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The Governor's Review

n 1993, developments in the international en-
vironment were unfavourable for the Finnish
. economy. Demand contracted in Finland's major
export markets, and the international financial mar-
kets were unsettled until the end of the summer. Des-
pite a gradual decline, the level of interest rates in
Europe remained high in view of the prevailing
economic conditions. Calm was not restored to the
money and foreign exchange markets until the EC
countries agreed on a substantial widening of the
fluctuation bands in the exchange rate mechanism
(ERM) of the European Monetary System in August.
Although the fluctuation bands were widened,
exchange rates within the ERM remained fairly
stable for the rest of the year. The gradual decline in
interest rates continued in the autumn. Notwithstand-
ing the problems arising from the recession and the
turmoil in the currency markets, the EU countries
endeavoured to proceed with the integration process
according to the agreed timetable. In addition to and
instead of various national measures, the EU coun-
tries sought to develop a common approach to redi-
recting economic policies in an expansionary direc-
tion. After having been ratified by all member states,
the Maastricht treaty entered into force on 1 Novem-
ber 1993, and the European Community became the
European Union. The European Monetary Institute,
whose establishment is required by the Maastricht
treaty and whose aim is the further integration of
member states’ monetary policies, commenced
operations at the beginning of 1994.
A positive sign as regards the development of
the Finnish economy is that economic activity in the
EU area seems to have recovered — albeit only
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modestly — with the onset of the new year. The eas-
ing of inflation is helping to underpin stability in the
money and currency markets and is paving the way
for a further lowering of interest rates in Europe.

Despite weak demand in the international mar-
kets, the volume of Finnish exports grew excep-
tional(liy fast in 1993 thanks to good competitiveness,
exceeding the previous cyclical peak by a clear mar-
gin. A particularly positive feature of this growth
was that the regional distribution of exports con-
tinued to diversify. Besides the weakening of the
markka, the adjustment of production costs in ex-
porting industries has been an important contributory
factor to the good competitiveness of exports: pay
rises and rises in the prices of other domestic in-
puts have been very moderate and, at the same time,
productivity has improved markedly.

Largely due to the favourable export perfor-
mance but also to modest imports, which were curbed
by the contraction in domestic demand, Finland's
external balance improved rapidly in the course of
last year. In the latter half of the year, the current ac-
count shifted into a modest surplus, which meant
that Finland's heavy foreign debt started to decrease.

Balance was restored to the current account as
a result of adjustment by the business sector and
households. By contrast, the financial deficits and
debt of the central and local government sectors con-
tinued to grow rapidly. Household saving remained
at a fairly high level as companies continued to re-
duce their investment. Companies consolidated their
balance sheets by cutting back investment projects,
repaying their debts and improving the efficiency of
their production. In export companies these measures
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were implemented at the same time as output was
growing and profitability improving. By contrast,
companies operating in the domestic market were
forced to scale down their operations and shed
labour because of weakening domestic demand.

A key challenge facing economic policy in the
near future will be to bring the slump in the domestic
market to an end within the limits provided by the
growth of exports and external indebtedness. Mon-
etary policy has aimed at reducing the level of interest
rates without prompting reactions in exchange rates
that would be difficult to control.

The experiences gained in 1993 of the reac-
tions of currency markets demonstrated that even
though floating exchange rates provide monetary
policy with room for manoeuvre in principle, in
practice it is only possible to advance cautiously,
particularly when the economy is burdened with a
large foreign debt. In the course of 1993, the exchange
rate risks associated with the large foreign debt led at
times to self-reinforcing developments, which were
difficult to manage. The fall in market interest rates
gave rise to pressures on the markka to depreciate,
which, in turn, increased repayments of foreign cur-
rency loans. The depreciation of the markka exacer-
bated the position of domestic-oriented companies
with large foreign debits, led to bankruptcies and in-
creased unemployment, which again tended to in-
crease expectations of a further weakening of the
markka

To counter expectations of the markka's depre-
ciation and to make a lowering of interest rates pos-
sible, the Bank of Finland announced in February
that its aim was to stabilize inflation at about two per
cent, measured by the indicator of the underlying
rate of inflation (ie the consumer price index from
which the effects of government measures have been
removed), by 1995.

During the past year, the conduct of monetary
policy was also hampered by the fact that expecta-
tions concerning government finances, pay settle-
ments and economic developments both interna-
tionally and at home were readily reflected in the ex-
ternal value of the markka.

Towards the end of the year, conditions in the
Finnish financial markets stabilized appreciably. In-
terest rates fell throughout the year, but in early 1993
the fall was attributable to heavy capital imports by
the central government. In the last months of the
year, the restoration of balance to the current account,
strengthening optimism about an improvement in
economic conditions, the savings targets set for cen-
tral government finances and increased confidence
in the fact that inflation would remain low were ref-
lected in pressures on the markka to appreciate and
on long-term interest rates to fall. These positive
factors made it possible to ease monetary policy to
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the extent that short-term market rates fell clearly
below German rates at the end of 1993. However, the
differential between Finnish and German long-term
market rates, which can be considered an indicator
of market confidence in the country's anti-infla-
tionary policy, was still in the region of one percent-
age point. The Bank of Finland's base rate, which is
used as the reference rate for tax-exempt deposits
and old loans — and thus mainly affects income dis-
tribution — was progressively lowered in line with
movements in market rates by a total of four percent-
age points to 5 1/2 per cent in the course of 1993.

The main structural problems of the economy
— widespread unemployment and the large public
sector deficit — cannot be resolved by monetary and
counter-cyclical policy measures. The public sector
deficit is being swelled by the interest expenses
arising from the growing foreign debt. Over the next
few years, a firm commitment to the consolidation
of public finances will be a key factor in safeguard-
ing the room for manoeuvre in monetary policy and
in policies aimed at creating export capacity in the
private sector and stimulating domestic demand
without resort to foreign debt.

The new year offers some hope of an improve-
ment in the economy. The fall in market rates and in-
creased confidence in the strengthening of the mark-
ka will support output and incomes and at the same
time improve bank profitability through lower finan-
cing costs and reduced credit losses. Higher capacity
utilization, due to the growth of exports, and the revival
of demand in the international markets will contribute
to a gradual increase in investment. However, there is
no reason to expect a stron% recovery in economic
growth. The contraction in households' purchasing
power, uncertainty about jobs and continuing high
debt levels will keep the propensity to save high and
the propensity to invest moderate.

To what extent there will be room in this situa-
tion for monetary policy to support economic recov-
ery will depend partly on confidence in efforts to
improve the central government's financial position
and partly on developments in wages and other do-
mestic costs. As long as inflation expectations re-
main subdued, stronger confidence in the economy
in general can be channelled to the lowering of in-
terest rates. It is of utmost importance under these
conditions to avoid overheating in the export sector
and soaring costs. This is best achieved through the
appreciation of the markka.

ot i
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Economic Developments

Growth of foreign debt came to a halt

In 1993, the external balance of the Finnish econo-
my improved rapidly. In the final months of the year,
the current account swung into a surplus, thus bring-
ing an end to the growth of the country's foreign
debt. Thanks to an increase in exports, total output
recovered slightly in the last months of the year;
however, total output for the year as a whole con-
tracted by 2.6 per cent from the previous year. From
its peak in late 1989 and early 1990, the level of total
output has declined by almost 15 per cent (Chart 1).
There was a further sharp fall in the number of em-
ployed, and the unemployment rate rose to 19 per
cent in December. In 1993, central government ex-
penditure exceeded central government revenue by
an even larger margin than the year before because
of mass unemployment, erosion of the tax base and
soaring interest payments.

Consumer prices rose by a mere 1.5 per cent in
the course of 1993. The level of earnings was only
marginally higher on average than in the previous
year, and wage moderation was maintained in the
new pay agreements reached near the end of the
year. The early months of the year were character-
ized by uncertainty about exchange rate develop-
ments but interest rates gradually declined to the level
prevailing in Europe, and the markka's exchange rate
also began to strengthen towards the end of the year.
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Recession in industrial countries continued

The economic performance of industrial countries
was marked by sharply divergent trends. The reces-
sion deepened further in continental Europe and Ja-
pan, and output declined in many countries impor-
tant for Finnish exports. By contrast, in North Amer-
ica and the United Kingdom, where the recession
had started earlier than in other industrial countries,
there was a clear recovery in economic activity. In
the last months of the year, the economies of conti-
nental Europe also embarked on a modest upturn.
Total output in the OECD countries on average in-
creased by only 1 per cent in 1993, and output in the
European OECD countries decreased slightly. How-
ever, thanks to strong growth in the rapidly industri-
alizing countries of the Far East, the volume of world
trade increased by some 2 per cent.

As a consequence of slow growth, international
inflation remained subdued. In the course of the
year, consumer prices rose by less than 3 per cent in
the OECD countries. Prices of primary commodities
and oil fell markedly inspite of efforts to cut back
production.

In Europe, interest rates gradually declined in
the course of 1993. In Germany, monetary policy
was eased only slowly because, unlike in other coun-
tries, prices rose rapidly in Germany in the first half
of the year. Interest rates remained high in view of
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the economic conditions prevailing in many coun-
tries. In the early months of the year, the foreign ex-
change markets within the European Community's
Exchange Rate Mechanism (ERM) remained stable
but in the spring the currencies of Ireland, Spain and
Portugal came under renewed pressure and were de-
valued. As economic activity in the economies of
Western Europe continued to weaken and the neces-
sary conditions for a rapid fall in German interest
rates did not appear to exist, the other ERM curren-
cies again came under intense speculative attack. At
the beginning of August, the ERM countries agreed
to widen the fluctuation bands of their currencies to
15 per cent on either side of existing central rates.

Though the fluctuation bands were broadened,
exchange rate movements were minor and fears of
competitive devaluations receded. After August, mon-
etary policy was gradually eased in Germany in line
along with the slowdown in inflation, and interest
rates in other countries followed suit. However, real
interest rates remained high.

As a result of the deepening of the recession,
there were large government budget deficits in most
countries. Since the developments in central govern-
ment finances seemed unsustainable, many coun-
tries started to cut government spending inspite of
the recession. Japan was the only country able to
pursue an expansionary fiscal policy, although the
European Union — in addition to national measures
implemented in member states — attempted to find a
common economic prescription that would support
economic growth in the area.

Exports grew and diversified
into new markets

The volume of exports of goods and services grew
by 17 per cent (Chart 2) and the value by about one-
quarter in 1993. Demand weakened in many of Fin-
land's major export markets and thus the volume of
goods exports to the EC and EFTA areas grew only
slightly. But owing to exceptionally good price com-
petitiveness in manufacturing, which improved fur-
ther in 1993, companies were able to redirect supply
to expanding markets in, for example, the Far East
and North and South America (Chart 3). Exports to
the Baltic states and Russia also grew substantially.
Altogether, the volume of merchandise exports to
markets outside Western Europe increased by over
50 per cent.
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Inspite of the weakening of the markka, the rise
in markka-denominated export prices was modest.
Foreign currency-denominated prices of forest-
based products fell markedly because of the de-
pressed economic conditions in major markets and
continuing global excess capacity in the sector. In-
creases in export prices in the basic metals and
chemical industries were also subdued. However,
developments in export prices of metal and engi-
neering products were better than those of bulk
products. Import prices fell by less than export pric-
es. However, the deterioration in the terms of trade
came to a halt in the second half of the year.

Companies' and households'
indebtedness restricted
domestic demand

The volume of business fixed investment decreased

by one-fifth. Inspite of the rapid growth of exports
most companies still had ample spare capacity. This,

Domestic economic performance

together with high debt levels, dampened compa-
nies' willingness to invest (Chart 4). Companies
strengthened their capital structure and reduced their
currency risks by paying back large amounts of their
outstanding foreign currency loans.

The debt burden of manufacturing companies
eased in 1993. By contrast, the financial position of
companies operating in the domestic market deteri-
orated further, partly because the markka value of
their foreign currency loans increased as the markka
depreciated. In the course of the year, bankruptcy
threatened increasingly larger companies and indeed
some major companies went bankrupt or underwent
debt restructuring. However, the total number of
bankruptcies stopped rising.

Households' real disposable income fell by 4
per cent even though tax refunds for the previous
two years were paid in 1993. The volume of private
consumption declined by 5 per cent. Whereas house-
holds had responded to earlier falls in income by re-
ducing their spending mainly on consumer durables,
in 1993 they also cut back their spending on services
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and daily consumer goods. Households continued to
save a substantial portion of their income; nonethe-
less, the amount of debt in relation to income re-
mained practically unchanged (Chart 5).

Activity in the housing market picked up sub-
stantially but focused mainly on old dwellings. The
fall in house prices, which had continued for almost
three years, came to a halt in early 1993. Though
prices started to rise modestly in the autumn, the
price level remained low in comparison with con-
struction costs. Besides poor profitability, housing
construction was curbed by the fact that banks and
construction companies still had unsold dwellings in
their hands. Consequently, new housing production
fell substantially. Repairs and renovation work
picked up in the course of the year, partly because
of government subsidies. The increase in the number
of building permits granted in the autumn pointed to
a gradual recovery in housing production.

Total output declined and
employment weakened

The volume of output increased by more than 10 per
cent in those industries producing mainly for export,
eg the forest industries and the electrical and elec-
tronic products industries. However, since domestic
demand remained weak, output in total industry in-
creased by 5 per cent.

The effect of the overheating at the end of the
1980s continued to be reflected in the output of the
construction and service sectors in the form of a fur-
ther contraction. Since these sectors account for a
large share of total output, GDP declined by 2.6 per
cent. Towards the end of the year, industrial output
regained the level of the previous cyclical peak but
output in the rest of the private sector and in the pub-
lic sector was almost one-fifth below the high point
reached in 1990.

In 1992-1993, imports contracted more slowly
than total output, despite the weakening of the mark-
ka. Some large import deliveries, which had been or-
dered earlier, took place in early 1993; in addition,
the growth of industrial production boosted demand
for imports. The prolonged recession has further
eroded the domestic production base and this seems
to have limited the scope for replacing imports by
domestic production, even though improved compe-
titiveness has created the necessary conditions for it.
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Some 450 000 jobs have been lost in Finland
since 1990. In 1993, the number of employed de-
creased in all sectors of the economy, including the
public sector. The number of employed in manufac-
turing fell by 7 per cent on average in the course of
the year but started to rise in the metal and engineer-
ing industries in the final months of the year.

The average unemployment rate for 1993 was
almost 18 per cent (Chart 6). At the end of the year,
some 470 000 persons were unemployed. With the
protraction of the recession, the share of long-term
unemployed in this figure has increased. At the end
of the year, one in every four unemployed had been
out of work for longer than one year and the average
length of the unemployment period exceeded 34
weeks, Of the total number of unemployed, 86 000
were under 25 years of age and the unemployment
rate for this age group was 36 per cent. Labour sup-
ply has declined by over 70 000 during the recession,
and particularly the share of young people in the la-
bour force has decreased.

Balance quickly restored
to the current account

As a result of the rapid growth of exports, the trade
surplus almost doubled from the previous year, and
amounted to more than FIM 30 billion (Chart 7).
Earnings on the services account increased by about
one-fifth, while expenditure remained broadly un-
changed. The improvement in the services account
was mainly due to a decrease in foreign travel. In-
terest payments on foreign debt continued to rise
because of the growth of foreign debt and the de-
preciation of the markka. Net interest payments
amounted to 6 per cent of GDP. The current account
still posted a deficit of almost FIM 6 billion for the
year as a whole, some FIM 17 billion less than in the
previous year. The narrowing in the deficit was due
to a rapid increase in the financial surplus of the pri-
vate sector; by contrast, the financial deficit of the
public sector continued to grow.

Inflation slowed
Though the rise in import prices resulting from the

weakening of the markka came to a halt in the initial
months of the year import prices were still 9 per cent

YEAR BOOK 93



higher on average than in the previous year. Reflect-
ing moderate domestic cost developments, consum-
er prices rose by 2.2 per cent on average from the
previous year (Chart 6). The fall in interest rates
slowed the rise in the consumer price index by just
over one percentage point and the fall in house pric-
es by 0.3 percentage point. Measures taken in the
public sector contributed about half a percentage
point to the rise in the consumer price index.

In February 1993, the Bank of Finland an-
nounced its aim to stabilize the underlying rate of in-
flation at about 2 per cent by 1995. In November
1993, the underlying rate of inflation was 3.6 per cent.

In autumn 1992, pay agreements were reached
without increases in contractual wages for the sec-
ond consecutive year. As wage drift was also mini-
mal, the level of wage and salary earnings was only
just under 1 per cent higher than a year earlier. Wag-
es rose slightly more in the public sector than in the
private sector. Hourly labour costs were boosted by
a rise in indirect labour costs but unit labour costs
fell by over 3 per cent as a result of increased pro-
ductivity.

In autumn 1993, the wage negotiations for
1994 ended up by being conducted at union level.
In manufacturing, the labour market organizations
agreed on average pay increases of 3 per cent for the
coming year. In the service sectors and the public
sector, negotiated wage rates will remain unchanged
but labour costs will decrease slightly because of
cuts in other employment benefits. Decisions on de-
tails concerning working conditions were trans-
ferred to the local level and eg working time ar-
rangements were made more flexible.

Central government's
budget deficit grew

In fiscal policy the prime aim continued to be to curb
government expenditure. When setting the budget-
ary ceilings in February 1992, the Government had
decided that government expenditure should return
to its 1991 level by 1995. In March 1993, the Gov-
ernment confirmed its commitment to these ceilings
in the budgets for 1994 and 1995. However, the bud-
getary ceiling was revised so that capital support to
the banking sector and the resulting interest pay-
ments, which constitute a major additional expendi-
ture item, were excluded from it. The Government
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also set the target of halting the rise in the level of
indebtedness so that the ratio of debt to GDP would
not exceed 70 per cent in 1997.

In the budget proposal submitted to Parliament
in September 1993, the Government aimed at reduc-
ing the volume of expenditure subject to the budget-
ary ceiling by about 4 per cent in 1994. At the same
time, the Government proposed the tightening of
taxation mainly by raising households' taxes and so-
cial insurance contributions. However, at the begin-
ning of December, the Government decided to alle-
viate some of these decisions in order to boost in-
vestment and employment. It was considered that
the improvement in the external balance had in-
creased the room for manoeuvre in fiscal policy. At
the same time, the Government confirmed its com-
mitment to the long-term objective of restoring bal-
ance to central government finances.

The depressed state of the economy hampered
the curbing of central government expenditure in
1993. The volume of expenditure exceeded the ceil-
ing set for budgetary expenditure in 1993 because
spending on unemployment benefits and interest
payments on central government debt turned out to
be greater than projected. Since, moreover, tax rev-
enue also declined, the central government revenue
deficit rose to 11 per cent of GDP (Chart 8). How-
ever, the net financing requirement did not grow any
further because the level of capital support to the
banking sector decreased from the previous year. At
the end of the year, central government debt stood at
FIM 255 billion, ie 54 per cent of GDP; foreign cur-
rency-denominated debt amounted to just over FIM
160 billion.
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Monetary Policy

The markka continued to float —
monetary policy was eased

Monetary policy was eased in the course of 1993, al-
though developments in both the domestic and inter-
national environment hampered the implementation
of policy from time to time. The aim of the Bank of
Finland was to lower interest rates without jeopard-
izing the favourable developments in inflation and
precipitating a further depreciation of the markka.
Following the abandonment of the markka's ECU
peg on 8 September 1992, the markka continued to
float in 1993.

The foreign exchange market remained ner-
vous throughout the year. Market reactions showed
that monetary easing could only proceed with cau-
tion because of the country's large foreign debt. Par-
ticularly in the early part of the year, the rapid nar-
rowing of the differential between domestic and for-
cign interest rates exerted downward pressure on the
markka. This accelerated the repayment of foreign
currency loans and worsened the position of domes-
tic sector firms with foreign currency debts. Bank-
ruptcies and unemployment increased, adding to ex-
pectations of a further depreciation of the markka.

In order to dispel expectations concerning in-
flation and exchange rates, the Bank of Finland an-
nounced an explicit inflation target in February. The
aim was to stabilize the inflation rate at about 2 per
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cent by 1995. The 'indicator of underlying inflation',
which is based on changes in the consumer price in-
dex, excluding mainly the effects of housing-related
capital costs and indirect taxes and subsidies, was
chosen as the appropriate measure of inflation. In
the course of the year, the Bank of Finland empha-
sized the importance of low inflation as a precondi-
tion for lower interest rates and better economic per-
formance.

International economic and political events
were reflected in the Finnish money and foreign ex-
change markets throughout the year. The exchange
rates of the markka and the Swedish krona moved in
a broadly parallel fashion. In the summer, the Bank
of Finland intervened in the foreign exchange mar-
ket to alleviate pressure on the markka caused by a
weakening of the krona. The difficulties experienced
in the European Exchange Rate Mechanism (ERM)
and, in the autumn, the political troubles in Russia
generated downward pressure on the markka. In
contrast, the autumn wage negotiations, the discus-
sions on the government budget for 1994 and the
splitting up of the Savings Bank of Finland did not
lead to disturbances in the money and foreign ex-
change markets. In the latter stages of the year the
markets calmed and confidence in the markka in-
creased.

Interest rates declined substantially during the
year (Chart 9). The Bank of Finland lowered the
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base rate in steps from 9.5 per cent to 5.5 per cent.
Money market interest rates fell by 10 percentage
points from their level prior to the floating of the
markka and stood at about 56 per cent at the end
of the year. Short-term money market rates dropped
below corresponding German rates in the final
months of the year. Similarly, long-term reference
interest rates declined by some 8 percentage points
but still remained about one percentage point above
corresponding German rates. One of the factors con-
tributing to the fall in interest rates was the decline
in European rates. This was reinforced by the central
government's capital imports in the early part of the
year and its efforts to promote fiscal consolidation as
well as by moderate cost developments in the do-
mestic sector.

The Bank of Finland specified
its inflation target

Following the floating of the markka, the exchange
rate ceased to function as an intermediate target of
monetary policy. In evaluating the effects of mone-
tary policy, the Bank of Finland looks at several in-
dicators, including credit expansion, the monetary
aggregates and developments in interest rates and
exchange rates. Movements in asset prices are also
monitored. A commitment to explicit, publicly an-
nounced intermediate targets proved to be impossi-
ble. In order to stabilize the foreign exchange market
and suppress long-term inflation expectations, it was
judged necessary to make the objective and operat-
ing rules for monetary policy more specific.

In February 1993, in connection with its pro-
posal to lower the base rate, the Bank of Finland's
Board of Management specified the guidelines
which would serve as a basis for formulating mon-
etary policy over the next few years. The stabiliza-
tion of the inflation rate at about 2 per cent by 1995
was set as the target and the indicator of underlying
inflation was selected as the appropriate measure of
inflation. The indicator is calculated on the basis of
changes in the consumer price index adjusted to ex-
clude the effects of indirect taxes, subsidies, housing
prices and mortgage interest payments. In the course
of the year, the Bank of Finland repeatedly empha-
sized the importance of the inflation target. Expec-
tations that inflation will remain low are a key con-
dition for lower interest rates and economic recov-
ery. The Bank of Finland also emphasized that under
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a floating exchange rate regime the adjustment of
Finland's international competitiveness back towards
its long-term trend should take place through an
appreciation of the markka rather than through an
acceleration of domestic inflation.

Rapid fall in interest rates increased
instability in the early part of the year

At the beginning of 1993, it was apparent that the
performance of the economy, especially the domes-
tic sector, would be weaker than forecast. Despite
the rise in import prices, inflation remained sub-
dued, thus creating room for lower interest rates. In
February, however, the rapid narrowing of the gap
between domestic and foreign interest rates led to a
re-acceleration of the depreciation of the markka,
and the Bank of Finland was forced to intervene
heavily in defence of the currency.

At the beginning of February, the Bank of Fin-
land decided to cut the base rate by one percentage
point to 7.5 per cent, with effect from the middle of
the month. By chance, the Bundesbank and coun-
tries that closely follow German monetary policy an-
nounced interest rate cuts on the same day. Together,
these changes in interest rates brought heavy down-
ward pressure to bear on market rates. The Bank of
Finland allowed its tender rate and short-term mar-
ket rates to move lower, whereupon the differential
vis-a-vis German money market rates narrowed by
about one percentage point (Chart 10).

As the interest rate differential narrowed, com-
panies in the private sector stepped up their repay-
ments of foreign currency loans. The markka began
to depreciate and exchange rate volatility increased
considerably. The increased uncertainty led to a wid-
ening in the spread between buying and selling rates.
In order to calm conditions in the foreign exchange
market, the Bank of Finland intervened in support of
the markka.

Nonetheless, expectations of a further depreci-
ation of the markka persisted and the Bank of Fin-
land was forced to sell foreign currency in large
amounts during the following weeks in order to prop
up the markka (Chart 11). The Bank's spot sales of
foreign currency totalled FIM 25.7 billion in the first
quarter of the year. The Bank's net reserves (foreign
exchange reserves plus forward position) fell from
FIM 26 billion at the beginning of February to
FIM 17.5 billion at the end of March. Capital im-
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ports by the central government, amounting to
FIM 28.4 billion in net terms in the first quarter,
partly offset the capital exports of the private sector.

Expectations of a further depreciation of the
markka subsided in early April. Interest rates de-
clined and the markka strengthened. In mid-April,
the Bank of Finland bought foreign currency in the
spot market for the first time in the year. Several fac-
tors were behind the markka's firmer tone. These in-
cluded, initially, expectations of the completion of a
number of major export deals and, later, a faster-
than-forecast expansion in exports and improvement
in the current account balance, a reduction in lay-
offs in manufacturing and a rise in the profitability
of export firms. The Bundesbank's surprise cut in in-
terest rates also eased the situation and paved the
way for interest rate cuts in other European coun-
tries. In late April, interest rates also declined in Fin-
land.

Wage negotiations increased tension
in the foreign exchange market

In the labour market, the possibilities of concluding
new collective agreements were already explored in
May. Among the proposals made by the employers
were that agreements should be less binding and that
labour market flexibility should be enhanced by re-
ducing minimum wages for the young and by easing
the terms for employing the long-term unemployed.
The Government supported the lowering of mini-
mum wages and threatened to push a bill on the mat-
ter through Parliament if the labour market organi-
zations did not reach agreement. The Board of the
Certral Organization of Finnish Trade Unions de-
cided to start making preparations for industrial
action should the Government present a bill to Par-
liament without the support of the labour organi-
zations. However, the strike threat was cancelled in
the latter part of May after the Government backed
down on its attempt to lower minimum wages.

The threat of a strike, coupled with the publi-
cation of forecasts pointing to a gloomier outlook
for the economy, checked the decline in domestic in-
terest rates, and the differential vis-a-vis German
money market rates widened again. After the situa-
tion had quietened down, interest rates resumed their
downward trend and by mid-June Finnish short-term
money market rates were on a par with German
rates.
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International pressures were reflected
in interest rates and
the markka's exchange rate

The changes that took place in the European Mon-
etary System (EMS) in autumn 1992 had not dis-
pelled all the pressures that had built up; rather, they
had even been partly to blame for provoking new
tensions. Because of the acceleration of inflation
caused by German reunification, the Bundesbank
continued to pursue tight monetary policy. As the
other countries in the ERM endeavoured to adhere
to their agreed exchange rate parities, the level of
German interest rates to a large extent determined
interest rates in the ERM countries as well as in oth-
er Western European countries. But the level of Ger-
man interest rates was too high for several of the
ERM countries in relation to their own economic
conditions.

The Irish punt, the Spanish peseta and the Por-
tuguese escudo were devalued in the early part of the
year. But even these adjustments proved to be insuf-
ficient, and as summer wore on, the French franc and
the Danish krone, in particular, came under mount-
ing pressure. Expectations increased that the Bun-
desbank would cut interest rates, and in late July it
did cut the Lombard rate by Y2 percentage point but
left the discount rate unchanged. The move came as
a disappointment to the markets, and immediately
led to the emergence of pressures in the ERM coun-
tries and, in particular, to speculation against the
French franc, Danish krone and the Belgian franc.
Over the first weekend in August, the EC central
bank governors and finance ministers decided to in-
crease the width of the ERM fluctuation bands to
+15 per cent, except for those of the deutschmark
and the Dutch guilder, which were kept at £2.25 per
cent. The central rates were not changed and it was
announced the broader bands would remain in force
for an indefinite period. The widening of the curren-
cy bands did not, however, result in any appreciable
easing of monetary policy in Europe.

Following the decision of 19 November 1992
to float the Swedish krona, the markka and krona
for a long time moved in tandem with each other
(Chart 12). The parallel downward movement in the
two currencies ended in early February, when the
markka depreciated sharply. A renewed weakening
of the krona beginning in late June prompted the
Bank of Finland to intervene to alleviate the effects
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on the domestic money and foreign exchange mar-
kets. By contrast, in late August, news of a deepen-
ing in the recession in Sweden and the Swedish gov-
ernment's budget problems were allowed to be re-
flected in the markka's external value. Long-term in-
terest rates also rose slightly.

Political disturbances in Russia — ie President
Boris Yeltsin's decision in September to disband
Parliament and the clash that ensued — put down-
ward pressure on the markka in late September and
early October. By contrast, the results of the Decem-
ber parliamentary elections had only a minor impact
on the Finnish markets.

The depreciation of the markka in mid-Novem-
ber was due to both a weakening of the Swedish kro-
na and the threat of a bank strike at home in connec-
tion with the ongoing wage negotiations. On the oth-
er hand, the threat of a bank strike induced firms to
repatriate their foreign currency holdings, which
helped to strengthen the markka. After the threat of
a strike had receded, the markka appreciated in the
closing weeks of the year and interest rates resumed
their downward trend.

At the end of the year, the three-month HELI-
BOR was nearly five percentage points below its level
at the beginning of the year. The markka's value
against the deutschmark was little changed from the
beginning of the year, ie some 15 per cent weaker than
it had been before it was floated in September 1992.

Base rate cut five times

The Parliamentary Supervisory Board of the Bank
of Finland adjusted the base rate more frequently in
1993 than has generally been the case in the past
(Chart 9). In the markets, these changes were per-
ceived more clearly than before as monetary policy
signals. This was particularly apparent at the begin-
ning of February when, following the decision to cut
the base rate to 7.5 per cent as from the middle of
the month, market interest rates immediately began
to decline, the differential vis-a-vis foreign interest
rates narrowed and the markka depreciated. Re-
sponding to the decline in market rates, the Parlia-
mentary Supervisory Board again cut the base rate
by half a percentage point to 7.0 per cent with effect
from May 17. Low inflation and signs that it was
likely to continue made further cuts in the base rate
possible. It was cut to 6.5 per cent in mid-June, to
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6 per cent in mid-August and to 5.5 per cent at the
beginning of December,

Central government's share of
foreign debt grew rapidly

The foreign exchange reserves grew in the early part
of the year, largely on account of capital imports by
the central government, and in the summer they ex-
ceeded their level prior to the floating of the markka.
In early autumn, the reserves began to decline again,
as the Bank sold foreign exchange in an effort to
counter downward pressure on the markka. But in
the latter part of the year, the reserves resumed their
upward trend, and amounted to FIM 33.9 billion
(incl. the Bank's forward position) at the end of the
year. This represented an increase of nearly FIM 20
billion from one year earlier (Chart 13).

Finland's net foreign debt grew in the course of
the 1993 and totalled FIM 276.9 billion at the end of
the year, which was equivalent to just under 60 per
cent of gross domestic product. The main factor con-
tributing to the growth of the debt was the depreci-
ation of the markka. The net capital flows of the cen-~
tral government and the private sector were in the
opposite directions: the central government import-
ed capital while the private sector exported capital in
net terms (Table). The central government imported
capital in order to support its efforts to stabilize the
foreign exchange market and bring down interest
rates. The central government's share of Finland's
total foreign debt grew during the year from nearly
one-half to about two-thirds.

The central government's foreign debt has
grown substantially only during the last two years.
Repayments were still relatively small in 1993, as
the bulk of the debt is in the form of bullet bonds,
which are repayable in one lump sum. On the other
hand, the central government's interest payments on
foreign currency loans rose to some FIM 10 billion,
ie 2 per cent of GDP.

The central government raised funds abroad
mainly by issuing bonds. The foreign debt of the pri-
vate sector is composed of both bank loans and
bonds. In 1993, companies' repayments of outstand-
ing bonds exceeded their new issues. By contrast.
net borrowing from foreign banks increased as a re-
sult of additional long-term borrowing by compa-
nies and banks; however, banks' total foreign fund-
ing declined substantially.
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Large companies in the open sector of the
economy have borrowed from abroad in their own
names whereas companies in the sheltered sector
have raised foreign currency loans mainly through
financial institutions. Bank loans raised directly by
companies from abroad grew to some extent in
1993. The repayment of foreign currency loans was
undertaken largely by companies in the sheltered
sector, which could not service such loans out of ex-
port earnings. Banks had to book some foreign cur-
rency loans as non-performing assets because of
companies' payment difficulties and bankruptcies.
These loans were either converted into markka-
denominated loans or written off as credit losses.
Thus the net decrease in foreign currency loans did
not reduce companies’ actual total debt by a corre-
sponding amount.

Foreigners' investments in Finnish securities
increased substantially. Restrictions on the sale of
shares to foreigners were lifted at the beginning of
1993. Net sales of shares amounted to FIM 12.7 bil-
lion for the year, the bulk of which were shares of
non-bank firms. As share and bond prices rose in the
course of the year, the market value of foreigners' se-
curities holdings increased substantially.

Financing of the current account, FIM million

Overall, foreigners hedged only a small portion
of their portfolio investments in Finland in 1993,
which clearly reflected an increased disposition on
their part to hold open markka positions. This was
an indication of growing confidence in the Finnish
economy.

Growth of bank lending and
monetary aggregates was subdued

Bank lending to the public declined further in 1993.
The main reason for this was the continuation of the
economic recession, which curbed the public's de-
mand for credit despite lower interest rates. True, the
banks' more cautious approach to granting credit
and more stringent collateral requirements also
dampened lending. Expectations of a depreciation of
the markka and of lower domestic interest rates in-
duced the public to shift from foreign currency loans
to markka-denominated ones (Chart 14).

The growth of recent years in lending by non-
bank financial institutions has to some extent offset
the decline in bank lending. In 1993, however, non-
bank lending declined, largely as a result of the
tightening of the terms applied to the lending back
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of funds by TEL, the private sector occupational
pension scheme.

The average interest rates on bank lending and
funding decreased by more than three percentage
points in 1993. In the latter half of the year, the av-
erage rate on new loans was lower than the average
rate on outstanding loans. Banks' interest margins
widened with the fall in interest rates.

The broad monetary aggregates', M2 and M3,
moved largely in step with bank lending. On the oth-
er hand, the narrow monetary aggregate, M1, grew
at an annual rate of 5-10 per cent during the year.
The marked difference in the rates of growth of the
aggregates is explained by the decline in interest
rates and the rise in the withholding tax rate on in-
terest income (Chart 15). The amount of deposits
subject to the withholding tax declined while the
amounts of transaction deposits and other tax-
exempt deposits increased. Investors accustomed to
high deposit interest rates switched some of their
funds temporarily into higher yielding bonds and
transaction deposits to await further portfolio adjust-
ments.

Minimum reserve system replaced
cash reserve deposits

The cash reserve agreement signed between the
Bank of Finland and the banks on 26 April 1990
gave rise to problems as market interest rates de-
clined. Under the agreement, the Bank of Finland
paid interest on cash reserve deposits at a rate which
was three percentage points below the three-month
HELIBOR but at least 8 per cent. This meant that
when the three-month HELIBOR dropped below
8 per cent the cash reserve system became a source
of interest subsidy to the banks. For this reason, the
outstanding cash reserve deposits were paid back in
full to the banks at the beginning of June.

In the spring, the Bank of Finland held nego-
tiations with the banks concerning the replacement
of the cash reserve system by a new minimum re-
serve system. As the negotiations did not lead to an

! The money aggregate M1 includes currency held by the public
as well as the public's cheque, giro and other transaction ac-
counts in banks. M2 includes M1 plus fixed-term deposits and
other deposits in banks. M3 includes M2 plus the public's
holdings of bank certificates of deposit.
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agreement, legislation providing for the replacement
of the cash reserve system by the minimum reserve
system was enacted and took effect on 1 July.

Under the new system, banks are required to
keep non-interest-bearing deposits at the Bank of
Finland amounting to a certain percentage of their
funding. The Bank of Finland sets the reserve re-
quirements, which cannot exceed 5 per cent of a
mandatory reserve holder's total liabilities. The re-
quirements are graduated according to the monetary
aggregates used by the Bank of Finland so that the
greater the 'moneyness' of a funding item, the higher
the required reserve ratio.

For deposits included in narrow money, M1,
the Bank's Board of Management set a requirement
of 2 per cent until further notice. For other items in-
cluded in the broad monetary aggregate, M2, the re-
quirement is 1.5 per cent while for the remaining
items included in the broadest aggregate, M3, the
requirement is 1 per cent. If a bank fails to meet its
reserve obligation on time, it is charged interest on
the shortfall at an annual rate which is five percent-
age points above the current highest rate charged on
central bank credit.

The purpose of the minimum reserve system is
to increase the effectiveness of the Bank of Finland's
monetary policy instruments. Because minimum re-
serve deposits do not earn interest, the cost to banks
of holding reserves rises and falls in line with the
level of interest rates. In this way, the minimum re-
serve system stabilizes movements in the supply of
money and credit and automatically increases the ef-
fectiveness of monetary policy, even when the re-
serve requirement remains unchanged. The system's
effectiveness can be increased or decreased by rais-
ing or lowering the reserve requirement in accord-
ance with prevailing economic and monetary condi-
tions. The minimum reserve deposits serve as collat-
eral for banks' liquidity and intraday credits (see
p. 41 for a more detailed discussion of liquidity cred-
its, intraday overdrafts and collateral requirements).

At the end of the year, minimum reserve depos-
its at the Bank of Finland amounted to FIM 6.4 bil-
lion (Chart 16); at the end of 1992, interest-bearing
cash reserve deposits had amounted to FIM 13.2 bil-
lion.

YEAR BOOK 93

21

14

Chart 17

THE BANK OF FINLAND’S LIQUIDITY FACILITY

b
=

4

| LSO O T T VO O O B T |

i

3 6 9
1992
rate (prior to

1k
2. Tender rate
3. Call mone

4, Maturity oty

12 3 6 9 12
1993

3 July 1992 calt money credit rate)

deposit rate
liquidity credit, days (left scale)

O T O O O OO T I

3 [} 9
1992

12 3 6 9 12
1983

1. Spread between liquidity credit rate and tender rate

2. Spread between call money

deposit rate and tender rate

%

15

10

25



Structure of liquidity system
interest rates was revised

The Bank of Finland sets the interest rates applied
in the liquidity system so as to discourage banks
from resorting directly to central bank credit and to
encourage them instead to hold call money deposits
with the central bank. In 1993, the banks did, in fact,
make lesser use of liquidity credit, but at the same
time they attempted to minimize their call money
deposits.

As interest rates declined, the cost of liquidity
credit became cheap relative to the call money de-
posit rate and market rates. As a result, the banks be-
gan to make more frequent use of liquidity credit. At
the beginning of December, the interest rate struc-
ture applied in the system was revised: the liquidity
credit rate was set at two percentage points above the

26

Bank of Finland's prevailing tender rate as opposed
to one percentage point previously; the call money
deposit rate was set at a two percentage points below
the tender rate as against three points before. The
maturity for liquidity credit was kept at seven days
throughout the year (Chart 17).

Swap agreements continued in force

The currency swap agreements concluded in 1992
between the Bank of Finland and the central banks
of the EU countries were extended in summer 1993,
as were similiar agreements with the central banks
of Switzerland and Austria. The agreement among
the Nordic central banks was revised in 1992 with
effect from 1 January 1993. No swap arrangements
were activated in 1993.
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the State's commitment to safeguard the functioning
of the banking system.

In connection with the passing of the amend-
ment to the Act on the Government Guarantee Fund
on 23 February, Parliament unanimously approved
a resolution which read as follows: "Parliament re-
quires the Finnish State to guarantee that Finnish
banks are able to meet their commitments on time
under all circumstances. Whenever necessary, Par-
liament shall grant sufficient appropriations and
powers to be used by the Government for meeting
such commitments." After this, the uncertainty con-
cerning the banks' acquisition of funding from
abroad abated.

Public support measures

In the course of 1993, the State, on the basis of a
proposal by the Government Guarantee Fund, sup-
ported the banking system by increasing the amount
of its commitments by more than FIM 53 billion in
gross terms. Of this amount, about FIM 6.5 billion
was recouped in 1993 in the form of sales proceeds,
repayments and transfers (Table). Consequently,
public funds committed to supporting the banking
sector totalled approximately FIM 81 billion at the
end of the year. About half of the commitments, FIM
43 billion, consisted of guarantees, which do not in-
volve cash expenditure at the time they are given.
The Bank of Finland gave its opinion on all the draft
proposals of the Government Guarantee Fund con-
cerning bank support.

The Bank of Finland's share in the funds com-
mitted to bank support amounted to FIM 11.6 billion
at the end of the year, of which loans accounted for
FIM 5.8 billion, booked losses for FIM 5.3 billion
and guarantees granted to asset management compa-
nies for FIM 0.5 billion. The support granted by the
Bank of Finland was connected with the Bank's
take-over of Skopbank in 1991. In the course of 1993,
the amount committed to bank support decreased by
FIM 2.8 billion as the Bank of Finland recouped
financing from the sale of assets acquired in connec-
tion with the take-over and the Bank's outstanding
guarantee liabilities decreased. In spring, the Bank
of Finland granted short-term credit on market terms
to the Government Guarantee Fund, as the timing of
the payment of bank support and the loan raised to
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finance it did not coincide. It was not necessary to
resort to this type of credit arrangement again in the
course of the year.

In 1993, the most significant event affecting
the banking system as a whole was the sale of the
healthy parts of the Savings Bank of Finland to a
consortium formed by four other Finnish banks. The
consortium comprised Kansallis-Osake-Pankki, Un-
ion Bank of Finland Ltd, Postipankki Ltd and the
Okobank Group (the Central Association of the
Finnish Cooperative Banks). The Government de-
cided on the sale on 22 October 1993. The bank was
sold for FIM 5.6 billion.

The sales contract provided for the transfer of
the healthy business operations of the Savings Bank
of Finland, which consisted of deposits totalling
about FIM 50 billion and a roughly corresponding
amount of loans, to the banks in the consortium. The
bank's problem assets and real estate were trans-
ferred to the state-owned asset management compa-
ny Arsenal Ltd, which the buyer banks undertook to
finance. The position of Skopbank did not change as
a result of the sale. The Bank of Finland considered
that the sale of the Savings Bank of Finland was jus-
tified on many grounds. On the other hand, the Bank
took the view that there were problems connected
with the assessment of the value of the bank and the
determination of the purchase price.

Part of the merger agreement between STS-
Bank and Kansallis-Osake-Pankki had to be renego-
tiated in the early months of 1993, following Parlia-
ment's rejection, in January 1993, of the amendment
to the Act on the Government Guarantee Fund that
would have enabled the Fund to own asset manage-
ment companies. As a result of the new negotiations,
STS-Bank's problem assets of approximately FIM
3.3 billion remained on STS-Bank's books and the
part of the bank's business operations that had not
yet been transferred to Kansallis-Osake-Pankki was
transferred to a subsidiary established by STS-Bank.
This subsidiary was sold to Kansallis-Osake-Pankki
on 1 July 1993. Ninety per cent of STS-Bank's op-
erating costs and the credit losses due to its problem
assets remained the responsibility of the Government
Guarantee Fund and 10 per cent the responsibility of
Kansallis-Osake-Pankki. In connection with the ar-
rangement, STS-Bank's name was changed to Silta-
pankki Oy.

In 1993, the Government also made decisions
in principle, on the basis of a proposal by the Gov-

YEAR BOOK 93



Bank support from 1991 to 1993, FIM million

Bank Council of State Government Guarantee Fund Total
of State's Prefered Share Guarantee/| Loan Sub-  Preferred Share Transfer
Finland capital  capital capital  surety ordinated  capital capital
investment certificates loan certificates
b T e T S SR S S S ]
1991 Skopbank 4330 4330
1992 Skopbank 9 4442 580 1500 1000 12524
Savings Bank of Finland 1094 1400 7100 2900 12 494
Other savings banks 160 160
Security fund of
the savings banks 500 500
Okobank 422 422
Cooperative banks 1108 1108
Postipankki 903 903
Union Bank of
Finland/Unitas 1749 1749
Kansallis-Osake-Pankki 1726 1726
STS-Bank 170 170
1993 Skopbank -2 7228 350 1200 -1172
STS-Bank/Siltapankki -170 3036 2866
Savings Bank of Finland 750 250 950 150 2100
Sale of Savings Bank
of Finland -1094 -750 -3756 -5 600
Asset management
company Arsenal Ltd 3442 1558 5000
Security fund of
the savings banks -345 -345
Transfer* to the Govern-
ment Guarantee Fund -357 -357
Support disbursed as
at 31 December 1993 11052 6648 350 3692 155 1400 10030 5608 -357| 38578
1992 Guarantees, of which to
asset management
companies 600 600
1993 Guarantees/sureties, of
which to asset manage-
ment companies -100 -100
Kansallis-Osake-Pankki 1.800° 1800
Union Bank of
Finland/Unitas 1000° 1000
Security fund of
the cooperative banks 900° 900
Asset management
company Arsenal Ltd 38 0007 38 000
Skopbank 300 300
Funds committed
to bank support 11562 6648 350 3692 42000 155 1400 10030 5608 -357| 81078
1993 State's other bank risk®
Kansallis-Osake-Pankki 1001 1001
Union Bank of
Finland/Unitas 445 445
Cooperative banks 700 700
Total 11552 6648 350 5138 42000 155 1400 10730 5608 -357| 83224

! Comprises share capital of FIM 2 000 million, a composition of FIM 1 900 million, including a claim of FIM 1 500 million on Oy Tampella Ab
waived by Skopbank, asset management companies’ equity capital totalling FIM 400 million and other items totalling FIM 30 million.

* Comprises the transfer of Skopbank's real estate and shareholdings to asset management companies in the total amount of FIM 9 752 million and
aloan of FIM 1 500 million to Skopbank; from these amounts have been deducted repayments totalling FIM 1 808 million, including the purchase
price of FIM 1 500 million received from the sale of Skopbank's shares and preferred capital certificates.

* Repayments, comprising repayments of loans raised by asset management companies and repayment of capital.

4 Transferred by the security fund of the commercial banks and Postipankki Ltd to the Government Guarantee Fund.

* Decision in principle.

¢ Decision in principle on a guarantee for the repayment of interest.

? Preliminary estimate of the State's guarantee commitments at the end of 1994.

¢ Banks' shares and preferred capital certificates received in payment of the purchase price of the Savings Bank of Finland,
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Financial Markets

Banks' losses decreased

Interest rates declined in the course of 1993, thereby
substantially improving banks' net interest income;
compared with the previous year, banks' combined
net interest income grew by about one-third. The in-
crease was due primarily to the fact that the decline
in interest rates lowered the cost of funding non-
performing and other zero-interest assets.

Customers' debt-servicing problems continued
to be reflected in banks' operations, as indicated
by the large amounts of non-performing assets and
credit losses. The growth of non-performing assets
nevertheless slowed in the course of the year, and at
the end of the year, non-performing assets, after
write-offs on loans and guarantees, amounted to
about FIM 52 billion. In 1993, banks' write-offs on
loans and guarantees totalled about FIM 19 billion.
The amount of write-offs was thus smaller than in
the previous year (Chart 18). However, owing to the
credit losses, the banks again recorded a combined
operating loss.
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Changes in administration
of bank support and
related authorizations

In January 1993, the Government submitted a bill to
Parliament on the amendment of the Act on the
Government Guarantee Fund. Among other things,
it was proposed that the Fund be subordinated to the
Government (Council of State) instead of Parlia-
ment and that the authorization of the Fund to grant
support be raised from FIM 20 billion to FIM 50 bil-
lion. The bill also contained a proposal according to
which the Fund was to be authorized to own assets
of supported banks through asset management com-
panies. The Bank of Finland issued a statement con-
cerning the bill. In its statement, the Bank asserted
that it considered the reform of the Fund's organi-
zation necessary. The bill nevertheless failed to
obtain the required 5/6 majority in Parliament. Par-
liament was opposed, in particular, to the proposed
establishment of asset management companies and
to the subordination of the Fund to the Government.

After Parliament had decided to leave the bill
in abeyance until after the next parliamentary elec-
tions, the Government presented a bill on a supple-
mentary budget proposal to Parliament which in-
cluded an increase of FIM 20 billion in the funds
available for bank support. The supplementary bud-
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Chart 18.
DEPOSIT BANKS' CREDIT AND
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get was approved by Parliament on 2 February 1993.
In addition, in connection with the fourth supple-
mentary budget for 1993, passed on 12 October, Par-
liament approved further authorizations of FIM 30
billion for supporting the banking sector. However,
it is the Government and not the Government Guar-
antee Fund that decides on the use of the authori-
zations granted through the supplementary budgets.

A bill redefining the administration and posi-
tion of the Government Guarantee Fund was ap-
proved by Parliament on 23 February. Under the
amendment, the Fund's function is to assist the Min-
istry of Finance in the drafting of the Government's
decisions concerning bank support measures and to
perform duties connected with implementing and
overseeing these measures. However, the Fund is
still subordinated to Parliament, as the Parliamen-
tary Supervisory Board continues to function as the
supervisory board of the Fund. The amendment also
authorized the Fund to appoint a full-time manager
and other necessary permanent staff. Furthermore,
the composition of the board of the Fund was
changed. According to the amendment, the Bank of
Finland participates in the operations of the Fund
mainly by providing it with expert assistance; the
Bank of Finland appoints a permanent adviser to
the Fund's board. In addition, the Bank of Finland
gives its opinion on the Fund's draft proposals.

In October 1993, Parliament approved an
amendment to the Act on the Government Guarantee
Fund which, among other things, enabled the Fund
to establish asset management companies. The pur-
pose of an asset management company is to pur-
chase or otherwise acquire, to manage and, subse-
quently, to sell or transfer the assets or liabilities of
a bank supported by the State or the Fund.

Parliament undertook to secure
the operations of banks

Uncertainty concerning the Finnish economy and
the position of the banks threatened to hamper the
acquisition of funds by banks from abroad in autumn
1992 and again in the early winter of 1993. Like-
wise, Parliament's rejection of the comprehensive
bank support reform proposed by the Government in
January threatened to further undermine investors'
confidence in banks. Accordingly, Parliament con-
sidered it necessary to pass a resolution affirming
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ernment Guarantee Fund, to grant guarantees to
Kansallis-Osake-Pankki and Union Bank of Finland
for the acquisition of equity capital and to the secur-
itv fund of the cooperative banks for the payment of
interest accrued on loans raised by it. The guarantees
to be granted by the Government totalled nearly FIM
4 billion. but no specific guarantee agreements were
signed in 1993.

Banks' balance sheets
shrank further; rationalization of
banks' operations continued

The banks' combined balance sheet total decreased
slightly compared with the previous vear. The de-
crease was due primarily to a contraction in bank
lending. This, in turn. was a consequence of both
slack demand for loans and, on the supply side. of
the banks' tightened collateral requirements and
their efforts to maintain and improve their capital ad-
equacy, which had weakened because of credit losses.

The tendency to link the pricing of loans to
market interest rates continued. Loans based on pre-
vious home purchase savings agreements were
virtually the only new bank loans to still be tied to
the Bank of Finland's base rate. Consequently, the
share of outstanding loans tied to the base rate con-
tinued to decrease in 1993 (Chart 19). At the end of
the vear, the share of these loans in the total amount
of outstanding loans was nevertheless still about 36
per cent. Owing to the relatively rapid decline in
short-term interest rates, the share of lending tied to
HELIBOR rates increased and the share of loans tied
to long-term reference rates decreased. This partly
reflected the refinancing of old housing loans tied to
long-term reference rates at rates tied to HELIBOR.
which were more attractive to customers.

In order to reduce their interest rate risk. banks
have increasingly switched to the use of their own
prime rates in the pricing of both deposits and
lending. Of banks' outstanding markka deposits. the
share of deposits tied to banks’ own prime rates
increased. while the shares of deposits tied to
HELIBOR rates and fixed-rate deposits decreased to
some extent (Chart 20). The increase in the share
of deposits tied to the base rate was due 1o the
growih of 36-month tax-exempt deposits, which
could no longer be made after the end of 1993. The
marked increase in deposits tied to the base rate in

YEAF BOOK 83

Chart 19.
INTEREST RATE LINKAGES OF
NEW MARKKA BANK LOANS

%

40

20

1992 1993

1. Tied to the Bank of Finland's base rate
2. Fixed-rate

3. Tied to HELIBOR

4. Tied to 3- and 5-year reference rates
5. Tied to prime rate

6. Other

Chart 20.
INTEREST RATE LINKAGES OF
OUTSTANDING MARKKA DEPOSITS

1982 1983

1. Tied o the Bank of Finland’s base rate
2. Fixed-rate

3. Tied to HELIBOR

4. Tied to prime rate

5. Other

[



I

Chart 21.
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August and the corresponding reduction in the share
of tax-exempt transaction accounts based on income
tax law were due to the fact that some banks convert-
ed their tax-exempt transaction accounts into ac-
counts tied to the base rate.

The average spread between banks' uses and
sources of markka funds, ie the interest rate margin,
widened markedly in the course of 1993 (Chart 21).
Thus, the banks did not pass on the fall in market
rates in full into the interest rates applied to new
loans, but rather used part of it to widen their interest
rate margin.

As bank profitability has weakened considera-
bly during the last few years, it has become increas-
ingly important to enhance the efficiency of banks'
operations. In recent years, the banks have reduced
their capacity markedly. Since 1989, the number of
bank branches has decreased by about one-quarter
and the number of bank employees by about one-
third.

The importance of securities
markets increased and
measures were taken to enhance
their functioning

Structural change in the financial markets continued
in 1993. Securities markets expanded strongly, with
the result that the share of securities in financial as-
sets increased and the relative importance of bank
deposits decreased.

The increased popularity of securities as an in-
vestment vehicle reflects not only changed econom-
ic expectations but also rapid technological advanc-
es and legislative reforms affecting the markets and
the opening up of the domestic securities markets to
foreign investors, which in the case of the bond mar-
ket already occurred in 1991. The main factor con-
tributing to increased supply of bonds was the cen-
tral government's large budget deficit.

The bond market expanded rapidly
In the course of the year, the outstanding amount of
bonds quoted on the stock exchange grew strongly,

mainly as a result of the central government's in-

YEAR BOOK 93



creased borrowing requirement. The central govern-
ment issued FIM 36.5 billion worth of new debt in
the form of bonds in 1993; the outstanding amount
of markka-denominated government bonds grew by
just under FIM 30 billion, ie by almost 70 per cent.
Expectations of a decline in interest rates added to
the attraction of bonds.

As a consequence of a sharp fall in interest
rates, companies also started to issue bonds again.
Nevertheless, growth in the outstanding amount of
corporate bonds quoted on the stock exchange was
sluggish. By contrast, the value of bond issues by fi-
nancial institutions decreased in 1993 (Chart 22).
This was partly attributable to the banks' poor finan-
cial performance, which reduced investors' interest
in these issues.

Overall, new bonds were issued to the value of
some FIM 62 billion in 1993.

In the course of the year, foreign investors pur-
chased markka-denominated bonds to the net value
of FIM 3.5 billion. At the end of the year, foreign in-
vestors' holdings of these loans amounted to almost
FIM 24 billion. Foreign investors' interest in mark-
ka-denominated bonds made it easier for the central
government, in particular, to borrow in the markka
market.

The primary dealer system for benchmark
government bonds increased trading

Nowadays, the central government places markka-
denominated debt mainly in the form of serial
bonds. In order to develop the secondary market for
this instrument, the State Treasury and the Bank of
Finland began to operate a primary dealer system
with the five largest banks (Kansallis-Osake-Pank-
ki, Okobank, Postipankki, Skopbank and the Union
Bank of Finland) in August 1992. The State Treas-
ury and the Bank of Finland accepted the broking
house Evli Securities Ltd (Evli Fixed Income Secur-
ities as from 1 December 1993) as a new primary
dealer with effect from the beginning of May 1993
and Unibdrs Securities, a Danish broker and subsidi-
ary of Unibank, with effect from the beginning of
October. Thus, access to the system has been af-
forded both to non-banking firms and to foreign firms.

The primary dealer system is based on two
agreements. Under the agreement concluded with
the State Treasury, primary dealers undertake to par-
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ticipate in tenders for government serial bonds and
to maintain a secondary market. The second agree-
ment, signed between the Bank of Finland and the
primary dealers, includes the code of conduct for
market makers in the secondary market for bench-
mark government bonds. The code of conduct gov-
erns the technical details of trading; the Bank of
Finland supervises compliance with the rules.

The Bank of Finland has sought especially to
enhance the ability of primary dealers to operate in
the market and has developed new liquidity manage-
ment instruments for market makers. On 15 June,
the Bank announced measures designed to promote
trade in government securities. Among other things,
the Bank decided to start holding weekly auctions of
repos (repurchase agreements) with primary deal-
ers; these auctions are designed to facilitate the fi-
nancing of primary dealers' trading portfolios. Deals
at these auctions are undertaken in benchmark gov-
ernment bonds, Treasury bills and Bank of Finland
certificates of deposit.

In addition, the Bank announced that it might,
at its discretion, grant primary dealers intraday cred-
it, on condition that it was fully collateralized by the
recipient. The Bank of Finland also announced that
it was prepared, in exceptional circumstances, to
consider extending special financing, against collat-
eral, to those securities broking firms which operate
as primary dealers but are not banks. By these meas-
ures, the Bank of Finland sought to enhance compe-
tition and to better equip securities brokers to oper-
ate in the bond market.

Thanks to the primary dealer system, trading in
government bonds increased manyfold in the course
of the year. As the volume of trading expanded, the
size of individual deals also grew, spreads between
bids and offers narrowed and international investors
showed increasing interest in the market. At the end
of 1993, there were five benchmark bonds outstand-
ing, with a total value of FIM 41 billion.

The development of the market in government
securities, together with the rapid growth of the sec-
ondary market and more efficient pricing, improved
the international marketability of Finnish bonds.

Rapid rise in share prices

Demand for Finnish shares picked up appreciably in
the course of the year. This was attributable to the
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decline in interest rates and to improved economic
prospects, particularly for export companies. Other
factors increasing the demand for shares and market
liquidity were the reform of capital income taxation,
the lifting of restrictions on portfolio investment by
foreigners in Finland as of 1 January 1993 and the
removal of stamp duty on share transactions in 1992.

The reform of capital income taxation, which
took effect at the beginning of January, eased and
simplified the taxation of shareholders. Whereas
before the reform capital income taxation was based
on marginal tax rates and tax reliefs related to the
length of the holding period, capital income is now
taxed at a flat rate of 25 per cent. The reform in-
creased particularly the interest of households in in-
vesting in shares.

To an increasing extent, households' invest-
ments were channelled to the stock exchange via
Finnish unit trusts (mutual funds), which experi-
enced rapid growth in the course of the year. From
just under FIM 600 million at the end of 1992, in-
vestments grew to FIM 3.5 billion by the end of
1993. Unit trusts seem to be developing into a new
medium-sized investor group both in the share and
bond markets, thereby helping to further improve
market liquidity.

As a consequence of increased demand, the
HEX (Helsinki Stock Exchange) all-share index
rose by 91 per cent in the period from January to De-
cember and share turnover to over FIM 45 billion.
Besides strong growth in the secondary market,
there was an abundance of new issues, with a total
value of some FIM 10 billion. Of this amount, banks
accounted for over 40 per cent (Chart 23), reflecting
their efforts to improve their capital positions by
launching issues in the domestic and international
markets. Several export companies also strength-
ened their capital structure through share issues tar-
geted at both domestic and foreign investors.

Further development of securities
markets was investigated

In January 1993, the Ministry of Finance appointed
a monitoring and development working group to in~
vestigate the further development of the securities
markets. The working group is due to report at the
end of 1995. Its task is to harmonize the views of the
authorities responsible for the supervision and close
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monitoring of the financial markets in order to fur-
ther develop the financial markets, especially with
regard to the functioning and supervision of the
book-entry securities system and the market for debt
securities. The working group is composed of rep-
resentatives of the Securities Association, the Min-
istry of Justice, the Ministry of Finance, the Ministry
of Trade and Industry, the Financial Supervision Au-
thority, the State Treasury and the Bank of Finland.

In addition, banks, broking firms and issuers
operating in the Finnish securities markets, together
with the State Treasury and the Bank of Finland,
appointed a working group for the development of
the book-entry securities system in October 1993.
Its task included streamlining the structure of the
book-entry securities system and the inclusion of the
most important securities in the book-entry securi-
ties system. The working group is required to draw
up a proposal for the implementation of a new na-
tional securities centre taking into account the com-
ments of the working group appointed by the Min-
istry of Finance to monitor and develop the securi-
ties markets and the views of market practitioners.
Thus the aim is to combine the clearing and settle-
ment activities of the Helsinki Money Market Center
Ltd, the Central Share Register of Finland Co-oper-
ative and the Helsinki Stock Exchange. In addition,
the working group is to determine which activities of
the Securities Association could be transferred to
this centre.

Effects of the EEA agreement
on financial markets

On 2 May 1992, the European Community (EC) and
its member states and the European Free Trade As-
sociation (EFTA) signed an agreement on the estab-
lishment of the European Economic Area (EEA).
The agreement took effect on 1 January 1994. In ad-
dition to the EU member states, the agreement cur-
rently covers the following EFTA countries: Austria,
Finland, Iceland, Norway and Sweden.

The agreement aims at establishing a single
European economic area that promotes the continu-
ing and balanced strengthening of the trade and eco-
nomic relations between member states on the ba-
sis of equal competitive conditions. To achieve these
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objectives, the agreement provides for, inter alia.
free movement of capital and financial services. At
the same time, EU regulations concerning competi-
tion and state aids were extended to apply to the en-
tire economic area.

In connection with the entry into force of the
EEA agreement, a substantial number of new laws
and amendments to existing laws came into force in
Finland at the beginning of January 1994. These
brought Finnish legislation in line with the contents
of the EEA agreement and the EC directives append-
ed to it.

Effects of the EEA agreement on
legislation governing financial institutions

With the entry into force of the EEA agreement, a
new Act governing the activities of credit institu-
tions came into force. The new Act replaces the
1991 Deposit Bank Act and the 1992 Financial Ac-
tivities Act. The Credit Institutions Act brings leg-
islation on credit institutions in line with the EC di-
rectives governing the activities of credit institutions
in the manner required by the EEA agreement. The
Act applies to business activities involving the pro-
fessional acceptance of deposits and other repayable
funds from the public and to lending and comparable
financing on the institution's own account.

The Credit Institutions Act incorporates the
principles of free provision of services and a single
licence. According to the principle of free provision
of services, any Finnish credit institution has the
right to offer services which fall within the scope of
its licence either directly on a cross-border basis or
by establishing branches in the EEA area. According
to the principle of a single licence, the establishment
of a branch in the territory of another EEA member
state no longer requires authorization in the host
state; rather, it suffices that the Financial Super-
vision Authority notifies the competent authorities
in the host state of the establishment of such a
branch,

The entry into force of the EEA agreement also
means that the main responsibility for the super-
vision of credit institutions and their foreign branch-
es rests with the supervisory authorities of the home
state. This requires exchange of information and ef-
ficient cooperation between the supervisory authori-
ties of the countries involved.
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Unlike previous Acts, the new Act contains re-
strictions concerning large exposures to clients and
provisions concerning qualifying holdings. Further-
more, it relaxes the provisions on credit institutions'
holdings in other companies, tightens the provisions
on capital adequacy and revises the provisions con-
cerning the balance sheet and profit and loss account
of a credit institution.

According to the Act, a credit institution's large
exposure to a single client may not exceed 25 per
cent of the credit institution's own funds. In the cal-
culation of an exposure, claims on the client, hold-
ings of the client's securities and off-balance sheet
commitments entered into with the client are all tak-
en into account. A large exposure refers to an expo-
sure to a single client that is 10 per cent or more of
the credit institution's own funds. Furthermore, the
Act lays down that a credit institution's total large
exposures may not be more than eight times the size
of its own funds.

From the point of view of Finnish credit insti-
tutions, the provisions on exposures represent a sub-
stantial tightening of legislation. The Act includes
transitional provisions to facilitate adjustment by
credit institutions. Under these provisions, credit in-
stitutions have until the end of 2001 to meet the re-
quirements set; for small credit institutions, the ad-
justment period lasts until the end of 2006. Small
credit institutions refer to credit institutions whose
own funds are a maximum of ECU 7 million, ie
about FIM 45 million. The provisions applicable
during the transitional period are less strict.

Another important change included in the Act
concerns the obligation of a person (natural or legal
person) proposing to acquire a qualifying holding in
a credit institution to inform the competent authori-
ties. When a person intends to acquire a holding in
a credit institution which represents 10 per cent or
more of its share or other equity capital or of the vot-
ing rights carried by such capital, the Financial Su-
pervision Authority must be notified of the acquisi-
tion in advance. Similarly, such a person must notify
the Financial Supervision Authority if he intends to
increase his holding so that it would amount to a
minimum of 20, 33 or 50 per cent of the credit in-
stitution's share or other equity capital or so that the
credit institution would become his subsidiary. A
person must also notify the Financial Supervision
Authority if he proposes to reduce his holding so
that it would fall below the above-mentioned per-
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centages. The Financial Supervision Authority may,
within three months of having received such a noti-
fication, object to the acquisition of such holding if
it is evident that this holding would be detrimental
to the pursuit of the credit institution's business in
accordance with sound and prudent business princi-
ples. However, should shares be acquired despite the
objection of the Financial Supervision Authority, it
may prohibit the exercise of the voting rights related
to the holding.

The restrictions concerning credit institutions'
holdings in undertakings other than those engaged in
credit and financial activities were amended by the
new Act. Previous legislation allowed deposit banks
and other credit institutions to invest in shares and
other equity of undertakings engaged in business ac-
tivities an amount corresponding to 10 per cent of
the shares, other equity and voting rights of the
undertaking concerned. This provision has been re-
moved from the Credit Institutions Act. However,
credit institutions' investments in such undertakings
are restricted by a provision, in compliance with the
EC's second banking directive, according to which
a credit institution may have holdings exceeding
10 per cent in an undertaking carrying on activities
other than credit institution or financial activities up
to an amount corresponding to 15 per cent of the
credit institution's own funds. The total amount of
such qualifying holdings may not exceed 60 per cent
of a credit institution's own funds.

In addition, the Act contains more stringent
provisions on the capital adequacy of credit institu-
tions. Unlike in previous legislation, revaluation re-
serves are regarded as additional own funds in the
new capital adequacy provisions. In the new provi-
sions, deductions from own funds are extended to
apply to smaller holdings than before. Under a pro-
vision tightening the capital adequacy ratio in the
risk classification of assets, claims insured in Finn-
ish insurance institutions have been transferred from
the second risk category to the fourth risk category.
This provision increases the capital requirement of
cooperative and savings banks, in particular. The
banks which did not meet the capital adequacy re-
quirement set in the Act at the time it took effect
have been granted a transitional period expiring on
1 January 1995 to comply with the requirement.

An Act governing the activities of foreign cred-
it and financial institutions in Finland also took ef-
fect at the beginning of 1994. The Act includes pro-
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visions concerning the establishment of branches by
foreign credit institutions. According to the Act,
separate authorization is required for the establish-
ment of a branch in Finland only when the country
of domicile of the credit institution is not an EEA
member state; mere notification of the establish-
ment of a branch suffices for credit institutions
whose home states are in the EEA area. Further-
more, a credit institution in an EEA member state
may offer its services in Finland without establish-
ing a physical presence there.

In addition, an amendment to the Bookkeeping
Act took effect at the beginning of 1993. The amend-
ment is also applicable to credit and financial insti-
tutions even though special provisions concerning
credit institutions are included in the Credit Insti-
tutions Act. The amendment brought the provisions
concerning companies' annual accounts in line
mainly with those of the EC's fourth and seventh
Council directives. Among the main amendments to
the Bookkeeping Act were the changeover to the ap-
plication of consistent depreciation methods from
one financial year to another, clearer definitions of
provisions and the addition of provisions concerning
consolidated annual accounts. Furthermore, a provi-
sion was included in the Act according to which an-
nual accounts must give a true and fair view of the
financial position of entities with a legal obligation
to keep books.

The Act on the Monitoring of Foreigners' Cor-
porate Acquisitions and the Act on the Supervising
of Non-Residents' and Foreign Corporations’ Acqui-
sitions of Real Estate entered into force at the begin-
ning of 1993; at the same time, the Restriction Act
of 1939 was repealed. In connection with these legis-
lative changes, the provisions restricting foreigners'
ownership in the Act on the Right of Foreigners to
Own Shares in Finnish Credit Institutions and Pursue
Banking Activities in Finland were also repealed.

Effects of the EEA agreement on
securities markets legislation

Because of the entry into force of the EEA agree-
ment, amendments were made, inter alia, to the Se-
curities Market Act and the Unit Trust Act. Under
the amended Securities Market Act that took effect
at the beginning of 1994, the obligation of issuers to
publish information was expanded and the obliga-
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tion to draw up a prospectus was extended to also ap-
ply to issuers of debt securities. The definition of the
concept 'insider information' was extended to also
apply to information on the security itself. In addi-
tion, the amendment gives entities operating in the
market the right to refer to court a decision taken by
a stock exchange to refuse the admittance of a secu-
rity to the official listing or to remove a security
from the official listing. The Act was further
amended to allow a security to be simultaneously
quoted on several Finnish stock exchanges. In con-
nection with the amendments, the Act on Bonds,
Debentures and Other Bonds was repealed. Provi-
sions concerning bonds are now mainly included in
the Securities Market Act and the Promissory Notes
Act.

One of the main amendments to the Unit Trust
Act was the easing of restrictions on investments. A
unit trust is now allowed to invest its funds more
freely than before in publicly traded foreign securi-
ties, in addition to domestic securities. According to
the amended Act, a unit trust may also invest its
funds in derivative instruments in compliance with
conditions set by the Financial Supervision Author-
ity.

As the EEA agreement requires that Finland also
enacts legislation passed in the EC after the agree-
ment was signed, the Ministry of Finance appointed
a working group in March 1993 whose task is to
draw up proposals for the reform of legislation gov-
erning securities broking made necessary by the
EEA agreement. The working group is to take into
account the European Community's directives on the
provision of investment services and the capital ad-
equacy of investment firms and credit institutions.
Furthermore, the working group is to draw up such
bills as are otherwise necessitated by the develop-
ment of domestic securities markets. The working
group is due to complete its work at the end of
May 1994.

Reform of capital income taxation
and corporate taxation

At the beginning of 1993, a new Income Tax Act, re-

placing the sections on income taxation in the pre-
vious Act on Income and Wealth Tax, took effect.
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Under the reform, the tax rate on capital income was
set at 25 per cent; the corporate tax rate was set at
the same level.

As part of the reform, the withholding tax rate
on interest income was raised in steps to 20 per cent
at the beginning of 1993 and to 25 per cent at the be-
ginning of 1994, The Act on Withholding Tax on In-
terest Income entered into force on a permanent
basis at the beginning of 1993. Transaction accounts
on which the rate of interest payable does not exceed
the maximum level prescribed in the Income Tax
Act are, however, exempt from tax. Because of the
sharp decline in interest rates, the maximum rate of
interest payable on tax-exempt transaction accounts
was lowered in the course of the year. At the end of
the year, the maximum rate of interest was 2 per
cent. as against 4.5 per cent at the beginning of the
year.

An amendment to the Business Income Tax
Act also came into force at the beginning of 1993.
Among other things, the amendment restricted the
opportunities of banks and other corporate entities
to transfer funds to provisions. Since 1992, banks
have no longer been able to set up revaluation re-
serves for current assets and investment assets.
However, special transition reserves can be used to
replace revaluation reserves until 1997,

Reorganization of the Financial
Supervision Authority

After preparatory work lasting for several years, the
reorganization of the Financial Supervision Author-
ity was carried through in October. The Financial
Supervision Authority Act was passed on 11 June
1993 and came into force on 1 October 1993.

The reform abolished the Banking Supervision
Office and established the Financial Supervision
Authority, a new authority in charge of the super-
vision of financial markets and market participants,
to which the duties of the Banking Supervision
Office were transferred. The Financial Supervision
Authority functions in connection with the Bank of
Finland but has its own decision-making organi-
zation. The Board of the Financial Supervision Au-
thority consists of the Director General of the Finan-
cial Supervision Authority and two other members.
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The President of the Republic appoints the Director
General of the Financial Supervision Authority on
the proposal of the Parliamentary Supervisory
Board. The Parliamentary Supervisory Board ap-
points the other members and their personal deputies
on the proposal of the Bank of Finland and the Min-
istry of Finance for three years at a time. On the pro-
posal of the Ministry of Social Affairs and Health,
the Parliamentary Supervisory Board also appoints
an auxiliary member and his personal deputy to deal
with cooperation between the Financial Supervision
Authority and the Ministry of Social Affairs and
Health in the supervision of groups which consist
both of a deposit bank or a credit institution and an
insurance company. The Parliamentary Supervisory
Board appoints the Chairman and Vice-chairman of
the Board.

The Board of the Financial Supervision Au-
thority is required, inter alia, to confirm to the Fi-
nancial Supervision Authority guidelines concern-
ing all matters of importance from the point of view
of supervision. When confirming guidelines, the
Board must take into account the general guidelines
issued by the Board of Management of the Bank of
Finland to the financial markets for the purpose of
maintaining their stability. The Board of the Finan-
cial Supervision Authority is also required to con-
firm those regulations and guidelines issued to su-
pervised entities which have not been transferred for
confirmation by the Director General, as well as to
further the development of cooperation between the
authorities responsible for supervising the financial
markets.

The entities subject to supervision by the Fi-
nancial Supervision Authority include deposit banks
and other credit institutions, guarantee funds of
deposit banks, branches of credit institutions from
non-EEA member states, management companies,
broking firms, stock exchanges, associations of se-
curities brokers, options exchanges and market mak-
ers operating in the derivatives market, brokers, the
Securities Association and the cooperative in charge
of the Central Share Register.

The Financial Supervision Authority carries
out its duties by seeing to it that the supervised en-
tities act in compliance with laws, decrees, regula-
tions and guidelines issued by the authorities as well
as with their articles of association and rules. In ad-
dition, the Financial Supervision Authority issues
regulations and necessary guidelines to the super-
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vised entities, groups of such entities and other fi-
nancial market participants. Furthermore, the Fi-
nancial Supervision Authority is in charge of audit-
ing the supervised entities. According to the Act, the
Financial Supervision Authority is also required to
monitor the financial markets and to draw up propo-
sals for necessary measures. Under the Act, deci-
sions taken by the Financial Supervision Authority
may be appealed to the Supreme Administrative
Court. The reform was designed to enhance the ef-
ficiency of financial market supervision and to pro-
mote closer cooperation between different super-
visory authorities.

The Regulations for the Bank

of Finland were amended and a
committee was set up to investigate
the Bank of Finland's position

By an amendment that took effect on 30 June 1993,
a new section (1a) was added to the Regulations for
the Bank of Finland. The new section gave the Bank
the right to require a deposit bank, credit institution
or a branch of a foreign credit institution operating
in Finland to keep a non-interest-bearing minimum
reserve at the Bank.

According to Section 73 of the Constitution of
Finland "the Bank of Finland shall be managed as
provided by law". In the amendments made in con-
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nection with the establishment of the Financial Su-
pervision Authority, the Regulations for the Bank of
Finland were renamed the Act on the Bank of Fin-
land. At the same time, amendments required by the
reorganization of the Financial Supervision Author-
ity and the Financial Supervision Authority Act
were made to the Act on the Bank of Finland. The
Act came into force on 1 October 1993.

In February, the Government set up a commit-
tee whose task was to propose revisions to the pro-
visions concerning the position and activities of the
Bank of Finland necessitated by the entry into force
of the EEA agreement. The committee was also
called upon to investigate what changes would be
needed in the event of progressively greater involve-
ment in European economic integration after the
entry into force of the EEA agreement. According
to its terms of reference, the committee was also re-
quired to draft proposals on other amendments
deemed necessary to the Act on the Bank of Finland
and on the reform and streamlining of the related
body of legislation. The committee is due to com-
plete its work at the end of August 1994.

Under an amendment to the Foreign Exchange
Act that took effect on 1 January 1994, the validity
of the Act was extended by two years to the end of
1995. Two years was judged sufficient as the above-
mentioned committee was additionally required to
investigate the Bank of Finland's position as the ex-
change control authority.
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Payment Systems and Maintenance
of the Currency Supply

Management of payment risks
was developed

The core of payment systems in Finland is the cen-
tral bank's real-time interbank funds transfer sys-
tem, in which interbank transactions are settled and
through which the effects of the monetary policy
conducted by the Bank of Finland are transmitted to
the economy. The efficient and reliable operation of
payment systems and the irrevocability of payments
are essential for stable economic activity and for
confidence in its continuity.

The Bank of Finland's interbank funds transfer
system is used for booking account entries arising
from transactions between the Bank of Finland and
the banks and from transfers of covering funds relat-
ed to interbank transactions. In addition, the system
handles the banks' payment clearing and funds trans-
fers related to clearing and settlement of securities
transactions under various netting systems, such as
those operated by the Helsinki Money Market Cen-
ter and the Helsinki Stock Exchange.

Since banks' current accounts with the Bank of
Finland are used for settling interbank payments,
this means that the central bank assumes the private
sector's credit risks in so far as payments are effected
using the unsecured overdraft facilities or liquidity
credits the Bank has granted to account holders. The
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smooth functioning of payment systems requires
that the liquidity of banks which transmit payments
is maintained under all circumstances. The Bank of
Finland has granted its principal account holders ac-
cess to intra-day credit and short-term liquidity cred-
it so as to enable them to even out fluctuations in
their liquidity caused by payment flows. By securing
the liquidity of the banks which provide payment
services, the Bank seeks to eliminate systemic risk.

In 1993, increasing attention was paid to man-
aging the risks in payment systems. One of the basic
aims was to reduce the automatic availability of cen-
tral bank financing by limiting the banks' access to
intra-day credit facilities and by imposing explicit
collateral requirements for intra-day credit. Other
long-term requirements, such as the need to harmo-
nize the payment systems of different countries and
deregulation of the provision of financial services in
the European Economic Area, call for adjustment to
new operating conditions and supervisory principles.

Intra-day overdrafts were restricted

To enhance risk management, the Bank of Finland
initiated a trial arrangement on 1 March 1993 under
which its account holders' access to intra-day over-
draft facilities was restricted by imposing individual
overdraft limits on each account holder. By intro-
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ducing the limits, the Bank wished to draw attention
to the risks inherent in payments, to encourage banks
to manage fluctuations in their own liquidity as ef-
ficiently as possible, to influence the timing of pay-
ments during the day and to reduce its exposure to
credit risk.

Should a transfer of covering funds made by an
account holder exceed the overdraft limit imposed
on the account, the interbank funds transfer system
prevents the execution of the entry in question. In
such a situation, the account holder must either con-
tact the central bank and apply for a temporary rise
in the limit, or wait until there are sufficient covering
funds in the account to effect the payment without
exceeding the overdraft limit (Chart 24).

Collateral requirements for
central bank credit were specified

In connection with the introduction of overdraft lim-
its, the Bank of Finland imposed collateral require-
ments for intra-day overdrafts on the banks' current
accounts. Banks which fulfil the criteria for access
to liquidity credit are required to deposit collateral
equivalent to 25 per cent of their overdraft limits,
while other banks are required to put up collateral
for the full amount of their limits. The overdraft lim-
its and related collateral requirements became per-
manent with effect from 1 December in accordance
with the principles applied during the preceding trial
period. From that date, running up credit in excess
of the overdraft limits and failure to provide suffi-
cient collateral were penalized. Banks can provide
collateral by giving the Bank of Finland the right to
set off overdrafts against their minimum reserve de-
posits. Alternatively, account holders can deposit
separate collateral with the central bank. A current
account may also lack an overdraft facility.

The Bank of Finland also specified the terms
and conditions of banks' liquidity credit with effect
from 1 December 1993 by requiring that liquidity
credit always be fully collateralized. Banks' mini-
mum reserve deposits with the Bank of Finland are
used as collateral for liquidity credits in so far as the
deposits have not been given as collateral for the in-
tra-day overdraft limit imposed on the banks' current
accounts (for details of the minimum reserve sys-
tem, see page 24). If this amount does not cover the
entire collateral requirement set for liquidity credit,
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the bank concerned must deposit additional collater-
al with the Bank of Finland. Treasury bills, Bank of
Finland certificates of deposit and government se-
curities qualify as collateral.

Collateral given in the form of book-entry se-
curities or physical securities must be pledged to
the Bank of Finland. A bank may pledge book-entry
securities in favour of the Bank of Finland by depos-
iting them either with the Bank of Finland's book-
entry securities register or with the pledger's own
book-entry securities register. Physical securities
must be lodged for safekeeping with the Bank of
Finland. The bank may alternatively enter into a
security repurchase agreement ('liquidity repo')
equivalent to the amount of the liquidity credit
with the Bank of Finland in order to acquire the neces-
sary liquidity financing. Only the instruments listed
above can be used in repurchase agreements.

The adoption of the new minimum reserve sys-
tem underlined the urgency of developing alterna-
tive ways of meeting the collateral requirements.
The current minimum reserve deposits are only half
the size of the cash reserve deposits which were pre-
viously used as collateral. The new regulations con-
cerning collateral principles mark a step towards the
harmonization of the payment systems of European
countries, the aim of which is to create an infrastruc-
ture for payments transmission which combines the
elements of safety and openness and is suited to the
needs of an economy based on competition.

Expansion of
the electronic money system
got under way

Because of the large currency handling costs asso-
ciated with small payments, it has for long been en-
deavoured to develop alternative payment methods.
In Finland, the development of new payment instru-
ments intended for low-value payments has reached
a stage where reloadable 'electronic purse' systems
based on chip cards are being introduced. Similar
systems are being introduced in some other coun-
tries. Up till now, it has been possible to effect some
low-value payments using disposable prepaid cards,
but their use has been limited to closed systems,
where the issuer of the prepaid card and the seller of
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the services or products to be paid for by the card are
one and the same organization.

There is a fundamental difference between
the purchasing power stored in a prepaid card and
an electronic purse: prepaid cards are not actually
money but rather data transmission media, because
when payments are effected by prepaid cards, the
supplier of services who has sold the cards only
receives data indicating the value of the prepaid ser-
vices his customers have in fact used. The sup-
plier of services has received the actual payments
in advance. By contrast, purchasing power stored in
a universally applicable electronic purse may, with
certain reservations, be compared with money, espe-
cially if the purse can be used in an open system for
the payment of several different services and prod-
ucts (for example, telephones, parking, public trans-
port). Thus, with the introduction of a universal elec-
tronic purse, cash will gain a serious rival.

Toimiraha Oy, which was established to supply
payment services based on chip cards and to imple-
ment a safe electronic money system in Finland, ex-
panded its operations to cover certain public trans-
port payments in addition to public telephone pay-
ments. In addition, agreements have been reached
concerning the use of electronic money for certain
parking payments. The Bank of Finland takes the
view that cost savings can be achieved in the econ-
omy through the widespread and coordinated intro-
duction of this new means of payment.

Significant changes
in the maintenance
of the currency supply

Currency in circulation increased
towards the end of the year

With the exception of the last months of the year, the
amount of currency in circulation remained at the
same level as in 1992. Towards the end of the year,
there was a surge in the amount of notes in circula-
tion, which was largely due to the threat of a bank
strike. Conditions had not completely returned to
normal by the end of the year (Chart 25). The tax re-
funds paid in January and December also boosted
the amount of notes in circulation. The amount of
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notes in circulation increased from FIM 13 209 mil-
lion to FIM 13 442 miillion in the course of 1993.

Normally, a bank strike or a threat of a bank
strike also causes significant changes in the distri-
bution of the notes in circulation by denominations,
as the demand for high-denomination notes tends to
increase. This time, however, the threat of a bank
strike caused the share of 1000 markka notes —
which in October accounted for 27.6 per cent of the
total markka value of notes in circulation — to in-
crease to only 28.9 per cent by the time pay settle-
ments had been reached in the banking sector. After
the threat of a strike had passed, the note denomina-
tions started to resume their normal distribution.
The threat of a strike increased the amount of notes
in circulation at most by about FIM 4 billion, or just
over one-quarter.

The amount of coin in circulation increased,
which was due, in particular, to the phasing in of a
new series of coins. The new 10, 5 and 1 markka
coins were introduced on 15 November 1993. At the
end of the year, the amount of these new coins in cir-
culation totalled FIM 463 million, while the amount
of the old 5 and 1 markka coins had decreased by
FIM 187 million. The threat of a bank strike also af-
fected to some extent the amount of coin in circula-
tion. In the course of 1993, the amount of coin in-
creased from FIM 1299 million to FIM 1552 mil-
lion, of which commemorative coins accounted for
FIM 255 million. No new commemorative coins
were issued in 1993.

In relation to GDP, the amount of currency in
circulation continued to expand (Chart26). There
was a further marked increase in the amount of cur-
rency held by the public, whereas currency held in
banks' tills decreased.

The bulk of households' daily payments is still
effected in cash. According to a survey conducted by
the Bank of Finland, 80 per cent of all households'
payments are made using notes and coin. In terms of
value, cash payments accounted for 40 per cent of
the total value of households' payments. The signif-
icance of cash will nevertheless decrease in the fu-
ture as new payment instruments substituting for it
are developed.
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New coins and a new note were introduced

The phasing in of a new series of coins, which was
commenced in 1990, was completed with the intro-
duction of the new 10, 5 and 1 markka coins. The
aim of redesigning the coins was to simplify the coin
series so as to make the coins and their denomina-
tions easy to recognize.

The Bank of Finland introduced a new 20
markka note on 15 November 1993, at the same time
as the new coins were put into circulation. Before
this, a note in the denomination of 20 markkaa had
last been included in the note series of the type 1945.
The new 20 markka note was designed by the
graphic artist Erik Bruun. Like the 50 and 10 markka
notes, the pictorial theme of the 20 markka note
relates to Finland's period of independence. The se-
curity and other features of the note correspond to
those included in the 100 and 50 markka notes.

The 20 markka note was introduced to replace
the 10 markka note, which is gradually being with-
drawn from circulation, so as to avoid there being
too large a gap between the lowest-denomination
note and the highest-denomination coin. The Bank
of Finland ceased issuing 10 markka notes after mid-
November 1993. At the end of 1993, the 20 markka
notes in circulation amounted to FIM 284 million
and the 10 markka notes to FIM 273 million (see
Appendices, Table 15).

Handling of currency increased

The Bank of Finland distributes notes and coin via
its branch network primarily to other banks in ac-
cordance with their needs and receives notes and
coin returned by them.

In 1993, the Bank of Finland issued notes to the
total value of FIM 46 705 million and coin to the to-
tal value of FIM 1 327 million. Notes returned to the
Bank of Finland had a total value of FIM 46 472 mil-
lion and coin a total value of FIM 1 074 million.

The most issued note, both in terms of number
and markka value, was the 100 markka note. It ac-
counted for 62 per cent of the total markka value of
the notes issued (Chart 27) and for 59 per cent of the
total number of notes issued. The large share of the
100 markka note is attributable to ATMs and cash
dispensers, which operate almost exclusively on the
basis of 100 markka notes. The most issued coin in
terms of markka value was the 5 markka coin, issues
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of which amounted to FIM 756 million, or 57 per
cent of the total value of coins issued. The most
issued coin in terms of number was the 1 markka
coin, issues of which amounted to FIM 311 million
and accounted for 40 per cent of the total number of
coins issued in 1993.

In terms of markka value, the majority of the
notes returned to the Bank of Finland consisted of
100 markka notes, which totalled FIM 29 282 mil-
lion and accounted for 63 per cent of the total
amount of the returned notes. The 100 markka notes
were also the most returned notes in terms of their
number, 293 million, which accounted for 57 per
cent of the total number of returned notes. The most
returned coins in terms of markka value were 5
markka coins, which amounted to FIM 707 million.
In terms of number, the most returned coins were
1 markka coins, 308 million of which were returned,
ie 41 per cent of the total number of returned coins.

The notes returned to the Bank of Finland are
inspected and sorted into those which are fit for
reissue and those which are unfit for reuse and must
be destroyed. At the same time, the authenticity of
the notes is checked. In 1993, the branches of the
Bank of Finland sorted 491 million notes by ma-
chine, which is 6.3 per cent more than in 1992 (see
Appendices, Table 16). Manual sorting, which in
1989 still accounted for 35 per cent of all the notes
sorted, has virtually ceased. The number of unfit
notes destroyed was 116 million.

In 1993, the notes in circulation passed through
the Bank of Finland 3.5 times on average. The 100
markka note had the highest velocity of circulation,
5.3. The velocities of the other notes were 2.1 for the
1 000 markka note, 2.5 for the 500 markka note, 4.0
for the 50 markka note and 2.3 for the 10 markka note.

In 1993, the average lifespan of each note was
as follows: the 1 000 markka note 5.2 years, the 500
markka note 6.7 years, the 100 markka note 2.0
years and the 50 markka note 2.2 years.

Notes are secure

In November 1991, the Bank of Finland put into cir-
culation notes of the Litt. A type in the denomina-
tions of 1 000, 500, 100 and 50 markka. The security
of the Litt. A notes had been further improved com-
pared with the notes of the 1986 series. No counter-
feit Litt. A notes have been detected.

YEAR BOOK 93

Bill.
FiM

15

10

Mill.
FIM

Chart 27.
FLOW OF NOTES AND COIN THROUGH
THE BANK OF FINLAND, 1993

Notes

Ly

1000 mk 500 mk

1. Issued
2. Retirned

100mk 50 mk

—
10 mk

20 mk

Coin

10 mk

1. Issued
2. Retumed

5 mk

1 mk



In 1993, some counterfeit 500 and 100 markka
notes of the 1986 note serics were, however, detect-
ed. Most of the counterfeit notes had originated from
Finland's neighbouring areas, and some of them had
also been distributed in Finland. The Bank of Fin-
land and the other banks increased their efforts to
withdraw all the 1986 series notes from circulation.
At the end of 1993, a small proportion of the notes
still remained in circulation.

Changes in currency supply services

The Bank of Finland and the banks agreed that
services related to currency supply in the greater
Helsinki area would be subject to a charge as from
1 May 1993. The grounds for the reorganization were
the overall cost savings which would be achieved.

The Bank of Finland's Kotka branch was closed
in 1993, and its currency supply services were taken
over by the head office of the Bank of Finland and
the Kuopio branch.

New Currency Act entered into force

The new Currency Act entered into force on 1 May
1993. The most important change as regards the
maintenance of the currency supply was that the new
Act gave the Bank of Finland the right to decide
to annul the validity of notes and the Ministry of
Finance the right to annul the validity of coins.

The Bank of Finland decided to annul the va-
lidity of all banknotes of the 1945-1980 types. The
Ministry of Finance decided to annul the validity of
all coins issued before 1963 and all coins in penni
denominations issued before the 1990 coin series.
These notes and coins ceased to be legal tender with
effect from 1 January 1994, from which date payees
are no longer obliged to accept them as payment.
The Bank of Finland will redeem the annulled notes
and coins until 31 December 2003.

Till-money credit facility was terminated

The till-money credit system, which had been in
force for almost 13 years, and through which the
Bank of Finland financed the cash held in banks'
tills, was terminated in 1993.

Banks keep notes and coin in their tills to meet
cash withdrawals by the public from deposit ac-
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counts. However, the holding of cash involves inter-
est and other costs, which the banks seek to mini-
mize. During the era of financial market regulation
the banks were usually in debt to the central bank.
By decreasing their cash holdings at the end of the
business day the banks could reduce the size of their
central bank debt and the associated interest costs.
The banks did this by transporting as large a part of
their cash holdings as possible to the Bank of Fin-
land at the end of the day. At the Bank, their current
accounts were credited with the relevant amounts,
thus reducing the size of the outstanding debit bal-
ances on their accounts at the end of the day. On the
morning of the following business day, cash would
then be collected from the central bank and trans-
ported back to the banks' branches.

To avoid the unnecessary transportation of cash
between the banks and the Bank of Finland, an ar-
rangement called the 'till-money credit facility' was
introduced at the beginning of November 1980. The
till-money credit facility took the form of an inter-
est-free loan by the Bank of Finland to the banks
equivalent to their daily cash holdings. Thus, the
banks no longer incurred interest costs as a result of
holding cash. From the beginning of August 1988,
a 'base amount' was set for each bank's till-money
holdings. The credit facility did not apply to the base
amounts and from then on the banks had to finance
this part of their till-money holdings themselves.

Since the introduction of the till-money credit
facility, the arrangements for maintenance of the
currency supply have, however, been changed fun-
damentally, with the result that the daily transpor-
tation of cash funds between the banks and the Bank
of Finland is no longer meaningful from the banks'
point of view, nor otherwise expedient. As, more-
over, it was desired to alter the financing relations
between the Bank of Finland and the banks to better
correspond to the operational environment, the Bank
of Finland decided to discontinue the till-money
credit facility at the end of June 1993, With the ter-
mination of till-money credit, the holding of cash by
the banks again entails a normal marginal cost which
acts as an incentive to minimizing such holdings.

With the exception of a 'one-off" effect on bank
liquidity in connection with the introduction of the
till-money facility, the system was of no significance
for monetary policy, as the credit granted to banks un-
der the arrangement was linked to their cash holdings
and hence could not be used to expand bank lending.
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Other Activities

International cooperation

International Monetary Fund (IMF)

At their joint annual meetings in September 1993,
the International Monetary Fund and the World
Bank reviewed the prospects for the world economy.
The completion of the Uruguay Round of the Gen-
eral Agreement on Tariffs and Trade (GATT) was
considered to be crucial for improving global growth
prospects. Currency issues and especially the prob-
lems faced by the European Monetary System
(EMS) also occupied a prominent place in the dis-
cussions. Other important topics discussed were the
possible continuation of the Enhanced Structural
Adjustment Facility and the necessity to allocate fur-
ther special drawing rights. At the annual meeting,
Ms Sirkka Himadldinen, Chairman of the Board of
Management of the Bank of Finland, delivered the
Nordic and Baltic states' joint address, which dealt
with the Monetary Fund.

The most recent member countries of the IMF,
ie the independent states that emerged after the dis-
solution of the Soviet Union and the former socialist
countries in Central and Eastern Europe, were in-
volved in the activities of the Fund in several ways.
In April, the Executive Board of the Fund estab-
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lished a special medium-term financing arrange-
ment (Systemic Transformation Facility) for the
economies in transition. This financing arrangement
was considered necessary in a situation where these
countries are facing balance-of-payments difficul-
ties owing to a shift to market-based prices in their
foreign trade. The arrangement aims at promoting
the adjustment of these economies towards the nor-
mal IMF programme.

The Bank of Finland took an active part in the
implementation of the technical assistance coordi-
nated by the Fund. The objective was to strengthen
the technical capacity of the recipient countries,
mostly economies in transition, to conduct the cen-
tral bank activities required by a market economy.
A substantial part of the technical assistance provid-
ed by Finland and the other Nordic countries went
to the Baltic states.

In May, a team of IMF officials paid their reg-
ular visit to Finland, during which they reviewed the
state of the Finnish economy within the framework
of Article IV consultations. In the course of 1993,
technical discussions also took place with the repre-
sentatives of the Fund concerning the conduct of
monetary and exchange rate policy under a floating
exchange rate regime.

Within the IMF, Finland participates in the
joint constituency formed by the Nordic and Baltic
countries, which consequently have a joint repre-
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sentative on the Fund's Executive Board. The term
of the present Executive Director began on 1 No-
vember, and this two-year position is currently held
by Mr Jarle Bergo from Norway. The central bank of
Norway is responsible for preparing the Nordic and
Baltic countries' joint statements of opinion to be
presented to the Executive Board.

Ms Sirkka Haméldinen, who is Chairman of
the Board of Management of the Bank of Finland,
acted as Finland's representative on the Fund's
Board of Governors. Mr Matti Vanhala, Member of
the Board of Management, served as her deputy.

Bank for International Settlements (BIS)

The Bank for International Settlements operates as
a bank for the central banks and serves as their or-
ganization for international cooperation. During the
year under review, the financing arrangements relat-
ed to European integration and the maintenance of
a data bank on technical assistance provided to for-
mer socialist countries were important areas of top-
ical interest in the activities of the BIS. At their
monthly meetings in Basle, the governors and ex-
perts of the central banks exchanged information on
market developments and discussed issues related to
the stability of the money and foreign exchange mar-
kets.

Integration

As the negotiations on Finland's membership of the
EC proceeded, the focus of the Bank of Finland's
preparations for integration shifted towards mone-
tary and foreign exchange policy issues. With the
entry into force of the Maastricht Treaty on 1 No-
vember, the European Community became the Eu-
ropean Union. The implementation of the European
Union also means that the preparations for the
planned economic and monetary union (EMU) will
proceed in more tangible form than hitherto.

The governors of the central banks of the EFTA
countries which have applied for membership of the
EU have been informed by the Chairman of the
Committee of Governors of EC Central Banks of the
preparations for EMU and the contents of the deci-
sions that have been passed. The governors have cor-
respondingly reported on the situation of the acces-
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sion negotiations and on the progress in their own
preparations. The Bank of Finland has carried out
preparatory work connected with Finland's possible
membership of the EU by, for instance, keeping in
contact with the Secretariat of the Committee of
Governors and with the EC central banks.

If Finland becomes a member of the European
Union, cooperation in the field of economic and
monetary policy will increase and the Bank of Fin-
land will participate in the activities of the European
Monetary Institute (EMI), which was established on
1 January 1994. The Committee of Governors of the
EC Central Banks was dissolved at the beginning of
1994 and its duties were taken over by the EML

The ratification of the agreement on the Euro-
pean Economic Area (EEA) reached between the
European Free Trade Association (EFTA) and the
European Community (EC) was completed in the
latter half of the year, and the agreement entered into
force on 1 January 1994.

Bank of Finland representatives participated
along with other officials in the preparatory work
concerning the EEA carried out within EFTA and
jointly between EFTA and the EC and dealing with
the liberalization of capital movements, financial
services and ownership rights. Bank of Finland repre-
sentatives also participated in the work of EFTA's Ec-
onomic Committee and in discussions held between
the Economic Committee and the EC Commission.

The Bank of Finland was represented on the
committee set up by the Ministry of Foreign Affairs
to monitor the effects of integration on Finland by
Mr Esko Ollila, Member of the Board of Manage-
ment; Mr Matti Vanhala, Member of the Board of
Management, was the Bank's deputy member. Sev-
eral subcommittees worked under the monitoring
committee. The Bank of Finland was represented on
the subcommittee monitoring the overall progress of
the integration negotiations and also on other sub-
committees dealing with cooperation in economic
and monetary policy, financial services, taxation,
cooperation in the compilation of statistics and ad-
ministrative issues.

Other international cooperation
Bank of Finland representatives participated in the

activities of the Nordic Financial Commission
(NFU), which is the forum for cooperation among
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the Nordic countries' central banks and ministries of
finance. The Commission discussed the guidelines
which should be observed regarding specific matters
handled by the Executive Board of the IMF. Ways of
furthering the Baltic states' participation in the op-
erations of the joint IMF constituency were dis-
cussed at joint meetings arranged between the rep-
resentatives of the Nordic and Baltic states. The
principles and practical aspects of the work within
the IMF were among the topics of discussion.

Within the Organization for Economic Cooper-
ation and Development (OECD), the Bank of Fin-
land participated in the meeting of the Council at
ministerial level and in the work of, inter alia, the
Economic Policy Committee, the Commiittee on Fi-
nancial Markets, the Committee on Capital Move-
ments and Invisible Transactions and their working
parties. The Bank's representatives participated in
the OECD meetings of experts dealing with the
economic situation in Eastern Europe.

A group of OECD experts visited Finland and
reviewed the country's economic situation. On the
basis of this review, the OECD published a country
report prepared by the secretariat.

Agreement was reached in December concern-
ing the completion of the Uruguay Round of the
General Agreement on Tariffs and Trade (GATT).
The member states will sign the agreement in April
1994, after this, the agreement will be ratified by the
legislative organs of the countries concerned. The
intention is that the agreement should enter into
force by 1 July 1995.

The Bank of Finland had its own representative
on the GATT trade negotiations committee, in addi-
tion to which the Bank's experts participated, in
various working groups, in the preparatory work for
the Uruguay Round in Finland.

Management of
the foreign exchange reserves

Interest rates and exchange rates in the international
foreign exchange and capital markets remained
highly volatile in 1993, largely because of uncertain-
ties connected with the European integration pro-
cess. In the management of the foreign exchange
reserves and in the related risk management, in-
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creasing emphasis had to be placed on operations in
the European markets.

The Bank of Finland's foreign exchange re-
serves were invested mainly in government securi-
ties and securities repurchase agreements ('repos’).
The use of the last-mentioned instrument increased
notably compared with the previous years. Part of
the reserves was also invested in foreign currency
deposits, gold and special drawing rights; the gold
reserves remained unchanged throughout the year.
The most important investment currencies were the
deutschmark, the US dollar, the pound sterling, the
French franc, the Dutch guilder and the Japanese
yen.

The main items of the convertible reserves at
the end of 1992 and 1993 and changes in the course
of the year are shown below:

Reserves Reserves  Change
31 Dec 1993 31 Dec 1992
FIM million
Gold 2180 2180 -
Special drawing rights 664 564 + 100
IMF reserve tranche 1747 1732 + 14

Convertible currencies, net 28 689 24940 +3 749

Total 33279 29416 +3862

Economic analysis and research

The monitoring of inflation was stepped up and its
scope extended in 1993 after the Bank of Finland
had set its explicit inflation target. In monitoring
economic developments, special attention was also
paid to issues connected with the dual nature of
economic performance, including debt problems,
the banking crisis, the slump in the domestic market
and public sector deficits. Future developments in
the Bank's operational environment were outlined by
means of forecasts and medium-term calculations.
The Bank's macroeconomic model was used to as-
sess the effects of economic policy.

In 1993, research and analysis focused on
economic policy, financial markets and payment
systems. In the area of economic policy, the most
significant project consisted of three independent
analyses commissioned from three internationally
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recognized experts — Professors Christian Bordes,
David Currie and Hans Tson Soderstrém — on the
current state of the Finnish economy, its underlying
causes and the future prospects for the Finnish econ-
omy and economic policy. The Bank's own projects
included studies on the indebtedness of the econo-
my, structural adjustment problems and especially
issues related to the inflation target and monetary
policy indicators under a floating exchange rate regime.

In research on financial markets, priority was
given to the structural aspects and efficiency of the
banking sector and its adjustment to integration. At-
tention was also paid to the risk analysis and super-
vision of financial institutions and to the develop-
ment of the securities markets. These subjects were
also discussed at an international workshop on bank-
ing research which was arranged at the Bank of Fin-
land in October. The comprehensive statistical re-
search project on the history of the Finnish financial
markets was continued.

The analysis of payment systems included
studies on the use of payment instruments and the
demand for notes and coin in Finland, and on issues
related to the introduction of chip cards and elec-
tronic money. An international seminar on electron-
ic money was arranged at the Bank in September.

Research on the economies in transition in
Central and Eastern Europe was continued in 1993.
The studies focused on monitoring and analyzing
economic developments in Russia and the Baltic
states as well as the process of change in their eco-
nomic systems. Among the subjects investigated
were issues related to the development of the Rus-
sian economy and the reform of its economic sys-
tem, such as stabilization, privatization, the currency
system, the banking system, and Finnish enterprises
and direct investment in Russia. Studies were also
carried out on neighbouring areas of Russia, on is-
sues related to direct investment and on the mone-
tary and currency reforms carried out in the Baltic
states. The Russian and Latvian researchers who vis-
ited the Bank of Finland carried out studies dealing
with economic developments and business activities
in their respective countries.

In addition to the regular Review of Economies
in Transition, the Unit for Eastern European Econ-
omies prepared weekly and quarterly summaries of
the main events in the transition economies to facil-
itate the monitoring of developments in these coun-
tries.
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Information and publications

In June 1993, the Bank of Finland started to publish
a quarterly bulletin in Finnish called 'Markka ja ta-
lous' (The Markka and the Economy). The monthly
English language publication Bank of Finland Bul-
letin appeared 11 times. The Year Book and Finnish
Bond Issues were published in the early part of the
year. Three publications were issued in series A, one
in series B, one in series C and two in series D', The
statistical review entitled Financial Markets ap-
peared monthly. Sixteen papers appeared in the Dis-
cussion Papers series, which comprises research and
analytical work done in the various departments of
the Bank. The Review of Economies in Transition,
which contains studies and reports on developments
in the countries of Central and Eastern Europe, ap-
peared ten times. The Bank of Finland also pub-
lished a new, enlarged edition of the book 'Suomen
rahat’ (The Coins and Banknotes of Finland), which
was first published in 1981.

Administration and staff

The Banking Supervision Office was dissolved
by the Act on the Financial Supervision Authority
(503/93) and its operations were taken over by the
Financial Supervision Authority, which functions in
connection with the Bank of Finland. The staff of the
Banking Supervision Office (80) became employees
of the Bank of Finland when the Act entered into
force on 1 October.

A unit named Organization and Management
Development was set up by the Bank to operate for
a fixed term of three years as a management support
unit reporting directly to the Governor. The principal
aim of the unit is the development and adjustment of
the Bank to meet the requirements and new tasks
which will emerge over the next few years, as well
as to increase cost-awareness within the Bank.

In November, the Bank of Finland's Board of
Management approved a set of general guidelines
for promoting the mobility of staff within the Bank;

' A list of Bank of Finland publications in 1993 is included in
the Appendices.
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the Board made a decision on the exchange of duties
of heads of departments and decided to initiate an
exchange of duties of advisers as from the beginning
of 1994. By reorganizing duties the Bank seeks to
broaden staff members' expertise and to strengthen
its adviser resources in key areas.

The Bank of Finland's Kotka branch was
closed. The office premises of the Kotka branch
and of the Pori and Rovaniemi branches, which had
been closed earlier, were sold in the course of the
year. A new branch office building in Kuopio was
completed in June.

At the end of 1993, a total of 825 persons were
employed by the Bank of Finland. Staff at the head
office numbered 685 and that at the branches 140.
The total number includes 42 persons on leave of ab-
sence for various reasons and 68 persons on fixed-
term contracts. In the course of the year, the number
of persons employed by the Bank decreased by 69.
The staff of the Financial Supervision Authority
numbered 86 at the end of the year.

Training

Because of the changing operating environment of
economic policy, staff training continued to focus on
developing the professional skills of the Bank's
economists. Special subjects were the conduct of
monetary policy under a floating exchange rate and
issues related to the ongoing integration process.
Extensive training in information technology was al-
so continued. A survey on the organizational climate
of the Bank, which had been conducted four years
earlier, was repeated, and managerial capabilities
were assessed by means of a resource analysis. To
develop the Bapk's operations, the planning of a
management development programme was initiated
by the new Organization and Management Develop-
ment Unit.
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Special emphasis was also placed on training in
languages and communication skills and on enhanc-
ing staff mobility within the Bank and the capabil-
ities of the staff as a whole with respect to interna-
tionalization and professional skills. Attention was
also paid to intensifying the organizational develop-
ment of the Bank, increasing cost-awareness and im-
proving productivity. Expenditure on training ac-
counted for 2.7 per cent of the Bank's total wage bill.

The "Young Professionals’ training programme,
which is designed for newly-qualified economists,
began in February and will continue until the end of
June 1994. The aim of the programme is to prepare
young professionals for work in international or-
ganizations, the banking sector and public adminis-
tration. The six persons chosen for the programme
participated in the internal training of the Bank and
worked in various departments.

The Bank also provided training assistance for
economies in transition. Scores of visitors from
these countries visited the Bank for this purpose,
and Bank of Finland experts paid visits to the coun-
tries concerned.

Data processing

The utilization of data technology was enhanced in
many ways in the course of 1993. More electronic
filing systems were created for various departments,
and personal computer systems were connected to
networks. A new version of the management infor-
mation system was produced, which includes facil-
ities for monitoring market developments in real
time. A time series database operating in a personal
computer network was implemented for the econo-
mists. The replacement of outdated workstations
continued as planned.

The second phase of the installation of the AT-
LAS system, incorporating primarily the processing
of foreign and Finnish securities, was postponed un-
til the early months of 1994.
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Financial Statements

Balance sheet, FIM

ASSETS

*

Gold and foreign currency
claims (1)

Gold

Special drawing rights

IMF reserve tranche
Convertible currencies

Other foreign claims (1)
Markka subscription to Finland's
quota in the IMF

Term credit

Claims on financial institutions (2)
Liquidity credits

Certificates of deposit

Securities with repurchase
commitments

Term credits

Till-money credits

Bonds

Other

Claims on the public sector (3)
Loans to the Government
Guarantee Fund

Total coinage

Claims on corporations (4)
Financing of domestic deliveries (KTR)
Other

-Otherassets(5)
Loans for stabilizing
the money market
Accrued items
Other

Capitalized expenditures and
losses due to safeguarding the
stability of the money market {6)

Total

2179674 591,49
663 868 229,63
1746 569 300,51
28882037 570,03

5058 109 718,67

1100 000,00
1844 461 228,60

5492 519 450,89

1100 800 000,00
237 901 192,00

1788 419 354,20

496 296 726,10
2806 719 487,31

5752 000 000,00
907 073671,39
166 469 505,70

60 524 020 026,52

33472 149 691,66

5058 109 718,67

8676781871,49

1788 419 354,20

3303016 213,41

6825543 177,09

1400 000 000,00

52

2179877 401,68
563 785 166,54
1732 459 645,47
25040927 391,80

4 463 666 904,52
403 766 882,73

1584 900 000,00
3930010 340,03

4 407 845 271,56
100 000 000,00
2871523 000,00
1462 345 000,00
237 908 278,82

1000 000 000,00
1446 494 864,20

747 285 763,90
710 864 254,71

9474 000 000,00
1297 963 685,76
1563061 567,18

29517 049 605,49

4867 433 787,25

14 594 531 890,41

2446 494 864,20

1458 150 018,61

10925 025 262,94

1700 000 000,00

65 508 685 418,90

YEAR BOOK 93



LIABILITIES

Foreign currency liabilities (1)

Convertible currencies 193 393 855,26 193 393 855,26 100627 954,24 100627 954,24
Other foreign liabilities (1)

IMF markka accounts 5068 138 344,52 4 463 728 887,35

Allocations of special drawing rights 1130 809 688,60 1025 905 427,50

Other ~ 6188948033,12| 2273950000,00 7763584314,85
Notes and coin in circulation (7)

Notes 13 442 206 837,00 13208 702 865,00

Coin 1551644284,00 14993851 121,00] 1299284288,35 14507 987 153,35
Certificates of deposit (8) 14 837 000 000,00 4 880 000 000,00
Liabllities to financial

institutions (9)

Call money deposits 1803 387 358,31 2134813 756,66

Minimum reserve deposits 6 397 931 300,00 -

Term deposits - 4700 000 000,00

Cash reserve deposits -~ 8201318658,31] 13 164695 506,00 19 999 509 262,66
Liabilities to the public sector (10}

Cheque accounts 7961 980,21 72 208 426,01

Deposits of the Government

Guarantee Fund 776039 269,61 784 001 249,82 17 814 366,63 90022 792,64
Liabilities to corporations (11)

Deposits for investment

and ship purchase 2086678759,32 2086678759,32| 336235464153 336235464153
Other liabilities (12)

Accrueditems 535641 913,64 - | 424223186572

Other liabilities 91 590 695,52 627 232 609,16 156 302 287,97 4398534 153,69
Valuation account and reserves (13) 6847 478 700,97 4641948 106,38
Capital accounts (14)

Primary capital 5000 000 000,00 5000 000 000,00

Reserve fund 764 117 039,56 764 117 039,56

Net earnings - 5764117 039,56 - 5764117 039,56
Total 60 524 020 026,52 65 508 685 418,90
AR
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Profit and loss account, FIM

INTEREST INCOME
Domestic (1)
Liquidity credits 40 008 660,32 77629 344,04
Certificates of deposit 198 786 240,61 925 608 584,86
Securities with repurchase commitments 329 188 459,53 351323 083,64
Net interest on forward transactions 323 975 329,84 911827 702,84
Financing of domestic deliveries (KTR) 49 320 907,61 92050871,16
Bonds 265 721 556,24 173 567 026,84
Loans to the Government Guarantee Fund 38773902,19 282 437 505,69
Loans for stabilizing the money market 358 053 945,21 219097 260,27
Other 42 376 316,13 1646214 317,68 4225768592 3075799 065,26
Foreign (2)
IMF 92 667 371,94 118 066 433,83
Securities 1552 967 786,71 1648 424 864,03
Other currency claims 203 825 828,83 1849 460 987,48 131095025,74 1897 586 323,60
Total interest income 3495675 305,16 4973 385 388,86
ngEREST §XPENSE
all money deposits - 43705960,57 - 239126088,23
Certificates of deposit -1156 188 007,67 - 1937 470702,00
Cash reserve deposits - 479607 595,02 - 1104769 924,85
Investment deposits - 106 884 337,65 - 312792072,76
Other - 3255728325 - 1818943184,16 | - 3018214599 - 3624 340933,83
Foreign
IMF - 53403307,87 - 57762879,76
Loans under swap arrangements - 18395298,78 ~ 190465 465,02
Other - 138752176 - 7318612841 | - 284517471 - 251073519,49
Total interest expense - 189212931257 - 3875414 453,32
INTEREST MARGIN (4) 1603 545 992,59 1097 970 935,54
OTHER INCOME (5)
Commissions and fees 13719877,15 10 175594,18
Supervision fees charged by
the Financial Supervision Authority 7 700 Q00,00 -
Other 99 421 759,28 120 841 636,43 59 666 458,54 69 842 052,72
OTHER EXPENSE (6)
Salaries — 155 443 299,47 - 157713 693,96
Social security costs ~ 78624 199,63 - 72901593,80
Purchase of banknotes - 50254700,00 - 42354900,10
Depreciation - 60480690,36 - 91070000,37
Other - 8783680049 -~ 43263968995 | - 10439961055 - 468439798,78
EXPENSE AND INCOME.DUE TO
SAFEGUARDING THE STABILITY
OF THE MONEY MARKET (7)
Write-off on shares in
_.assetmana =1.200.000.000,00-- oo e -
Write-off on capltalnzed expendltures andlosses |- 300000 000,00 -
Income on sale of shares 200000000,00 - 1300000 000,00 - -
PROFIT BEFORE VALUATION
ADJUSTMENTS AND RESERVES - 8252 060,93 699 373 189,48
Valuation gainfloss on
foreign securities (8) 453317 702,04 127 377 120,42
Exchange rate gain/loss (9) 2237 698 766,00 - 1768207 012,83
Increase in pension reserve (10) - 78878 531,62 -
Increase (~)/reduction {+)in reserves
in accordance with n 30 of
the Act on the Bank of Flnland {10) - 260388587549 941456 702,93
PROFIT FOR THE ACCOUNTING YEAR (11) 0,00 0,00
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Appendices to the financial statements

Note issue, FIM

Right of note issue

Used right of note issue
Unusedright of note issue

Markka/foreign currency forward contracts, FIM

33472 149€91,66
14432365 767,65
19039783 924,01

&middle rate as at 31 Dec)
orward purchase contracts -
Forward sales contracts 2885444614,19
Foreign currency/foreign currency
forward contracts, FIM
(middle rate of currency purchased as at 31 Dec) 787620417,00
Foreign currency futures contracts, FIM
middie rate as at 31 Dec)
urchase contracts 146 926 300,00
Sales contracts -
Shares and other interests, nominal vaiue, FIM
Bank of Finland's holding in parentheses)
copulus Oy 2000000,00
Sponda O 300000 000,00
Solidium Oy -
SetecOy— - . . 40000000,00
Helsinki Money Market Center Ltd 35300000,00
Bank for International Settlements 64777336,95
Shares in housing companies 883243,00
Real estate shares 634 120,00
Other shares and interests 1019351,00
Total 444614 050,95
Guarantees, FIV . . .
Temporary guarantee commitments in connection
with the transfer of risk exposures from Skopbank 233111000,00
Guarantees issued on behalf of
asset management companies 517 378 000,00
Total 750489 000,00
Liability arising from pension commitments, million FIM
The Bank of Fintand’s pension liability 1727
~of which covered out of reserves 1234
The Bank of Finland's real estate
Building Address Year of completion
Helsinki Rauhankatu 16 1883/1961
Unioninkatu 33/Rauhankatu 19 1848/1954
Snellmaninkatu 23 1896/1988
Liisankatu 14 1928
Ramsinniementie 34 1920/1983
Joensuu Torikatu 34 1984
Jyvéaskyld Kauppakatu 21 1950
uopio Kauppakatu 25-27 1912
Puutarhakatu 4 1993
Lahti Torikatu 3 1929
Mikkeli Paividnkatu 15 1965
QOulu Kajaaninkatu 8 1973
Rovaniemi Valtakatu 10-12 1988
Tampere Hameenkaty 13 1942
Turku... Linnankafu20 1914
Vaasa Kirkkoputstikko 22 1952
Vantaa Suometséantie 1 1979
Inari Saariselka 1968/1976

Helsinki

8 February 1994

29517049 605,49
13418309607,85
16098739997,64

3618050000.00
13964 781485,27

7080504 173,89

1517638000,00
503517 500,00

150000 000,00
100000 000,00
40000000.00
40000 000,00
357300000,00
58 767 998.07
1284243,00
634 120,00

1013 433,50
426999794,57

3388
230220

oo

(1

486 884 000,00

642360000,00
1129244 000,00

1611
1150
Volume cu.m (approx.)

49500
17 500/33 000
27500

THE BOARD OF MANAGEMENT OF THE BANK OF FINLAND

Sirkka Himaéldinen, Chairman

Harri Holkeri Esko Ollila
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Kalevi Sorsa

Matti Vanhala
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Notes to the financial statements

General accounting principles applied

The Bank of Finland's balance sheet follows a sec-
toral division, depicting the financial relations be-
tween the central bank and foreign and domestic
sectors. The valuation principles applied in the bal-
ance sheet are explained in the notes to the various
items. In keeping with the Act on the Bank of Fin-
land, fixed assets, shareholdings and long-term ex-
penditure are entered as expenditure in full in their
year of acquisition, and thus do not show up in the
balance sheet. The Bank of Finland's shareholdings
and other interests and the Bank's real estate are list-
ed in the appendices to the financial statements.

Foreign currency claims and liabilities have
been translated into markkaa at the middle exchange
rates as at 31 December 1993. All changes in the val-
ue of claims, liabilities and off-balance sheet items
resulting from changes in exchange rates have been
entered in the profit and loss account under ex-
change rate gain/loss.

In accordance with subsection 1, paragraph 2
of section 17 of the Act on the Bank of Finland, the
Parliamentary Supervisory Board confirms the ac-
counting principles applied.

Notes to the balance sheet

1 Gold and foreign currency items

As in previous years, gold has been entered at the
value of FIM 35/g in the balance sheet. At the end
of the year, the Bank's holdings of gold totalled
62 276 kilos, with a market value of about FIM 4 524
million.

The item 'allocations of special drawing rights'
under liabilities corresponds to the item 'special
drawing rights' under foreign currency claims. Inter-
est is paid on both items at a rate equivalent to the
SDR interest rate.

The SDR-denominated reserve tranche and the
markka subscription together form Finland's quota
in the IMF. The counterpart of the markka subscrip-
tion is included in the IMF markka accounts under
foreign liabilities. The markka subscription and the
corresponding markka accounts are linked to the ex-
change rate of the special drawing right (SDR) in
accordance with the practice applied by the IMF.
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Convertible currencies consist mainly of for-
eign securities issued or guaranteed by governments
and bank deposits. The item also includes foreign
sight accounts as well as foreign means of payment
held by the Bank of Finland.

Securities included under convertible foreign
exchange reserves have been valued at the lower of
nominal value and market value, in keeping with
section 6 of the Act on the Bank of Finland.

The item 'other foreign claims’ included a term
credit dating from the period of the clearing arrange-
ment between Finland and the former Soviet Union
and representing the State's claim on Vneshekonom-
bank of the former Soviet Union. The State paid a
sum equivalent to the amount of the credit to the
Bank of Finland in December 1993.

Convertible foreign currency liabilities consist
of markka claims of international organizations and
foreign banks on the Bank of Finland.

2 Claims on financial institutions

Liquidity credits are fixed-term liabilities of bank-
ing institutions entitled to central bank financing to
the Bank of Finland.

Certificates of deposit are market-priced secur-
ities issued by banks. They have been valued at ac-
quisition cost. This item also includes interest of
FIM 4 million accrued on certificates of deposit.

Securities with repurchase commitments 're-
pos' are used alongside certificates of deposit in
money market operations.

The till-money credit system, which was used
to finance the banks' holdings of cash, was abolished
at the end of June 1993.

Holdings of bonds issued by banking institu-
tions consist mainly of investments. They are valued
at nominal value.

3  Claims on the public sector

As at 31 December 1992, the Government Guarantee

Fund had temporary credit from the Bank of Finland.
Total coinage indicates the State's liability to

the Bank of Finland on the basis of its obligation to

redeem coins.

4  Claims on corporations

Credits for financing domestic deliveries have been
granted either in the form of loans or bonds. Bonds
are valued at nominal value. The interest rate on
KTR credits ranges from the base rate to the base
rate plus 2.5 percentage points.
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The item 'other' mainly consist of securities
classified as investments and valued at nominal value.

5  Other assets

The outstanding amount of loans for stabilizing the
money market decreased by FIM 3 722 million in
the course of the year. The Bank's asset management
companies repaid loans to the value of FIM 2 522
million and FIM 1 200 million was converted into
Sponda Oy's equity capital.

A total of FIM 15 582 million of Bank of Fin-
land financing had originally been committed to the
take-over of Skopbank and the transfer of Skop-
bank's risk exposures in 1991 and 1992. By the end
of 1993, FIM 4 530 million of this amount had been
recouped, FIM 3 900 million was entered as losses
in the profit and loss account and FIM 1 400 million
was capitalized in the balance sheet. Of the original
amount of financing committed, FIM 5 752 million
still remained in the balance sheet in the form of
loans for stabilizing the money market.

Accrued items are mainly interest receivables.
Other assets include FIM 121 million in staff hous-
ing loans. The interest rate applied to old housing
loans was equivalent to the base rate, and the rate ap-
plied to loans granted after 16 February 1993 was
equivalent to the base rate plus 2 percentage points.

6 Capitalized expenditures and losses

due to safeguarding the stability

of the money market
The losses incurred in 1992 as a result of the sale of
Skopbank's shares and preferred capital certificates
to the Government Guarantee Fund were capitalized
in the balance sheet for 1992. Of this item, FIM 300
million was written off in the financial statements
for 1993, and FIM 1 400 million remained to be
written off in subsequent years.

7 Notes and coin in circulation
Notes and coin in circulation consists of notes and
coin held by the public and banking institutions.

8 Certificates of deposit (CDs)

Certificates of deposit issued by the Bank of Finland
are valued at nominal value. The difference between
the nominal value and the issue price has been en-
tered under accrued items and is allocated to interest
expense over the maturity of the instrument.
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9  Liabilities to financial institutions
Call money deposits constitute the credit balances
on cheque accounts held by banking institutions en-
titled to central bank financing.

The cash reserve deposit system was replaced
by a minimum reserve system on 1 July 1993.
Minimum reserve deposits are collected on the
basis of the liabilities items in banks' balance sheets,
so that the deposit requirement varies between one
and two per cent depending on the composition of
a bank’s funding. Minimum reserve deposits are non-
interest-bearing.

10 Liabilities to the public sector
This item comprises the Government Guarantee

Fund's current account and deposit accounts at the
Bank of Finland.

11 Liabilities to corporations

Deposits for investment and ship purchase comprise
statutory deposits made with the Bank of Finland by
companies which have made an investment or ship
purchase reserve. The deposits are interest-bearing.
The rate of interest is determined according to the
Investment Reserves Act.

12 Other liabilities
Accrued items consist mainly of accrued interest
payable.

Other liabilities include FIM 9 million of notes
in circulation in the old denomination.

13 Valuation account and reserves
The Bank's reserves have been augmented in order
to safeguard the real value of the capital accounts
and to cover the exchange rate risks associated with
foreign currency claims and liabilities.

The Bank of Finland's pension liabilities total
FIM 1 727 million; 71.4 per cent of this amount is
covered by the reserve.

Foreign securities included in the convertible
foreign exchange reserves have been valued at nom-
inal value in the balance sheet, if this is lower than
acquisition cost or market value. The difference be-
tween the nominal value and 'lowest value', the ac-
counting principle applied in the profit and loss ac-
count, has been entered in the valuation account as
a deduction.
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14 Capital accounts
The Bank's primary capital and reserve fund were
unchanged in 1993.

Notes to the profit and loss account

Owing to the fall in the level of interest rates, domes-
tic interest income and interest expense decreased
notably compared with the previous year, but net in-
terest income (interest margin) increased by more
than FIM 500 million.

The costs of the Financial Supervision Author-
ity, which was incorporated in the Bank of Finland's
administration with effect from 1 October 1993,
have been included in the profit and loss account for
the period from 1 October to 31 December 1993, and
the supervision fees collected from the supervised
entities during the same period have been entered
under other income.

1  Domestic interest income

Domestic interest income totalled FIM 1646 mil-
lion. Interest income on certificates of deposit
amounted to FIM 199 million, that on securities with
repurchase commitments to FIM 329 million, that
on forward transactions to FIM 324 million, that on
bonds to FIM 266 million and that on loans for
stabilizing the money market to FIM 358 million.

2  Foreign interest income

In 1993, foreign interest income amounted to FIM
1 849 million. This represented a decrease of FIM 49
million on the previous year.

3  Domestic interest expense

Domestic interest expense, FIM 1 819 million, in-
cludes FIM 1 156 million representing interest ex-
pense on Bank of Finland CDs. Interest paid on cash
reserve deposits during the first half of the year
amounted to FIM 480 million, and interest expense
on deposits for investment amounted to FIM 107
million.

4  Interest margin
The interest margin amounted to FIM 1 604 million,
or FIM 506 million more than in 1992.

S  Other income
Other income totalled FIM 121 million. Supervision
fees charged by the Financial Supervision Authority
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were entered as a new item under other income for
the last three months of the year. The supervision
fees are calculated in accordance with the law gov-
erning the principles applied in collecting govern-
ment payments. The Bank of Finland covers the
costs of the Financial Supervision Authority, which
are subsequently collected from the supervised en-
tities.

The item 'other income' includes FIM 35 mil-
lion in sales proceeds from office premises and FIM
36 million in rental income.

6  Other expense

The Bank's total wage bill amounted to FIM 155
million, of which the share of the Financial Super-
vision Authority, for the last three months of the
year, was FIM 4 million.

In accordance with the Act on the Bank of Fin-
land, fixed assets and long-term expenditure are en-
tered as expense under depreciation in the year they
were incurred to the Bank. Thus depreciation in-
cludes all acquisitions of fixed assets and other long-
term expenses for the accounting year. Buildings ac-
counted for FIM 32 million of depreciation and ma-
chinery and equipment for FIM 27 million.

7  Expense and income due to safeguarding
the stability of the money market

Expense and income due to safeguarding the stabil-
ity of the money market arose in connection with the
take-over of Skopbank. The equity capital of Sponda
Oy was increased by FIM 1 200 million at the end
of 1993. The increase in equity capital was carried
out through a conversion of loans, and the Bank en-
tered the investment in equity capital directly as ex-
pense in the manner stipulated in the Act on the
Bank of Finland. Solidium Oy disposed of the main
part of its holdings in Oy Tampella Ab following the
sale of some of Tampella's lines of business. After
these measures, the share capital of Solidium Oy
was sold to Sponda Oy, and the company was con-
solidated as part of the Sponda group. The Bank en-
tered FIM 200 million as proceeds from this sale,
which corresponded to the sum invested by the Bank
in the equity capital of the company when it was set
up. FIM 300 million of the expenditures and losses
capitalized in the Bank's balance sheet during the
previous accounting year was written off in the fi-
nancial statements.
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8  Valuation gain/loss on foreign securities
Valuation gain/loss on foreign securities includes
exchange rate gains and losses realized on sales of
securities and differences between the lower of ac-
quisition cost and market value of securities in the
portfolio.

9  Exchange rate gain/loss

Exchange rate gain/loss includes all net changes in
the value of claims, liabilities and off-balance sheet
items resulting from exchange rate changes as well
as net earnings from foreign exchange dealings. In
1993, the Bank recorded an exchange rate gain of
FIM 2 238 million. The exchange rate gain/loss was
affected to a significant extent by movements in the
exchange rate of the US dollar, one of the major re-
serve currencies.
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10 Changes in reserves

Employees' pension contributions collected from
wages during 1993 were transferred to the pension
reserve. Imputed interest was calculated at base rate
on the employees' pension contributions and on the
pension reserves made during previous years, and
the pension reserve was increased by the resulting
amount.

The reserves in accordance with section 30 of
the Act on the Bank of Finland were increased by
FIM 2 604 million in order to strengthen the Bank's
own funds, which had decreased in previous years.

11 Result for the accounting year

After the increase in reserves, the profit for the ac-
counting year was zero markkaa.
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Auditors' report

We, the Auditors elected by Parliament, have audited the accounts, including the financial
statements, and the management of the Bank of Finland for 1993 to the extent required by
good auditing practice.

In the course of the accounting year, the Internal Audit Department of the Bank of
Finland has carried out the audit of the Bank's accounting and operations. We have
examined the reports issued on the internal audit at the Bank.

We have read the Report on Activities of the Bank of Finland, and the Board of
Management has provided us with information on the Bank's operations.

The financial statements of the Bank of Finland have been prepared in keeping with
the principles on closing the accounts confirmed by the Parliamentary Supervisory Board
and current regulations. :

On the basis of the above and in the absence of any further comments raised by the
audit, we propose that the profit and loss account and the balance sheet be confirmed and
the Board of Management discharged from liability for the accounting year audited by us.

Helsinki, 17 March 1994

AUDITORS OF THE BANK OF FINLAND

Kauko Heikkinen
Arja Alho Timo E. Korva
Matti Lahtinen Paavo Lipponen

./. Kalervo Virtanen
Authorized Public Accountant
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Appendices



Measures concerning monetary and foreign exchange policy and the financial markets

January

February
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Base rate

The Parliamentary Supervisory Board lowered the Bank of Finland's base rate
from 9.5 per cent to 8.5 per cent with effect from 1 January.

Cash reserve requirement

The Bank of Finland raised the banks' cash reserve requirement from 5.0 per cent
to 5.5 per cent of the cash reserve base at the end of December 1992.

Interest on cash reserve deposits

The Bank of Finland decided to lower the rate of interest paid on cash reserve
deposits as from 1 January in accordance with the current cash reserve agreement.
The new interest rate was 3 percentage points below three-month HELIBOR,
however not less than 8 per cent.

Swap agreement between the Nordic central banks

The Nordic central banks decided to revise and substantially enlarge their agree-
ment on short-term currency support, which had been in force since 1 January
1984. The revised agreement entered into force on 1 January for an indefinite
period.

New legislation on foreign ownership

The 1939 Restriction Act was repealed at the end of December 1992, and new leg-
islation lifting the restrictions on foreign ownership of Finnish companies entered
into force on 1 January. The new legislation also liberalizes the acquisition of real
estate by foreigners.

Monetary policy

The Bank of Finland specified the guidelines in accordance with which monetary
policy is to be conducted over the next few years. The aim is to stabilize the rate
of inflation permanently at 2 per cent by 1995. Inflation is measured by the con-
sumer price index; however, changes due to public charges, taxes and develop-
ments in housing prices are not taken into account.

Base rate

The Parliamentary Supervisory Board lowered the Bank of Finland's base rate
from 8.5 per cent to 7.5 per cent with effect from 15 February.

Finnish State guarantees banks' operations

On 23 February, Parliament unanimously approved a resolution requiring the
Finnish State to guarantee that Finnish banks meet their commitments under all
circumstances. At the same time, Parliament undertook to grant the Government
whatever funds and powers might be necessary for this purpose.
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March

April

May

June
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Organization of the Government Guarantee Fund

The organization of the Government Guarantee Fund was changed by law as from
12 March. The changes were designed to improve the Fund's prerequisites for
providing bank support. The main changes were:

— The board of management of the Fund comprises at most five members, at least
one of whom represents the Ministry of Finance. Consequently, the new law no
longer includes provisions on the representation of other authorities on the board
of management. The Parliamentary Supervisory Board continues to function as
the Fund's supervisory body and eg appoints the members of the board.

— The Fund has a full-time manager assisted by other full-time staff. Before the
reform, the Fund did not have a full-time staff of its own.

— The Fund assists the Ministry of Finance in the preparation of decisions con-
cerning the use of funds set aside for bank support in the State budget; the Gov-
ernment makes decisions on support measures.

Support to the Savings Bank of Finland

On 27 April, the Government Guarantee Fund granted capital support totalling
FIM 1.1 billion to the Savings Bank of Finland. Of this amount, FIM 150 million
was used to increase the bank's share capital and FIM 950 million to purchase the
bank's preferred capital certificates.

Base rate

The Parliamentary Supervisory Board lowered the Bank of Finland's base rate
from 7.5 per cent to 7.0 per cent with effect from 17 May.

Cash reserve requirement

The Bank of Finland lowered the banks' cash reserve requirement from 5.5 per
cent to 4.5 per cent of the cash reserve base at end-April.

Maximum interest rate on transaction accounts

Under the amendment to the law on income taxation, the maximum annual rate
of interest payable on tax-exempt transaction accounts was lowered from 4.5 per
cent to 2.5 per cent with effect from 6 May.

Support to Skopbank

On 24 May, the Government Guarantee Fund granted capital support to Skopbank
by purchasing preferred capital certificates issued by Skopbank to the total value
of FIM 700 million.

Cash reserve requirement

The Bank of Finland lowered the banks' cash reserve requirement from 4.5 per
cent to zero (0) per cent of the cash reserve base at end-May and returned the
banks' cash reserve deposits on 1 June.

Termination of till-money credit facility
The Bank of Finland decided to terminate its till-money agreements with the
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July

August
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banks with effect from 30 June, when the outstanding till-money credits extended
to the banks matured. :

Market in government securities

On 15 June, the Bank of Finland announced measures designed to promote the
functioning of the market in government securities by improving the operating
conditions of primary dealers. Among other things, the Bank started to hold week-
ly repo auctions in government and Bank of Finland securities for the primary
dealers. In addition, the Bank may, at its discretion, grant intraday credit to pri-
mary dealers and special short-term financing to non-bank primary dealers.

Introduction of minimum reserve system

On 30 June, the Bank of Finland terminated the cash reserve agreement with the
banks and replaced it by the minimum reserve system. Deposit banks and branch-
es of foreign credit institutions were required to hold 2.0 per cent of their liquid
deposits, 1.5 per cent of their other deposits and 1.0 per cent of their other do-
mestic liabilities as non-interest-bearing minimum reserves at the Bank of Fin-
land. The system was applied for the first time to the reserve base for June and
the corresponding deposits were to be made by the end of July.

Base rate

The Parliamentary Supervisory Board lowered the Bank of Finland's base rate
from 7.0 per cent to 6.5 per cent with effect from 15 July.

Base rate

The Parliamentary Supervisory Board lowered the Bank of Finland's base rate
from 6.5 per cent to 6.0 per cent with effect from 16 August.

Guarantee to the Union Bank of Finland and Kansallis-Osake-PankKki

On 19 August, the Government made a decision in principle to guarantee the ac-
quisition of new equity capital by the Union Bank of Finland (UBF) and Kansallis-
Osake-Pankki (KOP). The final decision was subject to approval by Parliament
of the necessary revisions to the budgetary powers.

The guarantee to be given to the UBF covered the issue of preferred capital cer-
tificates up to FIM 1 billion and that to KOP the issue of preferred capital cer-
tificates and subordinated debentures up to a total of FIM 1.8 billion. In the case
of preferred capital certificates, the guarantee applies to both interest and prin-
cipal and will remain in force for a maximum of 10 years.

Support to the Savings Bank of Finland

On 19 August, the Government granted capital support totalling FIM 1 billion to
the Savings Bank of Finland. Of this amount, FIM 250 million was used to in-
crease the bank's share capital and FIM 750 million to purchase the bank's pre-
ferred capital certificates. As a result, the State's holding in the Savings Bank of
Finland rose to 99 per cent.
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QOctober

November

December
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Establishment of asset management companies

The Act on the Government Guarantee Fund was amended on 15 October so as
to enable the Fund to own and administer shares in an asset management company,
ie a company set up for the purpose of purchasing and administering the assets
or liabilities of a bank subject to support measures taken by the Fund or the gov-
ernment.

Sale of Savings Bank of Finland to other banks

On 22 October, the Government approved the proposal of the Government Guar-
antee Fund for an arrangement whereby the Savings Bank of Finland (SBF) was
to be sold to four buyers. Kansallis-Osake-Pankki, Postipankki Ltd, Union Bank
of Finland Ltd and the cooperative banks designated by the Central Association
of the Cooperative Banks each bought one quarter of the business operations of
the SBE.

Establishment of the asset management company Arsenal Ltd

On 18 November, the Government established an asset management company
called Arsenal Ltd to own and administer the non-performing assets of the Savings
Bank of Finland (SBF). These assets were not included in those parts of the SBF
sold to four banking groups in October.

Support to the security fund of the cooperative banks

On 18 November, the Government gave a guarantee for a maximum amount of
FIM 900 million in respect of interest payments on loans raised by the security
fund of the cooperative banks. If, on the basis of this guarantee, the Government
has to pay interest on loans raised by the fund, the latter will start repaying interest
in 1997.

Base rate

The Parliamentary Supervisory Board lowered the Bank of Finland's base rate
from 6.0 per cent to 5.5 per cent with effect from 1 December.

Collateral requirements for banks' intra-day and liquidity credit

The Bank of Finland specified the collateral requirements for banks' liquidity
credit and intra-day credit with effect from 1 December. The intra-day overdraft
limits introduced on banks' current accounts on 1 March 1993 became permanent.
Liquidity credit must always be fully collateralized. Banks which fulfil the criteria
for access to central bank liquidity credit are required to deposit collateral equiv-
alent to 25 per cent of their overdraft limits whereas other banks are required to
deposit collateral for the full amount of their limits.

Support to Skopbank

On 22 December, the Government granted capital support to Skopbank by pur-
chasing preferred capital certificates issued by Skopbank to the total value of
FIM 350 million.
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Main statements issued by the Bank of Finland in 1993

Statements concerning the development of financial markets

Statement given to the Ministry of Justice concerning the report of the committee
on the Companies Act, 11 March.

Statement given to the Ministry of Finance concerning the amendment of
the Stamp Duties Act, 25 March.

Statement given to the Parliamentary Economic Committee concerning
the Government bill on the Financial Supervision Authority and related
legislation, 6 April and 27 April.

Statement given to the Ministry of Justice concerning the final report of
the committee on the revision of consumer credit legislation, 28 April.

Statement given to the Ministry of the Environment concerning the report of
the working group on securitization, 17 August.

Statement given to the Banking Supervision Office concerning new draft
guidelines and regulations based on the Credit Institutions Act, 6 September.

Statement given to the Ministry of Justice on the proposal of the project group
on the Penal Code concerning securities market offences, 8 September.

Statement given to the Ministry of Finance concerning amendments to the rules
and regulations for the Helsinki Stock Exchange, to the provisions
concerning trading in shares and bonds and to the provisions concerning
securities and book-entry securities, 20 December.

Statements concerning the support of the banking system

Statement given to the Government Guarantee Fund concerning STS-bank's role
in the management of problem loans, 8 April.

Statement given to the Government Guarantee Fund concerning the support of
the Savings Bank of Finland and Skopbank, 27 April.

Statement given to the Government Guarantee Fund concerning the support of
Skopbank, 18 May.

Statement given to the Government Guarantee Fund concerning state guarantees
for the acquisition of equity capital by Kansallis-Osake-Pankki and
Union Bank of Finland, 11 August.

Statement given to the Government Guarantee Fund concerning the support of
the Savings Bank of Finland, 16 August.

Statements given to the Government Guarantee Fund concerning a plan for
reorganizing savings banks, 11 October and 20 October.

Statement given to the Government Guarantee Fund concerning a guarantee
arrangement for the Okobank Group, 9 November.

Statement given to the Government Guarantee Fund concerning the establishment
of an asset management company, 11 November.

Statement given to the Government Guarantee Fund concerning the support of
Skopbank, 16 December.

Statements concerning interest subsidies

Statement given to the Ministry of Education concerning the maximum interest
rate on study loans, 15 March and 9 December.
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Other statements
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Statement given to the Banking Supervision Office concerning the accounting
regulations for credit institutions, 5 January.

Statement given to the Banking Supervision Office concerning the amendment of
the regulation on the reporting of the capital adequacy of deposit banks and
credit institutions, 10 February.

Statement given to the Ministry of Finance concerning the proposal of the working
group on statistics law for a law on statistics, 19 February.

Statement given to the Ministry of Finance concerning a question by
Mr Sulo Aittoniemi, MP, regarding the repatriation of the export earnings
of the manufacturing industry, 6 April.

Statement given to the State Audit Office concerning the auditing of government
borrowing, 8 April.

Statement given to the Ministry of Labour concerning the report "Integration and
the Labour Market", 10 June.

Statement given to the Parliamentary Finance Committee concerning
the Government bill on value added tax, 19 August.

Statement given to the Banking Supervision Office concerning the regulations
on the accounting and financial statements of deposit banks, 30 September.

Statement given to the Ministry of Finance concerning the draft decision on
the confidentiality of certain statistical data prior to their publication,

14 December.
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Tables

Discrepancies between constituent figures and totals are due to rounding.

0 less than half the final digit shown
* logically impossible

.. datanotavailable

- nil

change in contents of series




Table 1.
The monthly balance sheet of the Bank of Finland in 1993, million FIM

ASSETS
Gold and foreign currency claims 32 026 28 776 27 534
Gold 2180 2180 2180
Special drawing rights 595 655 655
IMF reserve tranche 1829 1972 1974
Convertible currencies 27 421 23969 22725
Other foreign claims . 4 886 4922 4916
Markka subscription to Finland's quota in the IMF 4 464 4 464 4 464
Term credit 423 458 452
Claims on financial institutions 11944 12598 12 861
Liguidity credits 450 - 171
Certificates of deposit 4043 2393 898
Securities with repurchase commitments 2761 5055 6671
Term credits - - 500
Till-money credits 3023 3511 2994
Bonds 1428 1402 1389
Other 238 238 238
Claims on the public sector 2449 2121 1954
Treasury bills - - -
Loans to the Government Guarantee Fund 1000 668 500
Total coinage 1449 1453 1454
Claims on corporations 1438 1421 1397
Financing of domestic deliveries (KTR) 728 710 686
Other 711 711 711
Other assets 9 622 9 621 9618
Loans for stabilizing the money market 9474 9474 9474
Accrued items - - -
Other 148 147 144
Capitalized exﬁenditures and losses due to
safeguarding the stability of the money market 1700 1700 1700
Total 64 065 61 159 59979
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650
1866
32332

5298
4 862
436

7823
1992

347
3928

1318
238

1396

1396

3416
608
2807

7731
7 587

144

1700

64 390

35083
2180
661
1899
30 342

5337
4 862
475

6671
418
778

3985

1252
238

1396

1396
3 399

592
2807

7733
7 587

146

1700

61319

31 801
2180
680
1927
27 014

6 328

4 862
466

9 541
1129
2758
4195

1221
238

1412

1412

3382
575
2807

7564
7 407

147

1700

60717

27 083
2180
675
1869
22 359

5364
4904
460

9723
1779

925
5549

1233
238

1444

1444

3 363
655
2807

75676
7 407

169

1700

56 253

29 465
2180
668
1850
24 766

5363
4904
459

9392
1203
1709
5050

1192
238

1652

1652

3 342

535
2807

7475
7 307

168

1700

68 389

31087
2180
678
1854
26 375

5370
4904
465

8 356

1566
5385

1167
238

1801

1 801

3324
517
2807

7475
7307

168

1700

59113

33472
2180
664
1747
28 882

5058
5058

8 677

1844
5493

1101
238

1788

1788

3303
496
2807

6 826
5752
907
166
1400

60524

M
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Table 1. cont.

LIABILITIES
Foreign currency liabilities 174 191 204
Convertible currencies 174 191 204
Other foreign liabilities 5 547 5632 5632
IMF markka accounts 4 464 4464 4 464
Allocations of special drawing rights 1083 1168 1169
Notes and coin in circulation 14 906 13 840 13720
Notes 13619 12555 12 436
Coin 1287 1285 1284
Certificates of deposit 6710 7220 10 270
Liabilities to financial institutions 18 916 15 496 14728
Call money deposits 4182 690 29
Term deposits - - -
Minimum reserve deposits' 14734 14 806 14 698
Other 1 1 1
Liabilities to the public sector 92 20 102
Cheque accounts 5 4 1
Deposits of the Government Guarantee Fund 87 87 101
Liabilities to corporations 2783 2626 2519
Deposits for investment and ship purchase 2783 2626 2519
Other liabllities 157 157 157
Accrued items - - -
Other 157 157 157
Valuation account and reserves 9016 10 143 6 883
Capital accounts 5764 5764 5764
Primary capital 5 000 5000 5000
Reserve fund 764 764 764
Net earnings - - -
Total 64 065 61159 59 979

L L s e ]
' Cash reserve deposits prior to 1 July 1993.
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276
276

55673
4476
1098
13834
12 545
1289
13 490

15719
1120

14 599

59

58

2466
2466

153

153

5150

5764
5000
764

62483

198
198

5969
4 862
1108
13 870
12576
1203
16 190

15 185
3395

11790

64

55

2415
2415

153

1563

5296

5764
5000
764

65103

176
176

5997
4 862
1136

13 864
12571

1.293.

28 367

1047
1047

591
536
65

2379
2379

158

158

6048

5764
5000
764

64 390

185
185

6018
4862
1156
135653
12 262
1291
18 956

6 607
343

6 262

150

147

2332
2332

154

154

7 599

5764
5000
764

61319

180
180

6035
4 862
1173
13297
12011
1285
18 259

7032
721

6310

149

147

2283
2283

154
154
7564

5764
5000
764

60717

225

6 068
4904
1164

13317

12 036
1.281

136156

6354
15

6338

149

147

2210
2210

204

204
8 346

5764
5000
764

56 253

214
214

6 056
4904
1182

13 653
12375

1278 |

14 480

7911
1689

6320

149

147

2193
2193

150

150

7819

5764
5000
764

58 389

216
216

6 059
4904
1155

15 836
14 343

12259

7 849
1373

6 476

649

2165
2165

166

155

8 160

5764
5 000
764

59113

193
193

6 189
5058
1131
14 994

13 442
1552

14 837

8 201
1803

6 398

784

776

2087
2087

627
536
92

6 847

5764
5000
764

60 524

M
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Table 2.

Convertible and tied foreign exchange reserves, million FIM

1989

Gold 2179
Special drawing rights 966
IMF reserve tranche 950
Convertible currencies

Claims 18 822

Liabilities -42
Convertible foreign
exchange reserves 22875
Tied currencies

Claims 92

Liabilities -656
Tied foreign exchange
reserves -564

Table 3.

Markka's exchange rate
against the ECU and the trade-
weighted currency index'~

Markka's Trade-weighted
exchangerate currency index,
againstthe ECU 1982 =100

o S e S ]
1989 4,73670 98.4
1990 4.85697 97.3
1991 5.00580 101.4
1992 5.80140 116.4
1993 6.69420 132.4
1993

January 6.57212 128.9
February 6.89952 135.6
March 7.03656 138.2
April 6.83031 134.0
May 6.67350 131.7
June 6.58470 130.9
July 6.57241 131.0
August 6.60127 131.9
September| 6.81414 134.5
October 6.69596 132.6
November | 6.55386 130.4
December | 6.49606 128.9

' Prior to the pegging of the markka to the ECU
on 7 June 1991, the external value of the mark-
ka was expressed in terms of a currency index.

2 Daily averages.
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1990

2180
791
783

33478
27

37 205

75
-957

-882

Table 4.

29 381

33 584

1991

2180
932
1136

45

34
-1

33

1992

2180
564
1732

25041
-101

29416

Rates of interest applied by
the Bank of Finland, per cent

Baserate

Effective

1.11.1979
1.2.1980
1.6.1982
1.7.1983
1.2.1985
1.1.1986
1.3.1986

19:5.1986

16.5.1988
1.1.1989

1.11.1989
1.5.1992
1.1.1993

15.2.1993

17.5.1993

15.7.1993

16.8.1993

1.12.1993

8.50
9.25
8.50
9.50
9.00
8.50
8.00
7.00
8.00
7.50
8.50
9.50
8.50
7.50
7.00
6.50
6.00
5.50

1993

2180
664
1747

28 882
-193

33280

The Bank of Finland's call money rates
Effective Callmoney creditrate n%a\gy
O | Pemay | "
e e e B T R
9.12.1986 12.0 . 9.0
26.1.1987 11.9 9.0
2.2.1987 11.8 9.0
13.2.1987 1.7 8.5
20.2.1987 11.6 . 8.0
24.2.1987 11.6 19.0 8.0
5.3.1987 11.5 19.0 7.5
17.3.1987 114 | 19.0 7.5
2.4.1987 11.2 19.0 7.5
2941987 | 11.0 | 19.0 7.5
6.10.1988 13.0 | 19.0 4.0
16.6.1989 15.0 . 4.0
6.11.1989 156.0 | 30.0 4.0
23.10.1991 15.0 - 4.0
12.11.1991 15.0 | 30.0 4.0
14.11.1991 20.0 | 40.0 4.0
21.11.1991
-2.7.1992 156.0 | 30.0 4.0
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Table 5.

The Bank of Finland's minimum reserve system'

19892
1990
1991
1992
1993

1993
January
February
March
April

ay
June
July
August
September
October
November
December

On liquid
deposits

20

PN

2.

Reserve requirsment, %

' Cash reserve system prior to 1 July 1993.

2 Data for 1989 include the additional deposit requirement then in force, ie 1.1 percentage points, and

On other
deposits

15

[T O G G
[6206, 14,1611, K¢, DU

On other

domestic liabilities

1.0

O ry
0OO00000O. . . . . .

non-interest-bearing, additional deposits of FIM 3 159 million.

Table 6.

Banks' liquidity position'2
at the Bank of Finland, million FIM

1989
1990
1991
1992
1993

1993
January
Febriiary
March
April

ay
June
July
August
September
October
November
December

Callmoney

416
806
881
2103
831

1511
1305
416
629
763
1032
981
581
482
605
714

955

Liquidity

* Banks' call money position prior t6 3 July 1992,

2 Daily averages.
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Cashreserve
requirement, %

ok NGO
oo~

Hooinn
1 momoin

Table7.
The Bank of Finland's
liquidity facility’
TheBankof |  Liquidity
Finland's credit:
tender interest
rate rate
margin,
%-~points
19922 13.85 +1.00
1993 7.87 +2.00
1993
January 10.49 +1.00
February 9.34 +1.00
March 8.96 +1.00
April.. . . 8.85 +1.00
May 8.42 +1.00
June 7.72 +1.00
July 7.31 +1.00
August 6.74 +1.00
September 6.76 +1.00
October 7.08 +1.00
November 6.97 +1.00
December 6.21 +2.00

Deposits
atthe end
of period,

Liquidity
credit:
maturity,
days

~~

NN NN NN NN N NN

mill. FIM

Cali mon
deposits:
interest
rate

margin,
%-points
-3.00
-2.00

-3.00
-3.00
-3.00

-.=—3.00

-3.00
-3.00
-3.00"
-3.00
-3.00
-3.00
-3.00
-2.00

! The values for the tender rate are the arithmetical means
of the values for calendar days. The values for interest

rate margins and maturity are the last values recorded
in each month or year.
¢ July-December 1992,
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Table 8.

Domestic interest rates', per cent

HELIBOR
1-month [ 2-month | 3-month | 6-month | 9-month [12-month
1989 12.32 12.45 12.53 12.61 12.67 12.72
1990 13.63 13.82 13.99 14.16 14.28 14.39
1991 13.64 13.25 13.07 12.69 12.57 12,53
1992 13.49 13.30 13.27 13.08 13.00 12.96
1993 7.85 7.77 7.73 7.59 7.51 7.47
January 10.53 10.59 10.64 10.63 10.60 10.57
February 9.16 9.17 9.19 9.22 9.27 9.30
March 8.99 8.90 8.90 8.69 8.63 8.62
April 8.85 8.78 873 8.57 8.49 8.44
ay 8.41 8.31 8.25 8.14 8.04 7.97
June 7.70 7.65 7.62 7.57 7.55 7.55
July 7.31 7.28 7.27 7.22 7.15 712
August 6.70 6.66 6.65 6.56 6.53 6.52
September 6.81 6.75 6.68 6.49 6.36 6.29
October 7.13 6.96 6.87 6.60 6.42 6.29
November 6.95 6.71 6.58 6.23 6.03 5.93
December 6.16 5.99 5.90 5.68 5.58 5,52

' Daily averages.

Long-term
market rate
3-year | 5-year
12.2 12.0
13.7 13.5
12.3 12.2
131 13.0
8.5 8.9
114 11.6
105 10.7
9.7 10.0
9.6 10.0
9.2 9.6
8.8 9.2
8.2 8.7
74 79
7.2 7.8
7.1 7.6
6.8 7.2
6.5 7.0

Yields on government
bonds?
5-year | 10-year
8.19 8.72

10.71 10.92
9.92 10.27
942 9.87
9.27 9.77
8.89 9.46
8.42 9.00
7.98 8.51
7.20 7.75
7.26 7.86
6.90 7.56
6.53 7.22
6.24 6.89

2 The five-year yield is based on quotations for bonds 1/92 (15 January1992 - 15 January1999) and the ten-year yield on
quotations for housing bonds 1/92 (15 March 1992 - 15 March 2002) .

Table 9.

The Bank of Finland's money market operations, million FIM

Purchases of Sales of Matured Money market
money market money market transactions, operations,
instruments instruments net net
1989 + 131110 - 3855 - 99245 + 28010
1990 + 163326 - 26379 - 160797 - 23850
1991 + 109 568 - 30380 - 81969 - 2781
1992 + 76230 -137 940 + 60417 - 1293
1993 + 86521 -146 899 + 50486 9892
e L i s e ]
January + 5490 - 5400 - 3890 - 3800
February + 6500 - 8340 + 260 - 1580
March + 10470 - 12750 - 660 - 2940
April + 5870 - 11310 - 1450 - 6890
May + 4250 - 21140 + 775 - 16115
June + 4041 - 22169 + 19911 + 1783
July + 7070 - 12260 + 18300 + 13110
August + 7240 - 14950 + 10660 + 2950
September + 7920 - 7720 + 6920 + 7120
October + 10110 - 11970 - 1180 - 3040
November + 8310 - 9200 + 2090 + 1200
December + 9250 9690 - 12580 - 1690
+ increases liquidity in the money market
- decreases liquidity in the money market
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Table 10.

The Bank of Finland's spot transactions', million FIM

Purchases of foreign exchange

1989
1990
1991
1992
1993

January
February
March
April

May

June

July
August
September
October
November
December

(+)
+ 4825
+ 13460
+ 35120
+ 20050
+ 25120

3610
5220
6040
960
510

+ 2790
+ 2270
+ 3720

+ 4+ +++

+ increases liquidity in the money market
— decreases liquidity in the money market
' According to value date until end-1989 and trade date thereafter.

Table 11.

The Bank of Finland's forward transactions "2, million FIM

1989
1990
1991
1992

February
March
April

May

June

July
August
September
October
November
December

Forward sales
of foreign
exchange

(+)

+ 15080
+38710

+10220
+ 460

+ 100
+ 3650
+ 700
+ 1340
+ 460
+ 1210

+ increases liguidity in the money market
- decreases liquidity in the money market
' According to value date until end-1989 and trade date thereafter.

2 Incl. outright deals; these do not have animmediate impact on liquidity.
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Sales of foreign exchange Spottransactions,
) net

- T473 - 2648

- 3540 + 9920

- 69940 - 34820

-~ 70640 - 50590

- 45080 - 19960

- 9390 - 9390

- 8830 - 8830

- 7470 - 7470

- 3010 + 600

- 2090 + 3130

- 1010 + 5030

- 8360 - 7400

- 3580 - 3070

- 1170 - 1170

- 100 + 2690

- 70 + 2200

- + 3720

Matured Forward Matured Forward
forward purchases of forward transactions,
sales foreign exchange purchases net

- 337 - 394 + 1509 + 778
- 200 - 29900 + 23950 - 6150
- 6280 - 7560 + 13710 + 14930
- 36650 5800 + 4600 + 1860

+ -

+ -
- 15630 - 4040 + 1320 - 4250
- 10340 - + 4150 + 4030
- 2110 - 2060 + 2060 ~ 1650
- 1030 - 1270 - - 2300
- 3540 - 610 + 2450 - 1600
- - + 870 + 4520
- 1510 - - -~ 810
- 3930 - + 640 - 1950
- 1970 - - - 1510
- 1210 - - -
- 340 - - ~ 340

1993 + 18590 -28110 - 11660 15190 5990
January + 450 - 600 - 3680 3700 130
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Table 12.

Foreign exchange rates: annual middle spot rates, 1988-1993, FIM

Currency

1988

Max. Av. Min.

Max.

1989
Av.

Min.

Max.

1990

Av. Min.

1 USD, New York

1 CAD, Montreal

1 GBP, London

1 |EP, Dublin

1 SEK, Stockholm
1 NOK, Oslo

1 DKK, Copenhagen
1 ISK, Reykjavik

1 DEM, Frankfurt a.M.
1 NLG, Amsterdam
1 BEF, Brussels

1 CHF, Zurich

1 FRF, Paris

1ITL, Rome

1 ATS, Vienna

1 PTE, Lisbon

1 ESP, Madrid

1 GRD, Athens

1 EEK, Tallinn

1 JPY, Tokyo

1 AUD, Melbourne

1 SUR, Moscow,
clearing

1 special drawing
right (SDR)

1(ECU), commercial

78

4520  4.187 3.922

3.717 3405  3.020

7647  7.446 7.207

6569 6.377 6.259

0.6921 0.6829 0.6732

0.6571 0.6424 0.6264

0.6428 0.6220 0.6057

0.1131 0.0980 0.0899

24795 23842 2.3391

22028 2.1185 20723
0.11840 0.11390 0.11160
3.0581 28631 27628
0.7324 0.7029 0.6852
0.00335 0.00322 0.00316
03519 0.3391 0.3328
0.0300 0.0291 0.0283

0.0367 0.0359 0.0354

0.03385 0.03266 0.03119

3678 3.288 2.826

7.120  6.881 6.722

5.79563 5.61974 5.50705

5106 4.944 4.858

4552
3.796
7.584
6.302
0.6819
0.6408
0.6143
0.0898
2.3919
21174
0.11380
2.7686
0.6999
0.00320
0.3401
0.0284
0.0375

0.03395
3.854

6.976

5.68080
4.869

4.290
3.624
7.032
6.082
0.6654
0.6213
0.5869
0.0758
2.2818
2.0226
0.10890
2.6243
0.6725
0.00313
0.3242
0.0273
0.0362

0.03116
3.398

6.806

5.49536
4.719

4012
3.466
6.503
5.938
0.6510
0.6128
0.5701
0.0661
2.2202
1.9700
0.10610
2.4783
0.6557
0.00305
0.3153
0.0267
0.0344

0.02824
3.165

6.644

5.30888
4615

4.089
3.523
7.200
6.454
0.6545
0.6174
0.6208
0.0669
2.4282
2.1524
0.11730
2.8950
0.7135
0.00324
0.3452
0.0274
0.0385

0.02872
3.207

6.694

5.34498
4.964

3.823 3.632

3277 3.034
6.808 6.431
6.325 6.201
0.6459 0.6369
06110 0.6079
0.6181 0.6066
0.0656 0.0646
23664 2.3343
2.1002 2.0705
0.11447 0.11210
2.7576 2.5965
0.7024 0.6912
0.00319 0.00314
0.3363 0.3316
0.0268 0.0265

0.0375 0.0362

0.02647 0.02466

2988  2.697

6.542 6.414

5.18322 6.07250

4864 4779
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Currency

1 USD, New York

1 CAD, Montreal

1 GBP, London

1 IEP, Dublin

1 SEK, Stockholm
1 NOK, Oslo

1 DKK, Copenhagen
1 ISK, Reykjavik

1 DEM, Frankfurt a.M.
1 NLG, Amsterdam
1 BEF, Brussels

1 CHF, Zurich

1 FRF, Paris

11TL, Rome

1 ATS, Vienna

1 PTE, Lisbon

1 ESP, Madrid

1 GRD, Athens

1 EEK, Tallinn

1 JPY, Tokyo

1 AUD, Melbourne

1 SUR, Moscow,
clearing

1 special drawing
right (SDR)

1991 1992 1993
Max. Av. Min. Max. Av. Min. Max. Av. Min.
4555 4046 3539 |5275 4483 3840 |6.061 5719 5294
4030 3533 3.059 |[4.171 3.706 3210 |4.865 4434 4.163
8.073  7.131 6.863 |9.023 7875 7.572 (8963 8582 8.039
7.456 6511 6.214 |8.733 7.636 7.201 9.101 8.371 7.996
0.7623 0.6684 0.6430 [0.8845 0.7714 07369 |0.8106 0.7350 0.6826
0.7107 0.6236 0.5966 |0.8170 0.7222 0.6888 |0.8585 0.8059 0.7648
0.7182 0.6322 0.6074 |0.8580 0.7444 0.6968 |0.9527 0.8822 0.8296
0.0778 0.0684 0.0652 (0.0873 0.0778 0.0725 |0.0924 0.0846 0.0788
27905 24380 23237 |3.3097 28769 27122 |3.6450 3.4584 3.2704
24766 2.1634 2.0620 |2.9440 25552 24079 [3.2395 3.0787 29102
0.13540 0.11841 0.11290|0.16080 0.13973 0.13100{0.17670 0.16545 0.15800
3.1458 2.8208 27407 |3.6828 3.2000 29228 |4.1700 3.8706 3.6253
0.8162 0.7169 06863 [0.9682 0.8486 0.7947 11.0756 1.0096 0.9581
0.00370 0.00326 0.00314|0.00423 0.00364 0.00332| 0.00394 0.00364 0.00337
0.3964 0.3464 0.3301 |0.4704 0.4088 0.3854 [0.5182 04916 0.4653
0.0321 0.0280 0.0266 |0.0370 0.0332 0.0309 |0.0402 0.0356 0.0326
0.0443 0.0389 0.0376 |0.0498 0.0438 0.0424 |0.0512 0.0451 0.0405
0.0250" 0.0224' 0.0220" |0.0260 0.0235 0.0220 |0.0270 0.02560 0.0230
0.4556 0.4323 0.4088
0.03508 0.03008 0.02677|0.04234 0.03546 0.03098 | 0.05827 0.05168 0.04263
3580 3.162 2.758 |3.632 3.289 2.757 4.306 3.885 3.569
6.290360 5.52733 5.13880]7.25239 6.31546 5.70934 | 8.33894 7.98641 7.31083
5698  5.003 4777 16.563 5.798 5.526 7.101 6.685 6.380

1 ECU, commercial

! For seven months.
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Table 13.

Foreign exchange rates: monthly middle spot rates in 1993, FIM

Currency

1USD, New York

1 CAD, Montreal
1GBP, London
1IEP, Dublin

1 SEK, Stockholm

1 NOK, Oslo

1 DKK, Copenhagen
11SK, Reykjavik

1 DEM, Frankfurt a.M.
1 NLG, Amsterdam
1 BEF, Brussels

1 CHF, Zurich

1 FRF, Paris

11TL, Rome

1ATS, Vienna
1PTE, Lisbon

1 ESP, Madrid

1 GRD, Athens

1 EEK, Tallinn
1JPY, Tokyo
1AUD, Melbourne

1 special drawing
right (SDR)

January February March
Max. Av. Min. Max. Av. Min. Max. Av. Min.

L e L S
5500 5419 5294 |[6.012 5830 5557 |[6.061 5972 5871
4321 4242 4163 (4760 4622 4394 |4.865 4790 4.689
8.442 8304 8.039 |8613 8387 8125 |8.833 . 8.716  8.571
9.101 8863 8597 |8.859 8641 8301 |8837 8810 8769
0.7667 07475 0.7268 (0.8106 0.7747 0.7517 |0.7946 0.7720 0.7572
0.8156 0.7885 0.7648 |0.8585 0.8352 0.8011 |0.8545 0.8527 0.8486
0.8984 0.8699 0.8437 09527 0.9247 0.8836 |0.9469 0.9441 0.9403
0.0870 0.0843 0.0832 |0.0824 0.0898 0.0861 |0.0923 0.0918 0.0910
3.4700 3.3561 3.2704 |3.6450 3.5526 3.4050 |3.6350 3.6258 3.6100
30831 29850 29102 [3.2395 3.1565 3.0266 |3.2337 3.2254 3.2125
0.16860 0.16307 0.159100.17670 0.17228 0.16530| 0.17660 0.17604 0.17540
3.7721 3.6685 3.6253 (3.9426 3.8416 3.6720 [3.9682 3.9274 3.9053
1.0240 09899 0.9581 [1.0756 1.0488 1.0071 |1.0711 1.0673 1.0628
0.00372 0.00364 0.00351|0.00394 0.00377 0.00368|0.00382 0.00375 0.00364
0.4933 04771 04653 |0.5182 0.5049 04840 |[0.5168 0.5153 0.5130
0.0383 0.0373 0.0362 |0.0402 0.0380 0.0377 |0.0396 0.0392 0.0388
0.0487 0.0473 0.0461 |0.0512 0.0497 0.0480 [0.0510 0.0507 0.0505
0.0260 0.0251 0.0250 |0.0270 0.0267 0.0250 |0.0270 0.0270 0.0270
0.4338 0.4195 0.4088 {04556 0.4441 0.4256 |0.4544 04532 04512
0.04411 0.04333 0.04263 | 0.05047 0.04824 0.04454]0.05149 0.05103 0.05025
3.727 3652 3569 (4128 3970 3.759 {4306 4.225 4.141
7.59141 7.46369 7.31083 |8.24516 7.99191 7.60620!8.30685 8.24353 8.17021
6.769 6576  6.380 |7.101 6.904 6662 |7.057 7.034 7.010

1ECU, commercial
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Currency

1USD, New York

1 CAD, Montreal

1 GBP, London
11EP, Dublin

1 SEK, Stockholm
1NOK, Oslo

1 DKK, Copenhagen
11SK, Reykjavik

1 DEM, Frankfurta.M.
1NLG, Amsterdam
1 BEF, Brussels

1 CHF, Zurich
1FRF, Paris

11TL, Rome

1ATS, Vienna
1PTE, Lisbon
1ESP, Madrid

1 GRD, Athens

1 EEK, Tallinn
1JPY,Tokyo
1AUD, Melbourne

1 special drawing
right (SDR)

April May June
Max. Av. Min. Max. Av. Min. Max. Av, Min.
5869 56597 5360 |5564 5479 5386 |5755 5549 5398
4653  4.435 4239 |4.377 4.317 4.229 4.477 4339 4.240
8884 8646 8457 [8563 8493 8405 (8533 8394 8320
8.851  8.551 8.307 |8.391 8321 8248 |8301 8212 8129
0.7679 0.7519 07434 [0.7562 0.7484 0.7391 [0.7590 0.7489 0.7305
0.8547 0.8268 0.8056 {0.8135 0.8067 0.7988 |0.8020 0.7961 0.7888
1 09462 09131 0.8851 | 0.8966 0.8888 0.8813 | 0.8889 0.8793 0.8697
0.0918 0.0886 0.0854 |0.0883 0.0868 0.0854 |0.0874 0.0858 0.0797
3.6380 3.5076 3.4050 |3.4500 3.4137 3.3750 [3.4050 3.3664 3.3300
3.2358 3.1212 3.0303 [3.0745 3.0432 3.0128 |3.0356 3.0017 29693
0.17660 0.17038 0.16550(0.16770 0.16604 0.16420|0.16570 0.16381 0.16210
39314 3.8346 3.7438 [3.8204 3.7865 3.7291 |3.8103 3.7713 3.7418
10729 1.0371 1.0075 [1.0221 10126 1.0021 |1.0086 1.0001 0.9899
0.00370 0.00364 0.00359(0.00377 0.00371 0.00367|0.00372 0.00370 0.00367
0.5172 0.4985 0.4838 [0.4904 0.4851 0.4795 |0.4842 04784 0.4731
0.0394 0.0378 0.0366 |0.0372 0.0362 0.0352 |0.0357 0.0354 0.0352
0.0509 0.0484 0.0461 [0.0471 0.0453 0.0427 |0.0442 0.0438 0.0430
0.0270 0.0256 0.0250 |0.0250 0.0250 0.0250 |0.0250 0.0249 0.0240
0.4547 " 0.4384 0.4256 [0.4312 04267 04219 [0.4256 04208 0.4162
0.05120 0.04982 0.04842(0.05077 0.04970 0.04891|0.05425 0.05172 0.05043
4122 3985 3852 |39 3.826 3.859 |3859 3747 3.646
8.21766 7.90687 7.65578|7.82663 7.76351 7.68408|8.03937 7.82674 7.72175
70684 6830 6651 {67256 6672 6601 |6.637 6582 6523

1 ECU, commercial
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Table 13. cont.

Currency

July
Max. Av, Min.

Max.

August
Av.

Min.

Max.

September

Av. Min.

1USD, New York

1 CAD, Montreal

1 GBP, London
1|EP, Dublin

1 SEK, Stockholm
1NOK, Oslo
1DKK, Copenhagen
11SK, Reykjavik

1 DEM, Frankfurt a.M.
1NLG, Amsterdam
1BEF, Brussels

1 CHF, Zurich

1 FRF, Paris

1iTL, Rome

1ATS, Vienna

1 PTE, Lisbon

1 ESP, Madrid
1GRD, Athens

1 EEK, Tallinn
1JPY, Tokyo

1 AUD, Melbourne

1 special drawing
right (SDR)

1ECU, commercial
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5957 5778 5.651

4629 4506 4.389

8802 8.638 8.492

8.235 8.150 8.080

0.7362 0.7262 0.7184

0.7977 0.7906 0.7848

0.8780 0.8698 0.8606

0.0828 0.0806 0.0791

34150 3.3682 3.3350

3.0341 29954 29683

0.16500 0.16313 0.16210

3.8050 38123 3.7456

1.0004 0.9897 0.9804

0.00362 0.00365 0.00361

0.4859 04786 0.4738

0.0352 0.0345 0.0332

0.0438 0.0430 0.0412

0.0250 0.0248 0.0240

0.4269 04210 0.4169

0.05686 0.05365 0.05215
4.085

3.913 3.779

8.28508 8.03185 7.89713

6.621 6.564 6.530

5.956
4.637
8.824
8.247
0.7320
0.8061
0.8540
0.0826
3.5080
3.1209
0.16450
3.9811
1.0023
0.00368
0.4984
0.0343
0.0433
0.0250
0.4385
0.05827

4120

8.28069

6.667

5.831
4.462
8.699
8.110
0.7237
0.7915
0.8429
0.0813
3.4363
3.0540
0.16183
3.8905
0.9818
0.00363
0.4884
0.0336
0.0420
0.0245
0.4295
0.05621

3.957

8.17177

6.555

5.775
4.375
8.617
7.996
0.7179
0.7826
0.8296
0.0802
3.3850
3.0067
0.15890
3.8312
0.9694
0.00358
0.4811
0.0327
0.0406
0.0240
0.4231
0.05522

3.882

8.07471

6.470

5.909
4.472
8.963
8.462
0.7288
0.8312
0.8897
0.0859
3.6275
3.2206
0.17010
4.1700
1.0420
0.00375
0.5146
0.0355
0.0454
0.0250
0.4534
0.05601

3.946

8.33894

6.909

5783 5679

4379 4320
8813  8.682
8.295  8.208
07219 0.7164
0.8168 0.8100
0.8707 0.8564
0.0833 0.0817
3.5637 3.5275
3.1734 3.13N1

0.16601 0.16320
4.0737 3.9895

1.0188 1.0065

0.00369 0.00363
0.5064 0.5013
0.0348 0.0345
0.0442 0.0434
0.0250 0.0250
0.4455 0.4409

0.05485 0.05338

3772 3.683

8.20308 8.06185

6.771 6.702
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Currency

October

Max. Av. Min.

Max.

November

Av, Min.

Max.

December
Av.

Min.

1USD, New York 5871 5.750 5656 |5.854 5805 5752 5843 5755 5.662

1 CAD, Montreal

1 GBP, London

1|EP, Dublin

1 SEK, Stockholm
1NOK, Oslo

1DKK, Copenhagen
118K, Reykjavik
1DEM, Frankfurta.M.
1NLG, Amsterdam
1BEF, Brussels

1 CHF, Zurich

1FRF, Paris

11TL, Rome

1ATS, Vienna

1PTE, Lisbon

1 ESP, Madrid
1GRD, Athens

1 EEK, Tallinn

1JPY, Tokyo

1 AUD, Melbourne

1 special drawing
right (SDR)

1ECU, commercial
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| 4.414

4.335 4.255

8.824  8.647 8.435

8415 8250 8.074

07215 07172 0.7080

0.8209 0.8030 0.7871

0.8846 0.8682 0.8506

0.0845 0.0823 0.0806

35850 35126 3.4375

3.1926 3.1255 3.0603
0.16560 0.16140 0.15800
41112 39946 3.8923
1.0288 1.0012 0.9765
0.00367 0.00359 0.00353
05104 0.4994 0.4885
0.0348 0.0340 0.0333
0.0445 0.0435 0.0429

0.0250 0.0242 0.0240

0.4481 0.4391 0.4297

0.05552 0.05378 0.05261
3.875

3.797 3.739

8.20022 8.09230 7.92527

6.806 6.671 6.553

4.461
8.678
8.230
0.7104
0.7940
0.8656
0.0820
3.4550
3.0780
0.16200
3.9115
0.9916
0.00353
0.4912 "
0.0338
0.0430
0.0240
0.4319
0.05495

3.913

8.14288

6.614

4411 4360

8.598  8.506
8.147  8.068
0.7026 0.6884
0.7856 0.7800
0.8578 0.8513
0.0811 0.0804
3.4148 3.3900
3.0428 3.0225

0.16018 0.15830
3.8777 3.8363

0.9825 0.9755

0.00348 0.00341
0.4856 0.4820
0.0334 0.0331
0.0423 0.0416
0.0240 0.0240
0.4268 0.4237

0.05383 0.05321

3.861  3.808

8.06368 7.99638

6.560 6.505

4373
8.663
8.241
0.6945
0.7830
‘0.8668
0.0811
3.4050

3.0366

4.320
8.578
8.159
0.6887
0.7753
0.8585
0.0800
3.3645

3.0038

0.16260 0.16112

3.9739

0.9930

3.9282

0.9840

0.00344 0.00341

0.4842

0.0333

10.0415

0.0240

0.4256

0.4785

0.0330

0.0410

0.0234

0.4206

0.06377 0.05237

3.937

3.874

8.07330 7.96460

6.561

6.494

4.241
8.479
8.096
0.6826
0.7688
0.8525
0.0788
3.3350
29773
0.15990
3.8737
0.9786
0.00337
0.4743
0.0326
0.0405
0.0230
0.4169
0.05116

3.816

7.84872

6.445



Table 14.

Deliveries of notes and coin, million FIM

Notes delivered
by Setec Oy

1000 markka

500 *

100 *

50 *

20 "

10 °

Total
in millions

Notes destroyed,
in millions

Coins delivered
by the Mint of Finland
Ordinary coins
10 markka
5 L}
1 "
50 penni
20 "
i0 "
5 "

Commemorative coins
1000 markka
100 *

Total

Coins destroyed,
in millions

Ordinary coins

Commemorative coins

84

2800.0
17450

780.0
5325.0
140.9

158.1

10.2
0.03

6380.0
588.5

859.0
78275
161.5

98.8

59.1
55.8
37.9
26
20.2
0.1

25,0
200.7

75.5

9000.0
4500.0
3107.0
925.0
607.5
18139.5
128.3

823

49.6
15.0
40.2

35.0

25.0
164.8

474.3
0.08

4600.0
1225.0
4030.0
1500.0

11355.0
77.4

1566.2

6.7
25.0
15.0

35.0
30.0

116.8

141.4
0.03

2100.0
2150.0
5000.0
1000.0

400.0

10650.0
96.4

116.1

300.0
234.7
92.6
9.9

12.0

649.2

2216
0.05
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Table 15.
Notes and coin in circulation, at the end of the year, million FIM

L

Notes
1000 markka 3016.3 3473.8 3240.6 3375.8 4053.0
500 * 27011 2785.2 2600.9 2547.2 2593.0
100 " 4893.4 5599.6 5921.2 5806.7 5489.7
50 " 899.9 950.6 939.2 867.0 721.3
20 * . . . : 283.8
10 * 533.9 561.1 575.4 583.2 272.6
5" 21.0 20.9 20.8 20.8 20.5
1" 7.4 7.6 7.7 8.0 8.2
Total 12073.0 13398.8 13305.9 13208.7 134421
Notes issued before 1963 9.4 9.4 9.4 9.4 94
Coins
Ordinary coins
10 markka . . . . 208.2
5" 3241 352.8 374.2 384.9 433.9
1 354.3 374.0 386.7 384.6 387.0
50 penni 83.3 102.1 112.5 117.6 113.6
20 " 71.9 70.5 45.6 36.4 30.7
10 ° 358 457 76.9 90.8 96.3
5" 27.4 26.8 22.1 20.5 19.2
1 7.7 7.7 7.6 7.6 7.5
Total 904.5 979.6 1025.6 1042.4 1296.4
Commemorative coins
1000 markka . . . 35.0 35.0
100 " 19.5 440 65.9 92.6 90.4
50 " 74.2 74.0 72.8 71.1 71.8
25 " 19.9 19.9 19.9 19.8 19.8
10 * 38.4 38.4 38.3 38.3 38.2
Total 152.0 176.3 196.9 256.8 255.2
Coins total 1056.3 1155.9 1222.5 1299.3 1551.6
Coins issued before 1963 15.7 15.7 15.7 15.7 15.7
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Table 16.

Notes sorted at the Bank of Finland, in millions
R N N

1000 markka 3.6 105 4.0 42 5.6
500 * 9.4 12.7 9.4 9.4 114
100 * 197.0 209.2 246.7 255.1 296.3
50" 76.2 62.8 72.0 62.0 64.8
20" . . . . 0.6
10" 95.1 92.8 139.8 142.0 116.5
Total
sorted manually 98.8 61.1 31.3 10.7 4.0
sorted mechanically 282.5 326.9 440.6 462.0 490.9
Table 17.
Bank of Finland interbank funds transfer system
Account Transactions
ler?gg'r Between Value, Between Value, Total Total
banks, million FIM | the Bank of | million FIM number value,
number Finland and million FIM
the banks,
number
1991 23 72337 4753208 66733 612617 139070 |5365825
1992 21 81127 5465954 70825 883871 161952 16349825
1993 19 66 375 5941650 48831 712137 115207 |6653787
January 21 5619 522582 3956 96 862 9575 619444
February 21 5385 432900 3873 63626 9258 496 526
March 21 6459 525252 4513 111077 10972 636 329
April 21 58256 526084 3830 64014 9655 590098
June 21 5592 470478 4438 72808 10030 543 286
July 21 5151 453088 4321 49398 9472 502 486
August 21 5491 430507 4061 27 262 9552 457769
September 20 5653 422571 4087 41018 9741 463 589
October 20 5210 485853 3731 51309 8941 537 162
November 20 5546 693734 4024 47 169 9570 740903
December 19 4934 506 504 4220 35499 9154 542003
! From 18 March 1991.
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Table 18.

Domestic clearing operations

1989
1990
1991
1992
1993

Debit entries
Number, Value,
thousands million FIM
200792 949717
206 509 1021592

Credit entries
Number, Value,
thousands million FIM
152096 610147
150291 650571

Total entries

Number,
thousands

241956
266 476
336 899
352888
356 800

Value,
million FIM

920019
818593
1436690
15659864
1672163

January 156192 88288 12213 | 52730 27 405 141018

February
March
April

May

June

July
August
September
October
November
December

YEAR BOOK 93

16293
17781
16723
17733
17 600
18271
18677
17281
16683
16985
18200

77648
83633
82768
79286
86420
75813
80487
82735
87 242
106 366
90906

12869
13172
12525
12423
12816
11339
11732
12281
12605
12962
13354

49838
49274
48370
59463
55886
48522
49892
51124
52732
63423
69317

28162
30953
29248
30156
30416
29610
30409
29562
29288
29947
31644

127 486
132907
131138
138749
142306
124335
130379
133859
139974
169789
160223
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Bank of Finland publications

Markka & talous
Bank of Finland Bulletin

Annual publications in 1993

A new quarterly bulletin in Finnish.
11 monthly issues (double issue for June—July).

Bank of Finland Year Book 1992 (available separately in Finnish, Swedish and English).
Finnish Bond Issues in 1992 (in Finnish, Swedish and English).

Foreign Exchange Regulations binder

Economic studies in 1993

Series A, A:86
studies for the general
public A:87
A:88
Series B, B:48
doctoral theses
Series C, Cc9
reports by external experts
Series D, D77
analytical studies
D:78
Special publication

Discussion papers

Avatlable separately in Finnish, Swedish and English.

PEKKA SUTELA (ed.) The Russian Economy in Crisis and Transition
MATTI VIREN Maksuvilineiden kiyttd ja kiteisrahan kysynti Suomessa
(Use of Payment Media and Demand for Currency in Finland);

in Finnish with English summary

Payment and Settlement Systems in Finland; various authors

MARKKU MALKAMAKI Essays on Conditional Pricing of Finnish Stocks
CHRISTIAN BORDES — DAVID CURRIE — HANS TSON SODERSTROM
Three Assessments of Finland's Economic Crisis and Economic Policy
JUKKA VESALA Retail Banking in European Financial Integration

HELVI KINNUNEN Kansainvilistymispaétds ja ulkomaisen tuotannon suuntauturmi-
nen (The Decision to Internationalize and Manufacturing Operations Abroad);
in Finnish with English summary

TUUKKA TALVIO Suomen rahat (The Coins and Banknotes of Finland)

Sixteen research reports by various departments of the Bank of Finland appeared in
the Bank of Finland Discussion Papers series.

Review of Economies in Transition

Statistical reports

Orders and subscriptions

88

Ten issues, prepared by the Unit for Eastern European Economies, appeared in the series.

Financial Markets; published monthly (in Finnish, Swedish and English).
Balance-of-payments statistics; published quarterly (separately in Finnish, Swedish
and English).

Investment inquiry; published semiannually (separately in Finnish and Swedish).
Direct investment; published annually (separately in Finnish, Swedish and English).

The Bank of Finland's annual and research publications are available at bookshops.
Publications required for official use and for research purposes may be obtained directly
from the Bank of Finland. The address is: The Bank of Finland, Publication Services,
POBox 160, FIN-00101 Helsinki, tel. (+358 0)1831. A list of the Bank of Finland's
publications is also available at the same address.

The Bank of Finland Bulletin, Markka & talous, Discussion Papers, Review of Econo-

mies in Transition and the statistical reports can be ordered from the Publication Services
Department of the Bank of Finland.
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The management and organization of the Bank of Finland at the end of 1993*

Parliamentary Supervisory Board

Executive Committee

Pentti Miki-Hakola, Chairman Mauri Miettinen
Jussi Ranta, Vice Chairman Tuulikki Hamaéldinen
Anneli Jdidtteenmiki Olavi Ala-Nissild

Board of Management

J6rn Donner
Esko Seppinen
Tellervo Renko

Sirkka Haméldinen, Chairman of the Board of Management

Overall management and supervision of the activities of the Bank

General principles of central bank policy
Representation of the Board of Management
Information

Internal Audit

Organization and Management Development

Harr Holkeri,
Member of the Board of Management

Accounting Department

Administration Department

Data Processing Department

Legal Affairs

Maintenance of the currency supply
(Payment Instruments Department and
Branches)

Security

Kalevi Sorsa,

Member of the Board of Management
Economics Department

Publication Services

Research Department

Statistical Services Department

Unit for Eastern European Economies

Esko Ollila,

Member of the Board of Management

Accounting Department: Budgeting

Financial Markets Department

Payments and Settlement Department

Personnel Department

Chairman of the Board of the Financial
Supervision Authority

Matti Vanhala,

Member of the Board of Management

Central Bank Policy Department
Market Operations Department

Secretary to the Board of Management and
the Parliamentary Supervisory Board,

Heikki T. Himildinen

Pentti Koivikko, Director

Reports to Harri Holkeri. Member of the Board of Management

Administration Department
Maintenance of the currency supply
* Branches

* Payment Instruments Department

* Setec Oy. Chairman of the Board of Directors

Reports to Esko Ollila, Member of the Board of Management
Personnel Department: terms and conditions of employment.
staff numbers and basic staff administration services

* The Financial Supervision Authority started to function in connection with the Bank of Finland as from 1 October 1993.
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Head office

Departments Offices

Accounting Dpt Accounts Office

Ossi Leppénen Tuula Colliander

Administration Dpt Supplies Office Technical Office Vantaa Real Estate Office
Urpo Levo Iris Kolehmainen Harri Brandt Taisto Lehtinen

Building Manager Bengt Palmroos

Central Bank Policy Dpt
Johnny Akerholm
Data Processing Dpt
Riitta Jokinen
Economics Dpt
Kari Puumanen
Financial Markets Dpt
Kaarlo Jannéri
Adyviser Peter Nyberg
Adpviser Ralf Pauli
Internal Audit Dpt
Timo Ménnistd
Market Operations Dpt
Markus Fogelholm
Payments and Settlement Dpt
Raimo Hyvirinen

Payment Instruments Dpt
Antti Heinonen

Personnel Dpt
Anton Mikeld

Publication Services

Antero Arimo, acting head
in addition to own duties

Research Dpt

Heikki Koskenkyla
Statistical Services Dpt
Esa Ojanen

Unit for Eastern
European Economies

Kari Pekonen
Special units

International Office Monitoring Office

Kjell Peter Soderlund ~ Tapio Korhonen
Operations Office Support Services Office
Kari Helander Juhani Rapeli

Head of Office

Martti Lehtonen

Market Structures Office Payment Systems Office
Vesa Vihridld Veikko Saarinen

Head of Office

Anna-Maija Tikkanen

Intervention Office Investment Office
Olli-Pekka Lehmussaari  Oili Wuolle

Correspondent Banking Financial Services Office

Office Mauri Lehtinen
Jyrki Varstala

Bank Vault Manager
Kenneth Sainio
Helsinki~Vantaa Regional Office
Kari Lottanen

Personnel Affairs Office

Sirpa Ahrenberg

Library

Merja Alakulppi,
acting head

Head of Office
Juhani Hirvonen

Planning Office
Jorma Hilpinen

Development Manager
Ky®osti Norhomaa

Publications Office
Antero Arimo

Project Supervisor
Esko Aurikko

Statistics Office
Jarmo Nurminen

Project Supervisor
Juhani Laurila

Planning Office

Harri Lahdenperd, ad interim
Systems Design Office
Matti Ahrenberg

Securities Markets Office
Markku Malkamiki, ad interim

Planning Office
Anneli Isopuro
Systems Office

Hannu Wiksten

Systems Manager
Seppo Eriksson

Special Publications Translation

Heikki Elonen Office

Pirjo Kiveld

Research Supervisor
Jouko Vilmunen, ad interim

Information Legal Affairs Management Secretarial Staff Organization and Security

Antti Juusela Ao Lindgren Heikki T. Haméldinen Management Development  Jyrki Ahvonen
Pirkko Pohjoisaho-Aarti
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Branches

Branches Branch Managers

Jyviskyla Reino Ylonen (in addition to own duties)
Kuopio Pekka Konttinen

Lahti Hilkka-Liisa Pitkénen (Acting)

Oulu Renne Kurth

Tampere Reino Ylénen

Turku Martti Hagman

Vaasa Tapani Kulanko

SETEC OY

Board: Pentti Koivikko, Urpo Levo, Veli Tarvainen

Managing Director: Veli Tarvainen

Management Group: Tom Ahlers, Pekka Kariola, Juhani Salovaara, Kristian Silfverberg, Veli Tarvainen,
Tapio Yrjonen

BANK OF FINLAND

Established 1811
Street address: Snellmaninaukio, Helsinki
Postal address: PO.Box 160, FIN-00101 Helsinki, Finland
Telephone: national (90) 1831
international +358 0 1831
Telex: 121224 spfb sf
Telefax: 174 872
Cables: SUOMENPANKKI

Branches

Jyviskyla: Kauppakatu 21, PO.Box 165, 40101 Jyviskyli, Telephone (941) 211 433
Kuopio: Puutarhakatu 4, P.O.Box 123, 70101 Kuopio, Telephone (971) 305 111
Lahti: Torikatu 3, PO.Box 170, 15111 Lahti, Telephone (918) 7829 831

Oulu: Kajaaninkatu 8, P.O.Box 103, 90101 Oulu, Telephone (981) 374 366
Tampere: Hameenkatu 13, PO.Box 325, 33101 Tampere, Telephone (931) 2225 420
Turku: Linnankatu 20, PO.Box 373, 20101 Turku, Telephone (921) 232 6066
Vaasa: Kirkkopuistikko 22, P.O.Box 44, 65101 Vaasa, Telephone (961) 3178 322
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