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The Bank of Finland celebrates its 1/5th An-
niversary on December 12, 1986. It is one of
the world's oldest central banks, and older
than Finland’s independence as a state.

The significance of the Bank of Finland in the
history of our country extends far beyond its
functions in the monetary sphere. The Bank is
one of those national institutions on which
rested Finland's economic, cultural and polit-
cal maturation into an independent nation.

During the nearly 70 vears of the independence
of the Republic of Finland, the Bank of Finland
has occupied a very important position in the
country’s economic policy. In the post-World
War i circumstances of extensive exchange
and interest rate controls, the Bank of Finland
assumed an exceptionally prominent role. The
RBank’s significance in economic policy was
further enhanced by the fact that, for much of
this period, governments were comparatively
hort-lived and the responsibllity for the con-
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Finland's domestic political scene has, how-
ever, stabilized in so far that the life span of
governments has clearly lengthened. At the
same time, this has reaffirmed the position of
the Government in relation to the Bank of
Finland in economic policy decision-making.
This development has increased the need for
contacts and cooperation between them.

The primary task entrusted to the Bank of
Finland is the maintenance of the stability and
security of the country's monetary system.
According to the Currency Act, the Bank of
Finland is also responsible for preserving the
external value of the markka. These functions
have not posed an obstacle to the Bank of
Finland's participation in varied forms in overall
economic policy. Hecently, however, the basic
functions of the Bank of Finland have been
stressed in a new way. The internationalization
of the Finnish economy has advanced to a
stage where the domestic financial markets
have become noticeably more open  with
respect t© the rest of the world than previous-
ly. Under these circumstances, the aim of
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preserving the external value of the markka
sets increasingly strict limits on what the Bank
of Finland is able to do in the pursuit of
domestic objectives. In many matters, the
Government and labour market parties have
come to play a more influential role.

The process of internationalization has not
been entirely painless. It has required structural
adjustment on the part of industry and com-
merce and the development of new instru-
ments and approaches in economic policy. We
have become more exposed 10 changes oc-
curring in the world at large, including dis-
turbances of various kinds. On the other hand,
a condition for the continuation of economic
growth is that Finnish companies expand their
operations abroad on an ever-increasing scale.
Financial services must be able to keep abreast
of this development, inspite of the risks that
growing internationalization entails.

The increased integration of domestic financial
markets with the world financial system has

not only involved relaxation of exchange con-
trols. At the same time, the entire Finnish
financial system has been developed so as to
better correspond to the needs of internationaf
economic relations. In the future, this may
necessitate changes in taxation and in the
legislation regulating banks’ activities.

Some simplification in the Bank of Finland's
functions and the concentration of its econom-
ic policy responsibilities on issues concerning
the value of the currency are in the offing. This
does not, however, imply any reduction in the
Bank’s responsibilities or in its functions. On-
going change will continue to pose great
challenges both for the arsenal of economic
policy weapons at the disposal of the central
bank and for the Bank’s activities in general.
Notwithstanding this, the fundamental task of
the Bank of Finland will remain to ensure, in
the best possible way, the prerequisites for the
balanced development of the Finnish eco-
nomy.




BANK OF FINLAND Mill. FIM

1986 1086
Oct. 31 Dec. 37 Oct. 8 Oct. 18 Oct. 23 Qct. 31
Assets

Gold and foreign currency claims 21919 22650 13929 13673 14827 14627
Gold 1732 2081 2081 2081 2081 2081
Special drawing rights 925 931 981 980 981 983
IMF reserve tranche 805 775 799 798 798 801
Convertible currencies 18208 18608 7 406 7028 7 856 7517
Tied currencies 249 2556 2662 2786 3111 3245
Other foreign claims 2818 2645 2566 2 566 2566 2566
Markka subscription to Finland's IMF quota 2818 2645 2566 2566 2566 2566
Claims on financial institutions 9 665 9256 11697 12212 10943 11556
Banks’ cheque accounts 41 - — — — —
Call money advances 5950 5219 7 504 8146 6758 7128
Till-money credits 1567 1925 1838 1767 1848 1755
Bonds ) 2058 2065 2213 2194 21856 2097
Other claims on financial institutions 49 47 142 105 152 575
Claims on the public sector 1269 1023 1006 1000 1001 1002
Government promissory notes 280 - - - — -
Bonds 107 118 83 76 75 75
Total coinage 882 891 923 924 926 927
Qther claims on the public sector — 14 0 9} - —
Claims on corporations 4948 4679 4829 4901 4907 4925
Financing of exports 1773 1601 1653 1700 1711 1747
Financing of domestic deliveries 3016 2924 2901 2926 2922 2903
Bonds 82 81 67 67 66 67
Other claims on corporations 77 73 208 208 208 208
Other assets 144 146 149 148 149 149
Total 40763 40399 34176 34500 34393 34824

Liabilities
Foreign currency liabilities 566 576 32 38 42 47
Convertible accounts 34 36 26 27 27 27
Tied currencies 532 b40 6 11 156 20
Other foreign liabilities 3677 3494 3411 3410 3410 3412
IMF markka accounts ) 2818 2645 2567 2567 2566 2566
Allocations of special drawing rights 859 849 844 843 844 846
Notes and coin in gcirculation 7322 8072 7866 7 864 7 889 7973
Notes 6590 7 304 7089 7 086 7 109 7193
Coin 732 768 777 778 780 780
Liabilities to financial institutions 16192 12153 9109 9484 9226 9255
Banks' cheque accounts 69 0 0 0 1 0
Call money deposits 5 381 1205 3 370 167 88
Cash reserve deposits 10019 10222 8957 8957 8957 9052
Capital import deposits 617 639 65 64 20 21
Other liabilities to financial institutions 106 87 84 93 81 94
Liabilities 10 the public sector 156569 4300 1000 1001 1001 1001
Cheque accounts 1 0 0 1 1 1
Government deposit account 1500 4300 1000 1000 1000 1000
Export deposits 58 — - — - -
Capital import deposits - — — - — —
Other liabilities to the public sector 0 0 0 0 0 0
Liabilities to corporations 4270 4267 5024 5019 51561 5138
Deposits for investment and ship purchase 3 827 3841 48560 4843 4829 4798
Capital import deposits 432 424 170 170 316 334
Other liabilities to corporations 11 2 4 6 6 6
Other liabilities 14 14 22 17 15 18
Valuation account and reserves 936 1639 1828 1783 1775 2096
SiTRA's capitai 400 400 400 400 400 400
Capital accounts 5827 5484 5484 5484 5484 5484
Primary capital 5000 5000 5000 5000 5000 5000
Reserve fund 764 764 484 484 484 484
tUndisposed profits — ~ - — - -
Net earnings 63 —280 - - - -
Total 40763 40399 34176 34500 34393 34824




BANK OF FINLAND Mill. FIM
Foreign sector Public sector
End of _ ) Certifi-
yearttt)\r gglles Coi?)\llzn c;_r?\}::t- T'e‘:‘ Other Net c;‘:gsfof Other Ii:l:itli-
mon IMF cur- ible cur claims, claims Claims deposit  liabiki- ties
reserve rencies. reserves rer:gtes. net (3 to B) and depos-  ties 8-7+
tranche net {(1+2} it account 9)
1 2 3 a 5 3] 7 8 9 10
1982 2444 6561 9005 1525 —1447 9083 1040 1700 50 710
1983 2360 5835 81956 h50 —794 7 951 2178 3000 G 822
1984 3527 15303 18830 -337 -917 17576 1951 4200 77 2326
1985 3787 18572 22 359 —285 —849 21225 1023 4300 0 3277
1985
Oct. 3462 18174 21636 —-283 —8569 20494 1269 1500 59 290
Nov. 3447 18811 22258 —166 —853 21239 1320 4400 0 3080
Dec. 3787 18572 22 359 —285 —849 21225 1023 4 300 0 3277
1986
Jan. 3797 17353 21150 1090 —849 21391 1036 1000 14 —22
Feb. 3748 16865 20613 740 —833 20520 972 1500 0 528
March 3837 145681 18418 500 848 18070 976 1100 0 124
April 3800 13017 16817 421 —-830 16 408 978 1100 0 122
May 3908 111256 15033 989 866 151566 984 1100 1 17
June 3875 10603 14478 1433 —859 150562 993 1250 1 258
July 3874 8588 12462 2209 -—-8B9 13812 982 1350 1 369
Aug. 3883 4475 8 358 2576 846 10088 984 1500 1 517
Sept. 3870 6989 108569 2664 —849 12664 1004 890 0 —114
Oct. 38656 7 490 1135656 3225 —B8B46 13734 1002 1000 1 —1
OFFICIAL FOREIGN EXCHANGE RESERVES Mill. Fim
Dec. 31, Juty 31, Aug. 29. Sept. 30, Ocr. 31,
1985 1986 1986 1986 1986

Goid 2081 2081 2081 2081 2081

SDRs 931 981 983 986 983

IMF reserve tranche 775 812 819 803 801

Convertible currencies, net 18572 8588 4475 6 989 7490
Total convertible reserves, net 22 359 12462 8 3568 10 859 113556

Tied currencies, net —28b 2209 2576 26b4 3225
Total reserves, net 22074 148671 10934 13513 14580

4



BANK OF FINLAND Mill. Fim

Domestic finangiai sector Corporate sector
Ena of - Demana Supply Perma- Notes
month — v'caﬁgqsutgn fr?l%ﬁ::/l &fgﬁ?;\'/ (ash 1%'55{. (1,1,';’,5,3_ Jent  uabii- - Net - and
credi accounis, Y v d 3 f 4 phiiit
redits net d:;’r?,fs't d;gr?ksslt eposits net 5—8) slggggllgg net (8—9) r;;?:n
i 2 3 4 5 6 7 8 9 10 1
1982 889 163 3126 1470 3132 -1042 618 4302 999 3303 6062
1983 942 443 5785 610 5039 —-15665 3076 4529 1282 3247 6574
1984 1663 383 5018 2216 8696 —1235 —2713 4646 2614 2032 7442
1988 1925 0 5219 1205 10222 —1386 —~2897 4525 4113 412 8072
1985
Oct. 1567 —28 5950 5381 10019 -1384 -6527 4789 4111 678 7322
Nov. 1450 -8 5901 3881 10097 —-1992 -—-4643 4707 4094 613 7442
Dec. 1925 0 5219 1205 10222 —1386 —2897 4525 4113 412 8072
1986
Jan. 15568 0 1862 1734 9828 —1454 —-6698 4654 4434 220 7455
Feb. 1631 o 3174 2221 9556 —1530 —5542 4654 4282 372 7499
March 1657 0 3806 1102 8942 —1494 -3087 4691 4299 392 7840
April 1984 0 5285 1204 8846 —1541 1240 4665 4513 152 8094
May 1842 0 6070 477 8862 —1411 -16 4644 4067 577 8046
June 1875 0 7939 2098 8891 —2022 847 4552 4585 —33 8156
July 1844 0 7936 612 9030 —2070 2208 4552 4669 ~117 8086
Aug. 1650 0 1156256 252 9023 -2119 6019 4550 4718 ~168 7969
Sept. 1847 0 9761 1886 8954 —2129 2897 45562 4750 --198 7903
0

Oct. 1756 7128 88 9062 —-2557 2300 4660 4863 213 7973

‘ The left-hand scale depicts movements in the external value of the markka under the index in use untii December 31, 1982
11974 = 100), ana the right-nana scale movements in the externai vaiue of the markka unaer the revised index introduced on January 1,
1984 {1982 = 100).

INDE X INDE X
BANK OF FINLAND CURRENCY INDEX'
1394 “‘OPERCENTAGE CHANGE FROM 116
™1THE PREVIOUS
13465 —1YEAR 112
0 f : 1
1298 Smrmws [ i S B S 108
125.0 { 4.5% T 104
- o B o i 2 6 4 o i e RPN A A PRt S,

120.2 b— — 100

115.4 6.0% 41 FLUCTUATION RANGE OF THE INDEX 96

110.6 F— ~— I % 92
%4 L Ll 1104: 1 1) ) '10218 : S ] J_l:l LA

105.8 LAl L2 b1 ta i J. dued. A 3 L 1 Lo L it AL i) ) 88
1982 1983 1984 1985 1986




MONETARY POLICY INDICATORS

Gro Net Cash ~
Average b: l? I?‘Z:elbt n: r? I'? té?m (; :gir;’nes recszsrvhe "':)%;’;;%}::V m%anléy pg;rtagf Base }‘\gﬁézﬁg
for of the of the of the require- by the Interest cgerr?ts;zl rate’ crggrr?erthgt
period deposit deposit deposit ment Bank of rate bank debt % banks

miEM  mil A e Finiand * % %

1 2 3 4 5 [¢] 7 8 9

1981 4095 —-33 2796 3.5 2161 11.48 11.61 9.25 9.84
1982 3201 —-783 2778 31 1571 11.64 11.99 8.81 9.33
1983 4539 —1213 4345 4.3 2724 15.37 15.14 9.00 9.56
1984 3176 —-6365 6325 54 -39 16.53 16.53 9.50 10.49
1985 5812 -8293 9578 5.6 1285 13.37 13.37 9.04 10.41
1985
Aug. 6153 —7843 9881 56 2038 1343 1343 900 1043
Sept. 7771 —6928 9930 5.6 3002 13.11 13.11 9.00 10.42
Oct. 7516 —-7079 9982 5.6 2904 12.78 12.78 9.00 10.43
Nov. 6407 8485 10024 5.6 15639 12.37 12.37 9.00 10.40
Dec. 7084 -6784 10101 5.6 3317 11.96 11.96 9.00 10.37
1986
Jan. 5280 -—7742 10210 5.3 2467 1164 1164 850 9.90
Feb. 4242 -8187 9818 50 1631 1140 1140 850 9.90
March 5146 —~5927 9457 47 3530 11.21 11.21 8.00 9.49
April 5034 55656 8939 4.7 3374 11.20 11.20 8.00 9.49
May 6645 3566 8847 4.7 5281 12.02 12.02 7.00 8.78
June 6393 —3409 8863 4.7 5454 10.83 10.83 7.00 8.82
July 75566 -—2677 8895 47 6218 10.80 10.80 7.00 8.76
Aug. 11014 1239 9030 4.7 10 269 2417 2417 7.00 8.79
Sept. 10290 68 9021 A7 9088 13.86 13.86 7.00 8.77
Oct. 7846 —1524 8960 4.7 7436 11.93 11.93 7.00

"End of period for monthly figures.

2End of period.

PER CENT
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FORWARD EXCHANGE MARKETS IN FINLAND

Banks' forward positions in mill. FIM with

Banks’ forward selling

rates for USD

Domsac s T EmE owm  Oqmelemmee
Assets Liapilities Net Net Net Net month  mooths  mocths
2 3 4 5 6 7 8 9
1984 22921 1394 21527 2002 —-19962 3746 5.6 5.5 5.1
1985 16 982 1733 15249 708 —-9005 6876 3.3 3.2 3.1
1985
May 22085 72316 19769 1708 —~15704 5865 5.3 49 45
June 21221 2259 18962 1941 —153562 5478 6.0 5.7 5.4
July 19534 2250 17 284 2418 —~14224 5558 5.7 5.6 5.3
Aug. 18271 2727 16544 1083 —~12493 4163 5.8 5.4 5.1
Sept. 17 766 2889 14 866 92 —-11 101 3811 5.3 5.0 4.7
Oct. 17 666 2795 14871 805 -9813 5986 5.0 4.6 4.3
Nov. 17510 2014 15 496 1200 —-10032 6702 4.3 4.1 4.0
Dec. 16 982 1733 16249 708 -9005 6876 3.3 3.2 3.1
1986
Jan. 17 233 1945 15288 543 ~8349 7457 3.1 2.7 2.6
Feb. 16911 1989 14923 0 —70156 7952 2.7 2.4 2.1
March 16365 2095 14270 11 —6 298 8042 35 3.0 2.8
April 15350 1713 13638 —854 ~4742 7 956 46 42 41
May 15231 2505 12726 —1642 —3 956 6 957 51 45 4.2
June 13094 1665 11429 —578 —2619 8068 4.2 3.8 3.6
July 12032 1518 10514 -1170 —1949 7619 4.6 47 4.8
Aug. 12351 2393 9958 —2263 —1559 6 006 12.5 7.8 7.1
Sept. 13762 2179 11583 —~1981 —1291 8116 78 7.1 6.7
N e FORWARD EXCHANGE MARKET ’.«/‘ﬂ.'\v"\ s
6000 BANKS' FORWARD POSITION _/""-"\, j' v
4000 — —
I L
2000 v v s SN BANKS' OVERALL CURRENCY POSITION
0 e ————
2000 = e
-4000 ; pod
BANKS’ SPOT POSITION tamn X N
~-6000 T = O S ,“s‘
-8000 bttt i) | N RN RN W |~'".\1"l"1 1‘7'1 I
1983 1984 1985 1986
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FOREIGN EXCHANGE RATES

Period

Average selling rates for foreign exchange. &M

NS NIRRT I TS 100Nk CTeoDR 1000M TocHnT 0TS
ust CAD GBP IEP SEK NOK OKK DEM NLG BEC BEL
1 2 3 4 5 6 7 g 9 10 1

1981 4315 3602 8737 6976 8574 7554 6096 19131 17343 11.688 11.095
1982 4820 3913 8423 68b4 7703 7484 5793 19876 18066 10584 9.859
1983 5570 4524 8456 6.957 7275 7644 61.07 21861 19566 10934 10.742
1984 6.01C 4645 8.023 65633 7277 7384 5816 21166 18772 10428 10.274
19856 6.206 4554 8.000 6590 7222 7231 5871 21142 18745 10483 10421
1985

Sept. 6.025 4.404 8.232 6611 7189 7239 5860 21250 18892 10510 10.431
Oct 5690 4168 8106 6.676 71.63 7210 5941 21547 19111 10.633 10.556
Nov. 5579 4.060 8042 6.668 7160 7166 5953 21540 19126 10.654 10.608
Dec. 5487 3941 7.962 6737 7157 71856 6023 21851 19403 10.722 10.666
1986

Jan. 5419 3860 7.747 €772 7149 7190 6064 22215 19711 10875 10.733
Feb. 5268 3748 7513 6827 7114 7227 6115 22539 19950 11.018 10904
March 5131 3.659 7531 6868 7101 7207 6143 22689 20097 11.087 10962
April 5.128 - 3.700 7682 6.863 7092 718G 61.17 22564 200.20 11.066 10.970
May 5105 3717 7774 6985 7157 6898 6201 22935 203.69 11.237 11.168
June 5195 3745 7.840 7.065 7217 6834 6277 23254 20654 11389 11.307
July 5074 3681 7671 7067 7193 6803 6306 23578 20025 11460 11372
Aug. 4940 3564 7366 6.666 7141 6731 6372 23966 21256 11.580 11.465
Sept. 4918 3562 7.266 6.632 7127 6717 8377 24114 21360 11646 11525
Oct. 4896 3532 7005 6669 7126 6674 6489 24446 21631 11.780 11.692

PER GENT ==5_
BANKS' FORWARD SELLING RATES FOR USD. DEVIATION “ROM SPOT RATE. PER CENT PER ANNUM
g b 1 MONTH :

— 3 MONTHS
i § MONTHS

-~ %
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"’:g".
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1983 1984 1985 1986




Average seliing rates for forgign excnange. FIM

C
Zuricn Pans Rome Vienna Lisbon Reykjavik ~ Maand Tokyo Moscow | speciai iul:t;::ﬁv
100 Sfr 100 FF 100Lit  1000S 100 Esc 10C ke 100 Ptas  100Y 1 Ci Rbl drawing
CHF FRF T ATS PTE 1SK £SB JPY SUR g%’,‘,}

12 13 14 15 16 i7 18 19 20 2 22
22034 7992 0385 2717 717 60.35 472 1967 5.986 5.071 40 1131
23779 7365 0.368 28.31 6.13 40.79 4.41 1.943 6.624 5.305 63 115.9
266.70 7353 0369 31.11 5.14 23.26 3.91 2.351 7.491 594326 1256.1
266.42 69.07 0.344 3013 4.14 19.39 3.75 2534 7.357 6.147 39 102.8
26360 6940 0327 3012 3.67 15.20 3.66 2610 7.419 8.27879 102.5
268.26 6977 0318 30.26 3.57 1457 359 2550 7.366 6.183 31 102.6
262.81 70.80 0.320 30.89 3.52 13.85 3.64 2.653 7.262 6.061 77 102.6
26236 7080 0320 30.66 3.50 13.63 3.51 2.740 7.209 6.016 47 102.4
261.01 71567 0322 3112 3.48 13.36 354 2710 7.183 597101 1025
26242 72565 0327 31.63 3.49 13.03 366 2712 7.164 5.940 24 102.6
269.08 7358 0.332 32.10 3.50 12.80 359 2850 7.161 5.926 58 102.7
269.37 7391 0335 3236 3.48 12.67 362 2876 7.131 5.888 86 102.8
26968 7133 0331 32.17 3.46 12.61 3568 2.931 7.148 5.88647 102.7
276.83 7213 0335 32.65 3.468 12.74 3.62 3.062 7.230 5.954 02 103.8
282.20 7311 0340 33.12 347 12.81 3.65 3.099 7.301 6.039 58 1056.0
29080 7342 0345 3355 3.45 12.58 3.70 3.201 7.313 6.024 88 105.0
29748 7368 0360 34.09 341 12.40 369 3.209 7.278 5.960 80 104.5
29772 7379 0351 3431 3.39 12.38 3.68 3.182 7.255 5.943 98 104.5
29852 7481 0365 3481 3.37 12.36 369 3.139 7.252 5.922 50 104.5
'Untit December 31, 1983 the base year was 1974=10C.

Since January 1. 1984 the base year has been 1982= 10C.
INDEX
MOVEMENTS OF THE MOST IMPORTANT CURRENCIES AGAINST THE FIM 1974 =100
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DEPOSITS BY THE PUBLIC Mill. FIM
Demand deposits Time deposits
End of
year and Savings All ) . All (:"f?,',
manth Commer-  banks & Posti- deposit Commercial Savings Co-op. Posti- deposit
cial banks Co-op. pankki banks banks banks banks pankki banks
banks {1 to 3) {5 to 8)
1 2 3 a 5 6 7 8 9 10
1982 7 165 3874 3049 14078 290465 265883 21040 8660 85064 99132
1983 7 056 4567 3676 15300 34302 29273 24175 9938 97689 112988
1984 8470 5268 4463 18201 39354 33333 27900 11266 111862 1300563
19856 9382 5988 5027 20397 49240 38167 32133 12671 132210 152607
1985*
July 7927 4874 5283 18084 44294 36219 30455 11799 122767 1408561
Aug. 7222 4917 5739 17878 44796 36551 30741 12083 124171 142049
Sept. 8 081 5072 6243 19397 44770 36469 306568 11973 123870 143267
Oct. 8 281 5194 5547 19022 45896 36825 30892 12366 125979 145001
Nov. 7 654 5038 5067 17749 46887 37016 31156 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. 7 854 5028 5133 18015 50700 39154 33413 12983 136250 164265
March 7562 51056 5678 18335 49777 39307 33586 13032 135703 154037
April 8228 b 464 5045 18737 650261 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 138547 159153
PER CENT
CHANGE FROM CORRESPONDING MONTH OF PREVIOUS YEAR
25
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ADVANCES TO THE PUBLIC -~

MONEY SUPPLY

Mili. FiM

Ena of

Advances granted by

Tvypes of advances

Total

Monev Suppty

year and Loans & Domestic  {1to4)
month Commercial Savings Co-op. Posti- billsin  Cheque creditsin (5t07) M, M.-Quasi-
panks banks banks pankki domestic credits foreign Money
currency currency
1 2 3 4 5 6 7 8 ) 10
1982 48620 25682 236017 12684 93014 3468 14105 110587 19917 107549
1983 56162 29276 27322 13471 104627 4350 17253 126231 21427 121906
1984 65965 32705 31164 14687 118924 5233 20363 144520 24945 1416568
1985* 81669 36991 35751 16745 140139 6313 24704 1711556 27694 166652
1985*
July 77104 34848 33378 16074 128886 6242 26275 161403 24902 154118
Aug. 77677 36276 33824 16082 130846 6333 25680 162859 24783 155012
Sept. 79367 35764 34411 16376 133113 6637 26167 165917 26092 156195
Oct. 80304 36141 34826 16442 134924 6333 26456 167712 25607 158054
Nov. 81573 36467 35216 16727 136739 6373 26872 169984 24691 157772
Dec. 81669 36991 35751 16745 140139 6313 24704 171165 27694 166662
1986*
Jan. 83252 37502 36049 17168 142071 7148 24751 173971 26029 167 3564
Feb. 83136 37729 36388 17140 143206 7294 23893 174393 25304 168731
March 82513 38022 36698 17094 144392 69356 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
PER CENT '
CHANGE FROM CORRESPONDING MONTH OF PREVIOUS YEAR i
25
ADVANCES TO THE PUBLIC
20 —"‘---.\
~.-\.. ¢‘—-~Q .
15 "‘Vt;‘:‘ ‘: 3]‘ s S N"t-.
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STATE FINANCES Mill. FIM
Jan.-March Jan.-March
Revenue Expenditure
1985 1986 1986 1986
income and wealth tax {net) 4985 8305 Wages, salaries, pensions etc. 3332 3575
Gross receipts 14851 14641 Repair and maintenance 313 350
Refunds & local authorities —-98656 —8336 Other consumption expenditure 2095 2480
Other taxes on income and Total consumption expenditure 5739 6 406
wealth 153 92 state aid to local authorities 4060 5324
Employers’ child allowance State aid 1o industries 2707 2638
payments 169 3 of which: agric. price subsidies 1630 1074
Sales tax 5259 6041  child allowances 613 8
Customs duties and import Share in national pensions and
charges and levies 370 334 sickness insurance schemes 589 443
Excise duties 2271 2306  peficit of State enterprises 308 323
Excise duty on alcoholic bevs. 759 796 Other transfer expenditure 2805 3899
Excise duty on tobacco 389 397 Total transfer ndit 11082 12635
Excise duty on liquid fuel 770 735 M° ah_ st j""e iCture o -
Other excise duties 352 377 ac merY an eql.np'ment
Construction of buildings 212 214
Tax on autom. and motor-cycles 6565 564 L and and wat —— 236 270
n
Stamp auties 617 781 and and waterway construction
Special diesel etc. vehicles tax 92 87 Total real investment 1184 1201
Other taxes and similar revenue 401 343 Interest on State debt 1527 1083
Total taxes 14973 16855 Other expenditure 3 4
Total other expenditure 1530 1087
Miscellaneous revenue 1356 1469 — e _
Interest, dividends stc. 241 206 Increase in inventories —82 74
Surplus of state enterprises 651 589 Lending : 783 591
Redemptions of loans granted 203 155 Other financial investment 313 169
Total revenue 17424 19274 Total expenditure 20499 22163
Foreign borrowing 747 1182 Redempt‘ion of foreign .loans 338 1300
Domestic borrowing 2269 2862 Redemption of c-iomestlc loans 1614 1290
Total borrowing 3006 4044 Total. redemptions 1952 2590
Deficit (+) or surplus {—) 2021 1435
Total 22451 24753 Total 22451 24753
1984 1985 1986
State dept -_—
Dec. Dec. June July Aug. Sept.
Foreign debt 24 946 26677 26737 26896 26012 26922
Long-term debt 19057 20872 22444 22648 22974 23048
Short-term credit 266 432 600 600 600 383
Domestic debt 19323 21304 23044 23248 23574 23431
Total State debt 44269 46 981 49781 50 144 49 586 50 353
Total debt mill. § 6 855 85662 9582 9883 10037 10238
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FOREIGN TRADE

Mill. FiM

Value, mill.

FiM

Indices of ex
4

ports and rmports

980=100
Period Surplus of Period Volume unit value
Exports impons exports i~} Terms of
fo.b c.i.f or imports trade
= Exports  Imports Ixports  imports
1 2 2 2 3 4 5
1981 60 308 61 269 —961 1981 103 94 111 112 99
1982 63026 64 751 —1725 1982 100 95 119 117 101
1983 69 692 71528 —1836 1983 104 a8 127 126 101
1984 80904 74 682 +6222 1984 114 98 134 13 102
1985 84028 81 520 +2508 19856 115 104 138 1356 102
19856 1984
Dec. 6556 7 011 —455 Apr.-June 113 99 133 130 103
July-Sept. 108 99 137 133 102
Oct.-Dec. 121 101 137 134 102
1986*
Jan. 6792 7 466 —674
Feb. 6924 6309 +615 1985
March 6309 6976 —667 Jan.-March 108 93 141 139 101
April 6 453 6794 —340 Apr.-june 122 106 139 138 1o
May 6311 5145 +1166 July-Sept. 113 100 138 136 102
June 55664 3930 —1634 Oct.-Dec. 117 113 135 133 102
July 7003 6 654 +349
Aug. 6476 6485 -8
1986*
Jan.-March 113 110 134 130 104
Jan.-Aug. Apr.-June 104 90 133 122 109
1985 56 377 52679 +3698
1986* 51833 49757 +2075
NDEX MILL. FIM
UNIT VALUE INDICES SEASONALLY ADJUSTED H
160 17000 AT 1980|PR|CES : ','
EXPORTS F.0.8. i i !
A A -
140 16000 (T exronTs i\:‘ :l "
' \ 7 (A
120 15000 5
LW ]
IMPORTS C.IF. i "} 0"‘\ \'l
100 14000 |25 X
TERMS OF TRADE LRt / 1
P 1 rv TOTAL IMPORTS
100 ! 13000 ! i
! 4 i h 3
80 bocdbd ) N W W S N SO Lol 0 VNN W VR VU N § Edod L b1
1983 1984 1985 1986 1983 1984

1985

1986
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FOREIGN TRADE BY MAIN GROUPS Mill. FIM
Exports, f.0.b. Imports, ¢.1.f
Period Agri- en- Raw Finished goods
arcwlcji“:tr:ér .X:j’ﬁggy deal[;);:v hélif\[:én?\g Other ma;ggals Fuelsand e Other
primary  products  products  'Ndusty 90005 | ormediate 'UDFACANTS o cment Consumer 99098
proaucts products goods goods goods
2 3 4 5 6 7 8 9 10
1981 2036 6852 17127 14858 19435 39156 5115 8877 8015 106
1982 1676 6278 17502 18908 18662 41144 4 869 9195 9130 413
1983 1723 6944 19327 20211 21487 44757 5006 10860 105872 333
1984 2865 7145 23573 22998 24323 47028 5034 10993 11464 173
1985 2678 6728 25030 24412 25179 50 944 5602 11675 12967 432
1985
Dec. 128 538 1797 2114 1979 4539 441 1027 996 8
1986*
Jan. 274 490 1855 2201 1973 4 866 474 1038 1080 7
Feb. 350 486 1829 1940 2319 3726 316 888 1369 8
March 319 516 1801 1704 1969 4039 218 1192 15603 24
April 148 583 20561 2103 1668 3864 389 1101 1418 22
May 128 494 1809 2338 1542 3124 230 784 991 17
June 142 506 2015 1412 1490 2336 166 687 739 2
July 263 637 2309 2068 1725 3739 425 1245 1240 6
Aug. 238 546 2074 18156 1803 3550 422 1067 1421 25
Jan.-Aug.
1986 2054 4470 17088 16140 16623 33074 3304 7 466 8430 405
1986* 1863 4257 15742 15581 14 390 29244 2639 8003 9760 111
MiLL. FIM MILL. FIM
SEASONALLY ADJUSTED VALUE SEASONALLY ADJUSTED VALUE
7000 2500
MULTILATERAL BILATERAL
EXPORTS F.O.B. ) IMPORTS C.LF.
6000 ,;—ﬁ—— 2000
5000 1500 a
\J :
1 s
4000 o ¥ 1000 T
MULTILATERAL v 3 4 LY
]ll'lhflplolIRlTl l?l‘l(lFl.lllll ALlibiidiiaiiisiiiisinls I AENN AR AR RSN NE R RSN EENE RN Il]l:"llllll
1983 1984 1985 1986 1983 1984 1985 1986

14



FOREIGN TRADE BY COUNTRIES Mill. FiM

txports. f.o.b Imports. ¢.i.f
January—Aug. January—Aug.
Area and country
1985 1986* 1985 1986*

%  Mill. FiM %  Mill. IM %  Mill. FIM %  Mill FIM
QECD countries in Europe 56.1 31603 61.6 31924 56.3 29673 61.9 30818
Austria 0.7 375 0.9 468 1.1 590 1.3 660
Belgium and Luxembourg 1.4 789 1.7 893 20 10565 24 1201
Denmark 39 2187 40 2094 25 1300 28 1409
France 40 2262 45 2335 35 1821 42 2095
Federal Republic of Germany 9.2 bB170 99 5128 149 7866 17.0 8483
lhaly 1.9 1097 2.1 1089 34 1814 44 2189
Netherlands 33 1830 36 1872 29 1542 3.0 1473
Norway 41 2329 46 2383 26 1381 23 1134
Portugal 0.3 173 03 140 0.8 415 09 462
Spain 08 462 1.1 552 1.0 528 1.1 558
Sweden 127 7154 146 7568 115 6044 13.1 6506
Switzerland 1.5 838 1.7 8756 1.6 864 2.0 993
United Kingdom 108 6089 11.0 5693 76 4017 66 3266
Other 1.5 849 1.6 834 0.8 435 08 389
OECD countries outside Europe 105 5898 95 4930 116 6055 124 6185
Canada 1.3 706 1.2 600 0.7 379 0.5 228
Japanr 1.5 859 1.6 807 53 2768 6.7 3330
United States 65 3668 57 2936 52 2763 48 2413
Other 1.2 666 1.1 587 0.3 144 0.4 214
CMEA countries 235 13260 20.7 10731 23.8 12556 18.1 9010
Czechoslovakia 03 194 03 180 0.5 242 0.5 255
German Democratic Republic 0.5 297 0.4 187 05 256 0.6 294
Poland 0.5 267 0.3 147 1.4 754 1.4 689
Soviet Union 215 12149 19.0 9824 20.9 10998 16.0 7473
Other 0.6 353 08 394 0.6 307 06 299
Latin America 1.6 926 1.5 784 27 1412 25 12568
Argentina 0.1 45 0.1 44 0.2 80 0.1 75
Brazil b2 96 0.2 110 0.9 468 0.8 393
Colombia 02 N 0.1 54 0.6 330 0.7 331
Other 12 695 1.1 577 1.0 533 0.9 460
Other 83 4690 6.7 3464 57 2983 50 2486
GRAND TOTAL 100.0 56377 100.0 51833 100.0 52679 100.0 49757
of which
EFTA countries 19.1 10787 220 11384 170 8954 188 9358
EEC countries 36.6 20626 39.2 20329 393 20687 43.1 21424
OECD countries 66.5 37501 71.1 368564 67.8 35728 74.4 37003
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BALANCE OF PAYMENTS

Penod

Trade

Imports account

cif.

Transport, Travel,
net net

Other
services,

Goods
and
services

Invest-
_ ment
income,

un-

requited
wansfers,

Other.
net

Current
account

{(1-2) net ?gct?’ug)t net net {7 to 10)
1 2 3 4 5 6 7 8 9 10 17

1982 62867 65147 —2280 +2856 —277+1732 +2031 —5447 -643 +161 -3898
1983 69368 72139 —2771 +3200 -748+1610 +1291 —-65817 —-797 96 -5227
1984 80608 75127 +5480 -4008-1211 —306 +7971 —6786—-1050 -238 —103
1985 83769 81870 ~1899 +3677-1766 -~859 +2951 —6269—-1003 —390 —-4700
1983

July-Sept. 16180 17970 1790 +888 +45 +487 -—-370 —1463 -174 +b3 -~19564
Oct—Dec. 193560 20162 —-812 +815 272 +693 +424 —13056 204 -4 —1089
1984

Jan-March 19678 17069 ~+2608 +1018 —-370 —60 +3197 —2010 —-284 —-60 843
Apr.-June 13700 188562 +849 1009 -326 —-174 +1367 —1226 -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 —1968 —-2856 93 +261
19856

Jan-March 20067 18937 +1120 +872 -617 -—288 +1187 —1809 —-322 -145 -1088
Apr.-June 22436 21407 +1030 4993 -481 -—-370 +1172 —1679 -—-230 -71% —808
July-Sept. 20612 19652 +961 +907 —-295 -~261 +1312 —1283 —-180 75 226
Oct.-Dec. 20663 218756 ~1211 +905 —473 +60 —719 —1489 -—-271 -89 -—-2578
1986* .

Jan.-March 20024 20907 —~884 +798 -bB3 —136 774 —-1684 -—-H42 —126 —3026
Apr-June 18247 16014 +2233 +678 —598 —43 +2271 —1946 -—-398 -101 —174

MILL. FIM

i
SEASONALLY ADJUSTED QUARTERLY FIGURES

2000

0

NN

-2000

~4000

-6000

N
N
NN

| 7 TRADE ACCOUNT
GOODS AND SERVICES ACCOUNT

Il ] ] }

H 1. 1

1983

1984
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Mill. FIM

Current P Prepay Short Miocos> Overall

s ona. Miscella- . b repay- repay- ort- NEOUS.  surplus
Drawngs Amomzs- NS “neows  Longr and - mems  mems  tem snoriem TRl Boneof
fon ?{erm 1c:|r?n-§e?m export ogagm;grim capital term liapilities  ceivabies of items. res)(e‘:':le foreign
e B credits, (Al account  capital  related related  authonzed  incl. move. #xchange
net net (1210 15) account 10 10 banks. errors and g0 reserves

(11+16) mports exports net glrg:fs (17to21)

12 13 14 15 16 *7 18 19 20 21 22 23
+10213 ~4721 —1239 —3642 611 32287 -914 +771 -1493 +1811 —126 +126
+10112 -7273 -~423 —1388 +1874 -—-3353-+3273 ~3380 +1266 +32 —2162 +2162
+14087 —7538 —1682 +1428 +62956 +6192 +760 +2995 ~-20868 —2758 +9275 —9275
+11870 ~825656 1339 +1840 +6794 +2094 +440 —-2062 +5267 —1994 +3744 —-3744

+1479 ~1269 +142 =129 +223 —-1731+1197 —1662 —b693  +476 —2313 +2313
+3213 -1838 -92 -873 -~410 679 +930 -2029 +2380 —366 236 —236
+40756 ~1887 -235 —47 +1906 +2749-1049 +1283 +2443 —-2441 +2986 —2986
+3 868 ~23561 +89 +276 +1872 +1764+1083 +121 +2531 —276 +5222 —5222
+2495 -1185 —603 +1475 +2182 +1084 +426 —128 -2186 —336 —1140 +1140
~3669 —2116  —933 —~276 +335 +596 +300 +1718 ~702 295 +2208 ~2208
+3173 —1865 +336 ~31 +1623 536 +b33 -1068 +2208 —65 +2 1563 —2 1563
+3023 ~2632 +354 +3139 +3884 +3076 +836 —-1714 +1911 —1881 +2228 —2228
+2139 —15657 +263 ~626 +219 -7 —74 427 1400 +342 -1566 +1566
+35356 —2211 +386 -—642 +1068 -—-1510 —-8b66 +1137 +2548 -390 +930 -930
+3954 —-3377 +222 -44  +7b5 —2271-+1971 +6561 -3085 —429 —3162 +3162
+4480 —-2990 67 ~b64 +1369 +1196-3772 +1966 -3790 +1175 —3236 +3236

Assets: increase —. decrease ~. Liabilines: increase +. decrease —

MiLL. FIM

8000

PZZ] CURRENT AND LONG-TERM CAPITAL ACCOUNT

7

— OVER-ALL SURPLUS/DEFICIT EXCL. RESERVE MOVEMENTS

6000

4000

2000
0

-2000

~4000

3 461238v/gst

17



FINLAND'S FOREIGN ASSETS AND LIABILITIES

End of

Long-term assets

Long-term irabilities

Net

year and 5 Total Financial 1 Direct  Portfolio Vanitios
t irect A
mon Erxe%'(i)g |nvegtemcent Other {1 2233) T«)a::s:a cTe%ci’g ":r‘\leer?:- "r]r\\l:rslz_ Other (g 223!9) (10-4)
1 2 3 a 5 6 7 g o 10

1982 6628 4626 3796 150560 47547 4608 2223 .. 752 55130 40080
1983 6612 6166 3932 16710 53118 4472 2317 848 763 61518 44808
1984 8920 8689 1915 19524 63958 3866 2905 2013 805 73546 54022
1985* 6538 10516 2774 19828 63197 2892 3274 6313 1065 76741 56913
1983

Sept. 6411 5392 3935 15738 0705 4566 2303 .. 798 58372 42634
Dec. 6612 6166 3932 16710 B3118 4472 2317 848 763 61518 44808
1984

March 6658 6687 3539 16884 54014 4225 2354 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 1915 19524 63958 3865 2905 2013 805 73646 54022
1985*

March 8504 9408 2071 19983 64521 3939 2899 2900 778 75037 550564
June 8034 9824 2195 20053 64822 3602 2763 6317 873 78377 58324
Sept. 7200 10290 2179 19669 63388 3064 2809 6210 867 76338 56669
Dec. 6638 10b16 2774 19828 63197 2892 3274 6313 1066 76741 56913
1986*

March 6300 105672 2712 19584 63503 2803 3348 6407 993 77064 57470
June 6133 11343 2783 20259 66635 2546 3391 7117 1012 80601 60342

PER CENT MILL. FIM
LONG-TERM CREDITS BY SECTOR LONG-TERM CREDITS DRAWINGS
100 LOCAL AUTHORITIES wmem NET DRAWINGS

80}

60 f

a0 b 7 R
CORPORATIONS / /
20F 25 ’/427//
7 /////; /
1983 1984 1985

4000

2000

09

-2000

-4000
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Mill. FiM

Snori-term assets

Short-ierm liap.ities

. Net Of whicn
fuorzea L bubees shortterm | Mt Do, amorizaton
Bank o other D;?;{e otal ank _other p;roarte Yotal ('?9'_': Ge)s {11+20) flow Da\g‘gsvnts.
Finiang e;cc):rr?e:?\ge sector {12to 14) Finlana e;%rhealg;e sector (1610 18)
nolders hoiders
i2 13 14 15 16 17 18 9 2C 21 22 23
12737 22899 138568 49494 5348 31331 123782 50461 967 41047 9069 3464
11842 29263 15915 57020 5705 39443 16181 61328 4308 49116 115691 5621
22912 43319 12804 79035 4562 55695 17988 78245 —790 53232 12877 5896
25183 38760 13084 77027 4070 51374 15999 71443 5584 51329 13459 7024
105668 236056 15681 49841 4737 31289 16805 52831 2989 45623 2542 1049
11842 29263 15915 57020 57056 39443 16181 61328 4308 49116 2726 1387
14740 25724 15374 55838 3657 37966 15571 57193 1356 46782 3523 14562
20706 31935 14978 67618 3775 47084 16836 67694 76 48481 3260 1987
21064 34621 14727 70411 4815 47882 17431 70128 283 51926 2448 821
22912 43319 12804 79035 4562 55695 17988 78245 —790 53232 3646 1636
24785 44984 13827 83596 4535 59386 18362 82283 —1313 53741 3639 1802
26208 46661 14868 87737 3729 62896 18727 85362 —2385 55939 3780 2029
24770 44927 145673 84271 424059370 17808 81418 —2863 53816 2793 1488
25183 38760 13084 77027 4070 51374 159299 71443 5584 51329 3247 1706
1647 40409 12115 74171 36592 50424 17585 71668 —2503 5b4967 5097 34856
18470 48448 9637 76555 3499 54673 13357 71529 —-5025 55317 5260 3236
PER CENT PER CENT
OF GDP NET FOREIGN LIABILITIES DEBT SERVICE RATIO
I NET LONG~TERM LIABILITIES [:3 AMORTIZATION PAYMENTS
NET SHORT-TERM LIABILITIES/ASSETS INTEREST PAYMENTS
20 poeen 15
LIABILITIES
10 - 10
0 5
I | 1 i Lk U | 1 3 ] i i

-1

?970 72 74 76 78 80 82 84
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PRICE INDICES

Basic price index for domestic suppiy 1980 = 100

Building costs
Origin Purpose 1980 =100
Wholiecs:le -
Period ilr,a:lex
1949 =100 Total ., 0c importea Raw Consumer Investment Total W?r?es Building
goods goods materials goods goods ota building materials
trade
1 2 3 4 5 6 7 8 9 10
1984 1261 1345 136.0 130.0 132.6 137.5 135.8 1365 133.7 136.1
1985 1324 1405 143.1 132.8 137.5 145.8 142.4 1443 1444 142.8
1986
Feb. 1297 137.0 142.9 119.2 1291 147.3 146.1 1485 1510 146.6
March 1279 136.0 141.6 1156.2 125.5 146.7 147.0 148.8 151.0 146.7
April 1265 133.6 140.5 11256 123.0 146.2 147.3 149.3 15156 1473
May 1257 132.6 139.3 1121 121.3 145.8 147.2 1498 151.6 1478
June 1256 132.4 139.3 111.2 120.9 145.5 147.7 1508 1556 148.2
July 1249 131.7 139.2 108.8 1194 145.1 148.9 151.2 1566.2 1484
Aug. 1246 130.9 137.9 109.6 1133 144.3 148.7 15615 1566.2 149.0
Sept. 1248 131.3 138.0 111.0 118.7 144.7 149.2 161.8 166.2 1495
Consumer prices 1981 = 100
Period . ‘Rent, House- Health Transport . Other
Total Food Bev:rr“ajges Clgtrmng heaax:':’ng gr::')lgs medi%al corﬁnmduni— EdL;Cnad‘fon ggr(:gs
tobacco  footwear lighting se?\zges services cation recreation  services
1 2 3 4 5 6 7 8 9 10
1984 1271 1291 132.5 119.5 1245 123.0 1452 1254 1264 1308
1985 1346 139.1 140.3 126.1 130.9 129.7 156.7 1304 1325 1404
1986
Feb. 137.8 1421 144.7 128.4 133.7 133.3 162.6 1309 136.1 147.2
March 138.1 143.2 1447 130.8 133.6 1336 1626 1299 136.2 1474
April 1386 1442 1449 1313 133.6 1342 1628 1304 1376 147.6
May 139.1 1439 145.1 131.8 136.7 134.8 162.3 129.2 139.4 1483
June 139.8 1449 147.4 131.6 135.7 135.1 1629 1302 140.1 148.9
July 139.9 1457 147.4 130.1 136.7 1356.1 163.0 1304 140.2 149.0
Aug. 140.2 1448 147.4 131.4 136.3 135.3 1644 130.2 141.2 1502
Sept. 140.2 1449 147.4 133.0 134.2 136.0 1644 1314 1423 150.3
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WAGES

Penod

thdex of wage and salary earnings 1980 = 100

By industries

By institutional sectors

Wage earners in Munic-  E ) All All Al
N Employ-  State o Cessin comets  camars  aes”
cuire sty il services ees MRV ROvete
2 2 4 5 6 7 8 9 10
1983 1321 1373 138.2 138.8 1373 1400 1373 1384 136.9 1378
1984 1485 1499 152.8 162.8 1471 154.7 150.5 1514 149.7 1508
1985* 160.6 161.2 168.8 165.0 1589 166.1 163.5 164.1 162.2 1634
19856
Apr.-June 163.2 162.8 168.6 166.2 160.3 1670 1649 166.3 1636 164.7
July-Sept. 161.9 1620 168.2 166.4 160.1 167.2 164.7 166.7 1626 164.6
Oct.-Dec. 166.8 163.1 174.0 166.9 160.6 167.7 167.1 1669 1653 166.3
1986*
Jan-March 170.2 1668 1755 173.2 166.7 1745 1695 171.3 1679 170.0
Apr.-June 175.0 1727 1839 177.4 1699 1783 17556 1767 1745 175.3
PRODUCTION
Volume indices of production 1880 = 100
Perniod Indus tand and Transport :
Gross_ : i For- Construc- : Public
o g AR W T cene G5 ome
i 2 3 4 5 6 7 8 9 10
1984
Apr.-June 109 114 83 89 85 104 110 108 114 121
July-Sept. 109 102 198 45 114 1056 108 110 1156 119
Oct.-Dec. 121 122 92 117 140 108 121 119 116 127
19856*
Jan.-March 107 112 74 102 81 94 106 100 117 117
Apr.-June 113 121 78 109 856 113 111 112 117 126
Juiy-Sept. 112 106 178 37 102 114 111 113 118 124
Oct.-Dec. 123 124 85 110 140 116 125 124 120 132
1986°
Jan.-March 108 108 72 96 80 97 110 103 120 122
Apr.-June 114 121 78 90 71 117 113 118 118 131
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PRODUCTION

Index of ingustrial producuon 1980 = 100

Special indices of manufacturing

Period ‘;l_'otal
erlo Invest- Other adjusted
Consumer - for
Total 9'232‘3 goods prgoodoudcse ' Food Wood Paper  Chemicai mﬁ?ar;lic Metal seasonal
industry industry industry industries  muneral industry varia-
industry tions
2 3 4 5 6 7 8 9 10
1983 107.1 1190 10286 1071 1089 899 1035 106.2 115.0 1145 107.1
1984~ 111.8 1268 1056 111.9 1093 924 1143 1115 108.4 120.0 1121
19856* 116.1 1378 1103 114.7 111.3 894 113.1 1161 109.7 1299 116.5
1985
Aug. 1148 1259 110.0 114.7 1148 83.1 1188 1215 128.0 1219 112.8
Sept. 1188 1374 1134 117.7 1095 965 1120 1210 1304 134.1 1131
Oct. 129.7 16574 126.3 126.1 1386 1096 1122 1274 1354 1499 1135
Nov. 1245 148.9 1222 120.9 130.4 96.7 1168 1171 118.6 1425 11456
Dec. 108.0 1309 104.2 1054 1047 63.2 1028 1083 959 1236 116.6
1986*
Jan. 1224 1433 1198 119.7 1068 9386 1112 1219 103.0 13756 116.9
Feb. 1105 1328 108.0 107.5 93.1 829 1022 111.0 83.3 1239 115.4
March 1076 1270 1040 105.5 913 836 9562 1218 816 121.3 1124
April 1247 1677 1176 121.9 1144 1135 1147 1334 98.5 1489 116.5
May 118.2 1615 109.6 115.1 104.7 1001 1074 1215 98.56 147.1 112.6
June 117.8 161.56 1041 118.1 105.1 97.4 1015 1139 102.9 1411 121.2
July 867 713 75.3 94.6 103.4 472 1268 83.7 734 73.2 124.8
Aug. 114.4 1230 10886 1153 107.0 830 1170 1233 1211 1211 116.0
INDEX INDE X
INDEX OF INDUSTRIAL PRODUCTION INDEX OF INDUSTRIAL
140 }- 1980=100 - 160 | PRODUCTION 1980=100
SEASONALLY ADJUSTED SEASONALLY ADJUSTED
130 MONTHLY FIGURES 150 MONTHLY FIGURES ‘
TOTAL INDl‘STRY INVESTMENT GOODS
120 ps \Aﬁ_— 140
110 : & 130 \
PAPER INDUSTRY q v
100 % 120
H ‘I~l _‘ l.I v ad K
0% L‘*"v SA .JE- ] R
80 k4 PP Yivitanvak's LA
WOOD INDUSTRY I CO‘I"’ISGMER GOODS
70 Sriadan g i lsaneiarg and i st airyngagiaang Atiidlaadliteissdadsiiidtsiiidlasliaiitsi il
1983 1984 1985 1986 1983 1984 1985 1986
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LABOUR — TIMBER FELLINGS — INTERNAL TRADE

P\_:apma;!on Total Emploved Jn- Unemptlov— Co{nm:rmat Retaii Whoie-
T worki . ment,
Penod ? 1a§ébng !abo1u688rce, 1000 em]p(l)%\()ed. % otr; total . f(;e:l)rlgng; votume vpslilr?\e
persons persons persons persons I?or%:r eu. E‘r’r‘mjho TQSISG:X1 oc '=9£;Bd=ex100
1 2 3 4 5 6 7 8
1984 3700 2572 2414 159 6.2 41288 109 109
1985 3710 2 600 2437 163 6.3 43 349 114 110
1985*
July 3708 2780 2621 159 57 121 120 95
Aug. 3712 2631 2481 160 5.7 1212 117 112
Sept. 3714 2563 2405 158 6.2 19561 111 113
Oct. 3714 25656 2396 160 6.3 2962 118 124
Nov. 3714 2580 2409 171 6.6 3768 115 119
Dec. 3714 2563 2406 157 6.1 4729 134 119
1986*
Jan. 3714 2 553 2 360 193 7. 4232 110 103
Feb. 3715 2540 2346 195 7. 4 596 100 102
March 3716 2 bb1 2365 186 7.3 4709 1056 109
April 3716 2 551 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 1111
July 3717 2790 2600 190 6.8 1124 126 104
Aug. 3718 2 647 2481 167 6.3 1194
CONSTRUCTION OF BUILDINGS
Busiding permits granied Butidings completed Building-
Industrial Industrial wogks
Residen- ; Residen- P under
Period - Farm and Public : Farm and Public con-
ero Total bui}ldailngs buildings gﬁﬁgﬁ; buildings Total bui}:dailngs puildings belslg:g.;i buildings struc’{\ion
Million cubic metres
1 2 3 4 5 6 7 8 g 10 11
1984 4969 1993 5656 1745 314 4424 1765 513 1576 283 52.13
1985* 4817 1817 670 1653 341 4474 1740 494 1597 335 4964
1985*
Jan.-March 919 344 1.10 3.20 0.86 8.62 3.85 0.566 292 073 4781
Apr.-June 1713 727  3.09 480 075 10.18 4.08 0.72 357 1.0b 5B3.07
July-Sept. 1216 448 161 421 092 10.10 3.80 1.77 304 075 5642
Oct.-Dec. 969 298 090 432 088 1584 5.67 1.89 644 082 4864
1986*
Jan.-March 924 29 119 406 050 8.15 3.53 0.56 289 067 4675
Apr.-June 1642 667 293 468 089 4.74 2.05 0.65 1.37 036 5587
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BANK OF FINLAND’S CONVERTIBLE AND TIED FOREIGN EXCHANGE
RESERVES, 1981-86
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EXPLANATIONS RELATING TO THE STATISTICAL SECTION

BANK OF FINLAND

Page 4. Public sector: Claims = Government promissory notes +
Bonds + Total coinage + Other ciaims on the public sector. Other lia-
bilities = Cheque accounts + Counter cyclicai reserves + Counter-
cyclical deposits + Capital import aeposits ~ Other liabilities to the
public sector. Certificates of deposit are interest bearing. freely trans-
ferabie term liabilities of the Bank of Finland sold 10 the government.
Their maturities range from one week to one year. As from November
1. 1983. cenificates of deposit were replaced by the government
deposit account,

Page 5. Domestic financiai sector: Other liabilities, net = Capital
import deposits -+ Other liabilitres to financial institutions — Bonas —
QOther claims on financial institutions.

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

MONETARY POLICY INDICATORS

Page 6. All the figures except the average tending rate of the commer-
cial banks are mean values of daiiy figures for the month or year in
question. The average lending rate of the commercial banks s the
mean value of the end of the month iending rates weighted by credit
outstanding. The annual figure for the average lending rate is an
unweighted average of the weighted average monthly rates.

Gross centrai bank debt of the deposit banks = The commercial banks’
and Postipankki’s cheque account overdrafts ~ Call money credit.
Prior to January 1984 the average monthly amount of cheque account
overdrafts at base rate was restricted by the quota granted to each
bank. The banks could obtain central bank credit in excess of the
quota by borrowing on the Bank of Finland's call money market. As
from January 1984, the quotas were abolished and the only source of
central bank debt 1s now the call money market. There is nolongerany
absolute ceiling on call money credit. However, banks' borrowing 18
monitored and a bank whose borrowing exceeds a certain limitcomes
under the special surveillance of the central bank. The interest
charged on call money credit. the call money rate, 1s adjusted by the
central bank in line with monetary policy objectives at the time.
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 Finland made by the deposit
banks under the Cash Reserve Agreement of March 8, 1983. The
deposit banks consist of the commercial banks, co-operative banks,
savings banks and Postipankki.

The cash reserve requirement is set each month by the Bank of Finland
as the percentage of each bank’s stock of deposits which must be
deposited at the centrai bank. Deposits are t0 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
money by the deposit banks — Supply of call.money by the deposit
banks.

As from the beginning of 1986, the call money interest rate was dif-
ferentiated into two separate rates of interest. the rate on cail money
advances and a slightly iower one, the rate on call money deposits. As
from the beginning of 1986. the figures on page 6 and the chart illus-
trating the call money rate have been prepared on the basis of the rate
on call money advances.

Average cost of gross central bank debt= Costs of borrowing paid to
the Bank of Finland by the deposit banks. as a percentage of their gross
central bank debt, per annum.

FORWARD EXCHANGE MARKETS IN FINLAND

Page 7. The figures for columns 16 are calculated by the Bank of Fin-
{fand 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 columns 7—9 are based on monthly averages of daily representa-
tive quotations, as reported by the banks 1o the Bank of Finland.
The banks’ foreign currency positions shown in the chart at the bottom
of page 7 are monthly averages of daiiy spot and forward positions
vis-a-vis the markka as reported by the commerctal banks to the Bank
of Finland. The spot position includes all foreign currency-denominat-
ed assets and liabiiities of the banks, excluding their outstanding for-
ward contracts.

FOREIGN EXCHANGE RATES

Pages 8—9. Exchange rates are annual and monthiv averages of the
Bank of Finland's daily quotations. Currency index is annual and
monthly average of daiiy index numbers. The chart at the bottom of
page 8 shows the banks’ forward selling rates for the US dollar as
deviations from the spot rate.

DEPOSITS BY THE PUBLIC —

ADVANCES TO THE PUBLIC — MONEY SUPPLY

Figures for deposits and advances are supplied by the Central Statisti-
cat Office.

Page 10. Deposits by the public. The centrai government and the
financial institutions are mainly exciudeq from the public.

From 1974 deposits include domestic deposits denominated in
foreign currency.
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Page 11. Advances to the public. The centrai government and the
financial institunons are not inciuded 1n the public.

Postipankki's advances do not include loans granted by the State
investment Funa (INRA;j. Domesuc credits in foreign currency are
mainly granted by the cormerciai banks and the rest by Postipankki.
Money Supply M, = Finnish notes and coins in circulauon — Finnish
notes and coins hela by the banks ~ Demana deposits heid by the
public {inci. Demand deposits at the Bank of Finland). Quasi-Money =
T_m;e céeposi!s heid by the public (incl. Time deposits at the Bank of
Fintand).

Note: Domestc deposits in foreign currency inciuded in money supply
since 1974. in the money supply the pubiic includes non-monetary
financiai institutions.

STATE FINANCES

Page 12. Officiai 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 enterpnises are
included. Figures are reported on 8 cash payment basis.

FOREIGN TRADE

Pages 13—15, Figures supolied by the Board of Customs. indices (p.
13): The volume indices are caicuiated according to the Paasche for-
mula and the unit value indices according to the Laspevyres formuia.
Terms of rrade: the ratio of export indices to \import indices. Foreign
trade by countries: (p. 16): from January 1980 imports by countries of
origin. exports by countries of consignment.

BALANCE OF PAYMENTS

Pages 16—17 Figures are caiculatea by the Bank of Finland.
Cotumns 17 The figures for the trade and goods and services
accounts are 1n accordance with the System of Nationai Accounts.
Coumns 12-13. iong-term loans comprise financial loans ana
import and leasing cradits.

Column 16. Miscsllaneous iong-term capial items. net = direct
investment, net + portfolio investment by foreigners - financial loans
and development credits to abroad + Finland's subscriptions to inter-
national financial institutions, net.

Column 23. Changes In the foreign exchange reserves of the Bank of
Finland exciude 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 subscriptions to internationai financial nstitutions, Long-
term liabilities: Portfolio investment = the outstanding amount of
share issues by Finnish companies on foreign stock exchanges and of
securittes sold to foreign buyers through the Helsinki Stock Exchange.
Other = Leasing credits + subscriptions 1o international financial insti-
tuttons paid in the form of bonds.

Column 22. Debt service = Net investment iIncome of short-term and
long-term assets and liabilities + net amortisation payment of iong-
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 amarusation of the Bank of
Finiand’s reserve and oil credits.

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

WAGES — PRODUCTION

Pages 21-—-22. Figures suppiied by the Centrat Statstical Office.
Page 22. Index of industrial production caicuiated by the Centra) Sta-
ustical 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 ISIC. The seasonally adjusted series I1s calculated
by the Bank of Finland on the basis of the ingex of mdustniat produc-
tion per working day according to a method resembling the U.S.
Bureau of Census Method II.

LABOUR — TIMBER FELLINGS — INTERNAL TRADE —
CONSTRUCTION OF BUILDINGS

Page 23. iabour figures suppiied py the Central Statistical Office.
Commercial umber fellings compiled by the Forest Research institute,
Retailers’ and Wholesalers” volume indices supplied by the Central
Statistical Office. Construction of buildings figures caiculated ov the
Cenwral Statisticat Office.

Owing to rounding, the figures in statistical tanies do not necessarity
add up to the totals shown.

SYMBOLS USED-" * Preiiminary, r Revised. 0 .ess than half the final
digit shown, . rogically impossibie, .Notavaiiabie. — Nil. S atfected
by strike. — Break in series.




SOME PARTICULARS ABOUT FINLAND

FORM OF GOVERNMENT

From 165 to 1809 Finlana formed a part of the kKingdom of Swegen.
Connected from 1 809 with Russia, Finland was an autonomous coun-
try with the Emperor as Grand Duke until December 6.7 917, the date
of Finiand’s geclaration of indepenaence. The republican constitution
was adopted in 1919. The legisiative power of the country 1s vested in
Parliament and the President, The highest executive power 15 held by
the President, electea for a penoa of 6 years. The President for the cur-
rent term. January 27 1982, to March . 1988. is Mauno Kovisto.

Pariiament. compnsing 200 mempers 13 elected by universal suffrage
for a period of 4 years. ~he number of seats of the different parues in
Parfiament eiected in 1983 is as foliows: Social Demaocratic Party of
Finland 67. Nationai Coaiition Party 44, Centre Party 38, Democratic
League of the Peopie of Finlana 27. Finnish Rural Party 17. Swedish
People's Party 11 Christian League of Finland 3. The Greens 2 ana
Finmsh People's Constitutionai Party 7.

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

INTERNATIONAL ORGANIZATIONS

Finland became a memner of BiS 1930, IMF 1948. |IBRD 1948, GATT
1950. UN 1956, IFC 1956, IDA 1960. EFTA 1961. ADB 1966, OECD
1969. IDB 1977 and AfDB 1982.

LAND

THE AREA 15 338000 square kilometres (Greatl Britain's area is
244000 sq. km and Haly's area 301 000 sg. km). Of the total. inlana
waters form 9.4 %, Of the land area { 1980) 2.5 mill. ha (8.2 %) are culti-
vated and 19.7 mili. ha (64.5 %) are covered by forests.

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

POPULATION

NUMBER OF INHABITANTS {1984): 4.8 million. Sweden 8.3, Switzer-
tand 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. in North Finland 4.2 and in the whole country an
average of 16.1 inhabitants 1o the square kilometre. .

DISTRIBUTION BY AREA 11984): 40 % of the population inhabit the
rural areas. 60 %towns. The targest towns are: Helsinki (Helsingfors),
the capital, 484263 inhabitants, Tampere {Tammerfors} 168 150.
Turku {Abo} 162282

ZMPLOYMENT {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 personai services 28 %

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

EDUCATION (1986): Practically all persons over 15 vears of age are
literate. There are 8 universities {the oidest founded in 1640) and 12
colleges of university standara.

CHANGE OF POPULATION :1984): births 13.3 ¥, deaths 9.2 %,
change — 5.0 ¥ ,, net immigration + 3.8 ¥, Deaths in France 9.8 ¥,
and Great Britain 11.4 ¥4,

TRADE AND TRANSPORT

NATIONAL INCOME {1985}, in million FIM: Gross domestic produc: at
factor cost by industrial origin: agriculture and fishing 13 190 14 %),
forestry 10977 14 %), manufacturing 88794 {29 %), construction
23 138 {8 %), wrade. restaurants and hotels 32 163 11" %), transport
and communicanon 23 672 (8%}, panking and insurance 12 897314 %),
ownership of dwellings 19097 (8 %), other services 74707 [2E %).
total 296717, index of real domestic product 14 {198C = 100).

FOREST RESOURCES 171983}, The growing stock compnsea of 1660
million m? (solid volume with bark: of which 45 % was pine and 37 %
spruce the remaining 18 %bein% broad-leaved trees chiefly pirch. Of
the growing stock 656 million m® was up 10 the stanaard reauired for
10gs. 51 % of these being pine. The annuar growth was 68 million m
ana the totai drain calculated on the basis of roundwood consumption
was 49.4 million m2,

AGRICULTURE 11983). Cultvated tand 2.4 million hectares. Number
of noidings 208 229 of which 146 465 are of more than b ha. Measure
of self-sufficiency in pread cereals 93 %.

INDUSTRY 11983). Gross value of industrial proaucuon FiM 222 602
mill, number of workers 398066, saiarieg empioyeas 146503,
mative power 8.3 mill. kW. index of industnial production 107 1 for
1983 :1980=100}.

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

MERCHANT FLEE™ (Sept. 30, 1986): Passenger vessels 164 {294 305
gross reg. tons}, tankers 33 {604 653 gross reg. 10ns}, dry cargo ves-
sels 125 {479391 gross reg. tons}, other vesseis 105 (21 440 gross
reg. tons), total 427 {1 399 789 gross reg. tonsj.

AUTOMOBILES {Dec. 3%. 1986): Passenger cars 7 546084, iornes
a;\rlld%vg?g 1796837, puses 3C17 other automobiles 71867, total

FINNISH AIRLINES (Feb. 28. 1985), Finnairhasinuse 1 DC-8-62,3DC-
9-10.56DC-9-41,12DC-9-51, 3DC-9 Super82, 3DC-10-30, 1 DC-10-
30 ER and 3 Fokker F-27 Friendship MK. The company has scheduled
flights to 34 foreign and 21 domestic destinations.

FINANCE AND BANKING

CURRENCY. Since 1860C. Finland has had 1ts own monetary system.
From 1877 until 1914 the country was on the gold standard, and
returned to it in 1926. In 1931. the Central Bank's duty to redeem bank
notes In gotd was suspended and at the end of 1962 was entirely can-
celled. The monetary unit is the markka (plural: markkaa), which is
divided into 100 pennié (singular: penni). The abbreviation used for
the markka is FIM. The last par value of the markka was setonOct. 12,
1967 and was 0.21159 grams of fine gold per markka (equivalent, at
the time. to 4.20 markkaa per U.5. doilari. Since Nov. 1, 1977 the
external vatue of the markka has been officially expressed interms ofa
currency index. This index 18 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 20.2, DEM 19.3. GBP 14.6. USD 9.4. other currencies 36.5. The
permissibie range of fluctuation 1s about 2.25 per cent on either side of

th&theoretlcal arithmetic mean. The fluctuation linits are 106.0 and
101.3.

THE CENTRAL BANK. The Bank of Finland (estab. 1811 funcuons
under the guarantee and supervision of Parliament. Its Boaro of Mana-
gement is appointed by the President of the Republic: the Bank Super-
visors, ning in number, are efected by Parliament. The Bank has a nead
office in Helsinkl ana 12 prancnes in other towns.

CTHER CREDIT INSTITUTIONS {Dec. 31, 1986). There aretwo bigana
eight small commercial banks with in all 987 offices, 264 savings
banks, 37C co-operative banks, six mortgage banks, Postipankki and
three developmaent credit institutions. The co-operative stores accept
deposits from their members. The Sociat Insurance Institution and 48
private insurance sompanies also grant credits.

RATES OF INTERES™ (Mav 19. 1986). The Bank of Finland's base rate
s 7 %. The interest rates for domestic lending other than bank fi-
nancing by the Bank of Finiand vary between 4% % and 2% %. Other
credit insututions: time deposits Z % %: 6 month deposits 4 %; 12
month deposits 5% %; 24 month deposits 7.
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Aolf Kullberg

The Bank of Finland celebrates its 1/bth an-
niversary at a time when the environment in
which it operates is undergoing far-reaching
change. Financial markets in Finland have
become more open with respect to foreign
countries. Competition and vyield awareness
have clearly increased, and, with the decline in
the role of regulation, finance is to an ever-in-
creasing extent being intermediated on terms
ictated by market forces. In addition, entiraly
new vistas have been opened up in payments
technigues.

The background to these changes is the
general integration of the Finnish economy
with world markets. Increased interest rate and
exchange rate volatility and unprecedented
advances in telecommunications have been
major factors making for structural change.
These forces have also been at work in most
other western industrial countries. To some
extent, the onset of this process in Finland has
depended on the deliberate choice of the Bank
of Finland, which, rather than opposing the
changes, has sought - in keeping with 18
orimary function as the country's central bank
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THE BANK OF FINLAND

AND THE DEVELOPMENT

OF FINNISH FINANCIAL
MARKETS

by Holf Kullberg
Governor of the Bank of Finland

- to ensure that dsvelopment has proceeded
without jeopardizing the stability of financial
markets.

This is not the first time that a fundamental
transformation has occurred in the Bank of
Finland's sphere of activity. Looking back over
the Bank’s 175 years’ history, one soon realizes
that its current role and forms of activity are
the sum total of a whole series of periods of
profound change touching upon both the con-
ditions in which monetary policy has been
conducted in Finland and the methods of
monetary control applied.

THE COUNTRY'S FIRST BANK

3

After Russia’s conguest of Finland fro
Sweden, the country was annexed 10 the
Russian Empire as an autonomous grand
duchy in 1809. The Swedish Riksbank, which
is the world’s oldest central bank, already had
a long history behind it at that time. The Diet
{the Four Estates) petitioned the Tsar for the
foundation in the new state of a national
note-issuing bank on the Swedish model 10 be



placed under the administration of the Estates.
Alexander | considered the proposal too radi-
cal. However. to displace the Swedish curren-
cy that was still in general circulation In the
country, In 1811 ne set up an “Office of
Exchange, Lending and Deposits in the Grand
Duchy of Finland'*. which was subject 10 the
imperial government - the Senate - of Finland.
It was this institunon which was to develop
into the present Bank of Finiand. The Bank of
Finland was aiso autonomous Finiand's first
bank, for it was not until 1822 that the first
savings bank was founded in Turku. Initally,
however, the Bank’s note-issuing right was so
small that its kopeck, and later rouble, denom-
inated notes were insufficient to dnve the
Swedish notes our of general circulation.

Thus, during the first decades of its existence,
the Bank was unable to fulfil its task of
gstablishing a uniform monetary standard for
the country. The main emphasis of its business
was on the management of government funds
and lending on a modest scale. Although the
motives for the foundation of the Bank were
clearly consistent with contemporary ideas of a
central bank, the Bank’s entire 19th century
history can be seen as a process of maturing
into an independent central bank in charge of a
national banking system. To a very large
degree, this development was the outcome of
three periods of fundamental change.

It was with the monetary reform of 1840 that
the Bank of Finland became a note-issuing
bank responsible for the country’s monetary
transactions. Following the decisions of
Sweden and Russia to restore the convertibility
of their notes into silver, the Bank of Finland
finally succeeded in exchanging the Swedish
riksdalers circulating in Finland for its own
rouble notes. In the same context, rights
typical of a fully-fledged national note-issuing
bank were obtained for their issue. Within a
few years, the first contacts with foreign corre-
spondents were established and the discount-
ing of foreign bills was started, which greatly
facilitated Finland’s foreign trade. Thus the
prerequisites for the pursuit of an independent
foreign exchange policy began to take shape.

AN INDEPENDENT CENTRAL BANK

The next wave of far-reaching changes, which
started in the 1860s and continued intc the
following decade, set ir motion a process
wiich cuiminated in Finiand obtaining her own
monetary system and also in the Bank of
Finland becoming independert of the Govern-
ment.

The rouble's instabiiity following the suspen-
sion of its convertibility into silver during the
Crimean War led to efforts, under the leader-
ship of Faban Langenskidid, the head of the
financial section of the Senate, and his succes-
sor, J.W. Snelimar, to acquire for Finland a
monetary unit of her own. These endeavours
were also motivated by nationalist aspirations,
but these were not much discussed. Once a
new currency, the markka, had been intro-
duced and made convertible intc silver in 1865,
the rate of exchange in relation to the Russian
paper rouble started to fluctuate. From then
on, the Bank of Finland was obliged to assume
sole responsibility for the maintenance of the
value of the nation’s currency.

At the same time, the Bank of Finland, which
had formerly been subordinate to the Senate,
was made subject to the Estates. In 1875 the
administration of the State’s financial affairs
was largely transferred from the Bank to the
newly established State Treasurv. The inde-
pendent position thus acquired by the Bank of
Finland in respect 1o the country’s government
is still rare among central banks. Apart from its
legal significance, the Bank of Finiand’s special
position in the state administration has aiso
had an important bearing on how methods of
monetary controi have deveioped in Finland.
The banks® borrowing from the central bank
and the monetary policy measures relating to it
evidently would not have become so charac-
teristic of Finland's financial system had the
money supply beern based more on credit
granted to the State by the central bank.

The Bank of Finland developed into a central
bank proper in the course of the 1890s. As the
number of commercial banks increased and
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their business expanded, they began to reg-
ularly utilize the opportunity to rediscount bills
at the Bank of Finland. Thus the Bank of
Finland became for them both a source of
liquidity and lender of last resort. Nevertheless,
for a long period after this, the Bank of Finland
still continued 1o compete with private banks
in the credit market, in addition to its role as
the central bank.

This was already the time of the gold standard,
which, with the exception of an interruption of
more thar a decade caused by the First World
War, lasted from 1877 until 1931. While on the
gold standard, the Bank of Finland’s monetary
policy was formulated in accordance with the
requirements of exchange rates fixed in terms
of parities in goid and free international capital
movements. The primary and practically only
instrument of monetary policy was the dis-
count rate, changes in which were more or
less closely followed by the banks’ lending and
deposit rates. The room for manoeuvre in
interest rate policy was, however, very limited,
since the system did not allow large interest
rate differentials vis-a-vis foreign countries
without endangering the value of the markka
in gold, i.e. its exchange rate. Indeed, during
the period of the gold standard, international
interest rate differentials were surprisingly
small when viewed from the perspective of the
present day. This was particularly so prior to
the First World War, the fundamental reason
being the confidence in the permanence of
exchange rates that prevailed in the markets.

REGULATION OF FINANCIAL MARKETS

The time from the collapse of the gold stand-
ard in 1931 until the period of reconstruction
following the Second World War was charac-
terized by increased interference in the func-
tioning of the market mechanism in financial
markets. A regulatory framework was gradual-
ly built up comprising the following elements:
an interbank agreement on deposit rates, ex-
change control, regulation of banks’ lending
rates, regulation of bond issues, preferential
tax treatment of bank deposits and finally a
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qguota system for the banks’ central bank
borrowing at the discount rate and an associ-
ated penalty interest rate schedule.

A similar transition to direct regulation of
financial markets took place in most other
industrial countries in the 1930s and 1940s. An
obvious reason for this development was the
desire to safeguard the stability of financial
markets in the exceptional circumstances of
that time, first during the Great Depression
and then during the war. Another factor, the
influence of which should not be underes-
timated, is the revolution that had taken place
in economic policy thinking. The Keynesian
approach, which had made rapid advances,
cast serious doubts on the functioning of the
market mechanism and was inclined towards a
passive policy of low interest rates.

In Finland, the depression did not undermine
the financial system to the extent that it did in
many other countries. The purpose of the
regulatory measures was to safeguard the
country’'s external liquidity at a time when it
was desired 1o prevent a rise in interest rates.
A higher level of interest rates was considered
inappropriate both during the depression of the
1930s and the period of war and reconstruction
of the 1940s.

The reguiatory system proved very stable in
Finland and its main features remained essen-
tially unchanged until the end of the 1970s.
Nor should one belittle the tasks that were
carried out while this system was in existence:
a difficult period of reconstruction was suc-
cessfully completed and an investment pro-
gramme and the restructuring of the economy
were implemented on a scale that, even by
international standards, was outstanding. It
was this system, too, which financed the
unprecedented rapid growth of the economy
that continued until the early 1970s.

Regulation rendered decisions on the.rate of
interest a highly political issue, and thus the
benchmark for interest rates during the time of
the gold standard, the discount rate, became a
device serving primarily income distribution



ends and increasingly detached from the reality
of the marketplace. The actual tightness of the
financial markets was manifested in fluctua-
tions in the availability of credit and in the
charges that the Bank of Finland levied on the
banks’ central bank debt. The prevailing situ-
ation was revealed in a concrete fashion in the
interbank call money market that the Bank of
Finland opened in the mid-1970s. Initially, the
interest rate level in this market exceeded the
base rate by a full 20 percentage points,
despite the fact that the Bank of Finland had
made large placements in the market.

THE ROLE OF MARKET FORCES STARTS
TO GROW

The far-reaching changes now under way in
the Finnish financial markets have their origins
in the early 1980s. The Bank of Finland
withdrew from the forward exchange markets
and the controls on capital flows relating to the
covering of banks’ forward operations were
removed. Banks' borrowing at unregulated
rates of interest - so-called market money -
grew quickly to become a significant
phenomenon. This period also witnessed a
revival in the market for unregulated-rate tax-
able bonds, partly owing to tax concessions
and partly to financial innovation: economic
agents began to exploit the fact that these
bonds were outside the scope of both interest
rate and capital controis.

Thus, in Finland, the development of financial
markets towards a more market-oriented
system did not commence with the activation
of the former discount rate, which was now
called the base rate, but rather with the emer-
gence alongside the administratively controlled
markets of new, unregulated markets in which
the cost of funds was more or less closely
dependent on the call money rate. A dual rate
system came into being with all the tensions
and arbitrage opportunities that such a con-
figuration entails. The unequal treatment of
different financial claims in interest rate regula-
tion and taxation prompted round-tripping
operations within the financial system, which

in recent years have swelled the balance sheets
of companies and banking groups alike.

The disadvantages of the dual rate system are
so patent that it can be regarded as merely a
transitional stage. The aim must be to bring
unregulated rates and the base rate closer
together in a way that safeguards the position
of the base rate as the reference rate of the
interest rate system even without admin-
istrative interference in interest rate formation.
This objective is still rather distant. True,
interest rate controls have been aboiished in
respect of new loans and thus the most
important component of interest rate regula-
tion has come to an end. Many elements of
the old system of financial market regulation
nevertheless remain intact. The interbank
agreement on retail deposit rates and the
supporting legislation on tax exemption are still
in force, and the banks themselves have
shown little enthusiasm for starting to compete
through deposit rates.

Moreover, the liberalization of capital move-
ments has not proceeded as far as the dereg-
ulation of interest rates. The most important
steps taken so far in this sphere have been the
liberalization of the forward markets and of
long-term foreign credits raised by industrial
firms; on the other hand, some measures have
also been taken to tighten regulation. Notwith-
standing this, it has been possible to observe
that capital movements have become distinctly
more volatile than previously.

A few vears ago, it still seemed as though the
capital flows induced by changes in interest
rates were merely an annoying side-effect of
monetary policy, which, it is true, could occa-
sionally limit the leeway of the central bank,
but which clearly had not become a major
determinant of monetary policy. The present
situation has unquestionably changed in this
respect. We have, in an interesting way, ap-
proached a situation resembling that in which
monetary policy was conducted during the
gold standard: the exchange rate objective
imposes rather strict limits on interest rate
policy.
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A reduction in the autonomy of monetary
management is a logical consequence of
banks’ and companies’ increased freedom to
operate in foreign financial markets under the
fixed exchange-rate regime adopted by Fin-
land. Finiand is no exception in this respect.
Many other small countries have gained
experience of the difficulties that arise with a
loss in the independence of monetary policy.
Economies have become more susceptible
than previously to disturbances originating in
foreign exhange markets. The ability of eco-
nomic policy to influence especially the current
account balance seems to have weakened.
Adaptation to diminishing room for manoeuvre
in monetary policy could prove especially dif-
ficult in Finiand, where the central bank has
traditionally borne a major responsibility for
counter-cyclical policy.

FACING NEW DEMANDS

If it is desired to reduce the link between
foreign exchange markets and the level of
interest rates prevailing in domestic financial
markets, and thereby seek to acquire a greater
independence in monetary policy, then there
are in principle two ways in which this can be
done: either by making exchange controis
distinctly tighter than they are at present or by
allowing greater flexibility in exchange rates
than at present.

Both ways involve obvious disadvantages. Ad-
mittedly, more stringent exchange controls
might make it possible to prevent speculative
capital flows, but at the same time the process
of internationalization, which 1s vital for the
continued growth of the Finnish economy,
would be retarded.

Considered from this point of view, the al-
ternative of allowing market forces greater
influence in determining the value of the mark-
ka in foreign exchange markets would appear
more attractive. This would, of course, have tc
take place within the fluctuation margins set
for the currency index at any time. The draw-
back here is that greater exchange rate fiuctu-
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ation would aiso increase uncertainty precisety
where it wouid clearly be detrimental, that is,
in import and export trade. However, firms
engaged in foreign trade can, to a large extent,
hedge against short-term fluctuations of this
kind by recourse to the forward markets. We
are nevertheless still a long way off from this
situation - nor will the transition to it be easy in
a country as inflation-prone as Finland is.

Notwithstanding what has been stated above,
it is clear that a certain reduction in the
autonomy of monetary policy is the unavoid-
able price which must be paid for the advan-
tages which participation in international eco-
nomic integration brings to a small country, in
particular. Developing the techniques of mone-
tary control offers primarily an opportunity 10
create increased short-term leeway within the
bounds set by the fixed exchange rate
objective, not only for monetary policy but also
for fiscal and income policies. These bounds
do not constitute a barrier to the pursuit of
coordinated counte}-cyclical policy. But they
do mean that a faster rate of inflation than
abroad and continual current account deficits
would necessitate more stringent monetary
policy in order to combat the pressure on the
exchange rate. Accordingly, the coordination
of different segments of economic policy is
today more important than ever in striving for
stable and balanced economic growth.

Despite the structural change and deregulation
of interest rates that have already taken place
in the domestic financial markets, further
significant changes can certainly be expected
in the future. On the one hand, as international
linkages increase, an essential requirement for
the smooth and stable functioning of markets
is that they are deeper than at present and that
they offer a wider range of financial instru-
ments, for instance, as regards available
maturities. On the other hand, competition,
which will obviously sharpen, and interest and
tax arbitrage require that the taxation treat-
ment of different financial claims and the
regulations governing the activities of financial
institutions should in the future constitute a



more coherent and harmonious whole than at
present.

In the Regulations for the Bank of Finland, the
principal function laid down for the Bank is to
maintain a stable and secure monetary system.
This function is particularly timely now that

rapid structural changes are taking place in
international and domestic financial markets.
Despite the fact that flexibility will be needed
in seeking to develop the instruments of mone-
tary policy and financial markets as a whole,
the basic objectives of the Bank of Finland’s
activities will remain unchanged.
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MONETARY AND FOREIGN EXCHANGE POLICY MEASURES
FROM DECEMBER 1985 TO NOVEMBER 1986

1985
December

Call money market. The Bank of Finland iow-
ers the call money rate from 12.0 10 11.7 per
cent as from December 27.

Cash reserve requirement. The Bank of Finland
lowers the cash reserve requirement from £.6
per cent to 5.3 per cent of the total stock of
deposits at the end of December.

1986
January

Interest rate policy. The Bank of Finland iow-
ers its base rate from 9.0 toc 8.5 per cent as
from January 1, 1986. In the same context, the
upper limit on the banks’ iending rates is
rescinded. The Bank of Finland requires, how-
ever, that the rates of interest applied to loans
granted for the acquisition of a dwelling in-
tended for own use are not raised in relation 10
the base rate.

As a result of this decision, the rates applied
by the banks to existing loans and tax-free
deposits are also generally presupposed to fall
by 0.5 percentage point.

Reguiation of average lending rates. The Bank
of Finland revises its regulation of banks’
average lending rates. With effect from the
beginning of 1986, the average interest rate at
the end of each calendar month may at most
be the Bank of Finland’'s base rate plus 1.76
percentage points. If the average interest rate
on a bank's total markka-denominated de-
posits exceeds the Bank of Finiand’s base rate
by more than 1.25 percentage points, a bank’s
average iending rate may at most equal the
average deposit rate for the month in question
plus 0.5 percentage point.
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Call money market. From the beginning of
1986, the Bank of Finland revises the sysiem
applied ir the call monev market, so ihat it
pavs a lower rate of interest or deposits than it
charges on call money advances.

The rate on call money advances remains at
11.7 per cent while the rate on call money
deposits is 11.0 per cent as from January 2.

Revision of foreign exchange reguiations. In
connectior: with the renewai of the Foreign
Exchange Act. which enters into force at the
beginning of the year, the Bank of Finland
updates and partially liberaiizes the foreign
exchange regulations, the revised regulations
alsc becoming effective on January 1, 1986.

Among other things, the penaity surcharge
scheme applied to short-term import credits is
abolished; the maximum period for suppliers’
credit which does not require the special per-
mission of the Bank of Finland is now six
months. Investments in securities quoted
abroad and in the form of funds held in
accounts with foreign monetary institutions are
permitted up 10 a maximum of FIM 10 000 a
year per resident. The upper limit on foreign
exchange which may be acquired for the
purchase of a second home abroad is raised to
FIM 600 000. Authorized banks are granted the
right to surrender travel exchange without
upper limit on the basis of a breakdown of
costs drawn up by the purchaser of travel
exchange. Securities brokers are accorded the
same rights as the authorized banks 10 act as
intermediaries  in  securities  transactions
between residents and non-residents.

Cash reserve requirement. The Bank of Finland
iowers the cash reserve requirement from 5.3
per cent to 5.0 per cent of the total stock of
deposits at the end of January.

Paymernits arrangement between Finiand and
Czechoslovakia. In keeping with an agreement



conciuded Dbetween Finland and Czecho-
slovakia in August 1985, the practice whereby
transacuons are setiled in conrvertible curren-
cies is extended for three years from the
beginning of 1986. Under the agreement, the
pavments arrangement is henceforth 10 be
ranewed automatically for three vears at a time
untess otherwise agreecd upon subsequentiy.

Payments arrangement between Finiand and
Poland. ir accordance with an agreement
concluded 1n December 1985, payments
between Finiand and Poland in 1986 may be
effected in Finnisn markkaa as well as in US
dollars.

Call money market. The Bank of Finiand iow-
ers the rate on call money advances from 11.7
tc 11.4 per cent and the rate on call money
deposits from 11.0 w0 10.7 per cent as from
January 24.

February

Cash reserve requirement. The Bank of Finland
lowers the cash reserve requirement from 5.0
per cent 10 4.7 per cent of the total stock of
deposits at the end of February.

March

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

Call money market. The Bank of Finland low-
ers the rate on call money advances from 11.4
tc 11.2 per cent and the rate or call money
deposits from 10.7 tc 10.5 per cent as from
March 3.

investment reserves. On March 20, the Council
of State decides to release, as from Qctober 1,
1988, investment reserves made by companies

for accounung periods ending in 1984 for use
sisewhere than in the Greater Helsinki area.
The utilization period is to expire or December
31, 1987.

May

Interest rate policy. The Bank of Finland iow-
ers its base rate from 8.0 to 7.0 per cent as
from May 19, 1986. At the same time, the
raies applied by the banks to existing loans fall
by one percentage point, whereas the rates
applied 10 12 and 24 month deposits fall, at
most, by 0.75 percentage point. The rates
applied to other tax-free deposits falf, at most.
by one percentage pomnt.

Regulatior: of average lending rates. The Bank
of Finland raises the upper limit on the banks’
average iending rate in relation.tc the base rate
by 0.25 percentage point with effect from May
19, 1986. The new upper limit is the Bank of
Finland’s base rate plus 2 percentage points or
9.0 per cent. !f the average interest rate on a
bank’s totai 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 guestion plus one
percentage point.

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

Effepuve Rate on call Rate on call
as from money advances  money deposits
Per cent Per cent

Mav 13 12.0 125

Mav i4 16.3 18.3

Mav 16 4.3 13.3

May 2C ! 12.0 2.2

Mav 20 ill} 12.C 5

May 22 1.0 1C.3

Amendmernits 1o Foreign Exchange Reguia-
tions. The authorized banks are granted per-
missior to use foreign credit to finance their
customers’ long-term export receivables as
from May 13, 1986. Similarly, exporters are, on
appiicatior.. granted permission to raise foreign
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finance in their own names in order to finance
their long-term export receivables.

As from May 16, 1986, the Bank of Finland
removes the upper limit on the amount of
foreign financing credits for imports mediated
bv banks. At the same time, the Bank decides
1o start treating domestic foreign currency
deposits received by banks as equivaient to
banks' foreign borrowing; subsequent 1o this,
banks are, in practice, no longer able to grant
domestic credits denominated in foreign
currency.

June

Call money market. The Bank of Finland low-
ers the rate on call money advances from 11.0
10 10.8 per cent and the rate on call money
deposits from 10.3 to 10.1 per cent as from
June 6.

Amendments to 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 Finnish
bonds and debentures to 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 Finland.

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

In addition, the Foreign Exchange Regulations
are relaxed mainly with respect to payments
for goods and services, and certain quan-
titative limits included in the Foreign Exchange
Reguiations are raised.

FIM bond issue by the Nordic Investment
Bank. The Nordic Investment Bank issues FIM
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bonds in Finland totalling FIM 250 million, up
10 half of which the Bank of Finland permits to
be sold directly to foreign investors. At least
half of the issue is 10 be sold to domestic
investors, but once quoted on the Helsinki
Stock Exchange, the bonds can be soid and
purchased abroad on the secondary market
through the Stock Exchange.

August

Call monev market. Or July 31, the Parliamen-
tary Bank Supervisors extend to the Board of
Management of the Bank of Finland, until
further notice, unlimited powers to raise the
call money rate. In this context, the Bank of
Finland decides to introduce, as from August
1, a call money rate policy under which call
money rates are henceforth 10 be determined
in accordance with the foreign exchange re-
serves. Thus, call money rates are to rise 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 advances money deposits
Per cent Per cent
August 1 (1) 11.2 10.2
" 1 {n 11.6 10.6
" 4 12.4 14
5 {1) 13.2 12.2
5 {il) 15.2 14,2
5 {HN) 25.0 24.0
7 40.5 39.0
" 14 36.0 34.0
' 15 {i 30.0 29.0
" 15 25.C 245
18 20.0 19.0
20 19.6 18.0
" 26 18.0 17.0
26 17.0 16.C

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

Revision of foreign exchange reguiations. As
from August 1, the Bank of Finland decides to
exempt from regulation foreign credits with a



maturity of at least five years raised by man-
ufacturing and shipping companies for financ-
ing their own operations. The decision on the
removal of control does not apply 1o bond or
debenture issues denominated in Finnish mark-
kaa.

September

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

Effective Rate on call Rate on call
as from money advances monev deposits
Per cent Per cent

September 2 16.C 1£.0
September 5 15.06 14.0
September ¢ 14.0 13.0
Septemper 12 135 125
September 18 13.0 1.2.9
September 286 12.5 115

Cash reserve requirement. As an exception 10
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 Finland
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:

Effective Rate on call Rate on call
as from money advances money deposiis
Per cent Per cent
October 2 120 1.c
October 16 1.8 10.8

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

In the same context, the Council 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 10 investment reserves 1o be
used during accounting periods ending
between November 1, 1986 and December 31,
1987.

Change in the cash reserve agreement. Samuel
Montagu 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 Heisinki 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 canceis 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.
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ITEMS

The Bank of Finland's new bank note
series. The Bank of Finland is to put a new
series of Finnish bank notes into circulation.
The new series will be introduced gradually
and will circulate alongside the old bank notes.

The major, reason for the change-over 1o an
entirely new series of bank notes is the desire
to improve the security and reliability of Fin-
land's ‘paper money.

£

The pictorial motifs chosen for the new bank
note series emphasise the division of Finnish
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The front of the 1000 markkaa note. Anders
Chydenius {1729— 1803} was a clergyman and an
important economist.

BOBUOB0HO0
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The front of the 100 markkaa note. Jean Sibslius
(1865 1957} ranks as one of the foremost
orchestral composers in the history of music.

QooBoBaNon

D00

5500000008

The front of the 50 markkaa note. Alvar Aalto
{1898 — 1976} was one of the world’s inost outstand-
ing architects of the functionalist period and the
period succeeding it
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history into three main periods: the period of
Swedish rule, the period of autonomy and the
period of independence.

The new series comprises all present denomi-
nations and a new denomination, a 1000
markkaa note. The size of the new notes is
exactly the same as that of the old ones.

2

The 1 000 markkaa note and the new 100 and
50 markkaa notes are being issued in Decem-
ber 1886. The new 500 markkaa and 10 mark-
kaa notes will be issued in 1987,

The back of the 7 000 markkaa note. The mon-
ument King’'s Gate is part of Suomenlinna or Via-
pori, the sea fortress Jocated at the entrance to
Helsinki.

The back of the 100 markkaa note. A view of a
forest lake with swans, which has associations with
the national romantic spirit at the turn of the
century and the music of Sibelius.

The back of the b0 markkaa note. Finlandia Hall,
located in Helsinki on the shore of To6ionlahti, was
designed by Alvar Aalto and is one of the
best-known products of modern Finnish architec-
ture.



Transfer of the share capital of the Mort-
gage Bank of Finland Ltd to Postipankki.
The Bank of Finland sold the share capital of
the Mortgage Bank of Finland Ltd 1o Pos-
tipankki with effect from November 7, 1986.

There will be noc change In the activities of the
Mortgage Bank of Finland Ltd as a result of
the change of ownership. Rather, the compa-
ny will continue to grant iong-term domestic
and foreign credits to industry.

It has also been agreed that the Mortgage
Bank of Finland Ltd will continue tc finance
investment in environmental protection until
the beginning of the 1990s. In the meantime,
an investigation is t¢ be made into the pos-
sibilities of replacing the present financing
scheme for nvestment in environmental pro-
tection by a new arrangement.

The Mortgage Bank of Finland Ltd was
founded in 1956 for the purpose of raising
long-term credits abroad on behalf of the Bank
of Finland and using such funds to extend
credits to Finnish industry against mortgage
security.

Publication of the Bank of Finland. The
following publication has appeared in series
B:41: Kari Puumanen, Three Essays on
Money, Wealth and the Exchange Rate,
doctoral dissertation presented to the Helsinki
School of Economics, Helsinki 1986, 143 pp.
{SBN 951-686-119-9, ISSN 0357-4776.

The three essays of the dissertation report
research on interrelated theoretical issues in
open economy monetary dynamics. The
subject matter of the first essay is the so-called
negative net foreign asset problem’ encoun-
tered by several authors who have emploved
directly postulated portfolio balance models of
the exchange rate. The puzzle is that modeis
that at first sight appear quite plausible and
well-behaving turn out to produce instability
and perverse comparative statics when
allowance is made for the occurrence of net
debtor positions in foreign currencies. )t has
been argued that this problem can be solved

by assuming rational expectations and
stabilizing speculation. In this essay it is de-
monstrated that the local saddie-point stability
thereby achieved is not sufficient to remedy
the shortcomings of the model. It is then
argued that the negative net foreign asset
problem is merely spurious and due to hidden
inconsistencies in the model specification. A
revised model is constructed that avoids these
pitfalls without changing the basic idea of the
portfolic balance approach. Stability in the
revised mode! is dependent on the character-
istics of the assumed consumption function,
but does not depend on the sign of the net
foreign currency position, nor on whether ex-
pectations are static or rational.

The second essay considers equilibrium ex-
change rate and price dynamics in a Sidrauski-
type monetary growth model, where there is
no steady state. Consumers maximize over an
infinite horizon applying a constant rate of time
discount, which 1s assumed -1¢ differ across
countries. This provides the driving force for
the wealth accumulation process, which tends
to a boundary of the feasibie states rather than
to an interior steady state. Despite the lack of
a steady state and thus of a proper saddle
path, the model nevertheless provides for a
state-dependent perfect foresight monetary
equilibrium, which together with the real
growth process determines the equilibrium
path of the exchange rate and other monetary
variables. In the case where utility separates in
money and goods, the model features mone-
tary superneutrality and the equilibrium is uni-
que for non-negative money supply expansion
rates. Moreover, since bonds denominated in
different currencies are perfect substitutes
under deterministic perfect foresight, the bond
porifolios are arbitrary. Therefore, possibie
“real bond -effects” due to unexpected
changes in policy cannot be analyzed with this
model.

The inird essay examines monetary policy and
exchange rate dynamics ir: a stochastic generai
equilibrium modei with rational expectations
and optimizing agents. Uncertainty derives
from two ultimate sources, random variations
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in output, on the one hand, and in money
supplv, on the other. The vanabies of the
mode! are specified as Ho-processes and the
model 1s solved using continuous time slocnas-
1c optimization iechniques.

The main results are as follows. Structural
properties such as the superneutrality of
money or the iack of it 1s not aifected bv the
mere substitution of stochastic for determinis-
tic foresight. The randomness of the money
supply reduces the nominai interest rate and
therefore increases the demand for real bal-
ances and iowers the current lever of output
price. It also increases the variance of infiation,
but does not affect the average inflation rate.
The randomness of output increases both the
mean and the variance of inflation. A negative
correlatior of money and output, whether due
1o automatc financing of fiscal drag by the
central bank or to discretionary countercvclical
monetary policy, increases both the mear and
the variance of inflation. The model thus lends
some support 1o views that advocate the
independence of central banking from govern-
ment financing.

Whiie agents are free to borrow or lend inter-
nationally 1n erther currency, it turns out that
equilibrium holdings of bonds are zero in both
countries. Therefore, contrary to earlier views
in finance literature, international bond mar-
kets do not serve as a vehicle for pooling the
purchasing power risks of national money
supplies. The reason is that the component of
purchasing power risk which is due tc money
supply randomness nets out against the risk in
the present value of the monetary transfer
from the government of each country to its
own residents. This result highiights the im-
portance of generai equilibrium analysis in
finding out the full consequences of a fiat
monetary svstem for prices, wealth and risk.
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