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FINLAND'S TRADE POLICY AND TRADE POLICY AGREEMENTS 
by Veli Sundback, Deputy Director-General 
External Economic Relations 
Ministry for Foreign Affairs 

I t is quite natural that under 
normal conditions a small 
market economy should 

opt for an open trade policy 
which aims at the liberalization 
of trade. Securing well ­
balanced social development 
and sustained economic 
growth and improving the na­
tion's standard of living require 
imports of raw materials, in­
termediate goods and con­
sumer goods on a large scale. 
Similarly, a small country must 
be able to ensure that its goods 
benefit from equitable com­
petitive conditions in export 
markets in order to maintain 
and expand profitable produc­
tion at home. 

LIBERAL TRADE 
POLICY 
Accordingly, since the sec­

ond world war Finland has con­
sistently pursued a trade policy 
which seeks to establ;sh and 
expand trade relations and 
remove obstacles to economic 
interaction on as wide a basis 
as possible. At the same time, 
Finland has participated in im­
provi ng and simplifying the 
rules governing world trade. Al ­
though the specific content of 
the measures taken has varied 
and their timi ng been depend­
ent on the changing economic 
envi ronment, the basic orienta­
tion of trade pol icy has remain­
ed unchanged in Finland. 

The experiences gained 
have been positive. Open trade 
pol icy has enabled Finland to 
consol idate its position abroad 
and to develop its relations with 
other countries in a way which 
has also supported Finland's 
policy of neutrality. Moreover, 
the competitiveness of Finnish 
companies in international 

markets has been safeguard­
ed . Foreign trade has devel­
oped favourably, the economy 
become stronger, the produc­
tion structure diversified and 
the standard of living risen . In a 
few decades, Finland has 
come to rank amongst the 
world 's richest nations 
measured in terms of national 
income. In 1986, Finland's per 
capita GDP was USD 14350, 
placi ng Finland ninth amongst 
the OECD countries after 
Switzerland, the USA, the 
Federal Republic of Germany, 
Japan and the other Nordic 
countries but before e.g. 
France, Italy, the UK, Austria 
and Belgium. 

CHART 1. 

The gradual liberalization of 
foreign trade has led to a deep­
going and relatively rapid 
restructuring of the Finnish 
economy. At the end of the sec­
ond world war, the Finnish 
economy still displayed many 
features characteristic of a 
developing country. Almost 
half of the population earned its 
livel ihood from agriculture and 
forestry. In the other Nordic 
countries the corresponding 
figure was only 20 to 25 per 
cent. Today, the farming 
population accounts for no 
more than 8 to 9 per cent of 
Finland 's total population of five 
mil lion. In 1950, the forest in­
dustry dominated Finnish ex-
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ports with a share of almost 80 
per cent, while the share of met­
al and engineering industry 
products was only some 5 per 
cent. In 1987, their respective 
shares were roughly equal , 
both accounting for almost 40 
per cent (Chart 1). 

From the point Of view of the 
economy, diversification of the 
industrial base has been 
necessary to secure and im­
prove Finland's competitive 
position in international 
markets. Clearly, however, such 
rapid and drastic structural 
change cannot take place with­
out problems. Companies, 
even entire industries, which 
have lost their competitive edge 
have encountered difficulties. 
Th is is the price an open 
economy has to pay for par­
ticipating in the international 
division of labour. The 
sacrifices for the employees 
and owners of companies 
which have to close down may 
be very heavy indeed, par­
ticularly at times of high 
unemployment. 

In such circumstances, pro­
tectionism may seem like an at­
tractive option . Protectionist 
measures may even be justified 
in providing temporary relief for 
areas and branches in trouble 
until the necessary adjustment 
has taken place. In Finland , 
customs duties are high only in 
a very few sensitive branches, 
mainly in the textile and clothing 
industry. Import protection of 
key agricultural products has 
been kept high in order to 
secure a high level of self­
sufficiency. Curtailing imports 
has necessitated special 
measures, such as import 
deposits in the early 1970s 
when balance of payments 
problems were most severe. 
But, apart from a few excep­
tions, Finland has not resorted 
to protecting its industry with 
trade barriers. Compared inter-­
nationally, Finland has a good 
record as far as protectionism is 
concerned. Liberal trade policy 
has been possible in Finland 
because of the wide support it 
has enjoyed in all circles, in-

4 clud ing the trade unions. 

Besides undergoing a 
radical restructuring , Finland 's 
economy has become increas­
ingly dependent on foreign 
trade. Export earnings account 
for some 30 per cent of GDP 
More than half of the output of 
Finnish industry goes to ex­
ports, while two-thirds of 
Finland 's energy requirements 
are imported. Raw materials, in­
termediate goods and invest­
ment goods make up some 80 
per cent of Finland 's total im­
ports. Finland accounts for 0.7 
per cent of world trade while 
Finns make up only 0.1 per cent 
of the total world population. 

TME DEVELOPMENT 
OFTMETRADE 
AGREEMENT 
NETWORK 
The main features of the 

development of Finland 's net­
work of trade agreements from 
the 1940s onwards closely 
follow the general trends in 
post-war trade policy. This is on­
ly natural - Finland cannot ex­
ert a particularly strong in­
fluence internationally, and 
thus has had instead to adjust to 
developments in trade policy in 
the world at large. 

In the stringent conditions of 
the post-war period , trade 
policy was characterized both 
in Finland and abroad by strict 
regulation of foreign trade. The 
volume of exports and imports 
was determined by bilateral 
trade agreements and annual 
protocols on the exchange of 
goods. They were designed to 
maintain trade in full balance or 
at least to achieve as good a 
balance as possible. Payments 
were effected through clearing 
accounts held with central 
banks. 

Membership of the 
IMFandGAn 
However, the system applied 

in the years of reconstruction 
was rigid and inappropriate 
from the economic point of 
view. Fairly soon after the war in­
ternational trade was put on a 
more flexible footing by the in­
troduction of new rules and the 

gradual liberalization of trade. 
The International Monetary 
Fund (IMF) was set up in 1945 to 
maintain the stability of the ma­
jor international trading curren­
cies and to promote their con­
vertibility. Finland joined the 
IMF in 1948. 

Finland signed the General 
Agreement on Tariffs and Trade 
(GATT) in 1950 and has since 
taken an active part in the GATT 
negotiation rounds. These 
decisions meant that Finland 
became a part of the system of 
open multilateral world trade by 
the beginning of the 1950s. 

Trade agreements 
with the Soviet Union 
A strong impetus to the 

development of Finnish foreign 
trade came from the war 
reparations to the Soviet Union . 
They also provided a basis for 
its diversification. Two-thlrds of 
the reparations had to be paid 
in metal and engineering in­
dustry products, ships and ma­
chinery, which had not 
previously been manufactured 
in Finland in sufficient quan­
tities to satisfy even domestic 
demand. Finland was forced to 
double its production capacity 
of these products in a fairly 
short time so as to be able to 
complete the payment of 
reparations by 1952. 

An important development 
as regards trade policy was the 
conclusion of a trade agree­
ment between Finland and the 
Soviet Union in 1947, which in­
cluded the most-favoured­
nation clause. In 1950, before 
the completion of the payment 
of reparations, Finland and the 
Soviet Union introduced the ar­
rangement of five-year frame­
work agreements, the first of 
which was for the years 
1951-1955. 

Since that time the Soviet 
Union has been an important 
trading partner for Finland , its 
share in Finland 's total trade (15 
to 25 per cent) being larger 
than its respective share in the 
trade of any other western in­
dustrial country. The trading 
system based on clearing ac-
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counts, framework agreements 
and annual protocols on the ex­
change of goods has been im­
proved and expanded over the 
years. The arrangement guar­
antees a stable basis for 
Finn ish-Soviet trade and has 
proved useful in evening out 
cyclical fluctuations in western 
trade. 

Liberalization, the 
Helsinki Club protocol 
Finland rejected Marshall 

aid for political reasons and 
consequently remained out­
side the Organization for Euro­
pean Economic Cooperation 
(OEEC) set up by the recipient 
countries and the European 
Payments Union connected 
with it. It was within these 
organizations that in the mid-
1950s Finland's Western Euro­
pean trading partners agreed 
on the liberalization of their 
trade by means of the free list 
treatment and on the convert­
ibility of their currencies. The 
OEEC countries included 
Finland 's most important trad­
ing partners (Chart 2). Finland 
had to safeguard the markets 
for its exports of industrial prod­
ucts, primarily those of the 
wood-processing industry but 
also those of the metal and 
engineering industry. This re­
quired a gradual shift in Finnish 
trade policy from trade con­
ducted on rigid bilateral lines 
towards multilateral trade, par­
ticularly as new regional 
market arrangements were 
being planned in Europe. 

As Finland did not belong to 
the OEEC nor to the European 
Payments Union , a separate ar­
rangement was decided on in 
the form of the Helsinki Club 
protocol. It was signed between 
Finland and 11 OEEC countries 
in 1957. It was agreed, initially 
only for 6 months, that Finland 
would open global quotas, 
within which importers would 
be allowed to use their quota 
share for purchases from any 
country that was a signatory to 
the agreement. In return , the 
OEEC countries which signed 
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CHART 2. 
FINLAND'S MAJOR TRADING PARTNERS IN 1950 AND 1987 
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the Helsinki protocol agreed to 
treat Finnish exports in accord­
ance with their current free 
lists. The agreement also in­
cluded stipulations on the 
transfer of currency claims be­
tween countries. After a major 
devaluation in the autumn of 
1957, Finland took the initiative 
of totally freeing from licencing 
the major part (some 3/4) of its 
imports from Western Europe. 

These decisions marked a 
major step away from the 
regulation of foreign trade to-
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wards an open economy and 
free trade. 

Finnefta a~reement 
At around th is time, regional 

integration had gained new 
momentum in European trade 
policy. The Six - the Federal 
Republic of Germany, Italy, 
France, Belg ium, the Nether­
lands and Luxembourg -
founded the European 
Economic Community (EEC) 
and Euratom in 1957 alongside 
the European Coal and Steel 5 



Community established in 
1951 , while the more widely­
based Western European free 
trade project (the Maudling 
round) planned within the 
OEEC was dropped. The 
OEEC countries which remain­
ed outside the EEC responded 
by founding their own free trade 
association EFTA. Negotiations 
were held on a customs union 
within the Nordic countries but 
did not lead to any agreement. 
Finland took part in these Nor­
dic negotiations. 

Finland did not participate in 
the negotiations on the founda­
tion of EFTA and did not join the 
founder members of the 
organization. 

However, as the founder 
members of EFTA included 
Finland's Nordic neighbours 
and the UK, which at the time 
was Finland's main trading 
partner accounting for some 
24 per cent of Finland 's total 
exports in 1960, it was vitally 
important for Finland to par­
ticipate in the free trade be­
tween the EFTA countries so 
as to secure its competitive 
position. This led to the signing 
of the Finnefta agreement in 
1961 , a separate agreement 
between Finland and the EFTA 
countries. The agreement pro­
vided Finland with essentially 
the same rights and obligations 
as the other EFTA countries 
with the exception that Finland 
retained the right to maintain 
licencing of fuels and fertil izers; 
this exception was retained 
after Finland became a full 
member. Participation in 
EFTA has had a decisive im­
pact on the opening up and 
development of Finnish foreign 
trade. It is also important that 
through EFTA, which does not 
have supranational decision­
making powers, Finland has 
been able to take part in Euro­
pean economic cooperation in 
a way that is in accordance with 
its policy of neutrality. 

Under a tariff agreement 
concluded in t961, Finland 

6 granted the Soviet Union the 

same tariff treatment as the 
EFTA countries. 

The EFTA arrangements 
also meant free trade between 
the Nordic countries. In fact, the 
Nordic countries' own plans for 
a customs union had not been 
implemented because of the 
more extensive Western Euro­
pean agreements. Very close 
Nordic cooperation had evolv­
ed within the Nordic Council , 
which Finlandjoined in 1955. Its 
major achievements besides 
economic cooperation include 
a common labour market and 
the Nordic passport union. The 
Nordic countries account for 
about one-fifth of Finland 's total 
trade, and the goal of making 
the Nordic area into a genuine 
domestic market is important to 
Finland . 

Free trade agreement 
with the EEC 
The first enlargement of the 

EEC in the early 1970s altered 
the existing trade policy set-up 
to such an extent that Finland 
had to react to it in order to pro­
tect its own interests. Finland 
now had to face the challenge 
of an even wider free trade 
area. However, developments 
in the 1960s had provided it 
with some readiness to take up 
the challenge: free trade with 
the other EFTA countries had 
been achieved in 1968; Finland 
had also taken active part in the 
GATT tariff reduction rounds 
and joined the OECD in 1969; 
Finland 's foreign trade had 
become increasingly liberal , 
and the Finnish economy had 
diversified and strengthened. 

The positive experiences of 
free trade in EFTA facilitated 
Finland's decision to sign a free 
trade agreement in 1973 with 
the EEC, which had expanded 
from six members to nine (now 
including the UK, Denmark 
and Ireland). Finland 's agree­
ment with the EEC has proved a 
succes and Finnish trade with 
the Community has developed 
in a balanced way. When the 
other countries which had re­
mained within EFTA concluded 

similar free trade agreements 
with the EEC, the resulting net­
work of agreements meant the 
emergence of a wide Western 
European free trade area. With 
the entry of Greece and Spain, 
it expanded to comprise a total 
of 18 countries and a market of 
some 350 million people. Thus 
the network of agreements of 
the EFTA countries and the 
European Community (EC) 
created essentially the same 
kind of free trade area as had 
been discussed in the Maudl­
ing round. The difference 
lay in the structure of the 
agreements. 

Trade liberalization 
agreements with 
European socialist 
countries 
Coinciding with Finland 's 

agreement with the EEC in the 
early 1970s, Finland concluded 
a cooperation agreement with 
the Council for Mutual Eco­
nomic Assistance (CM EA) and 
trade liberalization agreements 
with most of the European 
socialist countries. 

The agreements with Hung­
ary, the German Democratic 
Republic, Czechoslovakia, Bul­
garia and Poland grant these 
countries similar free trade 
treatment to that in the trade 
with the EEC. They differ from 
Finland 's EEC agreement in 
that those CMEA countries 
which do not have effective 
customs tariffs are committed 
to take internal measures to 
provide Finland with reciprocal 
trade concessions in their own 
markets. The experiences gai n­
ed from the implementation 
of reciprocity vary from country 
to country. The system of 
agreements between Finland 
and the Soviet Union was ex­
tended in 1955 by an agree­
ment on scientific and technical 
cooperation and in 1967 by the 
setting up of an economic com­
mission and the introduction of 
a long-term programme for 
economic cooperation. 

At the multilateral level 
Finland seeks to develop east­
west economic cooperation 

both within the Economic Com­
mission for Europe (ECE) of the 
United Nations and the Con­
ference on Security and 
Cooperation in Europe (CSCE) . 
Since 1955, Finland has taken 
an active part in the extensive 
activities of the ECE, which 
focus on the development of 
trade and transport, energy 
and environmental issues. As 
host to the Helsinki conference 
in 1975, cooperation within 
the CSCE is of particular im­
portance to Finland in respect 
of economic issues as well. 

GSP treatment for 
developing countries 
As regards trade with 

developing countries Finland 
has been involved in approving 
the generalized system of 
preferences (GSP) through its 
participation in GATT and UNC­
TAD and in supporting efforts to 
integrate developing countries 
more closely into the world 
tradi ng system. As early as 1972 
Finland granted GSP treatment 
to over one hundred develop­
ing countries, which meant du­
ty free import of developing 
country products to Finland 
without any quantitative limits. 
Only some sensitive products 
have been excluded from GSP 
treatment. During the past few 
decades, Finland has also 
sought to expand trade and 
economic cooperation with 
developing countries by enter­
ing into bilateral agreements 
on economic, industrial and 
technical cooperation with 24 
developing countries. 

Membership of EFTA 
Finland became a full 

member of EFTA in early 1986 
and thus formally established 
the situation which had prevail­
ed in effect for a long time. 
Finland 's accession coincided 
with Portugal 's departure from 
EFTA to join the EC. As a full 
member of EFTA Finland has 
full powers to influence the deci­
sions of the free trade associa­
tion . Together with other Nordic 
countries and neutral EFTA 
members (Iceland , Norway, 

Sweden , Austria and Swit­
zerland) Finland seeks to 
strengthen EFTA's position and 
enhance its activities in re­
sponse to new challenges, 
one of the most important of 
which is cooperation with 
the EC for the development of 
a free trade system in Western 
Europe. EFTA also plays a 
balancing role in wider Euro­
pean cooperation and EFTA 
countries contribute actively to 
the GATT negotiations. 

Imports largely duty 
free 
The trade agreement net­

work created in the post-war 
period means that industrial 
products are imported duty free 
from EFTA and EC countries, 
the Soviet Union, the German 
Democratic Republic, Czecho­
slovakia, Bulgaria, Poland, 
Hungary and the developing 
countries receiving GSP treat­
ment. Duty free imports ac­
count for about 87 per cent of 
Finland 's total imports. It should 
also be noted that the general 
level of duty is very low as a re­
sult of several GATT rounds, the 
average incidence of duty 
amounting to only 7.6 per cent 
for that part subject to duty. 

TECHNOLOGICAL 
COOPERATION 
Finland takes part in inter­

national technological cooper­
ation in many ways. Tech­
nological cooperation with the 
USSR has been going on for 
over 30 years and a framework 
agreement on space cooper­
ation has been concluded. 

Finland has increased its 
participation in Western 
Europe's increasingly intensive 
cooperation in science and 
technology. Finland has par­
ticipated in Eureka from the 
very beg inning, and Finnish 
companies and research in­
stitutions are now involved in 
some twenty Eureka projects. 
An agreement of association 
with ESA and a framework 
agreement on research and 
development with the EC have 
been concluded. Finland is 

seeking participation in some 
of the central research pro­
grammes of the EC, and also 
has a framework agreement 
with the USA in this field . 

CURRENT 
CHALLENGES TO 
TRADE POLICY 
Finland 's existing trade 

agreement network is so com­
prehensive that no radical 
changes are expected in it in 
the near future. However, ad­
justment to the increasingly 
rapid development of interna­
tional trade and economic 
cooperation requires con­
tinuous adjustment in the trade 
policy mechanism. Although 
the basic policy stance 
adopted by Finland several 
decades ago will remain un­
changed, the constantly 
changing environment may re­
quire new kinds of practical 
measures in its application . 
Current issues which require 
special attention in Finnish 
trade policy include the 
development of the interna­
tional trading system, integra­
tion in Western Europe and the 
economic reform in the Soviet 
Union . 

GAn, Uruguay Round 
A new round of negotiations 

on the development of the inter­
national trading system, the 
Uruguay Round, started within 
GATT just over a year ago. In the 
present uncertain times, their 
importance as an antiprotec­
tionist force is particu larly 
underlined. Finland seeks -
through active participation 
within the joint Nordic ne­
gotiating group - to secure a 
successful continuation of the 
negotiations. The strengthen­
ing of the GATT system and 
complementing and develop­
ing the rules governing world 
trade are important aims In 
Finnish trade pol icy. A clear set 
of rules on multilateral trade is 
of particular importance to 
small countries with limited 
negotiating powers. 

The GATT negotiations also 
mean new challenges to 
Finland, the most important 7 



probably being the pressures 
for liberalization of trade in 
agricultural produce. Maintain­
ing a high level of self­
sufficiency in agriculture is im­
portant to Finland for a number 
of reasons. Hence effic ient im­
port protection will be nec­
essary in the future too, at least 
in the case of basic agricultural 
produce. Finland has, never­
theless, to be prepared to 
significantly reduce the scale of 
its subsidized exports of 
agricultural produce. 

Western European 
integration 
About two-thirds of Finland's 

total exports go to Western 
European markets, and the 
share seems to be growing . 
Consequently developments in 
trade policy in this area are of 
crucial importance to Finland. 
The EC's aim of creating a gen­
uine internal market within the 
Community by 1992 is positive 
from the point of view of Finnish 
exports. Finland must never­
theless ensure that the relative 
competitive position attained 
through the free trade ar­
rangements will be maintained . 
This requires that the remaining 
trade barriers be removed at 
the same pace in Finland's 
trade with the EC as they are 
removed inside the Communi­
ty. Finland is seeking to achieve 
this jointly with the other EFTA 
countries. A wide-ranging ne­
gotiation process has been 
initiated between the EFTA 
countries and the EC with the 
aim of creating the European 
Economic Space (EES) . It in­
volves developing the world's 
most extensive free trade area 
- with some 350 million con­
sumers - towards an increas­
ingly integrated market. This 
area accounts for about one­
quarter of the world's total trade. 
As an EFTA member Finland 
strives to actively contribute to 
the success of these negotia­
tions and to the removal of such 
trade obstacles as technical 
trade barriers, trade distorting 
government subsid ies to in-

8 dustry, administrative trade hin-

CHART 3. 
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drances and many other fac­
tors impeding economic inter­
action. 

Economic reform in the 
Soviet Union 
The Soviet Union , which ac­

counts for about one fifth of 

Finnish foreign trade, is current­
ly carrying out a far-reaching 
programme of economic 
reform and development. The 
changes in the Soviet Union's 
foreign trade system will in­
evitably be reflected in Finland, 
bringing both new oppor-

tunities and new challenges. It 
is essential for Finland to moni­
tor this process and to make full 
use of the potential it offers for 
the development of trade and 
economic cooperation. 

Global liberalization 
The key region for Finland's 

foreign trade has been and 
continues to be Europe, which 
accounts for some 80 per cent 
of Finland's total foreign trade. 
Finland's free trade agree­
ments are also with this region. 

Finland 's Nordic neighbours 
and the Soviet Union each ac­
count for some 15-20 per cent 
of Finland 's trade. It is a basic 
premiss of Finland 's trade 
policy that regionally limited 
cooperation does not exclude 
development of cooperation on 
a wider basis. The liberalization 
of regional trade contributes to 
the liberalization of world trade 
and has a trade-creating effect. 
Indeed , the aim of Finland 's 
policy is the development of 
trade and economic relations in 
all directions. 

The vital importance of 
foreign trade to the Finnish 
economy and the predomi­
nantly positive experiences 
gained from the liberalization of 
trade give strong support for 
continuing to pursue trade 
policy along the lines followed 
hitherto. 

February 15, 1988 
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TRENDS IN THE FINNISH CURRENT ACCOUNT IN THE 19805 
by Tapio Peura, Acting Head of Office 
Economics Department 
Bank of Finland 

INTRODUCTION 

Finland's economic perfor­
mance has been fairly 
good in the current 

decade. Economic growth has 
been steady and, at an annual 
average rate of 3.3 per cent, 
one percentage point faster 
than in the OECD countries as a 
whole. Despite faster growth , 
both the internal and external 
balance of the economy have 
improved as compared to ap­
proximately the 1970s. Since 
the beginning of the 1980s, 
Finland 's unemployment rate 
has remained at around 5 per 
cent, which is notably lower 
than in the OECD area on 
average. Reflecting the faster 
growth rate, inflation has been 
somewhat higher than in com­
petitor countries. However, the 
inflation differential has narrow­
ed in the past few years, and in 
the latter half of 1987 the 12-
month rise in consumer prices 
in Finland was running at ap­
proximately the average rate for 
the OECD area. 

Significant improvement 
has also taken place in the ex­
ternal balance. Although the 
current account has remained 
in deficit in the 1980s, the an­
nual deficits have been modest 
- about 1.5 per cent of G DP on 
average - compared with 
those recorded in the 1960s 
and 1970s. The maintenance of 
external balance has not been 
a cause for concern in 
economic policy in the 1980s to 
the extent that it was in the 
previous two decades. 

Developments in the current 
account during the past two 
years or so nevertheless in­
dicate that the external con­
straint will have to be taken into 

10 account in economic policy in 

the near future. In 1987, the cur­
rent account deficit doubled 
from the previous year to FIM 
9.2 billion, equivalent to 2.4 
per cent of GDP For current 
account figures, see Table 6 in 
the statistics-section). 

General trends in the 
current account 
Merchandise trade ac-

counts for approximately 75 
per cent of Finland 's transac­
tions on current account, trade 
in services for about 15 per cent 
and factor income and unre­
quited transfers abroad for the 
remainder. The 1980s have 
witnessed major changes in the 
balances of these components 
of the current account, which 
clearly deviate from the trends 
observed in the 1960s and 
1970s (Chart 1). 

CHART 1. 

In the two decades up to the 
beginning of the 1980s, the cur­
rent account balance was 
roughly the same as the 
balance on merchandise trade. 
A growing surplus on the ser­
vices account offset a widening 
deficit on the net investment in­
come account. The transfers 
account was of little signifi­
cance for the overall external 
balance. 

In the 1980s, developments 
in the current account and the 
trade account have deviated 
from each other. The merchan­
dise trade account has moved 
into surplus while the current 
account has shown a slight 
deficit, and in recent years the 
deficit has been increasing . 
This has partly been due to the 
fact that the traditional surplus 
on services has shrunk -

MAIN CURRENT ACCOUNT COMPONENTS 
IN 1960 - 1987 
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actually turning into a slight 
deficit in 1987 - and partly 
to the fact that the deficits on 
the investment income and 
transfers accounts have 
deepened. The present 
weakening of the current 
account is thus not so much 
connected with merchandise 
trade as with the invisible items. 

The explanation for the 
change in general trends in the 
current account is to be found 
in the economic policies pur­
sued . Since the latter part of the 
1970s, the central aim of 
economic policy has been to 
improve and secure the price 
and real competitiveness of the 
open sector of the economy. 
The growth of industrial pro­
duction has in fact been faster 
in Finland than in most other 
countries, and the balance on 
merchandise trade has improv­
ed markedly. 

On the other hand, the rapid 
growth of real incomes in 
Finland has meant that Finns 
have purchased foreign ser­
vices to an increasing extent. 
Moreover, the relatively rapid 
rise in earnings in industry has 
spread to the service sector, 
where productivity develop­
ments have not been as 
favourable. Accordingly, costs 
in the service sector have in­
creased faster and the com­
petitiveness of the service sec­
tor has deteriorated . Along with 
the rapid rise in real incomes, 
th is has been a major factor 
behind the deterioration of the 
services account. 

The role of bilateral 
trade 
In recent years, roughly one­

fifth of Finland's foreign trade 
has been conducted within the 
framework of bilateral trade in 
tied currencies. This trade is al­
most entirely made up of 
Finland's trade with the Soviet 
Union. Mainly because of fluc­
tuations in the world market 
price of crude oil imbalances 
have arisen in current account 
transactions in tied currencies. 
Normally, such surpluses and 
deficits are balanced within the 
duration of 5-year framework 

CHART 2. 
CURRENT ACCOUNT IN 1973 -1987, PER CENT 
OFGDP 

1. Total current account 
2. In tied currenc ies 
3. In convertible currencies 

agreements between Finland 
and the Soviet Union . Thus, the 
effect on the external balance 
can be assumed to be neutral in 
the medium term (Chart 2) . 

However, the surplus in 
Finland 's favour that has been 
generated in bilateral trade with 
the Soviet Union in recent years 
has been reduced , inter alia, by 
purchases of oil for resale to 
third countries. These transac­
tions are recorded in the capital 
account , not in the current ac­
count: purchases from the So­
viet Union result in a reduction 
in Finland's rouble receivables 
while sales to third countries 
augment the convertible 
reserves by a similar amount. 
This means that the recent 
surpluses in the current ac­
count in tied currencies will not 
be matched by deficits of com­
parable size in the future. 

MERCHANDISE TRADE 
The balance on Finland's 

western trade has been improv­
ing ever since the mid-1970s, 
and has been in surplus since 
1984. Among the factors con-

tributing to the surplus have 
been favourable developments 
in the volume of western ex­
ports, a decline in oil imports 
from western countries as well 
as improved terms of trade. 
Thanks to good export perfor­
mance, the surplus amounted 
to FIM 8.7 billion in 1984. Subse­
quently, the surplus has shrunk 
but still amounted to FIM 1.7 
billion in 1987. Thevolumeof im­
ports from western countries 
has been growing at a faster 
rate than exports in recent 
years. 

Exports 
In the 1980s, developments 

in Finland 's western exports 
have mirrored the growth of 
Finland 's western export 
markets. From 1980 to 1987, 
both the volume of western ex­
ports and export markets grew 
by an average of 3.3 per cent 
per year. In broad terms, market 
shares were thus maintained 
unchanged. 

According to constant-
market-share analysis, wh ich 
distinguishes between the ef­
fects of regional and commod-
ity patterns on export perfor­
mance, both the regional and 
commodity structure of exports 11 



Imports 
CHART 3. 
EXPORT PERFORMANCE IN WESTERN MARKETS 
IN 1 960 -1 986 

In the first half of the 1980s, 
the growth of total domestic de­
mand was relatively slow, so 
that the increase in imports was 
also rather modest. The growth 
of imports was curbed in par­
ticular by a reduction in raw 
material stocks and the modest 
growth of investment in 
machinery and equipment. 
The ratio of imports to GDP 
declined for several years 
(Chart 5). 
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Import growth started to 
recover along with the growth of 
industrial investment in 1985. 
Household incomes increased 
rapidl y as a result of expan­
sionary fiscal policies and im­
proved terms of trade, and the 
growth rate of private consump­
tion accelerated to 4 per cent in 
1986 and to 5 per cent in 1987. 
The increase in imports was 
also boosted by the growth of 
stocks and investment in 
machinery and equipment in 
the corporate sector. In fact , the 
rate of growth of merchandise 

1. Growth of Finnish exports less growth of structurally 
adjusted demand 

2. Growth of Finnish exports less growth of total demand 

tax measures that have reduc­
ed costs other than labour costs 
in manufacturing . 

CHART 4. 

have supported the rapid 
growth of exports in recent 
years. These factors had a 
negative impact on Finnish ex­
port performance in western 
markets in the 1970s. Viewed 
regionally, the growth of ex­
ports has focussed on coun­
tries of the European Com­
munity, while paper and metal 
industry products have been 
the fastest growing commodity 
groups. Constant-market-share 
calculations indicate that the ef­
fect of competitiveness has 
been more or less neutral in the 
1980s (Chart 3) . 

PRICE COMPETITIVENESS IN 1971 - 1987 
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Major changes in exchange 
rates have altered competitive 
positions in different market 
areas. Measured in terms of 
relative unit labour costs, 
Finland 's price competitive­
ness has weakened si nce 1983, 
when calculated with world 
market share weights. In 
1986-87, the deterioration was 
entirely due to changes in ex­
change rates. However, price 
competitiveness has improved 
in European markets as a result 
of the weakening of the Finnish 
markka in relation to EMS cur­
rencies (Chart 4) . Moreover, the 
competitiveness of Finnish ex-

14 competitor countries/ Finland, in common currency, 
index 1964 - 1982 = 100 

12 ports has been enhanced by 

1. European market - share weights 
2. World trade market-share weights 

Curve rises: Finland 's competitiveness improves 
Curve falls: Finland 's competitiveness deteriorates 

CHART 5. 
WESTERN TRADE BALANCE AND PROPENSITY TO 
IMPORT IN 1971 - 1987 

MILL. % 
FIM 
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1. The balance of western trade, mill. FIM (left scale) 
2. Imports of goods as a percentage of GDP (right scale) 

CHART 6. 

TRADE IN SERVICES 
Trade In services has tradI­

tionally shown a surplus in 
Finland 's favour. The annual 
surplus increased up till the ear­
ly 1980s, whereafter it started to 
shrink. In 1987, the services ac­
cou nt tu rned into a small deficit. 

Finland 's trade in services IS 
fairly evenly distributed be­
tween travel , transportation and 
other services. The weakening 
of the services account reflects 
a turnaround that has taken 
place in each of the main items, 
though the reasons for the 
deterioration differ to some ex­
tent in each case (Chart 6) . 

The travel account 
Finland 's travel account was 

in surplus for most of the 1970s. 

imports was doublethat ofGDP 
in 1985-1987, and the ratio of 
imports to GDP climbed back 
to the levels of the 1970s. There 
were marked increases in im­
port propensity as regards both 
raw material imports and im­
ports of consumer goods. 

SERVICES ACCOUNT IN 1960 - 1987 

A clear upward trend has 
become evident in imports of 
consumer goods, which have 
been increasing faster than 
private consumption . The 
growth of imports has been 
strong in all main categories, in­
cluding food , clothing and cars. 
Households have apparently 
concluded that their real in­
comes have grown permanent­
ly and have changed their con­
sumption habits accordingly. 
Th is development has also 
been supported by the improv­
ed availability of credit resulting 
from deregulation of financial 
markets. 

Another reason for the rapid 
growth of imports would seem 
to be the weakening of the price 
competitiveness of industries 
competing with imported com­
modit ies. High labour costs in 
Finland have also led to the 
transfer of labour-intensive pro­
duction to countries where 
costs are lower. 
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In the current decade, travel ex­
penditure has increased faster 
than earlier, whereas the 
growth of travel receipts has 
slowed down considerably. 
The travel account moved into 
deficit in 1982, and the deficit 
has deepened continuously 
since then . In 1987, the deficit 
amounted to FIM 3 billion 
(Chart 6) . 

The key factors influencing 
the travel account in the 1980s 
have been unfavourable from 
Finland 's point of view. Re­
flecting a rapidly rising stan­
dard of livi ng , private consump­
tion in Finland has increased on 
average by more than one per­
centage poi nt a year faster than 
in the countries wh ich are 
important sources of travel 
receipts for Finland , while an in­
creasing share of consumption 
expenditure has gone on 
foreign travel. At the same time, 
inflation in Finland has been 
faster, and the price com­
petitiveness of services related 
to travel has weakened . 

Normally, nearly one-half of 
receipts from tourism are in 
Swedish kronor, and hence the 
weakening on the revenue side 
of the account is partly due to 
the depreciation of the Swedish 
krona vi s-a.-vis the Finnish 
markka in the 1980s. 

The transportation 
account 
As Finland 's merchandise 

imports are recorded on a c.i .f. 
basis, part of transport ex­
penditu re is included in the 
trade account. The transporta­
tion account showed a growing 
surplus up till the mid-1980s, 
but in recent years the surplus 
has been diminish ing mainly 
because of decl ining transport 
receipts. The major part of 
transport revenue is derived 
from shipping . 

The number and tonnage of 
merchant sh ips sai ling under 
the Finnish fl ag has contracted 
sharply in the 1980s. Vessels 
have been sold abroad and 
transferred to flags of con­
ven ience. The main factors 
behind the reduction in the 

14 merchant fleet are high labour 

costs and excess world 
capacity, which have depress­
ed freight rates and weakened 
the profitability of shipping . 
The difficulties in shipping are 
clearly reflected in the transport 
account (Chart 6) . 

Other services 
Developments in the price of 

oil have had a major impact on 
trade in other services. Follow­
ing the oil price rises in the 
1970s, Finnish construction 
companies received many 
orders for construction projects 
in the oil-producing countries of 
the Middle East as well as in the 
Soviet Union. Planning and 
engineering work connected 
with these projects gave rise to 
a rapid increase in receipts 
from other services, and the 
surplus on the other services 
account grew up till the early 
1980s (Chart 6) . 

Subsequently, the Iran-Iraq 
war and a fall in Finnish oil im­
ports from this region have 
decreased project exports to 
the Persian Gulf countries. 
Similarly, the surplus in 
Finland 's trade with the USSR 
has reduced project exports to 
the Soviet Union. Thus, the bal­
ance on trade in other services 
turned into a deficit in 1984. In 
1987, Finland received orders 
for several new construction 
projects in the Soviet Union, but 
the low oil price has curtailed 
the implementation of these 
projects as efforts have at the 
same time been made to bal­
ance trade partly by limiting ex­
ports. 

INVESTMENT INCOME 
AND TRANSFER 
PAYMENTS 
Financing the current ac­

count deficit by recourse to 
capital imports has led to in­
creased interest payments 
abroad . In addition, higher in­
terest rates in Finland than 
abroad have at times attracted 
inflows of short-term capital in 
excess of current account 
financing requirements. The 
reinvestment of these funds in 
the form of foreign exchange 

reserves does not - given 
the special considerations at­
taching to reserves - normally 
yield as high returns as those 
paid out. In recent years, 
payments of interest and 
dividends to foreign investors 
on their portfolio and direct in­
vestments in Finland have also 
increased , while the cor­
responding receipts of Finnish 
investors have remained 
notably smaller. Last year, the 
deficit on the investment in­
come account rose to FIM 8 
billion . 

The deterioration in the 
transfers account mainly 
reflects increased develop­
ment assistance. Finland 's of­
fic ial development aid has 
grown rapidly in recent years. In 
1987, it rose to 0.55 per cent of 
GDp, and the aim is to increase 
it further. Insurance indemnities 
paid abroad by Finnish in­
surance companies also in­
creased rapidly in the early 
1980s, thus weakening the 
transfers account. In 1987, the 
deficit on the transfers account 
totalled FIM 2.1 billion. 

FOREIGN 
INDEBTEDNESS 
As Finland 's current account 

has nearly always shown a 
slight deficit, net foreign debt 
has increased in nominal 
terms. During the past ten 
years, the annual rate of in­
crease in net debt has, however, 
been lower than that of the 
growth of GDp, so that relative 
indebtedness has fallen . 

The level of indebtedness 
peaked at the end of 1977, 
amounting to over 20 per cent 
of GDP The rapid growth of 
foreign debt was the chief factor 
behind the changes im­
plemented in the overall orien­
tation of economic policy at that 
time. In the subsequent ten 
years, net foreign debt has 
declined in relative terms, and 
stood at 14.2 per cent of GDP at 
the end of 1987. The govern­
ment sector accounts for half of 
the outstanding debt. Finland 's 
foreign indebtedness is lower 
than that of the other Nordic 
countries. 

Debt servIcing costs have 
remained more or less un­
changed during the past 
decade, amounting to about 
3112 per cent of GDP The 
share of interest payments is 
about 2 percentage points, the 
remainder being attributable to 
repayments. 

CONCLUDING 
REMARKS 
Finland's external balance 

was relatively good in the first 
half of the current decade, but 
has deteriorated somewhat 
since then despite a favourable 
export performance in western 
markets. 

The surplus on merchan­
dise trade has declined from 
the peak reached a few years 
ago owing to the fact that import 
propensity has, after falling in 
the early 1980s, climbed back 

to the average level prevaili ng in 
the 1970s. The pressure on the 
external balance stemming 
from the rise in import propensi­
ty should be waning by now, 
and hence the merchandise 
trade account should continue 
to show moderate surpluses in 
the future. 

Trade in services was the 
main factor contributing to the 
weakening of the external 
balance in the first half of the 
1980s. During the last two 
years, the deterioration of the 
services account has shown 
signs of levelling off. In the travel 
account, however, the deficit 
seems likely to deepen further ; 
the share of travel in consump­
tion expenditure is still relatively 
low in Finland . 

The reduction in the size of 
the merchant marine has 
already brought about 
changes in rigid working time 

and crew regulations, and the 
transfer of ships to flags of con­
venience has slowed down. 
Thus, the worsening of the 
transport account can be ex­
pected to come to a halt. In 
other services, the key source 
of income, construction pro­
jects abroad , is recovering . 

As Finland's foreign debt in 
relation to GDP has remained 
stable at a moderate level , a 
modest cu rrent account deficit 
has not so far constituted a ma­
jor concern for economic 
policy. A continuation of the 
present weaker trends might, 
however, make it 'difficult for 
Finland to maintain a higher 
level of economic activity than 
in other OECD countries. 

February 26, 1988 
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FOREIGN TRADE IN THE FINNISH ECONOMY 
by Pentti Forsman, M. PoI.Sc., 
and Tapio Peura, M.Sc. (Econ.) 
Economics Department 
Bank of Finland 

THE ROLE OF FOREIGN 
TRADE IN THE 
ECONOM Y 

s is usual in small open 
economies, foreign 
trade has played an 

important role in Finland's 
economic development. The 
share of trade in goods and ser­
vices in total demand and out­
put in Finland is at the average 
level prevailing in Europe, 
which was nearly 30 per cent of 
GDP inthefirst halfofthe 1980s. 
The corresponding share is 
considerably higher in other 
Nordic countries, not to men­
tion some smaller countries in 
continental Europe. The fact 
that the share of foreign trade is 
lower than in other small coun­
tries can partly be attributed to 
the minor importance of ser­
vices in Finland 's foreign trade 
and partly to Finland's natural 
resource base and peripheral 
location . For example, the for­
est industries, traditionally the 
largest export branch , uses 
predominantly domestic in­
puts. In the economically in­
teg rated and geographically 
centralized markets of con­
tinental Europe, a product may 
cross borders several times 
before it reaches the end user. 

TABLE 1. EXPORTS OF 
GOODS AND 
SERVICES AS A 
PERCENTAGE OF 
GDP 

1960 1970 1980 1986 

Finland 22.5 26.2 32.9 26.5 
Sweden 22.9 24.1 29.8 33.1 
Norway 41 .3 41 .8 47.3 37.6 
OEeD 
Europe 20.3 22.8 28.6 28.8 

Virtually all of manufacturing 
16 output in Finland is heavily 

TABLE 2. RATIO OF EXPORTS TO GROSS VALUE OF 
PRODUCTION , PER CENT 

Industry 
Total manufacturing' 
Forest industries 
Metal and engineering industries 
Textile and clothing industries 

1964- 66 
22.6 
60.7 
17 .6 
10.4 

1974-76 
24.9 
53.0 
30.2 
33.4 

1984-86 
31 .7 
59 .2 
45.7 
45.9 

1 Among other things, oil refining for domestic use lowers the figures for total 
manufacturing . 

dependent on foreign trade. 
More than half the output of the 
forest industries is sold abroad , 
and in other branches, too, 
notably the metal and 
engineering industries and the 
textile and cloth ing industries, 
the growth of production has in­
creasingly come to rely on 
foreign demand. 

Participation in international 
trade has required specializa­
tion. For example, the share of 
the Finnish forest industries in 
total world trade in forest prod­
ucts is about 9 per cent and in 
some paper products Finland 
is the world 's largest exporter. 
Although the relative shares of 
other major industries in total 
world trade in the products con­
cerned are small , Finland does 
have significant world-market 
shares in certain specialized 
products. All in all , Finland 's 
share in world trade only 
amounts to just under one per 
cent. 

EXPORT-LED GROWTH 
In the post-war period , one 

of the prime aims of economic 
pol icy has been to raise living 
standards by promoting 
economic growth . This has 
been achieved by creating in­
dustrial capacity that relies on 
expanding foreign trade. In 
fact , growth of industrial output 

has been faster in Finland than 
in other European countries, 
and th is has also contributed to 
faster growth of GDP 

Integration in Europe has 
resulted in a strong increase in 
intra-industry trade so that 
growth of exports has not been 
fully reflected in production . 
Consequently, the expansion 
of Finnish exports has been 
slower than the average in 
Europe. In contrast to many 
other countries, however, out­
put growth has focussed on in­
dustrial activity in the exposed 
sectors of the economy. Be­
tween 1955 and 1985, Finnish 
exports of goods and services 
expanded at an average 
annual rate of 6.0 per cent. Over 
the same period, GDP growth 
averaged 3.9 per cent. Con­
sumption increased by 4.0 per 
cent a year on average and 
investment by 3.5 per cent. 

Thanks to the strategy of 
export-led growth , it has been 
possible to exploit economies 
of scale, particularly in the forest 
industries, and also to diversify 
production , for example, in the 
metal and engineering in­
dustries and the chemical in­
dustry.1 Finland has not 

, For a review of structural de­
velopments in foreign trade, see the 
article by Pentti Forsman in the May 
1988 issue of the Bulletin . 

TABLE 3. OUTPUT AND EXPORTS IN FINLAND AND IN 
WESTERN EUROPE IN 1960-73 AND IN 1973-86, 
AVERAG E ANNUAL GROWTH IN PER CENT 

1960-73 GDP 

Finland 3 .9 
OEeD Europe 3.3 

1973-86 

Finland 2.8 
OEeD Europe 2.1 

resorted to direct subsidies or 
trade barriers in the face of ab­
rupt changes in the interna­
tional economy. Companies 
have been forced to adjust 
quickly to changes, thereby 
preventing the emergence of 
crisis industries. Foreign com­
petition has also helped to keep 
pricing in the domestic market 
in check. These factors have 
contributed to efficient re­
source allocation, which partly 
explains Finland 's higher 
growth rate in comparison to 
other European countries since 
the late 1970s. 

Orientation towards interna­
tional markets has demanded 
great adaptability on the part of 

CHART 1. 

Industrial Volume of 
production exports 

4.9 5.4 
3.7 6.7 

3 .1 3 .6 
1.2 4.1 

Finnish firms. In recent years, 
this has been evident in the rap­
id internationalization of busi­
ness and industry as com­
panies have sought to secure 
market shares. Direct invest­
ment abroad in relation to 
manufacturing investment at 
home increased from 3 per 
cent at the beginning of 1980s 
to 15 per cent in 1987. 

In many industries a larger 
firm size has become essential 
for success in international 
competition. The forest in­
dustries, in particular, have 
undergone a major restructur­
ing during the past few years. 
For the economy as a whole, di­
rect investment abroad, togeth-

DEVELOPMENTS IN EXPORTS, DOMESTIC 
DEMAND AND GDP, VOLUME, 1961 = 100 
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er with 'strategic' imports, make 
possible the introduction of new 
technologies and know-how. 
As a result of policies aimed at 
promoting growth by em­
phasizing foreign trade and a 
sufficient rate of investment, 
Finland now has an industrial 
base which for the most part is 
modern and efficient, although 
there is continuing need for the 
reallocation of resources. 

DEPENDENCE ON 
INTERNATIONAL 
DEVELOPMENTS 
Growth policies based 

largely on expanding foreign 
trade have also entailed in­
creasing dependence on inter­
national developments. Thus 
income developments in the 
economy are strongly depend­
ent on the demand for Finnish 
exports in world markets, on the 
one hand , and on the prices 
and availability of imports, on 
the other. Furthermore, the 
structure of Finnish exports has 
traditionally been such that in­
ternational developments have 
been felt strongly in the Finnish 
economy. 

Cyclical variations and other 
shocks emanating from abroad 
are reflected in the Finnish 
economy mainly via foreign 
trade. A boom in the cyclically 
sensitive forest industries, as 
manifested in expanding ex­
port volumes and rising export 
prices, generates higher. in­
comes in the economy. Typical ­
ly, the cycle is rapidly transmit­
ted to other sectors, resulting in 
excess demand and infla­
tionary pressures. When export 
markets subsequently weaken , 
it proves difficult to curb 
domestic inflation and de­
mand, leaving the econo;ny 
with a higher rate of inflation 
than elsewhere. This has often 
led to external disequil ibria. In 
the past, the cost differential 
that arose between the 
domestic economy and com­
petitor countries was corrected 
by a change in the exchange 
rate. But, though devaluations 
had a beneficial impact on out-
put, employment and the trade 17 



CHART 2. 
FOREIGN 
INFLATION 

TRADE PRICES AND DOMESTIC 
change rates internationally 
Finland has consistently pur: 
sued a stable exchange rate 
policy. 
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Contributing to the com­
paratively rapid and balanced 
growth performance of the 
Finnish economy in the 1980s 
has been bilateral trade. The 
bilateral trade arrangements 
with the Soviet Union have 
helped to smoothen the cycl ical 
fluctuations in western exports 
caused by the oil price rises. 
Approximately 80 per cent of 
Finland 's imports from the Sovi­
et Union consists of energy 
products, and Finland was able 
to pay for its increased import 
bill by increasing exports to the 
Soviet market. Consequently, 
the terms-of-trade losses have 
not had such an adverse in­
fluence on output and employ­
ment in Finland as in other 
European countries. 

Annual percentage changes 
1. GDP-deflator 
2. Export un it value 
3. Import un it value 

balance, they also contained 
the seeds of a new acceleration 
of inflation. The term "devalua­
tion cycle" was used to de­
scribe an observed period of 
approximately 10 years be­
tween major devaluations, 
typically spanning two "nor­
mal " business cycles. 

This vicious circle reached a 
head in the mid-1970s. A sharp 
rise in export prices connected 
with the world commodity 
boom set in motion a rapid 
surge in wages and other 
domestic costs. This resulted in 
a substantial deficit on current 
account as exports faltered , 
partly because of a loss in com­
petitiveness. Devaluations in 
1977-78, coupled with a 
reorientation of economic 
policies, restored the external 
balance and, with the ensuing 
recovery of economic growth , 
gradually also the internal bal­
ance of the economy. 

Thanks to the greater diver­
sity of exports - particularly the 
declining share of less highly 
processed forest industry prod­
ucts - cycl ical variations have 
diminished. Since, moreover, a 

18 large proportion of industrial 

inputs are imported , devalua­
tion is today only of limited 
effectiveness in correcting cost 
differentials. Indeed, in the 
1980s, a period of volatile ex-

CHART 3. 

Hence, Finland's increased 
dependence on international 
markets has not been accom­
panied by an increase in 
vulnerability to external disturb­
ances; rather, the opposite has 
been the case. Fluctuations in 
national income have dimin ish-

WESTERN EXPORTS AND BILATERAL EXPORTS, 
PERCENTAGE VOLUME CHANGE 
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CHART 4. 
RELATIVE UNIT LABOUR COSTS IN MANUFACTUR­
ING, 14 COMPETITOR COUNTRIES/FINLAND, 

to exchange rate changes to 
restore cost competitiveness is 
counter-productive in the long 
run . During the past ten years, 
the aim of economic policy has 
been to secure the com­
petitiveness of the open sector, 
mainly by keeping domestic 
cost increases in check and im­
proving the real com­
petitiveness of the economy. A 
variety of policies has been 
employed, consisting mainly of 
supply-side or positive adjust­
ment measures and increased 
expenditure on research and 
development. Furthermore, 
these policies seem to have 
produced the desired results, 
for at the same time as the 
openness of the economy has 
increased , equil ibrium in 
foreign trade has also improv­
ed . In the 1980s, the external 
balance has not been such a 
key concern in economic pol icy 
to the extent that it was in the 
past. 
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ed owing to a more diversified 
production structure. The 
relatively rapid adjustment of 
output to changes in interna­
tional business conditions and 
demand patterns has also had 
a favourable impact on income 
formation. Rising incomes and 
the constraints imposed by in­
ternational price developments 
have also reduced disputes 
over income distribution ; such 
dissension has been detrimen­
tal for balanced growth in many 
other countries. Of course, the 
slower rate of growth in the in­
dustrial cou ntries has also been 
reflected in Finland, but the 
benefits obtained from increas­
ing openness have never­
theless compensated for the 
adverse effects . 

COMPETITIVENESS 
AND FOREIGN TRADE 
PERFORMANCE 
The opening up of the 

economy to foreign competi­
tion has at times put Finland 's 
external and internal balance 
under strain. Macroeconomic 
imbalances were common in 
the 1960s and 1970s, in par-

ticular. However, the economy's 
ability to adjust to price and cost 
developments so as to maintain 
international com petitiveness 
has improved over time. It has 
been recognized that resorting 

Although labour costs in 
Finland have continually risen 
faster than in competitor coun­
tries, this has been largely offset 
by a better productivity perfor­
mance as a result of a higher 
rate of investment. Thus, since 
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CHART 5. 
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the mid-1970s, the rise in unit 
labour costs has broadly follow­
ed cost developments in com­
petitor countries. Changes in 
price competitiveness have 
been small in comparison with 
past experience, and similarly 
their effects on the external bal­
ance have been modest in the 
1980s in relation to, for instance, 
changes in demand generated 
by oil price changes. The 
favourable developments in 
several components of real 
com petitiveness, such as di rect 
investment abroad, mergers 
and rationalization, and the 
energy and corporate tax 
reforms, have had an even 
greater significance for the ex­
ternal balance. However, these 
factors are not included in unit 
labour costs, the indicator com­
monly used for measuring in­
ternational competitiveness. 

The slight downward trend 
in price competitiveness can to 
a certain extent be explained by 
improved real competitiveness. 
Manufacturing investment, 
which has been higher than in 
other countries, has sustained 
rapid productivity growth and 
has also improved the produc­
tion structure. This has provid­
ed more leeway for pay in­
creases, as a result of which 
unit labour costs have risen 
slightly faster than in competitor 
countries. 

Overall developments in 
market shares of exports since 
the mid-1970s have been 
satisfactory. Market shares 
have been maintained in both 
nominal and real terms. The im­
provement of real com­
petitiveness can be seen in the 
growth of the market shares of 
Finnish exports adjusted for 
reg ional and commodity struc­
ture. Finnish exports have 
grown faster than traditional 
markets, thanks to the diver­
sification of the domestic prod­
uct pattern. 

On the imports side, the 
most significant influence on 
the external balance has deriv­
ed from investments over the 
past decade in domestic pro­
duction substituting for im-

20 ported raw materials and in-

CHART 6. 
IMPORT PENETRATION 
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creasing supplies for exports. 
In fact, the ratio of imports of raw 
materials to industrial output 
has clearly diminished. As 
regards investment goods, 
domestic suppliers have retain­
ed their market shares. By con­
trast, imported goods have won 
market shares in the domestic 

market in many categories of 
consumer goods, for example 
clothing and footwear. In this re­
spect , developments in Finland 
lag behind those in the rest of 
Europe, where the division of 
labour and internal trade within 
branches has proceeded even 
further. 

CHART 7. 
TRADE BALANCES IN RELATION TO THE VALUE OF 
TRADE 
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1. Total trade (SITC 0 - 9) 
2. Raw materials and energy (SITC 2, 3, 4, 5) 
3. Manufactures (SITC 6, 7, 8) 

The utilization of foreign 
trade to make the production 
structure more diversified and 
effic ient has also been reflected 
in the structure and balance of 
the trade account. While, in the 
1950s, Finland was a net ex­
porter of raw materials and a net 
importer of manufactured 
goods, today the opposite is 
true. The greater diversification 
of the industrial structure of the 
Finnish economy has also 
meant a reduction in cyclical 
fl uctuations and other disturb­
ances in the external balance. 
The merchandise trade ac­
count, which previously posted 
large deficits, has moved into 
surplus in the 1980s, despite 
the fact that income growth has 
been faster than in other coun­
tries. 

SUMMARY 
For a country with a small 

population and domestic 
market, foreign trade has pro­
vided a way of increasing in­
come and wealth more rapidly 
than would have been possible 
by relying solely on indigenous 

resources. From being a pre­
dominantly agricultural country 
in the immediate postwar 
period , whose exports were 
based on forest products with a 
low level of processing , Finland 
has developed into a highly in­
dustrialized country util izing the 
newest technologies and most 
modern product development. 
Apart from generating income, 
the emphasis on exports has 
allowed a substantial expan­
sion of consumption, thereby 
making it possible to exploit the 
benefits of the international divi­
sion of labour. Increased open­
ness has not, however, entailed 
any major difficulties as a result 
of international disturbances. 
By enhancing real competi ­
tiveness, Finland has been able 
to cope with external shocks 
reasonably well, without the 
need to resort to trade barriers 
and other measures leading to 
a misallocation of resources. 

Over the past ten years, in 
particular, the Finnish economy 
has performed notably better 
than industrial countries on 
average. Finland has been bet­
ter able to adjust its products to 
correspond to changing inter-

national patterns of demand. In 
addition, the bilateral trade ar­
rangements with the Soviet 
Union have helped Finland to 
tide over the difficult periods 
following the oil crises. 

At present, Finland's in­
dustrial capacity is relatively 
modern, thanks to a consistent­
ly high rate of investment. Re­
search activity and the increas­
ing participation of companies 
in foreign markets by way of di­
rect investment have also 
enhanced real com­
petitiveness. At home, cor­
porate restructuring is still pro­
ceeding at a rapid pace, as 
evidenced by numerous 
mergers and takeovers. This is 
designed to ensure that exports 
continue to make a positive 
contribution to the economy. 
Because of the relatively high 
cost of labour in the domestic 
market, some production is ex­
pected to shift to countries with 
lower labour costs. However, 
this will also serve to release 
resources for technologically 
more advanced production. In 
this respect , the overall outlook 
is favourable, and Finland's 
growth strategy, the maximum 
utilization of foreign trade, can 
continue to bring benefits in the 
future. 

May 31 , 1988 
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STRUCTURAL DEVELOPMENTS IN FOREIGN TRADE 
by Pentti Forsman, M.Pol.Sc. 
Economics Department 
Bank of Finland 

INTRODUCTION 

ver the past forty years, 
the structure of Finnish 
foreign trade has, to-

gether with the structure of pro­
duction, undergone major 
change. From being basically 
an agricultural country and ex­
porter of raw materials, Finland 
has developed into an advanc­
ed industrialized nation and net 
exporter of industrial products. 

Structural change in exports 
has been characterized by a 
decline in the share of less 
highly processed products. 
The share of the traditional ex­
port branches, the forest in­
dustries and forestry, in total ex­
ports has decreased from 90 
per cent in 1950 to 40 per cent 
at present. In addition, within 
the forest industries, there has 
been a marked rise in the de­
gree of processing. Round­
wood, sawn goods and pulp, 
the less highly processed pro­
ducts which dominated exports 
as late as the 1950s, have given 
way to more highly processed 
paper products. 

Forty years ago, the metal 
and engineering industries ac­
counted for only a minor pro­
portion of Finland 's total ex­
ports, but today their share is 
equivalent to that ofthe forest in­
dustries. While previously the 
bulk of the exports of the metal 
and engineering industries 
consisted of heavy machinery 
products and basic metals, 
they are now well diversified. 
Particularly in the current 
decade, an important contribu­
tion to the growth of metal and 
engineering industry exports 
has come from high-tech pro­
ducts requiring large inputs in 
terms of research and develop-

22 ment (R & D) . 

As far as the exports of other 
industries are concerned , the 
share of the textile and clothing 
industry grew strongly from the 
1950s onwards. I n recent years, 
however, its share has started to 
diminish , mainly because of in­
creased supplies from low-cost 
countries. 

The changes in the com­
position of imports have been 
less striking. Fluctuations in the 
oil price have primarily affected 
the share of energy imports. 
The share of imports of raw 
materials other than oil has re­
mained at around half of total 
imports. Reflecting Finland 's 
high investment ratio, the focus 
in imports of manufactured 
goods was previously on in­
vestment goods, but the last 
few years have witnessed an 
expansion in the relative share 
of consumer goods. 

A noteworthy feature of the 
long-term developments in the 
country composition of 
Finland 's trade has been the 
decreasing share of the United 
Kingdom and the emergence 
of Sweden and the Federal 
Republic of Germany as 
Finland 's most important west­
ern trading partners. Finnish­
Soviet trade grew strongly 
along with the increase in the oil 
price but has subsequently 
returned to the level prevailing 
before the oil crises. Finland 's 
chief markets have been in 
western Europe, whose posi­
tion has been enhanced by the 
free trade agreements con­
cluded with EFTA and the 
EEC. 

ECONOMIC POLICY 
AND THE STRUCTURE 
OF FOREIGN TRADE 
In the period immediately 

following the second world war, 

agricultural land, forests and 
labour still constituted Finland 's 
main economic resources. 
Reflecting these resource en­
dowments, exports consisted 
almost entirely of roundwood 
and forest industry products 
with a low degree of pro­
cessing . Admittedly, Finland 
already had traditions in export­
ing paper at that time. 

When , in the 1950s, the 
entire forest area began to 
be economically exploited , it 
became clear that measures 
taken to increase value added 
in the forest industry would not 
alone suffice to ensure ade­
quate economic growth. In ad­
dition, more labour was being 
freed from agriculture, which 
was characterized by the 
prevalence of small farm 
holdings, than it would have 
been possible to employ in oth­
er industries without recourse 
to special measures. 

An essential requirement for 
industrialization and job crea­
tion was investment in physical 
capital and in education and 
training . The raising of value 
added in the forest industries 
and the diversification of the 
structure of industrial produc­
tion as a whole were set as 
targets for economic policy 
as early as the 1950s. The 
necessary investment required 
saving , and in fact the central 
government itself was an im­
portant net saver, a position 
which it maintained up to the 
present decade. The central 
government channelled re­
sources - partly through state­
owned companies - to the 
creation of basic industry in the 
metal and engineering in­
dustries and the chemical in­
dustries as well as to domestic 
energy production. The crea-

CHART 1. 
EXCHANGE RATE MOVEMENTS OF TH E FOUR 
MOST IMPORTANT CURRENCIES IN FINLAND'S 
WESTERN TRADE IN 1970 - 1987 

system, the value of the markka 
started to be expressed in terms 
of a trade-weighted currency in­
dex. A currency index reduces 
the impact of exchange rate 
fluctuations on foreign trade, 
which at times may be con­
siderable. With the diversifica­
tion of the structure of produc­
tion, the role of the authorities 
has changed during the cur­
rent decade. Economic policy 
priorities have shifted from pro­
moting rapid industrial expan­
sion to safeguarding a 
favourable economic environ­
ment in general. Exchange rate 
policy, for instance, no longer 
aims at supporting economic 
growth but at securing ade­
quate stability. 
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tion of an extensive vocational 
training system increased the 
supply of labour available to 
new, rapidly growing in­
dustries. In monetary policy, 
credit rationing was used to 
channel private sector savings 
to industrial investment. 

Finland 's trade policy also 
played an important role in sup­
porting the strategy of export­
led growth . In a small open 
economy, the benefits to be 
gained from the expansion and 
diversification of production 
could only be achieved 
through exports. Participation 
in the process of European in­
tegration and the reduction of 
customs duties in general with­
in the framework of GATT 
guaranteed markets for 
Finland's growing output. First 
the agreement with EFTA in 
1961 and then the agreement 
with the EEC in 1973 made it 
possible to diversify Finnish ex­
ports. 1 

Earlier in the period , ex­
change rate policy was also us­
ed to create conditions con-

1 See the article "Finland 's Trade 
Policy and Trade Policy 
Agreements" by Veli Sundback in 
the February 1988 issue of the 
Bulletin. 
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ducive to industrial ization . Ma­
jor devaluations in 1957 and 
1967 increased the profitability 
of the export sector and 
facilitated investment. After the 
collapse of the Bretton Woods 

In spite of faster economic 
growth than in the rest of 
Europe as a whole, the Finnish 
markka has remained stable in 
recent years. As a conse­
quence, the use of the markka 
as an invoicing currency in 
foreign trade has increased ap­
preciably, and now accounts 
for 16 percent of exports and 20 
per cent of imports. 

CHART 2. 
STRUCTURE OF MERCHANDISE EXPORTS, 
SELECTED YEARS 1950 - 1987 
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STRUCTURAL 
DEVELOPMENTS IN 
EXPORTS 
The main factors influencing 

structural change in exports 
have been Finland's forest 
resources, investments raising 
value added in manufacturing , 
the creation of new industries 
and developments in wages 
and salaries. In the early 1950s, 
almost all export earnings were 
derived from the forest-based 
products but other industries 
employing cheap labour rapid­
ly began to increase their ex­
ports. Structural change in ex­
ports could not have taken 
place as quickly as it did with­
out large-scale investments in 
the industrial base (energy, ba­
sic metals and chemicals) , all of 
which were completed by the 
end of the 1970s. Roughly 
speaki ng , the 1950s and 1960s 
constituted a period of growth 
in labour-intensive exports; this 
development was supported 
by the free trade agreement 
concluded with the EFTA coun­
tries. By contrast, in the 1970s, 
and to some extent still in the 
1980s, the most rapid increase 
in exports took place in capital­
intensive industries, the un­
derlying structure of which had 
been built in the 1960s and the 
early 1970s. 

During the last twenty years 
or so, an ever increasing share 
of exports has relied on highly 
skilled labou r and R & D. This 
has also meant an increase in 
the level of wages and salaries, 
and, particularly in the 1980s, a 
decrease in labour-intensive 
exports. Consequently, Finnish 
exports are mainly composed 
of capital-intensive products 
and products with high R & 0 
inputs. 

Forest industries 
Whereas exports of round­

wood still accounted for 10 per 
cent of total exports in the 
1950s, the forest industries 
must nowadays import an 
equivalent proportion of their 
wood requirements. Disrup­
tions in supplies of raw 

24 materials in the forest industries 

CHART 3. 
STRUCTURE OF FOREST INDUSTRY EXPORTS, 
SELECTED YEARS 1950 - 1987 
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have at times even led to short­
ages of wood and underutil iza­
tion of capacity, especially in 
the sawmill industry. The in­
crease in exports of forest in­
dustry products after the mid-
1970s can to a great extent be 
ascribed to a rise in the degree 
of processing . Value added in 
the Finnish forest industries is in 
fact notably higher than it is in 
Sweden, one of Finland's main 
competitors, where pulp and 
other less processed products 
account for a larger share of for­
est industry exports. 

Although forest industry ex­
ports now account for only 40 
per cent of total exports, they 
can be expected to remain the 
most important category as 
regards net export earnings. 
However, the emphasis is likely 
to shift increasingly towards pa­
per production , the demand 
prospects for which are good 
according to FAO estimates. 
Thanks to forest improvement 
schemes, the supply of 
pulpwood should be adequate 
to meet increased paper ex­
ports. 

Metal and 
engineering 
incfustries 
The war reparations effected 

to the Soviet Union required the 
construction of new capacity in 
the metal and engineering in­
dustries, which wereto become 
an expanding export branch 
when the war reparations were 
completed. These industries 
were able to draw on the pool of 
labour released as a result 
of increased productivity in 
the primary sector. Initially, 
they specialized in meeting 
domestic demand, especially 
the investment requirements of 
the forest industries, and in car­
rying on trade with the Soviet 
Union. 

Exports to western markets 
consisted primarily of forest in­
dustry machinery and equip­
ment, and from the 1960s on­
wards also basic metals. The 
export volume of the metal pro­
ducts industry, for instance, 
grew slightly faster than total ex­
ports from 1960 to 1980. In the 
1980s, the exports of the metal 
and engineering industries 

CHART 4. 
STRUCTURE OF METAL AND ENGINEERING IN­
DUSTRY EXPORTS, SELECTED YEARS 1960 - 1987 

shares in OECD countries have 
shrunk considerably, and its ex­
port share has only been main­
tained because of growing ex­
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have experienced the fastest 
growth amongst the manufac­
turing industries, so that their 
share in total exports now 
equals that of the forest in­
dustries. 

The metal and engineering 
industries underwent a major 
restructuring in the 1980s. The 
country composition of exports 
diversified and a growing share 
of exports went to markets other 
than those in Finland 's 
neighbouring countries, the 
Soviet Union and Sweden. Fur­
ther evidence of diversification 
is to be found in the fact that 
Finland has become a net ex­
porter in consumer electronics. 
In the future, the exports of the 
metal and engineering in­
dustries are likely to focus in­
creasingly on special products 
requiring high R & 0 inputs. 

Other exports 
Finland 's free trade agree­

ment with EFTA in 1961 provid­
ed an impetus to the expansion 
of other merchandise exports. 
The textile and clothing in­
dustry was the fastest growing 
export industry in the 1960s. 

1 

The growth of exports con­
tinued in the 1970s, albeit at 
notably slower rate. In the 
1980s, however, this branch 
has suffered a setback. Market 

CHART 5. 

STRUCTURE OF 
IMPORTS 
Imports were regu lated up 

until 1957. Because of a short­
age of foreign exchange earn­
ings, priority was given to im­
ports of essential commodities 
needed in production and in­
vestment. Finland 's high invest­
ment ratio led to an increase in 
the share of investment goods 
in total imports in the early 
1960s as domestic production 
was insufficient to satisfy de­
mand. 

Structural shifts in imports 
over the last two decades have 
primarily been due to fluctua­
tions in the price of crude oil. 

STRUCTURE OF MERCHANDISE IMPORTS, 
SELECTED YEARS 1950 - 1987 
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The share of raw materials and 
intermediate products has re­
mained at some 50 per cent. 
The share offinished goods has 
varied between 30 and 40 per 
cent, which is noticeably less 
than in other western European 
countries. During the past two 
years or so, the share of con­
sumer goods has risen to some 
20 per cent of imports. As the 
import share of consumer 
goods is still lower than in other 
European countries, it is likely to 
continue rising. 

The most striking develop­
ment in imports in the early 
1980s was the contraction in 
energy imports. Wh ile Finland's 
oil consumption growth was 
among the fastest in the OECD 
countries before the first oil 
crisis, its subsequent decl ine 
was also faster than elsewhere. 
The decrease in oil consump­
tion was rendered possible by 
the increased supply of in­
digenous energy, on the one 
hand, and savings measures, 
on the other. 

Although more than half of 
investments in machinery and 
equipment are imported 
goods, the propensity to import 
has remained surprisingly 
stable. Domestic manufac­
turers of investment goods 
have been able to adjust their 
production to meet increasing­
ly demanding investment re­
qUirements. 

The ratio of imports of raw 
materials to industrial output fell 
sharply in the 1970s. This was 
largely due to major import­
substituting investments, par­
ticularly in the basic metals and 
chemical industries. In the 
1980s, imports of raw materials 
have remained at a low level 
because of the rationalization of 
corporate inventory control and 
hence a more rapid turnover of 
stocks. The increase in imports 
of raw materials and in­
termediate goods during the 
past two or three years reflects 
the switching of production 
from eastern markets to west­
ern and domestic markets, 
which has necessitated the in­
creased use of imported in-
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REGIONAL AND 
COUNTRY 
COMPOSITION 
Although the currency index 

has helped to mitigate the 
pressures on trade flows caus­
ed by large changes in ex­
change rates, other problems 
encountered in world trade 
have resulted in marked fluc­
tuations in Finn ish trade by re­
g ion and country. Th is applies 
particularly to the oil crises and 
the changes in world demand 
patterns which they con­
tributed to. 

Owing to its geographical 
proximity and simi larities in 
economic and social structure, 
western Europe is the principal 
market area for Finnish exports. 
Likewise, Finland 's geographi­
cal location gives her an ad­
vantage in the Soviet market. 

Changes in exhange rates, 
demand and the real price of 
crude oil have been the main 
factors influencing regional 
fluctuations in Finnish trade 
over the last twenty years. The 
oil price rise and the ensuing 
recession in the western 
economies in the first half of the 

1980s were offset in Finland by 
increased exports to eastern 
markets. Similarl y, differences 
in growth rates between the 
USA and Europe were reflected 
in trade. The share of western 
Europe was at its lowest in 1982 
but has since grown as a resu lt 
of increased demand and ex­
change rate movements. 

The real price of crude oil 
has also been the main factor 
beh ind changes in trade be­
tween the Soviet Union and 
Finland , which is conducted on 
bilateral terms. As oil accounts 
for the vast bulk of Finland 's 
bilateral trade imports, 
changes in its world market 
price largely determine the 
prospects for exports to the So­
viet Union . The collapse in the 
oil price in 1986 led to a de­
crease in bilateral trade. The 
share of the Soviet Union in total 
Finnish exports was only 15 per 
cent last year, compared with 
about 27 per cent at its highest 
point in 1982. 

The share of OPEC coun­
tries in Finnish exports reached 
its peak when the real price of 
oil was at its highest. With the fall 

TA BLE . FLUCTUATIONS IN FOREIGN TRADE BY SELECTED 
REGIONS AND COUNTRIES IN 1970 - 1987, 
PERCENTAGE SHARES OF TOTAL EXPORTS AND 
IMPORTS 

EXPORTS EEC EFTA CMEA USA OPEC JAPAN OTHERS 

1970-72 
1973-75 
1976-78 
1979-81 
1982 
1983 
1984 
1985 
1986 
1987 

47 .5 23 .5 
43.9 23 .0 
39.2 22.9 
39 .9 22.5 
35.9 19.0 
37 .2 18.1 
38.8 19.0 
37.0 19.7 
38 .3 22.0 
42 .2 22 .7 

(EUROPE) 

15.5 
18.7 
22 .2 
20.9 
28.9 
27 .8 
20.7 
23.4 
22.0 
17.1 

4.8 1.4 
3.8 2.0 
3.7 3.5 
3.7 4.1 
3.2 4.7 
4.1 4.1 
8.2 3.1 
6.3 2.7 
5.4 1.7 
5.2 1.8 

0.3 
0.7 
1.0 
0.9 
1.1 
1.1 
1.3 
1.5 
1.5 
1.4 

7.5 
7.9 
7.5 
8.1 
7.3 
7.6 
8.9 
9.5 
9.0 
9.6 

IMPORTS EEC EFTA CM EA USA OPEC JAPAN OTHERS 

1970-72 
1973-75 
1976-78 
1979-81 
1982 
1983 
1984 
1985 
1986 
1987 

44 .2 23.5 
39.7 23.2 
36.6 21.4 
34 .9 17.8 
34.8 17.3 
35 .0 167 
37.1 17.3 
38.7 17.2 
43.1 19.3 
44 .4 18.5 

(EUROPE) 

16.9 
19.9 
22.7 
24 .6 
27.8 
28.5 
26.2 
23 .9 
18.2 
16.9 

4.7 2.3 
5.1 3.6 
5.0 4.6 
6.1 6.7 
6.1 3.2 
5.7 2.2 
5.0 1.9 
5.4 3.0 
4.8 1.3 
5.2 1.0 

2.5 
2.4 
2.7 
3.2 
4.2 
5.5 
5.6 
5.3 
6.5 
7.1 

6.0 
6.1 
7.1 
6.7 
6.7 
6.5 
7.0 
6.6 
6.9 
6.9 

in the oil price, exports to the 
OPEC area decreased rapidl y. 
The share of other, mainly 
developing , countries in Finn­
ish exports has remained fairl y 
stable, although aslight upward 
trend has been discernible. 
Owing to the low level of exports 
to this region , the debt crisis of 
the developing countries has 
had scarcely any im pact. 

The import share of western 
Europe, Finland 's most impor­
tant trading partner region , has 
risen in recent years but has still 
not regained the level prevail ­
ing before the first oil crisis ow­
ing to a contraction in the share 
of the EFTA reg ion . The 
economic strength of Japan 
has also been evident in its in­
creased market shares in 
Finland , which have been gain­
ed at the expense of European 
countries. The share of the USA 
in Finnish imports has remain­
ed relatively stable; it would ap­
pear that exchange rate 
changes do not have as much 
impact on imports as they do on 
exports. 

The free trade agreement 
which Finland concluded with 
the EEC in the early 1970s 
seems to have resulted in a shift 
in exports to some extent. How­
ever, adjustment has taken 
place within the present EEC, 
for the United Kingdom's share 
of Finnish exports has decreas­
ed substantially. 

Overall , the shift in exports 
towards the free trade area has 
been rather limited . The share 
of the USA, Japan and other 
non-European countries in 
Finnish exports has increased 
by about 2 percentage points 
since the 1970s. Hence, the aim 
of the free trade agreement, to 
retain Finland 's market shares 
in the integrating markets of 
western Europe, seems to have 
been accomplished 

In imports, too, the EEC 
agreement has meant that the 
EEC countries have been able 
to retain their market shares in 
Finland. In the case of in­
dividual products, some EEC 
countries have won market 
shares in Finland . For instance, 
imports of clothing from Italy 

have grown markedly in recent 
years following the removal of 
customs restrictions. 

PROSPECTS 
If world trade continues to 

expand without any major 
disturbances, then structural 
shifts in Finland's foreign trade 
should continue along the 
same lines as hitherto. In 
exports, there is likely to be a 
further increase in value added 
in forest industry products, with 
the basic raw material , wood, 
being used more efficiently 
than before. In the exports 
of the metal and engineering 
industries, the share of prod­
ucts requiring large R & D 
inputs can be expected to 
grow, as, too, can the share of 
" tailor-made" products manu­
factured according to cus­
tomers' specifications By con­
trast , the relative importance of 
labour-i ntensive products in ex­
ports will diminish ; indeed , it is 
not even rational in economic 
terms to compete with low-cost 
countries. 

Structural shifts in imports 
are likely to be dominated by 
two developments. Wh ile the 
share of sophisticated con­
sumer goods can be expected 
to go on increasing along with 
rising incomes, there will also 
be an expansion in imports of 
manufactured goods based on 
cheap labour. 

As Finland's principal export 
markets are in western Europe, 
the processes of deregulation 
and market integration current­
ly in progress there are opening 
up new opportunities for 
Finland, too. How these 
changes will ultimately affect 
the structure of Finnish foreign 
trade is still unclear but there is 
every reason to believe that the 
outcome will be favourable. 

April 27, 1988 
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FINLAND'S FOREIGN TRADE IN SERVICES 
by Jorma Hilpinen, Head of Office 
and Pirkko Miikkulainen, M .Sc. 
Exchange Control Department 
Bank of Finland 

uring last ten years or 
so, the relative impor­
tance of different items 

in the current account and the 
pattern of fluctuations in them 
have changed markedly. In the 
1960s and 1970s, trade in ser­
vices closely fol lowed develop­
ments in commodity trade. 
Nowadays, trade in services 
has characteri stics of its own 
and factor income and ex­
penditure have also grown in 
importance. Services in this arti­
cle are defined as in the SNA, 
excluding unrequited transfers 
and factor income and ex­
penditure. 

Finland's trade in services 
has displayed very diverse 
movements over the past two 
decades. In the 1970s, both 
service exports and imports 
grew continuously and th e 

CHART 1. 

services account was perma­
nently in surplus. An abrupt 
change occurred in the early 
1980s when the growth of ser­
vice exports came to a halt and 
exports even decl ined in real 
terms. By contrast, the growth 
of service imports continued 
and , in some items, growth ac­
celerated . Consequently, the 
surplus on the services ac­
count, which at its peak in 1981 
had totall ed FIM 5 bill ion , or 
more than 2 per cent of GDp, 
disappeared and in 1987 the 
services account showed a 
deficit for the first time (Chart 1) . 

Service exports and imports 
each account for about 4 per 
cent of Finland 's GDP, wh ich is 
approximately the same as in 
OECD Europe on average. 
Service exports accounted for 
almost one-fifth of total current 
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account receipts in the early 
1970s, but subsequently their 
share has gradually decl ined 
and amounted to 13 per cent in 
1987. The trend in service im­
ports has been just the reverse, 
their share of current account 
expenditure rising from less 
than 10 per cent to 13 per cent. 

Though services account 
for a relatively minor share of 
current account receipts and 
expenditure, developments in 
them are nevertheless impor­
tant for Finland 's external bal­
ance (Chart 2) . It is therefore 
worth examining the factors un­
derlying the recent deteriora­
tion in the services account and 
the prospects for trade in ser­
vices. Present trends wou ld 
seem to point to structural 
deficits, because only a small 
part of the changes may be 
reversible. The results reported 
below are derived from a forth­
coming Bank of Finland study 
of factors affecting trade in ser­
vices. This study brings out 
more clearly than previous ana­
lyses the importance of price 
competitiveness in trade in 
services. In add ition to activity 
and price variables, the de­
mand for various services is af­
fected by special factors, which 
not only explain developments 
in the past but help in forecast­
ing the future. 

DEVELOPMENTS IN 
TRADE IN SERVICES 
FROM THE 19605 TO 
THE PRESENT 
The present significance of 

trade in services can be illus­
trated by comparing it to the 
main categories of commod ity 
trade. Receipts from services 
are nowadays equ ivalent to ap­
proximately half of the export 
earnings of the paper industry 

CHART 2. 
EXPORTS AND IMPORTS OF SERVICES AS A PER­
CENTAGE OF GDP 

ships were sold abroad or 
transferred to reg isters in other 
countries. Today, Finnish ton­
nage is only one-third of what it 
was in 1980. 
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orthe metal and eng ineering in­
dustry. Similarly, service im­
ports are equal in value to im­
ports of investment goods. 
However, trade in services con­
sists of many heterogeneous 
groups of services, which are 
often statistically d ifficult to 
identify and separate from each 
other and even from merchan­
dise trade. 

In the following , develop­
ments in the three main cate­
gories of trade in services -
transport , travel and other ser­
vices - since the 1960s are 
surveyed. Other services in­
clude, for example, trade in 
know-how and bu ilding 
projects abroad . 

TRANSPORT 
During the 1960s, transport 

receipts grew in line with or 
even faster than commodity 
trade, and , in the early 1970s, 
accounted for 9 per cent of cur­
rent account receipts. The large 
fluctuations in business cond i­
tions in 1970s were also reflect­
ed in transport receipts; for ex­
ample, in the recovery of 
1976-1979 following the first oil 
shock they grew in volume by 
almost 10 per cent a year on 
average. 

In the 1970s, new transport 
and cargo management tech-

niques were introduced world­
wi de and new vessels were 
bu ilt. World tonnage increased 
despite a stagnation in world 
trade. Excess capacity built up, 
later leading to stagnating 
freight rates and consequently 
low profitability. These develop­
ments, com bined with relatively 
high labour costs on Finnish 
vessels, resulted in a drastic 
reduction in the Finnish mer­
chant fleet in the mid-1980s as 

CHART 3. 

The fall in transport receipts 
has not, however, been of the 
same magnitude because pas­
senger traffic and road trans­
portation have continued to 
grow. Thus, the share of trans­
port income in current account 
receipts has only fallen from 7 
per cent in 1980 to some 5 per 
cent last year. In real terms, 
transport receipts have been 
declining by some 10 percenta 
year on average over the past 
three years, during which time 
the transfer of ships to foreign 
registers has been at its height. 

Transport expenditure in the 
balance of payments compi led 
on an f.o.b. - c.i.f. basis con­
sists mai nly of costs of transport 
firms. The transportation costs 
of imported commodities are 
included in the c.i. f. value of 
commodity imports. Conse­
quently, when the scale of oper­
ations and earnings of trans­
port firms diminish , their costs 
decrease, too. Hence the long­
lasting su rplus on the transport 
account has deteriorated only 
modestly, amounting to FIM 3 
billion, almost 1 per cent of 
GDP, in 1987 (Chart 3). When 

TRANSPORT RECEIPTS AND EXPENDITURE AS A 
PERCENTAGE OF GDP 

% ro--------,-------,--------r~ 

1. Receipts 
2. Expenditure 
3. Transport, net 29 



calculated on an f.o.b. - f.o.b. 
basis, the transport account 
showed a deficit of about FIM 1 
billion last year. During the 
1970s and 1980s, the f.o.b. -
f.o.b. transport account was in 
balance on average. 

TRAVEL 
In the early 1960s, interna­

tional travel to Finland was still in 
its infancy; tourist income ac­
cou nted for less than 2 per cent 
of current account receipts. 
Travel expenditure, however, 
had already reached 3-4 per 
cent of current account ex­
penditure, at which level it 
remained until just a few years 
ago. 

The growth of travel income 
accelerated appreciably after 
the devaluation of the markka in 
1967, and in relative terms travel 
income reached a peak of 6 per 
cent of current accou nt recei pts 
in 1972. Heavy net emigration 
from Finland to Sweden was 
also an important factor boost­
ing travel income in the early 
1970s as emigrants spent their 
hol idays in their native country. 
Later, a similar period of buoy­
ant growth followed in the wake 
of the 1977-78 devaluations. 
These exchange rate changes 
coincided with upturns in eco­
nomic activity in Europe. By 
contrast, the early 1980s were 
years of low growth in many 
countries important for Fin­
land's tourist income. The vol­
ume of travel receipts declined 
every year from 1982 to 1986. 
For the 1980s as a whole, the 
average annual decrease has 
been about 2 per cent and the 
share of travel income in total 
current account receipts has 
gone down to 3 per cent. 

Price relations with Sweden 
play a key role in the determina­
tion of travel receipts since 
about half of them are in Swe­
dish krona. During the 1980s, 
relative prices (including the ef­
fect of exchange rate changes) 
between Finland and Sweden 
have developed unfavourably 
from Finland's point of view. 
This has also affected the bor-

30 der trade between the two 

CHART 4. 
TRAVEL RECEIPTS AND EXPENDITURE AS A PER­
CENTAGE OF GDP 
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countries, which is highly sensi­
tive to relative price changes. 

I n spite of the relatively good 
performance of Finland 's price 
competitiveness overall , in trav­
el it has weakened in relation to 
nearly all countries important 
for Finland's tourist income. 
During the 1980s, the annual 
rise in consumer prices in Fin­
land has, on average, been 2 
percentage points faster than in 
these countries.1 The rise in 
prices of restaurant and private 
services, in particular, has ex­
ceeded that of consumer 
prices on average. Conse­
quently, foreign tourists in Fin­
land have had to face very high 
prices for travel services, and 
indeed these prices have been 
clearly the fastest growing item 
in Finnish export prices. From 
being still a relatively cheap 
country for foreign tourists in 
the early 1970s, Finland now 
ranks among the most expen­
sive. 

Travel expenditure grew at 
the same pace as, or even 
faster than , household income 
during the 1960s and 1970s. 
Foreign travel came within the 

1 Five countries: Sweden, the Federal 
Republic of Germany, the UK, the USA 
and Norway. 

reach of the ordinary consumer 
as technological progress 
lowered the relative prices of 
overseas flights and cruises. 
During the 1980s, develop­
ments in household income 
in Finland have been very 
favourable and the personal 
savings ratio has fallen . Private 
consumption has grown nota­
bly faster than in the countries 
important for Finland's travel 
account. Consequently, the 
share of services, and particu­
larly foreign travel , in consumer 
expenditure has risen . The ratio 
of travel expenditure to private 
consumption went up from 1.5 
per cent in 1970 to 3 per cent in 
1987. However, it should be not­
ed that travel expenditure also 
includes the rapidly growing 
component of business travel , 
which is not part of private con­
sumption . In real terms, travel 
expenditure has increased , on 
average, by 10 per cent annual­
ly in the 1980s. 

After being slightly in surplus 
throughout the 1970s, the travel 
account turned into deficit in 
1982 (Chart 4) . In 1987, the defi­
cit was already FIM 3 billion -
almost 1 per cent of GDP -
and travel accounted for 6 per 
cent of current account ex­
penditure. In the Scandinavian 

countries, expenditure on for­
eign travel constitutes an even 
larger part of household outlays 
than in Finland. Given the 
similarity of Nordic countries, it 
can be concluded that the satu­
ration point in Finland still lies 
far ahead . 

OTHER SERVICES 
Other services comprise a 

heterogeneous group of items, 
of which the most important are 
planning, contracting , know­
how and fees related to trade in 
goods and services (Table 1). 
An upward trend can be dis­
cerned in other services de­
spite large variations in annual 
growth. The share of exports of 
other services in current ac­
count receipts has risen from 
3.5 per cent in 1970 to 5.5 at 
present, reaching a peak of 7 
per cent in 1982. Imports have 
risen from 3 per cent to 5.5 per 
cent over the same period . 

TABLE 1. MAIN COMPONENTS 
OF TRADE IN OTHER 
SERVICES IN 1987 

Value 1987. billion FIM 
Income Expenditure 

Planning , contract· 
Ing, know-how 1.3 1.4 
Commissions, 
agent's fees etc. 1.3 1.4 
Advertising , 
marketing 0.3 0.7 
Processing, con-
tract manufacture 0.5 0.1 
Maintenance and 
repairs 0.6 0.1 
Diplomatic missions 0.1 0.3 
Miscellaneous, 
non-specified items 1.4 1.8 

Total other services 5.5 5.8 

The volume of Finnish build­
ing projects abroad depends 
heavily on the balance of Fin­
land's trade with the Soviet Un­
ion, which in turn is dependent 
on the price of crude oil. After 
the oil price shocks, bilateral 
trade with the Soviet Union was 
balanced by increasing Finnish 
exports, including major build­
ing projects. Finland 's contract­
ing exports to the Middle East 
also increased. Earnings from 
construction projects abroad 
were at their maximum in 
1982-83, when the surplus in 
the other services account was 

FIM 2 billion (2 percentofGDP) 
in each year. There was an ab­
ruptturnaround in 1984. Low oil 
prices and the accumulated 
surpluses in Finnish-Soviet 
trade will keep contracting ex­
ports in check in the near future 
as well (Chart 5). 

FINLAND'S TRADE IN 
SERVICES: AN 
INTERNATIONAL 
COMPARISON 
Developments in Finland 's 

trade in services have tended to 
follow the pattern in other indus­
trialized countries with a lag. It 
should be remembered , how­
ever, that international compari­
sons are very difficult owing to 
measurement and classifica­
tion problems in compiling 
statistics. 

In many European coun­
tries, trade in services accounts 
for a much larger share of GDP 
than it does in Finland. Such 
countries typically have a spe­
cial advantage in producing 
services. European countries 
with a high ratio of service ex­
ports to GDP (more than 8 per 
cent in 1986) include Austria, 
Norway, Switzerland, Spain 
and the Netherlands. Often 
countries with a high share of 
service exports also have a 

CHART 5. 

high propensity to buy foreign 
services, as, for example, Nor­
way, Austria and the Nether­
lands. On the other hand, com­
modities tend to dominate the 
foreign trade of countries with 
strong industrial traditions, thus 
dwarfing the relative impor­
tance of what as such is buoy­
ant trade in services (as is the 
case, for example, in the Feder­
al Republic of Germany and 
Sweden). 

In the 1970s, when interna­
tional trade in services was ex­
panding at its fastest , Finland 
was no exception to the overall 
pattern. In Finland, as in many 
other OECD countries, the 
services account was in sur­
plus. The surpluses can partly 
be explained by the exception­
ally high level of service exports 
to the oil producing countries, 
whose oil revenues had in­
creased many times over. Dur­
ing the 1980s, international ac­
tivity in construction projects 
has diminished. 

Finland, like many other 
OECD countries, is increasing­
ly buying labour-intensive ser­
vices from low-cost countries, 
Competition from these coun­
tries led, in the late 1970s, to a 
sharp decline in the share of 
OECD countries in world ship-

EXPORTS AND IMPORTS OF OTHER SERVICES AS 
A PERCENTAGE OF GDP 
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ping tonnage. The transfer of 
Finnish vessels to foreign 
registers lagged this interna­
tional trend by some years. 

Travel receipts in relation to 
GDP in Finland are markedly 
lower than in other Nordic 
countries and in the OECD on 
average. Over the last few 
years, developments in travel 
receipts have been more 
favourable for other Nordic 
countries than for Finland. 

Travel abroad is still more 
common among residents of 
other Nordic countries than it is 
among Finns, despite Finland 's 
spectacular growth in this area. 
Finland reached the OECD Eu­
rope average of 2.6 per cent for 
the ratio of travel expenditure to 
private consumption in 1985. 
Nevertheless, Norway (6.8 per 
cent) and Denmark (5.3 per 
cent) still ranked far ahead of 
Finland (3.1 per cent) in 1987. 

As in most other European 
countries, incomes and costs in 
Finland have reached a level 
where more and more services 
are being bought abroad. In­
deed, deficits on the services 
account have virtually become 
the rule in Europe during the 
1980s. The highly industrial ized 
countries of Europe can 
achieve trade gains by export­
ing commodities and importing 
low-cost services. As regards 
travel, there is no point in Fin­
land trying to compete with 
mass tourism countries. Fin­
land should nevertheless be 
able to maintain its attraction in 
competition with other Nordic 
countries. 

CALCULATIONS OF 
THE EFFECTS OF 
INCOME AND 
RELATIVE PRICES ON 
TRADE IN SERVICES 
The study mentioned above 

suggests that, at the margin , 
trade in services reacts signifi­
cantly to changes in income 
and to changes in relative 
prices. Moreover, for some 
service categories, convention­
al demand models must be 
supplemented with variables 

32 describing the special features 

of various service items so as to 
achieve satisfactory results. 

According to the calcula­
tions, a change in the level of 
foreign activity gradually leads 
to a more than twofold change 
in Finnish transport and travel 
receipts. The effect of changes 
in relative prices is negligible as 
regards transport income but 
clearly more than unity in the 
case of travel receipts. The 
results for travel expenditure 
are very similar to those for trav­
el receipts. The effects of 
changes in income and relative 
prices are even more promi­
nent for imports and exports of 
other services (Table 2) . 

TABLE 2. ELASTICITIES1 IN 
VARIOUS SERVICE 
CATEGORIES 

Relative 
Category tncome price 

etastlclty etasticlty 

Transport receipts' 2.5 -0.2 
Travel receipts 2.0 -1 .8 
Travel expenditure 2.2 - 1.4 
Other services 
receipts 3.1 -2.5 
Other services 
expenditure 2.0 -2.6 
Total exports of 
services 1.9 -1.6 
Total imports of 
services 2.2 -1 .9 

1 Percentage change in the demand for 
various services resulting from a one 
per cent change in income or relative 
prices. 

2 For transport expenditure, not feasible; 
see the relevant section above. 

Compared with earlier 
studies, the effects of relative 
prices receive more emphasis 
and the price elasticities are 
bigger. According to the esti­
mations, the major part of the 
adjustment of trade in services 
to changes in both income and 
relative prices takes place with­
in a year. 

CONCLUSIONS AND 
OUTLOOK FOR TRADE 
IN SERVICES 
Past history and estimation 

results confirm that, as regards 
trade in services, Finland has 
become a high-income, high-

cost cou ntry. It is typical of such 
countries with no special ad­
vantages in the production of 
services that the service ac­
count is in deficit. The present 
trend in Finland 's trade in ser­
vices towards continuing 
deficits will be difficult to re­
verse. There can be no doubt 
that the traditionally positive 
contribution of trade in services 
to the stability of the current ac­
count no longer holds true. Th is 
underlines the importance of 
commodity trade in securing 
external balance. Here Finland 
has relative advantages in the 
form of its forest resources and 
its high general level of educa­
tion . 

In transport , the prospects 
are highly dependent on inter­
national economic activity, 
since the structural effects of 
the transfer of Finnish vessels to 
foreign registers seems to be 
decreasing ; the merchant fleet 
has dwindled to the extent that 
a further significant decline 
seems unlikely. In the future, 
transport income is likely to de­
rive increasingly from pas­
senger traffic and road trans­
port. Assuming international 
and domestic economic de­
velopments in line with those in 
OECD and official Finnish fore­
casts, the above calculations 
suggest that surpluses of the 
present magnitude (less than 
one per cent of GDP annually) 
are likely to continue. 

As regards the travel ac­
count, the deficits seem likely to 
go on increasing and could 
soon surpass one per cent of 
GDP The share of households' 
consumption going on foreign 
travel will increase further as ris­
ing incomes make travel 
abroad increasingly attractive. 
Foreign tourism in Finland is, at 
best , expected to remain on a 
slowly growing trend. 

In other services, success in 
winning building and planning 
contracts in traditional markets 
in the Soviet Union and the M id­
die East will depend crucially 
on the price of the crude oil. 
However, the significance of 
real and price competitiveness 

cannot be overemphasized if 
markets are to be expanded. 
The current outlook for tradi­
tional exports of other services 
is not very promising and im­
ports of know-how and technol­
ogy are on the increase. Thus, 
deficits on this account seem 
more probable than surpluses. 

Viewing trade in services as 
a whole, Finland has under­
gone a period of major structur-

al change, which now seems to 
be coming to an end. Service 
receipts, in particu lar, have ex­
perienced a drastic downward 
shift within the space of just a 
few years. Developments in 
service expenditure have been 
more stable. Based on these 
considerations, a continuation 
of deficits in trade in services 
would seem likel y. However, 
given the variety of other ser-

vices, there may be scope for 
increasing exports and thus for 
greater stability in the services 
account. 

November 4, 1988 
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FINLAND'S TRADE AND ECONOMIC COOPERATION 
WITH THE CMEA COUNTRIES 

by Terhi Kivilahti, Head of Office 
Bilateral Trade Department 
Bank of Finland 

inland has consistently 
sought to increase trade 
and promote economic 

cooperation with all countries 
regardless of their economic 
and social systems. Fifteen 
years ago, Finland was the first 
market economy to sign an 
agreement on cooperation with 
the CMEA. Finland's trade with 
CMEA countries experienced 
exceptionally rapid growth in 
the 1970s and early 1980s, 
which was largely attributable 
to the increase in oil prices and 
the bilateral trade system. At its 
peak, trade with the CMEA 
countries accounted for over 
one-quarter of Finland's total 
foreign trade. The Soviet Union 
accounts for the bulk of this 
trade, and has, in fact , almost 
invariably been Finland 's 
largest single trading partner 
during the last 15 years. Now 
that the price of oil has fallen , 
the share of trade with the 
CMEA countries has returned 
to the average level of the 
1970s. 

Exports to the Soviet Union 
are important for Finland be­
cause of their high degree of 
processing and labour intensi­
ty. Imports from the Soviet Un­
ion play a key role in Finnish 
energy supply. During the 
1980s, the clearing account 
has shown an almost perma­
nent claim in Finland 's favour 
and a number of special ar­
rangements have been in­
troduced both to maintain a 
high level of trade and to bal­
ance trade. 

TRADE AGREEMENT 
SYSTEM 
The year 1973 was a signifi­

cant one for major trade pol icy 
34 decisions. In connection with 

the free trade arrangements 
with the EEC, Finland proposed 
negotiations to the Eastern 
European CMEA countries 
(excl. the Soviet Union) on the 
reciprocal removal of the re­
maining trade barriers. The So­
viet Union had been guaran­
teed the same benefits in a cus­
toms agreement as early as 
1961 in connection with the 
EFTA arrangements. Agree­
ments on the reciprocal 
removal of barriers to trade 
were concluded in 1974 - 78. 
Those socialist countries with 
no effective tariffs made cor­
responding concessions within 
their own systems in order to 
safeguard the development of 
Finnish exports in their own 
markets. In the same context, 
the use of annual trade pro­
tocols on the exchange of 
goods, which are one of the 
main ways of regulating 
balanced bilateral trade, was 
discontinued. 

The CMEA charter provides 
for cooperation between the or­
ganization and countries re­
presenting different economic 
systems. Finland 's agreement 
with the CM EA was also signed 
in 1973 and it is based on the 
principle of cooperation as 
Finland is not a member of 
the CMEA, and does not 
participate in the activities of its 
agencies or monitor their oper­
ations as an observer. CMEA 
cooperation seeks to chart the 
potential for cooperation , issue 
recommendations and monitor 
their implementation. Some 
one hundred economic or 
scientific-technological agree­
ments aimed at multilateral 
cooperation have been signed 
on the basis of the recommen­
dations of the Finnish CMEA 
commission . 

Currently Finland has 
bilateral trade and payments 
arrangements only with the So­
viet Union, the German 
Democratic Republic and Bul­
garia. In the early 1970s, Fin­
land 's trade and payments with 
the other socialist countries 
were also based on the clearing 
system regulated by bilateral 
payments agreements. During 
the 1970s, the clearing pay­
ments arrangements were dis­
continued with those CMEA 
countries which joined the IMF, 
in compliance with the Fund 's 
requirements. 

Under the clearing system, 
the parties to the clearing 
agreement are committed to 
spend their export earnings 
only on the goods of the other 
party. Payments are effected 
through centralized clearing 
accounts in the agreed clearing 
currency and the balance on 
the account may not be used 
for purchases from third coun­
tries. This kind of a bilateral pay­
ments system usually com­
prises a payments agreement 
and annual protocols on the ex­
change of goods, which are 
designed to keep reciprocal 
trade at a level maintaining bal­
ance on the clearing account. 
Anotherway of maintaining bal­
ance on the clearing account is 
to agree on certain credit limits. 
Should the balance on the 
clearing account exceed the 
limits, the parties take the steps 
required under the payments 
agreement to redress the im­
balance. For instance, the pay­
ments agreement between Fin­
land and the Soviet Union has, 
hitherto, provided for negotia­
tions on an increase in exports 
by the debtor country if the 
clearing account balance ex­
ceeds the credit limit for three 

TABLE. AGREEMENTS AND PAYMENTS ARRANGEME NTS IN FINLAND'S TRADE WITH THE 
CMEA COUNTRIES 

USSR POLAND CZECHO- GDR HUNGARY ROMANIA BULGARIA SLOVAKIA 
TRADE Agreement on Trade Long-term trade Trade Trade Long-term trade AG REEMENT Exchange of agreement agreement 1974 agreement agreement agreement Goods and 1971- 1975 still still in force 1973 (1 983) in 1982-1992 1973 (1981) Payments in force force until partly in force 1986-1990 1988' 

PAYMENTS Clearing USD since 1970 Convertible Clearing (FIM) Convertible Convertible Clearing (FIM) SYSTEM (Rouble) FIM since 1986 cu rrencies, Credit limit currencies currencies Credit limit Credit limit since 1984 FIM 70 million since 1985 since 1982 FIM 25 million SUR 300 mill ion 

COOPER- Scientific and Economic, Economic, Economic, Economic, Economic, Economic, ATION technical industrial, tech nlcal and industrial, industrial, technical and Industrial, cooperation scient ific and industrial scientific and scientific and Industrial scientific and technical cooperation technical technical cooperation technical Economic, cooperation cooperation cooperation cooperation technical and Long-term 
industrial programme Long-term 
cooperation onthe programme on 

development of the develop-
Agreement economic, mentof 
onthe Industrial, economiC, 
Establ ishment scientific and industrial, 
of a Standing technical sCientific and 
Intergovern- cooperation technical 
mental cooperation 
Commission fo r 
Economic 
Cooperation 

OTHER Customs 
agreement Agreement on Agreement on Agreement on Agreement on Agreement on 

the Reciprocal the Reciprocal the Reciprocal the Reciprocal the Reciprocal 
Long-term Removal of Removal of Removal of Removal of Removal of 
programme up Barriers to Bamersto Barriers to Barriers to Barriers to 
to 2000 Trade in 1978 Trade in 1974 Trade in 1975 Trade in 1974 Trade in 1974 

1 After 1988, the agreement will continue automatically for one year at a time unless IllS cancelled 

months running. Should this 
not be sufficient to settle the lia­
bility, the creditor country has 
been entitled to discontinue its 
export deliveries or require that 
the liability in excess of the cred­
itlimit be paid in convertible cur­
rencies. 

Finland 's trade with the Sovi­
et Union is planned and regu­
lated by means of 5-year agree­
ments on the exchange of 
goods and payments and an­
nual protocols on the exchange 
of goods. The 5-year framework 
agreement lists in broad outline 
the goods to be exchanged 
and defines the payments ar­
rangements. Detailed quotas 
for imports and exports are 
agreed on in annual trade pro­
tocols. When drawing up the 
Protocols the clearing account 
position is taken into account 
and efforts are made to set the 
total values of exports and im­
ports so that balance can be 
achieved on the clearing ac­
Count. 

DEVELOPMENTS IN 
FINLAND'S TRADE 
WITH THE CMEA 
COUNTRIES 
In 1970-87, Finland's trade 

with the CMEA countries ac­
counted for about 20 per cent 
on average of Finland 's total for­
eign trade. The Soviet Union 
dominates trade with the 
CMEA countries, with a share 
of 85 per cent on average. The 
other Eastern European CMEA 
countries are of minor impor­
tance for Finnish foreign trade, 
accounting for only some two 
per cent annually on average. 
The scope for increasing trade 
has diminished in the 1980s as 
some CMEA countries have 
become heavily indebted and 
their weakened international 
competitiveness has hamper­
ed the growth of their trade with 
western countries. In 1965, 
exports to the CMEA countries 
other than the Soviet Union still 
accounted for 4-5 per cent of 
Finland 's total exports. 

Although the share of the 
other CMEA countries in Fin­
land 's fo reign trade has 
declined in the years following 
the signing of the agreements 
on the reciprocal removal of 
barriers to trade, Finland seems 
to have been able to maintain its 
position in CMEA markets fairly 
well. In the early 1970s, Finland 
accounted for just over one per 
cent of CMEA imports from 
western markets, whereas its 
share has averaged some 2 per 
cent during the past five years. 

From the 1950s to the mid-
1970s, trade with the Soviet U n-
ion made up some 15 per cent 
of Finland's total foreign trade 
on average. In the latter half of 
the 1970s, it grew to just under 
20 per cent and in the first half of 
this decade it amounted to al­
most 25 per cent as a resu lt ?f 
the oil price rises; with the fa ll In 
the oil price the level has 
dropped to the average level for 
the period from the 1950s to the 
1970s. Finland has also been 35 



CHART 1. 
PERCENTAGE SHARES OF THE CMEA COUNTRIES 
IN FINLAND'S FOREIGN TRADE (1971 - 1987) 

EXPORTS 

%E ~ 
f- h" 1\ -25~ lA 

E·:::::::::::· .. " ~ .......... . 
20J--- .' I'll,:"", '. 

I-- ""': I 'I 

I-- ,I .: I .:' I, 
I--- It " It 

f- .' .:.:. 
151-.. ..;:. ~ 

I-- ",." I, Ill ' '.11 IIIIIII1II I IIIIIIIIIIIII I IIIT11111111111111111111111111111111111111111111111 1 i-2:··:······· .. ·· -' .. ' -
10 =-

-
-
-1 

5----i-
o 1972 74 76 7B BO B2 B4 B6 

IMPORTS 
%r-----------------------------------. 

f-

f- .' 

~ .. ::::::::::::\ .... 
251- .. :.;.... '';'. 

I-- , I I I I I-- 'I I' I , I " 

f- ". • .•••. :::;'.,::::::'.':::::::>' \, 

-

I-- " "" ,I," ," I 1.,1
11 

I" " 

20J--- :":"11':":"" 1111 ,1,.1 " -
I-- ,:,'1, :::::,1' 
f- • ..' 
f- .: •• , 

'. 

i-2·.·.. "'A 151---"'· .. · · .... · ·. 11 111111111111111111111111111111111111111111111IIIIIIIII I IIIIIIIII IIII IIIIIII II~ 
- ',;',1 1'1': 

.::::: 
- ',1 111 ' 

-
-

10--
=1 
-

5i-­i­
r­
r­
r-

o 1972 74 76 7B BO B2 B4 B6 

1. USSR 
2. Other European CMEA countries 

Source: Official Statistics of Finland. Foreign Trade 

able to maintain its position in 
the Soviet market, with a share 
of some 15 per cent of the Sovi­
et Union's western trade in the 

36 last five years. 

In 1970-85. Finnish exports 
to the Soviet Union grew at an 
annual average rate of 7 per 
cent, i.e. twice as fast as exports 
to western markets. The rapid 

growth was due both to the 
surge in oil prices over the 
same period and to the bilateral 
trade system . The structure of 
exports to the Soviet Union 
differs from that of western ex­
ports; in exports to the Soviet 
Union. the metal and engineer­
ing industries, the forest indus­
tries and the textile. clothing . 
leather and footwear industries 
have large shares, whereas ex­
ports to western markets are 
dominated by forest industry 
products. 

Changes in oil prices have 
influenced the growth of trade 
and developments in the cur­
rent account. Exports have var­
ied mainly as a result of 
changes in the value of imports. 
While fluctuations in exports to 
the Soviet Union have been 
large compared with those in 
exports to other countries, in 
the 1970s, in particular. they 
have served to cushion eco­
nomic activity in Finland 
against the effects of interna­
tional business cycle fluctua­
tions resulting from the in­
crease in oil prices. The 
weakeni ng of the terms of trade 
did not lead to lower employ­
ment or output as the increase 
in import prices focused on the 
trade with the Soviet Union, 
which it was possible to in­
crease because of the balanc­
ing mechanism provided for 
under the bilateral arrange­
ments. 

Because of the increases in 
energy prices, the value of 
bilateral trade between Finland 
and the Soviet Union reached 
its highest levels in 1982 and 
1985, since when the value of 
trade has fallen . In 1986, the 
sharp fall in the world market 
price of crude oil decreased the 
value of Finnish imports by al­
most one-third . The fall in the oil 
price has created a new situa­
tion for the trading partners, 
and as a result some new fea­
tures have emerged in the 
trade. 

The Soviet Union has deliv­
ered oil for trading with third 
countries to pay for an average 
of 10 per cent of Finnish exports 
to the Soviet Union during the 

last five years. In 1981-86, 
clearing imports from the Soviet 
Union based on Finland 's own 
demand covered 89 per cent of 
Finland 's clearing exports. In 
addition, the Soviet Union has 
paid for just over 3 per cent of 
the commodities bought from 
Finland in convertible curren­
cies in the 1980s. At the end of 
1987, Finland 's clearing ac­
count claim on the Soviet Union 
was about one-fourth of the val­
ue of exports in the same year. 

Raw materials and energy 
have made up over 90 per cent 
on average of Finland 's imports 
from the Soviet Union in the 
1970s and 1980s. Energy im­
ports have accounted for over 
80 per cent of Finland 's total im­
ports from the Soviet Union in 
the 1980s as the share of ener­
gy purchased from the Soviet 
Union in Finland 's total pur­
chases of energy abroad was 
raised in order to restore bal­
ance to the trade. Finland im­
ports practically all the crude oil 
and all the natural gas it needs 
and substantial amounts of 
coal, electricity and nuclear fuel 
from the Soviet Union. 

Efforts have been made to 
diversify imports and especially 
to increase the share of machin­
ery and equipment. At present, 
they account for some 10 per 
cent of imports and Finland is. 
in fact , the main western buyer 
of Soviet machinery and equip­
ment. 

IMPORTANCE OF 
TRADE WITH THE 
SOVIET UNION FOR 
THE FINNISH 
ECONOMY 
Trade with the Soviet Union 

is of great importance for the 
Finnish economy. First. exports 
to the Soviet Union are more 
labour intensive and involve a 
higher degree of processing 
than other exports, and there­
fore the effect of exports to the 
Soviet Union on employment is 
significant. In the early 1980s, 
when exports were at their 
peak, they were estimated to 
have provided employment for 
some 140,000 people (incl. 

CHART 2. 
EXPORTS. IMPORTS AND TRADE ACCOUNTS BE­
TWEEN FINLAND AND THE SOVIET UNION AND 
THE OTHER SOCIALIST COUNTRIES (1971 - 1987) 
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the multiplier effect). Now 
the employment impact has 
reverted to the level of the early 
1970s, i.e. to some 70,000 
people. A substantial part of 
the exports and production of 
several manufacturing sectors 
is delivered to the Soviet Union 
and these industries are 
specialized in deliveries to the 
Soviet market. 

The sectors specializing in 
exports to the Sovi~t Union are 
the metal and engineering In­
dustries, the food industry and 

the textile, cloth ing , leather and 
footwear industries. Hence, 
these sectors, in particular, 
have been affected by the ad­
justment problems caused by 
the cutback in exports. About 
one-third of metal and en­
gineering industry exports 
goes to the Soviet Union. In 
1980-85. the Soviet Union 
bought over half of all the ves-
sels built in Finland. Over the 
same period. almost 20 per 
cent of the production of the 
textile, clothing . leather and 37 



CHART 3. 
STRUCTURE OF FINLAND'S TRADE WITH THE SOVIET 
UNION (1971 - 1987) 
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footwear industries also went to 
the Soviet Union. The vigorous 
growth intheexportsofthefood 
industry in the 1970s and 1980s 
was attributable to exports to 
the Soviet Union; in the first half 
of the 1980s, some 50 per cent 
of the food industry's exports on 
average went to the Soviet U n-

38 ion . 

The Soviet Union's share in 
the total exports of the forest in­
dustries has varied between 10 
and 20 per cent. The share of 
forest industry products in Fin­
land's exports to the Soviet U n­
ion has been significant. How­
ever, it has fallen during the 
1970s and 1980s and now ac­
cou nts for about one-fifth . 

FINANCING AND 
SPECIAL ISSUES 
In the 1980s, fluctuations in 

trade and payments flows have 
been sharper than before. Fin­
land has had protracted and in­
creasingly large claims on the 
clearing account because it 
has not been possible to adjust 
exports rapidly enough when 
the value of imports has not 
reached the level set for it be­
cause of a fall in oil prices or a 
lower dollar exchange rate or 
both . 

In the 1970s, the clearing ac­
count was in balance on aver­
age. But during the current de­
cade, the situation has 
changed ; Finland has had an 
almost permanent claim , aver­
aging FIM 1.5 billion annually. 
The imbalances on the current 
account and clearing account 
have highlighted the impor­
tance of various financing ar­
rangements in the 1980s in 
maintaining a measure of bal­
ance and a high level of trade. 

On two occasions in the 
1980s, Finland 's claim exceed­
ed the agreed credit limit to 
such an extentthat the followi ng 
financing and special meas­
ures had to be taken. In 1982 
and 1987, some FIM 2.2 billion 
(SUR 300 million) was trans­
ferred as a credit from the non­
interest bearing clearing ac­
count to a special interest­
bearing account. In 1982-87, 
the Soviet Union delivered a to­
tal of over 10 million tonnes of 
crude to Finland for sale to third 
countries. The Soviet Union 
was paid for these deliveries 
through the clearing account 
while the earnings from the re­
sale of crude were in convert­
ible currencies. The advance 
payment system applied to ves­
sels to be delivered to the Soviet 
Union has been gradually 
changed so that now vessels 
are paid for in full on delivery. 
This has made it possible to re­
duce Finland 's claim and thus 
allow more time for the adjust­
ment of Finnish exports. In spite 
of these measures, the clearing 
account balance has almost 
without exception remained 
above the agreed credit limit. 

However, special measures 
may hamper the development 
of trade as in many cases they 
imply postponing the problem 
of the imbalance on the ac­
count until the future. The use of 
the rouble as the accounting 
and payment currency has also 
caused problems, relating to 
e.g. hedging the outstanding 
claim against exchange rate 
ri sks. The fact that credit cannot 
be extended by individual com­
panies under the clearing sys­
tem has been felt to be a prob­
lem, particularly by the Soviet 
Union , as, too, has the difficulty 
of incorporating new forms of 
trade, such as joint ventures, in 
the system. Indicative of the ri­
gidity of the clearing payments 
system in recent years has 
been the fact that when Finland 
has had a claim on the account 
Finnish exports have had to be 
administratively restricted by 
licensing . 

In September 1988, major 
changes were made to the pri n­
ciples applied in the system . As 
from the beginning of 1989, 
fu nds in the clearing account 
wil l be hedged against any 
changes in the external value of 
the rouble. Under the new 
agreement, the clearing system 
wil l be altered so that it will no 
longer be possible for long­
term interest-free claims or lia­
bilities to accumulate in the 
clearing account. As from the 
beginning of 1990, the credit 
limit in the clearing account will 
be lowered from the present 
SUR 300 million to SUR 200 
mil lion and any amounts ex­
ceeding this limit will be settled 
quarterly in convertible curren­
cy. The new credit limit will be 
interest-free up to SUR 100 mil­
lion. The new agreement also 
enables the use of customary 
trade credits in Finnish exports 
to the Soviet Union . 

OTHER COOPERATION 
The 15-year comprehensive 

programme for technological 
development adopted by the 
CMEA in 1985 comprises five 
major areas of advanced tech­
nology. Many topics related to 

CHART 4. 
THE BALANCE ON THE FINNISH-SOVIET 
CLEARING ACCOUNT AND THE CREDIT LIMIT 
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the programme will also be dis­
cussed in connection with the 
cooperation between Finland 
and the CMEA, and thus Fin­
land will have ample opportuni­
ties to make use of the CMEA's 
large potential for research . 
The CMEA is particularly in­
terested in the capability of 
Finnish industry to quickly ap­
ply research results. 

Finland has agreements on 
economic, technical and scien­
tific cooperation with all Eastern 
European socialist countries. 
The forms of scientific-technical 
cooperation with the Soviet Un­
ion are well-established as it 
has been going on for almost 
20 years in 35 working groups 
and under numerous separate 
agreements. The importance of 
cooperation for trade is grow­
ing as the structure of trade 
changes: the reaching of new 
deals increasingly requires 
knowledge of the other party 's 
technical level and ability to ap-

ply the most advanced tech nol­
ogy. The most important areas 
of cooperation are arctic re­
search with in the sh ipbuilding 
industry and measurement 
techniques and high-energy 
physics in science. 

A standing Finnish-Soviet 
intergovernmental commission 
on economic cooperation was 
set up in 1967 to develop new 
forms of cooperation extending 
beyond the traditional ex­
change of goods. The commis­
sion investigates the develop­
ment of economic contacts, 
draws up proposals for expand­
ing commercial and oth e~ eco­
nomic contacts, deals With IS­

sues related to the implementa­
tion of commercial ahd eco­
nomic agreements, prepares 
proposals on the implementa­
tion of agreements and coor­
dinates economic relations be­
tween the two countries. The 
long-term programme signed 
in 1977 and the monitoring of its 39 



implementation are also the 
responsibility of the commis­
sion . 

Industrial cooperation aims 
at expanding trade in machin­
ery and equipment between 
the two countries. Its share in 
the exports of the Finnish metal 
and engineering industries has 
risen so that almost half the ex­
ports of machinery and equip­
ment to the Soviet Union is now 
based on industrial coopera­
tion. The establishment of joint 
ventures aims at the joint 
production of goods for sale in 
the markets of third countries. 
There has been keen interest in 
joint ventures but so far only a 
few joint ventures involving 
Finnish companies have been 
registered in the Soviet Union. 
They comprise both service 
and manufacturing compa­
nies. 

FUTURE PROSPECTS 
A more favourable setting 

was created for the expansion 
of economic cooperation be­
tween European countries with 
different political systems when 
in June of this year the CMEA 
and the EC signed an agree­
ment on establishing diplo­
matic relations after 15 years of 
negotiations. At the same time, 
it was agreed that individual 
CMEA countries decide on 
their relations with the EC on a 
bilateral basis. Thus each 
CMEA country has the chance 
to give diplomatic recognition 
to the EC and to conclude its 
own agreements, with poten­
tially significant economic im­
plications. 

The economic reforms now 
under way in the CMEA coun­
tries are increasing the direct 
operating scope of companies 
in these countries, e.g . in for­
eign trade. However, the im­
plementation of administrative 
changes in foreign trade are 
slow since they require the im­
plementation of reforms in other 
areas. For instance, the aim is 
that in 1988-89 all Soviet en­
terprises should become fully 
accountable for their financial 
performance and that changes 

40 in e.g. the planning , pricing , 

financing and wholesale trade 
systems be implemented by the 
beginning of the next five-year 
term , i.e. by 1991. However, this 
time horizon seems rather short 
and it is more realistic to as­
sume that these new forms of 
operation become established 
only gradually, later in the 
1990s. 

The bilateral clearing system 
has been well-suited to the cen­
tralized and planned foreign 
trade system of the Soviet U n­
ion. Its advantages will change 
substantially at the latest in the 
event that the rouble becomes 
a convertible currency, which 
may happen as a result of the 
reforms. If the next five-year 
plan for the Soviet economy 
and the foreign trade plans, in 
particular, are formulated in 
more general terms than be­
fore, it will naturally affect the 
structure and detailedness of 
the framework agreements be­
tween Finland and the Soviet 
Union. It is possible that the 
framework agreement will be­
come a document laying down 

general guidelines, which in 
turn would influence the nature 
of annual protocols on the ex­
change of goods. 

The amendments endow 
the payments system with the 
desired flexibility and will facili­
tate the introduction of new, 
more sophisticated forms of 
trade. Automatic settlement in 
convertible currencies is likely 
to lead to trade with Finland be­
ing conducted more in line with 
that of other western countries 
in the Soviet foreign currency 
planning system. This may en­
tail an expansion of the choice 
of goods offered by the Soviet 
Union to Finland. On the other 
hand, Finnish exports may 
have to face fiercer competition 
as they will be compared more 
closely with imports from other 
western countries. In any case, 
its is quite clear that the mecha­
nism determining trade is going 
to change. 
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FINLAND'S COMMERCIAL RELATIONS WITH 
DEVELOPING COUNTRIES 

by Alec Aalto, Deputy Director General 
Ministry for Foreign Affairs 

hen examining Fin­
land 's external eco­
nomic relations, the 

developing countries, or LDCs 
(less developed countries) , are 
normally taken to be those 
countries which are not mem­
bersofthe OECD orthe CMEA. 
Our knowledge of the develop­
ing world is, on the whole, limit­
ed and of recent origin . Trade 
and tourism are phenomena of 
the last few decades, and Fin­
land has neither the historical 
relationships nor the geo­
graphical proximity to create 
a special awareness of any 
particular developing country. 

It is probably true to say that 
Finland has been equally un­
known to the developing coun­
tries. The impact of Finnish 
development assistance or 
peacekeeping forces is rather 
limited in this respect. Being a 
member of EFTA or one of the 
neutral countries of Europe 
does not carry much weight 
when trying to promote Finnish 
trade in the Third World . The 
Scandinavian connection may, 
incidentally, haye a better refer­
ence value in some parts of the 
world. 

There are instances when a 
company from a small , non­
aligned nation is preferred to a 
multinational as a supplier of 
goods or know-how. But, 
though a colonial past can be a 
political handicap for a country, 
it can often be turned into a 
commercial advantage for its 
companies, when there is a 
common language, uniform 
standards and long-estab­
lished administrative and trad­
ing ties. A small , newly-inter­
nationalized country like Fin­
land has few initial advantages 
when entering untried, far-off 
markets. 

Given the heterogeneity of 
the developing world and the 
fact that trade relations be­
tween Finland and a large num­
ber of LDCs are non-existent, it 
could be argued that this as­
pect of Finland 's external eco­
nomic relations is no more than 
just a number of individual 
cases. Our economic coopera­
tion with the developing world 
lacks uniform structures such 
as the OECD framework, the 
free trade arrangements in 
Western Europe and - though 
less uniform - the trading 
arrangements with the socialist 
countries of Europe. However, 
certain unifying features have 
been emerging during the 
last two decades. The system 
of General ized Special ized 
Preferences (GSP), which 
favours imports from develop­
ing countries, is slowly expand­
ing. Various financial mecha­
nisms for promoting Finnish 
exports and investments have 

CHART 1. 

recently been created. A stan­
dard type of agreement on eco­
nomic and industrial coopera­
tion is in force between Finland 
and nearly thirty developing 
countries. 

TRADE IN GOODS 
The LDCs' share of world 

trade is around 20 per cent, of 
which two-thirds is carried on 
with the OECD countries. Trade 
with LDCs makes up about 20 
per cent of the total trade of the 
OECD countries. In Finland 's 
case, the corresponding figure 
has been noticeably lower, in 
recent years well below 10 per 
cent (Chart 1) . Imports from 
LDCs peaked in 1980 at 13.6 
per cent of total imports, while 
exports have only rarely ex­
ceeded the 10 per cent level. 

Taking into account the fluc­
tuations in the prices of oil and 
coffee, the two single most im­
portant items in Finnish imports 

FINLAND'S TRADE WITH DEVELOPING COUN­
TRIES IN 1970 - 1987 

% 

12 

10 

8 

6 

4 

2 

~ 
I-

~ 
I-

~ 
I- 1 L 
~, 
I- // 
~ 
I-

~ 
l- • 

MILL.FIM 
-

A 

LI 1\ -

~v '\.. - 8000 
-~ 

-

1- 4000 
-

'-
-~~ Irul liI U 1-, II 

0 1970 72 74 76 78 80 82 84 86 88 0 

1. As a percentage of Finland's total trade (left scale) 
2. Exports in mill. FIM (right scale) 
3. Imports in mill. FIM (right scale) 41 



CHART 2. 
COMPOSITION OF FINLAND'S TRADE WITH DE­
VELOPING COUNTRIES IN 1980 - 1987 BY MAIN 
CATEGORY OF GOODS, PERCENTAGE SHARES 
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1. Crude oil 
2. Coffee 
3. Other foodstuffs 
4. Textiles, clothing and footwear 
5. Other goods 

from developing countries, 
trade both in value and particu­
larly volume terms has in fact 
been rather stable over the last 
decades. 

The share of exports to LDCs 
in Finland's total exports was 
around 6 per cent in the late 
1960s, gradually rose to a rec­
ord high of 10 per cent in 1980 
and then fell slowly to 8 per cent 

42 in 1987. The value of annual ex-

ports has decreased only three 
times over the last twenty-five 
years. 

The share of imports from 
LDCs in Finland 's total imports 
has been more volatile be­
cause of sharp variations in 
commodity prices. After dis­
playing a slowly rising trend in 
the 1960s, it grew at an acceler­
ating pace in the 1970s and 
peaked in 1980. 

On the whole, it would seem 
that changes in the structure 
and geographical distribution 
of both imports and exports in 
the last decade have been 
greater than those in the ag­
gregate figures for trade with 
LDCs. 

Exports 
Forest industry products 

have traditionally dominated 
Finland 's exports to developing 
countries in both North Africa 
and Latin America. In the 
1980s, however, their share has 
been declining , andthevolume 
of exports has fallen consider­
ably. 

The share of metal and en­
gineering industry products 
has fluctuated between one­
quarter and one-third of total ex­
ports (Chart 2) . Important 
products include forest indus­
try machinery and machinery 
and equipment for power 
generating and transmission. 
Telecommunications is a rapid­
ly growing export sector. 

The export figures have oc­
casionally been inflated by 
sales of second-hand ships 
and the transfer of Finnish ships 
to open registers in certain 
small developing countries. 

Other exports includechem­
icals, whose share has been 
steadily growing , and furs, es­
pecially to Asian countries. 

Imports 
While it is difficult to discern 

any clear trends in Finnish ex­
ports, such trends are easily ob­
servable on the import side. 
The combined share of crude 
oil and coffee is today less than 
half of that a few years ago. 
While the volume of imported 
coffee has remained stable 
over the years, that of oil has 
declined rapidly as a result of 
reduced reliance on oil as an 
energy source and changes in 
the supply structure (Chart 2) . 
Mostofthecountry'soil require­
ments are covered by imports 
from the Soviet Union , trade 
with wh ich is conducted on a 
bilateral basis. 

Traditional imports from de­
veloping countries of tropical 

fruit and other foodstuffs have 
not changed much in reccent 
years. On the other hand , both 
textiles and footwear have been 
growing rapidly, as, too, have 
several other categories of 
finished goods, such as office 
equipment, audiovisual equip­
ment and other electronics. 

The established view of 
LDCs as exporters of primary 
commodities with only a limited 
supply of marketable industrial 
goods no longer holds true in 
Finland 's case, if imports from 
these countries are viewed as a 
whole. However, the benefits of 
the changes in the structure of 
imports are unevenly spread. A 
few newly-industrializing econ­
omies (N IEs) in Asia have estab­
lished themselves in the rapidly 
expanding market for finished 
consumer goods, while a grow­
ing number of countries are still 
competing for a share of the 
less promising market for food­
stuffs and cheap textiles. 

Trading partners 
The changing pattern of 

trade is strongly reflected in the 
figures for individual trading 
partners. The OPEC countries 
accounted for 60 per cent of 
Finland's imports from the de­
veloping world in 1980, virtually 
all of their share consisting of 
oil. Seven years later OPEC oil , 
origi nating entirely from Saudi 
Arabia, accounted for less than 
15 per cent. As Finnish compa­
nies succeeded in establishing 
themselves as major suppliers 
of goods and services to the 
booming Arab market, the 
large deficit of 1980 soon 
turned into a substantial sur­
plus. Falling oil prices and the 
Gulf War then sharply reduced 
the overall volume of trade. 
Trade balances with individual 
Arab OPEC countries have 
fluctuated considerably. 

The expanding share of in­
dustrial goods in Finland's im­
ports from developing coun­
tries is reflected in the trade 
figures for the four N IEs of Asia. 
In 1980, Hong Kong , the 
Republic of Korea, Singapore 
and Taiwan accounted for 6 per 
cent of imports from LDCs, 

while in 1987 their share had ris­
en to 28 per cent (Table 1). In 
this case, trade has developed 
In a fairly balanced fashion: 
while Finland 's exports to these 
countries were virtually nil in 
1980 they had risen to one-fifth 
of all of her exports to develop­
Ing countries in 1987. 

TABLE 1. FINLAND'S FOREIGN TRADE 
WITH DEVELOPING COUNTRIES: TOP 
TWELVE 
IMPORTS 

Share . of total imports from developing 
countries, per cent 

Saudi Arabia 
Republic of Korea 
Brazil 
Hong Kong 
China 
Taiwan 
Colombia 
Costa Rica 
SinQapore 
Thailand 
Morocco 
Malaysia 

EXPORTS 

1987 1980 

12.5 36.6 
9.9 1.8 
8.9 5.0 
8.1 2.5 
8.0 1.4 
7.8 0.6 
6.3 5.6 
3.2 2.3 
2.3 0.6 
2.3 0.5 
2.1 0.9 
2.1 0.8 

Share of total exports to developing coun­
tries, per cent 

China 
Republic of Korea 
Egypt 
Saudi Arabia 
Hong Kong 
India 
Algeria 
Taiwan 
Singapore 
Brazil 
Indonesia 
British Territories in the 
West Indies 

1987 1980 

9.8 
7.9 
7.0 
6.0 
5.4 
4.3 
4.1 
3.5 
3.4 
3.4 
3.0 

2.9 

5.1 
0.6 
6.4 
5.3 
0.8 
2.4 
5.8 
0.3 
1.2 
3.6 
1.6 

0.2 

The three main suppliers of 
coffee to the Finnish market, 
Brazil , Colombia and Costa 
Rica, have each run a consis­
tent surplus in their trade with 
Finland. In Latin America, only 
Brazil is currently a major mar­
ket for Finnish exports. 

As regards trade with other 
developing countries, Finland 
tends to be in surplus rather 
than in deficit. Normally Finnish 
exports consist of forest indus­
try products or investment 
goods, which , in practice, are 
difficult to match with supplies 
of tropical agricultural prod­
ucts, textiles, leather goods and 
handicrafts. As an adherent to 
the principle of free trade and 
with a strongly market-oriented 
economy, Finland has been 
neither able nor willing to 
accept demands for cutting 
trade surpluses through state 
interference. Equally, Finland 

has accepted huge deficits, e.g . 
with oil and coffee producers, 
and called for stronger market­
ing efforts to reduce the deficits 
by increasing Finnish exports. 

A special trading situation is 
created where trade is generat­
ed by official development as­
sistance (ODA) .1 Bilateral aid 
accou nts for 60 per cent and 
multilateral aid for 40 per cent of 
total Finnish ODA. The vast bulk 
of Finnish bilateral aid is chan­
nelled to a number of Sub­
Saharan states and a few coun­
tries in Asia. Several of these are 
among the least developed 
countries (LLDCs). Since well 
over half of all Finnish ODA is 
spent on supplies of Finnish 
goods and services, it is obvi­
ous that this has a significant ef­
fect on the overall export figures 
and especially on the trade bal­
ance of the main recipients of 
aid. Incidentally, this also af­
fects any analysis of the eco­
nomics of trade with LDCs. 

TRADE IN SERVICES 
Construction and consulting 

activities played an important 
role for some years in Finland's 
economic relations with the de­
veloping world. The cycle was 
short but intense. Construction 
projects in developing coun­
tries, mainly in the Middle East, 
amounted to over FIM 2.5 bil­
lion in 1982, i.e. over 60 percent 
of total exports in this sector 
(Table 2) . Last year, the cor­
responding figures were some 
FIM 300 million and 15 per 
cent. Facing increased compe­
tition from Far Eastern countries 
with cheaper labour and the 
growth of a domestic construc­
tion industry in many develop­
ing countries, Finnish builders 
can offer specialized tech­
niques and project manage­
ment, involving a minimum of 
Finnish personnel on the spot. 
Hotels and residential areas for 
tourism is a potential new mar­
ket. 

1 For a more detailed discussion of ODA. 
see the article "Finland's Development 
Cooperation In Support of Structural 
Adjustment " by Kal Helenlus In the 
November 1987 issue of the Bank of 
Finland Monthly Bulletin 43 



TABLE 2. FOREIGN INVOICING OF FINNISH CONTRACTORS IN 1980 - 1987, 
MILLION FIM 

Total 
1980 1981 1982 1983 1984 1985 1986 1987 1980-1987 

Soviet Union 
OtherCMEA 
countries 

12901250160027301980 133012901 514 12984 

98 8 8 25 30 20 5 15 209 
Western Europe and 
USA 68 48 37 60 83 130 80 

650 315 
110 115 

174 680 
Middle East 776 1 702 2 462 1 085 845 144 7979 
Central Africa 61 137 152 195 100 86 956 
Far East 10 53 54 27 4 24 95 72 339 

TOTAL (approx.) 2 300 3 200 4 300 4 100 3 050 22501 9002000 23150 
of which developing 
countries 847 1 892 2 668 1 307 949 784 525 302 

(35) (28) (15) 

9274 

(40) % (37) (59) (62) (32) (31 ) 

Consu lting services to LDCs 
accounted for close to 60 per 
cent of all exports in th is sector 
in 1981 , while the correspond­
ing fi gure for last year was only 
30 per cent (Table 3) . Activities 
are down to a minimum in the 
Middle East and have been faI l­
ing in Africa as wel l. The Far 
East, by contrast, seems to be 
an expanding market. There is 
growing reliance on develop­
ment assistance programmes, 
which, in fact, financed more 
than half of consulting services 
to LDCs last year. With the de­
cline in construction exports, 
consu ltants are concentrati ng 
on other sectors such as forest­
ry, energy, environmental ser­
vices and specialized services 
for the public sector. 

The economic importance 
of the service sector is difficult to 
assess for many reasons. Ex­
port figures can easily be mis­
leading , as partoftheexpenses 
are local costs. Nonetheless, it 
is obvious that construction 
and consulting activities have 
directly created export oppor­
tunities for Finnish goods, in­
creased the awareness of Fin­
land as an advanced nation 

with a highly skilled workforce 
and provided many Finns with 
useful experience of working 
abroad . 

Other services play a minor 
role and statistics are not read i­
ly available. Tourism is naturally 
a source of growing surplus for 
certain developing countries, 
and this has to be borne in mind 
when examining thei r deficits 
on the trade side. 

THE PROMOTING 
AND FINANCING OF 
EXPORTS 

The setting of 
priorities 
Opening up new markets in 

the developing world requ ires 
close interplay between the 
business community, financial 
institutions and government. 
Normally, company interests 
are the guiding factor, but the 
assessment of commercial op­
portunities is often based on in­
formation provided by embas­
sies, The Finnish Foreign Trade 
Association and official finan­
cial institutions. Sometimes the 
authorities may try to stimulate 
interest in a market where short­
term busi ness prospects would 

TABLE 3. EXPORTS OF CONSULTING SERVICES IN 1981 - 1987, BY REGION , 
PERCENTAGE SHARES 

Soviet Union 
Other CM EA countries 
Western Eu rope 
Middle East 
Africa 
North America 
Central and Latin America 
Far East 

TOTAL 
of which developing 
countries 

MEMORANDUM ITEM' 
44 TOTAL in FIM MILL 

1981 1982 1983 1984 1985 1986 1987 

17.3 25.9 22.2 12.3 21.9 26.6 19.7 
0.2 0. 8 1.3 1.1 0.7 1.0 0.2 

22.2 19.2 20.7 33.3 40.5 35.4 45.4 
22.4 21 4 13. 5 9.8 10.1 3.4 1.9 
27.8 25 7 34.0 30.1 11 .2 16.3 15.3 

2.4 1.0 0.7 3.3 4.5 5.8 4.4 
0.7 1.2 1.5 1.0 1.2 0.8 0.8 
70 4.8 6.1 9.1 9.910.712.3 

100.0 100.0 100.0 100.0 100.0 100.0 100.0 

579 ~ 1 ~ . 1 ~ .O 32.4 31.2 30.3 

364 444 414 417 463 455 510 

not seem a sufficient reason for 
individual companies to estab­
lish or maintain a presence. 

The point of departure is 
whether a given country has a 
market for those rather special ­
ized goods and services which 
Finland can competitively pro­
vide. Other factors are overall 
economic performance, cred it­
worthiness, payment record 
and regulations relating to 
trade, investments and foreign 
compan ies. 

Annual priorities are set on 
the basis of economic and poli­
tical indicators and surveys 
of business interests. These 
are translated into concrete 
proposals for high level visits, 
meetings of joint economic 
commissions, participation in 
international fairs, bilateral sym­
posia etc. 

Selectivity is today's watch­
word. With the increased inter­
nationalization of Finnish busi­
ness, there is a more realistic 
and precise view of where com­
mercial opportunities lie. Ac­
cordingly, there is less need for 
general exploratory missions. 
Offi cial efforts are concentrated 
on fewer countries than before, 
mainly in the Gulf reg ion and 
the Far East. Selectivity must 
not mean neglect of those tradi ­
tional markets where prospects 
are temporarily less promising, 
though in recents years promo­
tional activities in e.g. Latin 
America and Africa have, on 
the whole, been less frequent 
and more closely tied to con­
crete projects than before. 

The debt situation 
The worsening debt situa­

tion of the developing world 
does not necessarily imply a 
reduction in the volume of 
trade. Some of the big debtors 
are huge economies, in which 
Finland's share of external 
trade is 0.2- 0.3 per cent. In 
markets where Finnish paper 
or special ized high-tech goods 
are attractive, finance need not 
be a problem . In the case of 
weaker economies, however, 
development assistance be­
comes virtually the only source 
of finance. Since Finland 's as-

si stance focuses on a few cou n­
tries, the debt problem 
precludes trade with a large 
number of LDCs. 

Where economic risks are 
considerable, export guaran­
tees are essential for economic 
cooperation. Less than one-fifth 
of al l exports of goods to LDCs 
are covered by offic ial export 
guarantees. Th is probably 
reflects the composition of Finn­
ish exports, a large portion of 
which consists of non­
investment goods with short 
terms of payment. Most invest­
ment goods and projects as 
well as most exports to high-risk 
countries are covered . It would 
also seem that only a few of the 
cou ntries worst hit by the debt 
crisis have been sign ificant ex­
port markets for Finland . 

Finland participates in the 
activities of the Paris Club and 
has entered into several agree­
ments on the reschedu li ng of 
debts. 

There have been relatively 
few disputes concerning 
receivables of individual com­
panies covered by export 
guarantees and on ly a small 
number of cou ntries have been 
involved. The problem is not 
negligible, however, given the 
modest size of the Finnish 
companies involved and of 
overall trade with LDCs. 

The risk-taking capacity of 
the export guarantee system is 
a determining factor when try­
ing to diversify exports and 
markets. More demanding 
projects and potentially lucra­
tive markets may remain out of 
reach , if too narrow limits are 
placed on the availabil ity of 
guarantees. Some special ar­
rangements for LDCs may be 
called for, especially as the 
newly-created system of con­
cessional cred its is likely to put 
considerable strains on the 
guarantee system. 

Financing 
. Trade with developing coun­

tnes IS normally financed on 
commercial terms. There are 
no governmental agreements 
on bilateral trade, and private 
barter deals are very much the 

exception . The terms of export 
credits are determined on an 
OECD consensus basis. Subsi­
dies cannot form a lasting basis 
for economically viable trade. 

In spite of the view that trade 
and aid are separate activities, 
the Government-like itscoun­
terparts in other OECD coun­
tries - has seen the need for a 
facili ty to support export credits 
for projects and programmes 
with a high development effect. 
This concessional credit 
scheme, in operation since 
1987, fol lows the ru les laid down 
within the OECD. Interest in the 
scheme has been consider­
able; to date there have been 
over 100 applications involving 
projects in 27 countries, nor­
mally low or middle-income 
economies, and with a total vol­
ume of more than FIM 3 bill ion. 
The scheme is administered by 
Finnish Export Credit Lld and 
FINNIDA, while the final deci­
sion on the interest subsidy is 
taken by the Government. So 
far, only a few decisions have 
been taken , and a large num­
ber of applications will prob­
ably never reach the commer­
cial stage, as most projects con­
cerned are internationally ten­
dered. The scheme will have to 
be continuously improved in or­
der to meet both development 
and commercial requirements. 

Barter deals are often advo­
cated as a means of promoti ng 
Finnish exports where the pay­
ments situation is difficult or 
where there is a serious im­
balance in trade. The official 
line is that such deals have a 
distorting effect on trade and 
national economies in the long 
run and that there is no man­
date for a government in a mar­
ket economy to enter into such 
transactions. With these reser­
vations in mind, it can be noted 
that barter trade accounts for 
the bulk of one country's trade 
with Finland while in some oth­
er instances barter has been a 
necessary condition for impor­
tant projects. On the whole, 
however, the volume of barter 
trade is modest, and ex­
perience of it is limited . 

International development 

institutions and banks provide 
opportunities for project ex­
ports, information on which is 
channelled to companies 
through embassies and The 
Finnish Foreign Trade Associa­
tion . Participation in World 
Bank projects has lately been 
on the increase. Contacts be­
tween companies and regional 
development institutions, e.g. 
the Asian Development Bank, 
are being actively promoted . 

Contacts with national finan­
cial and investment institutions, 
particularly in the Arab world , 
have recently been established 
with a view to explori ng the pos­
sibilities of joint projects in th ird 
countries. Both these and other 
ideas for promoting coopera­
tion in th ird countries are fre­
quently discussed at meetings 
of joint economic commissions, 
but it seems difficult to find con­
crete ways of implementing 
them . Some useful experience 
has been gained through the 
activities of the Nordic Invest­
ment Bank, which provides fi­
nance for projects with a multi­
Nordic content in developing 
countries. 

INVESTMENTS AND 
ESTABLISHMENT 
Finnish direct investment 

abroad has been growing 
rapidly in the 1980s. In recent 
years, many important de­
veloping countries have 
opened their economies to for­
eign investment with a view to 
stimulating technology transfer 
or simply providing employ­
ment through joint ventures or 
wholly-owned subsidiaries. 
Some Finnish investment in 
LDCs has taken place, but the 
attraction is modest compared 
with establishing in the EC or 
the US (Table 4) . Manufacturing 
units are still rare, which indi­
cates that the transfer of tech­
nology is on a narrow basis 
(Table 5). Only in Brazil, India, 
Saudi Arabia, Singapore and 
Malaysia are four or more Finn­
ish manufacturing units to be 
found . 

A government agency for 
stimulating investment in LDCs, 
FINN FU ND, wassetupin 1979. 45 



TABLE 4 . NET INVESTMENT BY FINN ISH COMPANIES IN SUBSIDIARIES AND 
ASSOCIATES ABROAD IN 1980 - 1987, MILLION FIM 

1980 1981 1982 1983 1984 1985 1986 1987 

EFTA 76 167 263 138 1 351 371 1 723 686 
EEC 148 256 430 598 654 817 1326 2 385 
North America 161 112 289 606 286 659 334 474 

97 94 179 
46 15 9 

Developing cou ntries 77 52 
Other 25 25 

160 227 115 
69 31 126 

TOTAL 487 61 2 1 125 1451 2 479 2 076 3 641 3 786 

At the end of last year, FINN­
FUND had investments to­
tall ing FIM 167 million in 23 
projects in 16 countries. Partici­
pation by FINNFUND requires 
a Finnish and local partner and 
takes the form of equity hold­
ings and loans. 

Problems encountered in 
joint venture activities include 
difficulties in assessing risks 
and profitability, meeting 
managerial requirements and 
training needs, and finding a 
suitable local partner. Th is 
is why government-to-govern­
ment discussions on the need 
to promote investment seldom 
lead to concrete results, unless 
there are direct business in­
terests involved . 

IMPORT 
ARRANGEMENTS 
There is a strong govern­

ment interest in promoting im­
ports from LDCs. In the Finnish 
economic system, th is cannot 
be done through interference 
in commercial activities or 
through government pur­
chases. One means is the 
advice and assistance provid­
ed to exporters of LDCs by 
the government sponsored 
PRODEC (Program for De­
velopment Cooperation) . This 
presupposes a will ingness on 
the part of the exporter to make 
a marketing effort. Such a will­
ingness is often lacking in spite 
of official efforts to increase 
trade, mainly because Finland 
is a small and unknown market. 

This, incidentally, explains why 
a considerable proportion of 
imports reach Finland through 
th ird countries. 

Another means of import 
promotion is the GSP system, in 
force since 1972 and today 
covering virtually all LDCs. All 
industrial products are includ­
ed, with the exception of certain 
sensitive products, e.g. textiles. 
Agricultural coverage is more 
restricted the aim being to 
safeguard domestic farming . 
The preferences have been 
expanded to some extent over 
the years, with special conces­
sions for the LLDCs. The rate of 
utilization is high and there are 
no quotas or other restrictions 
involved. 

The developing countries as 
a group naturally benefit most 
from those preferences which 
give them a competitive advan­
tage in relation to industrialized 
countries, i.e. in industrial 
goods rather than in tropical 
products. It is not su rprisi ng that 
the biggest beneficiary is the 
Republic of Korea, followed by 
Hong Kong. 

The one notable exception 
from the industrial coverage of 
the GSP system is textiles. Fin­
land applies comparatively 
high duties on garments and 
has concluded agreements un­
der the multi-fibre arrangement 
(M FA) with the most important 
suppliers to the Finnish market. 
These ag reements are general­
ly regarded as reasonably 

TABLE 5. TOTAL NUMBER OF FINNISH SUBSIDIARIES AND ASSOCIATES 
ABROAD AS AT DECEMBER 31, 1987, BY SECTOR1 

FinanCing 
and Manu­

facturing Sales insurance2 Other 

174 
248 
91 

135 

Total 

709 
888 
240 
403 

EFTA 
EEC 
Developing countries 
Others, total 

GRAND TOTAL 

46 ~ Seclor of SubSidiarY or associate 
Inel banks' brancH offices 

114 
149 
46 
79 

388 

412 9 
460 31 

78 25 
172 17 

1 122 82 648 2240 

liberal both in coverage and 
quotas, and textile imports from 
LDCs have been steadily grow­
ing. From the trade point of 
view the quotas have probably 
had the effect of diverting trade 
from certain efficient Asian 
producers to countries within 
the European free trade sys­
tem. On the other hand it is 
highly doubtful whether doing 
away with all restrictions, In­
cluding duties, would benefit 
a wider group of developing 
countries. The net result might 
be an increased flow of even 
cheaper textiles from the big­
gest and most efficient 
producers. 

COOPERATION AT 
GOVERNMENT LEVEL 
The influence of the state is 

present at all levels of economic 
activity in most developing 
countries. Most forms of eco­
nomic cooperation thus require 
the active or tacit support of 
governmental authorities, at 
least in the initial stage of open­
ing a new market. Contacts at 
government level primarily 
serve to explore opportunities 
and identify public and private 
parties interested in future 
cooperation . At a later stage, 
joint government efforts may be 
needed to eliminate obstacles 
and make shortcuts where pri­
vate business finds it difficult to 
proceed. The standard vehicle 
for joint action by governments 
is an agreement on economic, 
industrial and technological 
cooperation (ElT) . 

An ElT agreement provides 
a framework for economic 
cooperation . It states the inten­
tion of the two governments to 
initiate and pursue cooperation 
in various fields and sets up a 
joint commission for the im­
plementation of these inten­
tions. Depending on the role of 
the administration in the other 
country and on prevailing eco­
nomic conditions, such an 
agreement can , from Finland's 
point of view, be a necessity, a 
useful channel or a dormant re­
source. The network of ElT 
agreements covers virtually all 
of Finland 's present or potential 

export markets (Table 6) . Most 
agreements have proved fruit­
ful. Joint commissions have 
identified areas - sometimes 
even concrete projects - of 
common interest, cleared up 
problems concerning trade 
and payments and opened 
doors for the business commu­
nity in both countries. 

With the increased empha­
sis on the role of the private sec­
tor in most LDCs, the traditional 
type of regular meetings be­
tween high officials in joint com­
missions may have outlived its 
usefulness. Increased direct in­
volvement of enterprises, per­
manent specialized working 
groups and joint stUdies of in­
vestment opportunities are 
methods that are being tried 
out in order to revitalize the 
work. 

Special ElT grants have 
been available since 1984 as 
"seed money" for promising 
projects of Finnish firms. The 
money can be used for feasibil­
ity studies and training pur­
poses primarily within the 
framework of ElT agreements. 
To datesome FIM 28 million has 
been made available for a total 
of 90 projects in more than 20 
countries. Matching funds are 
provided by the Finn ish firms 
and their counterparts in the 
country involved . The largest 
number of projects have been 
in China, Malaysia, Indonesia 
and Colombia. 

Besides the E IT network, 
there are numerous agree­
ments on air transport, road 
transport and taxation . A few 
agreements on the protection 
of investments have recently 
been concluded and Finland 
has signed the convention on 
the Multilateral Investment 
Guarantee Agency. With the in­
creased emphasis on joint ven­
tures, this may be an important 
development, and it is worth 
noting that the opportunities for 
foreign investment in Finnish 
companies have been en­
larged as well. 

PROSPECTS 
Outlining the prospects for 

trade with LDCs calls for 

TABLE 6. FINLAND'S AG REEMENTS ON ECONOMIC INDUSTRIAL AND 
TECHNOLOGICAL COOPERATION WITH DEVELOPING COUNTRIES 

ASIA 

AFRICA 

LATIN AMERICA 

China 
India 
Indonesia 
Iraq 
Republic of Korea 
Kuwait 
Malaysia 
Saudi Arabia 
Thailand 
United Arab Emirates 

Algeria 
Egypt 
Cameroon 
Libya 
Morocco 
Nigeria 
Senegal 
Sudan 
Tunisia 

Argentina 
Bra2il 
Colombia 
Mexico 
Peru 
Venezuela 

Year of 
agreement 

1979/1987 
1974 
1987 
1964 
1979 
1980 
1980 
1976 
1988 
1982 

1982 
1977 
1988 
1980 
1979 
1981 
1987 
1980 
1965 

1980 
1981 
1980 
1975 
1965 
1979 

Number of JOint 
commission meetings 

6 
6 
1 

12 
4 
3 
3 
9 

2 

1 
7 

5 
2 
1 

2 
2 
3 
6 

N.B. Agreements with Iran and Jordan are under preparation 

sweeping general izations, 
which will not necessarily be 
applicable in any individual 
case. A considerable number 
of developing countries will 
continue to be dependent on 
ODA to finance vital imports. A 
few newly-industrial ized coun­
tries will be gradually integrated 
into the circle of industrialized 
market economies. In between 
there lie small but wealthy 
nations, huge economies with 
low per capita income, and 
middle-sized economies with 
good potential. Commercial 
prospects are often premising , 
but, because of political and 
economic conditions, not 
necessarily stable. 

In Finland, the business 
community and the authorities 
are by now reasonably well ac­
quainted with the markets of the 
developing world . Exploiting 
their potential should be based 
on selectivity in the choice of 
markets, perseverance in mar­
keting efforts and deeper local 
involvement. The heavy costs 
involved normally limit partici­
pation to the big exporti ng com­
panies or to smaller internation­
ally specialized firms. 

Most developing econo­
mies are becoming more 
market-oriented, with increas­
ing reliance on private busi-

ness. Transfer of technology, a 
local partnership and direct in­
vestment may be necessary 
precond itions for a long-term 
presence in a market. 

Local production based on 
Finnish know-how and machin­
ery can result in products better 
su ited to LDCs than certain 
traditional Finnish exports, in 
cases where the quality/price 
ratio is more geared to the de­
mands of OECD markets. 

Finance is readily available, 
but there is a need for more risk­
taking and for less subsidies, 
if th is can be agreed upon 
internationally. 

Raising the developing 
countries' share of ou r total 
trade is no end in itself. Whose 
share should be correspond­
ingly reduced? But a healthy, 
growing commercial relation­
ship is a vital element in our rela­
tions with the developing world 
and an integral part of the inter­
national ization of Finnish busi­
ness and industry. 
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HIGH TECHNOLOGY IN FINNISH FOREIGN TRADE 
by Harri Luukkanen, Research Manager 
Teras-Kari Oy Consulting 

his article starts by review­
ing international trends in 
high technology. It then 

goes on to examine the impact 
of high technology on structural 
change in the engineering in­
dustry and, in particular, the im­
portance of high technology for 
Finland's foreign trade. Finally, 
the article considers the impli­
cations of technological pro­
gress in the European Commu­
nity, the USA and Japan for 
Finnish export markets and 
technology imports. 

Over the last 15-20 years, a 
number of product groups 
have appeared in international 
markets which have been 
characterized by high depend­
ence on research and develop­
ment, long lead times between 
basic research and the final 
product and rapid obsoles­
cence because of competition 
from new products. In addition, 
these products, referred to as 
high-tech products, typically re­
quire large investments in 
production and marketing . 

According to the definition of 
an OECD working group, high­
tech products include numeri­
cally controlled machine tools, 
industrial robots, telecommuni­
cations electronics, industrial 
automation and measuring 
equipment, fibre optics, ADP 
equipment, microelectronics, 
medical devices, space tech­
nology and biotechnology. 

Other defin itions, e.g. the 
DOC21ist of the US Department 
of Commerce, have a wider 
coverage, embracing a large 
number of other technology­
intensive product groups. 
Generally speaking, it is difficult 
to make a statistical classifica­
tion of high technology be­
cause product definitions are 
tied to time and the prevailing 

48 level of technology. 

Because the competitive­
ness of productive activities in 
industrial countries relies in­
creasingly on the use of high­
tech products, these products 
are of great strategic impor­
tance to the governments and 
economies of these countries. 
Common to most high-tech 
products is that they are 
manufactured in the engineer­
ing industry and are highly de­
pendent on advances in 
microelectronics and com­
puter technology. Whereas for­
merly advances and manufac­
ture in high technology focused 
on hardware, today the empha­
sis is on software. Associated 
with this has been an increase 
in the intelligence embodied in 
products. 

These product groups are 
discussed below. Space tech­
nology, biotechnology and 
microelectronics are not dealt 
with , however, because of the 
rather specialized nature of 
these product segments. 

DEVELOPMENTS IN 
INTERNATIONAL 
MARKETS 
In 1970-1985, demand for 

high-tech products in the 
OECD countries grew at an 
average annual rate of 18 per 
cent, measured at current 
prices in US dollars. This is 3-4 
times faster than the growth of 
GDP during the same period. 
The main contribution to the 
vigorous growth of demand 
and production has come from 
computer sales, which account 
for approximately half of the 
market for high-tech products. 
Growth in another major prod­
uct group, telecommunications 
electronics, has been slower 
than the average growth rate 
over the long term. 

In 1985, the total market for 
high-tech products in OECD 
countries amounted to an esti­
mated USD 225 billion, and the 
governments of these cou ntries 
are understandably showing 
an interest in the promotion of 
these industries. Companies 
which failed to perceive the 
changes that occurred in their 
environment or sector in the 
1970s fell by the wayside in the 
new decade. Technological 
change became the goal of all 
industrialized countries, the 
doctrine anchored in research 
and technology policy and, 
more widely, the basis for eco­
nomic growth and competitive­
ness. 

However, the high-tech mar­
ket has changed rapidly since 
the mid-1980s. In most sectors, 
rapid growth of demand has 
given way to overproduction 
and slower, cyclical growth. 
This reflects the maturity of the 
major part of high-tech 
products and the gradual satu­
ration of markets. Manufactur­
ing know-how has been trans­
ferred to a large number of 
companies and to many coun­
tries. Several product groups 
are already losing the dyna­
mism which distinguished 
them earlier. Evidence of this is 
to be found both in markets and 
technological change. 

MARKETS AND 
TECHNOLOGICAL 
CHANGE 
For instance in the computer 

market, the growth trend of de­
mand seems to have slowed 
down permanently since 1985, 
most notably in the USA but 
also in other industrialized 
countries. Cyclical fluctuations 
in demand are becoming more 
pronounced and markets are 
gradually being saturated in 

several application areas. 
Cheap microcomputers and 
programs have decentralized 
data processing and won a ma­
jor share of the market. The 
costs of minicomputer and 
mainframe computer pro­
grams and slow growth in the 
productivity of programming 
have accelerated the shift to 
microcom puters. 

Similarly, the use of industrial 
robots is no longer increasing 
to any significant degree in 
traditional applications, and the 
mass market predicted at the 
beginning of the decade has 
not materialized. The hopes 
placed in new applications and 
more advanced robots have 
largely been unfulfilled. In 1987, 
sales of robots in OECD coun­
tries amounted to 37 000 units, 
which meant a halt in the 
growth of sales. The introduc­
tion of robots has encountered 
difficu lties mainly in the US mar­
ket. 

In process automation, 
replacement investment has 
been the key factor underlying 
the demand for digital automa­
tion systems since the 
mid-1970s. Now the market for 
investment goods replacing old 
analog systems has almost 
been exploited to the full and 
construction of new process 
plants is slowing down through­
out the world. The pace of tech­
nical change is more even than 
before and requires greater re­
source inputs than in the break­
through phase. 

In the OECD countries, 50 
per cent of metal machine tools 
acquired (calculated at acquisi­
tion cost) are numerically con­
trol led and thus established 
technology. In 1985, the num­
ber of NC machine tools 
manufactured in the OECD 
area amounted to some 74 000 
units, and this amount is unlike­
ly to have risen in subsequent 
years. The penetration of NC 
machines and the increase in 
the number of installed units 
from the estimated 650 000 
units in 1987 are likely to be fair­
ly slow in the future. The trend 
will continue to be towards flex­
ible manufacturing systems but 

it is likely to proceed slowly. 
Telecommunications faces 

the prospect of expanding mar­
kets on two fronts. First, techno­
logical change will lead to the 
replacement of old analog 
technology with new digital 
technology. Secondly, new 
services will become available 
and this is estimated to result in 
a doubling in the number of 
public telecommunications 
services by the year 2000 from 
about 15 at present. The 
digitalization of telephone ex­
changes, transmission links 
and private branch exchanges 
(PBXs) will also be necessary 
for the extension of new ser­
vices to homes and work­
places. 

The world 's first fibre optics 
based transmission links were 
connected to the public tele­
phone networks in Finland and 
Canada in 1979. Five years later, 
there was a transmission net­
work of some half a million fibre 
kilometres stretching all over 
the world. Now optical cables 
are replacing copper, compete 
efficiently with satellite links and 
extend across continents and 
under oceans. 

Since the early 1980s, de­
mand for medical devices has 
been held in check by slow eco­
nomic growth and efforts to 
curb public expenditure. A 
comprehensive network of 
health services was created in 
the previous decade, and the 
main need now is only for 
replacement investments. As 
far as medical equipment is 
concerned, technical change 
continues: film-based X-ray 
equipment is being replaced 
by digital equipment and new 
technologies, such as ultra­
sound and magnetic reso­
nance imaging, are becoming 
increasingly important. The de­
mand for electromedical instru­
ments and laser instruments of 
various kinds is also expected 
to increase. 

According to the latest 
studies, the rate of growth in the 
total demand for high-tech 
products in the OECD area is 
likely to fall by a half in the 1990s 
from the high growth figures of 

the early 1980s. Growth in the 
computer market is expected to 
follow this overall trend. 

STRUCTURAL CHANGE 
IN THE FINNISH 
MARKET 
These international trends 

also provide the background 
for the development of 
high technology in Finland. 
Changes in the commodity 
composition of production and 
exports are closely linked to 
three basic factors: exports to 
market economies, expansion 
of the production of the en­
gineering industry and vigor­
ous international demand for 
new products. 

These longer-term trends 
can be discerned in Table 1. 
The production and exports of 
high-tech products have grown 
rapidly, particularly in the 
1980s. In addition, the share of 
high-tech products in the 
production and exports of the 
engineering industry has 
grown considerably. 

In 1985, the value of 
high-technology production 
amounted to FIM 5.7 billion 
and that of exports to FIM 2.9 
billion; at the same time, high­
tech products accounted for 
12.4 per cent of the output and 
12 per cent of the exports of 
the engineering industry. At 
present, the value of high­
technology production ex­
ceeds that of shipbuilding or 
wood processing machines, 
two relevant yardsticks in Fin­
land. 

The growth of high-tech and 
other engineering exports to 
western markets has led to a 
marked increase in production. 
In 1970-85, the volume of 
production of the engineering 
industry in Finland grew by 
5.5 per cent a year on average, 
substantially faster than the 
3 per cent average annual 
growth rate recorded for the 
OECD countries as a whole. 

Some Finnish high-tech 
products, such as measure­
ment and control instruments, 
data transmission equipment 
and electrical medical equip­
ment, trace their origins to the 49 



TABLE 1. THE HIGH-TECH INDUSTRY IN FINLAND IN 1970, 
1975, 1980 AND 19851,2 

vestment in computer hard­
ware amounts to approximately 
1.0 per cent of G DP, which cor­
responds to the average level in 
the EC countries. 

A. Gross value of high-tech production, imports, exports and domestic sales, FIM million 

Production Imports Exports Domestic sales 

1970 177 327 66 438 
1975 641 825 235 1231 
1980 1 731 1 760 870 2 621 
1985 5707 4239 2929 7 01 7 

B. The share of high-tech products of the engineering industry (IS IC 38) in production, 
imports, exports and local domestic sales, per cent of gross value 

As regards numerically con­
trolled machines, Finland lags 
behind other countries; only 
about one-third of the machine 
tools sold are NC machine 
tools. This is due to the short 
production runs for many spe­
cial products, the small scale of 
consumer goods production 
and the fact that heavy metal i n­
dustry still accounts for a large 
share of the engineering indus­
try. 

Production Imports Exports Domestic sales 

1970 2.7 7.7 3.6 5.1 
1975 3.6 7.5 4.4 5.5 
1980 5.5 10.4 8.9 6.7 
1985 12.4 14.7 12.0 13.9 

1 High-tech products include the fol lowing items: numerical ly controlled (NC) machine 
tools; industrial robots; telecommunications equipment excl. cables; fi bre optics; in­
dustrial automation and measuring equipment; ADP equipment and parts, and medi­
cal, electromedical and analytical instruments. 

Domestic production could 
not have been started without 
technology transfer, imported 
industrial equipment and parts 
and components. This has 
been accompanied by Fin­
land 's own domestic applied 
R & 0, by means of which know­
how has been converted into 
products and manufacturing 
methods. R & 0 has mainly 
been carried out by compa­
nies; the Technical Research 
Center of Finland has func­
tioned as transfer agent in 
some projects of national im­
portance. 

2 Approximate figures. 

1960s. They were followed by 
the products of the 1970s -
computers, industrial robots 
and CNC machine tools. Fibre 
optics, space technology 
and microelectronics are the 
products of the 1980s in Fin­
land. 

Many high-tech products 
have been commercially suc­
cessful. Success has almost in­
variably been achieved in ex­
port markets because the 
domestic market is too small to 
sustain profitable production . 
Moreover, success has been at­
tained under truly competitive 
conditions as the domestic 
market is fully open to foreign 
competition. As competition for 
customers is intense in high 
technology, marketing and the 
organization of distribution 
have been problems in trade to 
western markets. The best 
companies have managed to 
cross th is th reshold . 

IMPORTS ARE VITAL 
TO PRODUCTION 
Imports account for 61 per 

cent of high-tech sales in Fin­
land , while 52 per cent of 
domestic production goes to 
exports and this share is rapidly 
growing all the time. The fi gures 
serve to underline the high 
dependence of the Finnish 
economy on foreign technol-

50 ogy and markets (Table 2). 

Overall , the growth of de­
mand for high-tech products 
has been as fast in Finland as in 
OECD countries on average 
during the last 15 years. 
Nevertheless, the share of high­
tech products both in produc­
tion and exports is smaller than 
the average in OECD countries. 

In the application of import­
ed or domestical ly developed 
technology Finland has been in 
the international mainstream in 
many sectors. In 1987, there 
were 8.5 industrial robots for 
every 10000 workers in the 
manufacturing industry, which 
represents the average in the 
EC countries. Over the past ten 
years, the com puter market has 
expanded more rapidly in Fin­
land than in the OECD coun­
tries on average. At present, in-

Finland's self-sufficiency in 
the basic components needed 
in the production of high-tech 
products is very low. Therefore, 
reliable contacts between 
domestic manufacturers and 
foreign suppliers and prompt 
delivery of components are of 
vital importance. As Finland 's 
trade with western markets and 

TABLE 2. THE SHARE OF EXPORTS OF HIGH-TECH PROD­
UCTS IN TOTAL PRODUCTION AND OF IMPORTS OF HIGH­
TECH PRODUCTS IN DOMESTIC DEMAND AND THE 
BALANCE OF FOREIGN TRADE (EXPORTS AS A 
PERCENTAGE OF IMPORTS) IN FINLAND IN 1970, 1975, 1980 
AND 1985, PER CENT1,2 

Share of exports Share of imports Balance (exports 
in production in domestic sales as a percentage 

1970 37.3 
of imports) 

74.5 20.2 
1975 36.7 67.0 28.5 
1980 50.3 67 .2 49.4 
1985 51 .5 60.5 69.3 

1 Hlgh-tech products include the following items: numerically controlled (NC) machine 
tools;. Industrial robots; telecommunications equipment excl. cables; fibre optics; in­
dustrial automation and measuring equipment; ADP equipment and parts and medi-
cal , electromedical and analytical instruments. ' 

2 Approximate figures. 

high-tech manufacture have 
grown, contacts with suppliers 
and foreign licensing author­
ities have improved. At present, 
there should not be problems 
with the supply of any critical 
components, and , conse­
quently, no obstacles to the 
development and manufacture 
of increasingly sophisticated 
products. 

EXPORTS BOOST 
PRODUCTION 
According to recent studies, 

Finnish high-tech production 
sh'Juld continue to grow fairly 
favourably in the 1990s. The 
main impetus will still come 
from exports, which are expect­
ed to gain a growing market 
share abroad. It should be pos­
sibleto achieve this by entry into 
new manufacturing sectors, by 
introducing new products and 
by opening up new western 
markets. Besides actual ex­
ports, operations in major mar­
ket areas will become increas­
ingly important. Business ac­
quisitions in Sweden, the EC 
countries and the USA have 
provided a basis for internation­
al operations. 

Domestic demand is also 
expected to develop fairly 
favourably. Imports have tradi ­
tionally accounted for a large 
share of domestic demand, 
and no further significant 
growth is expected in this share. 

As a result , an ever-increas­
ing proportion of production 
will be exported , and the en­
gineering industry will rapidly 
become more technology­
intensive. According to fore­
casts, the share of high-tech 
production going to exports will 
amountto almost 60 per cent in 
1990. 

At the same time, the en­
gineering industry will continue 
to undergo structural change; 
the share of high-tech products 
IS fo recast to amountto some 18 
per cent of the sector's output in 
1990. The pace of structural 
change will be boosted by the 
slow growth of or even fall in the 
production of old , heavy tech­
nology. 

The trade balance in high 

technology has improved con­
tinually, though it still shows a 
deficit. In 1985, high-tech ex­
ports accounted for almost 70 
per cent of high-tech imports. It 
seems likely that balance in this 
trade will be achieved in the 
mid-1990s (Table 2). 

TRADE POLICY 
THREATS AND 
OPPORTUNITIES 
The efforts of Western Euro­

pean countries and Japan to 
create a strong trade bloc 
based on their own technology 
will create a tripolar source of 
technology replacing the form­
er dominance of the USA in 
technology. Such a course of 
development will be supported 
by the fact that the Japanese 
have caught up with the USA in 
the field of microcircu it and 
computer technology and by 
Japan's superiority in the robot 
and NC machine market. 

The development of new 
technologies under a number 
of European multinational re­
search programmes and the 
creation of the single European 
market in 1992 will reinforce the 
trend towards the tripolarity of 
technology. 

The response of the USA 
has been the SDI (Strategic 
Defence Initiative) programme 
and the "militarization" of basic 
research , which offers a way of 
preventing the transfer of tech­
nology to competitors. It is 
hoped that SDI will have spin­
off effects similar to those of the 
APOLLO programme in the 
1960s. The present advances 
in, for instance, microcircuits 
and computer technology have 
their origins largely in the appl i­
cation of the research results of 
the APOLLO programme, the 
main aim of which was a 
manned flight to the moon . 

The future tripolar develop­
ment of technology may have 
both positive and negative im­
plictions. At worst, it contains 
the seeds of a new round of 
trade war and protectionism as 
technological progress will be­
come less predictable and 
more difficult to control than be­
fore. It also threatens "the na-

lional interests" of the USA in 
many new sectors and may 
also deprive US defence of its 
technological superiority, as 
has already happened in trade 
policy. 

At best, the consolidation of 
the technological base will pro­
mote internal and external 
trade in these areas and create 
more scope for small nations 
like Finland to buy and sell high 
technology. The economic 
strengthening of the EC area is 
likely to intensify its economic 
relations with Finland . Tradition­
ally, these links have been 
strong but they have weakened 
with the sl ow economic growth 
of the EC area and new markets 
have had to be sought else­
where. 

Full utilization of economic 
integration in the EC and the 
resul ts of technological de­
velopment may, however, be 
hampered by demands for po­
li tical integ ration , which would 
run counter to Finland 's policy 
of neutrality. Consequently, the 
alternatives offered by Japan 
and the USA will remain impor­
tant for Finland's national tech­
nology strategy. Imports of 
technology from the USA and 
Japan may partly compensate 
for research results reserved 
solely fo r EC members. 

There are no significant bar­
riers to exports of high technol­
ogy to western markets. A more 
serious problem for Finland is 
the limited resources of compa­
nies in the integrating market. 
The need for resources is fur­
ther increased by the require­
ments of technological ad­
vance and , above all , compre­
hensive marketing. Instead of 
international markets one can 
talk about international 
products, for which there has to 
be adequate demand. Market­
ing requirements are likely to 
lead to an increase in joint ven­
tures and other forms of 
cooperation in manufacturing 
between Finnish and foreign 
companies in the years ahead. 
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EUROPEAN INTEGRATION AND FINLAND 
by Veli Sundback, Deputy Director-General 
External Economic Relations 
Ministry for Foreign Affairs 

urope is the key area for 
Finland's foreign trade, 
accounting for some 

80 per cent of Finland's total im­
ports and exports. The share of 
the EC in Finland 's total trade IS 

over 40 per cent, that of EFTA 
over 20 per cent and that of 
Eastern Eu rope some 15 to 20 
percent. 

The outcome of the integra­
tion processes currently under 
way in Europe is thus vital for 
the economic interests of Fin­
land . It is essential that Europe 
remains the major market for 
Finnish products, and an area 
to which Finnish exports have 
open access. This article 
describes Western European 
integration. Developments tak­
ing place in Eastern Europe 
and between Eastern and 
Western European countries 
are not discussed. It should be 
stressed, however, that these 
developments are of great im­
portance for Finland, which is a 
strong supporter of pan­
European cooperation . 

FINNISH 
PARTICIPATION IN 
EUROPEAN 
INTEGRATION 
Finland adopted an open 

economic strategy as early as 
1957. Trade with western coun­
tries was liberalized and put on 
a multilateral basis. When, in 
the late 1950s, the integration 
process led to the creation of 
the EEC and EFTA, Finland 
safeguarded her economic 
and trade interests by conclud­
ing an agreement with EFTA in 
1961 . 

This first phase in Finland's 
pol icy of economic integration 
was followed by a new phase in 
the early 1970s. After the UK 

52 and Denmark had joined the 

Community and other EFTA 
cou ntries had sought free trade 
agreements with it, a risk 
emerged that a significant part 
of Finnish exports might fall into 
a disadvantaged position. Fin­
land thus found herself in a situ­
ation similar to that some ten 
years earlier. She had again to 
adapt herself to the changing 
economic and trade environ­
ment in order to safeguard her 
vital interests. This was done by 
concluding a free trade agree­
mentwith the EEC. As a result of 
the new free trade agreements, 
a Western European free trade 
area comprising of 16 countries 
came into being. 

FINLAND'S TRADE 
WITH EnAAND 
THEEC 
The free trade agreements 

with EFTA and the EC have 
worked well. Trade has devel­
oped in a balanced manner 
and its structure has been 
diversified . Finnish exports 
have gained significant market 
shares in the EFTA area, mainly 
in the other Scandinavian 
countries. In the EC, Finland 
has maintained her market 
shares. Contrary to the fairly 
widespread fears expressed in 
Finland , no major difficulties 
have been encou ntered as a re­
sult of increased imports from 
EFTA and EC countries. Unlike 
most other EFTA countries, Fin­
land runs a surplus in her trade 
with the EFTA/EC area. 

The bulk of Finn ish-owned 
companies abroad are located 
in the EFTA/EC area. At pres­
ent, there are more than 900 
Finnish firms in the Community 
and some 700 in EFTA coun­
tries. Two-th irds of total net for­
eign direct investment by Finn-

ish firms have taken place in 
Western Europe. 

EUROPEAN 
INTEGRATION ENTERS 
A NEW PHASE: AN 
INTERNAL MARKET IN 
THE EC BY 1992 
Until recently, the European 

Communities remained pri­
marily a customs union in terms 
of their degree of integration: a 
Community with a common for­
eign trade pol icy, a common 
agricultural policy, a largely 
common competition pol icy, 
and common objectives in the 
area of political cooperation . In 
the space of 30 years, the origi­
nal "six" developed into the 
"twelve". The enlargement took 
place at least partly at the ex­
pense of the deepening of eco­
nomic integration. 

I n the past few years, the situ­
ation in the Communities has 
changed radically. In 1985, the 
Community, by then a market 
comprising over 320 mill ion 
people, approved a plan for the 
creation of an internal market 
by the end of 1992. The Single 
European Act provided for 
qualified majority voting rather 
than unanimity in adopting 
Community legislation. Expec­
tations of a real and qualitative 
change in integration rose .. In 
early 1988, the Community 
solved the long-standing prob­
lems of financing the EC budg­
et and made the momentous 
d~cision to increase the struc­
tural funds providing financial 
assistance to poorer reg ions of 
the Community. 

Basically, the creation of the 
internal EC market implies the 
implementation of the "four 
freedoms" : the free movement 
of goods, services, capital and 
people. 

The same freedoms are al­
ready included in the founding 
charter of the EEC, the Treaty of 
Rome. Now a timetable has 
been laid down for the 
programme and the rulings of 
qualified majority voting have 
been provided for. 

CHALLENGES FOR 
FINLAND AND OTHER 
EFTA COUNTRIES 
What are the economic im­

pl ications of the internal market 
for other Western European 
countries belonging to the 
same free trade area, and how 
are they respond ing to the 
challenges? 

Finland and the other EFTA 
countries have repeatedly stat­
ed their recognition that the 
success of the internal market is 
of vital importance for the Eu ro­
pean economies. They there­
fore support the Community in 
th is endeavour. 

The implementation of the 
internal market is the best way 
to achieve the fundamental 
goal of creating better condi­
tions for sustained growth 
throughout th e EC. Such 
growth is likely to increase de­
mand in the main export mar­
kets of the EFTA countries. They 
recognize the potential benefits 
to be reaped from a successfu l 
deepening of EC integration . 

They are equally aware, 
however, that the completion of 
the Community's domestic 
market entails the risk of 
weakening their competitive 
position. They have therefore 
urged the EC to consolidate 
and strengthen mutual cooper­
ation between EFTA and the EC 
at the same time as the EC 
progresses towards comple­
tion of its internal market with 
the aim of extending the 
benefits of integration to all 
countries belonging to the 
Western European free trade 
system. 

LUXEMBOURG 
DECLARATION OF 
1984: THE 
EUROPEAN 
ECONOMIC SPACE 
The meeting in Lu xembourg 

in April 1984 was the first joint 

meeting between the EC and 
EFTA to be held at ministerial 
level . This meeting had a dual 
purpose. Apart from celebrat­
ing the successful implementa­
tion of the free trade agree­
ments, it also offered an oppor­
tunity for ministers to look 
ahead and identify new com­
mon tasks. The ministers ex­
pressed the political wil l to cre­
ate a dynamic European Eco­
nomic Space, the EES, com­
prising of all the 18 EFTA and 
EC countries. The concept of 
the EES has only been defined 
in rather loose terms. It should 
not be seen as a new organisa­
tion but rather as an ongoing 
process. 

It is in the interest of neither 
EFTA nor the EC at this juncture 
to be too precise about the E ES. 
The essence of the EES is paral­
lel development between EC 
and EFTA countries, providing 
benefits for all. 

So far, the concrete results of 
th is new EFTA/EC dialogue 
have been limited , though far 
from insignificant. Two conven­
tions on trade documentation 
and transit documents have 
been signed. Decisions have 
been taken on a large number 
of issues such as techn ical bar­
riers to trade, trade facilitation, 
origin rules, public procure­
ment, state aids, education and 
training , research and develop­
ment. Cooperation has pro­
gressively been extended to 
new areas. At present, work is 
being carried on in some 20 
specific fields. 

At the second joint ministeri­
al meeting in February 1988, 
the ministers took stock of the 
progress made. They adopted 
a declaration that expliCitly 
describes the relationship be­
tween the EC and EFTA as "a 
special relationship". The 
declaration furthermore com­
mits the new members of the 
EC, Spain and Portugal , to the 
process of creating the EES. 

THE FINNISH 
POSITION 
In responding to the 

challenges of deepening in­
tegration , Finland takes . as a 
starting point her established 

trade policy. The aim is to safe­
guard economic and trade in­
terests in a way that is consistent 
with the pol icy of neutrality. 

The considered Finnish 
view is that this pol icy of neutral­
ity cannot be reconciled with 
full membership of the EC. 

Intensified economic 
cooperation in Europe is, how­
ever, essentially in the interest of 
Fin land . Consequentl y, Finland 
takes an active part in the ongo­
ing integration process. 

For both substantive and 
practical reasons Finland 
prefers the joint EFTA approach 
as the main means of coopera­
tion . Th is is also the approach 
preferred by the EC. We need, 
however, to retain the possibility 
of bilateral negotiations and de­
cisions with the EC. Intensified 
economic cooperation among 
the Nordic countries could 
make a useful contribution to 
more extensive West European 
integration. 

Free movement of goods 
within the EFTA/EC area is un­
doubtedly in Finland 's interest, 
though certain restrictions 
would still be necessary as 
regards trade in agricultural 
goods. In the area of services 
and capital movements pro­
gress should be made gradual­
ly and on the basis of ex­
perience. Finland is unl ikely to 
encounter any major difficulties 
in these fields not experienced 
by the EC countries or other 
EFTA countries. 

The situation is more compl i­
cated in the case of free move­
ment of people. On the one 
hand, there is keen interest in 
cooperating in the train ing sec­
tor. Sharing the rec iprocal 
benefits of the EC 's major train­
ing programmes offers a 
means of keeping research up 
to date and maintaining indus­
trial competitiveness. On the 
other hand, there is need to re­
tain control over aliens and 
manpower pol icy. 

PRINCIPLES APPLIED 
BYTHEEC 
IN COOPERATION 
WITH EFTA 
The EC's general negotiat-
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on the following principles: 
- integration within the Com­

munity has absolute priority, 
- the autonomy of decision­

making and action must be 
safeguarded, 

- there must be a balance be­
tween benefits and obliga­
tions; cooperation should be 
based on " real reciprocity", 

- no area of cooperation 
should be excluded a 
priori. 

From the Finnish point of 
view, these principles are un­
derstandable. Finland, too, 
gives priority to her own in­
terests and is determined to re­
tain decision-making in her own 
hands. We fully recognize the 
need for reciprocity and keep 
an open mind as regards ex­
ploring opportunities for 
cooperation in all areas of the 
" four freedoms". 

Yet these principles imply 
that the EC intends to go ahead 
with its integration without wait­
ing for the EFTA countries. The 
latter must therefore step up 
their own cooperation or act 
unilaterally in order to safe­
guard progress parallel with 
Community developments. 

The second principle sug­
gests, in practice, that the EFTA 
countries should closely follow 
developments in the Communi­
ties and be able to react quickly 
whenever they have a chance 
to express their views on the 
Community's draft legislation. 
As a consequence, coopera­
tion with in EFTA will have to be 
further intensified . Finland has 
made a number of practical 
proposals in this respect and 
welcomes the steps taken to 
strengthen EFTA machinery so 
as to be able to keep pace with 
developments in the EES. 

The th ird principle of "real 
reciprocity" also seems 
reasonable enough . It should 
be recalled , however, that there 
is no general agreement within 
the EC as to exactly what real 
reciprocity should constitute. 
Accordingly, the fulfilment of 
this principle will require negoti­
ations between the parties. The 
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international trade will also 
have to be borne in mind. 

METHODS OF 
COOPERATION 
The contractual relations be­

tween the EFTA countries and 
the EC are based on bilateral 
free trade agreements. 
Nevertheless, the EFTA coun­
tries have underlined that EFTA 
can play a key role as their vehi­
cle for cooperation and negoti­
ations with the EC. 

At the ministerial meeting in 
February 1988, the EFTA and 
EC countries agreed that 
cooperation between them 
could best be furthered prag­
matically along both multilater­
al and bilateral lines. For a num­
ber of reasons, both substan­
tive and practical , sectoral mul­
tilateral EFTA/EC arrange­
ments should serve as the main 
means. 

Similarly, bilateral arrange­
ments could be resorted to in is­
sues that do not interest all in­
dividual EFTA and EC coun­
tries. R & 0 is a typical example 
of the bilateral approach. On 
the basis of the framework 
agreement with the EC, Finnish 
partners are already participat­
ing or preparing to participate 
in a significant number of EC 
programmes and projects. 

Another important means 
-applied, for example, in the 
fields of technical regulations 
and state aids -is to develop 
an internal EFTA system com­
patible with EC arrangements, 
thereby providing a basis for 
bridge-building between the 
two systems. 
. A further way is for the par­

ties to automatically and 
unilaterally ensure that their in­
ternal legislation has the same 
or similar, compatible content: 
thereby avoiding any unneces­
sary obstacles to economic re­
lations. 

Adaptation of respective 
legislations would of course be 
much facilitated by an efficient 
and early information and con­
sultation procedure. To some 
extent such procedures are al­
ready applied but they should 
be made more systematic and 

comprehensive in order to ren­
der possible more extensive 
use of the notion of mutual 
recognition of laws, regulations 
and standards as an instrument 
for EFTA/EC cooperation. 

FUTURE PROSPECTS 
Up till now, the EFTA coun­

tries and the EC have worked 
towards the common goal in a 
pragmatic manner step by step. 
This approach has satisfied all 
concerned. As the process of 
integration proceeds, a clearer 
concept and vision of how rela­
tions between the EFTA coun­
tries and the EC should be ar­
ranged in the future might be 
called for. This should , of 
course, be developed jointly by 
the countries and organs of 
EFTA and the EC. 

REGIONAL 
INTEGRATION IN 
RELATION TO GLOBAL 
LIBERALIZATION 
Finland remains an avid 

supporter of the open world 
trade and financial system. We 
do not see European integra­
tion as an end in itself but as a 
contribution to the growth of 
world trade. "Fortress Europe" 
or "Europe for Europeans" 
cannot be the answer to this 
continent's problems. To en­
sure that regional develop­
ments continue to impart posi­
tive impulses to the world trad­
ing system and vice versa it is 
of vital importance that the on­
going GATT negotiations, the 
Uruguay Round, play a central 
role in the liberalization of world 
economic relations. This is in 
our national interest and to that 
end we seek to make an active 
contribution. 

October 3, 1988 
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