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Preface

”The Finnish Property Market 2004” aims at satisfying the

information needs of international investors and other types

of players interested in the Finnish property market. This

publication is now published for the fourth time. In order to

maintain continuity, the structure of the report has remained

almost unchanged. The most significant change for this year’s

publication is the chapter on property sectors (3.5).

The publication aims to cover the basic facts for obtaining

an impression of the market structure and practices in the

Finnish property market – more detailed information and

analysis on the individual sub-markets for specific needs can

also be provided by KTI Finland on request.

This publication is sponsored by twelve companies

representing the Finnish real estate industry: Aberdeen Property

Investors Finland, Citycon Plc, Dividum Oy, Kapiteeli ltd,

Ovenia Oy, NCC, Polar Real Estate Corporation, Sato

Corporation, Skanska Oy, Sponda Plc, Tallberg Toimitilajohto

Oy, and YIT. Also Helsinki Region Marketing Ltd, Tampere

Region and RAKLI – the Finnish Association for Property

Owners and Construction Clients – have provided financial

support for the report. The authors thank the sponsors for

their assistance.

The condition of the Finnish property market in early

2004 give a reason to believe in a recovery from the economic

slowdown of the early 2000s. The fall in rents seems to have

slowed down or stopped and modern premises are attracting

occupiers. However, in some sub-markets vacancy rates have

risen significantly especially for older stock. Investment demand

remains strong, as both domestic institutions and foreign

investors actively seek new investment opportunities.

KTI Finland is to start publishing a quarterly electronic

newsletter, “Finnish Property Bulletin”, covering the Finnish

property market. The first newsletter will be published in early

April 2004. In order to receive this newsletter, please subscribe

at kti@kti.fi

The report will continue to be updated and published

annually. It is also available in PDF format at www.kti.fi
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KTI Finland is an independent research organisation and service company providing

information and research services for the Finnish real estate industry. KTI maintains

extensive databases on returns, rents, transactions, operating costs and customer

satisfaction measures on the Finnish property market. Based on these databases,

various kinds of benchmarking and analysis services can be provided. For more

information, please call +358 20 7430 130 or visit www.kti.fi

KTI Finland, March 2004

Hanna Kaleva – Olli Olkkonen
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1. Basic facts about Finland

1.1 Finland has been an active member
of the EU since 1995

Finland has been an independent parliamentary democracy

with a republican constitution since 1917. At the beginning

of 1995, Finland became a member of the European Union

(EU). The Finnish Parliament is unicameral and consists of

200 representatives elected for a term of four years at a time.

 

The current Parliament was elected in March 2003, and its

largest parties are the Finnish Centre Party, the Social

Democratic Party and the National Coalition Party. The main

parties of the government, appointed in summer 2003, are the

Centre Party and the Social Democratic Party. The Swedish

People’s Party has two posts in the government.

The government is headed by Prime Minister Matti

Vanhanen. In its policies, the government places emphasis on

employment, entrepreneurship and common responsibility as

keys to developing the Finnish welfare state.

The head of state is the President of the Republic, who is

elected for a term of six years. The current President, Mrs Tarja

Halonen, was elected in 2000.

Finland has a long tradition of international relations and

co-operation, which has been strengthened through its

membership of the EU. From the beginning of its membership,

Finland has been at the core of the EU’s decision-making, and

has shown a strong commitment to European integration.

Finland remains militarily non-allied and works actively to

strengthen the EU’s common foreign and security policy.

Finland has a long history of political and economic co-

operation with the other Nordic countries (Sweden, Norway,

Denmark and Iceland). Finland also has, due to both

geographical proximity and a sense of joint history, close

relations with Estonia and the other Baltic countries, which

are expected to tighten through their membership of the EU.

The growing markets of Russia are also geographically easy

to reach from Finland, and Finland has long and established

trade relations with Russia.

1.2 History and population

From the twelfth century to 1809 Finland was part of the

Kingdom of Sweden. In 1809 Finland was annexed by Russia

as an autonomous Grand Duchy. Finland declared her

independence on 6 December 1917.

Finland has a population of 5.2 million people. With a

land area of more than 338,000 km2, its average population

density is 16.9 per km2.

Finland has two official languages: 92.3% of the population

speaks Finnish as their mother tongue, and 5.6% speak Swedish

as their primary language.

Located between latitudes 60° and 70° north, Finland has

warm summers and cold winters. Helsinki, on the south coast,

has an average maximum temperature of 21°C in July and

–3°C in February.
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“Finland’s co-operation
with the Baltic States will

increase through their
membership of the EU”

Ser vices 41,2 Manu-
facturing 17,5

Public
sector 25,8

Retail 15,3
Agriculture
and forestr y 0,2

Percentage of jobs (%)
HELSINKI REGION 2002

The structure of the economy, Helsinki vs. the country as a whole

Ser vices
29,7

Manu-
facturing 26,6

Public
sector 27,1

Retail 12,3
Agriculture
and forestr y 4,5

Percentage of jobs (%)
WHOLE COUNTRY 2002

(Source: Helsinki Chamber of Commerce: Business Outlook, 4/2003)



1.3 The five growth centres of Finland

The capital of Finland is Helsinki with 560,000 inhabitants.

The Helsinki region, comprising the city of Helsinki and

eleven neighbouring municipalities (Espoo and Vantaa being

the largest), has a population of 1.2 million, accounting for

23% of the country’s whole population.

The Helsinki region dominates the Finnish economy. It

currently represents almost 29% of the jobs and 34% of the

GDP of the entire country.  The Helsinki region grew very

fast between 1998–2001 both in terms of population and

employment. Because of international economic uncertainty,

growth in the Helsinki region started to slow down in late

2001. In 2003, production grew faster in Helsinki – ca. 2% –

in comparison with the whole country. On the other hand,

the growth of employment in Helsinki in 2003 was below the

average for the whole country.

Compared with the whole country, the proportion of jobs

in the service sector is significantly higher in Helsinki, at over

40%. Specialised professional services, as well as high-tech

industries and research and development activities, have a

stronger role in Helsinki compared with the whole country.

Helsinki’s strong role as an administrative centre of the country

also affects its economic structure.

Other growth centres: Tampere, Turku, Oulu and Jyväskylä

Tampere is the largest inland city in the Nordic countries, the

population of which reached a pinnacle of 200,000 inhabitants

in 2003. In the Tampere region, there are roughly 300,000

inhabitants. Tampere is situated 170 km north of Helsinki and

is known as a traditional centre of Finnish industry, with a long

history of metal and paper industries. The region’s recent strong

development derives mainly from the growth of high

technology businesses – in particular the ICT branch – as well

as from the development of the service structure and service

companies in the region. In addition to telecommunications,

other technology expertise areas in the Tampere region include

automation and health-care technology.

Turku is the former capital of Finland, and is situated

160 km west of Helsinki, in southwest Finland. The Turku

region has about 290,000 inhabitants. Its economic strengths

are based on its three universities with long traditions and

several strong industrial groups. In recent years, the growth

in southwest Finland has exceeded the average of the whole

country, mainly because of the strong growth in electronic

industries in 1997–2000. On the other hand, many metal

industry sectors with a traditionally strong position have also

grown in recent years. Currently Turku is aiming at profiling

itself as a modern centre for life sciences and biotechnology,

a profile based mainly on high-level education in this field and

its long traditions in the medical industry.

Oulu is Finland’s northernmost growth centre, situated

600 km north of Helsinki. The Oulu region has been one of

the fastest growing areas in Finland since the mid-1990s.

Nowadays it has a population of slightly under 200,000 with

ca. 125,500 inhabitants in the city of Oulu itself. Oulu is a

university, science and technology city, the influence of which

covers the whole of Northern Finland – about one half of the

area of the whole country. The Oulu region is regarded as one

of the Finnish centres of information and communication

technologies as well as a centre of the medical science and

health-care industry.

The Jyväskylä region is a dynamic area in the centre of

Finland, 270 km north of Helsinki, with 142,000 inhabitants.

Jyväskylä is a university town with a strong emphasis on both

traditional industries and new technology. The Jyväskylä

region’s areas of expertise cover paper manufacturing as well

as information, energy, health and environmental technology.

1.4 Economic activity is expected to pick
up in 2004
Finland joined the European Monetary Union in 1999 and,

since the beginning of 2002, the euro has replaced the Finnish
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“Finland has a population
of 5.2 million people. 1.2
million of them live in the

Helsinki region”



mark (1 EUR = 5.9 FIM). At the moment, Finland is the only

country in the Nordic countries to have the euro as its currency.

During the latter part of the 1990s, Finland had one of the

best performing economies in the EU and Europe. The growth

rate of its GDP varied from 3.5 to 6.3% between 1995 and

2000.

As a small and open economy, Finland is very dependent

on global economic development. During the last decade, the

proportion of exports has increased from less than one-fifth

of the GDP to almost 50%.

As a result of global economic downturn, the Finnish

economy has grown at a slower pace since 2001. In 2003, its

GDP grew by ca. 1.5%. Between 2001 and 2003, the Finnish

economy relied strongly on private consumption, which has

been strengthened by reductions in both indirect and direct

taxes as well as by very moderate inflation. Supported by the

recovery of the global economy, growth of Finnish exports is

expected to accelerate to 4–5% in 2004. Forecasts for GDP

growth for 2004 vary between 2.7 and 2.9%, which – again

– would exceed the average figure in the Euro area. The growth

cycle is expected to peak in 2005.

The structure of the Finnish economy has changed markedly

since the 1980s, which has been one of the fundamental reasons

for its good performance. Finland’s recovery from the crisis of

the early 1990s is regarded as a European success story.

Traditional dependence on the forestry and basic metal industries

– paper and graphics – has been reduced because of strong

growth in the electronics and electrical industries. These

industries, however, have suffered the most from the recent

downturn, and both the volume and value of exports have

been declining. In 2004, the volume of exports from technology

industries is expected to increase, mainly because of the

potential in the Chinese and other Asian markets.

One of the main pressures on the Finnish economy has

been the high level of unemployment since the recession in

the early 1990s. The current government’s overriding objective

is to put 100,000 more people in employment by the end of

the election period in 2007. One of the actions taken to reach

Key Figures - Finnish economy

1997 1998 20001999 2001 2002 2003

GDP (change in vol)
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(Sources: Bank of Finland, Statistics Finland, Ministry of Finance and Etla.) *Forecasts
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“Finnish GDP will grow
by ca. 2.9% in 2004”
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this goal is to ease the tax burden on labour, which has been

a serious hindrance for companies employing, in particular,

lower-skill workers. At the same time, rapid ageing of the

population and a low effective retirement age is depressing

the supply of labour, which increases the challenges for

governmental employment policy. The Government’s labour

policy emphasises co-operation between the Government,

trade unions and employers and focuses on small and medium-

sized enterprises to place more of the unemployed in the

private sector.

As in other Nordic countries, the public sector plays a

significant role in the Finnish economy. Tax revenue’s share of

GDP is 44.1% and the proportion of general government

expenditure amounts to 50.8% in 2004. General government

debt currently amounts to 44.8% of GDP. Financing of Finland’s

high-level welfare services requires a fairly high level of taxation,

the maintenance of which faces new challenges with an eroding

tax base and increasing international tax competition.

1.5 Finland’s international competitiveness

In recent years, Finland has been in the top position in several

international rankings with regards to the competitiveness of

its economy. In 2003, Finland scored first both in IMD’s

(International Institute for Management Development) small

country category and in WEF’s (World Economic Forum)

rankings. Finland’s success in these rankings is based on

significant investments in technological infrastructure, and on

its position among the world’s leading nations in terms of

Internet connections, telecommunications and computer usage.
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“The current government
is easing the tax burden

in order to boost
employment”

“A high level of education,
investments in R&D and

modern technology
infrastructure are the key

strengths of Finnish
competitiveness”

United Kingdom

Finland*

Japan

South Korea

United States
Germany

France

Austria

Ireland

Hungary

3,42%

3,09%

2,96%

2,82%

2,49%

2,20%

1,90%

1,90%

1,17%

0,95%

1 2 30 %

GDP share of R&D expenditure in selected OECD countries in 2001

 (Source: Statistics Finland)



Finland also scores highly in the ranking of public institutions.

Information and communication technologies have played

an important role in the development of the Finnish economy

in recent years, and their contribution to the GDP has been

higher than in any other OECD country. Currently, about

10% of Finnish GNP comes from the fields of information

and communication technologies, and the sector employs a

higher proportion of the workforce than in any other OECD

country. The exports of Finnish high-tech industries currently

represent over 20% of the total exports, compared with a

share of only 6% in 1991.

1.6 Financial markets

Equities market

The market capitalisation of the companies listed on the

Helsinki Stock Exchange increased dramatically between

1991 and 1999. During the same period, the number of listed

companies grew from 65 to 158. This growth was strongly

based on the rapid expansion of the Finnish communications

technology sector. Between 1999 and 2002, market...
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Ranking 2003 Ranking 2002

1. Finland 2
2. USA 1
3. Sweden 5
4. Denmark 10
5. Taiwan 3
6. Singapore 4
7. Switzerland 6
8. Iceland 12
9. Norway 9

10. Australia 7

The most competitive national
economies of 2003/2004

(Source: World Economic Forum)
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capitalisation fell dramatically from €349 billion to €151

billion, and started to recover in 2003.

The growth and internationalisation of the Finnish equities

market in recent years has been strongly based on the success

of one company – Nokia – in the global telecommunications

market. Nowadays, Nokia represents about 40% of the market

capitalisation of the Helsinki Stock Exchange. The share of

foreign ownership is currently 54% of the market capitalisation.

The performance of the stock exchange has shown great

volatility in recent years. The HEX investment sector,

consisting mainly of listed property companies, has been

markedly less volatile.

In September 2003, the Finnish stock operator HEX

merged with the Swedish OM and formed the largest

marketplace for equities in Northern Europe including currently

the stock exchanges in Stockholm, Helsinki, Tallinn and Riga.

The bond market

The Finnish bond market began growing in the early 1990s

when the Finnish government had to finance the budget

deficit by issuing bonds. The Finnish central government debt

increased more than four-fold from 1991 to 1997. Part

of this increase was caused by the devaluation of the exchange

rate. Nowadays, because of Finland’s membership of the

European Monetary Union (EMU), the Finnish money market

is closely integrated with European markets. With the rapid

recovery of the economy, the central government debt has

fallen from 57 to 44% of GDP in only a few years.

Since the early 1990s interest rates have fallen rapidly as the

Finnish economy has stabilised. With EMU membership,

interest rates have been integrated with those of the Euro

area since the beginning of 1998. Currently, short-term interest

rates are hovering around 2% and they are expected to remain

at this low level in 2004. Long-term interest rates appear to

have stabilised at a level of slightly over 4%.

Low interest rates coupled with strong expectations on

future income have fuelled the growth in bank lending,

especially in home mortgages.
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Development of housing loans
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“Low interest rates fuel the
growth in bank lending”

“Foreign investors’ share
of Helsinki Stock
Exchange is 54%”



1.7 Real estate market’s performance in
2003
Since 1998, KTI Finland has been publishing a return index

on the performance of the Finnish real estate investment

market. The KTI Finnish Property Index is IPD-compliant,

which means it is comparable to those indices published in

other European countries measured by the Investment Property

Databank, the property performance measurement house,

which publishes indices for several countries. The index also

enables comparisons between the performances of different

asset classes.

In 2003, investments in the Finnish property market

produced a total return of 5.8%. Of the three main asset

classes, equities produced the best return in 2003.
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2. Institutional aspects of the
Finnish property market

2.1 Two forms of property ownership

Owning property in Finland means owning the land and the

buildings on it. This is the basic form of direct property

ownership. It is also possible to own only the building and have

a long-term lease agreement with the landowner, typically the

municipality or government organisation. Direct ownership

and land lease agreements are registered in the Land Register,

maintained by Local Courts. Transactions with real property

are official legal acts, which have to be carried out to a specified

procedure. Municipalities have a pre-emption right in real

property transactions, even though they very seldom apply this

right.

In practice, it is very common for property ownership to

be organised through a limited company (a real estate/housing

company) founded for the sole purpose of owning the property.

In these cases, the legal owner of the real estate is the limited

company, which may have one or several shareholders. The

shares may be connected to a specific apartment/amount of

space in the property, entitling the shareholder to physical

control and occupancy of these premises. These types of

company are called mutual real estate companies (“keskinäinen

kiinteistöyhtiö”). This form of ownership is commonly used

both in residential and commercial properties. For mutual real

estate companies in the housing sector (“asunto-osakeyhtiö”),

there is a specific Housing Companies Act and Decree regulating

their operations.

The mutual real estate or housing company is responsible for

the management and upkeep of joint facilities, for which it

collects a maintenance fee from the shareholders. The company

can also take out a loan, for example for renovation and

modernisation, and use the building and real estate as collateral.

Shareholders can use their shares as collateral for loans.

The other type of real estate company is a standard limited

company (“kiinteistöosakeyhtiö”), founded for the purpose of

owning a certain property/properties. In these companies, the

shares are not connected to any specific premises. The company

collects rents from the occupiers, and with this income is

responsible for covering maintenance and operating costs. The

real estate company can pay out dividends to its shareholders.

Owning property through a limited company is a more

flexible form of ownership, for example, in cases where the

ownership of a building is divided between several owners. The

transfer tax rate is also lower: 1.6% on the shares of the limited

company versus 4% on the direct property. Transactions are

also less complicated compared with direct ownership of real

estate.

2.2 The legal framework is liberal

Generally speaking, the Finnish legal system is simple and

liberal. In principle, there are no restrictions on buying or

selling real estate, but as real estate transactions are subject to

certain provisions it is advisable to use real estate agencies or

lawyers when making transactions.

Transactions with housing or real estate company shares

are very simple. As soon as transfer taxes have been settled, the

purchaser can be registered as the owner of the shares in the

real estate/housing company’s registers.

Finnish legislation regulating rental agreements is among

the most liberal in the world and is based on the idea of full

freedom of agreement between two parties. There are no

minimum or maximum lease terms, indexation is not regulated,

there are no automatic rights for renewal and break clauses are

possible if agreed. Only in the residential market do special

restrictions exist to protect the tenant.

2.3 Planning

Land use in Finland is regulated by the Land Use and Building

Act, which came into force at the beginning of 2000. The

system has three levels of land-use plans:

- regional land-use plan

- local master plan and

- local detailed plans.

The national-level principles of land use are reflected in the

regional plans, which embrace structural, functional and

environmental considerations. Regional plans are confirmed

by the Ministry of the Environment. The local master plan is

an instrument for guiding and co-ordinating land use at a general

level. It is produced by local authorities, but the Regional

Environmental Centre must be consulted in order to ensure

that national targets are taken into account in local plans.

Detailed local plans are used to regulate the building and

formation of the physical townscape. In addition, every local...
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“Ownership of real estate is
typically organised through

limited companies”
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1 A non-resident alien, e.g. one who occasionally works in Finland, is taxed on Finnish-source income only. However, tax treaties may provide that, under
certain conditions, even such income may not be taxed in Finland. Non-residents are taxed at flat rate in accordance with the Non-residents’ Tax Act. A person
may qualify for a special tax at a flat rate of 35% during a period of 24 months if s/he receives any Finnish-source income for duties requiring special expertise
and earns a pecuniary salary of EUR 5,800 or more per month. This rule is effective only if the empöloyment has stasted 2003 or earlier.

(Source: www.vero.fi)

authority has its own building ordinance, the content of which

is defined according to local needs.

In the current act, local authorities have extensive powers

to make independent decisions in land-use planning matters.

It is also possible to agree on joint master plans between

municipalities forming a homogenous urban area. These joint

master plans require the approval of the Ministry of the

Environment.

The Land Use and Building Act oblige municipalities to

adopt an open and interactive approach to planning. The local

planning process is aimed at facilitating the involvement of all

those concerned in planning: landowners, residents and

businesses in the area. In practice, this new interactive process

has been proven to lengthen the planning processes.

Building permits are approved by municipalities in Finland. A

building permit may be granted if the plan allows the type and

size of building that is being applied for. Special permits to

exceed or change the use of the planned space can also be

granted, although these are becoming increasingly difficult to

obtain.

2.4 Taxation in Finland
Taxes in Finland are levied by the central government,

municipalities and the church.

In Finland, resident individuals are taxed on their worldwide

income. Residents are taxed according to progressive tax rates

for national tax purposes and flat rates for municipal ones. 

The highest state tax rate is 34% of earned income.

Municipal tax rates and social security contributions are 20%

on average. The maximum marginal income tax rate for

individuals in 2002 was 59.1%.

The current government has taken serious actions to ease

taxation on earned income. In 2004, tax revenue will comprise

approx. 44% of the GDP.

Finland has special tax treaties with several countries. These

treaties regulate the taxation rules applied to foreign residents

and companies.

In the Finnish tax system, the taxes most relevant for

property investment are property taxes, capital income taxes

and transfer taxes.

Tax on real property

Real property situated in Finland is subject to a real property

tax, which is based on the taxable value of the property. The

taxable value is defined by local tax authorities and is generally

about 70% of the market value of the property. The revenue

goes to the municipality where the real property is situated.

Land used in forestry or agriculture is exempted from real

property tax. Tax rates in different municipalities vary between

0.5 and 1.0% of taxable value per annum.

Tax rates for permanent residences are lower and vary

between 0.22 and 0.5%.

Taxes, as percentage of GDP in some OECD member countries in 2001
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Capital income taxes

In Finland, any investment income (dividends, rental income

and capital gains) is taxed at a flat rate of 29%.  Financial costs,

such as interest expenses that are related to the rental income,

are deductible.

Transfer taxes

Tax on the transfer of real property is 4% of the transfer price.

When the transaction is made by buying shares of a housing

or real estate company the transfer tax is 1.6% of the transfer

price.

The transfer of securities is tax exempt if the transaction

takes place through the Stock Exchange or if both the buyer

and seller are non-residents. Shares in a real estate or housing

company are, nevertheless, always subject to transfer tax.

Transfer tax is usually imposed on the purchaser.

Corporate taxation

The corporate tax rate in Finland is 29% of net profit.

Companies resident in Finland are liable to pay tax on their

worldwide income. Non-resident companies are taxed on their

income derived from Finland and all income attributable to a

permanent establishment in Finland. In principle, a company

from a non-tax treaty country is liable to tax, regardless of any

permanent establishment.

A corporate body resident in Finland does not pay net

wealth tax if its shareholders are liable to net wealth taxation

on their shares in the corporate body. Non-resident corporate

bodies are liable to net wealth taxation at a rate of 1% of the

net wealth. However, a non-discrimination article in a tax

treaty usually affects the liability of net wealth tax.

Corporate and capital income taxation
reform

In November 2003, the Finnish Government published a

statement on reform on corporate and capital income taxation.

The Government’s plan is to introduce the proposal to

Parliament in spring 2004, and the reform will come into force

from the beginning of 2005. The reform’s core contents are:

- the corporate income tax rate will be reduced to 26%, and

- the capital tax rate will be reduced to 28%.

As part of the reform, the imputation system of corporation

tax (avoir fiscal) will be repealed and partial double-taxation

of dividends will be introduced.

Value added tax

VAT is another tax relevant for property investment although

transactions carry no VAT. In Finland, it is optional for the

tenant to pay VAT on rental income. The general VAT rate is

22%, which is calculated on the total charge for goods and

services. There are also two reduced rates: 17%, which is

applied to food and animal feed, and 8%, which is applied,

e.g., to passenger transportation services.

Central tax rates in Finland

2 VAT is another tax relevant for property investment although transactions carry no VAT. In Finland, it is optional for the tenant to pay VAT on rental income.
The general VAT rate is 22%, which is calculated on the total charge for goods and services.
3 A special imputation system of dividends prevents double-taxation of dividends in Finland. Taxes paid by a corporation (29%) are credited to the benefit
of the shareholder receiving dividends. (This is only relevant if both the distributor and the receiver are residents. A non-resident receiver’s position depends
on any possible tax treaty between Finland and the respective country and may involve either withholding tax and/or tax credit).
4 No tax is imposed if a person aged between 18 and 39 acquires his first owner-occupied permanent home. There is no transfer-tax liability if the transfer is
due to an inheritance, a donation or a division of property subject to matrimonial right.
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Tax rate Note

Corporate tax rate 29% Government’s proposal:
26% from the beginning of 
2005

Capital income tax rate 29% Government’s proposal: 28%
from the beginning of 2005

VAT 22% Special rates for food (17%);
medicine, books, 
transportation, cultural 
events… (8%); and 
newspapers and periodicals
(0%)

Tax on real
property 0.5–1.0%

Transfer tax,
real property 4%

Transfer tax, securities 1.6% Transfer of securities is tax
exempt if the transfer takes
place through the Stock 
Exchange or if both the 
seller and the purchaser are
non-residents. Shares in a 
housing company are 
always subject to transfer 
tax

(Source: Finnish Tax Administration, www.vero.fi)
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3. The Finnish Property
Market

3.1 Ownership structure

The structure of the Finnish property investment market has

changed markedly in recent years. This change has affected

the structures and practices in both property investment and

occupation as well as in the services industry. Currently, the

biggest player groups in the Finnish property investment market

include pension insurance companies and pension funds,

property companies, public sector organisations as well as

corporations.

Institutional investors

Institutional investors have had an increasingly dominant role

in the Finnish property investment market in recent years. The

largest net investor groups of the 1990s in the Finnish property

market have been pension insurance companies and pension

funds. At the end of 1995, the property investments of pension

insurance companies amounted to EUR 2.9 billion and by the

end of 2003 this figure had increased to EUR 7.5 billion.

Currently, real estate’s proportion of total investment portfolios

of major pension insurance companies varies from 8 to 20%.

In recent years, many institutional investors have gone through

major reorganisation processes in their management functions.

Traditionally, they typically had sizeable in-house management

teams. Many of these teams have now been outsourced to

external service providers and various strategies have been

applied in specifying the interface and defining the

responsibilities between the fund and the service provider.

Examples of major management outsourcings include those of

Ilmarinen (Aberdeen Property Investors Finland), Varma and

Sampo (Ovenia), Pohjola and Suomi (YIT and some other

managers) and most recently Fennia Group (Tallberg

Toimitilajohto).

So far, the property portfolios of the pension insurance

companies have consisted solely of domestic investments.

Currently, many of them are actively investigating international

investment opportunities through non-listed vehicles, and the

first transactions are expected to be seen in early 2004.
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The largest property investors in Finland, market values at the end of 2003, EUR billion

 (Source: Companies’ annual reports)

� Institutional investors
� Listed proper ty companies
� Non-listed proper ty companies

*Book value,
**Book value (estimate),
***Book value 2002

“Pension insurance
companies are active

investors in the market”
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In the past few years, some major institutions have actively

restructured their portfolios, which have added to the liquidity

of the market. Examples of these include Pohjola (an insurance

company), Sampo (a bank and life insurance company), which

has sold a significant amount of its portfolio, as well as life

insurance company Suomi, which sold all of its residential

investments in 2003.

Listed sector

There are currently six property companies listed on the

Helsinki Stock Exchange. There are also a couple of larger

property funds that are expected to be listed in the future.

The property stock of the listed property companies comprises

about EUR 2.6 billion (book value at the end of the year 2003),

and it represents only a minor proportion of the total property

stock. Their proportion of the market capitalisation of the

Helsinki Stock Exchange is about 0.6%.

In the latter part of 2003, there were two major transactions

in the listed sector: 85% of the shares of Polar Real Estate

Corporation were acquired by a German listed property

company IVG Immobilien. In a transaction in November, three

major owners, Nordea Bank, Sampo and Kesko altogether sold

ca. 75% of Citycon’s shares. About a half of these were acquired

by foreign investors.

Listed companies have recently been characterised as

active managers of their real estate business. They have

concentrated on both active customer care and interaction

and on determined life cycle management and development

of their property assets.

The Finnish listed sector has suffered from the problems

typical of listed real estate companies: because of taxation

deficiencies their shares have not been attractive to institutional

investors and their shares have traded at a significant discount

compared to their net asset value.
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“Property portfolios are
being restructured”

Name Strategy Book value of Market Largest
property portfolio, capitalisation, shareholders

€ million € million

Sponda Plc Office and logistics 1,240 519 Finnish State
properties Treasury 49.5%,

Foreign investors 18.5%

Citycon Plc Shopping centres, 721.8 161 Ilmarinen 4.7%,
retail parks, Oy H.Kuningas 4.3%,

supermarkets & shops, Foreign investors 56.4%

Polar Real Office and commercial 309 139 IVG Group 85%
Estate premises
Corporation

Technopolis Plc Facilities for 159 64 Households 45.8%
high- tech companies

Julius Tallberg Commercial 95 27 Oy Julius Tallberg AB
Real Estate Plc properties/development

Interavanti Plc Industrial, retail, 31 29 Management
office

“Listed sector competes
with active management”

Main features of Finnish listed property companies

(Sources: Annual reports, HEX)

EUR Billion



The Finnish property industry has been pleading for a tax-

transparent property investment vehicle for several years now.

Rapid international development – e.g. the introduction of the

French REIT as well as the exploratory work by the British

Treasury – has increased the need for

this kind of vehicle. In November

2003, the Ministry of Finance

announced that it is to set up a working

committee to explore the possibilities

of developing the property market

through the launch of REIT-type

vehicles. In this way, the Ministry aims

at increasing the market’s international attractiveness as well

as boosting the supply of rental apartments on the market.

According to the preliminary schedule, the new legislation

will be introduced to Parliament during 2004, and the law

would come into force from the beginning of 2005. Investors’

expectations for the new structure have already diminished

the discounts of the listed companies.

Non-listed companies
There are some non-listed property investment companies

which are major players in the Finnish property market. The

largest one of these is state-owned Kapiteeli, which has its

background in the bank crisis in the early 1990s, and currently

is an active investor and developer with a property portfolio

of about _ 1.2 billion. Another non-listed major player is

Dividum, a company specialising solely in hotel properties.

There are also two major investors in the residential market,

i.e. Sato and VVO, both of which hold significant subsidised

portfolios as well as major market portfolios.

Some of these companies – or parts of them – are expected

to be listed if the legislation for tax-transparent investment

vehiclesare to be introduced onto the market.

Public sector
A major shift in the Finnish property

market in the 1990s was the gradual

centralisation and market-orientation

of the State’s property portfolio. Senate

Properties (the State Real Property

Agency until early 2001) is currently

the largest property owner in Finland,

with a portfolio of about EUR 4.7 billion, and its largest clients

are universities and other government agencies. At the beginning

of 2003, the property holdings of the Ministry of Defence

were transferred to Senate Properties as a natural consequence

of the State’s centralisation strategy. The State is also a significant

shareholder in two major property companies: in the largest

listed company Sponda Plc, of which the State owns about

49%, and in non-listed Kapiteeli Ltd, which is wholly owned

by the State.

The Finnish municipalities are typically significant players

in regional markets, owning the majority of properties required

for public administration and service provision: e.g. schools,

nurseries, health-care centres as well as cultural buildings. The

city of Helsinki is one of the largest property owners in the

whole country. Real estate management has gone through a

considerable development process in

most municipalities in recent years. All

major municipalities have centralised

their real estate management and apply

a market-oriented management policy,

e.g. by charging internal rents from

the occupiers. In recent years there

has been increasing interest in

public–private partnership models in order to boost the

efficiency of property finance, occupation and service provision.

Corporations

Traditionally, property occupiers have had a significant role

in the Finnish property market through large property portfolios.

The majority of commercial property stock has traditionally

been owner-occupied. In recent years, some companies have

actively reduced their portfolios, while others – major retail

companies being one example – remain as major players in

the market.  Typically traditional industrial companies also

own their production facilities both because of the lack of

investment demand and the need to maintain control over

these facilities. One factor currently affecting corporations’

interests in further property outsourcings is the introduction

of the International Financial Reporting Standards, as they will

change the handling of lease contracts in companies’ balance

sheets.

A major shift in the market structure has been the

diminishing role of banks. Until the late 1990s, Finnish banks

used to have a major role in the market both through their

extensive branch network and

significant investment portfolios. Of

the current banks, OP Bank Group’s

individual banks still remain major

players in regional markets, while the

role of other banks is significantly

smaller. In recent major transactions,

Nordea Bank has aggressively sold its

property holdings particularly in

Finland but also in other Nordic countries.

International investors

Until the early 2000s, there were no significant foreign players

present in the Finnish property market. The period of change

started in early 2002, when a Dutch property company

Wereldhave acquired the Itäkeskus Shopping Centre. Since

then, international investors have shown increasing interest in

the Finnish property market, and in almost every significant

transaction there have been international players involved at

some stage of the bidding process. In many of these cases,

“New listings expected if
the new tax-transparent

vehicle is launched”

“Efficiency in property
management through

public–private partnerships”
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Examples of international transactions in Finland

Type of use Time Location Size, Price/ Purchaser Seller
Value

sqm (MEUR)

Portfolios/
Company shares:

Nordea, about 160 many Q1/04 many 200 Catella Investment,
proper ties in Finland  Varma, Nordea Bank

pension fund Nordea

Nordea, 97 properties many Q4/03 many 300 000 IXIS AEW Europe Nordea
in Finland, Sweden,
Norway 

Citycon; 75% of the retail Q4/03 many Many, e.g. Fidelity and Nordea, Kesko, Henki-
shares  Deutsche Bank Sampo

Polar Real Estate; commercial pr. Q4/03 Helsinki area 350 IVG Immobilien Nordea, UPM-Kymmene,
85% of the shares Wär tsilä, Par tek

and SOK

Nordisk Renting AB retail Q2/03 many 450 Royal Bank of Scotland Nordea

Individual buildings:

Kanavanranta 7 retail Q2/03 Helsinki 7 000 13 Julius Tallberg Real Cargill Inc.
(Restaurant Sipuli)  Estate Plc

Itäkeskus Shopping shopping Q1/02 Helsinki 100 000 317 Wereldhave N.V. Sponda
Centre  centre

Stockmann – Tapiola retail Q1/03 Espoo 14 000 36 Wereldhave N.V. Stockmann

Kaivoksela – Spar retail Q1/04 Vantaa 4.6 I/S EjendomsInvest NCC Finland Ltd
(Denmark)

Vetokuja 4, of fice Q4/02 Vantaa 19 000 15 AGV International Leasing Alma Media Oyj
Kaivoksela -industrial  GmbH (LB Kiel Group)

Hotel Tammer hotel Q1/03 Tampere LB Kiel Pension Fennia
(and par t of
Hotel Villa)

Retail Park Pirkkala retail Q3/03 Pirkkala 26 000 I/S EjendomsInvest
(Denmark) TK-Development

Wallac industrial Q1/02 Turku 28 W.P. Carey International Wallac
(US)/Corporate Proper ty
Associates

Gigantti - Jyväskylä, retail Q4/03 Jyväskylä 5 400 7.5 Keops A/S (Denmark) Gigantti Oy
Ahjokatu 1, Seppälä 
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however, domestic players have overridden foreign offers

probably because of lower risk premiums applied.

The year 2003 witnessed several major transactions, both of

individual properties and of major portfolios. Investors in these

include European listed companies (e.g. IVG, IXIS, Wereldhave),

German banks (LB Kiel), American funds (Fidelity) as well as

Nordic developers (TK Development, Skandrenting).

3.2 Real estate service sector

The Finnish real estate service sector has been developing

quickly in recent years. Up until the mid-1990s, the services

available were mainly those related to real estate brokerage,

valuation and property management, and the market was

dominated by domestic players. In recent years, several

international/global service firms have shown increasing interest

in the market, and in recent years many of them have entered

the market through alliances and franchise deals. Currently,

a wide variety of management and advisory services is available

in the market, facilitating the market entry of new players.

In the rapidly reorganising service sector, companies have

adopted different strategies concerning the “breadth” and

“depth” of their range of services. Some companies specialise

in managing the services and service provider networks on

behalf of their clients, whereas some of them offer a “deeper”

service selection and both manage and provide the actual

services by themselves.

Asset/fund management services
Property asset management services have only been widely

available in the market since the early 2000s. Before then, all

major investors had large in-house real estate management

teams, and managed, for instance, their tenant relationships

by themselves. The supply of services has developed together

with large investors’ willingness to concentrate on strategic

portfolio/fund management and to outsource the day-to-day

asset and property management functions to external service

providers.

The first major outsourcing decision was the sale of

Ilmarinen’s property management company (Antilooppi Oy)

to Aberdeen Asset Management in 2001 (later Aberdeen

Property Investors Finland Oy). In January 2004, API announced

it will also start to manage the portfolio that IXIS acquired

from Nordea Bank.

Another major reorganisation was the foundation of Ovenia

Oy, an asset and property management company currently

owned by three major investors, Varma, Sampo and Kapiteeli.

In 2003, Fennia Group sold its in-house asset and property

management company to Tallberg Toimitilajohto Oy, the

Finnish partner of CB Richard Ellis, which also manages some

smaller investment portfolios. Besides these major players,...
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“Increased international
interest”

“Institutional investors’
major outsourcings have
increased the management
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there are some domestic service companies managing smaller

portfolios, e.g. Kiinteistömanagement J. Juhola.

All these agreements are non-discretionary by nature, and

the investors keep control on all investment decisions. The

reason for this is partly Finnish legislation, which requires

pension funds to maintain these functions in-house.

Property and facilities management
services
The Finnish property management service sector is relatively

well developed, as property investors have traditionally

outsourced the majority of property management activities,

excluding those related directly to tenant relationships. Even

in this market, a lot of restructuring has happened in recent

years.

The market for facilities management services has increased

rapidly in Finland. The growth has been fuelled by a couple

of major outsourcing decisions by large occupiers. In these

transactions, service providers have typically bought the FM

organisation of the outsourcing company and have entered

into a partnership-type relationship with their client. The supply

of FM services has mainly emerged from traditional property

management or cleaning companies, which have extended their

service provision towards more occupier-orientated services.

Therefore, they typically have some company-specific

competitive edges because of their differing origins.

Some of the major service providers in the facilities

management service market are of Finnish origin (e.g. Tallberg

Toimitilajohto, Engel), while others are part of an international

company (e.g. ISS, Johnson Controls). In some cases, FM

service providers have entered the Finnish market by following

their major clients (e.g. Johnson Controls). A typical trend in

recent years has also been the gradual entrance of the major

construction companies into the service sector (e.g. YIT,

Skanska, NCC, SRV Viitoset). Some of them have come into

the FM business through their Business Park developments.

In 2003, the service sector experienced a significant

structural change, when YIT acquired ABB’s Building System

services in the Nordic countries, the Baltic countries and Russia.

Through this acquisition, YIT now has significant market

shares in the Finnish property and facilities management

services as well as in technical building system services. YIT

currently offers one of the widest range of service in the market

including both management and the actual provision of services.

Of the major investors, Suomi Group and Pohjola selected

a slightly different strategy compared with other institutions.

In a major reorganisation process, they decided to maintain the

management of tenant relationships in their own organisation

and only outsource property and project management services

to a group of selected service providers.

Advisory, valuation, brokerage services
The supply of different types of advisory service has increased

rapidly in recent years because of both the domestic players’

need for more sophisticated analysis and the market entry of

new players, e.g. international investors. Advisory services are

offered by both management companies and by some specialised

service providers. Of the management companies, Aberdeen

Property Investors Finland and Tallberg Toimitilajohto, e.g.,

also offer analysis and adivsory services, whereas Ovenia, e.g.,

currently concentrates on management services. Tallberg

Toimitilajohto also has strenghtened its market position in

transaction and leasing services as well as in valuation in recent

years.

Catella Property Consultants currently has a leading market

position in valuation and brokerage in the commercial property

market, and it also provides market research and corporate

finance services. Another player with foreign origin in this

market is Newsec, which entered the market in 2001. Savill’s

is represented in Finland through a co-operation agreement

with a small local office. Another entry into the Finnish real

estate service sector occurred in 2001 through the establishment

of Iridium Real Estate, which represents Jones Lang LaSalle in

Finland. Iridium currently concentrates in property transactions

and development services....
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“Rapid entry of
international service

providers in early 2000s”

“The service market is
being restructured through

outsourcings as well as
mergers and acquisitions”



In late 2003, Huoneistokeskus, the largest valuer and

broker in the residential market, announced that it will extend

its services into the commercial property market. Its

competitive advantages include a well-known brand and an

extensive existing branch network. Another significant

domestic player in the brokerage and

property management service market

is SKV, which also has an extensive

nation-wide network. T h e

latest international entrant in the real

estate services market is DTZ, which

announced its partnership of real estate

valuation specialist Estimatum and

occupier/investment services provider

Kauppahuone DJP in February 2004.

3.3 Rental practices

Because of liberal legislation, rental practices in Finland are

varied. From the occupier’s point of view, terms of agreement

are typically quite flexible. Contract periods are typically

quite short where fixed terms are used when compared

internationally. In multi-tenant office buildings a typical fixed

term is from 3 to 5 years.  A common term in Finnish lease

agreements is “until further notice” – an indefinite contract

is valid until either tenant or landlord wishes to terminate it

after an agreed notice period, which

might be 3, 6 or 12 months. These

indefinite lease terms are especially

popular in smaller office units, but

are widely used in other property

types as well. Tenants’ rights are quite

limited in the commercial property

market – for example, a tenant has

no statutory right to a lease renewal.

There are, however, a variety of different options that are

exercised on this issue.

Rents are typically paid monthly, in advance. Traditionally,

rental agree-ments are for “gross rent”, which includes net

rent plus a service charge covering typical operating costs

and minor repairs. Gross rents are where the land rent,

insurance, property taxes and most service expenses are paid

by the owner. This means that management and maintenance

costs for both indoor and outdoor areas of the building are

the owner’s responsibility. This is also the case with heating,

water and waste disposal. When it

comes to cleaning and electricity, the

owner is only responsible for the

communal parts of the building.

Normally the tenant has his or her

own energy and cleaning agreements

concerning the space he or she uses.

The owner is also responsible for repair

and replacement costs if caused by

normal wear and tear.

 In single-tenant buildings, it is more common to apply

net rents. This is typical for hotel agreements as well. For

large industrial units, leases are typically triple-net leases. In

some specific property types, such as business parks, the lease

agreements typically include a varying amount of business

services offered to tenants.

Rents can be indexed freely. The Consumer Price Index

(CPI) is the most commonly used index. Turnover-based rents

are becoming more common in shopping centres, and they

usually consist of a minimum base rent supplemented by an

agreed share of turnover. Hotel rents

are also commonly based on turnover.

Lease terms and other

provisions are dependent on the market

situation in the respective sub-market,

but mostly investors use fixed-term

leases for larger units. Typical fixed

terms in the office property market

have been 3 or 5 years, especially in

multi-tenant buildings. For a purpose-built, single-tenant

office building, 10 years is common. In the commercial

property market, it is also common to agree on a fixed lease

term, which then continues automatically for an indefinite

period until one of the parties wishes to terminate it. In large
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“”Until further notice” is a
common clause in rental

agreements”

“Rental practices
are varied”

Typical leasing practises in Finland

Sector Shopping centre Retail Industrial (large) Hotels Office
Lease term 5 - 10 years 5 - 10 years 5 - 10 years 15 years 3 - 5 years

Basis for rent m2 or turnover m2 or turnover m2 Fixed/turnover m2

Rental payments Monthly Monthly Monthly Monthly Monthly

Agent´s Fee Not commonly 1 - 1.5 1 - 1.5 Not commonly 1.5

(x month´s rent) involved involved

Indexation CPI CPI CPI CPI CPI

Rent Review Annually Annually Annually Annually Annually

Int. repair oblications Tenant Tenant Tenant Tenant Tenant

Ext. repair oblications Landlord Landlord Tenant Tenant Landlord

Building insurance Landlord Landlord Tenant Tenant Landlord

Property taxes Landlord Landlord Tenant Tenant Landlord
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industrial units, the typical lease term is 10–15 years as there

is a lack of investment demand and liquidity in this market.

The need for corporations to outsource operational

property assets has brought innovations in traditional sale-

and-leaseback agreements. Large retail space agreements in

separate buildings often have lease terms of up to 20 years.

3.4 Investment practices

Development

A typical feature of the Finnish property market is that there

have not been many players specialising solely in property

development. As major investors typically have rather

conservative strategies, construction companies and owner-

occupiers have often acted as developers. In the 1990s, two

major Finnish contractors were acquired by Swedish

construction companies (NCC and Skanska). Nowadays,

many Finnish developers/construction companies are actively

developing property-related services for the entire life cycle

of a property. The property development market has also

interested some specialised international players wh have

brought new practices to the Finnish market. One example

of these is Danish TK Development, which specialises in

retail parks.

Traditionally, the most dominant players in the development

process have been construction companies, owner-occupiers

and local authorities, which have typically acted in close co-

operation with each other on development projects. Large

construction companies in particular have generated a

considerable share of their profits through development. For

this purpose they must have a considerable site stock available.

In the past, construction companies typically owned a large

portfolio of sites themselves, but in an effort to keep their

balance sheets light they now often co-operate with other

landowners such as listed or private property companies or

municipalities. This co-operation might take various forms

depending on the project in question.

In order to obtain favourable plans and building permits,

developers co-operate with local authorities, which have a

monopoly on planning in urban areas. The local authorities

can have a dual role in the process, as they often own a great

deal of land, which makes them a significant player in the

market.

Many owner-occupiers have acted as developers as they

own important sites that cater to the needs of the core business.

This is especially typical for large retail companies, which

perceive space and location as one of their core resources,

and are thus inclined to maintain control over this crucial

asset. Some owner-occupiers are also unwilling to relinquish

development profit to outsiders. Large owner-occupiers also

have strong bargaining power with local authorities in planning

issues, as they are an important source of tax revenue for

municipalities.

Institutional investors typically purchase projects from

developers in the latter phases of the development process,

usually before construction starts, although they often interact

with developers from the very early stages of the project. As

they usually have a conservative investment strategy, final

investment decisions are often made only when the majority

of the premises are pre-let. In some large redevelopment

projects, institutional investors have created a pool to retain

the development profit. Institutional investors typically

redevelop the properties in their portfolios by themselves.

The emergence of real estate investment companies has

brought about new practices in the Finnish development field.

Real estate investment companies are often more proactive

in the development process. Close interaction with clients

and customer-orientated real estate management are naturally

their core competencies, giving them a competitive edge in

the development process.

Development consultants have had a limited role in the

Finnish investment market due to extensive in-house

knowledge in the afore-mentioned organisations. There are,

however, some interesting new players in the area as some

service providers have added development consulting to their

range of services. Many major owner-occupiers have also, at

least partially, outsourced their development functions.

Construction companies have been and still are successful

developers in Finland. By combining the roles of development,

construction and, more often, life cycle management services,

companies such as YIT, Skanska and NCC have succeeded

in creating new concepts especially in the office and residential

markets.

Investing in existing property

The Finnish real estate market has often been characterised

as a low liquidity market. However, the volume of transactions

has grown significantly in the past few years because of active

restructuring of the portfolios, major property outsourcings

as well as increase in foreign investment.

In the early 1990s, changes in real estate ownership often

occurred through mergers or acquisitions of entire companies.

This was typical, for example, in the banking and finance

sectors. The rebirth of real estate investment companies in

the late 1990s generated activity as these companies are

actively restructuring their portfolios. Real estate companies

typically bought several properties through combinations of

cash and shares. These types of arrangement have been made...
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“Construction companies
and owner-occupiers act

as developers”


