,6 %

Recipients of the rehabilitation services, thousands
Current-law  106    110    113    115    116    118   
Baseline  106    110    116    124    129    137   
Pension reform effect 0,0 % 0,0 % 2,7 % 7,8 % 11,2 % 16,1 %

Rehabilitation service expenditures at 2014 prices, million euros
Current-law  319    339    373    421    494    589   
Baseline  319    339    385    455    557    693   
Pension reform effect 0,0 % 0,0 % 3,2 % 8,1 % 12,8 % 17,7 %

Expenditures of other medical care insurance benefits at 2014 prices, million euros
Current-law  53    77    86    92    97    106   
Baseline  53    77    86    92    97    106   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

total expenditures of medical care insurance at 2014 prices, million euros
Current-law  2 243    2 296    2 725    3 612    5 095    7 243   
Baseline  2 243    2 296    2 737    3 651    5 143    7 340   
Pension reform effect 0,0 % 0,0 % 0,4 % 1,1 % 0,9 % 1,3 %

Ratio of the total expenditures of the medical care insurance to gDp, percentage
Current-law  1,10    1,10    1,08    1,09    1,09    1,11   
Baseline  1,10    1,10    1,08    1,08    1,06    1,08   
Pension reform effect 0,0 % 0,0 % 0,0 % -0,9 % -2,8 % -2,7 %

Table 5.7. continued

Figure 5.12. Expenditure on benefits provided under the medical care insurance  
 scheme as a ratio of gDp, 1990–2080
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contribution trends in the medical care insurance scheme

As described in chapter 3, the medical care insurance scheme is funded with contributions 
collected from wage and salary earners, self-employed persons and beneficiaries, as well as 
with state allocations. The contribution trends under the current-law and baseline projections 
are shown in Table 5.8. Further, Figure 5.13 presents the medical care contributions collected 
from insured persons as a share of their earned income subject to local government taxes. 
The contributions levied from pension and benefit incomes are not shown because they can 
be calculated on the basis of the contributions collected from earned income by adding to it 
0.17 percentage points. The state has since 2015 financed 44.9 percent of the medical care 
insurance expenditures.

Because beneficiaries participate in the financing of the scheme, the level of the contributions 
is affected not only by the total sum of wages but also by trends in pension expenditure and 
taxable benefits.

Under the current-law projection, medical care insurance expenditures grow faster than 
the total sum of wages until the early 2030s, at which point the level of contributions rises 
somewhat. The ratio of expenditures to the total sum of wages, however, declines until the end 
of the 2040s, after which it again increases until 2080. The expenditures on taxable pensions 
and benefits increases in proportion with the rise in medical care insurance expenditures after 
the 2040s. The level of contributions in the medical care insurance scheme develops along 
the same lines. The degree of change is small throughout the projection period.

The pension reform has little impact on medical care expenses, but over the long term it 
raises the total sum of wages and unemployment daily allowance expenditures, while on the 
other hand initially reducing pension expenditures. Towards the end of the century the reform 
is estimated to increase the spending on pensions. The combined effect of the total sum of 
wages, of pensions and of benefits is in the baseline projection seen initially as a somewhat 
higher level of contributions than that seen under the current-law projection. After the 2040s, 
it appears as a lower level of contributions.

year 2014 2015 2025 2040 2060 2080

contribution rate of the wage and salary earners and self-employed persons 

Current-law  1,32    1,32    1,37    1,36    1,36    1,33   
Baseline  1,32    1,32    1,39    1,38    1,34    1,30   
Pension reform effect 0,0 % 0,0 % 1,5 % 1,5 % -1,5 % -2,3 %

contribution rate of the beneficiaries

Current-law  1,49    1,49    1,54    1,53    1,53    1,50   
Baseline  1,49    1,49    1,56    1,55    1,51    1,47   
Pension reform effect 0,0 % 0,0 % 1,3 % 1,3 % -1,3 % -2,0 %

table 5.8. medical care insurance scheme: contribution percentage rates
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5.8 unemplOyment, hOusing and sOcial assistance schemes administered By the sOcial 
insurance institutiOn

Among the benefit schemes which are administered by the Social Insurance Institution, 
unemployment benefits, housing allowances and social assistance payments are tied closely 
to the unemployment situation. Therefore, especially long-term and permanent structural 
changes in unemployment bring about major shifts in total benefit expenditures.

The equilibrium-unemployment assumption made in the current-law projection leads to a 
stabilisation in the number of benefit recipients and in benefit expenditures. The exception 
to this is the housing allowance for pensioners, the number of recipients of which continues 
to grow due to population ageing. The raising of the age limit for retirement on an old-age 
pension, undertaken as part of the pension reform, leads to an increase in the number of 
unemployed persons and in the rate of unemployment (as described in chapter 4), which is 
reflected in the unemployment protection system and in unemployment benefits. Due to the 
pension reform, benefit expenditures for the three schemes under review rise faster than GDP.

Figure 5.14 shows these expenditures as a share of GDP starting from 1990. The labour 
market subsidy and general housing allowances schemes were assigned to the Social Insurance 
Institution in 1994. Together with the economic depression of the 1990s, this explains the 
high ratio of these schemes to GDP. The recession which began in 2009 and the across-the-
board increase in unemployment benefits made in 2012 also have significantly raised benefit 
expenditures and their ratio to GDP. The transfer of the social assistance scheme to Kela in 
2017 shows up as a rapid increase in the GDP share of the expenditures of the schemes under 
review.

Numerical information on the number of recipients and expenditures is presented in Table 
5.9.

The model and assumptions made with regard to unemployment are described in chapter 4.

Figure 5.13. contribution rates for wage earners and self-employed persons into the 
 medical care insurance scheme, 2006–2080
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table 5.9. unemployment, housing, social assistance and conscripts’ allowance schemes 
 administered by the Social Insurance Institution: Recipients and benefit 
 expenditure

year 2014 2015 2025 2040 2060 2080

Recipients of the labour market subsidy, thousands
Current-law  177    193    128    133    135    139   
Baseline  177    193    131    141    150    158   
Pension reform effect 0,0 % 0,0 % 2,3 % 6,0 % 11,1 % 13,7 %

labour market subsidy expenditures at 2014 prices, million euros
Current-law  1 634    1 797    1 577    1 837    2 188    2 621   
Baseline  1 634    1 797    1 608    1 937    2 412    2 947   
Pension reform effect 0,0 % 0,0 % 2,0 % 5,4 % 10,2 % 12,4 %

Recipients of the basic unemployment allowance, thousands
Current-law  34    41    18    18    18    19   
Baseline  34    41    18    19    19    20   
Pension reform effect 0,0 % 0,0 % 0,0 % 5,6 % 5,6 % 5,3 %

Basic unemployment allowance expenditures at 2014 prices, million euros
Current-law  299    359    206    238    282    338   
Baseline  299    359    210    245    297    358   
Pension reform effect 0,0 % 0,0 % 1,9 % 2,9 % 5,3 % 5,9 %

the number of households receiving general housing allowance, thousands
Current-law  200    220    190    193    194    198   
Baseline  200    220    193    202    210    218   
Pension reform effect 0,0 % 0,0 % 1,6 % 4,7 % 8,2 % 10,1 %

general housing allowance expenditures at 2014 prices, million euros
Current-law  742    891    891    1 010    1 188    1 417   
Baseline  742    891    904    1 051    1 271    1 540   
Pension reform effect 0,0 % 0,0 % 1,5 % 4,1 % 7,0 % 8,7 %

Recipients of the housing allowance for pensioners, thousands
Current-law  191    195    199    216    230    240   
Baseline  191    195    196    212    220    232   
Pension reform effect 0,0 % 0,0 % -1,5 % -1,9 % -4,3 % -3,3 %

housing allowance for pensioners expenditures at 2014 prices, million euros
Current-law  498    526    565    672    826    1 001   
Baseline  498    526    557    663    795    969   
Pension reform effect 0,0 % 0,0 % -1,4 % -1,3 % -3,8 % -3,2 %

the number of households receiving social assistance, thousands
Current-law  -      -      202    207    208    211   
Baseline  -      -      204    214    222    229   
Pension reform effect 1,0 % 3,4 % 6,7 % 8,5 %

Social assistance expenditures at 2014 prices, million euros
Current-law  -      -      717    822    971    1 159   
Baseline  -      -      728    861    1 056    1 281   
Pension reform effect 1,5 % 4,7 % 8,8 % 10,5 %

continues
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year 2014 2015 2025 2040 2060 2080

Recipients of the conscript’s allowance, thousands

Current-law  10    9    9    9    9    9   
Baseline  10    9    9    9    9    9   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

conscript’s allowance expenditures at 2014 prices, million euros

Current-law  18    18    19    22    26    31   
Baseline  18    18    19    22    26    31   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

total expenditures at 2014 prices, million euros

Current-law  3 191    3 592    3 975    4 602    5 481    6 567   
Baseline  3 191    3 592    4 026    4 779    5 856    7 126   
Pension reform effect 0,0 % 0,0 % 1,3 % 3,8 % 6,8 % 8,5 %

Ratio of the total expenditures to gDp, percentage

Current-law 1,56 1,72 1,58 1,39 1,17 1,00 
Baseline 1,56 1,72 1,59 1,41 1,21 1,05 
Pension reform effect 0,0 % 0,0 % 0,6 % 1,4 % 3,4 % 5,0 %

Table 5.9. continued

labour market subsidy

Because of the assumptions made, the unemployment rate changes little after 2025. 
Therefore, changes in the population structure are the main factor influencing unemployment 
benefits under the current-law projection. The effects of the pension reform will naturally be 
concentrated in the workforce nearing retirement age. Because the share of labour market 

Figure 5.14. Expenditure on unemployment benefits, housing allowances, social assistance 
 payments and conscripts’ allowances provided by the Social Insurance 
 Institution as a ratio of gDp, 1990–2080
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subsidy recipients near retirement age is nearly as large as it is in the other age groups, the 
pension reform will impact the number of recipients of labour market subsidy more than the 
basic unemployment allowance. The baseline projection assumes that the upper age limits 
for receiving unemployment benefits are raised as retirement ages rise.

Basic unemployment allowance

As is the case with the labour market subsidy, the number of recipients of the basic 
unemployment allowance in the current-law projection remains nearly unchanged after 2025. 
However, younger recipients account for a larger share of all recipients, which means that the 
effects of the pension reform are less pronounced than is the case with the labour market 
subsidy. It should be noted that a significantly larger share of the recipients of the earnings-
related unemployment allowance are near retirement age as opposed to young. The distribution 
of the recipients by age is, of course, readily understandable when one considers the nature 
of the benefits.

general housing allowance

The number of households receiving general housing allowance follows the trend in the number 
of labour market subsidy recipients. Therefore, using current-law assumptions, the number of 
households does not change appreciably after 2025. Also, the majority of the recipients are 
rather young, and therefore the pension reform affects their numbers quite little.

A reform of the general housing allowances scheme which came into force at the beginning 
of 2015 permanently increases the number of recipient households.

housing allowance for pensioners

During the projection period, the population share of pension recipients will grow, leading 
to an increase in the number of recipients of the housing allowance for pensioners under 
the current-law projection. The pension reform decreases the number of pension recipients, 
which may have a similar effect on the number of housing allowance recipients under the 
baseline projection. Under both projections, the share of recipients of the housing allowance 
for pensioners out of all pension recipients is estimated to decline somewhat during the 
projection period. This is because future pensions are higher, with fewer of them including a 
national pension component, for instance.

Social assistance

Responsibility for the administration of the social assistance scheme will be transferred to the 
Social Insurance Institution in 2017. The scheme has thus far been administered by the local 
authorities. This means that, as of now, the Social Insurance Institution has no individual-level 
data on social assistance and therefore no way to model developments in social assistance in 
the same way as can be done with the other schemes administered by the Institution.

The social assistance projection is based on macro-level statistical data and an economic 
forecast for the five-year period from 2015 to 2019. Starting with 2020 social assistance 
payments are estimated to develop in line with general housing allowances and unemployment 
benefits.
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conscript’s allowance

The conscript’s allowance is principally paid to men between ages 18 and 30. It is assumed that 
population growth is the sole factor affecting the number of conscripts during the projection 
period. The pension reform has no effect on the number of conscript’s allowance recipients.

5.9 Benefits fOr families with children

This chapter focuses on benefits provided to families with children. Maternity, paternity and 
parental allowances were described in chapter 5.6.

The number of children and families eligible for these benefits is in the projection period 
affected mainly by the changes that take place in the size and structure of the population. 
At the same time, it must be said that the overall employment situation will affect the child 
maintenance allowance in particular, and to some extent also the child care allowances. The 
effect of the pension reform on all benefits for families with children is very small.

The number of recipients of the various benefits and the expenditures on them are shown 
in Table 5.10.

Figure 5.15 presents the ratio of the expenditure on benefits for families with children to 
GDP. The administration of the child maintenance allowances scheme was transferred to the 
Social Insurance Institution in 2009, most of the rest of the schemes for families with children 
in 1994. The level of benefits has since the 1990s lagged behind wages. Despite the index 
assumption made in the projections, the ratio of these benefits to GDP is estimated to decline 
throughout the projection period.

year 2014 2015 2025 2040 2060 2080

Recipients of the child benefit (number of children), thousands

Current-law  1 011    1 013    1 045    1 035    1 063    1 071   
Baseline  1 011    1 013    1 045    1 035    1 063    1 071   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

child benefits expenditures at 2014 prices, million euros

Current-law  1 495    1 384    1 458    1 620    1 950    2 295   
Baseline  1 495    1 384    1 458    1 620    1 950    2 295   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Recipients of the child maintenance allowance (number of children), thousands

Current-law  105    111    115    114    117    118   
Baseline  105    111    115    114    117    118   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

child maintenance allowance expenditures at 2014 prices, million euros

Current-law  194    207    220    245    293    346   
Baseline  194    207    221    246    294    347   
Pension reform effect 0,0 % 0,0 % 0,5 % 0,4 % 0,3 % 0,3 %

table 5.10. Benefits for families with children: Recipients and benefit expenditure

continues
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Table 5.10. continued

year 2014 2015 2025 2040 2060 2080

Recipients of the child care allowance (number of families), thousands
Current-law  87    86    85    82    85    86   
Baseline  87    86    85    82    85    86   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

child care allowance expenditures at 2014 prices, million euros
Current-law  463    465    461    490    589    703   
Baseline  463    465    461    490    589    703   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Recipients of the maternity grant (number of children), thousands
Current-law  58    60    62    61    63    63   
Baseline  58    60    62    61    63    63   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

maternity and adoption grant expenditures at 2014 prices, million euros
Current-law  11    11    11    13    15    18   
Baseline  11    11    11    13    15    18   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

total expenditures at 2014 prices, million euros
Current-law  2 163    2 067    2 150    2 368    2 847    3 362   
Baseline  2 163    2 067    2 151    2 369    2 848    3 363   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Ratio of the total expenditures to gDp, percentage
Current-law 1,06 0,99 0,86 0,71 0,61 0,51 
Baseline 1,06 0,99 0,85 0,70 0,59 0,49 
Pension reform effect 0,0 % 0,0 % -1,2 % -1,4 % -3,3 % -3,9 %

Figure 5.15. Expenditure on benefits for families with children as a ratio of gDp, 1990– 
 2080
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child benefits

Child benefits are provided for all children under the age of 17 years. Thus, the eligible 
population is determined solely by the population projection. With regard to the level of the 
benefits it is assumed no decisions specifically concerning the child benefits will be made after 
2020 to refrain from increasing the benefits in line with index changes, but that the level of the 
child benefits will be defined in accordance with the index assumption made in the projection.

child care allowances

The child care allowances comprise the child home care allowance, the private day care 
allowance, and the partial and flexible care allowances. With the assumption that the 
employment situation will improve, some families are expected to exit these schemes, with 
some beginning to receive partial or flexible care allowance instead of the child home care 
allowance. The total number recipient families within the scope of these schemes is expected 
to remain largely unchanged during the projection period, which is in line with the structural 
development which can be observed in the population projection.

child maintenance allowance

Based on the years for which there are statistical data, the typical person with maintenance 
liabilities for a child for whom child maintenance allowance is paid is an unemployed man 
between ages 40 and 45. Under the current-law projection, the number of persons with 
maintenance liabilities declined sharply in the run-up to retirement age, which is natural 
considering the nature of the benefit. The number of child maintenance allowance recipients 
is affected mainly by the number of children and by the rate of unemployment. Because no 
major changes in the employment situation are assumed after 2025, the total number of 
children estimated to be born in each year according to the population projection is basically 
the sole factor that raises the number of recipients of the child maintenance allowance. Due 
to the age distribution of the persons with maintenance liabilities, the effect of the pension 
reform on the child maintenance allowance is minor.

5.10 financial aid fOr students

Financial aid for students is provided in the form of a study grant, a study grant for adults, a 
housing supplement, an interest subsidy and interest assistance, loan guarantee payments, 
school transport subsidies, and meal subsidies for higher education students. Population 
development is the main factor affecting these benefits, but the employment rate is relevant 
to certain benefits as well. When work is available the demand for the study grant and the 
housing supplement in particular is diminished. The pension reform has no significant effect 
on financial aid benefits. It should be noted that the projection model does not take separately 
into consideration the possible effects of rent and earnings trends on the number of students 
in receipt of the housing supplement.

The rates of the study grant are tied since the beginning of August 2014 to the national 
pensions index. From 2020 onward, the general index assumption used in the projection is 
applied to financial aid benefits as well.
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vuosi 2014 2015 2025 2040 2060 2080

Recipients of the study grant, thousands

Current-law  317    321    282    299    296    302   
Baseline  317    321    282    299    296    302   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Study grant expenditures (without housing supplement expenditures) at 2014 prices, million euros

Current-law  482    504    425    511    590    705   
Baseline  482    504    425    511    589    704   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % -0,2 % -0,1 %

Recipients of the housing supplement, thousands

Current-law  216    220    195    207    205    208   
Baseline  216    220    195    207    205    208   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

housing supplement expenditures at 2014 prices, million euros

Current-law  266    272    228    274    316    378   
Baseline  266    272    228    274    316    377   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % -0,3 %

Recipients of the school transport subsidies, thousands

Current-law  71    71    74    76    76    77   
Baseline  71    71    74    76    76    77   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

School transport subsidies expenditures at 2014 prices, million euros

Current-law  51    49    52    61    71    83   
Baseline  51    49    52    61    71    83   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

Expenditures of other benefits for students at 2014 prices, million euros

Current-law  30    30    32    37    43    50   
Baseline  30    30    32    37    43    50   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 0,0 %

total expenditures at 2014 prices, million euros

Current-law  829    855    736    882    1 019    1 216   
Baseline  829    855    736    882    1 019    1 215   
Pension reform effect 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % -0,1 %

Ratio of the total expenditures to gDp, percentage

Current-law 0,41 0,41 0,29 0,27 0,22 0,19 
Baseline 0,41 0,41 0,29 0,26 0,21 0,18 
Pension reform effect 0,0 % 0,0 % 0,0 % -3,7 % -4,5 % -5,3 %

table 5.11. Financial aid for students: Recipients and benefit expenditure

The number of recipients and the expenditure on financial aid benefits are shown in Table 
5.11. The ratio of financial aid benefits to GDP is presented in Figure 5.16. The student financial 
aid system has been administered by the Social Insurance Institution since 1994.
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Figure 5.16. Expenditure on financial aid for students as a ratio of gDp, 1990–2080
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6 SEnSItIvIty AnAlySES

This chapter describes the sensitivity of the results obtained under the baseline projection 
(which takes into account the effects of the pension reform) to changes in the assumptions 
under various scenarios. Alternative outcomes are studied on the basis of scenarios where 
assumptions on unemployment, wage growth and the retirement rates are shifted in a negative 
or positive direction. Further, two combination scenarios - one negative, the other positive 
- have been made on the basis of them. All of the scenarios presented start from a separate 
underlying calculation performed under the current-law rule to which the changes in the 
assumptions are applied. The pension reform is modelled on top of the underlying calculation 
in the same way across all scenarios.

unemployment scenarios

In the scenarios concerning the rate of unemployment, the assumed rate is varied by one 
percentage point in each direction from that used in the corresponding underlying calculation. 
In the underlying calculation assuming high unemployment the rate of unemployment is 8 
percent starting from 2018, whereas in the underlying calculation assuming a low level of 
unemployment it declines to 6 percent by 2025. In both scenarios, taking into account the 
pension reform leads to a steady increase of the unemployment rate.

Wage growth scenarios

Under the baseline projection nominal wage growth over the long term is assumed to be 3.3 
percent. In the scenarios assuming a slow rate of wage growth, the assumed rate of growth is 
half a percentage point lower and, in the scenarios with a fast rate of growth, half a percentage 
point higher than that. Because the same inflation assumption is used in all scenarios the 
changes are roughly the same in terms of real wage growth.

The rate of wage growth has no effect on the employment forecast in the model. However, 
a lower level of wages leads to a smaller total sum of wages and GDP. A high level of wages 
has an opposite effect. The assumptions concerning wage development have a direct effect 
on the benefits related to earnings. Further, it is assumed that benefits will in the long term be 
increased by one half of real wage growth, with the result that wage growth will be reflected 
on other benefit expenditures as well.

Retirement rate scenarios

Under the baseline projection the incidence rates of disability and old-age pensions decline 
in line with the long-term projection made by the Finnish Centre for Pensions in 2013, as 
described in chapter 4.

In the high retirement rate scenario the incidence rate of disability pensions remains at 
its current level, while retirement rate of old-age pensions decreases yearly by 0.6 percent 
until 2060.

In the low retirement rate scenario the incidence rate of disability pensions declines yearly 
by 2.2 percent, with the rate of decline slowing down to the extent that the incidence rates 
in 2060 will be about 23 percent below their current level. Old-age pension retirement rates 
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decline yearly by 1.6 percent, with the result that they will be around 53 percent lower in 2060 
than currently. The retirement rates are not assumed to change after 2060.

composite scenarios

The negative composite scenario combines a high rate of unemployment, a low rate of wage 
growth and a high retirement rate, as described above. By contrast, the positive composite 
scenario combines a low rate of unemployment, a high rate of wage growth and a low 
retirement rate.

The rate of employment, the total sum of wages and GDP are decreased by the components 
combined in the negative scenario and increased by those combined in the positive scenario. 
However, the combinations do not set minimum or maximum limits to economic growth. In 
practice, the employment rate and GDP growth may turn out to be lower or higher than assumed 
in the scenarios. The composite scenarios have a conflicting effect on certain benefits, with 
the components exerting an effect that goes in different directions.

6.1 emplOyment fOrecast

The assumption concerning the link between the unemployment rate and the size of the 
workforce used in the employment model leads to a contraction of the workforce in the high-
unemployment scenario but to its expansion in the low-unemployment scenario. This has 
a greater effect on the modelled results concerning the gainfully employed population and 
the rate of employment than a mere mechanical shift in the employment rate. In the high-
unemployment scenario, the rate of employment among those between ages 15 and 74 is by 
2080 nearly three percentage points lower than in the baseline projection. In the scenario 
assuming a low rate of unemployment the rate of employment is about two percentage points 
higher in 2080.

Changes in the assumptions concerning the retirement rate of old-age pensions are reflected 
clearly in the employment rates among the elderly. The difference between the high- and 
low-retirement rate scenarios in terms of the employment rate among those between ages 
61 and 74 is nearly ten percentage points in 2080. The assumption concerning the incidence 
of disability pensions affects especially the employment rate among those nearing old-age 
retirement age. The effect of the scenarios assuming a high and low rate of pension incidence 
on the employment rate among those between ages 15 and 74 is on the order of 1.5 percentage 
point in each direction in the period to 2080.

Changes in the employment rate impact directly the forecast of the working life expectancy. 
Under the negative composite scenario, by 2080 15-year-olds can expect a career that is two 
and a half years shorter than under the baseline projection. Under the positive composite 
scenario their working life expectancy is over two years longer than under the baseline 
projection.
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year 2013 2015 2025 2040 2060 2080

pensioners, thousands

Baseline 1 386 1 434 1 611 1 709 1 813 1 942 
High unemployment - - - - - - 
Low unemployment - - - - - - 
Low wage growth - - - - - - 
High wage growth - - - - - - 
High retirement rate - 1 16 39 75 86 
Low retirement rate - -2 -15 -38 -72 -85 
Negative composite - 1 16 39 75 86 
Positive composite - -2 -15 -38 -72 -85 

Employed, thousands

Baseline 2 302 2 300 2 390 2 524 2 628 2 706 
High unemployment - - -63 -99 -115 -119 
Low unemployment - - 58 85 95 97 
Low wage growth - - - - - - 
High wage growth - - - - - - 
High retirement rate - -1 -12 -30 -57 -65 
Low retirement rate - 1 11 28 57 65 
Negative composite - -1 -74 -128 -171 -182 
Positive composite - 1 69 114 153 163 

unempoyed, thousands

Baseline 328 369 254 276 301 318 
High unemployment - - 33 32 29 30 
Low unemployment - - -35 -34 -34 -35 
Low wage growth - - - - - - 
High wage growth - - - - - - 
High retirement rate - - -1 -4 -8 -10 
Low retirement rate - - 2 4 7 9 
Negative composite - - 32 27 21 19 
Positive composite - - -33 -31 -28 -26 

table 6.1. number of pensioners, employed persons and unemployed persons and their 
 sensitivity under different scenarios
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year 2013 2015 2025 2040 2060 2080

Employment rate of 15-74 year-olds, percentage

Baseline 56,3 55,9 58,3 61,4 62,1 62,6 
High unemployment - - -1,5 -2,4 -2,7 -2,7 
Low unemployment - - 1,4 2,0 2,2 2,3 
Low wage growth - - - - - - 
High wage growth - - - - - - 
High retirement rate - - -0,3 -0,8 -1,4 -1,5 
Low retirement rate - - 0,3 0,7 1,3 1,5 
Negative composite - - -1,8 -3,1 -4,1 -4,2 
Positive composite - - 1,7 2,7 3,6 3,8 

Working life expectancy of 15-year-olds, years

Baseline 31,7 31,8 33,8 35,2 36,4 36,7 
High unemployment - - -0,9 -1,4 -1,6 -1,6 
Low unemployment - - 0,9 1,2 1,3 1,3 
Low wage growth - - - - - - 
High wage growth - - - - - - 
High retirement rate - - -0,1 -0,4 -0,8 -0,9 
Low retirement rate - - 0,2 0,4 0,7 0,9 
Negative composite - 0,1 -1,0 -1,8 -2,4 -2,5 
Positive composite - - 1,0 1,6 2,1 2,2 

table 6.2. Rate of unemployment and working life expectancy and their sensitivity under 
 different scenarios

Figure 6.1. Rate of employment among persons aged 15 to 74 years, 1990–2080
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6.2 presentatiOn and interpretatiOn Of the results

Next, the results obtained under the scenarios presented at the beginning of this chapter are 
discussed systematically both at the general level and with respect to each benefit category. 
The benefits are categorised in the same way as in chapter 5 when the results of the baseline 
and current-law projections were presented. We describe briefly the effect of various scenarios 
on each of the benefit categories. Results specific to each category are compiled at the total-
expenditure level in the table, both at 2014 prices and as a ratio of GDP. The table shows the 
difference to the baseline projection. Expenditures proportional to GDP are also presented 
as such for 1990-2080. The figures presented are largely the same as those accompanying 
the baseline projection, with the exception that the results of the positive and negative 
combination scenarios have been added to them.

As a rule, changes in wages growth have the greatest effect on benefit expenditures. Due 
to the index assumption underlying the projections the effect of earnings is in most cases 
quite noticeable, with high wage growth increasing and low wage growth decreasing benefit 
expenditures relative to the baseline projection.

The assumed rate of wage growth is also reflected in GDP and the ratio of benefit 
expenditures to GDP. The level of benefits is assumed on the whole to be increased yearly by 
half of real wage growth, with the result that in the high-wage-growth scenario benefits lag 
behind earnings more than in the baseline projection. This is true of the ratio of benefits to 
GDP. In the low-wage-growth scenario an opposite effect is seen. For these reasons the effects 
of wages are not presented separately unless especially relevant to a specific benefit category.

Assumptions concerning the rate of unemployment or the rate of retirement have a relatively 
minor effect on expenditures in certain benefit categories. Because these assumptions have 
a significant effect on GDP, the ratio of benefit expenditure to GDP changes for these benefit 

Figure 6.2. Working life expectancy of persons aged 15 years, 1990–2080

Working life expectancy, year

Year

24

26

28

30

32

34

36

38

40

42

Positive composite

Negative composite

Baseline

Current-law

2080207020602050204020302020201020001990

76 | Actuarial publications of Kela 12 • 2015 |

Sensitivity analyses



categories - even a stable level of benefit expenditure imposes a differential burden on society 
under different economic scenarios.

6.3 sOcial security schemes administered By the sOcial insurance institutiOn

Chapter 5 sets out the main results of the baseline projection concerning the social security 
schemes administered by the Social Insurance Institution. Table 6.3 presents the total 
expenditure by the Institution and its sensitivity under different scenarios. Unlike the benefit 
categories discussed below, the total social security expenditure also includes Institution’s 
administrative costs. Figure 6.3 shows the ratio of the total expenditure by the Social Insurance 
Institution to GDP. The distribution of the Institution’s financing between the state, employers, 
insured persons and municipalities can be seen in Table 6.4.

The individual scenarios have a different effect on the Institution’s total expenditure. The 
effects are also different for the benefit categories.

A high rate of unemployment increases spending on unemployment and closely related 
benefits, on financial aid for students, and - over the long term - on the pensions provided by 
the Institution. On the other hand it reduces the demand for sickness allowances. The focus 
of the financing is on the state and the municipalities slightly more than is the case with the 
baseline scenario. A low rate of employment has an opposite effect.

The effect of wage growth is largely the same on all benefit categories. A low rate of wage 
growth decreases the Institution’s expenditure but increases its ratio to GDP. The effect is 
smallest for pensions, where changes in wages also impact the number of recipients, and 
largest for the National Health Insurance scheme, where changes in wages have a direct effect 
on benefit levels. A low rate of wage growth increases the share of the financing carried by 
the state and the municipalities and decreases that of employers and insured persons. A high 
rate of wage growth has an opposite effect.

Rates of pension incidence naturally have a substantial impact on the Social Insurance 
Institution’s expenditure on pensions. At the same time, the number of persons who are 
disabled for work also affects the demand for reimbursements of medical expenses. Changes 
in retirement rates have only a minor effect on other benefit categories. A high retirement rate 
increases the Social Insurance Institution’s expenditure and the share of financing carried by 
the state and insured persons. A low rate retirement has an opposite effect.

In the composite scenario the effects partly counteract each other. In the negative composite 
scenario, the expenditure of the Social Insurance Institution is about 14 percent lower than in 
the baseline scenario, but the ratio of the expenditure to GDP is about one percentage point, 
or about 14 percent, higher. The share of the financing carried by the state and municipalities 
is larger in the negative composite scenario than in the baseline projection. In the positive 
composite scenario the effects are reversed: expenditure is around 17 percent larger and the 
ratio of the expenditure to GDP around 17 percent smaller.
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year 2014 2015 2025 2040 2060 2080

total expenditures at 2014 prices, millions

Baseline  14 518    14 884    15 870    19 273    24 654    31 830   
High unemployment  -      -      237    290    368    478   
Low unemployment  -      -     -456   -550   -680   -839   
Low wage growth  -      -     -169   -1 064   -2 781   -5 417   
High wage growth  -      -      170    1 157    3 253    6 883   
High retirement rate  -      -      40    153    293    415   
Low retirement rate  -      -     -38   -135   -253   -359   
Negative composite  -      -      106   -638   -2 168   -4 614   
Positive composite  -      -     -328    439    2 233    5 517   

Ratio of total expenditures to gDp, percentage

Baseline  7,1    7,1    6,2    5,7    5,1    4,7   
High unemployment  -      -      0,3    0,3    0,3    0,3   
Low unemployment  -      -     -0,3   -0,3   -0,3   -0,3   
Low wage growth  -      -      0,1    0,2    0,4    0,5   
High wage growth  -      -      -     -0,2   -0,3   -0,4   
High retirement rate  -      -      0,1    0,1    0,2    0,2   
Low retirement rate  -      -      -     -0,1   -0,2   -0,2   
Negative composite  -      -      0,4    0,7    0,9    1,0   
Positive composite  -      -     -0,4   -0,6   -0,7   -0,8   

table 6.3. total expenditure of the Social Insurance Institution and its sensitivity under 
 various scenarios

Figure 6.3. total expenditure of the Social Insurance Institution as a ratio of gDp, 1990– 
 2080

%

Year

0,0

2,0

4,0

6,0

8,0

10,0

12,0

Positive composite

Negative composite

Current-law

Baseline

2080207020602050204020302020201020001990

78 | Actuarial publications of Kela 12 • 2015 |

Sensitivity analyses



year 2014 2015 2025 2040 2060 2080

State's share of the funding, percentage

Baseline  69,5    68,8    65,0    63,5    60,7    57,9   
High unemployment  -      -      0,3    0,3    0,4    0,5   
Low unemployment  -      -     -0,4   -0,6   -0,7   -0,7   
Low wage growth  -      -      0,2    0,7    1,6    2,5   
High wage growth  -      -     -0,1   -0,8   -1,6   -2,5   
High retirement rate  -      -      0,1    0,2    0,3    0,4   
Low retirement rate  -      -      -     -0,2   -0,4   -0,4   
Negative composite  -      -      0,6    1,3    2,4    3,4   
Positive composite  -      -     -0,6   -1,5   -2,6   -3,6   

Employers share of the funding, percentage

Baseline  11,6    11,3    12,1    13,0    14,4    15,7   
High unemployment  -      -     -0,3   -0,4   -0,5   -0,5   
Low unemployment  -      -      0,4    0,7    0,7    0,8   
Low wage growth  -      -     -0,2   -0,4   -0,8   -1,3   
High wage growth  -      -      -      0,4    0,9    1,3   
High retirement rate  -      -     -0,1   -0,1   -0,2   -0,3   
Low retirement rate  -      -      -      0,2    0,3    0,4   
Negative composite  -      -     -0,5   -0,9   -1,6   -2,1   
Positive composite  -      -      0,6    1,2    1,9    2,5   

Insured persons share of the funding, percentage

Baseline  13,8    13,9    15,4    16,5    18,2    20,1   
High unemployment  -      -     -0,1   -0,2   -0,1   -0,2   
Low unemployment  -      -      0,3    0,3    0,3    0,3   
Low wage growth  -      -     -0,1   -0,5   -1,0   -1,5   
High wage growth  -      -      0,1    0,4    0,9    1,5   
High retirement rate  -      -      -      -      -      0,1   
Low retirement rate  -      -      -     -0,1   -0,1   -0,1   
Negative composite  -      -     -0,2   -0,6   -1,1   -1,6   
Positive composite  -      -      0,4    0,7    1,2    1,7   

municipalities share of the funding, percentage
Baseline  4,9    5,9    7,4    7,0    6,7    6,3   
High unemployment  -      -      0,2    0,2    0,2    0,1   
Low unemployment  -      -     -0,4   -0,5   -0,4   -0,4   
Low wage growth  -      -      -      0,1    0,2    0,3   
High wage growth  -      -      -     -0,1   -0,2   -0,4   
High retirement rate  -      -      -     -0,1   -0,2   -0,2   
Low retirement rate  -      -      -      0,1    0,1    0,1   
Negative composite  -      -      0,2    0,2    0,2    0,2   
Positive composite  -      -     -0,4   -0,5   -0,5   -0,6   

table 6.4. Distribution of the financing of the Social Insurance Institution and its sensitivities
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6.4 pensiOn Benefits prOvided By the sOcial insurance institutiOn

A benefit-by-benefit overview of the pension benefits provided by the Social Insurance 
Institution is given in chapter 5. The sensitivity of the results on pension benefits is presented 
in Table 6.5 and the ratio of the expenditure to GDP in Figure 6.4.

The largest of the benefits in this category is the national pension. It accounts for most of 
the changes in the results.

Average pensions granted in one’s own right have in recent years been only slightly larger 
than the largest earnings-related pension that a person can receive and still qualify for some 
amount of national pension. The amount at which most new earnings-related pensions are 
granted is right around the average for new pensions, which means that relatively small 
changes in working careers and therefore in the amount of new pensions lead to rather big 
changes in the number of national pension recipients in the projection period.

In the negative composite scenario, a high rate of unemployment, a low rate of real wage 
growth, a high risk of disability and an early age of retirement on old-age pension decrease 
the average amount of earnings-related pensions, which in turn increases the number of 
recipients of and expenditure on national pensions. Yet the assumption whereby benefits 
are raised by one half of real wage growth leads, in the low-earnings scenario, to national 
pensions that are smaller than those under the baseline projection, which decreases benefit 
expenditures. In the positive scenario, the effects run in the opposite direction.

In the case of the guarantee pension, the sensitivities have roughly the same direction but 
are weaker, which is attributable to the fact that the structure of recipients of the guarantee 
pension is different.

The ratio of the Social Insurance Institution’s pension expenditure to GDP has declined 
since the early 1990s up until the recession which began in 2008. The resulting drop in GDP 
increases the ratio of benefit expenditure to GDP. At the same time, the across-the-board 
increase in national pensions made in 2008 and the guarantee pension introduced in 2011 
have increased benefit expenditures.

The ratio of the Social Insurance Institution’s pension expenditures to GDP is estimated 
to decline in all the scenarios despite an increase in the level of benefits. However, in the 
negative scenario the GDP ratio is about 53 percent larger and in the positive scenario 35 
percent smaller than in the baseline projection.
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table 6.5. pension benefits provided by the Social Insurance Institution: Expenditure and 
 sensitivities under different scenarios

vuosi 2014 2015 2025 2040 2060 2080

total pension expenditure of the Institution at 2014 prices, million euros

Baseline  2 561    2 516    2 190    2 265    2 482    2 687   
High unemployment  -      -      1    12    50    104   
Low unemployment  -      -     -1   -10   -38   -75   
Low wage growth  -      -     -15   -66   -100   -121   
High wage growth  -      -      13    74    122    162   
High retirement rate  -      -      26    93    187    242   
Low retirement rate  -      -     -25   -85   -168   -221   
Negative composite  -      -      13    39    129    215   
Positive composite  -      -     -12   -22   -94   -147   

Ratio of Institutions pension expenditures to gDp, percentage

Baseline  1,26    1,20    0,86    0,67    0,51    0,40   
High unemployment  -      -      0,02    0,03    0,04    0,03   
Low unemployment  -      -     -0,02   -0,03   -0,02   -0,03   
Low wage growth  -      -      0,01    0,04    0,09    0,10   
High wage growth  -      -     -0,01   -0,04   -0,06   -0,09   
High retirement rate  -      -      0,02    0,03    0,05    0,04   
Low retirement rate  -      -     -0,01   -0,03   -0,04   -0,05   
Negative composite  -      -      0,05    0,12    0,19    0,21   
Positive composite  -      -     -0,04   -0,09   -0,12   -0,14   

Figure 6.4. Expenditure on the pension benefits provided by the Social Insurance 
 Institution as a ratio of gDp, 1990–2080
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vuosi 2014 2015 2025 2040 2060 2080

total expenditures of disability benefits  at 2014 prices, million euros

Baseline  652    656    756    1 138    1 519    2 080   
High unemployment  -      -      1    2    4    6   
Low unemployment  -      -      -     -1   -3   -4   
Low wage growth  -      -     -5   -51   -141   -287   
High wage growth  -      -      6    55    158    343   
High retirement rate  -      -      2    8    14    20   
Low retirement rate  -      -     -1   -6   -12   -17   
Negative composite  -      -     -3   -41   -124   -265   
Positive composite  -      -      4    46    142    318   

Ratio of disability benefit expenditures to gDp, percentage

Baseline  0,32    0,31    0,30    0,34    0,31    0,31   
High unemployment  -      -      0,01    0,01    0,02    0,01   
Low unemployment  -      -     -0,01   -0,02   -0,01   -0,02   
Low wage growth  -      -      -      0,01    0,03    0,04   
High wage growth  -      -     -0,01   -0,02   -0,02   -0,04   
High retirement rate  -      -      -      -      0,01    0,01   
Low retirement rate  -      -      -     -0,01   -0,01   -0,01   
Negative composite  -      -      0,01    0,03    0,06    0,07   
Positive composite  -      -     -0,01   -0,03   -0,04   -0,06   

table 6.6. Disability benefits: Expenditure and sensitivities under different scenarios

6.5 disaBility Benefits

Disability benefits are described in chapter 5. The sensitivities of the results on this benefit 
category are presented in Table 6.6. Figure 6.5 shows the ratio of expenditure to GDP.

The demand for disability benefits is affected little by changes in the rate of unemployment 
or retirement. Changes in pension incidence, for example, do not in fact have the greatest 
impact on disability benefit recipients, but in the model the changes are assumed to impact 
all those not in receipt of a pension. Still, the effects are small in regard to disability benefits.

The ratio of expenditure to GDP varies between the scenarios mainly because of changes in 
GDP. In the negative composite scenario the ratio of expenditure to GDP is 17 percent smaller 
and in the negative scenario 27 percent larger.
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6.6 earned incOme insurance

The benefits and financing of the earned income insurance scheme are discussed in chapter 
5. The sensitivities of the results on this benefit category are presented in Table 6.7. Figure 
6.6 shows the ratio of expenditure to GDP. The combined contribution collected from wage 
earners and from self-employed persons and the health insurance contributions collected 
from employers is shown in Table 6.8 and Figure 6.7.

In light of the sensitivity analyses performed, the earned income insurance scheme is in 
terms of its financing rather stable.

The largest benefits in this category are the maternity, paternity and parental allowances 
and the sickness allowance. Changes in the rate of employment mainly impact the expenditure 
on sickness allowances and occupational health care, and to some extent, mediated by the 
number of recipients and the average rate of allowance, the expenditure on rehabilitation 
allowances. At the same time it is assumed that changes in employment do not affect the 
number of recipients of maternity, paternity and parental allowances. The expenditure on 
them is, however, influenced by changes in wage levels and the rate of employment, with 
higher wages and an increase in the gainfully employed population increasing expenditures 
by raising the average amount of the allowance. The rate of retirement has little effect on 
this benefit category.

To simplify slightly, changes in the employment rate and wage growth have a similar effect 
both on earned income insurance expenditures and on the total sum of wages, with the level 
of contributions remaining steady over the long term and not varying significantly between 
the different scenarios. Because the National Health Insurance fund operated by the Social 
Insurance Institution is only allowed to carry a small buffer that levels out variations in 
contribution rates, the level of contributions has in reality varied somewhat over the years.

Figure 6.5. Expenditure on disability benefits as a ratio of gDp, 1990–2080
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table 6.7. Earned income insurance scheme: Expenditure and sensitivities under different 
 scenarios

year 2014 2015 2025 2040 2060 2080

total expenditures of the earned income insurance  at 2014 prices, million euros

Baseline  2 437    2 458    2 749    3 552    4 972    6 968   
High unemployment  -      -     -19   -44   -72   -97   
Low unemployment  -      -      19    39    58    79   
Low wage growth  -      -     -48   -283   -788   -1 614   
High wage growth  -      -      48    309    941    2 118   
High retirement rate  -      -     -2   -2   -12   -12   
Low retirement rate  -      -      1    3    14    17   
Negative composite  -      -     -67   -326   -858   -1 698   
Positive composite  -      -      68    354    1 028    2 242   

Ratio of the total expenditures of the earned income insurance to gDp, percentage

Baseline  1,19    1,18    1,08    1,05    1,03    1,02   
High unemployment  -      -      0,02    0,03    0,03    0,04   
Low unemployment  -      -     -0,01   -0,02   -0,03   -0,02   
Low wage growth  -      -      -      0,01    0,02    0,03   
High wage growth  -      -      -     -0,01   -0,02   -0,02   
High retirement rate  -      -      0,01    0,01    0,02    0,03   
Low retirement rate  -      -      -     -0,01   -0,02   -0,02   
Negative composite  -      -      0,03    0,05    0,07    0,09   
Positive composite  -      -     -0,02   -0,04   -0,06   -0,06   

Figure 6.6. Expenditure on benefits provided under the earned income insurance 
 scheme as a ratio of gDp, 1990–2080
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table 6.8. Earned income insurance scheme: contribution percentage rates and sensitivities 
 under different scenarios

year 2014 2015 2025 2040 2060 2080

contribution rate of the wage and salary earners and self-employed persons

Baseline  2,98    2,86    2,90    2,83    2,81    2,82   
High unemployment  -      -      0,02    0,05    0,06    0,07   
Low unemployment  -      -     -0,04   -0,05   -0,06   -0,06   
Low wage growth  -      -      -      0,02    0,03    0,05   
High wage growth  -      -     -0,01   -0,01   -0,03   -0,04   
High retirement rate  -      -      0,01    0,03    0,05    0,06   
Low retirement rate  -      -      -     -0,01   -0,05   -0,06   
Negative composite  -      -      0,03    0,09    0,13    0,17   
Positive composite  -      -     -0,05   -0,09   -0,13   -0,16   

6.7 medical care insurance

The benefits and financing of the medical care insurance scheme are described in chapter 5. 
The sensitivities of the results on this benefit category are presented in Table 6.9. Figure 6.8 
shows the ratio of expenditure to GDP. Further, the contribution to medical care levied from 
insured persons’ income subject to local government taxes is presented in Table 6.10 and 
Figure 6.9. The contribution collected from taxable pension and benefit income is not shown 
because it can be calculated by adding 0.17 percentage points to the medical care contribution 

Figure 6.7. percentage rate of contributions to the earned income insurance scheme: 
 total for wage earners, self-employed persons and employers, 2006–2080
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levied on earnings. The state has since 2015 paid for 44.9 percent of the expenditure on 
medical care insurance.

Like the earned income insurance scheme, the financing of medical care insurance is, in 
the scenarios reviewed, not particularly sensitive to changes in assumptions.

The demand for reimbursements of medical expenses is closely related to age. However, 
it is higher than average among those in receipt of disability pension. Over the long term, 
then, the benefit expenditure is affected mainly by population ageing and not by changes in 
how the population is categorised, with the exception of the number of disability pensions.

Further, the assumption concerning the incidence of disability has some effect on 
rehabilitation services, with a high risk of disability increasing the need for services. Changes 
in unemployment, on the other hand, have little effect.

The assumption that the reimbursements of medical expenses, per reimbursement item, 
track wages has a major effect on benefit expenditures. As a ratio of GDP the effect disappears 
because the wage growth also increases GDP.

The level of contributions paid into the medical care insurance scheme is affected not only 
by benefit expenditures and the wage sum but also by trends in taxable pensions and other 
benefit income. This moderates the sensitivity of the contributions to changes between the 
scenarios. Earnings-related pensions form a strong foundation for contributions, with the result 
that, for example during periods of high unemployment when the wage sum is diminished, the 
spending on taxable benefits increases. Therefore, there is somewhat less variation between 
the scenarios in terms of the level of contributions than the ratio of benefit expenditure to 
GDP. Changes in the percentage rate of contributions are small during the projection period. 
As is the case with the earned income insurance scheme, the level of contributions paid into 
the medical care insurance scheme is estimated to vary from year to year.

table 6.9. medical care insurance scheme: Expenditure and sensitivities under different 
 scenarios

year 2014 2015 2025 2040 2060 2080

total expenditures of medical care insurance at 2014 prices, million euros

Baseline  2 243    2 296    2 737    3 651    5 143    7 340   
High unemployment  -      -      1    6    14    18   
Low unemployment  -      -     -2   -4   -10   -12   
Low wage growth  -      -     -48   -293   -825   -1 722   
High wage growth  -      -      48    321    990    2 273   
High retirement rate  -      -      11    47    98    164   
Low retirement rate  -      -     -11   -41   -82   -140   
Negative composite  -      -     -35   -245   -732   -1 583   
Positive composite  -      -      35    271    879    2 072   

continues
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year 2014 2015 2025 2040 2060 2080

Ratio of the total expenditures of the medical care insurance to gDp, percentage

Baseline  1,10    1,10    1,08    1,08    1,06    1,08   
High unemployment  -      -      0,03    0,04    0,05    0,05   
Low unemployment  -      -     -0,03   -0,04   -0,03   -0,04   
Low wage growth  -      -      -      0,01    0,02    0,02   
High wage growth  -      -      -     -0,01   -0,01   -0,02   
High retirement rate  -      -      0,01    0,02    0,05    0,05   
Low retirement rate  -      -     -0,01   -0,03   -0,04   -0,05   
Negative composite  -      -      0,04    0,08    0,12    0,13   
Positive composite  -      -     -0,04   -0,07   -0,09   -0,10   

Table 6.9. continued

Figure 6.8. Expenditure on benefits provided under the medical care insurance scheme 
 as a ratio of gDp,1990–2080
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table 6.10. medical care insurance scheme for wage earners and self-employed persons: 
 contribution percentage rates and sensitivities under different scenarios

year 2014 2015 2025 2040 2060 2080

contribution rate of the wage and salary earners and self-employed persons

Baseline  1,32    1,32    1,39    1,38    1,34    1,30   
High unemployment  -      -      0,01    0,03    0,04    0,05   
Low unemployment  -      -     -0,02   -0,03   -0,04   -0,04   
Low wage growth  -      -     -0,02   -0,03   -0,02   -0,02   
High wage growth  -      -      0,01    0,02    0,02    0,02   
High retirement rate  -      -      -      0,02    0,04    0,05   
Low retirement rate  -      -      0,01   -0,02   -0,04   -0,05   
Negative composite  -      -      -      0,02    0,06    0,07   
Positive composite  -      -      -     -0,03   -0,06   -0,07   

6.8 unemplOyment, hOusing and sOcial assistance schemes administered By the sOcial 
insurance institutiOn

The benefits in this category are described in chapter 5. The sensitivities of the results are 
presented in Table 6.11. Figure 6.10 shows the ratio of expenditure to GDP. 

If the impact of changes in wages is disregarded, expenditures in this benefit category are 
affected mainly by the rate of unemployment. This is understandable considering the nature 
of the benefits.

Figure 6.9. percentage rate of contributions paid by wage earners and self-employed 
 persons into the medical care insurance scheme, 2006–2080
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Changes in the retirement rate are reflected slightly on all of the benefits. With respect to 
the housing allowance, there is a shift in recipiency from the general housing allowance to the 
housing allowance for pensioners and vice versa, but this does not stand out when only the 
total expenditures are studied. Further, changes in the retirement rate, through their effect 
on the size of the workforce, have some relevance for all of the benefits in this category.

Some of the dynamics within the composite scenarios counteract each other. Expenditures 
are increased by a high rate of unemployment but decreased by low wage growth. Because 
wage growth affects expenditures in the long term, expenditures are higher in the negative 
composite scenario than in the baseline projection for the first years of the projection.

When the expenditures on this benefit category are examined as a ratio of GDP, the effect 
of the unemployment scenarios is in 2080 about 10 percent in each direction. The negative 
scenario sees a 30 percent increase in the ratio of expenditures to GDP, while in the positive 
scenario the ratio decreases by 27 percent.

table 6.11. unemployment, housing, social assistance and conscripts’ allowance 
 schemes administered by the Social Insurance Institution: Expenditure and 
 sensitivities under different scenarios

year 2014 2015 2025 2040 2060 2080

total expenditures at 2014 prices, million euros

Baseline  3 191    3 592    4 026    4 779    5 856    7 126   
High unemployment  -      -      183    214    248    299   
Low unemployment  -      -     -391   -463   -556   -670   
Low wage growth  -      -     -28   -198   -498   -898   
High wage growth  -      -      28    214    557    1 058   
High retirement rate  -      -      1    3   -3   -13   
Low retirement rate  -      -     -2   -2    2    12   
Negative composite  -      -      154    8   -275   -647   
Positive composite  -      -     -369   -276   -55    294   

Ratio of the total expenditures to gDp, percentage

Baseline  1,56    1,72    1,59    1,41    1,21    1,05   
High unemployment  -      -      0,11    0,12    0,11    0,09   
Low unemployment  -      -     -0,19   -0,18   -0,15   -0,13   
Low wage growth  -      -      0,02    0,07    0,13    0,17   
High wage growth  -      -     -0,02   -0,07   -0,11   -0,15   
High retirement rate  -      -      -      0,02    0,03    0,02   
Low retirement rate  -      -     -0,01   -0,02   -0,03   -0,03   
Negative composite  -      -      0,14    0,22    0,28    0,31   
Positive composite  -      -     -0,22   -0,25   -0,27   -0,28   
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Figure 6.10. Expenditure on unemployment benefits, housing allowances, social 
 assistance payments and conscripts’ allowances provided by the Social 
 Insurance Institution as a ratio of gDp, 1990–2080
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6.9 Benefits fOr families with children

The benefits for families with children are described in chapter 5. The sensitivities of the 
results on this benefit category are presented in Table 6.12. Figure 6.11 shows the ratio of 
expenditures to GDP.

If the impact of changes in wages is disregarded, expenditures in the family benefits 
category are affected mainly by the rate of unemployment. A low rate of unemployment has 
the result of transferring some families off the child home care allowance scheme in particular, 
with some beginning to receive private day care allowance, partial care allowance or flexible 
care allowance. This shift is not seen when one looks at the total expenditure. The retirement 
rate does not affect the total expenditure.

Under the negative composite scenario, the ratio of family benefits to GDP is increased by 
about 29 percent while under the positive scenario the ratio is decreased by about 18 percent.
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table 6.12 Benefits for families with children: Expenditure and sensitivities under 
 different scenarios

year 2014 2015 2025 2040 2060 2080

total expenditures at 2014 prices, million euros

Baseline  2 163    2 066    2 151    2 368    2 848    3 362   
High unemployment  -      -      19    40    50    60   
Low unemployment  -      -     -19   -35   -43   -51   
Low wage growth  -      -     -15   -101   -249   -438   
High wage growth  -      -      15    107    278    517   
High retirement rate  -      -      -      -      1    1   
Low retirement rate  -      -      -     -1    -      -     
Negative composite  -      -      4   -62   -202   -386   
Positive composite  -      -     -4    70    231    457   

Ratio of the total expenditures to gDp, percentage

Baseline  1,06    0,99    0,85    0,70    0,59    0,49   
High unemployment  -      -      0,03    0,04    0,04    0,04   
Low unemployment  -      -     -0,03   -0,03   -0,03   -0,02   
Low wage growth  -      -      0,01    0,03    0,06    0,08   
High wage growth  -      -     -0,01   -0,03   -0,05   -0,06   
High retirement rate  -      -      -      0,01    0,01    0,02   
Low retirement rate  -      -     -0,01   -0,01   -0,01   -0,01   
Negative composite  -      -      0,04    0,09    0,12    0,14   
Positive composite  -      -     -0,04   -0,07   -0,09   -0,09   

Figure 6.11. Expenditure on benefits for families with children as a ratio of gDp, 1990–2080
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table 6.13. Financial aid for students: Expenditure and sensitivities under different 
 scenarios

year 2014 2015 2025 2040 2060 2080

total expenditures at 2014 prices, million euros

Baseline  829    855    736    882    1 019    1 215   
High unemployment  -      -      42    51    60    73   
Low unemployment  -      -     -45   -56   -66   -78   
Low wage growth  -      -     -5   -38   -89   -158   
High wage growth  -      -      5    39    99    187   
High retirement rate  -      -     -1   -1   -2   -2   
Low retirement rate  -      -      -      -      1    1   
Negative composite  -      -      36    11   -35   -97   
Positive composite  -      -     -40   -18    29    98   

Ratio of the total expenditures to gDp, percentage

Baseline  0,41    0,41    0,29    0,26    0,21    0,18   
High unemployment  -      -      0,02    0,03    0,02    0,02   
Low unemployment  -      -     -0,02   -0,02   -0,02   -0,02   
Low wage growth  -      -      -      0,01    0,02    0,03   
High wage growth  -      -      -     -0,01   -0,02   -0,03   
High retirement rate  -      -      -      -      0,01    -     
Low retirement rate  -      -      -      -      -     -0,01   
Negative composite  -      -      0,03    0,04    0,05    0,05   
Positive composite  -      -     -0,03   -0,04   -0,04   -0,04   

6.10 financial aid fOr students

The current-law and baseline projections on financial aid benefits are presented in chapter 
5. The sensitivities of the results on this benefit category are presented in Table 6.13. Figure 
6.12 shows the ratio of expenditures to GDP.

As mentioned in chapter 5, changes in the ratio of rents to wages are not factored into 
the housing allowance model. It is assumed implicitly that housing costs remain unchanged 
relative to the current level of wages. If the impact of wages is disregarded, expenditures in 
the financial aid category are mainly affected by the rate of unemployment, as changes in the 
rate of pension incidence have no effect.

Under the negative composite scenario, the ratio of benefit expenditures to GDP is increased 
by 28 percent while under the positive scenario it is decreased by 22 percent compared to 
the baseline projection.
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Figure 6.12. Expenditure on financial aid for students as a ratio of gDp, 1990–2080
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AppEnDIxES

appendix a: presentatiOn Of the mOdel

The model takes as its premise the employment statistics published by Statistics Finland [1], in 
which the population is distributed, on the basis of cross-sectional year-end data, into groups 
according to age, sex and principal activity. The development of the size of the key groups 
in the employment statistics (population groups) is deduced on the basis of the population 
projection, the joint Social Insurance Institution/Finnish Centre for Pensions statistics on 
pensioners [5], the employment statistics, the labour force survey [2] and the assumptions 
underlying the projections. Thus, results for the projection period (concerning the rate of 
employment, for instance) are comparable with the corresponding results calculated from 
the employment statistics.

Projections focusing on the population groups are made by first deducing the number 
of pensioners based on rate of incidence in disability pension and retirement rate of old-
age pensions. Age group specific labour force participation rates are projected for the non-
pensioner population. In the model, the likelihood of entry into the labour force is to some 
extent dependent on the rate of unemployment: under conditions of high unemployment the 
labour force shrinks and vice versa. The gainfully employed population and the unemployed 
population are projected on the basis of the rate of unemployment in the labour force. The 
change in the overall unemployment rate is factored into the age and sex specific groups by 
means of elasticity coefficients calculated on the basis of the employment statistics. This 
part of the model is called the employment model.

The basic idea behind the modelling of benefits is to calculate likelihoods or risks for 
persons in a certain population group to come within the scope of a certain benefit. This 
requires, however, that the analysis is narrowed down to the individual level as opposed to 
the age and sex specific categorisation used in the employment statistics. This is achieved 
by combining at the individual level the population statistics, taxation data and the joint 
Social Insurance Institution/Finnish Centre for Pensions statistics on pensioners [5]. (It should 
be noted that the individual-level statistics are not available to the public.) Based on the 
combined data we deduce at the individual level a principal activity engaged in during the 
year, which conforms to the definitions employed in the employment statistics, indicating 
whether a given individual was gainfully employed, unemployed, retired or other. Individuals 
are classified as pensioners if, at year-end, they were in receipt of a pension in their own right 
(not a survivors’ pension or part-time pension). Those of the non-pensioner population who 
received unemployment benefits during the year are classified as unemployed. In the rest of 
the population, those who have had earnings from gainful employment during the year are 
classified as gainfully employed, while all those who belong to none of the groups described 
above are included in the ‘other’ group. This part of the model is referred to the population 
classification.

The classification conforming to the employment statistics is adjusted to the individual-
level classification described above. This produces benefit-specific risks which can be used 
in combination with the employment statistics projection based on a classification into 
groups. The risks are calculated in respect of specific statistical years. Changes in the risks 
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are addressed by the benefit models. In addition to risk information, in each benefit model 
(about 40 in total) other model related information (the amount of daily allowance, the length 
of payment period etc.) is gathered at the level of individuals and then aggregated to the level 
of age, sex and population group. In each benefit model it is defined how these variables 
evolve in the projection period.

When the size of the population groups is assumed to be known (based on the employment 
statistics projection) and making assumptions about the development of risks and other 
variables used in the projection (population classification), we can make a projection on 
benefits at the population group, sex and age levels. The models relating to the financing of 
benefits and the Social Insurance Institution’s administrative costs have been implemented 
separately on the basis of the benefit models. This calculation module is largely the same as 
that used by the Social Insurance Institution in its short- (annual budget) and medium-term 
(budget framework) calculations.

The model makes it possible to perform projections using alternate assumptions (scenarios). 
The scenarios can be run separately, and the saved results can be combined for comparison 
purposes as required.
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appendix B: effects Of the pensiOn refOrm

The minimum old-age retirement age is assumed to follow the increase in life expectancy 
after 2030 as agreed in the agreement made on the pension reform [6]. The agreement sets 
out a negotiation process that makes it possible to forgo increases in the age limits if the 
employment situation is favourable. This projection assumes that the negotiation process 
does not prevent the increase of the age limits. It also assumes that the minimum age limit 
for unemployed persons to draw unemployment benefits for additional days, as agreed in the 
pension reform agreement, is raised by one year for those born after 1961.

The raising of the retirement age has, in the projection model, been factored into the 
retirement rates, labour force participation rates, and the unemployment rates among elderly 
persons. The age of old-age retirement has never before been raised in Finland, so no actual 
data on the behavioural effects of increased age limits are available. The model assumes that 
as the age limits are increased more of the incidence of old-age pensions will be clustered 
around the minimum old-age retirement age. Correspondingly, the age group specific risk of 
disability and rate of unemployment are assumed to increase in the same proportion, whereas 
under the current law it increases before the minimum old-age retirement age. The raising 
of the retirement age boosts the rate of employment in the age groups following the current 
minimum old-age retirement age. Yet at the same time it increases the number of persons 
who receive a disability pension or are unemployed.

The employment model is a year-level model based on year-end numbers. In the pension 
reform, however, the age limits are raised by increments smaller than a full year, which means 
that a modelling performed at the yearly level will produce non-linear leaps in the results as 
the age limits are raised. The projection models accommodates for this by applying changes to 
transition probabilities and other factors in the model linearly between two full-year retirement 
ages. For example, when the retirement age of a cohort is 65.5 years, the pension incidences 
of the cohort have been calculated as the average of incidences predicted for cohorts with 
retirement ages of 65 and 66 years.

The pension reform affects certain of the benefits provided by the Social Insurance 
Institution, either through changes in legislation (pension benefits) or via the increase in the 
potential number of recipients as age limits are raised (unemployment and sickness allowances, 
for example). Some benefits, including those for students and families with children, are 
unaffected. As the cohort-specific retirement ages are raised, the model must address the 
development of the studied benefits in age groups for which there are no statistical data 
because of the current legislation. Such benefits include the reimbursements of prescription 
medicine costs, the demand for which should be largely unaffected by the higher age limits, 
but because there are differences between the population groups above the current minimum 
old-age retirement age in terms of the recipiency of the reimbursements, the model projects 
the development of risks and other quantities.

The benefit models have been made with a view that they should incorporate realistic 
assumptions concerning the pension reform. Risks and other quantities are modelled by 
population group. Therefore, for example, the development among the employed population 
may be different from that seen among pensioners. Each scenario is based on a separate 
projection where effects of the pension reform can be switched on or off.
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appendix c: the effect Of the index assumptiOn

The projections in this report are made under the assumption that, starting 2020, benefit 
levels are increased yearly by half of the real increase in wages (half-way index). The index 
assumption has a major impact on the results, with the exception of the National Health 
Insurance benefits.

Assuming that there are no across-the-board increases in benefit levels and that they follow 
the national pensions index, which tracks consumer prices, the benefits lag significantly 
behind wage growth. Under the assumptions made in the report concerning the rates of wage 
growth and inflation, wages increase about 2.5 times more than benefits in the period to 2080.

Figure C.1. shows the ratio of the total expenditure by the Social Insurance Institution to 
GDP in the baseline projection under different index assumptions, with the level of benefits 
either following the national pensions index exclusively or following wages from 2020 onward.

Assuming that no across-the-board increases are made to the benefits, their ratio to GDP is 
around one percentage point or about 23 percent smaller than in the baseline projection. Under 
the assumption that benefits follow wages, the ratio of benefit expenditure to GDP remains 
roughly at the 2020 level, being in 2080 nearly two percentage points or about 40 percent 
higher than under the baseline projection. The effect of the index assumption is particularly 
strong with regard to the pensions provided by the Social Insurance Institution, where the 
level of the benefit affects the number of recipients.

The index assumption is relevant also to the structure of the Institution’s funding. The 
National Health Insurance benefit expenditure is not affected much by the index assumption, 
so that as other benefit expenditure increases or decreases, the focus of funding shifts from 
the state to other sources of funding or vice versa.

Figure c.1. total expenditure of the Social Insurance Institution as a ratio of gDp under 
 different index assumptions, 1990–2080
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