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THE INDEX CLAUSE SYSTEM IN THE FINNISH 

MONEY AND CAPITAL MARKETS* 

1. The background 0 

Since the second world war, Finland has passed through 

periods of considerable inflation. Nevertheless, the propensity 
to save has °remained fairly high when compared with those of other 

countrieso This has been mainly due to large public saving in the 

form of real investment·and lending~ and to the fact that numerous 

households have been able to save for acquiring capital goods. 

Their investments in real capital have been comparatively little 

affected by inflation, but inflation may well have caused them 

to reduce their saving in the form of bank deposits and insurance. 

Undoubtedly, inflation has also retarded the development of the 

bond market. 

The use of the index clause was initially occasioned by the 
Government/s desire to observe social justice in certain trans­

actionso Thus it was applied to the promissory notes and bonds 
which were given as partial compensation for the losses of proper­
ty sustained by private persons during the war. National pensions 

and wages were tied to an index for the same reason. The index 
clause also came into use when various financial institutions, 

borrowers Jo. and the Government, competing for the public / s monetary 
savings, began to attach index clauses to deposits, life assurance 

policies and bondso i 
Figures showing the increase of the price level are given in 

Table 1. 

This article describes the index mechanisms applied in the 
Finnish money and capital markets from 1945 to 1968. It was 
originally based on an unpublished paper written by JUSSI LINNAMO 
in 1960. The original paper was revised and brought up-to-date 
by SIRKKA HÄMÄLÄINEN in 1964, and it appeared as Number 2 in 
Series D of the Institute for Economic Research, Mimeographed 
studies, October 1964; in November 1965 it was revised againo 
A new revision was undertaken in December 1968 by SEPPO KOSTIAINEN. 

In 1968 certain stabilization and incomes policy measures were 
taken, which involved the abolition of the greater part of the o' 

existing index linkages. Chapters I-VI have not been re-edited ) 
to take account of these subsequent developments, but Chapter VII 
is added to summarize the relevant points and a timetable of these 
measures. 
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Table 1. The development of prices in Finland 

Wl:lolesale Cost of 
price index living index 

1945=100 change % 1945=100 .change % 

1945 100 100 
1946 156 56.0 160 60.0 
1947 188 20.5 207 29.4 
1948 249 32.4 279 34.8 
1949 251 0.8 284 1.8 
1950 289 15.1 323 13.7 
1951 413 42.9 377 16.7 
1952 409 -1.0 392 4.0 
1953 394 -3.7 399 1.8 
1954 394 0.0 397 -0.5 
1955 390 -1.0 385 -3.0 
1956 408 4.6 429 11.4 
1957 446 9.3 478 11.4 
1958 482 8.1 509 6.5 
1959 479 -0.6 517 1.6 
1960 497 3.8 534 3.3 
1961 501 0.8 544 1.9 
1962 509 1.6 568 4.4 
1963 527 3.5 595 4.8 
1964 567 706 657 10.4 
1965 592 4.4 689 4.9 
1966 604 2.0 716 3.9 
1967 622 3.0 754 5.3 

II. Measures outside the money and capital markets 

a. Indemnity operations. After the war~ Finland ceded certain 

territories to the USSR. Those private persons and firms that 
had been domiciled on the ceded areas received compensation for 

their property losses on a degressive scale. A small'proportion 

of the compensation was paid in cash~ the greater part being 
1 given in the form of share certificates in the Holding Company 

or index-tied indemnity bonds. 
The holders of Holding Company share certificates obtained 

redemption and interest~ ~he rise in the value of shares acting 

1. A Capital Levy was made after the war to provide funds for 
the indemnity due, and joint stock companies were allowed to 
pay it by handing over shares of their own to the Holding 
Company founded for that purpose. 
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as a kind of index compensationo 
The first issue of index-tied indemnity bonds, the Indemnity 

Loan 1945, was not a capital market transaction. Bonds equivalent 
to the estimated value of the property ceded were given to those 

entitled to indemnity. They represented promises to pay indemnity 
to displaced persons over a period of ten years. The index clause 
attached to them provided for a 100 per cent compensation for 

rises in the wholesale price index. The indemnity was given in 
marketable bonds in order to enable the receivers to dispose of 
their property freely at once. The bonds were sold 3 for instance 3 

on the Helsinki Stock Exchange j where at times they formed the 

bulk of the turnover. (In addition, non-index-tied indemnity 
bonds and additional-indemnity bonds had been given to cover the 

losses incurred during the war of 1939/40.) 

Table 2. Government Indemnity bonds 

Outstanding at end of year Sold during year 
Total Index-tied Total Index-tied 
Mil1.mk Mill.mk % Mill.mk Mill.mk % 

1945 49.93 0.78 1.6 3.62 0078 21.5 
1946 119.84 81.83 68.3 91.25 90.88 99.6 
1947 145.33 115.74 79.6 57.41 54.51 94.9 
1948 130.00 109.30 84.1 12 0 65 12.11 95.7 
1949 113.66 93.97 82.7 7.83 7.75 9900 
1950 98.50 79.77 81.0 5.69 5.66 99.5 
1951 81.75 64.00 78.3 3.15 3.15 100.0 
1952 65.34 48.56 74.3 3.46 3.46 100.0 
1953 48.54 32.73 67.4 0.53 0.53 100.0 
1954 30.77 16.54 53.8 0.78 0.78 100.0 
1955 14.23 0.21 1.5 1.33 0.56 42.1 
1956 22.68 0.11 0.5 9.53 
1957 29047 0006 0.2 12 018 
1958 30009 0.02 0.1 10.14 
1959 23.23 1.49 
1960 15053 0.22 
1961 7.70 0.03 
1962 6.52 
1963 4.53 
1964 2.54 
1965 0.57 
1966 0.56 
1967. 0.56 
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b. Na~iol'~~l pensions. Sinee 'che beginning of 19579 national 
pensions - both 'che basie pensions and the additional assistance 

pensions - have been tied to the eost of living index to the 

extent of 100 per cent. 

c. Comyulsory err.p1o:zment pensions. The emp10yment pensions 

insurance system.9 which took effect on Ju1y 1~ 1962 9 is operated 

througtt pri va t(~ insurance oompan:Le s 9 pension founda ti ons and 

pension funds. .hll emp10yment pensions are linked to the general 

wage level!) and the lVIinis'cry for Social Affairs specifies for 

eaoh Y28.r t:J.e va1ue of the Nage index on the basis of which 

pensions are to be reoompu'ced. 

111. The index olause on the domestic bond market 

a. Government securitl.es. The first index-tied bond issue 

intended fo:.." th8 oapi taI 1m rket W8.S made in 1953 for the con­

verEion of "t~he Inderrni 'cy Loan 19459 and was offered exclusi vely 

'co ho1ders of suoh bonds. This issue was also tied to the 

who1esale pr:toe index to the extent of 100 per oent. In 1953-

1955!) 'che majority of Government bond issues had either a 50 per 

oent or a 100 per oent index clause tying the oapita1~ and ve~y 

of'cen a180 the interest, to the wholesale prioe index or the 

OOSt of 1iving index. Sinoe 1956 on1y the 50 per oent clause 

has been app1ied. Government securities he1d by private persons 

have been tax-exempt \'Jith the exoeption of some index-tied 

issues 9 i.a. tn 1961 and 1962. Most of the 1967 issues are 

l1ab1e to taxation for a half of the yie1d and oapital. 



Table -;z: Domes-cic Government bonds denominated in Finnish ./. 

marks oxclt1dtng indem:::1ity bonds 

01.1 t standing at e:ld of yee.r Sold during year 
Total Index-tied Total Index-tied 

Mill.mk Mill.mk % Mil1.mk Mill.mk % 

1953 502.6·4 18.56 3.7 235.98 18.56 7.9 
1954 r-:r::;~) '73 ~J ..... - • 92.83 16.8 112.61 77.91 69.2 
1955 !=:;88 -;;;6 

_~ 0 _/ 15"~~. 00 26.2 72.01 68.97 95 .. 8 
1956 638.90 232.01 7; .... 3 ..-/b. - ll1 09 .1__ I • 98. iVI- 8,c .'S c. ~. 
1957 621.87 270.79 )+3.5 81~, 50 71.64 8l~, 8 
1958 555.)2 239.62 43.1 99.92 12.56 12.6 
1959 5-96.83 200.37 33,6 11LL 67 

-- 1. :J 1.88 1.6 
1960 ''""'-"7 08 0:);>. . 301. )+J. 46.2 166.58 142.20 85,,4 
1961 672.99 333. ~56 l~9·. 5 166.09 77 , 11-2 1;·6.6 
1962 81r8.1.;.9 520.35 61.3 32).61. 237.40 r"(3. 11-

1963 1 1 -;;-;.~ 4-j 55-4·.21 L:-8.9 i+31.54 88.21 2004 ~.// ..... 
1964 1 "11 r:: 1 r-c c. I U" _"- ( 607 ° 7'0 l~8. 8 339.46 117,20 :5)1-.5 
1965 1 )~-60 0 09 780 117 

, 0 I I 1=)7 5 _J:J • 619.64- 361.97 !-~3 11 
_/ et 1 

1966 ~, Gr,ll Q9 '1 O·~-2) jO 65.0 '""27 c, -761=:: QO ,;20) ..J.. (:) .o~ J .,.IoV 

"l067 1 LIÖ9>78 .L 0'7[. C1 76. 11- 203.1+3 151.57 711 1=:: _LJ ,0.)..;... r • ./ 

b. Issues made by i'1~1.cr",~;ial inst=l.tut~]_ons. In 1953.9 the InQ.us-___ ... oc. _______ , __ ~ ______ .. __ ~_.~ __ ._ .. _ •• ______ _ 

trj_al Jl.:ortgagD Be.nk of' P~.nl2.Yld ",ms the first crect~t insti tut~_al1, 

to make [::Q inc.ex~tled bond issue. It was sold in Finland.9 and 

both capital and interest were t~ed to the official ra te of 

exchange for sterl~ng te the extent of 50 pG~ cent. Since then 3 

the majority af the mortgago banks and some other financial insLL­
-cuttans have tied the1r bonds ei tl1.er to sterling 3 ar to 'the expo:r't 

pr:Lce irJ.dox.9 the wholesa1e price index or the cost of 11'lin~ ~~;:1dex., 

VJith the excoption of one issue which is ttecl to the sterlJng rate 

to the extent af :00 per c8nt, alI have a 50 per cent index cluuse. 

The index-tied bonds issued by the financial instttutions al"8 
slfJject to taxation.9 Cl.S alI non-Government bonds general1y 2I'e. 
T~1e only eAcept:':.or.~8 are the 50 per cent inc.~ex-tied bon::_h:; :;.;::,h~i.:'2Ci_ 

. 1 957 d 1 9c 8 ' -~ h t d f' d '-ln __ aY'...l __ J' _' W:l..:..CJ. W81'e exemp e rom lncome an _ proper'v;:'T .- , .; 

until the enO. af 1960. ThE; grea ter part.9 aver 80 per cent., ~).-c .;. ~: ' . 

bO~:1rJ_s af the financial inst i tutions have been sold to other b!-,rl: ~ .. ' .. 

jl~sti tutions 0 
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Table }I 
T. Dornestie bonds c1enominated in Finnish marks issued 

by financial institutions 

Outstanding at end of Yrar Sold during year 1 
Total 1ndex-tied Tota1 1ndex-tied 

Mi11.mk Iv'Iill.mk % Mill.mk Mil1.mk % 

1953 73.20 28.58 39.0 1~3. 58 28.58 65.6 
195~- 98.29 l~8. 21 49.0 28.74 19.64 68.3 
1955 109.11 )+6.67 42.8 18.80 1.79 9.5 
1956 105.07 48.17 45.8 ~" 83 l~. 83 100.0 
1957 95.68 44.84 46.9 
1958 170.56 118.69 69.6 81+.62 77.50 91.6 
1959 210.39 1~·8. 74 70.7 52.58 33.70 61~ .1 
1960 221 0 71~ 151.89 68.5 24.36 12.80 52.5 
1961 212.35 134.69 63.4 17.23 
1962 240.27 169.97 70.7 54.22 52 .. 62 9'"'" "1 ( r. (." 

196=-,> 2L~3 .1!-7 182.92 75.1 32.17 32.17 100.0 
1964 316.16 216.36 68.4 102.51 102.51 2.00.U 
1965 382.96 294.58 76.9 111.43 103.66 0 7 ( . 

.././0'-' 

1966 393. 1!·6 350.33 89.0 60.22 59.67 00 -: ..... _/ -, ~ .... 

1967 384.86 333.61 86.7 36.68 36.68 100 ~ :_', 

1. Index-tied, and sterling-tied bonds. 

c c !peal authori ty issues have been made on a eompapa ti vely sma1~_ 

s~ale sinee the wap. 1n 1952, the city of Helsinki made one issue~ 
the eapital and interest of whieh were index-tied. During ~>(J.e 

period 1958-1961 several towns issued similar loans, alI link:ed 
to the eost of living index to the extent of 50 per eent. From 

1962 to 1965 no bonds were issued by 10eal authorities. 1n 1966-
1967 ei ties made four bond issues, whieh were all 50 per eent tiecl 
to the eost of living index. - About 80 per eent of loeal authority 

bonds we-.ce subseribed by banking institutions. 
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::2able 5. Domestie 10eal 8uthority bonds denominated in 
Finnish m2rks 

01,1 t f2 t anding at enO. of year Sold during yee.r 
Total Index-tied Total Index-tieC 

IvIil1.mk Mill.mk % J.VIill.mk Mill.mk (J/ 
p 

1952 26.59 6.00 2'2.6 7.77 6.00 77 /") .c.. 

1953 25. ~59 5.60 22.i 1.22 
i 9h)~ ~._ ~J 25.82 5.20 20.1 2.94 
, 9'-'-
J. 9:) 2'7 -.i~8 / ._1 2+-80 17.5 4.12 
1956 27' 0 07 l~ 11 /"' 16.3 2.51 .~ . J 

., 0-7 2 h o76 l~. 00 l602 0062 .L]~ 

1958 7,5 ?' 16~20 'c 9 13.55 12.70 93~ rr ./ .. _v 4J < 

1959 36012 0(1 9S 58.1 7.:0 6.56 92 0 1~ c~v II 

1960 L:-7 ~ L~3 -_;7 -lP ./.'J. _.v '70" 0 16.08 1 ):. 51 -'!. 90.2 
lS61 1~8 e 59 36,81 75.8 5.99 5.99 100.0 
1962 ~·7 .71 37.98 79.6 3.83 3.83 100.0 
"1 0 ""3 .L..7b 45056 37.93 8303 3. 2+6 3.46 100.0 
1961!. )10 (...r:--

'-,- 0 .~) ( 34.,65 85.2 0.12 0.12 10000 
1965 35.97 7.:,1 51\ ... ,.1 t) \...1 87.6 0.30 0.30 100.0 
1966 32.03 28.72 89.7 0.67 0.67 100.0 
1967 )7; 0; ./ • 7~- 31.28 92.2 6.33 6.33 100.0 

d. 13on(1s if2s-J.ec1 ~;y non-fil"!-aneial eornpanies. Private non­

fin8ncial co~panlGs were first authorized to issue index-tied 

bonds in 1957 (in Fin12nd alI bond issues have to be 2uthorized 

by the Gover~Bent). In 1957-1959 almost all bond issues were 

provided with an index elause, but in 1960-1963 only a small 

proportion was indcx-tie~. One of the two issues made in 1964 

and one of the three issues in 1965 were index-tied. In 1966 

non-fin2neial eompanic3 did not launeh any domestie bond8. The 

fi ve issues r12Ge ln 1967 W2:-~ alI 50 per esnt index-tiec1.• 'rhe 

wRjotity of indsx-tied bonds were tied to the eost of living 

in1ex to t~p extent af 50 per eent, and some af the~ ta tbe 

GY.t0:lt '")f 25 ~,e~: 0'::D.t. A fevi'" ~'lere tied to the ~A!holesale p~e5_0e 

j.ndoz anc1. one to ste:r.-lingo These 1ssues have been made by 

eompa:n.ies ana. co-oper2.tj_ve f:Lrms in the fields of manufaetu~:>ing.:; 

foreign and i~ternal t:-ad9, trans port and com~unieations. About 

8.J pe::-: cent 0:' t::lese 1:>:!nds also are held by b8.nking institutj.()DS < 
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Table 6. Domestic bonds äenominated in Finnish marks~ 
issued by non-fi.nancial companies 

outstanding 
Total 

Mill.mk 

1956 131.35 
1957 159.98 
1958 164.97 
1959 157.62 
1960 156.27 
1961 157.77 
1962 160012 
1963 190.33 
1964 201.57 
1965 196.86 
1966 192.57 
1967 196.05 

1. Index-tied ar..d 

at end of fear 
Index-tied 
Mill.mk % 

30.97 19.4 
39.81 24.1 
54.71 34.7 
59.28 37.9 
86.00 54.5 
81.33 50.8 
71. )~3 37.5 
62.56 31.0 
58.04 29.5 
48.28 25.1 
62.89 32.1 

sterling-tied bondso 

Sold during year 1 

Total Index-tied~ 

Mil1.mk Mil1.mk % 
1.82 

38.12 
1~·. 26 
17.58 
10.76 
32.72 
26.60 
52.69 
37.49 
38.63 
17.14 
31.26 

30.97 
10.31 
16.38 

5.77 
30. 8~· 

7.57 
2.53 
5.48 
8.63 
3.38 

23.92 

81.2 
7203 
93.2 
53.6 
94.3 
28.5 
4.8 

14.6 
22.3 
19.7 
76.5 

e. General terms of the bond issues. Apart from differences 

relating ~o the choice of index and the compensation percentage j 

the terms of the index-tied bond issues have differed with 

regard to a) the nomina1 rate of interest, b) the degree of 

exactness in calcu1ating the compensation (the percentu'al changes 

in the index 'V·!hich occasion index compensation range from 1 to 

5 per cent)~ and c) the direction in which the index c1ause 
operates (in some cases only rises in the index produce adjust­

ments, whi1e in other cases both rises and drops in the index 

produce corresponding adjustments upwards or downwards). The 

weighted. average interest rates of index-tied issues and non­

index-tied issues are compared in Table 7. 
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Te.b1e 7·, Percentage rates of interest per annurn 

Governrnent bonds Issues by 10cal Six rnonths/ 

" 
authorities and deposit rate of 
private sector the commercial 

.~H banks at end of , 

Index-tied Other Index-tied Other year 
bonds bonds bonds bonds 

1952 7.18 7.50 7.39 5.50 
1953 5.25 6.58 8.00 7.88 5.50 
1954 7.02 7.02 8.00 7.82 5.50 
1955 7.28 8 .l~5 8.50 8.26 6.00 
1956 7.72 8. 11-9 5.75 7. 631 5.75 
1957 6.33 8.25 7.25 6.54 5.75 
1958 6. 6L~ 6.89 7.19 7.581 5.00 
1959 6",)0 6.85 6.98 6.941 4.50 
1960 6. )+5 6.50 6.90 6.841 4.50 
1961 6.55 6.65 7.00 6.77 4.50 
1962 7.77 7.46 7.17 7.65 4.50 
1963 ' 6.63 Jl.,J6, 7.09 7.73 4.50 
1961t- 6.78 8.lt'5 6.94 7.'75 4.50 
1965 6.90 8,78 6.98 7.25 4.50 
1966 7.15v 8.17.~ 7.20 {\J '::/.70 4.50 
1967 6.93 7.06- 7.08 7.76 4.50 

1. Th,:: "perverse l1 behavlour of the rate of interest is partly 
due to the issue of Don-index-tied bonds by the Central Bank of 
the Co-operative Credit-Societies (OKO) and the Land and Industry 
Rcal Estate B8.nk Ltd which is affi1j_ated to it. These bonds are 
p:::-,iili:lrily il1-cended. :Lo!.'" subscription by the co-operative c11 edit 

• +-. sOc1e .... 1es. 

I 'TT 
\i • 1'h~ . .-l.p.dex clause tn pri vate insurance 

S . l 0)'8 -. f' . h ff d . 1 lnce _JT ~ ~l_e assurance cornpan1es ave 0 ere spec1a 

pure risk policles, so-termed flgreat policies" which are deoreasing 
term po1icies based on a constant premium and decreasing assurance. 
These involve no funo. saving and they are payab1e if the policy 

h01de:'::." c~ies before the age of 65 years. Under this c1ause both 

the surns assured and the premiums are 100 per cent linked to the 
cost of li-\Ting index. During 1948-1956 3 the 1ife assurance 
companies offered policies with a clause~ by which the sums 

assured were 100 per cent tied to the cost af 1iving index 3 but 
the clause was valid oJ1y for the first three years, i.e. 3 the 
perj_od 3 during which the policy made no appreciab1e contribution 

to funds4 At the beginning of 19573 the system was changed for 

new policies, in that the surns assured were index-tied to the 
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extent of 100 per eent {~~uring the first three years, after whieh 

both the sums assured and the premiums were 50 per eent index­

tied. At present practically alI new assuranee polieies have 

an index elause, and old policies have teen index-tied for the 

rest of their duration. - Similar index elauses have been 

attaehed ta per~anent flire insurance policies sold in January 

1958 -- Apri1 1967. - The terms of the index clauses are the 
same in al1 assuranee compgnies. 

v. Public"s deposits 1n banking institutions 
-~ -~ 

The banking institutions introdueed aeeounts for index-tied 

deposits in 1955. These deposits wer~ tied to'the eost of living 

index to the extent of 100 per eent. The minimum amount of 

depostt was ftxed at 300 n:arlcs (= 30 000 old marks), and the 

period of deposit at 12 months. The rate of interest was 1 -

1 1/2 pereentage units below that on non-index-tied deposits. 

During 1956, neither the eommereial banks throughout the eountrys 

nor those banking instttutio'Qs operating' in Greater Helsinki 

aceepted index-tied deposits. During 1957 and 1958, alI banking 

institutions aeeepted sueh deposits in two kinds of aeeounts, 

one with a 100 per cent and another with a 50 per eent eost of 

living index elause. 1n these cases also, the minimum deposit 

was 300 marks (30 000 old marks) and the period of deposit 12 

months. From the beginning of 1959 to the end of May 1963, new 

index-tied deposits were only aeeepted in the 50 per eent aecounts. 

Interest on both kinds of index-tied deposits was paid at a rate 

1 pere~ntage unit below that for ordinary deposits until the end 

of 1960. During 1961, 1962 and the first five months of 1963 

the differenee between the rates on index-tied and ordinary 

deposits was 1/2 pereentage unit. At the beginning of June 1<)6), 

100 pe~ cent deposit aeeounts were re-introduced by alI the 

banking insti tutions.9 and at the same time the rates of tntej:"est 

were differentiated so that the rate on 50 per eent deposits 

was 1 pereentage unit, and that on 100 per eent deposits 1 J./2 
percentage units 10wer than that on ordinary deposit. Dntil 'chE: 

end of Apri1 1964 the deposi ts on the 100 per cent aceounts v~ere 

subjeet to state ineome and property tax in respeet of capit21, 
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interest and index compensation, and ta income tax payable to 
the local authority and the church, whereas deposits on 50 per 
cent accounts held by private persons were exempted from taxation. 

On Me.y 1, 1964!1 the 100 per cent aCCOll...1'J.ts likewise became tax­
free. Since that date the rat~ of interest on 100 per cent 
deposits has been 2 percentage units and that on 50 per cent 

deposits 1/2 percentage unit lower th~n that on ordinary deposits. 
On June 1, 1966 the ra te of interest on the 100 per oBnt deposits 
was raised by half per cent. The 50 per cent deposits were 
discontinued from the same date. - The terms applied are the 
same 1n alI banking institutions. 

Table 8. a) Proportion of index-tied deposits in alI banking 
institutions 

AlI term Index-tied deposits 
deposits 50 % 100 % Total 

clause clause 

End of Mil1.mk Mill.mk Mil1.mk Mill.mk % 
1955 3 158.1.['3 3.41 3.41 0.1 
1956 3 229.53 224.62 224.62 7.0 
1957 3 390.09 362.06 462.38 824.44 24.3 
1958 3 851.75 598.41 234.48 832.89 21.6 
1959 4 541.89 279.03 1.49 280.52 6.2 
1960 5 404.53 151.41 151.41 2.8 
1961 6 270.31 37.88 37.88 0.6 
1962 6 706,,68 68.06 68.06 1.0 
1963 7 185.01 "229.16 52.05 281.21 3.9 
1964 8 158.20 118.93 1 167.92 1 286.85 15.8 
1965 9 198.55 75.89 1 591).. 48 1 670.37 18~2 
1966 10 437.30 31.29 2 185.53 2 216.82 21.2 
1967 11 537.86 3 997.17 3 997.17 34.6 
1968 VI 11 881.03 3 612.11 3 612.11 30.4 

b) Percentage of index-tied deposits of the total term 
deposits in each kind of banking institution 
Commercial Savings Co-opera- Post Sav1ngs 
banks banks tive soci- Office account}) 

eties and Savings af cc·')r_ 
End af OKO Bank star,:: ;""; 

1955 0.2 0.1 0.1 0.1 o.c 
1956 0.1 10.1 14.7 4.2 1 r7 

Jo " I 

1957 22.6 27.2 29.9 14.1 1-;" (3 .-J. 

1958 20.3 24.3 26.5 12.2 12.2 
1959 6.7 6.6 5.7 5.2 3.7 
1960 3.1 3·0 2.4 2.4 1.7 
1961 o " 0.7 0.7 1.0 O.lJ • "'1'" 

1962 0.7 1.0 1.7 0.8 0.J+ 
1963 4.1 3.7 5.3 2.3 1.3 
1964 17.1 16.6 18.3 6.1 6.3 
1965 20.3 18.3 20.3 8.0 7.7 
1966 ?~. 6 21.1 23.0 8.8 8.1 
1967 39.2 35.3 36.7 16.7 14.4 
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c) Interest rates on different accounts 

Ordinary Index-tied deposits 
term 50 % clause 100 % clause 
deposits 

1960 4 1/2 3 1/2 
1961 4 1/2 4 
1962 4 1/2 4 

1.1.-31.5. 1963 4 1/2 4 
1.6.-31.12. 1963 4 1/2 3 1/2 3 
1.1.-31.3. 1964 4 1/2 3 1/2 3 
1.40-30.4. 1964 4 1/2 4 3 
1.5.-31.12. 1964 4 1/2 4 2 1/2 

1965 4 1/2 4 2 1/2 
1.1.-31.5. 1966 4 1/2 4 2 1/2 
106.-31.12. 1966 4 1/2 3 

1967 4 1/2 3 

VI. Index-tied lending 

a. Financial institutions. Index charges on lending have 9 in 

general, only been col1ected to the extent necessary for covering 

the index compensation due to depositors. The methods of collec­

tion vary between different financial institutions. 

1. Insurance companies. The private insurance companies 

introduced the index clause in their lending in 1948. InitiallY9 
the cost of living index or the wholesale price index was employed 3 

but since 1957 the cost of living index has usually been applied 
in new 10ans. In most cases the index charge is collected in 

connection with amortizations and interest. Practically alI 
index clauses are on a 50 per cent basis. 

2. National Pensions Institution. At the end of 1946 9 the 
National ?ensions Institution began to attach an index clause 
to some of its 10anso Since the beginning of 1948 9 almost alI 
10ans have neen 50 per ·cent tied to the wholesale price index. 
As the assistance parts of the pensions are financed by the 
state and 10cal authorities 3 and the state contributes to the 
financing of the basic pensions 3 the National Pensions Institu-
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tion has been able to keep its lending 50 per cent index-tied, 

in spite of pensions being 100 per cent tied to cost of living 

index. 

3. Mortgage institutions. Loans granted from the proceeds of 

bonds issued by the mortgage institutions have index clauses 

simi1ar to those attached to the respective bonds. 

4. Banking institutions. The P 0 s t 0 f f i c e 
S a v i n g s B a n k has tied those loans exceeding a 

certain limit to the cost of living index, genera11y on a 25 

per cent basis. 

Other banking institutions, primari1y the commercial banks, 

have attached direct index clauses (usual1y cost-of-living 

clauses) to some of their loans to the pub1ic and the Government. 

In the main, however, the compensation due to depositors has 

been covered by means of an additional rate of interest on loanso 

These loans are said to be indirectly index-tiede The following 

description relates to such indirectly index-tied loans. 

C 0 m m e r cia 1 b a n k s. From Apri1 1957 to 

September 1958, these banks debited index charges of 1 per cent 

on the greater part of their lending, and during the last three 

months of 1958 the charge was 1/2 per cent. The encashed charges 

were accumulated on special accounts from which the compensations 

paid to depositors were drawn. From the beginning of 1959 to 

the end of May 1963, the co11ection of index charges was 

suspended. Since June 1 9 1963, to the second half of 1966 

the commercial banks have been allowed to co11ect index charges 

of 1/2 per cent per annum. Subsequent1y, the charge was raised 

to 3/4 per cent since December 1, 1966 9 to 1 per cent since 
July 1 9 1967, and to 2 per cent since January 1 9 1968. The 
index charges have been deposited in special b10cked accounts 

held by the Bank of Finland in each bank; the ba1ances on these 
ac~ounts carry no interest and may on1y be used for index com­
pensation to depositors. 

C 0 - 0 per a t i v e c red i t 
and the C e n t r a 1 B a n k 0 f 
t i v e C red i t S 0 c i e tie s 

s 0 c i e tie s 
the C 0 - 0 per a­

(OKO). During the 



- 14 -

first half of 1956 the individual societies and their central 
bank debited index charges to their borrowers of the same 

amount as that paid in compensation to depositors. As the size 

of the charges was dependent not only on the rise in the cost 
of living index s but also on the ratio of index-tied deposits 

to lending, and the relative shares of 100 per cent and 50 per 

cent deposits, the percentage index charges were different 

in the various eredit societies. From mid-1956 to mid-1958 s an 

amount equivalent to the est.imated total of index compensation 

due to depositors in all-co-operative credit soeieties was 

collected semi-annually from the borrowers of alI soeieties, 

calculated on outstanding loan balanceso By means of this 

pooling system (administered by the OKO) the percentage index 

charges were equalized in alI credit societieso At the begin­

ning of July 1958 the collection of index eharges was suspendedo 

It was resumed in 1963 and has since operated on the lines of 

the pooling system applied from 1956 to 1958. 

S a v i n g s b ~ n k s. From 1956 to 1963 each of 
the savings banks made a ealculation of the percentage index 

charge on the basis of the rise in the eost of living index~ 

the proportion of its index-tied deposits to its lendings and 

the relative shares of 100 per cent and 50 per cent deposits. 

The charges, which are eollected at the same time as that for 

interest and amortization, were caleulated according to the index 

eharge percentage for the month of payment. In 1964 a pooling 

system, very similar to that of the co-operative credit societies, 

was built ups and alI savings banks belonging to this organiza­

tion debit the same index eharge to their borrowers. Membership 

of the pool is voluntary. It began operations in July 1964~ 

with about 75 per cent of alI savings banks as members, accounting 
for about 55 per cent of total savings bank lending. The pool 
is administered by the League of Finnish Savings Banks and the 

Central Bank of the savings Banks. 
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Table 9. Index charges debited on indirectly index-tied loans 3 
percentage per annum 

Commercial Savings Co-operative 
banks banks credit societies 

(average) and OKO 

1956 2nd half 1.0 1.2 
1957 1st n 0 and 1.0 1.6 2.0 

2nd· " 1.0 2.2 2.0 
1958 1st !f 1.0 1.4 1.0 

2nd n 1.0 and 0.5 0.2 
1959 1st " ) 

2nd It ) 0.1 

1960 1st IY , 
2nd It 0.1 

1961 1st n j 2nd n 

1962 1st fI j 2nd n 

1963 1st 11 ) 0.2 
2nd If 0.5 ) 0.1 0.2 2 

1964 ist fI 0.5 0"5
1 0.8/0.5 

2nd n 0.5 1.0 1.2/0.5 
1965 1st u 0.5 1.0 0.8/0.5 

2nd t~ 005 0.5 0.4/0.5 -1966 1st fI 005 0.5 0.6/0.5 
2nd II 0.5 and 0.75 0.5 and 1.0 1.4/0.5 

1967 1st fI 0.75 100 and 1.75 1.6/0.5 
2nd n 1.0 1.75 1.5 and 2.5/0.8-105 

arid 2.5 

1. Since July 13 1964 3 the data comprise only the savings banks 
included in the pooling system. 

1. From the beginning of 1964 to the end of June 3 19673 OKO 
col1ected index charges in the same way and at the same rate 
as the commercial banks. In the latter half of 1967 the index 
charges col1ected by OKO were as fol1ows~ 

1.70 -31.7. 
1.8. -30011. 
1.12.-31.12. 

Loans Bills 
0.8 100 
1.5 1.0 
2.5 2.5 
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Table 10. LoanS 1 granted by alI financial institutions to the 
private sector and the 'Government 

Total lending Index-tied lending 
Indirectly Loans with an 
index-tied loans index clause 

End of Mi11.mk Mi11.mk % Mi11.mk % 

1958 5 892.8 3 225.1 54.7 1 477.6 25.1 
1959 6 593.2 2 061.8 29.2 1 663.8 25.2 
1960 8 102.3 2 384.8 29.4 1 898.0 23.4 
1961 9 390.0 3 520.6 37.5 2 107.1 22.4 
1962 10 252.0 3 635.9 35.5 2 585.5 25.2 
1963 11 082.1 4 779.9 43.1 2 651.2 23.9 
1964 12 712.3 6 678.8 52.5 3 152.1 24.8 
1965 14 352.0 6 434.8 44.8 3 683.3 25.7 
1966 16 .034.5 8 583.7 53.5 4- 082.2 25.5 
1967 17 678.9 8 633.0 48.8 5 059.3 28.6 

1. Exc1uding bonds~ inc1uding hire purchase credits. 

b. Government. A 50 per cent c1ause based on the wholesa1e 
price index has been attached to some employment loans. Big 
concerns~ primarily power companies have obtained budgeted loans, 

which have been tied to the cost of 1iving index to the extent of 

50 per cent. Some 1arge loans granted to power companies since 
this period have a1so been 1inked to the who1esa1e price index 

to the extent of 25 or 50 per cent. In 1958-1959~ the loans 
granted to 1arge-scale industry from the proceeds of the export 
levy were tied to the rate of exchange for ster1ing to the 

extent of 1/3. The 1963-1966 export levy loans to 1arge-scale 
industry are 50 per cent tied to the who1esa1e price index. 

Export levy loans to sma1l-scale industry have always been 

exempted from an index-charge. 

c. Other lenders have, in general,app1ied an index c1ause in 
recent years~ but detailed information is not availab1e. Trade 
credits seem not to have been index-tiede 
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The devaluatton of the mark ln October 1967 together with 

the index llnkages included in collective agreements and applied 

in the Finnish financial markets, as illustrated above, seemed 

likely to lead into a 3trong inflationary spiral, which would 

have quickly endangered the competitive advantage gained in the 

world market by the devaluation. To curb this cost pressure, 

negotiatioIls were =Lnitiated by the Government aimed at the 

achievement of an overall solution in the form of an incomes 

policy. The r~sult was a comprehensive Stabilization Agreement, 

signAd by various interested organizations on March 27, 1968. 

Following this, an E8onomic Special Powers Aet to safeguard 

economlc development in 1968-1969 was passed by Parliament on 

April 9:; 1968. 

The abolition af various index linkages was an integr2.l 

part of the Stabilizatio~ Agreement and the Economic Speei2l 

PO-.'T!.::rs Act. From the enforcement of the Act onwards index 

c12tlJ.ses) based on changes in the eost of Ii ving, wholesale 

price, building cost or similar indices, were abolished from 

alI contracts with few exceptionso 

On the money a~1d. capital markets index linkages were 

abolished wi th the exception of some special cases.. From 

March 20, 1968;Jthe bo.nks oeased t.o accept index-tied deposits. 

The :tndex clauses of existiE::::; acc01.1nts were, however, applied 

until November 30, 1968; i.e. the index figure of November 1968 

was to be used as the last adjustment index. In their lending 

the banks are entitleo. to charg2 an addi-':ional 1 per cent of 

interest until the index compensations payable on these deposits 

are covered. This arrangellJ'JnJC replaced the various direct and 

indirect index sohemes v~lich ~ere described in the preceding 

chapter. 

According to the Economic Special Powers Aet the index 

cla1..1s8 \lviII continuG in force f'or T:i."'easury bonds that were 

launched befo:::>e the e::'1.fOI'Ce-r::.er...t of the Act, as well as for 

insurance policies. A deci~ion of the Cabinet provides that 

the index clause may rernain valid in,international agreemerits, 

contracts and othe~ 8rr2~~ements made before the enforeement 
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of this Act. 
In connection with the passing of the Economic Special 

Powers Act it was agreed that arrangements for abolishing index 

linkages on private securities and mortgage bank loans, issued 

or granted before the enforcement of the Act, should be made 

by the end of November 1968. Consequently the Cabinet decided 

on November 14·that such linkages should be frozen at the 

figures current for November 1968. In order to oQserve the in­

terests of both creditors and debtors and thus to maintain stable 

conditions in the market for these securities, another cabinet 
decision provides that the issuers of the bonds in question may 

pay a higher rate of interest on them from January 1, 1969. If 

the additional annual rate of interest does not exceed 1 1/4 

per cent on the nominal loan capital the debtor does not require 

special cabinet permission for this measure. 

Mortgage banks having index-tied bonds or debentures in 

circulation agreed to pay annually an additional 1 1/4 per cent 

interest on the nominal loan capital. The mortgage banks are 

accordingly charging an extra 1 1/4 per cent interest rate on 

the nominal amount of index-tied loans granted by them. 

Detailed information on these measures and on the inter­

pretation of the Economic Special Powers Act is to be found in 

the 1968 issues Nos. 4, 5, 6, 7 and 12 of the Bank of Finland 
Monthly Bulletin. 
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