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THE CALL MONEY MARKET

The Bank of Finland opened a call money
market in September 1975 in order to improve
the functioning of the financial market and to
increase the Bank's ability to influence the
liquidity of the economy in the short run. The
commercial banks had previously engaged in
overnight transactions among themselves to
even out their liquidity positions, but institu-
tional rigidities engendered by oligopolistic
competition in a banking system with only
seven commercial banks prevented these
transactions from distributing liquidity as
efficiently as possible. The creation of an
official market with well-defined rules of opera-
tion was designed to correct these deficiencies.

The establishment of this market has not
altered the foundation for monetary policy
which is still based on the central bank credit
guotas allotted to the various commercial
banks and the progressively increasing interest
rate schedule on this credit. Operations in the
call money market influencing the cost and
availability of short-term liquidity are best seen
as a complement to these traditional monetary
policy measures which could not be used to
affect the day-to-day liquidity of the banks
because sharp, frequent and unexpected varia-
tions in the quotas would reduce the efficiency
of financial intermediation.

OPERATION

The call money market consists of accounts
in the central bank into which designated
institutions can deposit, withdraw or, up to a
certain limit, overdraw. At the outset, the six
commercial banks entitled to discount at the
Bank of Finland were allowed to participate in
the market. All transactions are made at the
end of the banking day when each bank in-
dicates the amount it wishes to deposit or
borrow at the prevailing rate which is generally
the one at which transactions were conducted
on the previous banking day. If the market does
not clear, the Bank of Finland can alter the cali
money rate and ask the banks to indicate the
amounts they wish to deposit or borrow at the
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new rate. The Bank can also participate in the
market by supplying or absorbing funds.

The Bank Supervisors of Parliament set an
upper limit of 30 per cent on the call money
rate when they gave temporary permission to
charge and pay interest on call money accounts.
Subject to this limit, the Bank of Finland
regulates the call money market. it placed no
limit on the call money deposits which com-
mercial banks can make, but it did set an
absolute daily limit, originally amounting to
60 per cent of the central bank credit quota,
on call money overdrafts. The purpose of this
limit is to ensure that central bank debt does
not grow excessively even if banks are willing
to bear the high cost of call money overdrafts.
In addition, a surveillance limit was placed on
the use of the main domestic sources of margi-
nal finance. {f an individual bank’s call money
overdrafts, central bank debt, and borrowing
from commercial banks, all in net terms, exceed
a set percentage (initially 180 per cent) of its
central bank credit quota on average over the
calendar month, the activities of the bank in
guestion become subject to progressively
stricter scrutiny by the central bank.

In January 1976, the call money market was
expanded so that it could be used to even out
short-term fluctuations in commercial bank
liquidity resulting from changes in the central
government’s financial position. This was done
by giving the post office bank, which is banker
to the government, permission to deposit its
surplus funds in the call money market. At the
same time, the banks’ borrowing facility at the
post office bank, which had existed to even
out within-month fluctuations in liquidity, was
dismantled. Because the Bank of Finland does
not normally finance governmental activity, the
post office bank was not allowed to borrow in
the call money market. In connection with this
reform, the absolute daily limit on call money
overdrafts was raised from 60 to 100 per cent
of the quota and the surveillance limit was in-
creased from 180 to 200 per cent of the quota.
Because borrowing from the central bank is a
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major source of bank liquidity in Finland, the

amount that the commercial banks are willing
to place in the call money market depends on
the interest rate schedule on quota-related
borrowing. Since this schedule originally
provided for stepwise increases in the average
cost of central bank credit which entailed large
jumps in the marginal rate, the call money
market did not always function smoothly.

To eliminate this rigidity, the schedule setting
forth the cost of quota related debt was
changed from the beginning of April, so that
the marginal cost of this debt would rise
smoothly.

DEVELOPMENT

The Bank of Finland has been pursuing a tight
monetary policy in order to improve the bal-
ance of payments and to reduce the rate of
inflation. Operations in the call money market
have reflected this policy and have also been
used to modulate the effects of measures
explicitly designed to increase tightness in the
financial market as well as the effects of events
adventitiously changing the liquidity of the
banking system.

In September, its first month of operation, the
call money market operated purely as an ex-
change for liquidity between the commercial
banks, and supply and demand were equilib-
rated almost exclusively with the aid of the in-
terest rate. During this month, both the daily
average supply of deposits and the daily average
demand for overdrafts amounted to about a fifth
of the central bank credit quotas, which then
totalled 2800 million marks. The average
interest rate, weighted by volume, was 22 per
cent.

In October the Bank of Finland lowered the
guotas by about 10 per cent in order to increase
tightness in the money market. This policy
measure, together with simultaneous changes
in the central government’s financial position
and the foreign exchange reserves, led to a
substantial increase in demand for call money
overdrafts, and the average interest rate in this
market rose to 29 per cent, close to its upper
limit. On average, demand for call money
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during October and November amounted to

30 per cent of the quotas while the supply of
deposits was about 14 per cent, with the dif-
ference being supplied by the Bank of Finland.

The market moved towards equilibrium in
December as a result of a weakening in the
financial position of the central government.
Demand for call money overdrafts amounted
to 16 per cent of the quotas while the supply
of deposits totalled about 12 per cent. The
weighted average interest rate for call money
was 26 per cent during this month.

In January, seasonal factors tended to increase
liquidity. The Bank of Finland also made
technical placements in the call money market
in order to ease the post office bank’s transi-
tion into the market. As a result, the average
call money rate fell from its December level to
21 per cent. Average demand in the market
was equivalent to 18 per cent of the quotas
while the supply of call money deposits came
to 12 per cent.

In February and March the Bank of Finland
stabilized the call money rate at 19 per cent
by supplying funds to the market as needed.
This support operation was undertaken to offset
the tendency for the interest rate to rise as a
result of temporary changes in the manage-
ment of the liquid balances of the central
government. This factor as well as a fall in the
foreign exchange reserves caused demand for
call market funds to rise to 37 per cent of the
quotas while the supply of deposits amounted
to 30 per cent.

The experience gained in the seven months
since the establishment of the call money
market suggests that the allocation of short-
term liquidity has been improved and that the
Bank of Finland's operations in the market are
a useful complement to the other tools of
monetary policy. Not only bhave overnight
interbank transactions been shifted to the call
money market, but their volume has grown
considerably from the pre-September 1975
level and differences in the rates on overnight
money have been eliminated.

April 22, 1976



BANK OF FINLAND

Mill. mk .

1975 1976
Apr. 30 Dec. 31 Apr. 8 Apr. 16 Apr. 23 Apr. 03

Assets '

Gold and foreign exchange receivables: 1684 1950 1670 1718 1695 1721
Goid 121 121 121 121 121 121
Special drawing rights 286 278 272 272 272 272
IMF gold tranche 268 —_ I —— — —
Convertible currencies 609 1089 925 977 997 1000
Tied currencies 400 462 352 348 305 328

Other foreign receivables 999 1274 1459 1442 1463 1449
Foreign bills 274 272 307 280 294 281
Foreign bonds 195 204 326 326 343 342
Currency subscription to Finland's quota

in the IMF 530 798 826 826 826 826

Racsivables from financial

ons .. 3847 __A164 4532 4483 5129 4344
e accounts of the commercial banks 99 133 180 171 172 193
Discounted bills 3441 33856 3112 3188 3242 3053
Bonds 265 327 384 422 381 413
Call money market advances — — 838 672 1323 671
Other financial institution receivables 42 319 18 30 11 14

Receivables from the public sector 310 339 34 340 341 341
Bonds 75 70 72 70 70 70
Total coinage 235 256 267 268 269 269
Other public sector receivables 0 13 2 2 2 2

Receivables from corporations 680 933 1111 1119 1124 1126
New export bills 106 128 129 127 127 128
Financing of suppliers’ credits 294 402 461 460 460 456
Bonds 240 223 210 209 208 208
Other corporate receivables 40 180 311 323 329 334

Other assets 37 4 46 46 46 47

Total 7557 8707 9159 9148 9798 9028

Liabilities

Foreign exchange liabilities 211 172 203 191 178 94
Convertible accounts 66 78 167 143 130 47
Tied accounts 145 94 46 48 48 47

Other foreign liabilities 788 1386 1413 1413 1413 1413
IMF mark accounts 530 1127 1165 1155 1965 1166
Allocations of special drawing rights 258 258 268 2568 258 268

Notes and coins in circulation 2 396 2 856 2525 2676 2627 2676
Notes 2194 2617 2294 2443 2393 2 441
Coins 202 238 23 233 234 235

Deposit certificates in circulation 1170 250 — - — —

Claims of financial institutions 86 29 810 668 1363 684
Cheque account of Postipankki 1 1 0 0 1 0
Cheque accounts of the commercial banks 1 3 1 1 1 1
Call money market deposits —_ — 806 660 1 345 679
Other financial institution claims 84 25 3 7 6 4

Claims of the public sector 550 1301 1462 1373 1387 1390
Cheque accounts 3 2 0 1 1
Counter-cyclical reserves 543 1566 55 55 55 55
Import deposits 2 1135 1369 1280 1293 12986
Other public sector claims 2 9 38 38 38 38

Claims of corporations 417 539 426 503 504 523
Investment deposits 63 73 68 68 67 68
Counter-cyclical withholdings 120 — — _— —_ —
Capital import deposits 216 450 345 422 422 441
Import levy deposits 8 8 8 8 9 8
Other corporate claims 10 8 5 5 6 6

Other liabilities 12 15 13 14 12 12

Equalization accounts 969 331 49 419 427 335

Capital accounts 958 1830 1888 1891 1897 1901
Primary capital 600 1400 1400 1400 1400 1400
Reserve fund 237 237 334 334 334 334
Undisposed profits 75 —_ 97 97 97 97
Net earnings 46 193 57 60 66 70

Towl 7997 0707 J100 0146 9796 90Zf




BANK OF FINLAND! Mill, mk
Foreign sector Pubtic sector

Di t
End of %g:g/:rr:i Convert- ((;:gkjv:pt(-1 Non- Net Net Cg"’t?fsi.i
yearand  jphlg ex- ible ex- ible ex-  convert-  Other  gihe  receiv- Receiv- Liabili-  liabil-  catesin
month change change  change ible ex-  raceiv- [ighjjities  ables ables ties ities circula-

receiv- liabilities  reserve change ables (3+4+ (9—8) tion
ables (1=2) reserve 5—6)
1 2 3 4 5 6 7 8 9 10 1
1969 1266 1 12656 — 80 517 360 1332 102 200 98 —
1970 1812 11 __1 801 — 63 639 606 1 771 _119 121 2 203
1971 2620 30 2 590 —297 686 704 22756 148 140 — 8 400
1972 2613 43 2570 — 6 757 788 2533 175 49 —1 26 790
1973 1928 65 1863 m SES_ 788 2088 2_00_ 5_34_ % 1450
1974 1784 62 ____1 722 —388 1123 __788 1 __669 __302 5_60 258 1040
1975 1488 78 1 410 368 1274 1 3856 1 6_67 339 1301 962 250
19756
April 1284 66___ 1218 265 999 788 1684 310 550_240 1170
May 1065 67 998 352 1010 788 1 572_ 314 556 242 870
June 1618 67 1 55__1 483 1283 1385 1932 ____311 51 2 201 900
July 1484 60 ) 1424 545 1 2881 385 1 872 31 5 718 403 800
Aug. 1879 60 1819 327 1266 1385 2_027 322 871__ 549 700
Sept. 1810 53 1757 _186 1274 1385 1832 322 1019 697 820
Ot 1778 60 1728 61 1815 1385 1719 324 1189 865 740
Nov. 1611 79 "_!__532 123 1311 1 385 1 58:1 ) 333 1 383 1 050 400
Dec. 1 448 78 ] 1410 368 1274 1385 1 667 ______ 339 1__301 962 250
1976
Jan. 1277 86 1191 533 1373 138 1712 335 1318 983 160
Feb. 1113 ____82 1031 ) 482 1390 'l 385 1518 ) ______334 1380 1046 —
March 1184 ) 157 1 027____ 378 1442 1 413 1434 338 1 465 1127 —
April 1393 47 1 346 281 1449 __1 41 3___ 1663 341 1 3901 049 _—
1 The balance sheet of the Bank of Finland was revised in Dec. 1974.
See explanations on page 18
FOREIGN EXCHANGE SITUATION Mill. mk
Net holdings, Dec. 31, 1975 Net holdings, Jan. 31, 1976. Change
?:?,ﬂ';n%f Other Total B,:?,?;';nzf Other Total January

Special drawing rig_hts 278 - 278
IMF gold tranche — — —
Convertible currencies 1011 —1759 748
Total 1410 —1759 --349
Non-convertible currencies 368 —1 367
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BANK OF FINLAND?

Mill. mk

Domestic financial sector

Corporate sector

is- Cheque

Y“‘:’g:j 3?‘fd coalar'i;ed ac chceoquunet Other l?: gi‘l)ilt‘igts ;:cr“:?’?“.:‘et Other "eg:it‘" Receiv- Liabili- rel<\=|: It\l - '\;?‘:’ef

month redis- receiv- receiv-  to the liabilities liabili- ables ables ties ables coins in

°°Q‘;ﬂ§ed ables 2 ables co::nig;er- ?ar?l?ksi“; ties (‘;I :giiT (8—9) Ical{lc;:
banks 3
1 2 3 4 5 6 7 8 9 10 k|
1969 550 87 — 93 2 — 532 461 25 436 1394
1970 836 3 —_ 1 4 — 834 383 324 59 1455
1971 849 — — 9 2 — 838 356 385 — 30 1413
1972 753 6 — — 2 — 756 321 73 248 1879
1973 2566 61 - — 2 — 26156 372 259 113 2082
1974 3034 114 266 4 4 1 3405 631 195 436 2462
1975 3385 133 646 3 1 25 4136 933 539 394 2855
1975
April 3 441 99 307 1 1 84 3761 680 417 263 2396
May 3417 136 304 2 1 134 3720 690 446 244 2479
June 3083 139 347 2 — 128 3439 722 374 348 2692
July 3082 136 377 3 0 120 3472 821 423 398 2544
Aug. 3068 135 369 4 2 282 3284 816 305 511 2635
Sept. 3565 196 424 2 1 274 3908 827 401 426 2620
e oo - T o e
Nov. 3519 172 622 2 1 2 4308 888 530 358 2678
e e TR T
1976
Jan 3085 147 543 2 3 2 3768 973 540 433 2614
Feb. 3035 196 1408 5 0 709 3925 1031 548 483 2677
March 3035 202 1421 1 1 843 3813 1098 427 671 2 544
April 3053 1126 523 603 2676
1 The balatice sheet of the Bank of Finland was revised in Dec. 1974. See explanations on page 18.
g S o oo
SELLING RATES FOR FOREIGN EXCHANGE Mk
Aprit 22, 1976

New York ? 18 3.863 Frankfurto. M. 100 CM 152.20 Vienna 100 S 21.30
Montreal 18 3921  Amsterdam 100 Fl 143.80 Lisbon 100 Esc__ 13.06
London 1£ 7040  Brussels2 100 Fr " Madrid 100 Pta__ 5.76
Stockholm 100 Kr  87.80 Zurich 100 Fr 152.70 Tokyo 100 Y 1.300
Oslo 100 Kr  70.50 Paris 100 FF 82.70 Reykjavik 100 Kr 2.17
Copenhagen 100 Kr  64.40 Rome 100 Lit  0.440 Moscow 3 1Rbl  5.103

1 As from Dec, 20, 1971 also applied to clearing accounts with Berlin, Budapest and Sofia.

2 9.900 commercial rate: 9.630 financial rate.
3 Clearing account: also Bucharest,



DEPQSITS BY THE PUBLIC Mill. mk

Sight deposits Term deposits

End of |
year Cheque accounts 2 '_I"_ostl?+ 0)

Ps;})al Commer- Savings Co-op. Posti- Co-op.  Ali credit
Commer- All credit  accounts Cial banks  banks banks pankk slores  institutions

cial banks institutions
1 2 3 4 5 [ 7 8 9 10

month

1969 1057 1874 =~ 521 6236 4333 3022 1116 522 14229 16124

1970 1143 15608 603 6099 4 847 3458 1288 574 16266 18377

1971 1343 1734 754 6961 5446 3877 1491 642 18418 20 906

1972 1851 2371 979 8096 6232 4500 1806 720 21353 24703
1360 8989 7109 5237 24299 28561
1638 10213 8288 6308

2301 11761 9742 7554

Feb. 2861 3371 1861 10468 8563 _ 6690 2740 953 29294 34526
March 2530 3381 1854 10520 8675 6613 2753 960 29421 _ 34656
April 2573 3414 1762 10596 8591 6668 2753 964 29572 34748
May . . 2609 3509 1644 10744 8713 6773 2778 975 29983 35136
June 2822 3809 1640 10851 8826 6796 2833 986 30291 35740
2721 3662 1462 10921 8974 6946 2863 1005 30709 _ 35833
Aug. 2666 3533 1669 11046 9155 7091 2920 1021 31233 36436

Sept. 2546 3831 1582 10959 9203 7177 2929 1066 31324 36437
Qct. 2686 L1M7 11011 9225 7206 2939 1068 31439
Nov. 2659 3 1852 11234 9326 . 7...31882 .
Dec. 8442 4638 2301 11761 9742 7864 3170 1094 33324 40263

1976*
Jan. 3268 4301 2038 11 872 ________9891 7 6856 3229 1117 33794 40 133
Feb. 2854 4176 2268 11930 10021 7777 3262 1132 34122 40556

[
A Change from corresponding month of previous year
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ADVANCES TO THE PUBLIC—MONEY SUPPLY Mill. mk
Advances granted by Typesofadvances
End of Total Money
r and 1tob
Ymonih Commer-  Savings Co-op Posti- Mortgage '-°§"5 Cheque ((6 and 7)) Supply
cial banks banks banks pankki banks Bills credits
1 2 3 4 5 6 7 8 9

1969 6 892 3803 2922 1040 1290 15 354 593 15 947 3126
1970 7 963 4342 3404 1342 1454 17 8156 690 18 605 3445
1971 9234 4795 3834 1747 1799 20 640 769 21 409 40256
1972 10 667 5603 4483 2 245 2374 24 473 799 25 272 4 959
1973 13 365 6497 5 302 3399 2696 30 286 973 31 259 6115
1974° 15 869 77186 6456 4617 3264 36782 140 37922 7283
1975* 17773 9106 7813 5488 4133 43018 1.294 44312 9450
1976
Feb. 16398 7990 6668 4818 3381 38016 1239 39 255 7274
March 16773 8 060 6743 4847 3394 38 548 1269 39 817 7 403
April 16 919 8162 0 868 4913 3556 39139 1279 40418 7 245
May 17 148 8219 6944 4968 3637 39 640 1276 40916 7 335
June 17 303 8312 7019 4983 3660 39 951 1326 41277 7801
July 17 291 8419 7125 5054 3704 40 339 1254 41 693 7 331
Aug. 17 307 8582 7 249 5063 3776 40 674 1303 41 977 7517
Sept. 17734 8749 7 450 5104 3815 41 456 1396 42 852 7 391
Oct. 17811 8785 7 542 5275 3900 41 907 1406 43 313 7321
Nov. 17862 8997 7673 5420 4046 42585 1403 430983 7 643
Dec. 17773 91056 7813 b5 488 4133 43018 1294 44 312 9 450
1976*
Jan 17 769 9279 7900 55561 4223 43 456 1266 44722
Feb 17 868 9311 7 937 5605 4230 44 951

% Change from corresponldlng month of previous year
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STATE FINANCES

Mill. mk

Jan.—Dec. Jan.—Dec.
Revenue Expenditure
1974 1976 1974 1975
Income and property tax (net) 6 807 7781  Wages, salaries, pensions setc. 3398 4 366
Gross receipts (16 077) (20414) Repair and maintenance 537 _64§
Refunds & local authorities (-9 270) (12 633) Other consumption expenditure 1529 2088
Other taxes on income and Total consumption expenditure 5464 7 087
property 165 198 state aid to local authorities 3269 4684
Employers’ child allowance State aid to industries 2831 4436
payments 078 319 " of which: agric. price subsidies __(1890) (2147)
Sales tax 0412 6127 (hild allowances 498 707
Revenue from Alcohol Monopoly 1214 1482 Share in national pensions and
Customs duties & import charge 548 636 health insurance 234 299
Cou.nter-cyclica! tax — " Other transfer expenaiture 2234 2749
Excise duty on tobacco 627 648 Total transfer expenditure 9066 12805
» » on liquid fuel 1009 1219 ) -
Other excise duties 466 6p4 Machinery and equipment 786 1078
Tax on autom. and motor cycles 519 764 House construction - 452 639
Stamp duties 222 501 tand and Yvaterway construction 1187 1432
Spaecial diesel etc. vehicles tax 77 86 Total real investment 2425 3144
Other taxes and similar revenue ! 458 603 Interest on State debt _____226 222
Total taxes 18402 21617 '!_ndex compensations 39 47
Miscellaneous revenue 1187 2280 Net deficit of‘State enterprises 174 480
mt_erest, dividents etc. 494 534 Other expenditure 27 47
Sales and depreciation of property 6 11 Total other expenditure 466 796
Redemptions of loans granted 304 337 Increase in inventories +94 +250
Total revenue 20393 24778 Lending 1481 2 369
Other financial investment 465 589
Foreign borrowing 16 534  Total expenditure 19461 27050
Domestic borrowing 253 454 . N
- Redemption of foreign loans 204 145
Total borrowing 269 988 - -
Redemption of domestic loans 462 351
Deficit {(+) or surgl_us {(—) (-535) (+1779) Total redemptions 666 496
Total 20127 27546 Total 20127 27 546
1 Including supplementary turnover tax and import-equalization tax from June 1971.
1973 1974 1975 1976
State debt _ —_— -
Dec. Dec. Dec. Jan. Feb.
Foreign debt 1395 1162 1603 1660 15660
L.oans 1768 1528 1645 1637 1643
Compensatory obligations 1 1 1 1 1
Short-term credit 39 37 85
Cash debt (net) —468 —b571 —242
Domestic debt 1330 995 1489
Total State debt 2725 2147 3092
Tota! debt, mill § 710 590 798




FOREIGN TRADE __ Mitl. mk

Vatue mill mk pors 1563 = 100"
peries Exports imports eigt;pr::s (o+f) peros Volume Unit value Terms of
f.o.b. c.i. f. or imports trade
- Exports Imports Exports Imports
1970 9687 11071 —1 384 1970 107 121 108 108 100
1971 8 897 11734 —1 837 1971 103 119 115 116 99
1972 12082 13107 —1025 1972 118 124 123 - 125 98
1973 14805 16599 —1994 1973 127 141 138 139 99
1974 20 687 26 666 —4 979 1974 126 151 196 200 98
1976* 20 247 28 002 —7 755 1975 105 151 232 218 106
1975 1973
Jan. 2030 2750 - 720 Apr.-June 115 133 133 136 98
Feb. 1649 2535 -— 986 July-Sept. 122 136 1456 142 102
March 15676 2096 — 520 Oct.-Dec. 140 149 1561 151 100~
Aprii 1739 2 301 — 562
May 1594 2 356 — 762
June 1380 2046 — 666 1974
July 16561 2263 — 612 Jan.-Mar. 13 146 169 184 92
Aug. 11356 2167 —1032 Apr.-June 13 147 180 199 95
Sept, 1710 2236 — 526 July-Sept. 119 168 206 204 101
Oct. 1840 2 458 — 618 Oct.-Dec. 125 162 221 213 104
Nov. 1672 2247 — 575
Dec. 23N 2547 — 176
1976
1976 Jan.-Mar. 104 160 237 217 109
Jan. 1564 2131 —567 Apr.-June 95 146 238 216 110
Feb. 1479 2 000 —521 July-Sept. 94 143 230 219 108
Oct.-Dec. 124 153 228 223 102
Jan.-Feb. N
1975* 3579 5285 —1706
1976* 3043 4131 —1088
Index Unit value indices 1969=100 index Seasonally adjusted volume 1969 =100
260 170 A I
:Zz ‘ﬁ ::z TOTAL |MPO.RT?" 0’6'-,‘" .“..,_. -
et Tenges o g 'o«.‘
200 FonTs C.I.F..."f 140 g
180 'i‘.sxponrs FOB, 130 \
160 120 |- Sy
140 ) ‘10 TOTAL EXPORTS 2
120 100 \/
100]TERMS OF TRADE o — 90
gol—L_L_1 [ I 1 1 golLl i | L1 1 441 1 1]
1973 1974 1975 1978 1973 1974 1975 1976

2 9653-76 9



FOREIGN TRADE BY MAIN GROUPS

Mill. mk

Exports, f.o.b.

Imports, ci.f

Period Agri- Metal, en- Raw Finished goods
cuttural  Wood _ Paper gineering Other materials  Fyels and Other
and other  industry industry industry goods and lubricants goods
primary  products  products  products producer investment Consumer
products goods goods goods
1970 286 1536 3883 1828 2164 6 891 422 1949 1750 59
1971 313 1643 3797 1764 2 380 7037 570 2333 1746 48
1972 346 1809 4376 2547 3004 7842 609 2354 2250 52
1973 432 2 458 5266 292 3628 9916 729 2919 2968 67
1974 464 3153 7872 4245 4953 16525 1978 3857 3282 24
1976* 449 2177 7225 5 367 5039 17058 1670 5222 3989 63
1975*
Jan, 71 229 780 496 454 1682 146 541 380 1
Feb. 13 145 617 389 385 15670 134 465 365 1
March 69 141 666 292 408 1270 107 353 366 0
April 12 168 678 428 453 1390 111 430 369 1
May 59 159 6156 348 413 1364 128 484 376 4
June 11 154 491 399 325 1 300 147 329 265 5
July 28 194 534 560 335 1391 126 421 299 26
Aug. 18 139 451 226 3 1279 170 433 276 9
Sept. 44 202 585 442 437 1384 137 363 344 8
Qct. 25 199 570 506 541 15664 164 412 337 1
Nov. 17 213 579 395 468 1361 170 426 289 1
Dec. 82 234 659 877 519 15613 140 565 323 6
1976*
Jan, 114 191 477 436 346 119 133 494 312 1
Feb. 14 196 592 287 390 1262 114 327 29 6
Jan.-Feb.
1975* 84 374 1397 885 839 3252 280 1 006 745 2
1976* 128 387 1069 723 736 2453 247 821 603 7
Ml mk Seasonally adjusted value Mill. mk Seasonally adjusted vatue
2200 3-month moving averages 600 3-month rlnovlng averages L
2000 MULTILATERAL BILATERAL IMPORTS CILF =.
1800 IMPORTS c.|?F. iy'“ .‘“"ﬁ‘”‘ - ;‘ 500 o oy
1600 ...ﬂ" : Pl ©
1200 o 7‘; N 300 3
1000 ¢ BILATERAL
# A/ MULTILATERAL EXPORTS F.OB. 200 EXPORTS FO.B.
800 ' t 4
600 IllIIIIIIIl]_IJJLllIlllllIIIHIIIIH LEITEVERELE 100 IAREREEN AR RN ENRN AR RN AR AR R R ENENAN]

1973 1974 1975

1976

1973 1974 1975

1976
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Mill, mk

Short- Short-

Miscella- term torm  Miscella-  Over-all Reserve movements
i i - C t rplus/
Doginos Aoy (SR 2000 Longuterm Cna I 290 oo e
onglom ongim @mat Gl cseil Clongtem T’ e’ e ek ove
omns ™ Vleans Sl e tnime Tiper obar U O Twever Bk el o,
net net ~ Omissions  ments holders
+1868 —1366 + 34 —114 + 412 —1068 —246 — 8 +538 — 784 +491 +293
+2730 —1537 —223 — 23 + 947 —3615 +930 +337 +873 —1475 +739 +736
+6729 14456 —214 + 62 +65122 —2751 +796 +1413 —205 ~— 747 —444 +1181
+ 364 — 396 +3 —24 — 21 — 477 + 21 — 98 + 47 — 507 +363 +1b64
+ 481 — 622 — 24 — 286 — 91 —1090 +288 +124 +409 — 269 +138 +131
+1242 -~ 338 — 6 + b + 903 —1509 +309 +102 +621] — 477 — 32 +509
+ 309 — 266 —48 — 9 — 13 — 604 + 95 +191 + 91 — 227 +301 -~ 74
+ 7568 — 862 —114 + 13 + 205 — 591 +349 + b8 + 88 — 96 — 98 +195

+1834 — 418 — 67 + 14 +1363 — 769 —139 +787 +268 + 167 —668 +511

+ 774 — 370 + 59 — 15 + 448 + 359 —403 —322 +180 — 186 + 66 +120
+ 549 — 379 — 61 — 25 + 84 —1439 +502 +312 +462 — 163 +202 — 39
+2121 — 274 + 3+ B5 41905 — 101 . .. +306%  + 205 + 91 —296
+ 411 — 336 — 12 — 66 — 2 — 346 + 41 +221 +220 + 136 —229 + 93
+ 942 — 274 — 24 + 16 + 659 — 496 —209 —157 — 86 — 947 +498 +449
+1632 — 415 —144 — 22 + 951 — 382 +491 — B1 —690 — 632 +165 +467
Assets: increase —, decrease +. Liabilities: increase +, decrease —.

! Including Direct investment, net.

2 including Allocations of special drawing rights 88 million in 19870, 85 miltion in 1971 and 85 million in 1972,

? Due to statistical difficulties this includes both Short-term import credits and prepayments, net and Short-term export credits and pre-
payments, net.
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Mill, mk

v Ao, Longr Ml Curant (o o Mol Quaply R movemens
Dra\gfmgs A{{gg;nz?- term Io:?;?t:?m Long-term and g;:,%?{; gﬁ‘e’iﬁ{; short-term deficit

ongtom  fongiom 9ot espial  copltal longiterm land ' end oo L, Qe

foans " oans e sovount el TPl ofcws i move: Fmsnd  excrase
nat net omissions ments holders

+1858 —1366 + 34 —114 + 412 —1068 —246 — 8 +538 — 784 +491 +293
+2730 —15637 —223 — 23 + 947 -—-3615 +930 +337 +873 —1475 +739 +736

+6729 1445 —214 + 52 +5122 —2751 +796 +1413 —205 — 747 —444 +1191
+ 364 — 396 + 35 — 24 — 21 — 477 + 21 — 98 + 47 — 507 +363 +154

+ 481 — 522 — 24 — 26 — 91 —1090 +288 +124 +409 — 269 +138 +131
+1242 — 338 — 6 + 5 + 903 —~1509 +309 +102 +621 — 477 — 32 +509
+ 309 — 266 — 48 — 8 — 13 — 604 + 95 +191 <+ 91 — 227 +301 — 74
+ 768 — 362 —114 + 13 + 295 — bB91 +349 + b8 + 88 — 96 — 98 -!-195

+1834 — 418 — 67 + 14 +1363 — 759 —139 +787 +268 + 167 —668 +511

+ 774 — 370 + 569 —1b + 448 + 369 —403 —322 +180 — 186 + 66 +120
+ 649 — 379 — 61 — 25 + 84 —1439 +502 +312 +462 — 163 +202 — 39
+2121 — 274 + 3 4+ 55  +1905 — 101 . .. +306% + 205 + 91 —296
+ 411 — 336 — 12 — 66 — 2 — 346 + 41 +221  +220 + 136 —229 + 93
+ 942 — 274 — 24 + 15 + 669 — 495 —209 —167 — 886 — 947 +498 +449
+1632 — 415 —144 — 22 + 951 — 382 +491 — 51 —680 — 632 +165 +467
Assets: increase —. decrease +. Liabilities: increase +, decrease —.

1 Including Direct investment, net.

2 Including Allocations of special drawing rights 88 million in 1970. 85 miltion in 1971 and 85 million in 1972,

3 Due to ?tatlstlcal difficulties this includes both Short-term impart credits and prepayments, net and Short-term export credits and pre-
payments, net.
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PRICE INDICES

Wholesale prices 19249 =100

Origin Purpose Stage of processing 964 =100
Peried Total Domes-  Im- Pro- M“'gf"e’y Con- m:{g‘rli\gls Sg?g-ly 'Q'}é’t'f Wages .
tic ported  ducer  yangport SUMET  gnd com- cessed Orately  Total bui'lging g:,"'edr:gg
goods  goods  goods  oqupm. 990ds  modities goods Processed trade
goods
1974 495 498 482 523 536 448 555 495 459 233 231 230
1975 562 575 513 570 637 532 629 536 539 259 264 246
512 575 630 526 630 537 535 260 269 246
510 570 633 6526 629 532 535 261 269 246
510 564 634 547 643 531 538 262 270 247
518 6566 651 547 630 540 546 263 270 247
516 567 664 545 629 540 550 264 272 247
517 568 671 556 629 541 562 2656 272 248
518 570 676 560 631 543 566 265 272 . 250
514 6574 677 659 632 546 667 266 272 251
1976
Jan 591 610 517 582 688 578 644 555 583 270 273 260
Feb. ¢ 599 617 531 587 691 591 647 6565 593 271 273 261
March 605 624 532 589 691 604 666 572 697 272 273 261
Consumer prices 1972=100
Cost of l?l??:‘e-l' Furniturs, -
peried O%‘:‘I:;%M 0(':1%‘?07:‘:' Total Food Ba?e:sr. legggng Rent l-.leaant&ng hc:ﬁg?l& Traffic Ed:«r:‘%tfon é)"tgg;
=100 tolaa‘;cco vgg;; lighting op;’,";‘fion recreation so?\r/lices
333 261 109 128 144 161 129 128 118 127
T = TR e e
1975
May 387 304 150 155 129 146 161 183 150 144 141 151
June 388 305 161 155 129 147 161 183 150 145 143 153
July 394 310 163 157 187 148 164 184 151 145 144 156
T T e e AT TAR i
St T T | i
Oct. 411 323 160 166 148 158 166 187 156 148 151 166
Nov. 415 326 161 168 149 159 166 188 156 152 152 168
Dec. 418 328 162 169 149 160 166 188 157 154 152 169
1976
Jan. 426 335 166 167 161 163 168 189 159 166 154 172
Feb. 432 333 168 167 161 163 168 191 160 169 156 181
170 174 161 163 169 191 161 170 157 182

March 436 343




WAGES

tndex of satary and wage sarnings 1964 =100

By industries

By institutional sectors

Period
w i o _ All All All
soessme fper Swe MW Gy sy vese  emplor-
Agri- Con- es in employ-  employ- private
culture  Industty  giriction services ees ees sector
1973 317 260 261 219 213 217 247 212 258 238
1974* 404 317 326 256 251 252 298 248 313 285
19756* 515 387 392 310 309 306 363 299 384 347
1974+
Jan.-March 361 284 292 229 226 225 266 222 278 254
Apr.-June 388 316 320 260 251 2566 300 251 3156 287
July-Sept. 410 326 336 263 2568 259 310 255 326 295
Oct.-Dec. 463 342 354 273 271 270 321 264 340 307
1975*
Jan.-March 474 353 361 278 277 275 330 269 350 314
Apr.-dune 507 391 394 313 312 308 370 303 392 353
July-Sept. 514 398 401 317 318 309 374 307 396 357
Oct.-Dec. 5563 405 412 332 331 331 379 317 403 365
PRODUCTION
Volume indices of production 1864 =100
Period indus- T ) :
st T e St U Tt Cmmecs ownti Bbe
- u estr 1di - - :
Y buldngs conrie munca: wnd | awelings 10

1873 154 187 90 96 162 105 1656 171 150 151 157
1974 161 200 20 96 168 102 164 179 158 161 165
1976 161 195 92 83 17 105 160 187 166 166 169
1974
Jyly-Sept. 160 179 166 62 176 100 166 176 157 161 164
Oct.-Dec. 1_66 212 63 87 199 100 167 197 162 163 16? .....
1975*
Jan.-March 161 206 51 119 162 104 159 180 164 165 168
Apr-June 160 197 74 100 161 108 164 182 165 165 170
July-Sept. 158 168 171 48 178 104 157 185 165 167 169
Oct.-Dec. 164 207 73 64 1856 105 160 201 170 169 17
1976*

158 202 53 90 149 108 164 182 172 170 172

Jan.-March
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PRODUCTION

Index of industrial production 1970=100

Special indices of manufacturing Total,
Period dj d
ere Total !nvestt- ro;t’her Consumer Non- or
ota g'gf,’},s pg%[;jdcser goods _ Food Wood  Paper Chemical metallic ~Metal ~ 8easonal
industry  industry industry industry mineral  industry varia-
industry tions
1973 122 121 123 119 1M 123 120 154 127 127 121
1974* 129 143 128 126 114 121 122 160 144 147 128
1975* 121 147 117 127 112 92 96 154 125 147 120
1974*
June 118 137 116 115 110 119 99 146 133 139 130
July. 89 66 94 81 117 70 123 128 100 69 128
Aug. 130 141 127 132 123 100 126 1565 167 147 131
Sept. 130 147 129 129 112 116 126 162 163 151 129
QOct. 144 164 140 148 134 120 133 174 160 169 129
Nov. 137 159 132 139 118 M 127 170 145 164 129
Dec. 120 1356 118 120 100 82 112 166 114 139 127
1975°
Jan. 134 163 130 136 107 100 118 180 135 163 123
Feb. 125 1562 123 125 96 102 108 169 125 163 123
March 124 148 122 125 92 98 1056 170 136 150 122
April 137 172 131 145 116 113 106 181 143 172 127
May 127 1561 123 129 112 107 104 162 133 163 121
June 110 143 103 119 109 91 64 136 126 140 116
July 77 67 79 74 116 48 79 97 75 68 112
Aug. 120 139 116 125 112 856 97 141 133 139 124
Sept. 123 157 116 136 118 95 88 147 131 156 118
Oct. 133 170 122 150 142 98 93 151 132 169 118
Nov. 127 160 120 134 120 90 100 160 130 159 123
Dec. 118 142 113 126 106 82 87 158 98 144 118
Index index
index of Industrial production 1964=100 index of Iindustrial production 1964=100
240} seasonally adjusted monthly figures —_— seasonally adjusted monthly figures
2860
220
200 240 I SNsumEn
180 22052908 ;
160 Jorez a r.*“ ¢ 'Q.“(Ih..
200 [ B 88 Y
140 HYYA
120} woop \ . 180 INVESTMENT
INDUSTRY A" GOODS
100 /LW 160
B°|IIIIIIIIII RN E NN R R AN AR AN N AR NORET] 140 TR RN NN A ER NN N AN AN RN REN AN
1973 1974 1975 1976 1973 1974 1975 1976
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LABOUR—TIMBER FELLINGS—INTERNAL TRADE—TRAFFIC

Population Total Un- Unemploy-  Commercial Retailers’ Whole-
. of working  apoyr force,  Employed employed ment, timber sales salers’
Period 1600 00 oroons 1000 % oliotl  0Sid oo Yoex
n inaex
persons persons P persons force cu. m 1972=100 1972 =100
1973 3442 2215 2164 51 2.3 35123 110 111
1974 3483 2268 2229 39 1.7 34 457 114 114
19756* 3513 2272 2221 51 2.2 29133
1975*
Jan. 35603 2208 2159 49 2.2 3029 109 111
Feb. 3505 2194 2146 48 2.2 3899 106 111
March 3507 2191 2144 47 21 4535 114 121
April 3509 2199 21561 48 2.2 3799 124 128
May 3511 2238 2199 40 1.8 2 646 119 121
June 3513 2445 2 400 45 1.8 2 381 116 108
July 3514 2448 2 400 48 2.0 934 120 107
Aug. 3516 2326 2278 48 2.1 1026 117 115
Sept. 35617 2 257 2208 49 2.2 1272
Qct. 35619 2 258 2206 52 2.3 1700
Nov. 3520 2 250 2189 61 2.7 1884
Dec. 3527 2244 2172 72 3.2 2028
1976*
Jan. 3623 2198 2107 91 4.1 1684
CONSTRUCTION OF BUILDINGS
Building permits granted Buildings completed Buildings-
Industrial industrial \Gv:drlg
Residen- d  Publi Residen- d  Publi -
Penod Total bui}cliailngs buiftirmgs Egggqggi buitljdirt%s Total bui::dailngs bu"adrmgs gﬁgr:g;z builljdirl\?;s strﬁ%rt‘ion
Million cubic metres
1973 5496 24.68 3.82 20.66 2.81 40.20 18.81 2,91 13.63 2.82 51.42
1974 63.23 22.35 3.26 21.30 3.52 46.50 21.54 2.75 17.04 3.4 52.84
1975* 51.42 19.65 __3_.79 21.82 3.39 47,59 20.49 2.76 18.34 3.93 53.73
1974
Oct.-Dec. 11.73 4.58 0.40 5.21 0.81 15.83 7.31 1.05 5.89 1.01 52.84
1975*
Jan.-March 12.59 3.31 0.75 5.95 0.75 11.21 4.51 0.45 4.89 1.07 48.79
Apr.-dune 15.90 7.46 1.67 5.00 0.51 10.06 4,95 0.33 360 075 5413
July-Sept. 12,21 4.84 0.79 4,72 1.13 10.95 4.45 0.85 3.73 1.29 54.64
Qct.-Dec. 10.71 4.04 0.59 4.36 1.00 13.86 5.97 1.02 5.50 0.77 53.73
3 965376 17



EXPLANATIONS RELATING TO THE STATISTICAL SECTION

BANK OF FINLAND

The balance sheet of the Bank of Finland was revised on Dec. 31,
1974 in connection with the revision of accounting legislation.
MNew series have been built according to the revision. When the
figures are not fuily comparable to the previous ones, the series ig
broken by a fine.

Page 4. Foreign sector: Gold and convertible exchange receiv-
ables = Gold + Special drawing rights + IMF gold tranche + Con-
vertible currencies. '

Gold and convertible exchange reserve = Gold and convartibie
exchange receivables — Liabilities in convertible currencies.
Non-convertible exchange reserve = Receivables in tied currencies
-— Liakilities in tied currencies.

Other receivables = Foreign  bills + Foreign
subscription to Finland’s quota in the IMF.
Other liabilities = IMF mark accounts + Allocations of special
drawing rights.

bonds + Currency

Public sector: Receivables = Total coinage + Other public sector
receivables + Bonds,

Liabilities = Cheque accounts + Counter-cyclical reserves + Import
deposits + Other public sector liabilities.

Deposit certificates are interest bearing, freely transferable, term
liabilities of the Bank of Finland. Their maturities range from one
week to one year.

Page 5. Domestic financial sector: Other receivables = Call money
market advances + Bonds -+ Other financial institution re-
ceivables. Other liabilities = Call money market deposits + Other
financial institution claims.

Corporate sector: Receivables = New exoort bills + Financing of
suppliers” credits + Other corporate receivables + Bonds.

Liabilities = Investment deposits + Counter-cyclical withholdings
+ Capital import deposits + Iimport levy deposits + Other cor-
porate clatms,

DEPOSITS BY THE PUBLIC —
ADVANCES TO THE PUBLIC — MONEY SUPPLY

Figures for deposits and advances are supplied by the Central
Statistical Office. From the beginning of 1974 the figures include
deposits by and advances to other credit institutions.

Page 6. Cheque accounts in all credit institutions relates to com-
maercial banks, savings banks and co-operative banks.

Page 7. Monsey supply = Finnish notes and coins in circulation —
Finnish notes and coins held by the banks + Cheque accounts
of the public + Postal giro accounts of the public.

From 1974 the money supply includes estimates of Finnish notes
and coins held by the savings and co-operative tanks. Exact
figures ara not availabie.

STATE FINANCES

Page 8. Official figures computed by the Economic Department of
the Ministry of Finance. First date of publication: Bulletin No. 8.
1968. Revenue and expenditure: Extra-budgetary funds and the
aggreqated net current deficit of State enterprises are included.
Figures are reported on a cash payment basis. Debt: Foreign debt
includes promissory notes given to international organizations.
Index-tied bond loans are taken at nominal values. Cash debt
(net) = net debt to the Bank of Finland plus short-term debt to
Postipankki less cash holdings (net) of State departments and
funds.

18

FOREIGN TRADE

Pages 9—11. Figures supplied by the Board of Customs. /ndices
(p. 9). The volume indices are calculated according to the Paasche
formula and the unit value indices according to the Laspeyres
formula. Terms of trade: the ratio of export indices to import indices.
Forsign trade by countrias (p. 11): imports by countries of purchase
exports by countries of sale.

BALANCE OF PAYMENTS

Pages 12—13. Figures are calculated by the Bank of Finland.
In addition to the Board of Customs figures, exports include
grants in kind but exclude stevedoring expenses and imports
include seamen’s duty-free imports, non-monetary gold, grants
in kind and adjusted allowance for smuggling.

PRICE INDICES

Page 14. All indices calculated by the Central Statistical Office.

WAGES — PRODUCTION

Pages 15—16. Figures supplied by the Central Statistical Office.
Page 16. /ndex of industrisl production calculated by the Central
Statistical 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 1SIC. The SIC facilitates interna-
tional comparisons betwseen Finnish statistics and corresponding
data from countries which use the 1SIC. The seasonally adjusted
saries is calculated by the Bank of Finland on the basis of the index
of industrial production per working day according to a method
resembling the U.S. Bureau of Census Method il. Commodities
according to use: Investment goods weight 7.0. other producer
goods weight 67.0 and consumer goods weight 26.0. The weights
fot the special manufacturing indices are food manufacturing
(SIC 311-2) 9.8, manufacture of wood, and wood and cork
products {SIC 311-2) 8.0. manufacture of paper and paper products
(81C 341) 15.2, manufacture of industrial chemicals (SIC 351-2)
5.2, manufacture of non-metallic mineral products except products
of petroleum and coa! (SIC 361-9) 3.6 and metal industry (SIC
37-38) 25.9.

LABOUR — TIMBER FELLINGS — INTERNAL TRADE —
TRAFFIC — CONSTRUCTION OF BUILDINGS

Page 17. Labour figures supplied by the Central Statistical Office.
Commercial timber fellings compiled by the Ministry of Labour.
Retailers’ and Wholesalers® volume indices supplied by the Central
Statistical Office. Construction of buildings figures calculated by
the Central Statistical Office.

SYMBOLS USED

» Preliminary
r Revised
0 Less than haif the final digit shown
Logically impossible
. Not available
— Nil
S affected by strike



SOME PARTICULARS ABOUT FINLAND

FORM OF GOVERNMENT

From 1155 to 1809 Finland formed a part of the kingdom of Sweden.
Connected from 1809 with Russia, Finland was an autonomous
country with the Emperor as Grand Duke until December 8, 1917.
the date of Finland’s declaration of independence. The republican
constitution was adopted in 1919. The legislative 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 years. Mr. Urho Kekkonen has been President for three 6-
year periods. His last term of office was extended by four years
and will end on March 1, 1978.

Parliament, comprising 200 members, is elected by universal
suffrage for a period of 4 years. The number of seats of the different
parties in Parliament elected in 1975 is as follows: Social Democrats
54, People’s Democrats 40, Centre Party 39, Conservatives 35,
Swedish Party 10, Liberal Party 9, Christian League 9 Finnish
Farmers Party 2, Finnish People’s Unification Party 1 and Finnish
People's Constitutional Party 1.

INTERNATIONAL ORGANIZATIONS

Finland became a member of BIS 1930, IMF 1948, IBRD 1948.
GATT 1950, UN 1955, IFC 1956, DA 1960, EFTA 1961, ADB
1966 and OECD 1969.

LAND

THE AREA is 337 000 square kilometres (Great Britain’s area is
245 000 sq. km and ltaly’s area 301 000 sq. km). Of the total,
intand waters form 9.4 %. Of the land area (1970) 2.7 mill. ha
(9.6 %) are cultivated and 19.1 mill. ha (68.4 %) are covered by
forests.

OWNERSHIP OF LAND (1970): The total land area was distrib-
uted among different classes of owners approximately as follows:
private 60.7 %, State 29.4 %, joint stock companies etc. 8.0 %,
municipalities and parishes 1.9 %.

POPULATION

NUMBER OF INHABITANTS (1974): 4.7 million. Sweden 8.2.
Switzerland 6.5, Denmark 5.1 and Norway 4.0 million.

DENSITY OF POPULATION (1974:) In South Finland 45.8, in
East and Centrat Finland 16.9, in North Finland 3.6 and in the
whole country an average of 15.4 inhabitants to the square kilometre.

DISTRIBUTION BY AREA (1974): 58 % of the population in-
habit the rural areas, 42 % towns and urban districts. The largest
towns are: Helsinki (Helsingfors), the capital 504 280 inhabitants.
Tampere (Tammerfors) 165 668, Turku (Abo) 163 336.

EMPLOYMENT (1974): Agriculture and forestry 16 %, industry
and construction 36 %, commerce 18 %, transport and communica-
tions 7 %, services 25 %.

LANGUAGE (1973): Finnish speaking 93.3 %, Swedish speaking
6.5 %, others 0.2 %.

EDUCATION (1975): Practically all persons over 15 years of age
are literate. There are 6 universities (the oldest founded in 1640)
and 12 colleges of univarsity standard,

CHANGE OF POPULATION (1974): births 13.3 9/o0, deaths
9.6 ©/g0. change + 4.1 9/44. net immigration 0.3 9/40. Deaths in
France 10.4 9/, and Great Britain 11.9 9/4,.

TRADE AND TRANSPORT

NATIONAL INCOME (1974, in million marks): Gross domastic
product at factor cost by industrial origin: agricuiture 3 806 (5 %).
forestry and fishing 5 154 (7 %). manufacturing 22 370 (31 %),

construction 7525 (11 %), transport and communication 6 991
(10 %). commerce, banking and insurance 8 683 (13 %). public
administration 3 357 (5 %). ownership of dwellings 3058 (4 %),
services 10 268 (14 %), total 72 212. Index of real domestic pro-
duct 159 (1964 = 100).

FOREST RESOURCES (1974): The growing stock comprised of
1511 million m® (solid volume with bark), of which 44 % was
pine and 38 % spruce, the remaining 18 % being broad-leaved
trees, chiefly birch. Of the growing stock, 606 million m3 was
up to the standard required for logs. 59 % of thess being pine.
The annual growth was 56.9 million m3® and the total removal,
calculated on the basis of roundwood consumption, was 52.9
million m3.

AGRICULTURE (1973): Cultivated land 2.7 million hectares.
Number of holdings 266 000, of which 176 000 are of more than

5 ha. Measure of self-sufficiency in bread cereals 114 % in the
crop year 1973/74.

INDUSTRY (1972): Gross value of industrial production 44 958
mill. marks, number of workers 404 033. salaried employees
114 534, motive power (1971) 5.7 mill. kW. Index of industrial
production 114 for 1972 (1870 = 100).

STATE RAILWAYS (Jan. 1, 1878): Length 5919 km.

MERCHANT FLEET (March. 31. 1976): Steamers 24 (13 300
gross reg tons)., motor vessels 358 (896 400 gross reg. tons)
tankers 58 (1 125 500 gross reg. tons). Total 440 (2 035 200 gross
reg. tons).

MOTOR VEHICLES (Dec. 31, 1974): Passenger cars 936 700.
lorries and vans 124 900, buses 8 600, others 6 000. Total 1 076 200.
FINNISH AIRLINES (Feb. 10, 1976): Finnair and Kar-Air have in
use 4 DC-8-62s. 1 DC-6.10 Super Caravelles, 9 DC-9s, 3 DC-
8-51s, 2 DC-10-30 and & Convair Metropolitans. Companies
have scheduled traffic outside of Finland to 27 airports and to 20
domestic airports.

FINANCE AND BANKING

CURRENCY. Since 1860, Finland has had its own monetaty
system. From 1877 until 1914 the country was on the goid
standard, and returned to it in 1928. In 1931, the Central Bank's
duty to redeem bank notes in gold was suspended and at the
end of 1962 was entirely cancelled. The monetary unit is the mark
{Finnish markka). Since Oct. 12, 1967, the par value of the mark
is 0.21169 grams of fine gold per mark (equivalent to 4.20
marks per one SDR). On Feb. 15, 1973 a central rate of
3.90 marks to one U.S. dollar was set, and since June 4, 1973
the mark has been allowed to float.

THE CENTRAL BANK. The Bank of Finland (estab. 1811) functions
under the quarantee and supervision of Parliament. Its Board of
Management is appointed by the President of the Repubiic; the
Bank Supervisors, 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. 1975). There are two
big and five small commercial banks with in all 864 offices, 283
savings banks 384 co-operative banks, six mortgage banks, Posti-
pankki and five development credit institutions. The co-operative
stores accept deposits from their members. The Social Insurance
Institution and fifty-nine private insurance companies alsc grant
credits.

RATES OF INTEREST (Jan. 1, 1975). The official discount rate
of the Bank of Finland (the basic rate applied by the Bank of
Finland for discounts and rediscounts of commercial banks) is
9% %. The range of rates for other credits granted by the
Bank of Finland is between 7 % and 10 % %. Other credit institu-
tions; term deposits 53/, %: 6 month deposits 6 % %: 12 month
deposits 63/, %; 24 month deposits 73/, %: 36 month deposits
8 % + savings premium; 36 month deposits 8 % % + tax con-
cession and sight deposits 1 ¥% %; highest lending rate 12 % %.
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FINNISH ECONOMY IN 1975 AND THE CURRENT OUTLOUK

by Timo Hamaldinen, M.Pol.Sc.
Martti Lehtonen, M.Pol.Sc.
and Hannele Luukkainen, M.Pol.Sc.

Economics Department
Bank of Finland

The protracted and deep recession in Finland's
main export markets resulted in a sharp con-
traction in exports as from the end of 1974.
Indeed, the volume of merchandise exports in
1975 fell by as much as 17 per cent. Vigorous
domestic demand maintained the volume of
total output at the same level as in 1974, al-
though unemployment increased quite sharply
towards the end of the year, when the effects
of the downswing had been felt in most sectors.
The average unemployment rate was, however,
only 2.2 per cent. There were some signs of a
levelling-off of inflation on an overall basis, but
consumer prices continued to rise rapidly. In-
flation was due both to domestic cost-push
factors and to the lagged effects of excess de-
mand and foreign sector price rises in the pre-
vious year. As a consequence of the asymmetry
between cyclical positions at home and abroad.
the balance of payments deteriorated further
and the current account deficit in 1975 was
7 900 million marks. The usual problem of dif-
ferent cyclical positions was exacerbated by the
exceptionally weak demand for forest industry
products and by the continuing domestic in-
vestment boom.

At present the short-term outlook for the Finnish
economy is still rather poor. Although export
demand will recover, there will be no substantial
effect on production and employment until
1977. The balance of payments current account
should, however, improve substantially, with
the restrictive policy stance limiting the growth
of domestic demand. Unemployment seems
to have reached its peak during the first
half of 1976, but it is estimated that it will
remain relatively high. Inflation should level-off
during 19786: the effect of domestic costs will

20

be more subdued, and the effects of interna-
tional price rises are expected to be moderate.

FOREIGN DEMAND

The full impact of the recession began to be
felt in Finland almost a year later than in the
major industrialized countries. However, Finn-
ish exports then experienced a very sharp
decline. chiefly because of the substantial ex-
port share of cyclically sensitive wood-based
products, exports of which fell by as much as
30 per cent in 1975b. This was due, 1o a great
extent, to destocking in the market countries; it
is estimated that actual consumption of paper
industry products in Finland’s European cus-
tomer countries did not decline by more than
about 10 per cent. The downswing in the
building industry had already been reflected in
Finnish exports of wood industry products
during 1974, but these exports saw a further
decline, of 25 per cent, in 1975. As a result
of attempts to restore a balance in bilateral
trade, exports to the Soviet Unjon increased
substantially, particularly those of metal in-
dustry products. Exports of other industrial
products, excluding textile manufactures, were
sluggish. Receipts from exports of services
grew only slightly; freight earnings decreased
as a result of declining transport volumes; and
travel earnings remained almost unchanged.
Earnings from building projects in the Soviet
Union increased the value of exports of other
services. The volume of exports of goods and
services declined by 14 per cent but, due to
the higher prices of paper and metal industry
products. there was no great fall in export
value.



GHART 1. CONTRIBUTION TO THE GROWTH

OF GROSS DOMESTIC PRODUCT 1962—1975
AND FORECAST 19761

GROSS DOMESTIC PRODUCT

P -
2
6}— PRIVATE CONSUMPTION 6

MINUS

3
6— IMPORTS OF GOODS AND SERVICES —1 6

I T N |
72 13 74 715 76

S

" .
1962 63 64 65 66 67 68 69 70 71

' Change in volume over previous year as a percentage of preceding
year's gross domestic product.

Exports did pick up slightly during the latter
half of 1975, when stocks were no longer
being reduced, and a number of metal industry
deliveries took place at the same time. As vet,

however, there have been no clear signs of

any substantial improvement in exports this
year. Nevertheless, export markets are expected
to recover during the second half of 1976, and
the volume of merchandise exports for the
vear as a whole is likely to increase by about
15 per cent. The average rise in export prices
this year is expected to be small.

DOMESTIC DEMAND

The capacity constraints experienced by in-
dustry during the last boom strongly encour-
aged efforts to increase production capacity.
Investment activity in industry rose to a very
high level in 1975b, due to the many large
projects initiated earlier. Industrial investment
is calculated to have risen by nearly 8 per cent,
with the emphasis on buildings. With the
abolition, at the end of 1974, of the investment
tax levied on lower priority building projects
in southern Finland, fixed investment in the
service sector, excluding housing, increased
by 14 per cent. The effect of a relatively
stringent monetary policy was largely offset
by a high proportion of self-financing by firms,
in the service sector. In spite of a falling-off
in housing investment, the volume of total
private investment increased by 5 per cent.
Further tightening of the monetary market
slowed down investment activity towards the
end of the year, and the December 1975 in-
vestment inquiry by the Bank of Finfand shows
that a clear reduction in manufacturing invest-
ment is to be expected in 1976. In residential
construction, which has been an exceptionally
brisk sector for several years, the contraction
in 1976 is likely to be over 10 per cent.

The real disposable income of the household
sector grew by only 1 per cent in 1975. Due
to the increase in the share of labour incomes,
the household propensity to consume in-
creased and the volume of private consump-
tion expenditure grew by as much as 4 percent,
with the emphasis on imported durable goods.
In October 1975 the Government therefore
imposed a temporary surtax on cars. This
surtax will be abolished in two phases by the
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CHART 2. LABOUR MARKET
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end of 1976. Because of the weak development
of incomes in 1976, the volume of private con-
sumption will remain largely the same as in
1975.

In order to reduce the pressure on the balance
of payments the Government endeavoured to
decelerate the growth of public sector demand.
However, government investment and con-
sumption expenditure both exceeded their
target levels in 1975. The strong expansion
was due, among other things, to the assimila-
tion into the public sector of some private
universities and colleges, to the re-organization
of public health services, and 1o a rapid increase
in civil service pension expenditure. As a result
of further efforts to restrict the growth of state
consumption expenditure, the volume increase
in 1976 is projected to be below its long-term
average.
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PRODUCTION AND EMPLOYMENT

As the repercussions of the contraction of out-
putin the export sector were felt in other sectors
of economy, total output fell somewhat during
the latter part of 1975, For the year as a whole,
however, it remained at the same level as in
1974. The general rate of capacity utilization
fell to a level lower than usual for that stage of
the business cycle. In many branches of manu-
facturing, in particular in wood-based product,
further lay-offs were avoided enly by accumu-
lating stocks of finished goods. The most re-
markable exception to the general downturn of
manufacturing was the metal industry; due to
the good stock of orders for heavy metal prod-
ucts, growth continued as the shortages of
manpower and productive capacity disappear-
ed. Service industries, excluding transport, did
increase their output during 1975, but signs of
weakening became more widespread towards
the end of the year, especially in trade and
in branches dependent on tourism.

The decline in production in export-oriented
industries affected employment after rather a
long lag. The number of unemployed persons
began to rise noticeably in the last quarter of
1976, when output in construction and
forestry fell sharply. Nevertheless, the average
unemployment rate, 2.2 per cent, was still one
of the lowest in the QECD area.

One phenomenon always connected with
rising national unemployment was the high
unemployment rate in eastern and northern
Finland, but lay-offs in industry caused high
unemployment in many urban areas in south-
ern Finland as well. Migration between Fin-
land and other Nordic countries, which since
1970 had been a net inflow, reversed in 1975,
and net emigration was 4 400 persons.

IMPORTS

The volume of commodity imports still grew
during the first months of 1975. Later on,
import growth was checked by the weakening
in economic activity, by the tight general



financial situation, and by the import deposit

scheme. There was, however, a slight seasonal
increase in total imports at the end of the year.
Vigorous domestic demand substantially in-
creased imports of investment and consump-
tion goods. On the other hand, a decline in
exports resulted in reduced production and,
hence, imports of raw materials in general were
weaker, Import prices of raw materials, with the
exception of crude oil, fell steadily throughout
the year; prices of investment and consumer
goods rose substantially. Service expenditure
continued to grow, with travel expenditure
accounting for the largest increase. The volume
increase in imports of goods and services was
very slight; the value increase was about
10 per cent.

During the first months of the current year
imports have continued 1o decline, particularly
those of raw materials and fuels. It is expected
that the year’s imports of raw materials wiill
be reduced, although imports of crude oil will
grow because of new refining capacity. The
recent increases in world raw material prices
are not expected to have much effect on
import prices before the end of the year. It is
estimated that imports of investment goods,
will also be substantially reduced, with the
exception of transport equipment.

PRICES AND WAGES

Inflation in Finland continued to exceed the
average for OECD countries, the rise in con-
sumer prices being 18 per cent in 1975. The
main direct cause of increased inflationary
pressure was a combination of higher labour
costs and exceptionally low increases in pro-
ductivity. It can also be seen partly as a con-
sequence of the disequilibria created in the
economy by earlier excess demand and the
price shocks in the foreign sector: in 1974 both
import and export prices rose by roughly 40
per cent. Reduced rates of increase in the GDP
deflator, in wholesale prices and in building
costs all indicated a reduction in inflationary
pressures towards the end of 19756,

As a result of the incomes policy negotiations
that took place early in 1975, certain revisions

were made to the agreement concluded in the

spring of 1974. Wages and salaries were
increased by 13 per cent on average, some
3—4 percentage points more than had origi-
nally been agreed upon. Due to substantial
wage drift up to the middle of 1975, plus the
so-called post vacation return-to-work pay-
ments, wages and salaries increased by as
much as 23 per cent between 1974 and 1975.
The development of other incomes was poor,
especially for forestry incomes and company
profits, and net national income rose by a little
less than 18 per cent, in nominal terms.

In addition to labour incomes, pensions and
transfers from the public sector contributed to
the rise in household disposable income.
However, because there was only a small
nominal rise in property incomes, househoulds’
real disposable income was only 1 per cent
above the level of 1974. The main reason for
the increase in the propensity to consume was
this shift in the distribution of income, which
is expected to continue in 1976. Due to weak
development of export prices on the one hand
and tight control of domestic prices on the
other, the share of profits and other capital
income will show a further decline.

The latest income settlement, which came into
force on February 1, 1976 was atmed at
restraining inflationary pressures. On the basis
of this settlement, it is estimated that wages
and salaries will rise by an average of 7 per
cent. Taking into account wage increases
granted in the course of 1975, the year-on-year
rise between 1975 and 1976 will, however, be
considerably higher. Wage drift, which has con-
tributed a substantial part of nominal wage
rises during the last few vyears, is likely to be
lower in 1976.

CURRENT ACCOUNT AND EXTERNAL
LIQUIDITY 1

The widening of the trade account deficit from
5 000 million marks in 1974 to 7 700 million
marks last year was caused by the combination

1 For a more detailed analysis, see »The Balance of
Payments and Foreign Exchange Policy in 1975» in
the April issue of the Bulletin.
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CHAHI1 3. PHINCIPAL BALANCE UF PAYMENIS
COMPONENTS AS A PERCENTAGE OF CUR-
RENT PAYMENTS AND IN MILLIONS OF MARKS
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of a sharp fall in the volume of exports and no
change in imports. The terms of trade, however,
improved by eight per cent, as a result of a
substantial rise in export prices of paper in-
dustry products in the first half of the year, and
the levelling-off of prices of imported raw
materials. The services account surplus de-
clined slightly, primarily because of a weakening
in the travel account. Since the growth in the
country’s foreign indebtedness caused a sub-
stantial increase in the deficit on investment
income, the current account deficit exceeded
that of the trade account and amounted to
7 900 million marks.

Two-thirds of the current account deficit was
financed by the inflow of long-term capital.
Import credits granted for purchases of ships,
aircraft and other machinery covered one
quarter of the gross inflow of long-term capital.
Prepayments for export deliveries, plus other
types of trade credit, produced an inflow of
short-term capital as large as 1974's level of
2000 million marks. The overall balance
showed a deficit of almost 800 million marks.
The foreign exchange reserves of the Bank of
Finland grew by about 400 million marks, while
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the net liabilities ot other toreign exchange
holders increased by about 1 200 million marks.
The non-convertible foreign exchange reserves
of the Bank of Finland increased by more than
700 million marks. whereas the convertible re-
serves declined by 300 milflion marks, totalling,
at the end of the year, 1410 million marks,
which corresponds to about three weeks’ im-
ports in convertible currencies.

It is expected that export demand will pick up
towards the end of the current year. As domestic
demand will slacken at the same time, the
pressure on the current account this year will
be substantially reduced. Finland’s external
liquidity will be supported this year by the
drawing of more than 500 million marks under
the International Monetary Fund Oil Facility.

MONETARY DEVELOPMENTS

The domestic financial market remained tight
in 1975, The liquidity position of firms was
aggravated by the collection by the Bank of
Finland of 1135 million marks in import de-
posits, and of some 130 million marks in capital
import deposits. On the other hand, in order to
keep up economic activity in export industries
and in certain other key sectors, the Bank of
Finland increased its direct lending by 400
million marks. Central government financial
transactions eased conditions in the financial
market to some extent, as the government drew
upon 1 180 million marks of its short-term funds
previously held dormant in the banking sector.
Heavy pressure on credit finance was reflected
most clearly in the commercial banking sector,
which increased its net debt to the Bank of Fin-
land by over 600 million marks. In addition,
their foreign borrowing increased considerably.
Commercial banks’ central bank credit quotas
were reduced from the beginning of October
by 300 million marks to 2 500 million marks,
which limit the banks exceeded throughout the
year, despite the high penalty rates applied on
central bank finance in excess of the gquota
limit. At the end of 1975 the commercial banks’
net debt to the Bank of Finland, including call
money market financing, amounted to 3810
million marks.



CHART 4. COMMERCIAL BANKS’
CENTRAL BANK FINANCING
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The growth rate of credit granted to the public
by the banks slowed down by 4 percentage
points to 20 per cent in 1975. Bank lending
was concentrated on the financing of industrial
investment. The rate of growth of housing loans
was substantially lower than that of bank
lending as a whole.

The public's total bank deposits increased by
19 per cent, which was 2 percentage points
more than in the previous year. The supply of
time deposits increased by nearly 17 per cent.
Precautionary motives kept up the willingness
to deposit, despite the continuing inflation. Fur-
thermore, there was an increase in the share of
pre-loan saving demanded by the banks ‘as a
condition for housing loans. Towards the end
of the year there were clear signs of a slackening
in the growth rate of time deposits. This was
mainly a result of the reduced forest income.
Demand deposit development was relatively

CHART 5. CREDIT OUTSTANDING
IN EXCESS OF DEPOSITS
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favourable during the whole of T979; growh

in December was exceptionally fast, increasing
the annual growth rate to 32 per cent.

Bank credits to the public increased by
1 300 million marks more than deposits during
1975, and this brought the gap between the
stock of deposits and credit outstanding to
6 400 million marks at the end of the year. The
corresponding figure for commercial banks
was nearly 7 200 million marks. Due to the
deterioration in the central government’s finan-
cial position, Postipankki's rate of credit-
granting to the public fell markedly.

POLICY ISSUES

As the external position deteriorated sharply
during the first months of 1975, it became
necessary to assume a restrictive line in eco-
nomic policy, instead of the selective growth-
supporting one which had been followed since
the outbreak of the energy crisis. Since then,
on the other hand, the rapid worsening of
employment prospects towards the end of the
year, coupled with continuing inflationary and
balance-of-payments pressures has further ag-
gravated the dilemma for economic policy. Al-
though it is expected that both external and
internal imbalances will be reduced in 1976,
the situation will still remain very difficult.

in 1975 fiscal policy was aimed at restraining
the growth of domestic demand by limiting the
growth of government demand, although this
still remained high. Another important target of
fiscal policy was to limit inflationary pressures
via income tax reliefs, the abolition of sales tax
on basic foodstuffs and of excise tax on light
and heavy fuel oils, and by increasing subsidies
to offset production costs in agriculture.

In accordance with the incomes policy settle-
ment of the spring of 1974, price controls were
relaxed in September and again in January
1975. In connection with the measures
designed to balance foreign trade the govern-
ment decided, in March 1975, to extend
temporarily the range of the price-fixing pro-
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cedure. However, since a large proportion of
the goods affected had formerly been in the
price notification category, the change did not
amount to any great tightening of price control.

In connection with the latest income settle-
ment, the Government decided upon a five-
month price feeze, beginning on February 1,
1976, for both domestic and imported goods,
although price rises on the basis of the agri-
cultural price agreement are permitted during
the freeze. The price freeze will be followed by
a further period of tight price control. The aim
of these measures is to reinforce the already
existing reduction in inflationary pressures.

The weak cyclical position has led to increased
support to employment via fiscal policy. Al-
though the number of people employed directly
in public works is estimated to be only slightly
larger than in 1975, the measures taken to
promote employment have been concentrated
on job-creation in the private sector. |n order to
ease the difficult liquidity position of state
finances the Government decided in April 1976
to seek a reduction of some 600 million marks
in already-budgeted expenditure. Savings will
be made both in government consumption ex-
penditure and in transfer payments.

The rapid weaking of the current account
in early 1975 necessitated urgent measures to
restrain the growth of imports. In March the
Government introduced a temporary import de-
posit scheme, the purpose of which was to curb
imports by tightening the financial market
through the collection of import deposits.
About half of Finnish imports were made

subject to the six-month deposit requirement,
and the average amount to be deposited with
the Bank of Finland was 20 per cent of the
c.i.f. price.

Economic policy targets called for a tight
overall monetary policy. Accordingly the regu-
lations concerning the commercial banks’
access to central bank financing were twice
made more restrictive during the year. Firstly,
in March the commercial banks’ right to ex-
ceed their central bank credit quotas by more
than 50 per cent was abolished, and any
excess was made subject to negotiations with
the Bank of Finland. Secondly, the quotas
themselves were reduced by 300 million marks,
to 2500 million marks, at the beginning of
November. In September, the Bank of Finland
opened call-money markets in order to facilitate
short-term financing between banking groups.
Throughout the year, the Bank of Finland, in its
directions to the banks, emphasized the im-
portance of selectivity in credit granting. To-
wards the end of the year the Bank of Finland’s
attitude towards capital imports became more
restrictive as well.

Because of the still high current account de-
ficit, and the rate of price inflation there is un-
likely to be any room for a relaxation of mone-
tary policy in 1976. For the same reason, the
Government decided in February to delay the
abolition of the import deposit scheme from
March 1976 until the end of the year. For this
extension period. some deposit rates have al-
ready been reduced, and a timetable has been
announced for further reductions.
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