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Hosts ”wish list” for the presentation 

The purpose of models in the Finnish Ministry of Finance 

 Forecasting vs. policy analysis 

Model development in the Ministry of Finance 

 In-house vs. outsourcing 

The use of models in the Ministry of Finance 

 Suite of Models 

 How often used? 

 Amount of staff involved 

How to model the fiscal reaction function for Finland? 

How to evaluate the steady-state growth path of the Finnish 

economy? 
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Modelling history  

 First structural macroeconometric model (Kessu) 

was build in the late 70’s. 

- Model was used and developed until early 90’s.       

 2007 it was decided to start a new model project. 

- Different types of models were considered. 

- Decision was to build a DSGE-type of model. 

Choise did not pleased all. 

 Current model (KOOMA) operational since circa  

2011-2012. 

 KOOMA-model will not converge to any SS-

version.  
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Analytical tools in the Ministry 

 Indicator models: three different ones 

- Nowcasting 

 Sectoral models: time series based (e.g. error-correction) tools to 

analyze different sectors like consumption, export, inflation etc. 

- Forecasting 

 Static ”model”: spreadsheet based tool to collect national account 

identities. 

- Forecasting and ”simple” policy analysis 

 SVAR 

- Backround tool for the KOOMA-model 

 KOOMA 

- Policy simulations and forecasting 
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Modelling strategy 

In-house or outsourcing? 

 In-house was chosen? Why? 

1) Need to increase human capital 

2) Commitment 

3) Continuity 

Small model building team. 

‒ 3/4 persons 

‒ Division of labour 

‒ Not everyone should be able to run it. 
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Model team 

In the beginning three persons:  

Mika Kuismanen: general model stucture and 

demand 

Meri Obstbaum: labour markets and fiscal 

Mikko Sariola: supply and trade 

Current version is run and developed by Jukka 

Railavo and Harri Pönkä.  

 

Matlab & Iris skills required. 
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KOOMA – DSGE Model for the Finnish 

Economy.  
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Why DSGE? 
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Key features of the KOOMA 

 

10 



26.04.2016 

6 

Key features  
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Forecasting with KOOMA - steps 
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Policy simulations – e.g. fiscal policy 
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Fiscal policy transmission 
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The role of matching frictions 
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Fiscal reaction function 

‒ Fiscal authority 

‒ collect taxes 

‒ use them to finance  

‒ Unemployment benefits  

‒ lump-sum transfers   

‒ government spending 

‒ The government budget is balanced in each period using lump 
sum transfers. 

‒ Government consumption and distortionary tax rates are set 
exogenously. 

‒ (Simple) Fiscal policy rules can be written for  

‒ Government consumption  

‒ Value added tax 

‒ Wage tax 

‒ Tax rules are counter cyclical and relative to GDP growth 

‒ Government consumption growth is equal to GDP growth 
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Steady-state growth path 

‒ The model equations are linearized around a 

deterministic steady state. 

‒ Model steady state does not have growth. 

‒ Hodric–Prescott filter with ”tunes” 

‒ Time series with “tunes” on the change in the trend. 

‒ Set trend growth rates separately for each variable for projection 

horizon. 

‒ Separate growth trends for each variable 

‒ Model consistent data in terms of gap between 

observables and trend path. 

 Outside the model. 

 

 

Use of the model 

Forecasting 

- 4 forecasting rounds per year 

- Shadow forecast 

- Special role in the medium-term analysis 

 

Policy analysis 

- In continious use 

- E.g. to evaluate governments ”competitiveness 

package” 

- Crises scenarious 
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Policy Simulations examples 

 Fiscal policy (taxation, expenditures) 

 External demand (trade shocks) 

 Price shocks (oil, interest rates etc.) 

 Exchange rates  

 Household preferences (consumption vs. labour 

supply) 

 Productivity 

 Increased competition 

 Labour markets 

 Investment 
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Concluding remarks 

 Transparency 

 Repeatability 

 Undrerstanding the limitations of models 

(whatever type of model one is using) 

 Increased interaction with academics 

 Positive externalities 

 

 David Romer’s answer to critics 
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               Thanks for your attention! 

21 


