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RECENT DEVELOPMENTS IN TRADE BETWEEN FINLAND
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and Hannu Tervonen, M.Pol.Sc.
Bilateral Trade Department

Bank of Finland

BACKGROUND

Trade between Finiand and the Scviet Union s
almost entirely bilateral and based on recipro-
cal trade agreements. Payments between the
two countries are effected through roubie-
denominated clearing accounts heid witn the
Bank of Finland and the Bank for Foreign
Trade of the U.S.S.R. The primary aim is to
keep the accounts in balance by regulating
fiows of goods. The main outlines of trade
over the medium term are set down in frame-
work agreements conciuded at intervals of five
years. The level of trade in anv particular year
is agreed on in negotiations on the exchange
of goods undertaken in the autumn of the
preceding vear.

The level of trade between Finland and the
Soviet Union reached a record high at the
beginning of the 1980s. The growth in the
value of imports was due to the sharp increase
in the price of crude oil at the end of the
1970s: crude oil and other energy products
account for the vast bulk of Finland’s imports.
Another factor contributing to the growth in
the value of imports was the rise in the
international value of the US dollar, which s
used as the pricing currency for oil imports

CHART 1. VOLUME OF TRADE BETWEEN FINLAND
AND THE SOVIET UNION IN 19711986,
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CHART 2. CHANGES IN FINNISH EXPORTS IN
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from the Sowviet Union. Owing to the clearing
payments system, the increase in Finnish
imports quickly led 1o an increase in exports 1o
the Soviet Union inthe years1980—83 (Chart 1},

As a result of the rapid increase in imports and
exports, the share of trade with the Soviet
Union in Finland’s total foreign trade increased
from an average of 16 per cent in the 1970s to
24 per cent at the beginning of the 1980s.

Fluctuations in trade and payment flows
between Finland and the Sowviet Union have
been more marked in the 1980s than earlier
1Chart 2). The fluctuations in bilateral trade
have evened out those in Finland's western
exports, thereby promoting the balanced
growth of the economy. They have, however,
caused adjustment problems in those sectors
oi the economy which are heavily dependent
on bilateral trade Morsover, Finland has tend-
ed to accumulate protracted and increasingly
large surpluses on the clearing account, since
it has noi been possible tc adjust exports
quickly enough to circumstances in which, for
instance, the value of imports has not nser
sufficiently because of the deciine in the price
of crude oil or in the exchange rate of the
dollar.



The trading partners have had to make
intensive efforts 1o remove the imbalances.
Primarily, they have sought to diversify the
structure of trade, especially that of imports.
To complement traditional trade, new forms of
trade have been devised, of which mention
can be made of industrial cooperation and the
compensation arrangements and joint ventures
currently being developed.

FINANCIAL OPERATIONS

The aim of simultaneously maintaining both a
high level of trade and balance in the bilateral
clearing account has resulted in the growth of
financial transactions in trade between the two
countries in the 1980s. Apart from special
account arrangements, these have included ol
trading deals and changes in the method of
payment for exports of ships.

Trading deals differ from the other measures in
that they create scope for a corresponding
increase in exports. By contrast, special ac-
count arrangements and changes in the
payments practice for ships allow time for the
adjustment of exports, but they do not offer
any opportunity for additional exports.

When Finland’s credit balance on the clearing
account rose to a record level of SUR 800
million {(FIM 5.3 billion) in 1982, it was agreed
at the end of that year to transfer SUR 300
million (FIM 2.2 bilion) from the normal
bilateral clearing account, which s inter-
est-free, 10 & special interest-bearing account.
By this means, it was possible to lower Fin-
land’s outstanding claim on the main clearing
account below the credit limit, which had been
raised to SUR 300 million. The credit granted
to the Soviet Union was repaid during 1984,
thus reducing the scope for exporis by an
equivalent amount {Chart 3}

In 1082 — 84, Finland's credit balance was also
reduced by trading deals under which the
Soviet Union supplied Finland with a total of
more than 4 million tonnes of crude ol for
resale to third countries and in world ol
markets. The Soviet Union was paid for the ol

through the clearing account, while Finland's
sarnings from the resale were in convertible
currencies. As a result of this measure, Fin-
land’s clearing account surplus diminished by
SUR 760 million {FIM 5.5 billion!, increasing
the level of Finnish exports by the same
amount. Third-party trading was resumed at
the end of 1986.

CHART 3. THE BALANCE ON THE CLEARING AC-
COUNT BETWEEN FINLAND AND THE
SOVIET UNION AND THE CREDIT LIMIT
iN 19711986
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In the spring of 1984, the paymenis practice
applied in connection with deliveries of vessels
to the Soviet Union was altered so that the
Soviet Union was to pay three guarters of the
price at the time of delivery and one quarter
prior 1o delivery; previously, the Soviet Union
had paid three quarters of the price prior to
delivery. The change in the payments practice
slowed the growth of the clearing account
surplus in the middle of the decade. At the
beginning of 1987, the payments practice was
further amended so that ships were to be paid
for in full only on delivery.

With the collapse of the oil price at the
beginning of 1986, Finland’s surplus started 10
grow at a rapid pace. To finance the outstand-
ing credit balance, negotiations began on the
setting up of a new special account. As a
result of the negotiations, it was agreed 10
transfer the balance in excess of the credit imit
of SUR 300 million (FIM 2.1 billion) to a special
interest-bearing account denominated in rou-

{continued on page 37)



BANK OF FINLAND Mill. FIM
1986 1987
Jan. 31 Dec. 31 Jan. 8 Jan. 15 Jan. 23 Jan. 30
Assets

Gold and foreign currency claims 22383 14088 14503 14463 15814 17368
Gold 2081 2081 2081 2081 2081 2081
Special drawing rights 930 - 983 978 968 964 961
IMF reserve tranche 786 794 789 782 778 776
Convertible currencies 17 388 6795 6624 6 699 7873 9386
Tied currencies 1198 3435 4031 3933 4118 4154
Other foreign claims 2633 2585 2585 2585 2585 2 585
Markka subscription to Finland’s IMF quota 2 633 2585 2585 2585 2585 2585
Claims on financial institutions 5601 14074 12291 12163 11647 9493
Banks’ cheque accounts — - - — — -
Call money credits 18562 6818 4469 3965 2860 428
Term assets - 2381 3029 3521 3931 4266
Till-money credits 1558 23056 2227 2156 2290 2231
Bonds 2119 211 2110 2074 2119 2119
Other ciaims on financial institutions 72 459 456 447 447 449
Claims on the public sector 1036 1002 1002 1002 1003 1001
Bonds 132 59 59 59 59 58
Total coinage 896 9356 935 9356 937 939
Other claims on the public sector 8 8 8 7 4
Claims on corporations 4805 4844 4741 4702 4655 4618
Financing of exports 1673 1749 1688 1659 1610 15675
Financing of domestic deliveries 2981 2833 2793 2784 2786 2785
Bonds 79 656 63 63 63 63
Other claims on corporations 72 197 197 196 196 195
Other assets 147 149 148 150 150 151
Total 36605 36742 35270 35065 35854 35206

Liabilities
Foreign currency liabilities 143 31 87 92 66 69
Convertible currencies 356 17 66 67 39 42
Tied currencies 108 14 21 25 27 27
Other foreign liabilities 3482 3423 3419 341 3407 34056
IMF markka accounts 2634 2585 2585 2585 2585 2585
Allocations of special drawing rights 848 838 834 826 822 820
Notes and coin in circulation 7455 8667 8357 8392 9219 88561
Notes 6710 7 856 7 5562 7 591 8420 8053
Coin 745 811 805 801 799 798
Liabilities to financial institutions 12299 9729 9605 3585 9591 104561
Banks' cheque accounts 0 0 1 1 0 0
Call money deposits 1734 131 3 1 15 798
Cash reserve deposits 9828 9270 9270 9270 9270 93563
Capital import deposits 631 254 2b4 244 242 240
Other liabilities to financial institutions 106 74 77 69 64 60
Liabilities to the public sector 1014 2001 1001 1000 1000 1
Cheque accounts 1 1 1 0 0 1
Government deposit account 1000 2000 1000 1000 1000 -
Capital import deposits - - - - — -
Other liabilities to the public sector 13 0 0 0 0 0
Liabilities to corporations 4585 5019 5000 4983 5006 4943
Deposits for investment and ship purchase 3832 4671 4655 4638 4586 4606
Capital import deposits 750 336 336 337 337 333
Other liabilities to corporations 3 12 9 8 83 4
Other liabilities 15 23 23 17 16 17
Valuation account and reserves 1728 1920 1849 1656 1620 1540
SITRA’s capital 400 400 400 400 400 400
Capital accounts 5484 5529 5529 5529 5529 5529
Primary capital 5000 5000 5000 5000 5000 5000
Reserve fund 484 485 529 529 529 529
Undisposed profits - - — — —_ —_
Net earnings — 44 — - — -
Total 36605 36742 356270 35065 35854 35206




BANK OF FINLAND Mifl. FIM
Foreign sector Pubiic sector
End of ~ _ .
ivdie s?&'fs k'Dirt‘)\l’gn chglrt- Tiea Other Net Bovern- e Ii:‘:itli-
mont IMF cur- ible re;glres claims, claims Claims d'e":é‘sth liabili- ties
trgsneézg rer;](gtes, r?1se+rvze;s net net {3 t0 5) acoount ties (8-;)7+
1 2 3 4 5 ) 7 8 9 10
1983 2 360 5835 8195 560 -—794 7 951 2178 3000 0 822
1984 3527 15303 18830 -337 917 17576 1951 4200 77 2326
1985 3787 18572 22 359 —285 849 21225 1023 4 300 0 3277
1986 3858 6778 10636 3421 838 13219 1002 2000 1 999
1986
Jan. 3797 17363 21150 1090 —849 21 391 1036 1000 14 ~22
Feb. 3748 16865 20613 740 —833 20520 972 1500 0 528
March 3837 14581 18418 500 848 18070 976 1100 0 124
April 3800 13017 16817 421 —830 16 408 978 1100 0 122
May 3908 11125 15033 989 —B66 15156 984 1100 1 117
June 3875 10603 14478 1433 —869 15052 993 1250 1 258
July 3874 8588 12462 2209 —859 13812 982 1350 1 369
Aug. 3883 4475 8 368 2676 —846 10088 984 1500 1 517
Sept. 3870 6989 10 859 2664 —849 12664 1004 890 0 -~114
Oct. 3865 7 490 11 355 3225 846 13734 1002 1000 1 -1
Nov. 3869 5713 9682 3497 —844 12235 1008 800 1 -207
Dec. 38568 6778 10636 3421 —838 13219 1002 2000 1 999
1987
Jan. 3818 9344 13162 4127 820 16 469 1001 - 1 —1000
OFFICIAL FOREIGN EXCHANGE RESERVES Mitl. FIM
Dec. 31. Oct. 31 Nov. 28, Dec. 37. Jan. 30,
1985 1986 1986 1986 1987

Gold 2081 2081 2081 2081 2081

SDRs 931 983 989 983 961

IMF reserve tranche 775 801 799 794 776

Convertible currencies, net 18572 7 490 5713 6778 9344
Total convertible reserves, net 22 359 113565 9582 10636 13162

Tied currencies, net —285 3225 3497 3421 4127
Total reserves, net 22074 14 580 13097 14 057 17 289

4



BANK OF FINLAND Mill. FIM
Domestic financia: sector Corporate sector
End of Demana Supplv Cash Perma- Notes
vear or - Term for call of call Other Net i
manth mg::ev 05&2‘:}'& . m%CEV mc;)cev é%:grsv:s htﬁgglh (1'_’:8.‘,"_:_‘;_ fsgggitai ux?gsit,l cg!_?li\s cgirr]udm
di . ! it . i i -
oot Toanks'  deposit deost OERGT ner  Ta-f-g) (pomOg et (879 gren
z 3 4 5 6 7 8 g 10 19
1983 942 — 5785 610 5039 —1998 3076 4529 1282 3247 6574
1984 1563 - 5018 2216 8696 —1618 —2713 4646 2614 2032 7442
1985 1925 - 5219 12056 10222 —1386 —2897 4525 4113 412 8072
1986 2305 2381 6818 131 9270 —2242 4345 4582 4757 -—-175 8667
1986
Jan. 156568 — 18562 1734 9828 —1454 —6698 4654 4434 220 7455
Feb. 1531 — 3174 2221 9556 —1530 —5542 4654 4282 372 7499
March 1657 — 3806 1102 8942 —1494 -3087 4691 4299 392 7840
April 1984 - b 285 1204 8846 —-1541 —1240 4665 4513 152 8094
May 1842 - 6070 477 8862 —1411 —-16 4644 4067 577 8046
June 1875 — 7939 2098 8891 -2022 847 4552 4585 —33 8156
July 1844 — 7 936 612 9030 —2070 2208 4552 4669 —117 8086
Aug. 1650 — 11525 262 9023 -2119 6019 4550 4718 ~168 7969
Sept. 1847 — 9761 1886 8954 —2129 2897 4562 4750 198 7903
Oct. 1755 — 7128 88 9062 —2557 2300 4650 4863 —213 7973
Nov. 1709 - 9181 931 9180 —25b42 3321 4669 4786 —127 8024
Dec. 2305 2381 6818 131 9270 —2242 4345 4582 4757 175 8667
1087
Jan. 2231 4266 428 798 9363 —-2268 —958 4360 4685 —326 8851
INDEX
BANK OF FINLAND CURRENCY INDEX
110 GE_CHANGE FROM
THE PREVIOUS
YEAR
108 ¢
83 84 85 86
106 Rt Sttt ettt ale et b R e -
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104 ,/ N—
102 S 2 A S »
100
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MONETARY POLICY INDICATORS

(:Gernot?:i ce’\:::al rgsaesrvne Cash Call m;_nev Interest Interest l,\ven'_age
Average bank debt bank debt  deposits reserve cre d" rate on call  rate on Base end;ng
for of the of the of the require- e){)tenh d money term rate ! rate of the
period deposit deposit deposit ment 8 ayn:c gf cradits credits % cog:arrr:f;mal
banks banks banks % Finland % % %
mil. M mill. FIM - mill, AIM inlan
1 2 3 4 5 6 7 8 9
1982 320 —783 2778 3.1 15671 11.64 — 8.81 9.33
1983 4539 —1213 43456 4.3 2724 15.37 — 9.00 9.56
1984 3176 —63656 6325 5.4 -39 16.53 - 9.50 10.49
1985 56812 —8293 9578 5.6 1285 13.37 — 9.04 10.41
1986 7237 —3208 9189 4.8 5 861 13.43 12.48° 7.42 9.08
1985
Nov. 6407 —8485 10024 5.6 1539 12.37 - 9.00 10.40
Dec. 7084 —-6784 10101 5.6 3317 11.96 — 9.00 10.37
1986
Jan. 5280 —7742 10210 5.3 2467 11.64 - 8.50 9.90
Feb. 4242 8187 9818 5.0 1631 11.40 — 8.50 9.90
March 5146 —65927 9457 4.7 3530 11.21 — 8.00 9.49
April 5034 556656 8939 4.7 3374 11.20 - 8.00 9.49
May 6645 —3666 8847 4.7 5281 12.02 - 7.00 8.78
June 6393 -—-3409 8863 4.7 5454 10.83 - 7.00 8.82
July 7566 —2677 8895 4.7 6218 10.80 — 7.00 8.76
Aug. 11014 1239 9030 4.7 10269 2417 — 7.00 8.79
Sept. 10290 68 9021 4.7 9088 13.86 - 7.00 8.77
Oct. 7846 —1524 8960 4.7 7 436 11.93 - 7.00 8.75
Nov. 7616 —1784 9047 4.7 7 263 11.80 - 7.00 8.74
Dec. 9785 580 9183 4.7 8321 11.97 12.48 7.00 8.81
1987
Jan. 7106 —2248 9275 4.7 3594 11.99 12.25 7.00
! End of period for monthly figures.
End of period.
3Dec. 1986 figure.
PER CENT
KEY INTEREST RATES APPLIED BY THE BANK OF FINLAND
30
INTEREST RATE ON CALL MONEY CREDITS
20
m
10 —
BASE RATE e
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FORWARD EXCHANGE MARKETS IN FINLAND

Banks' forward selling

Banks' forward positions in mill. FIM with rates for USD

Foreign Bank of Dewviation from spot rate,

Period Domestic firms Overall

banks Finland per ¢ent per annum
Assets Liabilities Net Net Net Net mo1mh mo?\ths mogths
1 2 3 4 [ 6 7 8 9
1985 16 982 1733 15249 708 —-9005 6876 3.3 3.2 3.1
1986 11446 1319 10127 ~2461 -92 7 591 6.6 6.7 6.7
1985
Aug. 18 271 2727 15544 1083 —12493 4163 5.8 5.4 5.1
Sept. 17755 2889 14 866 92 -11101 3811 5.3 5.0 4.7
Oct. 17 666 2795 14871 805 —9813 5986 5.0 4.6 43
Nov. 17510 2014 15496 1200 -10032 6702 4.3 41 4.0
Dec. 16 982 1733 15249 708 ~9005 6876 33 3.2 3.1
1986
Jan. 17 233 1945 15288 543 —8349 7 457 3.1 27 2.6
Feb. 16911 1989 14923 0 —-7015 7952 27 24 2.1
March 16 365 2095 14270 11 —6298 8042 35 3.0 2.8
April 15 350 1713 13638 —8564 —4742 7 956 4.6 4.2 41
May 15231 2506 12726 —1642 ~3 956 6 957 5.1 4.5 4.2
June 13094 1665 11429 —b75 —-2619 8068 4.2 38 3.6
July 12032 1518 105614 —-1170 —1949 7619 4.6 4.7 4.8
Aug. 12 351 2393 9968 -2263 —1559 6 006 12.5 7.8 7.1
Sept. 13762 2179 11583 1981 —-1291 8116 7.8 7.1 6.7
Oct. 13147 2047 11100 —1464 ~-996 8388 6.6 6.5 6.3
Nov. 12049 1843 10205 —2224 —423 7590 6.2 6.3 6.2
Dec. 11446 1319 10127 —2461 —92 7 591 6.6 6.7 6.7
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FOREIGN EXCHANGE RATES

Average seliing rates for foreign exchange. FiM

Pericd

1Us$
ush

New York Montreal

London
1C$ 1£ 1 Il
CAD GBP IEP

1 Nkr 1 Dkr
NOK DKK

1 Skr
SEK

1DM
DEM

Dublin  Stockhoim Oslo Copenhagen Frankfurt Amsterdam

Ml
NLG

Brussels
1FB
BEC BEL

Zurich
1 Sfr
CHF

1

1982 4.820

2 3 4

3913 8.423 6854

g ] 7

0.7703 0.7484 0.5793

8

1.9876

9

1.8066

10 1

0.10584 0.09859

2.3779

1983 5.570

4524 8456 6.957

0.7275 0.7644 0.6107

2.1861

1.9566

0.10934 0.10742

26570

1984 6.010

4.645 8.023 6.533

0.7277 0.7384 0.5816

2.1165

1.8772

0.10428 0.10274

2.5642

1985 6.206

4.554 8.000 6.590

0.7222 0.7231 0.5871

2.1142

1.8745

0.10483 0.10421

2.5360

1986 5.078

3.669 7459 6.816

0.7138 0.6882 0.6290

2.3454

2.0789

0.11399 0.11299

2.8349

1985

Dec. 5.487

3.941 7952 6.737

0.7157 0.7185 0.6023

2.1851

1.9403

0.10722 0.10666

26101

1986
Jan. 5.419

3.860 7.747 6.772

0.7149 0.7190 0.6064

22215

1.971

0.10875 0.10733

2.6242

Feb. 5.268

3.748 7.513 6.827

0.7114 0.7227 0.6115

2.2539

1.9950

0.11018 0.10904

2.6908

March 5.131

3659 7.531 6.868

0.7101 0.7207 0.6143

2.2689

2.0097

0.11087 0.10962

2.6937

Aprit 5.128

3.700 7.682 6.863

0.7092 0.7180 0.6117

2.2564

2.0020

0.11066 0.10970

2.6968

May 5.105

3.717 7.774 6.985

0.7157 0.6898 0.6201

2.2935

2.0369

0.11237 0.11168

2.7583

June 5.195

3.745 7.840 7.06b

0.7217 0.6834 0.6277

2.3254

2.0654

0.11389 0.11307

2.8220

July 5.074

3.681 7.671 7.067

0.7193 0.6803 0.6306

23578

2.09256

0.11460 0.11372

2.9080

Aug. 4.940

35664 7.356 6.665

0.7141 0.6731 0.6372

2.3966

2.1256

0.11580 0.11465

2.9748

Sept. 4918

3562 7.256 6.632

0.7127 0.6717 0.6377

24114

2.1360

0.11646 0.11625

29772

Oct. 4.896

3.532 7.005 6.669

0.7126 0.6674 0.6489

2.4446

2.1631

0.11780 0.11692

2.9852

Nov. 4.959

3.683 7.072 6.685

0.7133 0.6599 0.6495

2.4500

2.1685

0.11795 0.11725

2.94356

Dec. 4.907

3562 7.065 6.712

0.7111 0.6529 0.6523

2.4649

2.1809

0.11863 0.11760

2.9443

1987

Jan. 4.641

3413 6.998 6.68¢

7031 0.6485 0.6590

2.4988

2.2148

0.12042 0.11854

29774

PER CENT

s 1 MONTH
——— 3 MONTHS
sremem § MONTHS

=109
BANKS' FORWARD SELLING RATES FOR USD, DEVIATION FROM SPOT RATE, PER CENT PER ANNUM
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Average selling rates for foreign exchange. FIM

Currency
. . . - . 1 European 1 special  jndex?
T Phe T SR TR TRae IV VRN VRRYS cumency araving ndex
FRF L ATS PTE ISK ESB JPY SUR AUD XEU SPR
13 14 15 16 17 18 19 20 21 22 23 24
0.7365 0.00358 0.2831 0.0613 0.4079 0.0441 0.01943 6.624 530563 1159
0.7363 0.00369 03111 0.0514 0.2325 0.0391 0.02351 7.491 594325 125.1
0.6907 0.00344 0.3013 0.0414 0.1939 0.0375 0.02534 7.357 6.14739 1028
0.6940 0.00327 0.3012 0.0367 0.1520 0.0366 0.02610 7.419 6.27879 10256
0.7365 0.00343 0.3339 0.0343 0.1259 0.0364 0.03028 7.228 594432 1039
0.7157 0.00322 0.3112 0.0348 0.1336 0.0354 0.02710 7.183 597101 1025
0.7265 0.00327 0.3163 0.0349 0.1303 0.0356 0.02712 7.164 594024 1026
0.7368 0.00332 0.3210 0.0350 0.1280 0.0359 0.02850 7.161 592658 102.7
0.7391 0.00335 0.3236 0.0348 0.1267 0.0362 0.02876 7.131 5.88885 1028
0.7133 0.00331 0.3217 0.0346 0.1261 0.0358 0.02931 7.148 5.88647 1027
0.7213 0.00335 0.3265 0.0346 0.1274 0.0362 0.03062 7.230 595402 103.8
0.7311 0.00340 0.3312 0.0347 0.1281 0.0365 0.03099 7.301 6.03958 105.0
0.7342 0.00345 0.3355 0.0345 0.1268 0.0370 0.03201 7.313 6.02488 105.0
0.7368 0.00350 0.3409 0.0341 0.1240 0.0369 0.03209 7.278 596080 1045
0.7379 0.003561 0.3431 0.0339 0.1238 0.0368 0.03182 7.255 594398 1045
0.7481 0.003556 0.3481 0.0337 0.1236 0.0369 0.03139 7.252 592250 1045
0.7506 0.00355 0.3483 0.0335 0.1243 0.0366 0.03049 7.263 593316 1046
0.75624 0.00357 0.3505 0.0333 0.1231 0.0366 0.03025 7.242 591076 104.6
0.75612 0.00354 0.3663 0.0329 0.1190 0.0360 0.03004 7107 3.084 5.156 579566 104.3
' Until December 31, 1983 the base year was 1974=100.
Since January 1, 1984 the base year has been 1982=100.
INDE X
80 MOVEMENTS OF THE MOST IMPORTANT CURRENCIES AGAINST THE FIM 19742100
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DEPOSITS BY THE PUBLIC Mill. FIM
Demand deposits Time deposits

End of
year and Savings Al . ) Al (‘:&tasl,
month Commer- banks & Posti- deposit Commercial Savings Co-op. Posti- deposit

cial banks Co-op. pankki banks banks banks banks pankki banks

banks (1t03) {5 to 8)
1 2 3 4 5 [ 7 8 9 10
1982 7 155 3874 3049 14078 29465 25883 21040 8665 85054 99132
1983 7 056 4567 3676 15300 34302 29273 24175 9938 97689 112988
1984 8470 5268 4463 18201 39354 33333 27900 11266 111852 1300563
19856* 9382 5988 5027 20397 49240 38167 32133 12671 132210 152607
1985*
Sept. 8081 5072 6243 19397 44770 36469 30658 11973 123870 143267
Oct. 8 281 5194 55647 19022 45896 36825 30892 12366 125979 145001
Nov. 7654 5038 5057 17749 46887 37016 31155 12220 127278 145027
Dec. 9382 5988 5027 20397 49240 38167 32133 12671 132210 152607
1986*
Jan. 8239 5350 5210 18798 49624 38550 32842 12867 133883 152681
Feb. 7854 5028 5133 18015 50700 39154 33413 12983 136250 154265
March 75562 51056 5678 18335 49777 39307 33586 13032 135703 154037
April 8228 5464 5045 18737 50261 39407 33796 13184 136647 155384
May 8188 5532 5542 19262 50549 39737 33966 13283 137534 156796
June 9843 5854 5769 21467 50249 40498 34639 12784 138170 159636
July 9141 5837 5629 20606 49832 40837 34897 12981 1385647 159153
Aug. 7 368 5661 5873 18902 49962 41026 35073 13209 139270 158172
Sept. 9240 5842 5871 20953 49591 41102 35046 13045 138784 159737
PER CENT -
CHANGE FROM CORRESPONDING MONTH OF PREVIOUS YEAR
25
20 pr
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ADVANCES TO THE PUBLIC — MONEY SUPPLY Mill. FIM
Advances granted by Types of advances Money Supply
End of Total
vear and Loans & Domestic {110 4)
month Commercial Savings  Co-op. Posti- billsin  Cheque creditsin (5107} M, M,+Quasi-
banks banks banks pankki domestic  credits foreign Money
currency currency
1 2 3 a 5 6 7 8 9 10
1982 48620 25682 23601 12684 93014 3468 - 14105 1105687 19917 107549
1983 56162 29276 27322 13471 104627 4350 172563 126231 21427 121906
1984 65965 32705 31164 14687 118924 5233 20363 144520 24945 141658
1985* 81669 36991 35751 16745 140139 6313 24704 171155 27694 166652
1985*
Sept. 79367 35764 34411 16376 133113 6637 206167 165917 26092 156195
Oct. 80304 36141 34826 16442 134924 6333 26456 167712 25607 1580564
Nov. 81573 36467 35216 16727 136739 6373 26872 169984 24691 157772
Dec. 81669 36991 35751 16745 140138 6313 24704 171155 27694 166652
1986
Jan. 83252 37502 36049 17168 142071 7148 24751 173971 26029 167 354
Feb. 83136 37729 36388 17140 143206 7294 23893 174393 25304 168731
March 82513 38022 36698 17094 144392 6935 23000 174327 25881 168792
April 83121 38497 37076 17829 145838 7269 23416 176523 26370 170568
May 84423 38968 37488 18026 148109 7074 23722 178905 26622 171161
June 84866 39447 37967 18532 149623 7634 23545 180802 28879 173879
July 85332 39927 38490 18504 151405 7369 23480 1822563 27670 173524
Aug. 86187 40328 38977 18987 153012 8393 23073 184479 26030 172484
Sept. 86148 40864 39542 19607 154570 7771 23819 186160 28064 174666
PER CENT
CHANGE FROM CORRESPONDING MONTH OF PREVIOUS YEAR
20
ADVANCES PN
TO THE PUBLIC ',. ', t‘
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STATE FINANCES

Mill. FIM

Revenue

Jan.-Oct Jan.-Oct.
e Expenaiture e
1985 1386 1985 1986

Income and wealth tax {net)

19838 22348 Wages. salaries. pensions efc. 12132 12851

Gross receipts

54113 49064 Repair and maintenance 1565 1602

Refunds & local authorities

~34274 —26716 QOther consumption expenditure 7 081 7 243

Other taxes on income and
wealth

Total consumption expenditure 20778 21695

Employers’ child allowance
payments

Saies tax

Customs duties and import
charges and levies

Excise duties

Excise duty on alcoholic bevs.

Excise duty on tobacco

Excise duty on liquid fuel

Other excise duties

Tax on autom. and motor-cycles

514 435  gtate aid to local authorities 17520 19023
State aid to industries 7 940 8346
610 4 of which: agric. price subsidies 4173 3928
20127 21919 Child allowances 1838 1292
Share in national pensions and
1328 1403 sickness insurance schemes 1918 1428
9726 10926 ‘pegficit of State enterprises 1017 1150
3454 3803  Other transfer expenditure 10197 11389
1390 1581 -
3390 3831 Total 'transfer exper_xduture 40430 42628
1492 1710 MachmerY and eqL'np'ment 1633 19563
2322 5795 Construction of buildings 925 784

Land and waterway construction 1938 2093

Stamp duties 2174 2727
Special diesel etc. vehicles tax 346 385 Total real investment 4496 4830
Other taxes and similar revenue 1766 1703 Interest on State debt 4065 4205
Total taxes 58751 64645 Other expenditure 25 17
Total other expenditure 4091 4222

Miscellaneous revenue 4798 5801 — )

Interest, dividends etc. 1700 2102 Increase in inventories 141 240
Surplus of state enterprises 1687 1956 Lendmg _ 3455 3272
Redemptions of loans granted 1323 1664 Other financial investment 767 693
Total revenue 68259 76057 Total expenditure 74158 77581
Foreign borrowing 3374 5037 Redemptfcn of foreign .Ioans 1288 5241
Domestic borrowing 6283 7288 Redemption of (Eiomestlc loans 4634 4016
Total borrowing 9656 12325 Total redemptions 5922 9257

Deficit (+) or surplus (~) 2165 -—1544
Total 80080 86837 Total 80080 86837

1984 1986 1986
State debt -_ i
Dec. Dec. Sept. Oct. Nov. Dec.

Foreign debt 24946 25677 26922 26 540 25919 26981
Long-term debt 190567 20872 23048 23836 239565 24602
Short-term credit 266 432 383 384 386 411
Domestic debt 19323 21304 23431 24220 24341 25013
Total State debt 44269 46 981 50353 50 760 50 260 51994
Total debt mill. § 6865 8562 10238 10 368 101356 10597
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FOREIGN TRADE

Mill. FIM

Period

Value, mill. FIM

Period

Indices of exports and imporis
1980=100

Surpius of Volume Unitvalue
Exports Imports exports (+ Terms of
fob c.if or imports trade
{~1 Exports Impons Exports Imports
2 3 1 2 3 4 5
1981 60 308 61269 —961 1981 103 94 111 112 99
1982 63026 64751 —-1725 1982 100 95 119 117 101
1983 69692 71528 —1836 1983 104 98 127 125 101
1984 80904 74682 +6222 1984 114 928 134 131 102
1985 84028 81520 +2 508 1985 115 104 138 1356 102
1986* 1984
Jan. 6792 7 466 —674 July-Sept. 108 99 137 133 102
Feb. 6923 6309 +614 Qct.-Dec. 121 101 137 134 102
March 6 309 6970 —661
April 6 451 6794 —343
May 6 306 5141 +1165
June 55661 3931 +1630 1985
July 6 996 6629 +367 Jan.-March 108 93 141 139 101
Aug. 6477 6476 +1 Apr-June 122 106 139 138 101
Sept. 7761 7686 +75 July-Sept. 113 100 138 135 102
Oct. 7932 6600 +1332 Oct.-Dec. 17 113 135 133 102
Nov. 7 605 6766 +-839
1986*
Jan.-Nov. Jan.-March 113 110 134 130 104
19856 77472 74509 +2 963 Apr.-June 104 90 133 122 109
1986* 756113 70768 +4 345 July-Sept. 117 119 138 119 116
INDE X MILL. FIM
UNIT VALUE INDICES SEASONALLY ADJUSTED AT 1980 PRICES
160 18000 -
4
EXPORTS F.0.B. . —
140 17000 ok n
My\ EXPORTS TR
" MPORTS C.1F. v 16000 AW I
120 wsw 'y 2 ow g
"\ s\ 7| a8
15000 /’.‘ v
100 - 14000 |
§ TERMS OF TRADE | o~ $ ' ToTAL MPORTS HH
100 13000 | W
80 Jd. i | W 1 H L i i i b L.l 1 _1 i j I 1 1
1984 1985 1986 1987 1984 1985 1986 1987
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FOREIGN TRADE BY MAIN GROUPS Mitl. FIM
Exports. f.o.b. imports, c¢.i.f
Period Agn- en- Raw Finished goods
T Men e one " e over
primary products products ducts g intermediate investment Consumer 9
products pro goods goods goods
1 2 3 4 5 6 7 8 9 10
1981 2036 6852 17127 14868 19435 39156 5115 8877 8015 106
1982 1676 6278 17602 18908 18662 41144 4869 9196 9130 413
1983 1723 6944 19327 20211 21487 44757 BOO6 10860 10572 333
1984 2865 7145 23573 22998 24323 47028 5034 10993 11454 173
1985 2678 6728 25030 24412 25179 50944 5502 11675 12967 432
1986*
Jan. 274 430 1865 2201 1973 4868 474 1038 1080 6
Feb. 350 486 1829 1940 2318 3728 316 887 1370 8
March 319 516 1799 1704 1970 4033 218 1192 1504 24
April 145 583 2051 2103 1568 3868 389 1098 1418 22
May 128 494 1804 2338 15642 3122 231 780 990 18
June 142 506 2012 141 1490 2344 166 681 738 2
July 263 637 2307 2068 1721 3729 425 1227 1240 6
Aug. 236 546 2072 1820 1803 3560 421 1050 1421 25
Sept. 125 607 2245 2730 2054 4578 412 1198 1482 16
Oct. 155 703 2444 2392 2238 3770 337 1124 1275 94
Nov. 163 7556 2192 2443 2053 3877 3156 1196 1368 9
Jan.-Nov.
19856 2550 6190 2323 22208 23201 464056 5061 10647 11970 425
1986* 2300 6321 22¢ 23160 20732 41478 3703 11470 13887 231
MILL. FIM MILL. FIM
SEASONALLY ADJUSTED VALUE SEASONALLY ADJUSTED VALUE
7000 MULTILATERAL EXPORTS F.Q.B. 2500 S TATERAL
a IMPORTS C..F
: s
6000 ; 2000 it »
el
W =
5000 LV \; 1500
Ads Y
4000 |-= 44 1000 4
MULTILATERAL s i, BILATERAL
IMPORTS C.LF. H b $ EXPORTS F.O.B. 3
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FOREIGN TRADE BY COUNTRIES Mill. FIM

Exports, f.o.b. imports. ¢.i.f.
January—November January—November
Area and country
1986 1986° 1986 1986°
% Mill. FIM %  Mill. FIM % Mill. FIM % Mill. FIM

OECD countries in Europe 57.0 44149 61.4 46083 56.2 41791 62.1 43951
Austria 0.7 549 0.9 709 1.2 877 1.3 932
Belgium and Luxembourg 1.5 1139 1.7 1272 20 1505 24 1732
Denmark 40 3108 41 3056 25 1871 28 1992
France 39 3036 45 3364 34 2525 4.2 2967
Federal Republic of Germany 93 7204 98 73b4 15.0 11164 17.0 12030
ltaly 20 1541 21 15656 3.3 2493 4.3 3008
Netherlands 33 2544 35 2657 30 2214 30 2156
Norway 42 3258 46 3487 25 1824 22 1568
Portugal 0.3 240 0.3 190 0.7 541 0.9 622
Spain 0.8 620 1.1 794 1.0 733 1.1 789
Sweden 13.1 10174 149 11173 118 8763 134 9513
Switzerland 15 1132 1.7 1247 1.7 1231 20 1423
United Kingdom 10.9 8436 10.7 80256 7.3 5433 6.6 4646
Other 15 1169 16 1189 0.8 618 0.8 573
OECD countries outside Europe 100 7768 93 6967 117 8716 123 8723
Canada 1.2 928 1.1 837 0.7 535 0.5 378
Japan 15 1117 1.5 1119 53 3926 6.6 4662
United States 6.3 4848 55 4160 5.3 3982 48 3406
QOther 1.1 875 1.1 851 0.4 273 0.4 277
CMEA countries 235 18122 21.3 16030 242 17 996 18.4 12986
Czechoslovakia 0.3 263 0.4 281 0.5 344 0.5 362
German Democratic Republic 0.5 366 0.4 274 0.6 365 0.6 405
Poland 0.4 303 03 2156 1.5 1137 1.3 890
Soviet Union 216 16623 19.7 14764 21.1 15719 15.4 10884
Qther 0.7 566 0.6 495 0.6 431 0.6 445
Latin America 1.7 1340 1.6 1143 24 1764 256 1748
Argentina 0.1 60 0.1 71 0.1 107 0.1 103
Brazil 0.2 134 0.2 165 08 577 0.7 479
Colombia 0.2 115 0.1 81 0.6 448 08 581
QOther 1.3 1031 1.1 826 0.8 632 08 585
Other 79 6093 6.5 4890 5.7 4242 47 3360
GRAND TOTAL 1000 77472 100.0 75113 1000 74509 1000 70768
of which )

EFTA countries 20.0 15228 22,3 16744 17.2 12803 19.1 13529
EEC countries 37.0 28650 38.7 29039 38.8 28924 42.9 30359
OECD countries 67.0 51917 70.6 53050 67.8 50507 744 52674
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BALANCE OF PAYMENTS

Trade

Goods

Other and

Invest- Un-

Current

; T . T } : v g
Peiod HETS O weoum TR I sevices. semices Gome. vanstars. mer aeeou
{3 to 6)
1 2 3 4 5 6 7 8 9 10 11

1983 69368 72139 —2771 +3200 —748+1610 +1291 —~6817 —797 +96 —5227
1984 80608 75127 +5480 +4008-1211 —306 ~7971 —6786—1050 —238 —103
1986* 83731 82025 +1706 +3662—1771 —558 +3038 —6247—1096 —395 —4700
1986" 82450 77850 +4600 +2850—2350 —B0O +4600 —7000—1500 ~300 —4200
1984

Jan-March 19678 17069  +2609 +1018 —370 60 +3197 —2010 —284 —60 +843
Apr-June 19700 18862 +849 +1009 —326 —174 +1357 —1225 —202 -39 —108
July-Sept. 19395 19330 <65 +1144 —123 —265 +820 —1593 —279 —46 —1098
Oct-Dec. 21834 19877 +1958 837 —392 +194 +2597 —1958 —285 —93  +261
1985°

Jan-March 20048 18982  +1066  +936 —629 —220 +1262 —1781 —343 —146 —1025
Apr-June 22423 21436 +987 +1016 —473 —294 +1237 —1696 —270 —73  —802
July-Sept 20598 19681  +917 ~904 —295 —193 +1334 —1255 —219 —77 —217
Oct-Dec. 20661 21926 1266 +807 —475 +149 —784 —1515 —259 —99 —2657
1986°

Jan-March 19981 20875  —894 +734 —599 —1569 —919 —1610 —499 —131 —3159
Apr-June 18285 15995 +2290 +656 —647 —121 +2178 —1954 —332 — 98  —206
JulySept. 21198 20870  +328 +696 —416 —178 +430 —1424 —298 —62 —1354
Oct-Dec. 22987 20111 _+2876 +765 —687 —42 +2911 —2012 —371 -9 +519

MILL. FIM

2000

SEASONALLY ADJUSTED QUARTERLY FIGURES

-2000

wwem  CURRENT ACCOUNT

—4000 |-ZZ] TRADE ACCOUNT

GOODS AND SERVICES ACCOUNT

-6000 .

1984

1985

1987
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Mill. FIM

Current  Prepay- Prepay- Short- Mg:g‘elga— Over-all
. _ Long- Miscelia- Long- and mepnt\s/ meen\é term  short-term surplus Bank of
Draw‘:ngs Amomz? erm ] ne?tus term long- and and re- capital captal deficit Fintand

o fons o export 1OPTIET  capital term  liabilites ceivabies of iems, %€l t5raign

long-term Iorlag erm o redits, (_:tapna account  capital related related authorized  incl. reserve exchange
loans 0ans net 'ﬁg’ts‘ (1210 15) aﬁcm;'ét 10 10 banks, errors and oy reserves
{11+ 16) impons exports net (;{2:15; (17 to 21)

12 13 14 15 16 17 18 19 20 21 22 23
+10112 —7273 +423 —1388 +1874 —~33563+3273 -3380 +1266 +32 —2162 +2162
+14087 —7538 —-1682 +1428 +6295 +6192 +760 +2995 +2086 -—-2758 +9275 —-9275
+11870 —82656 +1339 +1840 +6794 +2094 +544 —-3177 +5267 —984 +3744 —3744
+19321-13930 +516 —1756 +4151 —49 +1 489 —70 —-9300 0 —7930 +7930

+40756 —1887 —2356 —~47 +1906 +2749-1049 +1283 +2443 2441 +2986 —2986
+3868 —2351 +89 +276 +1872 +1764+1083 +121 42531 -276 +5222 —5222
+2495 —-1185 —603 +1475 +2182 +1084 +426 —128 —-2186 —336 —1140 +1140
+3669 —2115 933 —276 +335 +596 +300 +1718 -702 +295 +2208 -2208
+3173 —186b +336 —-31 +1623 +598 +573 —~1122 +2208 -106 +2153 —2153
+3023 —2632 +354 +3139 +3884 +3082 +841 —1460 +1911 —2146 +2228 —2228
+2139 —15567 +263 -—626 +219 +2 —47 =270 -—-1400 +149 —1566 +1566
+3635 —-2211 +386 —642 +1068 -~-1589 —-823 —324 +2548 +1118 +930 -930
+3964 —3377 +24b -8 +814 -2345+1783 564 —-3085 +1049 —3162 +3162
+4 434 —2990 —-97 -67 +1280 +1074-1061 -—-657 —2589 ~3 —3236 +3236
+4701 -27456 +191 —961 +1186 —-168 +914 +438 -3996 +599 —2213 +2213
+6232 —-4818 +177 —-720 +871 +1390 —147 +714 +370 —1645 +681 —681
Assets: increase —, decrease -+. Liabilites: increase +. decrease —
MILL. FIM
CURRENT AND LONG-TERM CAPITAL ACCOUNT
8000 - OVER-ALL SURPLUS/DEFICIT EXCL. RESERVE MOVEMENTS

6000

4000

2000

0

~-2000

-4 i 1 1
000 1987
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FINLAND'S FOREIGN ASSETS AND LIABILITIES

Long-term assets Long-term tiabilities
Net
52:; cz’sfna' Ilti)ng-l}erm
: s : Direct  Portfolio abilities
month Export Direct Total Financiai  Import ; . Total
credits  investment  Ot® (110 3) loans  credits "r‘r‘]’:ﬁ: ":Y“’:g}' Other giag 110-4)
1 2 3 4 5 6 7 8 9 10 11

1983 6612 6166 3932 16710 63118 4472 2317 848 763 61518 44808

1984 8920 8689 1915 195624 63968 3865 2905 2013 805 73546 54022

1985* 6539 10524 2774 19837 63228 2893 3274 6313 895 76603 56766

1986* 5523 13630 3225 22378 68976 2072 4791 6959 953 83751 61373

1984
March 6658 6687 3539 16884 54014 4225 2364 987 731 62311 45427

June 6827 7435 3230 17492 57198 3937 2393 1640 729 65897 48405

Sept. 7767 7834 1839 17440 60497 3951 2410 1957 834 69649 52209

Dec. 8920 8689 1916 19524 63958 3865 2905 2013 805 73546 54022

1985*
March 8473 9942 2061 20476 64484 3651 2899 2900 778 74712 54236

June 8027 10379 2177 20583 64801 3318 3068 6317 873 78367 57784

Sept. 7194 10484 2167 198456 63385 3064 3104 6210 867 76630 56785

Dec. 6539 10524 2774 19837 63228 2893 3274 6313 895 76603 56766

1986~
March 6103 10702 2712 19517 63570 2803 3356 6407 820 76956 57439

June 6158 11685 2784 20627 66600 2546 3419 7117 832 80514 53887

Sept. 5865 12609 3119 21593 67670 2487 3685 6911 906 816569 60066

Dec. 5523 13630 3225 22378 68976 2072 4791 6959 953 837561 61373

PER CENT

MILL. FIM
LONG-TERM CREDITS BY SECTOR LONG-TERM CREDITS

100 pLLOSAL AUTHORITIES mem= NET DRAWINGS
4000

DRAWINGS

2000

-2000

REDEMPTIONS

- 4000 | i1 I F I 1 L
1984 1985 1986 1987
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Mill. FIM

Short-term assets

Short-term liabilities

Authorized Authorized

Net

‘short-term Net

Debt

Of which
amortization

banksand  cop. el Bank Donksand o, tiabilities “f?mgs’ sevice. payments,

Bimiand eiéi%%rge porate (12%014) Firrnd ei%%?ge Porote 1oey (19-15 (11+200 fow flow
hoiders holders
12 13 14 18 16 17 18 19 20 21 22 23

11842 29263 15915 57020 5705 39443 16181 61328 4308 49116 11591 5621
22912 43319 12804 79035 4562 55695 17988 78245 790 53232 12877 5896
25183 38775 18165 82113 4070 51374 16103 715647 —10565 46201 13247 6779
16613 51683 17805 86101 3455 55467 17197 76118 —9983 51390 22669 15462
14740 25724 15374 55838 36567 37966 16671 57193 1355 46782 3523 1452
20705 31935 14978 67618 3775 47084 16836 67 694 76 48481 3260 1987
21064 34621 14727 70411 4815 47882 17431 70128 —283 51926 2448 821
22912 43319 12804 79035 4562 56695 17988 78245 —790 53232 3646 1636
24785 44984 15869 85638 4535 59386 18402 82323 —3316 50920 3639 1803
26208 46661 18635 91504 3729 62896 18772 85397 —6106 51678 3763 2011
24770 44927 18183 87880 4240 59370 17880 81490 —6390 50395 2646 1337
25183 38775 18155 82113 4070 51374 16103 71547 —10565 46201 3199 1628
21647 40424 18037 80109 3659 60424 17392 71476 —8633° 48806 5065 3394
18470 45237 18213 81921 3499 52647 16786 71932 —9988 49899 5295 3308
16168 51576 18143 865887 3565 54990 17018 75573 —10314 49752 4922 3453
16613 51683 17805 86101 3455 55467 17197 76118 —9983 51390 7397 5307

PER CENT

OF GOP NET FOREIGN LIABILITIES

NET LONG-TERM LIABILITIES
V7] NET SHORT-TERM LIABILITIES/ASSETS

20

NET
LIABILITIE

S T N S S TN W N |

78 80 82 84 86

I

74

1.1 1
197172 76

PER CENT

20

DEBT SERVICE RATIO
AMORTIZATION PAYMENTS

P2 iInTEREST PAYMENTS
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_
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PRICE INDICES

Basic price index for domestic supply 1980 = 100

Who!_esale Origin Purpose 00
Period I':‘T;i
1949 = 100 Total Domestic  Imported Raw Consumer Investment Total W?rg‘;es Buitding
goods goods materials goods goods ota building materials
trade
1 2 3 4 5 6 7 8 9 10
1985 1324 140.5 143.1 132.8 137.5 145.8 142.4 1443 1444 1428
1986 1264 133.2 139.8 113.1 122.3 145.7 148.0 165606 1541 148.3
1986
May 1257 132.6 139.3 112.1 121.3 145.8 147.2 1498 151.6 1478
June 1256 132.4 139.3 111.2 120.9 1455 147.7 150.8 15b.6 1482
July 1249 131.7 139.2 108.8 1194 145.1 148.9 161.2 156.2 1484
Aug. 1246 130.9 137.9 109.6 118.3 1443 1487 1516 166.2 149.0
Sept. 1248 131.3 138.0 111.0 118.7 144.7 149.2 151.8 166.2 1495
Oct. 1250 13156 1385 - 1103 119.0 145.0 149.2 162.0 156.2 149.6
Nov. 1252 131.7 138.7 110.3 119.1 145.1 149.4 152.3 1566.2 1560.1
Dec. 1256 131.9 138.8 110.9 1195 1449 1498 1523 166.2 150.2
R Consumer prices 1981 = 100
Period . Rent, House-  poaith T rt . Oth
Total  Food gt CGnY  neming  g0d end Cand EUSEO ook
tobacco  footwear lighting s e?\?ig os  SErvices cation recreation  orvices
1 2 3 4 5 6 7 8 9 10
1985 1346 1391 140.3 126.1 130.9 129.7 1657 1304 13256 1404
1986 1394 1442 146.4 131.6 1345 135.0 1641 130.7 139.9 149.0
1986
May 139.1 1439 145.1 131.8 136.7 134.8 162.3 129.2 139.4 148.3
June 1398 1449 147.4 131.6 135.7 135.1 162.9 130.2 140.1 148.9
July 1399 145.7 147.4 130.1 138.7 135.1 163.0 1304 140.2 149.0
Aug. 140.2 1448 147 .4 1314 136.3 135.3 164.4 130.2 141.2 150.2
Sept. 140.2 1449 147.4 133.0 134.2 136.0 1644 1314 142.3 150.3
Oct. 140.7 1454 147.6 134.3 134.3 136.5 1671 131.6 1428 150.7
Nov. 1406 1450 147.6 135.0 134.3 136.9 167.1 131.1 1433 151.0
Dec. 140.8 1445 147.5 135.2 134.3 137.0 167.1 132.4 1433 1511

20



WAGES

Period

Index of wage and salarv earnings 1980 = 100

By industries

By nstitutional sectors

Al} All All
] Lo sarmere E;g""r‘i" er?'xtaltg 3 ’v’ilx‘)r:lC~ Eg‘azl?g i esaarlr?e:\r/s e‘gran%?s emJ;I: v
Agri- gustry Con- services epes " employ-  onvate
culture struction aes sector
1 2 3 4 5 6 7 8 9 10
1983 132.1 137.3 138.2 138.8 137.3 140.0 137.3 138.4 1369 1378
1984 1485 1499 152.8 162.8 147.1 154.7 150.5 161.4 149.7 1508
19856 1606 161.2 168.8 165.0 159.1 166.7 163.5 164.3 162.2 163.6
1985*
July-Sept. 161.9 1620 168.2 166.6 160.3 167.9 164.7 165.9 162.6 164.7
Oct.-Dec. 166.8 163.1 174.0 167.1 160.7 168.3 167.1 167.1 1656.3 166.5
1986
Jan.-March 1772 166.7 175.5 173.3 166.7 175.2 169.56 171.5 1679 170.2
Apr.-June 175.0 1721 1745 177.4 170.3 178.9 1741 176.0 1719 17456
July-Sept. 176.0 171.3 182.5 178.2 1705 179.9 175.4 177.0 1732 1756
PRODUCTION
Voiume indices of production 1980 = 100
Period Indus- Land and Transport .
Gross ial Agni- For-  Construc- d N Public
domestio Do e s eger, comsme mumca COMmerSe  seetr  Ohers
1 2 2 4 5 6 7 8 9 10
1984
July-Sept. 109 102 196 45 114 105 108 110 116 119
Oct.-Dec. 121 122 91 117 140 108 121 119 116 127
1985
Jan.-March 107 112 74 102 81 94 106 100 117 117
Apr.-June 114 121 77 109 85 113 111 112 117 127
July-Sept. 112 107 175 37 109 114 111 113 118 125
Oct.-Dec. 124 124 83 110 140 116 125 124 120 134
1986*
Jan.-March 108 108 71 96 80 97 109 103 120 122
Apr.-June 114 121 77 90 71 117 111 118 118 132
July-Sept. 116 110 179 39 110 117 116 119 121 131
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PRODUCTION

Index of industrial production 1980 = 100

Special indices of manufacturing Yotal
Period ~ adjusted
Total Irr‘r\::r?: Consuéner pr?)gtjec’er . Non- for '
goods goods goods _Food  Wood  Paper  Chemical metallic Metal seasona
industry industry  industry  industries  mineral industry ‘:f"“"
industry lons
1 2 3 4 5 6 7 8 9 10 11
1983 1071 1190 1026 1071 1089 899 1035 106.2 1150 1145 107.1
1984* 1118 1268 1056 1119 1093 924 1143 1115 1084 1200 1121
19856* 116.1 1378 1103 1147 1113 894 113.1 11561 109.7 1299 116.5
1985*
Nov. 1245 1489 1222 1209 130.4 96.7 1168 1171 118.6 1425 114.5
Dec. 108.0 1309 1042 1064 1047 632 1028 1083 959 1236 116.6
1986*
Jan. 1226 1433 1205 119.7 106.7 936 1108 1219 1027 1374 1171
Feb. 1104 1326 108.1 107.3 930 829 1023 1110 83.0 1236 115.2
March 1073 1268 1041 105.2 91.2 836 954 1218 81.1 1209 112.2
April 1249 1579 1178 122.2 1144 11356 115.0 1334 984 1494 116.7
May 118.3 1674 109.7 1152 104.4 100.1 107.2 1215 98.3 1469 112.7
June 117.7 1513 1042 1179 106.0 974 1013 1139 1028 1408 121.0
July 86.3 7056 75.0 94.2 1034 472 126.8 83.7 734 716 124.4
Aug. 1144 1233 1084 1153 1073 835 116.8 1233 1199 121.7 1159
Sept. 1246 1469 1176 1237 11156 106.2 1108 126.7 1401 144.2 116.3
Oct. 1343 1624 1284 131.7 1409 1088 1229 1232 140.2 1579 117.8
Nov. 1244 1442 1188 " 13.3 1301 943 1233 1260 1160 1406 1181
INDEX INDEX
INDEX OF INDUSTRIAL PRODUCTION INDEX OF INDUSTRIAL PRODUCTION 1980=100
140 |- 1980=100 160+ SEASONALLY ADJUSTED
SEASONALLY ADJUSTED MONTHLY FIGURES
MONTHLY FIGURES : i
130 TOTAL INDUSTRY 150 INVESTMENT A
120}—— Wn‘ Vﬁ! 140 }-52°0° -»v
X ¥ p ow il
110 R AT T a 130 \ !
100 PAPER INDUSTRY |3 120 v
- ; s }
MV PP ¥ L A DO VY
80 A Y WYk Tk AR A LA
WOOD INDUSTRY CONSUMER GOODS
70 Abitdidieattaataspaeesbunsanaaaggadaggaiinttig |i|||||||||l||l|‘lll[]] NI RE AT R IR NN NN
1985 1986 1987 1984 1985 1986 1987

1984
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LABOUR — TIMBER FELLINGS — INTERNAL TRADE

P?pula;ion Total Emploved Un- Unemptloy- Commbercial Re}ail th‘)le~

Period ° V;Z;.'ng Iabc%uaégrce, m]po%\be ’ erx\,‘p(lj%yed, %rgfe ?o'tal fglrlri‘ns;,_ vg;lauen'sae v_cf!?.uime
o000, pemons PSSO posgns  labouwr  1000sold | pdex o ndex
1 2 3 4 5 6 7 8
1984 3700 2572 2414 159 6.2 41288 109 109
1985* 3710 2600 2437 163 6.3 43 349 114 110
19856*
Oct. 3714 2 566 2396 160 6.3 2962 118 124
Nov. 3714 2580 2409 171 6.6 3768 115 119
Dec. 3714 2 563 2406 157 6.1 4729 134 119
1986*
Jan. 3714 2553 2 360 193 7.6 4232 110 103
Feb. 3715 2 540 2346 195 7.7 4596 100 102
March 3716 2 551 2365 186 7.3 4709 105 109
April 3716 25651 2365 186 7.3 4534 118 123
May 3718 2 609 2438 170 6.5 3292 122 120
June 3717 2788 2598 190 6.8 2472 119 111
July 3717 2790 2600 190 6.8 1124 126 104
Aug. 3718 2647 2481 167 6.3 1194 116 114
Sept. 3715 2600 2428 171 6.6 2143 116 126
Oct. 3716 2576 2394 182 7.1 3100 119 130
Nov. 3717 2567 2392 174 6.8 3626
CONSTRUCTION OF BUILDINGS
Building permits granted Buildings completed Building-
. Industrial Resid industrial Y,vr?ég
Residen- ; esiden- ;

Period Farm and Public : Farm and Pubiic con-
eno Total bui}:jailngs buildings ti)all:‘?:jr:re‘zss buildings Total buiﬁ;lngs buildings g&nslg:ﬁ;ss buildings  struction
Miltion cubic metres

1 2 3 4 5 6 7 8 9 10 11

1984 4969 1993 b6b 1745 314 4424 1765 513 1576 283 5213
1985* 4817 1817 670 1653 341 4474 1740 494 1597 335 4964
19856*

Apr.-June 1713 727 3.09 480 075 1018 4.08 0.72 367 105 5307
July-Sept. 1216 448 1.61 421 092 10.10 3.80 1.77 304 075 5642
Oct.-Dec. 969 298 090 432 088 1584 5.67 1.89 644 082 4964
1986*

Jan.-March 924 296 1.19 406 050 8.15 3.563 0.56 289 067 46.75
Apr.-June 16.94 683 297 489 095 5.33 2.26 0.70 162 039 5546
July-Sept. 1246 426 1.26 465 124 1053 3.62 1.62 330 1.24 5720
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EXPLANATIONS RELATING TO THE STATISTICAL SECTION

BANK OF FINLAND

Page 4. Public secror: Claims = Government promissory notes -+
Bonds + Total coinage + Other claims on the public sector. Other lia-
bilities = Cheque accounts + Counter cyclical reserves + Counter-
cyclical deposits + Capital import deposits + Other liabilities to the
public sector. Certificates of deposit are interest bearing, freely trans-
ferable term liabilities of the Bank of Finland soid to the government.
Their matunities range from one week to one year. As from November
1. 1983, certificates of deposit were replaced by the government
deposit account.

Page 5. Domesuc financiai sector: Qther liabilives, net = Capital
import deposits + Other liabilities 1o financial institutions — Bonds —
Other claims on financiat institutions.

Corporate sector: Permanent speciai financing schemes = Foreign
bills + New export bills ~ Financing of suppliers’ credits.
Liabilities, net = Deposits for investment ana ship purchase + Coun-
ter-cyclical withholdings + Capital import deposits + import levy
deposits + Export deposits + Other liabilities 10 corporations — Bonds
— Other claims on corporations.

MONETARY POLICY INDICATORS

Page 6. Ail the figures except the average iending rate of the commer-
clal banks are mean values of daily ﬁ?ures for the month or vear in
question. The average lending rate of the commercial banks 1s the
mean value of the end of the month 1ending rates weighted by credit
outstanding. The annual figure for the average Iending rate I1s an
unwelghted average of the weighted average monthly rates.

Gross central bank debt of the deposit banks = call money credits and
term credits extended 10 the commercial banks and Postipankk:. As
from January 1984, the only source of central bank debt was the call
money market. Three month term credits were introduced in Decem-
ber 1986. Banks’ borrowing from the central bank is monitored: a bank
exceeding a stipulated limit comes under the special surveillance of
the central bank. The rate of interest on call money credits is set by the
central bank. The rate of interest on term credits 1s based on daily ten-
ders by the commercial banks and Posupankki.

Net central bank debt of the deposit banks = Gross central bank debt
of the deposit banks — The commercial banks' and Postipankki's
deposits on the call money market — All deposit banks' cash reserve
deposits at the Bank of Finland.

Cash reserve deposits of the deposit banks equal the total amount of
cash reserve deposits at the Bank of Finiand made by the deposit
banks under the Cash Reserve Agreement of September 7. 1984. The
deposit banks consist of the commercial banks. co-operative banks.
savings banks and Postipankk.

The cash reserve requirement s set each month by the Bank of Finland
as the percentage of each bank’s stock of deposits and major partofa
bank’s net foreign debt which must be deposited at the central bank.
Deposits are to be made one month after the close of the month to
which the coefficient applies.

Call money credit extended by the Bank of Finland = Demand for call
mor:(ey by the deposit banks — Supply of call money by the deposit
banks.

As from the beginning of 19886, the call money interest rate was dif-
farentiated into two separate rates of interest, the rate on calt money
credits and a lower one, the rate on call money deposits. As from the
beginning of 19886, the figures on page 6 and the chartiliustrating the
call money rate have been prepared on the basis of the rate on call
money credits.

FORWARD EXCHANGE MARKETS IN FINLAND

Page 7. The figures forcolumns 16 are calculated by the Bank of Fin-
land on the basis of monthly reports from the banks on their outstand-
ing forward exchange positions at the end of each month. The figures
for cotumns 7—9 are based on monthly averages of daily representa-
tive quotations, as reported by the banks to the Bank of Finland.
The banks’ foreign currency positions shown in the chart at the bottom
of page 7 are monthly averages of daily spot and forward positions
vis-a-vis the markka as reported by the commercial banks to the Bank
of Finland. The spot position includes al! foreign currency-denominat-
ed assets and liabilities of the banks. excluding their outstanding for-
ward CORtracts.

FOREIGN EXCHANGE RATES

Pages 8—9. Exchange rates are annuai and monthilyv averages of the
Bank of Finland’'s daily quotations. From the beginning of 1987. ail
aquotations are expressed as FIM per one unit of foreign currency. The
Australian dollar {AUD} and the European Currency Unit {XEU) have
been added to the list of quoted currencies. The currency index 1s
shown as annual and monthly averages of daily inaex numbers. The
chart at the bottom of page B shows the banks™ forward selling rates
for the US dollar as deviations from the spot rate.

DEPQSITS 8Y THE PUBLIC —

ADVANCES TO THE PUBLIC — MONEY SUPPLY

Figures for deposits and advances are supplied by the Centras Statisti-
cal Office.

Page 10. Deposits by the public. The central government and the
financial institutions are mainly excluded from the pubiic.

From 1974 deposits inciude domestic deposis denominated in
foreign currency.

Page 11. Advances to the public. The central government and the
financial institutions are not included n the public.
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Postipankki's advances do not inciude loans granted by the State
investment Fund (INRA;. Domestic credits in foreign currency are
mainly granted by the commercial banks and the rest by Postipankki.
Money Supply M, = Finnish notes and coins in circulation — Finnish
notes and coins held by the banks + Demand deposits held by the
public {incl. Demand deposits at the Bank of Finland). Quasi-Money =
pme cé?posits held by the public {incl. Time deposits at the Bank of
inland).

Note: Domestic deposits in forel?n currency included in money supply
since 1974. in the money supply the public inctudes non-monetary
financial institutions.

STATE FINANCES

Page 12. Official figures computed by the Economics Department of
the Ministry of Finance. Revenue and expenditure: Extra-budgetary
funds and the aggregated net current deficit of State enterprises are
included. Figures are reported on a cash payment basis.

FOREIGN TRADE

Pages 13—15. Figures supplied by the Board of Customs. /ndices {p.
13): The volume indices are calculated according to the Paasche for-
mula and the unit value indices according to the Laspeyres formula.
Terms of trade: the ratio of export indices 10 import indices. Foreign
trade by countries: {p. 15): from January 1980 imports by countries of
origin, exports by countries of consignment.

BALANCE OF PAYMENTS
Pages 16—17. Figures are calculated by the Bank of Finland.

Columns 1-7. The figures for the trade and goods and services
accounts are in accordance with the System of National Accounts.
Columns 12—13. Long-term loans compnse financial loans and
import and ieasing credits.

Column 15. Miscellaneous tong-term capital items, net=direct invest-
ment, net + portfolio investment by foreigners + financial loans and
development credits to abroad + Finland’s subscriptions 1o interna-
tiona! financial institutions, net.

Column 23. Changes in the foreign exchange reserves of the Bank of
Finland exclude changes in the markka value of the reserves caused by
changes in exchange rates.

FOREIGN ASSETS AND LIABILITIES

Pages 18—19. Figures calculated by the Bank of Finland.

Long-term assets: Other = financial loans + development credits +
Finland’s subscnptions to international financial institutions. Long-
term liabilities: Portfolio investment = the outstanding amount of
share tssues by Finnish companies on foreign stock exchanges and of
securities sold 1o foreign buyers through the Helsinki Stock Exchange.
Other = Leasing credits + subscriptions to imernational financial insti-
tutions paid in the form of bonds.

Column 22. Debt service = Net investment income of short-term and
long-term assets and liabilities + net amortisation payment of long-
term foreign assets and liabilities, excl. amortisation payments of the
Bank of Finland's reserve and oil credits.

Columns 22 and 23 during the year and the quarter.

Chart Debt service ratio: Debt service as a per cent of current account
earnings. Debt service does not include amortisation of the Bank of
Finland's reserve and oil credits.

PRICE INDICES
Page 20. All indices caiculated by the Central Statsucal Office.

WAGES — PRODUCTION
Pages 21—22. Figures supplied by the Central Statistical Office.

Page 22. Index of industrial production caicutated by the Central Sta-
tstical Office. The grouping, by branches of industry is in accordance
with the Standard Industrial Classification {SIC) which is a version of
the 1968 edition of the ISIC. The SIC facilitates international compari-
sons between Finnish statistics and corresponding data from coun-
tries which use the I1SIC. The seasonally adjusted series is calculated
by the Bank of Finland on the basis of the index of industrial produc-
tion per working day according 10 a method resembling the U.S.
Bureau of Census Method il.

LABOUR ~ TIMBER FELLINGS — INTERNAL TRADE —
CONSTRUCTION OF BUILDINGS

Page 23. Labour figures supplied by the Central Stausucai Office.
Commercial timber fellings compiled by the Forest Research institute,
Retailers’ and Wholiesalers® volume indices supplied by the Central
Statisucal Office. Construction of buildings figures calculated by the
Central Statistical Office.

Owing to rounding, the figures in statistical tables do not necessarily
add up to the totals shown.

SYMBOLS USED- * Preliminary. r Revised. 0 Less than half the final
digit shown, . Logically impossible, . Notavaiiable, — Nil. S affected
by strike. — Break in series.




SOME PARTICULARS ABOUT FINLAND

FORM OF GOVERNMENT

From 1 1565 10 1 809 Finland formed a part of the kingdom of Sweden.
Connected from 1 809 with Russia. Finland was an autonomous coun-
try with the Emperor as Grand Duke untit December 6,1917. the date
of Finland's deciaration of inaependence. The repubiican constitution
was adopted in 1919, The tegisiative power of the country is vested in
Parliament and the President. The highest executive power is held by
the President. elected for a period of 6 vears. The President for the cur-
rent term, January 27. 1982, 10 March 1. 1988, is Mauno Kovisto.

Parliament. compusing 200 members 1s elected by universal suffrage
for a period of 4 years. The number of seats of the different parties in
Parliament elected in 1983 1s as foliows; Social Democratic Party of
Finland 57. Nauonai Coalition Party 44, Centre Party 38, Democratic
1 eague of the People of Finland 27, Finnush Rural Party 17, Swedish
People’s Partv 11. Christian League of Finland 3. The Greens 2 ana
Finnish Peopie’s Constitutional Party 1

Finland 1s divided into 461 self-governing municipalities. Members of
the municipal council are elected by universal suffrage for a period of
4 years.

INTERNATIONAL ORGANIZATIONS

Finland became a member of BIS 1930. IMF 1948, IBRD 1948, GATT
1950. UN 1955, IFC 1956, IDA 1980, EFTA 1961, ADB 1966, OECD
1969. iDB 1977 and AfDB 1982.

LAND

THE AREA s 338000 square kilometres {(Great Brntan's area is
244000 sq. km and Haly's area 301 000 sq. kmj. Of the total. inland
waters form 9.4 %. Of the land area {1980) 2.5 mill. ha (8.2 %} are culti-
vated and 18.7 mill. ha {64.6 %) are covered by forests.

OWNERSHIP OF LAND {1979). The total land area was distributed
among different classes of owners approximately as follows: private
58.7 %, State 31.4 %, joint stock companies etc. 7 4 %, municipalities
and parishes 2.5 %.

POPULATION

NUMBER OF INHABITANTS {1984): 4.9 million. Sweden 8.3, Switzer-
land 6.5, Denmark 5.1, and Norway 4.1 million.

DENSITY OF POPULATION {1984}: In South Finland 47.7. in Eastand
Central Finland 14.3.)n North Finland 4.2 and in the whole country an
average of 16.1 inhabitants to the square kilometre.

DISTRIBUTION BY AREA {1984): 40 % of the population inhabit the
rural areas. 60 %towns. The largest towns are: Helsinki (Helsingfors),
the capital, 484263 inhabitants. Tampere {Tammerfors) 168150,
Turku (Abo} 162282.

EMPLOYMENT {1985): Agnculture and forestry 11 %. industry and
construction 32 %. commerce 15 %, transport and communication
8 %. financing, insurance, real estate and business services 6 %, com-
munity and personal services 28 %.

LANGUAGE {1984): Finrush speaking 93.6 %, Swedish speaking 6.1 %.
others 0.3 %.

EDUCATION ({1986): Practically all persons over 16 years of age are
literate. There are 8 universities {the oldest founded 1n 1640) and 12
colleges of university standard.

CHANGE OF POPULATION (1984): births 13.3 %4 deaths 8.2 ¥
change + 5.0 % o net immigration ~ 0.8 %o Deathsin France 9.8 % o
and Great Britain 21.4 %

TRADE AND TRANSPORT

NATIONAL INCOME {1985), 1 million FIM: Gross domestic product at
factor cost by industrial origin: agricuiture ana fishing 13 19C 14 %),
forestry 10977 {4 %), manufactunng 86794 (29 %), construction
23138 (8 %), trade. restaurants and hoteis 33163 {11 %), ransport
and communicaton 23 672 (8 %), banking and insurance 12973(4%),
ownership of dwellings 19097 {6 %). other services 74 707 {25 %),
total 296711. index of real domesuc product 114 {1980 = 100).

FOREST RESOURCES {1983). The grow!ing stock comprised of 1 660
miltion m® isoiid volume with bark; of which 46 % was pine and 37 %
spruce the remaining 18 % bem% broad-ieaved trees chiefly birch. Of
the growing stock 656 million m® was up to the standard required for
logs, 51 % of these being pine. The annual growth was 68 million m®
and the totai drain calcutated on the basis of roundwood consumption
was 49.4 mitlion m?®

AGRICULTURE {1984). Cultivated iand 2.4 miilion hectares. Number
of hoidings 203 933 of which 143 931 are of more than & na. Measure
of self-sufficiency 1n bread cereals 93 %.

INDUSTRY 11983). Gross value of industrial production FIM 222 602
mill., number of workers 398066, salaried emplovees 146503,
motive power 8.3 mill. kW. index of industrial production 107.1 for
1983 ;1980= 1001.

STATE RAILWAYS (Dec. 31 1985): Length 5979 km.

MERCHANT FLEET (Dec. 31. 1986): Passenger vessels 167 (2950568
gross reg. tons}, tankers 31 {490 175 gross reg. tons), dry ¢argo ves-
sels 121 1417 167 gross reg. tons), other vessels 108 {41 134 gross
reg. tons), total 427 {1 243534 gross reg. tons).

AUTOMOBILES (Dec. 31. 1985): Passenger cars 1546094, lornes
and van% 179637. buses 9017. other automobiles 11867. total
1 746615.

FINNISH AIRLINES {Feb. 28, 1985). Finnair hasin use 1 DC-8-62, 3DC-
9-10.5DC-9-41,12DC-9-51. 3DC-9Super82. 3DC-10-3C. 1 DC-10-
30 ER and 3 Fokker F-27 Friendship MK. The company has scheduled
flights 1o 34 forsign and 21 domestic destinations.

FINANCE AND BANKING

CURRENCY. Since 1860. Finland has had 1ts own monetary system.
From 1877 until 1914 the country was on the gold standard. and
returned to 1tin 1926. in 1931, the Central Bank's duty to redeem bank
notes In gold was suspended and at the end of 1962 was entirely can-
celled. The monetary unit is the markka {piural: markkaa), which is
divided into 100 pennid {singular: penni}. The abbreviation used for
the markka is FIM. The last par value of the markka was seton Oct. 12,
1967 and was 0.21159 grams of fine gold per markka (equivalent, at
the time. to 4.20 markkaa per U.S. dollar}. Since Nov. 1, 1977 the
external value of the markka has been officially expressed interms ofa
currency index. This index 1s tradeweighted and as from Jan. 1. 1984
indicates the average change in the convertible currencies which are
important in Finnish foreign trade. The present currency weights are
SEK 20.6. DEM 19.6. GBP 13.8, USD 8.8, other currencies 37.2. The
permissible range of fluctuation 1s about 2.25 per cent on either side of
the theoretical arithmetic mean. The fluctuation timits are 106.0 and
101.3.

THE CENTRAL BANK. The Bank of Finland (estab. 1811) functions
under the guarantee and supervision of Parliament. Its Board of Mana-
gement 1s appointed by the President of the Repubiic: the Bank Super-
visors, nine in number. are elected by Parliament. The Bank has a head
office in Helsinki and 12 branches in other towns.

OTHER CREDIT INSTITUTIONS {Dec. 31, 1985). There are two bigana
eight small commercial banks with in ali 967 offices. 254 savings
banks, 370 co-operative banks, six mortgage banks, Posupankki and
three development credit mnstitutions. The co-operative stores accept
deposits from their members. The Social Insurance institution and 48
private insurance companies aisc grant credits.

RATES OFINTEREST (May 19, 1986;}. The Bank of Finland’s base rate
is 7 %. The interest rates for domestic lending other than bank fi-
nancing by the Bank of Finlana vary between 4 % % and 2 % %. Other
credit institutions: time deposits 2% %: 6 month deposits 4 %; 12
month deposits 5% %: 24 month deposits 7
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TRENDS IN FINNISH FINANCIAL MARKET LEGISLATION

by Erkki Kontkanen, Head of Department
The Finnish Bankers’ Association

GENERAL

Finnish financial markets have been highly
underdeveloped. They have been characterized
by the dominance of banks and strict regula-
tion by the authorities. Among other things,
rates of interest and foreign capital movements
have been extensively controlled.

in recent vyears, financial markets have
undergone rapid changes. The central bank
has gradually relaxed its interest rate and
exchange controls. The proportion of unreg-
utated funding has increased, resulting, inter
alia, in changes in the composition of banks’
deposits. New instruments, such as short-term
bearer obligations, have also been introduced
in the markets.

With the internationalization of business,
Finnish financial markets have also become
internationalized. For example, the interna-
tional operations of Finnish banks and the
forward market have expanded substantially.
Finnish financial markets have also been
affected to some extent by the entry of foreign
banks from the beginning of 1982. At present,
there are four foreign-owned banks operating
in Finland.

Traditionally, investment in securities has been
of very limited significance in Finland, although
interest in securities among investors has
grown rapidly during the past few years. From
1980 up to the end of 1986, total turnover on
the Helsinki Stock Exchange increased about
23-fold, from FIM 0.7 billion to FIM 16 billion.

The changes In financial markets have natu-
rally given rise to pressures for revisions in
legisiation as well. Thus, in many respects, the
legisiation governing financial markets has
become outdated and deficient, for example,
as regards new institutions.
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This article briefly examines the present state
of the legislation bearing upon Finnish financial
markets and the prospects for its future de-
velopment.

FINANCIAL INSTITUTIONS

THE STRUCTURE OF LEGISLATION

Finland has no general legislation governing
financial institutions. Rather, each 1tvype of
financial institution is regulated by its own act.
Deposit banks are controlled through four
deposit bank acts: the Commercial Bank Act,
the Cooperative Bank Act, the Postipankki Act
and the Savings Bank Act. Credit companies
are governed by the Credit Company Act and
mortgage banks by the Mortgage Bank Act.

DEPOSIT BANK LEGISLATION

The present deposit bank acts have been in
force since the beginning of 1970. They differ
significantly from each other in several re-
spects. Among other things, the minimum
capital requirement for commercial banks is
double that for cooperative banks and savings-
banks. However, because of the lower capital
ratio, the risk-taking opportunities of coop-
erative and savings banks have been restricted.
Postipankki operates under the responsibility
of the centrai government and nc minimum
capital requirement has therefore been
imposed in its case. The regulation of Pos-
tipankki differs significantly from that of other
banks in other respecis as well.

Differences in the regulations governing bank-
ing activities in the present banking laws
place the various categories of bank in unequal
operating positions without any justification.
Hence, they tend to hamper the natural de-



velopment of pusiness and compettion in the
banking sector.

A banking committee submitied its report in
early 1986. The commitiee recommended that
a uniform iaw governing the activities of de-
posit banks should be enacted for all deposit
banks. The law would provide all deposit
banks with the same rights to engage in any
banking business stipulated in the law, within
the limits set by their capital base, financial
capacity and expertise.

As under the existing legisiation, the proposed
law would grant the deposit banks the sole
right to receive deposits from the public. The
new law wouid also include stipulations con-
cerning the deposit banks' business activities
and the restrictions thereon, their capital and
liquidity ratios, customer protection and the
promotion of competition in banking. The
proposed law 1s designed to replace the inco-
herent regulations in the present deposit bank
acts. Regulations on the establishment, admin-
istration and winding-up of a bank's activities

as well as on banks' deposit protection
schemes would still be laid down in separate
banking acts but these regulations would also
be compietely revised.

The major amendment to the present legisla-
tion proposed by the committee concerns the
regulation of banks' soivency. The capital ad-
equacy of a bank would no longer be cai-
culated in terms of the ratio of 11s equity capital
to its total liabilites but rather in terms of the
ratio of its equity capital to 1ts claims, invest-
ments and contingent liabilities, in accordance
with international practice over the past few
years. A bank’s claims, investments and con-
tingent liabilities would be divided into five risk
categories so that the capital ratio would vary
according to the degree of risk inherent in
different classes of asset and contingent lia-
bility. The extent of a bank’s business would
thus be restricted both by the size of its capital
base and by the degree of risk attaching 1o its
activities. The following gives an outline of the
committee’'s proposed risk classification and
the ratio to be applied tc each class:

0% 1% 3% 5% 10 %
including, inter alia: — Bonds — Secured claims — Unsecured claims  including, inter
— Cash ~ Guaranteed claims and contingent and contingent alia:

— Clams on the and contingent liabilities liabilites — Shareholdings
central govern- iiabilities — Doubtfui
ment, local au- claims
thorities and — Open foreign
financial  institu- exchange
tions subject 10 position
public control — Temporary

assets

As a rule, foreign items would be subject to an
additional capital adequacy requirement of one
percentage point as compared with domestic
items. Thus, for example, a capital ratio of one
per cent would be applied in the case of claims
on foreign banks and a ratic of 11 per cent in
the case of foreign shareholdings. In cal-
culating & bank's capital adequacy, shares and
participations in institutions engaged in bank-
ing in which the bank has a holding of more
thar 20 per cent would be deducted from its
capital base.

A bank’s open foreigr. exchange position may
expose a bank's solvency to significant nisks.
The commitiee therefore proposed that a

bank’s open foreign exchange position in dif-
ferent currencies should be included in the risk
category subject tc the maximum capital ratio;
i.e. equity capital equal to 10 per cent of the
amount of the foreign exchange exposure
would be required. Country risks would also be
taken into account in the calculation of capital
adequacy. Claims on countries which have
suspended the repayment of their debts or
with which new loan arrangements have been
agreed upon because of pavment difficulties
would be included in the category of maximum
risk. New 1ypes of obligation, such as options
and futures, would be included in a bank's
conungent liabilities 1¢ the extent stipuiated by
the Bank Inspectorate.
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Apart from individual banks, the capitai ad-
equacy reguirement would also be applied t©
banking groups or a consolidated basis. a
group being defined 1o include all the institu-
tions engaged irs banking — both at nome and
abroad — in which the parent bank’s holding is
more than 20 per cent.

Ir the proposal, the regulations concerning
deposit banks’ business activities largely corre-
spond to the oresent legislation. Thus the area
of banks permissible activity would nor
change to any significant extent. In contrast t¢
the existing egislatior, however, banks woulg
be allowed more freedom 10 operate as reai
estate agents than at present. According 1o
the proposal, deposit banks would continue
be prohibited from issuing bonds. This pro-
posal 1s wstified by the need t¢c maintain the
divisior of iabour between different financial
institutions. Traditionally, Finnish mortgage
banks have specialized in lending with funds
raised through bond ssues.

In principle, the nght of deposit banks 1¢ hold
shares in compantes engaged ir business other
than banking would also be restricted in the
same way as at present. Deposit banks would
be allowed to hold up to 20 per cent of the
share or cooperative caprtal of companies car-
rying on non-banking business. This restriction
would be extended to cover banking groups on
a consolidated basis. However, at present
Parliament is discussing an amendment 10 the
existing banking act by which a bank’s right to
own shares would be restricted 1o 10 per cent
of the share or cooperative capitai of a non-
banking company.

The committee alsc proposed that the banks’
liguidity regulations shouid be revised. With
the rapid developmer: of financial markets,
banks liquidity risks have increased and
become more difficult to predict. Special
demands have peen piaced or iiguidity man-
agement py various off-balance-sneet opera-
Jons, suckh as iocan commitments issued Dy
panks. —iquidity management would n¢ longer
be confined exciusively to the mamtenance of
statutory cash reserves. Rather, according
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the proposal, banks shouid adopt additional
techniques for maintaining adequate iiquidity

In order 1o improve ihe legal nighis of bank
customers, the committee recommended the
introduction new svstem oF customer
protectior. According 10 the proposai. matters
concerning customer protection would be the
sole responsibility of the Bank inspectorate
General consumer protection legistation would
nc ionger be apolied to the activities of deposit
banks. This particuiar proposal has aroused a
great deal of discussion, and it seems unlikelv
that it will be enacted in i1ts present form. The
committee also recommended that the au-
thonities’ opportunities 1o promote competition
i banking should be improved.

ot a

A comprenensive reform of banking legistation
is currentlv being prepared on the basis of the
proposals of the committee. The Govern-
ment’s bill concerning the reform will probabiv
be submitted 10 Parliament in the course of
this vear. The new legislation would come into
force at the beginning of 1988 at the earliest.
in the same context, Posupankki would be
transformed into a iimited company in which
the State would have a majonty shareholding.

OTHER LEGISLATION ON FINANCIAL INSTITUTIONS

Changes in financial markets have also
affected the activities of financial institutions
other than deposit banks. For exampie, the
business of finance and credit card companies
has expanded substantially. So as 10 bring the
activities of these financial nstitutions under
public control, the Ministry of Finance has
prepared a proposal for a separate Finance
Companv Act. Technically., the proposal is
ready tc be submitted tc Parliament.

in the bill, the actvites of finance companies
are strictly iimited to leasing, factoring, con-
firming and the financing of hire purchase.
Finance companies alone wouid be allowed 10
engage In ne apove-mentioned activities as
tneir mair line ¢f business. Like other financial
institutions.  finance companies wouid be



subject 1¢ a capnal adequacy requirement and,
for instance, their nght 1o hola shares in other
companies would be rastricted. The ac! woud
alsc be apphed tc the activies of credit card
companies.

There is alsc a need tc develop legistation with
-egard 1o the acts on credit companies and
mortgage banks. Among other things, the
capital ratic regulations coriained in these acts
will probabry be revised in the next few vears
1o better correspond 16 the regulations pro-
posed by the banking committee

SECURITIES MARKETS

GISLATION ON  SECURITIES TRADE AND THE
C

LEC
STOCK EXChANGE

Finland nas nc legisiation governing securnties
trade and stock exchange business. At
present, stock exchange activities are control-
led through the internal rules of the Heisinki
Stock Exchange. The new Rules of the Stock
Exchange have been in force since the begin-
ning of 1986. The purpose of the Rules is to
reguiate, inter alia, insider dealing, the obliga-
tion of a companv listed on the Stock Ex-
change 1o disclose information on its opera-
tions and the obligation of a listed company 10
offer 10 redeem the shares of another listed
company. The Rules also include regulations
on securities agencies, their solvency ratios
and the liability insurance they are required to
take out In case of liability for damages.

However, the Government did not consider
that the internal Rules of the Stock Exchange
alone were sufficient, in part because internal
reguiation i1s unable to prevent the occurrence
of irregularities 1n secunties trade carned on
outside the Stock Exchange. Consequently, at
the end of 1986, the Government appointed 3
committee charged with tne following respon-
sibilities:

1} to draw Jp a proposal for reguiations on
insiger dealing These regulations should corn-
cerr at ieast the exchange of shares., optior
nghts ana convertible debentures:

2) 1o draw up proposals for regulations on
companies’ obligation to disclose information,
particuiarly in connection with share issues, as
well as proposals for regulations on private
placings of shares;

3} to determine the need for and possibilities of
implementing  revisions  concerning  other
aspects of securities trade and the iegal protec-
tion of investors. In this respect, the commit-
tee 1s required to draw up proposals for the
regulations it considers necessary; and

4} to determine the extent of the need for
regulating the activities of the parties par-
ticipating in securities trade and to draw up
necessary regulations on companies fisted on
the Stock Exchange, on agencies and brokers
and on the control of the Stock Exchange.

As regards items 1, Z and 4, the commitiee is
expected 10 complete its work bv September
1987 at the latest and, as regards 3, by early
1989.

JNIT TRUST ACT

An investment trust act was for long under
preparation in Finland in the 1970s, and the
Government submitted a bill to Parliament in
1977. However, this bill was never enacted.
Subsequently, the preparation of legislation in
this area has been based on a unit trust
{open-end investment fund) system aiong the
lines of that mn operation, for example. in
Sweden and the United Kingdom. The Gov-
ernment’'s bill on unit trusts is currentiy being
discussed in Parliament. In the bill, account
has been taken of the principles mentioned in
the standard regulations on unit trust activities
confirmed by the QECD ir 1972. The aim 1s 10
have the bill passed during the first half of the
current year.

After the enactment of the bill, there would be
twe wavs in which the public could engage in
collective inpvestment in securities, 1.&., by
paricipating i @ unit trust or by subscribing
shares It an investment trust. As until now,
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the activities of investment trusts would not be
separately regulated.

Unit trusts would be jointly owned by the
persons and corporate bodies investing funds
in them. A trust corporation similar to a limited
company would be in charge of the trust’s
administration, acquisition of funds and invest-
ment activities. Investors holding a unit in the
trust would be able to influence the operations
of the trust at meetings of unit owners. These
meetings would appoint one-third of the mem-
bers of the Board of Directors and at least one
of the unit trust's auditors. These meetings
would also be able to decide upon the bringing
of an action for damages against the unit trust.
The trust’s funds would be kept in a depositary
institution, which could be a deposit bank, i.e.,
a commercial bank, a cooperative bank, Pos-
tipankki or a savings bank.

As regards the investment of its funds, the bill
would permit a trust to invest freely in domes-
tic securities quoted on the Helsinki Stock
Exchange. Up to 20 per cent of a trust's funds
could be invested in other domestic securities
quoted in a reliable way. Up to b per cent of a
trust’s funds could be invested in unguoted
Finnish securities. Up to 20 per cent of a
trust’'s funds could be invested in foreign
securities quoted on stock exchanges
approved by the Bank Inspectorate. Up to 20
per cent of the trust’s funds could be invested
in shares, bonds and other securities floated by
the same issuer.

ACT ON BONDS

A special Act on Bonds has been in force in
Finland since 1969. The Act divides these debt
instruments into ordinary bonds, debentures
and other bonds. The issue of bonds requires
the permission of the Council of State and the
issue must be backed by sufficient secunty.
Debentures are divided into credit debentures
and subordinated debentures. Subordinated
debentures are characterized by the fact that
they have less priority in relation to the other
obligations of the issuer. Security cannot be
given in respect of debenture issues. The issue
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of debt instruments other than bonds is not
subject to permission. However, on the basis
of the banking acts, banks must obtain permis-
sion for the issue of bearer paper.

The Act on Bonds needs revising in many
respects, and indeed work on reforming the
Act seems likely to get under way in the near
future.

THE REFORM OF SECURITIES PROCESSING

Recently, a committee submitted a report in
which it proposed that shares, bonds, deben-
tures and other similar debt instruments should
be recorded in special value share accounts by
means of computerized book entry, thus dis-
pensing with the need for the issue of
certificates.

According to the proposal, a decentralized
system for the processing of securities would
be introduced in Finland. In other countries
which have introduced or are in the process of
introducing a paperless system automated
book entries are generally concentrated in one
central register.

Two types of securities register are envisaged.
On the one hand, there would be so-called
issuers’ registers operated by companies for
their shares, and by issuers of bonds and
debentures for their issues of bonds and de-
bentures. On the other hand, there would be
securities trading registers, which would be
administered by licensed banks and banking
houses. Investors would be able to-choose
whether they wished 10 use the securities
trading registers or the issuers’ registers. By
providing investors with a choice it.is hoped
that the resulting competition would maximize
the efficiency of register activities. The estab-
lishment of a securities register would in all
cases be subject to the permission of the
authorities.

THE TAXATION OF CAPITAL INCOME

In Finland, bank deposits are tax-exempt in
income and wealth taxation on certain condi-



tions. This has increased the dominance of
banks in Finnish financial markets, because a
very significant proportion of capital flows has
been channelled into tax-exempt deposits ra-
ther than, for example, into company shares.

Since the 1940s, the tax exemption of interest
and principal in respect of deposits has been
laid down In temporary tax concession acts,
the present three-year act being in force up to
the end of 1988. According to the Act on the
Tax Exemption of Deposits, the interest in-
come received by a natural person on deposits
held in accounts classified in the Act as in
general use are tax-free in central and local
government taxation. The Act stipulates that
an account is in general use if it is employed by
two banking categories for receiving deposits
from the public on similar interest rate and
account terms. Thus, in practice, tax exemp-
tion is linked to the interbank interest rate
agreement. It is worth noting that in 1981 the
European Commission recommended that
banks should not enter into interest rate
agreements. In Finland, an interest rate
agreement even serves as the basis for a tax
act.

There 1s fairly widespread agreement that the
present Act on the Tax Exemption of Deposits
is unsatisfactory both from the legisiative and
the practical points of view. It 1s regarded as
constituting the major barrier 10 the develop-
ment of capital markets, as it greatly impedes
interbank interest rate competition. A very
lively debate is expected to take place in the
near future when the present act comes up for
renewal. In the same context, the issue of the
taxation of capital income in general will
almost certainly come to the fore.

At present, the taxation of capital income is
highly incoherent. In addition to bank deposits,
tax exemption is applied to public bonds issued
by the central government and, subject 1o
permission, by mortgage banks operating as
subsidiaries of deposit banks. Other capital
income is taxable. However, tax deductions
have been allowed for capital income since the
early 1980s. The deduction is differentiated,
being highest for rental income, lower in the
case of dividend income and lowest in the case
of interest income.
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MONETARY AND FOREIGN EXCHANGE POLICY MEASURES
FROM MARCH 1986 TO FEBRUARY 1987

1986

March

Interest rate policv. The Bank of Finland low-
ers 115 base rate from 8.5 to 8.0 per cent as
from March 1, 1986. As a result of this
decision, the rates applied by the banks 1o
existing loans generally fall by 0.5 percentage
point. The rates applied tc tax-free deposits
are lowered by the same amount.

Call money market. The Bank of Finland iow-
ers the rate on call money credits from 11.4 to
11.2 per cent and the rate on call money
deposits from 10.7 to 10.5 per cent as from
March 3.

Investment reserves. On March 20, the Council
of State decides 10 release, as from October 1,
1985, investment reserves made by companies
for accounting penods ending in 1984 for use
elsewhere than in the Greater Helsinki area.
The utilization period is 10 expire on December
31, 1987.

May

External value of the markka. On May 16, the
external value of the markka is lowered by 1.6
per cent by raising the currency index number

within the fluctuation range.

Interest rate policy. The Bank of Finiand low-
ers its base rate from 8.0 ¢ 7.0 per cent as
frorm May 19, 1986. At tne same tme, he
rates applied by the banks 10 existing loans fall

(&)
N

by one percentage point, whereas the rates
applied to 12 and 24 month deposits fall, at
most, by (.75 percentage point. The rates
applied 1o other tax-free deposits fall, at most,
by one percentage point.

Reguiation of average lending rates. The Bank
of Finland raises the upper limit on the banks’
average lending rate in relation 10 the base rate
by 0.25 percentage point with effect from May
19, 1986. The new upper limit 1s the Bank of
Finland's base rate plus 2 percentage points or
9.0 per cent. if the average interest rate on a
bank’s total markka-denominated deposits ex-
ceeds the Bank of Finland’'s base rate by more
than one percentage point, the bank’s average
lending rate may at most equal the average
deposit rate for the month in question plus one
percentage point.

Call money market. The Bank of Finland imple-
ments the following changes in its call money
rates:

Effective Rate on call Rate on call
as from money credits money deposits
Per cent Per cent

Mav 13 13.0 12.3

May 14 16.0 15.3

May 1€ 14.C 123

Mayv 2C ) 13.C0 12.2

Mav 20 (I} 120 11.3

May 22 1.0 10.3

Amendments to Foreign Exchange FReguia-
tions. The authorized banks are granted per-
missior: to use foreigr credit 1o finance their
customers’ fong-term export receivabies as
from May 13, 1986. Similariy, exporters are. on
applicatior, granted permission 10 raise foreign
finance i their own names in order to finance
their long-term export receivables.



As from Mav 18, 1986, the Bank of Finland
removes the upper limit on the amount of
foreign financing credits for imports mediated
by banks. At the same time, the Bank decides
10 start treating domestic foreign currency
deposits received bv banks as equivalent ¢
banks’ foreign borrowing; subsequent to this,
banks are, ir. practice, no longer able to grant
domestic credits denominated in foreign
currency.

June

Call monev market. The Bank of Finland low-
ers the rate on call money credits from 11.0 tc
10.8 per cent and the rate on call money
deposits from 10.3 to 10.1 per cent as from
June 6.

Amendments 1o Foreign Exchange Regula-
tions. The Bank of Finland revises the Foreign
Exchange Regulations in some respects with
effect from June 16, 1986. The main points of
the amendments are as follows:

The prohibition concerning the sale of Finrnuish
bonds and debentures 1o non-residents is re-
scinded on the condition that they are bought
with earnings or sales proceeds from Finnish
bonds and debentures acquired previously or
with funds held in Finland by persons who
have emigrated from Finiand.

The authorized banks and other securities
agents are permitied to sell foreign securities
from their own portfolios 1¢ residents within
the quantitative limits set in the Foreign Ex-
change Regulations.

In addition. the Forsign Exchange Regulations
are relaxed mainly with respect tc payments
for goods and services, and certain guan-
titative limits included ir the Foreign Exchange
Reguiations are raised.

FiM bond issue by the Nordic Investment
Bank. The Nordic investment Bank ssues FIM
bonds i Finland totalling FiM 250 millior, uo
to nalf of which the Bank of Finland permits 1o

be soid directly to foreign investors. At least
nali of the ssue 1s to be sold to domestic
Investors, but once quoted on the Helsinki
Stock cxchange, the bonds can be soid and
ourchased abroad on the secondary market
through the Stock Exchange.

August

Call money market. On July 31, the Parliamen-
tary Bank Supervisors extend to the Board of
Management of the Bank of Finland, untl
further notice, unlimited powers 1o raise the
call monev rate. In this context, the Bank of
Finland decides to introduce, as from August
1. a call money rate policy under which call
moneyv rates are henceforth to be determined
in accordance with the foreign exchange re-
serves. Thus, call money rates are to nise when
foreign exchange reserves decline and fall
when foreign exchange reserves grow.

The Bank of Finland implements. the following
changes in its call money rates:

Effective Rate on call Rate on call
as from money credits money deposits
Per cent Per cent
August 1 (i} 1.2 10.2
" T 1.6 10.6
4 12.4 11.4
5 13.2 12.
50 15.2 14.2
5 (h 250 24.C
7 40.9 39.0
14 35.0 34.0
15 ! 30.C 28.0
15 (1) iR 24.0
1 20.G 190
20 19.0 18.0
26 18.0 17.0
29 17.C 16.0

Regulation of average lending rates. The Bank
of Finland abolishes the regulation of average
lending rates as from August 1

Rewvisior: of foreign exchange regulations. As
from August 1, the Bank of Finland decides to
exempt from reguiation foreign credits with a
marturity of at least five years raised by man-
ufacturing and shipping companies for financ-
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ing their own operations. The decision on the
removal of control does not apply to bond or
debenture 1ssues denominated in Finnish mark-

kaa.

September

Call money marketr. The Bank of Finland imple-
ments the following changes i its call money
rates:

Effective Rate on call Rate on call
as trom monev credits money Jeposits
Per cent Per cent

Seotemper 2 16.0 15.0
September T 15.0 14.0
September 9 14.0 3.0
September 12 13.5 12.5
September 18 13.C 120
September 26 12.5 115

Cash reserve requirement. As an exception 1o
the cash reserve agreement concluded with
the banks, the Bank of Finland decides to pay
interest on cash reserve deposits for the period
September — December 1986 at a rate which is
3 percentage points below the Bank of Finfand
call money lending rate, however, not less
than 1/4 percentage point below the Bank of
Finland base rate.

October

Call money market. The Bank of Finland imple-
ments the following changes in its call money
rates:

Eiiective Bate on call Rate on call
as from money credits money Jeposits
Ser cent Per cent
Octopber 2 2.0 110
October 16 18 10.8

The decision of the Parliamentary Bank Super-
visors on the temporary removal of the upper
limit on the call money lending rate expires on
October 21, 1986. From that date, the upper
limit on the call money iending rate is again the
base rate plus 15 percentage points.

Investment reserves. On Qctober 23, 1986, the
Council of State decides to release, as from
April 1. 1986, investment reserves made for
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accounting periods ending in 1984 for use in
the Greater Helsinki area. The utilization period
is 10 expire on December 31, 1987.

in the same context, the Councii of State
decides to raise the special investment
allowance from 3 to 6 per cent outside the
Greater Helsinki area. The increased allowance
can be applied to investment reserves to be
used during accounting periods ending
between November 1, 1986 and December 31,
1987.

Change in the cash reserve agreement. Samuel
Montagl Osakepankki starts operations in Fin-
land at the beginning of October, and on
October 17, 1986 it joins the cash reserve
agreement between the Bank of Finland and
the banks.

November

Changes in the terms of central bank financ-
ing. As from the beginning of November, the
Bank of Finland grants Samuel Montagu
Osakepankki the same rights to central bank
financing and to participation in the call money
market as the other commercial banks. After
Bank of Helsinki Ltd ceases operations as an
independent bank and is merged with Union
Bank of Finland Ltd at the beginning of
November, the Bank of Finland cancels the
rights of Bank of Helsinki Ltd to central bank
financing and to participation in the call money
market with effect from November 1, 1986.

Lending rates. On November 28, 1986, the
Bank of Finland decides that henceforth lend-
ing rates applied in short- fup to 1 yearl and
medium-ierm (between 1 and 5 vyears) loan
agreements may be linked 1o a reference rate
which reflects the cost of wunregulated
short-term funding. The introduction of a
reference rate requires the prior approval of the
Bank of Finiand.

Banks are still required to link lending rates on
all housing loans and on all long-term loans of
more than five years to the Bank of Finland’s
base rate or to charge fixed rates of interest on



such loans. In addition, banks may continue to
apply these Interest rates to short- and me-
dium-term credits. Similarly, they may con-
tinue 1o link tending rates on short-term credits
10 the call money rate.

December

Terms of central bank financing. On December
1, 1986, the Bank of Finland introduces a
system under which the banks may, in addition
to call money credit, also obtain central bank
financing In the form of longer-term credits at
fixed rates of interest. Initially, only three-
month credits are to be granted and the
quantity of credit and the rate of interest
charged are to be determined on the basis of
banks' requests for credit within the frame-
work of the targets set for central bank financ-
ing by the Bank of Finland. The upper limit on
the rate of interest applied to fixed-rate term
loans extended by the centrai bank is the same
as that on the call money lending rate, i.e. the
base rate plus 15 percentage points.

For the present, the Bank of Finland does not
undertake 10 accept longer-ierm deposits at
fixed rates.

Call money market. The Bank of Finland low-
ers the call money depasit rate from 10.8 10 9.0
per cent as from December 1 and raises the
rate on call money credits from 11.8 to 11.9
per cent as from December 2 and further to
12.0 per cent as from December 9.

Credits for the financing of domestic suppliers’
deliveries. The rate of interest applied 10
credits for the financing of domestic suppliers’
delivenes is raised by one percentage point 10
the equivalent of the base rate plus 2.0 per-
centage points as from December 10, 1986.
The Bank of Finland’s share in the financing
of domestic suppliers’ deliveries is raised from
30 per cent to 40 per cent for the period from
December 18, 1986 to December 31, 1987. At
the same time, it is decided 10 again permit the
use of credits for the financing of domestc
suppliers’ deliveries in the financing of sawmill
Investments.

1987

January

Financing of short-term export credits. As
from the beginning of 1987, the Bank of
Finland restricts the financing of short-term
export credits to concern export companies
the turnover of which does not exceed FIM
200 million.

New-export credits. As from the beginning of
1987, the Bank of Finland restricts the use of
new-export credits so that the duration of a
new-export credit extended to a company
cannot exceed five years from the drawing of
the first credit instalment, The rate of interest
collected by the Bank of Finland from banks
for new-export credits is raised to the same
level as that applied to the financing of
short-term export credits, i.e. the Bank of
Finland's base rate.

Cash reserve agreement. The Bank of Finland
and the banks agree on the revision of the
cash reserve agreement as from January 1,
1987 so that certificates of deposit and certain
long-term foreign credits intermediated by
banks are no longer subject to the cash reserve
requirement.

Amendments to Foreign Exchange Regula-
tions. As from January 1, 1987, the Bank of
Finland grants the Labour Savings Bank of
Finland the status of an authorized bank.

Call money market. The Bank of Finland lowers
the rate on call money credits from 12.0 to
11.9 per cent as from January 26.

February

Call money market. The Bank of Finland iow-
ers the rate on call money credits from 11.9 to
11.8 per cent as from February 2.

Term deposits. With effect from February 4,
1987, the Bank of Finland allows the banks
entitled to central bank financing to make bids
for three-month fixed-rate deposits with the
Bank of Finland. This arrangement is to oper-
ate alongside the existing arrangement for
three-month central bank credits.
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ITEM

Publication of the Bank of Finland. The
following publication has appeared in series
D:63: Monica Ahistedt, Small sample estima-
tion and stochastic simuiation of an economet-
ric model, Helsinki 1986, 181 pp. ISBN
9651-686-127-X, 1SSN 0355-6042Z.

The study deals with measuring the uncertain-
ty in simultaneous model predictions. The aim
of the study 1s twofold: first t¢ investigate how
to improve the reliability of the model by
minimizing the uncertainty in the estimation
phase through the use of a simultaneous
estimation method and then tc find out how to
calculate the variance-covariance matrix of the
forecasts using a stochastic simulation method
so as to measure the reliability of an
econometric model.

Different methods are compared in order to
find a consistent efficient method for simui-

taneous esumatior of nonlinear models from
undersized sampies. In the comparison of the
methods, use 1s made of asymptotic theory,
analytical finite sample results and Monte Carlo
expenment resuits, and finally empirical com-
parisons. The mamn finding of the study 1s 10
recommend the IV iterative instrumental es-
timation method (Hatanaka 1978} for consist-
ent estimation of structural parameters and the
residual-based stochastic simulatior method
{Brownr: & Mariano 1983) for the calculation of
the mean and variance of the forecasts.

in the empincal part of the study the methods
were applied 1o the structural annual model of
the Bank of Finland. The study s, however,
based on the assumption that the conclusions
obtained from using a specific model can be
generalized for other models with two features
typical of most macromodels, that i1s, nonlin-
earity in variables and undersized samples.
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{continued from page 2)

bles at the beginning of 1987. The credit 1s t¢
pe repaid by the end of 1891

The repayment schedule and the method of
repayment wifl depend on developments in
Finnish imports from the Soviet Union. 1t will
be possibie for the Soviet Union to repay the
credit in advance if the clearing account sur-
pius shifts intc a deficit balance for Finland.

The Soviet Union 1s 10 discharge its iiabilitv
mainly i the form of shipments of goods bv
repaying the credit through the clearing ac-
count. In the event that the value of Finnisn
imports from the Soviet Union does not de-
velop as desired and the Soviet Union wants to
retain 1ts purchases at a high level, the
agreement aiso provides for the possibility of
repaying the credit \n convertible currencies.

The vaiue of the credit in the special account
nas peen protected against a possibie weaken-
ing of the rouble by means of a currency

basket.

TRADE IN 198687

in the agreement on the exchange of goods for
1986, the value of imports was determined
according to the prevailing oil prnice of USD 28
per barrel and Finland’s export quotas were set
on that basis Since, however, the average
price of crude oil collapsed to below USD 15
per barrel, the value of Finnish imports from
the Soviet Union actually decreased by nearly
a third. There was, however, a marked In-
crease in import volumes.

The sharp fail in the Soviet Union's export
earnings was already reflected 1 Finnish
exports last year, the value of which Teil by 7
per cent from the preceding vear. But, as
Finnish exporis 1o the Sowiet Union declined
bv substantally less than Finnisn imports from
that country, the surplus on the bilateral trade
account widened to FIM 4.9 billion (Chart 4},

As a result of the decrease i exports and
imports, the share of the Sowviet Union in

Finland’s foreign trade fell from 21 per cent in
1985 1c 18 per cent last vear Finland’s share in
the Soviet Union's exports 1¢ western markets
remained at approximately the same level as in
the previous year {12 per cent), but Finland’s
market share in the Soviet Union’s imports
from the West seems to have increased slightly
itc 14 per cent!.

Negotiations on the exchange of goods for
1987 took place in a situauon where the
ciearing account showed a large credit balance
irn Finland’s favour and the oil price was at a
low ievel. It was agreed in the negotiations
that the surpius on the trade and ciearing
accounts would not be allowed 1o increase in
1987. This implied that exports would have to
be adjusted to the reduced ievel of imports
necessitated by the low oil price.

So as to avoid the need for a drastic reduction
in the level of exports, the trade protocol for
1987 provides for a marked increase in Finnish
purchases from the Soviet Union. The most
significant increases in imports are 1¢ be found
in the guotas for coal. naturai gas and petro-
chemicals. In addition, the agreement inciudes
a record amount of crude oil and oil products
intended for trading in third countries.

A new feature in the 1987 trade agreement is
the upper and lower limits set for export
quotas. This makes 1t possible for Finnish
exports 10 increase flexibly beyond the
minimum level if the increase in the value of
imports resulting from a rise in the price of
crude oil so permits. If actual trade takes place
at tne lower limit of the range, the value of
exports of goods will decrease by more than a
fifth from last vear's level. Given the volumes
of Finnish purchases agreed on in the trade
protocoi, a rise of one dollar per barrel in the
price of oil would mean an increase of about 4
per cent in the value of imports beyond the
agrzed ievel.

In relative terme, the quotas for raw materals,
chemicals and agriculturar produce have been
affectea most severely bv the cutback in
exports. The improvement I the relative posi-

b}
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CHART 4. VALUE AND STRUCTURE OF FINNISH-SOVIET TRADE
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tion of the metal and engineering industry is
partly due to shipments relating to industrial
cooperation, the share of which in this sector
is set to increase in comparison with the
previous vyear. Ship deliveries, which are
agreed on for intervals exceeding a vear, will
decrease by more than a third from last year's
level.

Mitigating the deterioration in the short-term
outiook for exports to the Soviet Union, how-
ever, will be the strengthening in domestic
demand and exports to western markets result-
ing from the fall in the oil price and the
concomitant improvement in the terms of
trade. Thus the overall effect on the economy
of the decline in the oil price is difficuit to
assess.

PROSPECTS FOR TRADE IN THE MEDIUM
TERM

At least in the short run, developments in
Finnish-Soviet trade will continue to be closely
linked to movements in the world-market price
of oil and in the exchange rate of the dollar.
Increasing the volume of imports and de-
veloping the structure of imports will only
serve to alleviate the imbalances caused by
fluctuating oil prices. The effects of measures
taken to diversify trade and to foster the
development of new forms to complement

traditional trade will only be felt in the longer
term.

Recently, industrial cooperation has led ic a
significant increase in Finnish imports of ma-
chinery and equipment from the Soviet Union.
The share of machinery and equipment
imports nevertheless still accounts for less than
10 per cent of the value of imports, even
though Finland buys more of these goods from
the Soviet Union than any other market econ-
omy. Industrial cooperation largely involves
using Soviet sub-contractors in the production
of exports intended for the Soviet market.

The latest form of cooperation, Finnish-Soviet
joint ventures in the Soviet Union, is currently
under negotiation. There have aiso been seri-
ous discussions on compensation trade.
Adapting the payment and trade flows arising
from these forms of cooperation to the existing
trading arrangements could prove a com-
plicated task, and they will have an impact on
trade only in the longer run.

it remains to be seen what effects the cutback
in Finnish-Soviet trade and the probiems of
maintaining balance, as well as the reform of
the foreign trade system of the U.S.S.R. and
of the Soviet economy more widely, will have
on trade between the two countries and on the
institutional setting in which it takes place.

January 29, 1987
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