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Key Rating Drivers

High Governance, Debt, Demographics: Finland's 'AA+' ratings are supported by very high
governance indicators, high income per capita, eurozone membership and the pension system's
strong asset position. Public indebtedness will remain above both the 'AA' and 'AAA" medians
and is projected to continue increasing. The potential growth rate of the economy is low.

Elections, Change in Government: Following parliamentary elections in April, a coalition
government was formed with Petteri Orpo, leader of the centre-right National Coalition Party,
the largest party in parliament, as prime minister. The right-wing Finns Party and the much
smaller Swedish People's Party and Christian Democrats complete the coalition.

New Government Consolidation Plans: The government's programme highlights the reduction
of the budget deficit as a main objective, with a longer-term goal to stabilise and reduce overall
indebtedness. The programme sets out measures aimed at reducing public spending-to-GDP.
The government aims to narrow the government deficit to 1% of GDP by 2027 through a net
consolidation of EUR6 billion (2.2% of 2022 GDP).

Fiscal Deficit to Rise in 2023: Fitch expects the deficit to rise from 0.8% of GDP in 2022t0 2.5%
this year due to effect of a slowing economy on revenues; higher spending on measures to
address the effect of high prices; higher inflation-linked spending; and the implementation of
healthcare and social services reform. We expect the government's plans to lead to lower
deficits in 2024 and 2025, of 1.9% and 2.2% of GDP respectively, and assume that expenditure
cuts worth 0.8% of forecast GDP will be implemented between 2024 and 2025.

Government Debt Rising: Government debt was 72.9% of GDP at end-2022, up from 72.5% at
end-2021. We forecast the debt ratio will rise to 74.7% this year and increase further, reaching
76.7% by end-2025. This means the ratio would be higher than both the 'AA" and 'AAA' median
forecasts (43.6% and 38.4%, respectively). In Fitch's view, the government's consolidation plans
should slow the increase in public debt, but it will take further consolidation measures, possibly
over more than one parliamentary term, to stabilise the debt ratio.

Risks to debt sustainability and pressures on public finances from population ageing are
mitigated by a strong public sector balance sheet bolstered by large pension assets (overall
pension assetsin Finland were about 90% of GDP in 1Q23, of which about 37% was in the public
sector system). Debt servicing costs are rising, but remain below the 'AA' median (interest-to-
revenue ratio in 2025 forecast at 2.6%, compared with the 'AA' median of 3.1%).

Stagnant Economy, Recovery in 2024: Real GDP rose by 0.4% quarter on quarter (qoq) in
1Q23, although we expect real GDP to decline marginally this year. Falling inflation and higher
wages will support real incomes later in the year, and improved business sentiment encouraging
investment and stronger growth among Finland's main trading partners will translate into real
GDP growth of 1.3% next year, and 1.2% in 2025, driven mainly by domestic demand.

Falling Inflation, Wage Strength: Consumer price inflation peaked in November 2022, before
falling to 4.2% in July. We expect inflation to lower to 2.6% in 2024 and 2.1% in 2025. Pay rises
agreed between the end of last year and the first months of this year suggest that pay will
outpace consumer prices this year, allowing households’ real incomes to recover.

House Prices, Indebtedness Falling: House prices have declined in nominal terms since 2Q22,
with a year-on-year (yoy) fall of 8% in May 2023. Lower demand for housing implies an easing in
indebtedness. The debt-to-income ratio edged down to 129.9% in 1Q23, after peaking at
133.0% in early 2022. At the same time, debt service increased, with about 80% of mortgage
loans at variable interest rates. While debt service hasrisen, the distribution suggests that those
most affected by rate rises are also those with the largest asset or savings buffers.
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Rating Summary

Long-Term Foreign-Currency Issuer Default Rating: AA+

Sovereign Rating Model: AA+ Qualitative Overlay: 0

Contribution of variables, relative to AA Median Adjustments relative to SRM data and output

mStructural mMacro m Publicfinances mExternal finances

Governarce S
GDP per capita |
Share of world GDP [ |

rssince Def. or Rest. Public finances: O notch(es)/ No adjustment.
Broad money / GDP |

Structural features: O notch(es)/No adjustment.

Macroeconomic outlook, policies and prospects: O
notch(es)/No adjustment.

External finances: O notch(es)/No adjustment.

Growth volatility ]
Inflation
Real GDP growth

Debt / GDP
Interest/revenue
Balance f GDP

FC debt / totaldebt

Reserve currency
SNFA/GDP
Commodity dep.
FXreserves
Interest/CXR
CAB+FDI/GDP

-1.0 05 0 05 10 15 20
MNotches

Note: See Peer Analysis table for summary data, including rating category medians; see the Full Rating Derivation table for detailed SRM data.
Source: Fitch Ratings

Sovereign Rating Model Trend Recent Rating Derivation History
e At 3] rating m  Latest Review LTFC SRM QO
165 e SRM result = Latest Date IDR Result® S M PF FEF
' Latest AA+ AA+ 0O 0 0 O
AMA
17 Feb 23 AA+ AA+ 0O 0O 0 o
155 9Sep22 A+ AA+ 0 0 0 O
——— g - AA 8 Apr 22 AAr AAr o o o o
145 220ct 21 AA+ AA+ 0 0 0 O
AN 23 Apr 21 AA+ AA+ 0O 0O 0 o
13.5 30 Oct 20 AA+ AA+ 0O 0O O o
AA- 26 Jun 20 AA+ AA+ O O O O
195 24Jan20  AA+  AA+ 0 0 0 O
At 26 Jul 19 AA+ AA+ 0 0 0 0
115 aThe latest rating uses the SRM result for 2023 from the chart. This
i will roll forward to 2024 in July 2024).
A b Historical SRM results in this table may differ from the
105 chart, which is based on our latest data, due to data
2017 2018 2019 2020 2021 2022 2023 2024 revisions.

Abbreviations: LT FC IDR = Long-Term Foreign-Currency Issuer
Default Rating; SRM = Sovereign Rating Model; QO = Qualitative
Overlay

Source: Fitch Ratings
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Peer Analysis
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Peer Analysis

2023F* Finland AAmedian AAA median A median
Structural features

GDP per capita (USD) [SRM] 53,927 51,146 72,200 31,652
Share in world GDP (%) [SRM] 0.3 0.0 0.0 0.0
Composite governance indicator (percentile, latest) [SRM]® 97.0 84.1 93.9 75.1
Human development index (percentile, latest) 94.7 89.4 94.7 82.4
Broad money (% GDP) [SRM] 89.0 98.4 934 88.9
Private credit (% GDP, 3-year average) 929 102.9 122.6 73.5
Dollarisation ratio (% bank deposits, latest) 3.5 12.8 16.8 10.3
Bank system capital ratio (% assets, latest) 21.8 16.5 15.0 15.9
Macroeconomic performance and policies

Real GDP growth (%, 3-year average) [SRM] 0.9 2.2 2.0 3.7
Real GDP growth volatility (complex standard deviation) [SRM] 2.2 24 1.9 3.0
Consumer price inflation (%, 3-year average) [SRM] 4.9 2.2 1.8 2.3
Unemployment rate (%) 7.3 5.1 5.4 6.4
Public finances (general government)c

Balance (% GDP, 3-year average) [SRM] -1.8 -0.9 -0.2 -2.4
Primary balance (% GDP, 3-year average) -0.9 0.5 1.1 -0.6
Interest payments (% revenue, 3-year average) [SRM] 1.6 3.5 3.6 45
Gross debt (% revenue, 3-year average) 141.3 141.1 1135 136.3
Gross debt (% GDP, 3-year average) [SRM] 74.3 40.5 43.9 421
Net debt (% GDP, 3-year average) 72.8 34.2 37.2 36.6
FC debt (% gross debt, 3-year average) [SRM] 0.0 0.8 0.0 9.8
External financesec

Current account balance (% GDP, 3-year average) -21 1.2 4.9 0.9
Current account balance + net FDI (% GDP, 3-year average) [SRM] -3.2 0.6 2.1 2.4
Commodity dependence (% CXR) [SRM] 227 15.2 14.4 11.5
Gross external debt (% GDP, 3-year average) 200.0 119.9 178.1 65.9
Net external debt (% GDP, 3-year average) 56.3 -2.3 13.5 -8.1
Gross sovereign external debt (% GXD, 3-year average) 25.2 17.8 12.2 19.0
Sovereign net foreign assets (% GDP, 3-year average) [SRM] 57.0 7.7 -4.6 11.9
External interest service (% CXR, 3-year average) [SRM] 3.7 4.1 7.3 2.3
Foreign-exchange reserves (months of CXP) [SRM] 1.3 3.0 1.4 4.4
Liquidity ratio 40.3 59.9 51.5 98.4

a 3-year averages are centred on this year. Fitch does not forecast indicators labelled ‘latest’, meaning data may be lagging.
b Composite of all six World Bank Worldwide Governance Indicators (see chart on the previous page).

¢ See Appendix 2: Data Notes and Conventions for details of data treatment for public finances and external finances.
Source: Fitch Ratings, Statistical Office, Ministry of Finance, IMF, World Bank, United Nations

Supplementary Information

BSI/MPI = n.a./ 1. About the BSI and MPI: Fitch’s bank systemic indicator (BSI) equates to a weighted average Viability Rating.
The macro-prudential risk indicator (MPI) focuses on one potential source of financial stress, ranging from ‘3’ - high potential
vulnerability to financial stress over the medium term based on trends in credit expansion, equity and property prices and real
exchange rates - to ‘1’ - low likelihood. For more information, refer to Fitch Ratings’ most recent Macro-Prudential Risk Monitor
report.

Year cured from the most recent default or restructuring event, since 1980 = No event.

The de facto exchange rate regime, based on the latest IMF Annual Report on Exchange Arrangements and Exchange Restrictions
report, is 'Free floating (EMU)'.

Finland
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Rating Factors

Strengths Rating Sovereign

. Finland’s governance scores outperform both AAA Australia
the ‘AA’ and ‘AAA’ medians. Strong institutions Denmark
underpin its structural strengths. Germany

. GDP per capita is higher than the ‘AA’ median Luxembourg
and around three-quarters of the ‘AAA’ median. Netherlands

. Finland is a core eurozone issuer, with a low N.OFWW
interest-to-revenue ratio compared to the ‘AA’ Singapore
median. Sweden

. The sovereign has a large net financial asset Switzerland
position, estimated at about 60% of GDP at
end-2022. AA+ Finland

Weaknesses Austria

- . Canada

° Low productivity growth and a stable working-
age population imply low medium-term growth New Zealand
potential. Demographic trends will raise the United States of America
dependency ratio.

° General government debt (forecast at 74.3% of AA Abu Dhabi
GDP this year) is higher than the ‘AA’ and ‘AAA’ Macao
medians (45% and 39% of GDP, respectively). Taiwan

° Finland is a large net external debtor (2023
forecast: 56.2% of GDP, compared to a net
creditor position for the ‘AA’ median). Banks’
liabilities account for over half of gross external
debt.

Rating Sensitivities

Source: Fitch Ratings

Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade

° Public Finances: A significant and lasting increase in the government debt/GDP ratio, for example, due to
insufficient fiscal consolidation.

° Macroeconomics/Public Finances: A severe economic and financial shock causing broader macroeconomic
stress and a renewed fiscal deterioration, leading to a ratcheting up of government indebtedness.

° Structural: Substantial worsening of geopolitical risks, notably in the context of an escalation of tensions with
Russia.

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade
° Public Finances: An improved fiscal performance which leads to an expectation of a reduction in government

indebtedness over the medium term.

° Macroeconomics: An improvement in medium-term growth prospects, potentially supported by structural

reforms and sustained gains in competitiveness.

Finland
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Forecast Summary
2020 2021 2022  2023F 2024F  2025F
Macroeconomic indicators and policy
Real GDP growth (%) -2.4 3.2 1.6 -0.2 1.3 1.2
Unemployment (%) 7.8 7.6 6.8 7.3 7.0 7.0
Consumer price inflation (annual average % change) 0.4 2.1 7.2 5.0 2.6 2.1
Policy interest rate (annual average, %) 0.0 0.0 0.7 3.9 4.2 3.3
General government balance (% GDP) -5.6 -3.0 -0.8 -2.5 -1.9 -2.2
Gross general government debt (% GDP) 74.7 725 72.9 74.7 755 76.7
EUR per USD (annual average) 0.9 0.8 1.0 0.9 0.9 0.9
Real private credit growth (%) 2.7 1.0 -1.8 -2.2 0.2 0.7
External finance
Merchandise trade balance (USDbn) 3.2 2.7 -1.4 3.2 3.3 4.8
Current account balance (% GDP) 0.7 0.5 -3.9 -1.1 -1.2 -0.7
Gross external debt (% GDP) 244.5 190.1 204.6 199.2 196.2 196.5
Net external debt (% GDP) 53.1 42.6 56.2 56.2 56.5 57.1
External debt service (principal + interest, USDbn) 66.4 63.0 58.5 57.4 59.3 60.8
Official international reserves including gold (USDbn) 135 16.7 16.0 18.1 19.3 20.4
Gross external financing requirement (% international reserves) 523.1 426.0 381.1 343.2 315.3 295.3
Real GDP growth (%)
us -2.8 5.9 2.1 1.2 0.5 24
China 2.2 8.4 3.0 5.6 4.8 4.7
Eurozone -6.4 54 35 0.8 1.4 1.7
World -3.0 6.1 2.7 24 2.1 2.9
Oil (USD/barrel) 43.3 70.6 98.6 80.0 75.0 70.0
Source: Fitch Ratings
Sources and Uses
Public Finances (General Government) External Finances
(EURbnN) 2023F 2024F (USDbn) 2023 2024
Uses 29.8 29.7 Uses 55.0 571
Budget deficit 7.1 54 Current account deficit 34 3.8
MLT amortisation 22.7 24.3 MLT amortisation 51.6 53.2
Domestic 9.1 18.1 Sovereign 12.7 13.1
External 13.6 27.2 Non-sovereign 38.9 40.1
Sources 29.8 29.7 Sources 55.0 571
Gross borrowing 27.8 28.7 Gross MLT borrowing 68.5 65.9
Domestic 111 11.5 Sovereign 13.9 15.1
External 16.7 17.2 Non-sovereign 54.6 50.7
Privatisation - - FDI -2.8 -0.6
Other - - Other -8.6 -7.0
Change in deposits 2.0 1.0 Change in FX reserves -2.1 -1.2
(- = increase) (- = increase)

Analysts: consider if customised calcs appropriate for this table.
F - Forecast
Source: Fitch Ratings

Source: Fitch Ratings
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Credit Developments

New Government Programme; Fiscal Consolidation Plans

Following parliamentary elections in April, a coalition government was formed in mid-June with Petteri Orpo, leader
of the centre-right National Coalition Party (NCP), the largest party in parliament, as prime minister. Riika Purra, the
right-wing Finns Party leader is minister of finance and deputy prime minister; the much smaller Swedish People’s
Party and Christian Democrats complete the coalition, which has replaced a left-leaning coalition headed by Sanna
Marin’s Social Democrats. The governing coalition holds 108 seats out of 200 in parliament.

Among the main objectives of the new government is closing the gap between revenues and spending to ensure a
reversal of the rise in public indebtedness; this should be achieved through a reduction in public spending as a share
of GDP; the tax burden will be adjusted while maintaining a stable revenue-to-GDP ratio. It also plans to improve the
economy’s growth potential through higher structural employment and investment. It aims to improve the general
government balance so that the deficit narrows to 1% of GDP by 2027 through a net consolidation of EUR6 billion
(2.2% of 2022 GDP).

The plans incorporate a fixed-term investment programme of EUR4 billion (about 1.4% of GDP), focused on transport
infrastructure projects. Financing will come from the sale of government assets, implying that it should not be deficit-
increasing. Given the uncertainty surrounding the timetable of asset sales, we have not included this programme in
our public finance or macroeconomic projections. The programme also highlights an increase in research and
development and innovation (RDI) spending, so that RDI reaches 4% of GDP by 2030 (up from about 3% in 2021).

The general government deficit in 2022 was 0.8% of GDP, a decline from 2.8% in 2021. Public finance outturns at
central government level for January to May point to a substantially higher deficit this year. We expect the deficit to
increase to 2.5% this year, due to a combination of a slowing economy affecting revenues, and higher spending driven
by policy measures to address the impact of high prices, higher social transfers linked to inflation and the
implementation of the reform of healthcare and social services.

We expect fiscal consolidation plans to translate to lower deficits in 2024 and 2025, of 1.9% and 2.2% of GDP
respectively. In particular, we assume that expenditure cuts worth EUR2.4 billion will be implemented over 2024 and
2025 (0.8% of forecast GDP). Most of the savings will come through lower housing and unemployment benefits and a
freeze in indexation adjustments to some benefits. The budgetary rounds for 2024 may provide further clarity over
the consolidation strategy, as the government programme focussed mainly on the discretionary elements.

Parliamentary Election, April 2023 Public Finance Outturns and Projections
Seats in parliament - parties with ? indicates member of Social Security Funds
coalition mmmm | ocal Government

Green, 13  Other, 2 mmmm Central Government

NCP?, 48 General Government Deficit

Left

Alliance, 11 (per cent of GDP)
10
Centre, 23 i X
, 5 S e -
0 _==-==--i:,—:g‘h;‘0’
Finns Fitch
SD, 43 . 5 S
Party?, 46 10 projections
cp35 SPP%L9 N O OO« NMSTW!MWONOWO O « N L L L
OO0 0O d o o ddddddd NN N
S S S OO0 00000000 OdNNN
Source: Fitch Ratings, Minitsry of Justice - Information and Result R R A R S
Service Source: Fitch Ratings, Statistics Finland

Government debt is estimated at 72.9% at end-2022, up slightly from 72.5% at end-2021. Our public finance
projections are consistent with the debt ratio rising to 74.7% this year, and then increasing further over the next two
years, reaching 76.7% by end-2025. Our initial analysis of the government’s fiscal consolidation plans imply that these
would at least slow the increase in public indebtedness, but that stabilising the debt ratio may require consolidation
measures beyond the current parliamentary term.

Stagnant Economic Activity This Year; Inflation Falling

Real GDP increased by 0.4% qoq in the first quarter of this year, with strong growth in real government spending and
falling imports (which are subtracted from GDP) offsetting declines in investment, unwinding of inventory levels and
stagnating private consumption. With the vast majority of mortgage interest rates variable, there is a rapid
passthrough from official rates to those faced by borrowers. There is a clear reduction in demand for housing and
investment is weak, with investment in buildings falling for four consecutive quarters from 2Q22 (with a cumulative
fall of 8.3%), and annual house price inflation negative from October 2022.

Finland
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Consumer confidence has recovered over recent months, but remains at low levels, while business confidence has
weakened. Overall, we expect real GDP to decline marginally this year, as business and building investment are
constrained by high interest rates, and consumers continue to face the squeeze in real incomes from high inflation.

That said, the preliminary estimate for real GDP for the second quarter, which recorded qoq growth of 0.7%, point to
stronger than expected activity this year.

Falling inflation and higher wages will support real incomes; and improved business sentiment encouraging
investment and stronger growth among Finland’s main trading partners will translate to real GDP growth of 1.3% next
year, and 1.2% in 2025, driven by domestic demand.

The slowdown in economic activity has meant that labour market pressures are easing. The ratio of vacancies to
unemployed, which had risen to all-time highs in early 2022, has fallen back, while remaining at historically high levels.
The rate displayed volatility from month to month in 2022 but averaged 6.8%, compared to 7.6% in 2021; we expect
the rate to rise only slightly this year, before falling back to 7.0% in 2024, in the context of a rising participation rate.

Confidence indicators Contributions to GDP Growth and Forecasts
s | ndustry e CONSUMer mmmmn Net exports m— Other
Retail trade Services Domestic demand GDP
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Source: Fitch Ratings, European Commission

Consumer price inflation peaked in November 2022, with the Harmonised Index of Consumer Prices (HICP) at 9.1%,
and has declined since, to 4.1% in June, and was almost unchanged in July (4.2%). Core inflation (excluding energy and
unprocessed food) has displayed less volatility and, in June, was substantially higher than headline at 5.4%. We expect
headline inflation to average 5.0% this year, before falling to 2.6% in 2024 and 2.1% in 2025.

Pay settlements agreed between the end of last year and the first months of this year suggest that wage growth will
outpace consumer prices this year, allowing households’ real incomes to recover. Unit labour costs have been
increasing at a faster pace than in the Eurozone as a whole (annual growth of 5.0% over the four quarters to 1Q2023
compared to 4.0% in the Eurozone as a whole), but this is offset by terms of trade developments that have been more
relatively more favourable in Finland.

We expect the current account deficit to narrow substantially this year. Last year’s outturn of a 3.9% deficit - the
largest since the early 1990s - was driven by a much-worsened services deficit, with the trade in goods and the
primary income balances turning negative - the latter for the first time since 2008; we expect these two elements to
unwind, translating into a deficit of 1.1% of GDP this year, 1.2% in 2024 and 0.7% in 2025.

Consumer Price Inflation Labour Market Trends
Annual change 4-quarter average

e Finland - HICP Unemployment rate (LHS) === Employment rate (RHS)
e Finland - HICP exc energy and food e Participation rate (RHS)

Euro area-HICP
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House Prices Falling; Households’ Indebtedness Easing

House prices have been declining in nominal terms since 2Q2022, with a decline of 8.0% between May 2022 and May
2023, but the level of prices remains above the pre-pandemic level. Other housing market indicators point to
continued weakness in demand, with permits for residential buildings in the three months to May 70% lower than in
the same period a year earlier, and housing starts about 29% lower over the same period.

Although still positive, the increase in loans to corporates slowed sharply over the first half of this year, as the cost of
finance rose and demand weakened. The number of bankruptcies edged up further over the first six months of this
year, especially in the construction sector.

Lower demand for housing implies an easing in the pace of increase of household indebtedness, as annual loan growth
to households for mortgages turned negative, and loan growth for consumer credit has slowed down. Household debt
toincome in 1Q23 edged down to 129.9%, after peaking at 133.0% in early 2022. At the same time, household debt
servicing increased, as about 80% of mortgage loans are at variable rates. Interest payments as a share of disposable
income averaged 1.6% of disposable income over the four quarters to 1Q2023, the highest level for 10 years, and
comparedto 1.1%in 2015-2019.

While households’ debt service increased, the distribution of debt across domestic households suggests that those
most affected by interest rate rises are also those with the largest buffers in terms of assets or savings, as home
ownership and indebtedness are more common for higher income households.

Since January 2023, the financial supervisory authority had a recommendation for the introduction of a ‘stressed’
debt-service-to-income limit of 60% of the borrower’s net income, which should be calculated on a loan with a
maturity of up to 25 years and an interest rate of 6%. Since July, new macroprudential regulations have limited the
length of housing company loans and introduced loan-to-value caps.

Higher debt service has not yet translated into asset quality metrics for banks in Finland. There were further falls in
The non-performing loans ratio for Finnish banks fell further, to 0.93%, down from 1.25% at the end of 2021, according
to end-2022 data from the European Banking Authority. Banks in Finland remained well-capitalised, with the CET1
capital ratio at end-2022 at 17.3%, compared to 17.9% a year earlier.

Stress tests conducted by the European and Finnish authorities indicate that local banks would withstand a big
weakening of their operating environment. For some, however, the buffers in that stressed scenario would be limited.

House Price Inflation Bank Lending to Private Sector
Annual change in house prices, all building types Contributions to annual change in total loans
s Rest of Finland e Greater Helsinki e Households — mmmsss NFCs Other Total
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Public Debt Dynamics

Gross general government debt should increase to about 79% of GDP by 2027, according to Fitch’s baseline
projections. Scenarios with lower growth, higher interest rates and no fiscal consolidation would result in the debt
ratio rising to 82%-83% by 2027. Structural surpluses in social security funds are not used to pay down debt, and
therefore appear as debt-increasing stock flow adjustments.

Debt Dynamics - Fitch's Baseline Assumptions
2021 2022 2023 2024 2025 2026 2027

Gross general government debt (% of GDP) 72.5 72.9 74.7 75.5 76.7 77.8 78.8
Primary balance (% of GDP) -2.5 -0.3 -1.7 -0.7 -0.8 -0.4 -0.2
Real GDP growth (%) 3.2 1.6 -0.2 1.3 1.2 1.2 1.2
Average nominal effective interest rate (%) 0.7 0.8 1.3 1.6 1.9 2.1 2.3
EUR/USD (annual average) 0.8 1.0 0.9 0.9 0.9 0.9 0.9
GDP deflator (%) 2.2 5.4 3.8 2.5 2.3 2.0 2.0
Stock-flow adjustments (% of GDP) 0.0 0.0 1.8 1.7 1.5 1.5 1.5

Source: Fitch Ratings

Debt Sensitivity Analysis: Fitch’'s Scenario Assumptions

Growth GDP growth 0.9% lower (half standard deviation lower)
Interest rate Marginal interest rate 250bp higher
Fiscal Stable primary balance deficit of 1.7% of GDP from 2023

Source: Fitch Ratings

Sensitivity Analysis
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Source: Fitch Ratings, Fitch Debt Dynamics Model

Baseline Scenario: Debt Creating Flows

Change in gross general government debt
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Source: Fitch Ratings, Fitch Debt Dynamics Model

About the Public Debt Dynamics

Fitch uses stylised projections for a sovereign’s gross general government debt/GDP ratio to illustrate the
sustainability of its debt burden and its sensitivity to economic growth, the cost of borrowing, fiscal policy and the
exchange rate.
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Data Tables
General Government Summary
(% GDP) 2017 2018 2019 2020 2021 2022 2023F 2024F 2025F
Revenue 53.0 52.5 524 51.6 52.7 52.5 52.6 52.6 52.8
Expenditure 53.6 534 53.3 57.2 55.7 534 55.2 54.5 55.0
o/w interest payments 1.0 0.9 0.9 0.7 0.5 0.6 0.9 1.1 14
Interest payments (% revenue) 1.9 1.8 1.6 14 1.0 1.0 1.6 2.2 2.6
Primary balance 0.3 0.1 -0.1 -4.9 -2.5 -0.3 -1.7 -0.7 -0.8
Overall balance -0.7 -0.9 -0.9 -5.6 -3.0 -0.8 -2.5 -1.9 -2.2
Gross government debt 66.0 64.8 64.9 74.7 725 72.9 74.7 75.5 76.7
% of government revenue 1247 1234 1238 1448 1375 1387 1419 1434 1453
Domestic debt 16.5 22.1 22.7 30.5 32.8 29.6 30.3 30.6 31.1
External debt 49.6 42.8 421 44.2 39.7 43.3 444 44.9 45.6
Local currency 66.0 64.8 64.9 74.7 72.5 72.9 74.7 75.5 76.7
Foreign currency 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Central government deposits 1.5 14 1.1 3.7 2.4 2.2 14 1.0 1.3
Net government debt 64.5 63.5 63.8 71.0 70.2 70.7 73.2 74.5 75.3
Financing 0.9 0.9 5.6 3.0 0.8 2.5 1.9 2.2
Domestic borrowing 6.1 12 7.6 3.9 -1.1 1.8 1.5 1.5
External borrowing -7.3 -0.3 5.7 -5.5 4.0 34 2.1 2.2
Other financing 2.1 0.0 -7.8 4.6 -2.1 -2.6 -1.7 -1.5
Change in deposits (- = increase) 0.1 0.3 -2.6 1.1 0.0 0.7 0.3 -0.3
Privatisation - - - - - - - -
Other 2.0 -0.3 -5.2 3.5 -2.0 -3.3 -2.1 -1.2
F - Forecast

Source: Fitch Ratings, Eurostat, ECB
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Balance of Payments

(USDbn) 2017 2018 2019 2020 2021 2022 2023F 2024F 2025F
Current account -2.0 -5.2 -0.9 1.8 1.5 -111 -3.4 -3.8 -24
% GDP -0.8 -1.9 -0.3 0.7 0.5 -3.9 -1.1 -1.2 -0.7
Goods 1.7 0.3 2.6 3.2 2.7 -1.4 3.2 3.3 4.8
Services -1.6 -3.8 -2.2 -2.8 -2.5 -6.4 -4.9 -5.2 -4.9
Primary income 0.2 1.0 1.3 4.7 4.7 -0.4 1.1 1.1 0.5
Secondary income -2.3 -2.7 -2.6 -3.3 -34 -2.8 -2.9 -3.0 -2.9
Capital account 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Financial account -72  -189 -103 -14 -5.0 -2.8 -5.3 -4.8 -3.3
Direct investment -3.5 13.7 -8.6 7.4 -4.6 6.0 2.8 0.6 25
Portfolio investment -32  -246 -284 -0.1 23.7 -5.7 -2.9 -2.0 0.4
Derivatives -5.0 -0.7 0.5 -1.7 2.3 -6.2 -1.2 -1.3 -1.6
Other investments 4.4 -7.3 26.1 -70  -264 3.0 -4.1 -2.2 -4.6
Net errors and omissions -5.9  -140 -9.0 -24 -3.2 8.5 0.0 0.0 0.0
Change inreserves (+ = increase) -0.4 -0.1 0.6 1.0 34 0.4 2.1 1.2 1.1
International reserves, including gold 10.5 10.3 114 13.5 16.7 16.0 18.1 19.3 20.4
Liquidity ratio (%) 34.1 26.8 46.3 39.7 35.1 38.8 40.3 404 40.0
Memo
Current external receipts (CXR) 116.2 1283 1325 1213 1459 1509 160.7 1694 1781
Current external payments (CXP) 118.2 1335 1334 1195 1444 1620 1641 1732 1805
CXR growth (%) 12.7 104 3.3 -8.5 20.3 35 6.5 54 5.1
CXP growth (%) 9.4 13.0 -0.1  -104 20.9 12.2 1.3 55 4.2
Gross external financing requirement 43.5 39.7 55.3 59.8 574 63.8 55.0 57.1 57.0
% International reserves 4152 3777 536.1 5231 4260 3811 3432 3153 2953
Net external borrowing 23.5 31.8 29.0 -4.4 -7.3 72.3 20.4 17.9 22.5

F - Forecast
Source: Fitch Ratings, IMF
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External Debt and Assets

Sovereigns
Finland

(USDbn) 2017 2018 2019 2020 2021 2022 2023F 2024F 2025F
Gross external debt 404.3 5571 6063 6632 5643 5782 5986 6165 6390
% GDP 1585 2021 2258 2445 1901 2046 1992 1962 196.5
% CXR 347.9 4341 4575 5469 3869 383.1 3725 3640 3588
Short-term debt (% GXD) 57.3 51.2 49.2 55.6 53.3 55.4 55.5 55.7 56.0
By debtor
Sovereign 1431 1299 1280 1489 1390 1490 1503 1523 1549
Monetary authorities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
General government 143.1 1299 1280 148.9 1389 1490 1503 1523 1549
Banks 2181 3733 383.6 4459 3736 3727 3878 4034 4241
Other sectors 43.2 53.8 94.6 68.3 51.8 56.4 60.5 60.8 60.0
Gross external assets (non-equity) 2819 4183 479.6 5191 4380 4195 4298 4389 4532
Sovereign 89.1 78.9 1464 1536 1219 1463 1509 154.6 1583
International reserves, including gold 10.5 10.3 114 13.5 16.7 16.0 18.1 19.3 20.4
Other sovereign assets 78.6 68.6 1350 140.1 1052 130.3 1328 1353 1379
Banks 940 2454 2347 2551 2121 2294 2357 239.9 2489
Other sectors 98.9 94.0 98,5 110.3 104.0 43.8 45.0 47.0 494
Net external debt 1224 1388 1266 1441 1263 1587 1688 177.6 185.8
% GDP 48.0 50.4 47.2 53.1 42.6 56.2 56.2 56.5 571
Sovereign 541 51.0 -184 -4.7 17.0 2.7 11 0.3 0.0
Banks 1240 1279 1489 1908 1615 1433 1521 1635 1751
Other sectors -55.7  -401 -39  -420 -522 12.7 15.5 13.8 10.6
International investment position
Assets 281.9 4183 479.6 5191 4380 4195 4298 4389 4532
Liabilities 4043 557.1 6063 6632 5643 5782 5986 6165 639.0
Net 33 -150 109 -11.8 2.8 -7.7 - - -
Net sovereign 72.7 722 1628 168.9 1665 1621 1714 1782 1853
% GDP 28.5 26.2 60.6 62.3 56.1 57.4 57.0 56.7 57.0
External debt service (principal + interest) 46.8 39.8 60.0 66.4 63.0 58.5 57.4 59.3 60.8
Interest (% CXR) 4.5 4.1 4.3 4.0 2.8 3.8 3.6 3.6 35

F - Forecast
Source: Fitch Ratings, IMF
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Finland
Full Rating Derivation
Long-Term Foreign-Currency Issuer Default Rating (SRM + QO) AA+
Sovereign Rating Model Applied Rating? AA+
Model result and predicted rating 14.93 = AA+
Input Indicator Weight (%) 2022 2023 2024 Adjustment to final data Finaldata Coefficient Output (notches)
Structural features 10.74
Governance indicators (percentile) 21.4 n.a. 97.0 na. - 97.0 0.077 7.51
GDP per capita (USD) 124 n.a. 53,927 n.a. Percentile 85.6 0.038 3.28
Nominal GDP (% world GDP) 13.9 n.a. 0.30 n.a. Naturallog -1.2 0.627 -0.76
Most recent default or restructuring 4.6 na. None n.a. Inverse0-12 0.0 -1.822 0
Broad money (% GDP) 1.2 na. 890 n.a. Natural log 45 0.158 0.71
Macroeconomic performance, policies and prospects -0.84
Real GDP growth volatility 4.6 n.a. 2.2 n.a. Natural log 0.8 -0.728 -0.56
Consumer price inflation 34 7.2 5.0 2.6 3-year average® 4.9 -0.067 -0.33
Real GDP growth 2.0 1.6 -0.2 1.3 3-year average 0.9 0.065 0.06
Public finances -1.83
Gross general govt debt (% GDP) 8.9 72.5 743 75.1 3-year average 74.0 -0.023 -1.68
General govt interest (% revenue) 45 1.0 1.7 2.2 3-year average 1.6 -0.044 -0.07
General govt fiscal balance (% GDP) 24 -0.8 -25  -1.9 3-year average -1.8 0.044 -0.08
FC debt (% of total general govt 27 0.0 0.0 0.0 3-year average 0.0 -0.007 0
debt)
External finances 2.09
Reserve currency (RC) flexibility 7.3 n.a. 3.1 n.a. RCscore0-4.5¢ 3.1 0.509 1.60
SNFA (% of GDP) 7.4 57.4 570 56.7 3-yearaverage 57.0 0.011 0.61
Commodity dependence 1.2 na. 227 na. Latest 22.7 -0.004 -0.09
FX reserves (months of CXP) 1.5 n.a. 1.3 n.a. n.a.if RCscore>0 0.0 0.029 0
External interest service (% CXR) 0.4 3.8 3.6 3.6 3-year average 3.7 -0.007 -0.02
CAB + net FDI (% GDP) 0.1 -6.1 -21  -1.4 3-year average -3.2 0.001 -0.00
Intercept Term (constant across all sovereigns) 4.76

a|nverse 0-1 scale, declining weight; b of truncated value (2%-50%); ¢ Declining weight; d Sovereign rating committee can override SRM Predicted Rating if a marginal change in
the Model Result leads to a notch change which is judged to be temporary or caused by a re-estimation of the SRM, a process that Fitch undertakes on at least an annual basis.
Please refer to the Rating Action Commentary for further information when the Applied Rating differs from the Predicted Rating.

Note: This table contains data as at the date of the most recent rating action. There may be minor differences to data presented elsewhere in this report, which may have been
updated where appropriate, for example in the event of subsequent data releases.

Source: Fitch Ratings

Qualitative Overlay (Notch Adjustment, Range +/-3)

Structural features

Macroeconomic outlook, policies and prospects

Public finances

o|o|jo|O| O

External finances

Source: Fitch Ratings

About the SRM and QO

Fitch’s SRM is the agency’s proprietary multiple regression rating model that employs 18 variables based on three-year centred averages,
including one year of forecasts, to produce a score equivalent to a Long-Term Foreign-Currency IDR. Fitch’s Qualitative Overlay (QO) is a
forward-looking qualitative framework designed to allow for adjustment to the SRM output to assign the final rating, reflecting factors
within our criteria that are not fully quantifiable and/or not fully reflected in the SRM.
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Supplementary Ratings

Local-Currency Rating

Finland’s credit profile does not support a notching-up of the Long-Term Local-Currency IDR above the Foreign
Currency equivalent. In Fitch’s view, neither of the two major factors cited in the criteria that support upward
notching of the Long-Term Local-Currency IDR is present, namely: strong public finance fundamentals relative to
external finance fundamentals and previous preferential treatment of Local- relative to Foreign-Currency creditors.
Finland is also a eurozone country, which constrains the Long-Term Local-Currency IDR at the same level as the
Foreign-Currency version.

Country Ceiling

The Country Ceiling for Finland is ‘AAA’, 1 notch above the Long-Term Foreign-Currency IDR. This reflects very
strong constraints and incentives, relative to the IDR, against capital or exchange controls being imposed that would
prevent or largely impede the private sector from converting local into foreign currency and transferring the proceeds
to non-resident creditors to service debt payments.

Fitch’s Country Ceiling Model produced a starting point uplift of +1 notch above the IDR. Fitch’s rating committee did
not apply a qualitative adjustment to the model result.

Full Rating History

Foreign-Currency Rating Local-Currency Rating

Country

Date Long-Term Short-Term Outlook/Watch Long-Term Short-Term Outlook/Watch Ceiling
24 Jan 20 AA+ F1+ Stable AA+ F1+ Stable AAA
03 Aug 18 AA+ F1+ Positive AA+ F1+ Positive AAA
22 Jul 16 AA+ F1+ Stable AA+ F1+ Stable AAA
11 Mar 16 AA+ F1+ Stable AA+ - Stable AAA
20 Mar 15 AAA F1+ Negative AAA - Negative AAA
22 Dec05 AAA F1+ Stable AAA - Stable AAA
17 Jun04 AAA F1+ Stable AAA - - AAA
21Sep 00 AAA F1+ Stable AAA - - -
05 Aug 98 AAA F1+ - AAA - - -
14 Jul 98 AA+ Fl1+ - AA+ - - -
29 Apr 97 AA+ F1+ - AAA - - -
12 Mar 96 AA F1+ - AAA - - -
26 Oct 95 AA- F1+ - AAA - - -
10 Aug 94 AA- - - - - - -

Source: Fitch Ratings
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Appendix 1: Environmental, Social and Governance (ESG)

Credit Relevance Scores

Sovereigns

Finland

General Issues

Key Sovereign Issues

SRM QO Score?®

Environmental (E)

GHG Emissions and Air Quality Emissions and air pollution as a constraint on GDP growth 2 2

Energy Management Energy resource management, including potential for ‘stranded assets’, affecting exports, 2 3
government revenues and GDP

Water Resources and Management Water resource availability and management as a constraint on GDP growth 2 2

Biodiversity and Natural Resource Natural resource management, including potential for ‘stranded assets’, affecting exports, 2 3

Management government revenues and GDP

Natural Disasters and Climate Change Effect of adverse climate trends, and likelihood of and resilience to shocks 2 3

Social (S)

Human Rights and Political Freedoms Social stability, voice and accountability, regime legitimacy 2 4+

Human Development, Health and Education Impact of human development, health and education on GDP per capita and GDP growth 2 3

Employment and Income Equality Impact of unemployment and income equality on GDP per capita, GDP growth and political 3
and social stability

Public Safety and Security Impact of public safety and security on business environment and/or economic 2 3
performance

Demographic Trends Population decline or aging, rapidly rising youth population; pensions sustainability 2 3

Governance (G)

Political Stability and Rights Political divisions and vested interests; geo-political risks including conflict, security threats i 5+
and violence; policy capacity: unpredictable policy shifts or stasis

Rule of Law, Institutional & Regulatory Government effectiveness, control of corruption, rule of law and regulatory quality bl 5+

Quality, Control of Corruption

International Relations and Trade Trade agreements, membership of international organisations, bilateral relations; sanctions 2 3
or other costly international actions

Creditor Rights Willingness to service and repay debt 2 4+

Data Quality and Transparency Availability, limitations and reliability of economic and financial data, including 8

transparency of public debt and contingent liabilities

Source: Fitch Ratings

About ESG Credit Relevance Scores

The scores signify the credit relevance of the respective E, S and G issues to the sovereign entity’s credit rating, according to the following

scale:

° 5 - Highly relevant to the rating, a key rating driver with a high weight.

° 4 - Relevant to the rating, a rating driver.

° 3 - Relevant, but only has an impact on the entity rating in combination with other factors.
° 2 - Irrelevant to the entity rating but relevant to the sector (sovereigns).

° 1 - Irrelevant to the entity rating and irrelevant to the sector (sovereigns).

The score for each ‘General Issue’ is comprised of acomponent SRM and QO score, and is simply the higher of the two. SRM scores are fixed
across all sovereigns as the weights in the SRM are the same for all sovereigns; QO component scores vary across all sovereigns.

All scores of ‘4’ or ‘5’ result in a negative impact on the rating, unless indicated otherwise. Where a positive impact is occurring, the score of
‘4’ or ‘5’ is appended with a ‘+’' symbol. Scores of ‘3’,2’ and ‘1’ do not have a direction of impact assigned.

Please refer to ESG Relevance Scores for Sovereigns for further information on the framework, including ‘Sovereign Rating Criteria
References’ (which identify specific potentially related SRM variables and QO factors for each ‘General Issue’).

Finland
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FitchRatings Sovereigns

Finland

Credit Relevant ESG Derivation

Finland has an ESG Relevance Score of '5[+]' for Political Stability and Rights as World Bank Governance Indicators
have the highest weight in Fitch's SRM and are, therefore, highly relevant to the rating and a key driver with a high
weight. As Finland has a percentile rank above 50 for the respective Governance Indicator, this has a positive impact
on the credit profile.

Finland has an ESG Relevance Score of '5[+]' for Rule of Law, Institutional & Regulatory Quality and Control of
Corruption as World Bank Governance Indicators have the highest weight in Fitch's SRM and are, therefore, highly
relevant to the rating and are a key rating driver with a high weight. As Finland has a percentile rank above or below
50 for the respective Governance Indicators, this has a positive or negative impact on the credit profile.

Finland has an ESG Relevance Score of '4[+]'for Human Rights and Political Freedoms as the Voice and Accountability
pillar of the World Bank Governance Indicators is relevant to the rating and a rating driver. As Finland has a percentile
rank above 50 for the respective Governance Indicator, this has a positive impact on the credit profile.

Finland has an ESG Relevance Score of '4[+]' for Creditor Rights as willingness to service and repay debt is relevant to
the rating and is a rating driver for Finland, as for all sovereigns. As Finland has a track record of 20+ years without a
restructuring of public debt and captured in our SRM variable, this has a positive impact on the credit profile.

Except for the matters discussed above, the highest level of ESG credit relevance, if present, is a score of '3'. This
means ESG issues are credit neutral or have only a minimal credit impact on the entity, either due to their nature or to
the way in which they are being managed by the entity. For more information on Fitch's ESG Relevance Scores, visit
www.fitchratings.com/esg.
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Appendix 2: Data Notes and Conventions
Acronyms

Acronyms used in the above table and elsewhere in report are: Current External Receipts (CXR), Current External
Payments (CXP), Current Account Balance (CAB), Foreign Direct Investment (FDI), World Bank Worldwide
Governance Indicators (WBGlI), Sovereign Rating Model (SRM). For a full list of indicator definitions, please refer to
the most recent Sovereign Data Comparator.

Medians

Medians underlyingthe SRM relative to rating category chart on the Rating Summary page and as reported in the Peer
Analysis table on page 4 are long-term historical medians. These are based on actual data since 2000 for all sovereign-
year observations when the sovereign was in the respective rating category at year-end. Current year ratings and data
are excluded.

Chart medians on page 3 are based on data for sovereigns in the respective rating category at the end of each year.
Latest ratings are used for the current year and forecast period.

Notes for Finland
All data are on a calendar-year basis, which aligns with the domestic fiscal year for this sovereign.

Public finances data referenced in this report relate to the consolidated general government, as per our principal
approach, unless specifically noted otherwise where cited.

The external balance sheet data referenced in this report are derived from the international investment position
dataset, as per our principal approach.
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SOLICITATION & PARTICIPATION STATUS

For information on the solicitation status of the ratings included within this report, please refer to the solicitation status shown in the relevant
entity’s summary page of the Fitch Ratings website.

For information on the participation status in the rating process of anissuer listed in this report, please refer to the most recent rating action
commentary for the relevant issuer, available on the Fitch Ratings website.
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