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FOREIGN TRADE

by Pentti Forsman, M. Pol.Sc.
Economics Department

Bank of Finland

Although the prospects for the world economy
have improved considerably as a result of the
fall in the price of oil and the US dollar, the
effects on international economic activity have
been negligible so far, since the adverse
effects of the price falls have outweighed the
favourabie effects. industrial production in the
QECD-countries has practically stagnated since
the first half of 1985. The growth of world
trade and Finland’'s export markets has aiso
been modest. Reflecting its commodity and
regional structure, Finland's foreign trade has
been strongly influenced by these develop-
ments. Foreign trade prices have fallen sharply
while the 1erms of trade have improved and
the volume of exports has declined somewhat.
However, the situation in western markets is
gradually improving. In particular, markets for
forest industry products, which were badly
disrupted in 1985 by worldwide oversupply of
many products and shifts in competitive posi-
tions owing to the fall in the dollar, are
recovering.

Because of the bilateral nature of Finland's
trade with the Soviet Union, the fall in the
price of oil, for which Finland pays the world-
market price, and the depreciation of the
dollar, the pricing currency, have given rise to
pressures for reducing Finland’s exports to that
cauntry. The extent of adaptation to the lower
oil price level will depend on future deveiop-
ments in the price of oil as well as on other
measures 10 be taken 1o balance the trade,
which at present accounts for one-fifth of
Finland's total foreign trade.

Last year, relatively brisk domestic demand
helped tc sustain modest growth in all major
categonies of imports. However, because of a
weakening ir the overall growth of the Finmish
sconomy, the growth of imports is currently
stagnating.

The surpius on the trade account with western
countries fell markedly in the course of last
year from the exceptionally high level of the
previous vear. There were, however, clear
signs of improvement during the first half of
this year, and the trade account with western
countries was modestly in surplus. With the
fall in oil prices, there has been a substantial
improvement in the terms of trade in the
bilateral trade with the Soviet Union, and the
surplus on the bilateral trade account has
increased despite a fall in export volumes. All
in all, Finland's merchandise trade account
showed a surplus of FIM 2.0 billion in the first
seven months of this year.

EXPORTS

During the past few vyears, there have been
large investments in world production of some
forest products. The resulting overcapacity,
together with weakened demand, depressed
world-market prices of pulp and some paper
products last year. Moreover, with the fall in
the dollar, Scandinavian producers suffered a
loss in competitiveness in North American
markets and sought alternative outlets in
European markets, thus contributing to over-
supply there. During 1985, export prices of
Finnish pulp and paper products fell sharply
and the volume of exports turned down. Now
market conditions for these products are
gradually returning to normal, and prices have
been recovering in the course of this year.
Markets for sawn goods aiso picked up durning
the spring and the volume of exports to
Finland’s traditional markets has grown
appreciably.

Exports of the metai and engineering industries
to western markets declined somewhat iast
year, because of a large drop in deliveries of
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ships. Demand for other metal and engineering
industry products was buoyant, especially in
Sweden. As, moreover, exports to CMEA
countries grew rapidly, total exports of this
sector increased modestly last yvear. In the first
half of this year, the need 10 balance the trade
with the Soviet Union has adversely affected
exports of metal and engineering products,
about one-third of which goes to the Soviet
Union.

Export markets for basic metal products also
weakened in the course of last year, along with
the slowdown in the growth of industrial pro-

duction and the fall in the dollar. However, for
the year as a whole, exports of these producis

stilf registered a marked Increase over the
previous vyear. After declining for a few
months, export volumes of the basic metals

ndustry have again started 10 increase.

In other manufacturing industries

performance in western markets was less satis-
factory in 1985 Chemical industiy exports
contracted as a result of a sharp drop in
shipments of oil products to western markets.
During the time the dollar was rising, the
Finnish markka had appreciated vis-a-vis
European currencies owing 1o the fact that it is
pegged 1o a basket of the currencies of Fin-
land’s main trading partners. This particularly
weskenad the competitive position of the
textile and clothing industry in traditional mar
kets. Last year, however, strong growih of
these exports 1o CMEA countries partly com-
pensated for the losses in western markets.
With the subsequent fall in the dollar, the

markka has depreciated somewhat vis-a-vis
Euf@{}fja*} currencies thereby contributing to
the improved export performance of the textile
and clothing industry this year.

export

Thus, Finland's overall export performance
during the first six months of this year has
been characterized by two major trends. Fali-
ing oil prices have given rise 10 pressures for
cutting back Finland’s exports to the Soviet
Union whereas demand in western markets
has shown signs of recovering. Accordingly,
the value of exports 1o CMEA countries and
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OPEC countries has clearly fallen while exports
to E ircpean markets have maintained approxi-
mately the same level as last vyear.

IMPORTS

Steady growth of domestic d and, ceu;} led
with the rebuilding of stocks a b per
cent éﬁ@fease in the volume of Commedéw
imports last year. Imports of energy and other

raw materals increased at a f ster rate, partly
reflecting the adjustment of raw material
stocks to more normatl levels. Private consump-
tion grew at a fairly brisk pace last year and
imports of consumer goods expanded at the
same rate as total imports. By contrast, overall
investment activity remained rather weak and
imports of investment goods grew at a slower
rate than total imports.

In the first half of the current védf i%e volume
of imports remained at the level of the previous
year. The weakness of indus ré@} Qrod'm?'

has been reflected in 5edu<:€‘ raw material
imports. Domestic  investment  activity has
remained sluggish and im p@ of investment
goods have increased only medesﬁy. By
contrast, steadily rising real Wages have con-
tnbuted 1o a rapid increase in imports of
consumer goods, especially passenger cars.

As in the case of export prices, the fall in the
dollar induced a downward trend in import
prices during last year. Prices of raw materials
including energy, which account for
70 per cent of Finland’s merchandise imports,
have fallen since their peak in the first gquarter
of 1885, In the second quarter of this vsar,
import unit values were approximataly 11 per
cent lower than a year ago. With export unit
values showing a decline of some 4 per cent
during the same period, Finland's terms of
trade improved by some 8 per cent. This will
provide a substantial boost 1o the disposable
income of both the household and corporate
sectors, the effects of which will be seen in the
near future.

over

{Continued on page 39



BANK OF FINLAND Mill. FIM
e 1988 1986
Aug. 30  Dec. 3° Aug. 8  Aug. 5 Aug 22 Aug. 29
Assets
Goid and foreigr: currency claims 21783 228650 12933 16307 11611 10994
Gola 1732 2081 2081 2081 2081 2081
Speciai drawing rights 941 931 983 979 987 9835
IMF reserve tranche 798 775 808 822 821 819
Convertible currencies 18062 18608 6736 3928 5161 4532
Tied currencies 283 255 2328 2497 2561 2579
Other foreign claims 2841 2645 2567 2549 2549 2549
Markka subscription t¢ Finand’s IMF quota 2841 2645 2567 2549 2549 25649
Claims on financial institutions 2936 9256 13615 16590 15706 15453
Banks' cheque accounts 52 — — — - -
Call monev advances 5553 5219 9631 12689 11758 115256
Till-money credits 1371 19258 1717 1618 1671 16580
Bonds 1938 2065 2164 2167 2161 2161
Other ciaims on financial institutions 22 47 103 116 1186 117
Claims on the public sector 1578 1023 932 982 984 984
Government promissory notes 560 — — — - —
Bongs 148 118 74 73 73 72
Total coinage 870 891 908 909 911 912
Other claims on the public sector - 14 0 - — 0
Ciaims on corporations 4896 4879 4783 4787 4797 4828
Financing of exports ) 1683 1601 1877 15656 1576 1584
Financing of domestic deliveries 3041 2924 2927 2944 2944 2 966
Bonds 85 81 70 70 70 70
QOther claims on corporations 77 7 209 208 208 208
Other assets 145 145 147 147 148 149
Total 40176 40399 35027 35362 35795 34957
Liabilities
Foreign currency liabilities 442 576 61 62 60 60
Convertible accounts 30 36 58 60 58 57
Tied currencies 412 540 3 2 2 3
Other foreign liabilities 3714 3494 3421 3398 3398 3395
IMF markka accounts ) 2841 2645 2567 2549 2549 2549
Allocations of special drawing rights 873 849 854 849 849 846
Notes and coin In circulation 7342 8072 8049 7962 7926 7 969
Notes 6614 7304 7267 7181 7141 7180
Coin 728 768 782 781 779 77
Liabilities to financial institutions 15368 12153 9448 9844 10375 9434
Banks" cheque accounts G 0 0 1 2 0
Call money deposits 4692 1205 218 618 1160 262
Cash reserve deposits 9928 10222 9030 9030 9030 2023
Capital import deposits 656 639 67 66 65 66
Other liabilities to financial institutions 92 87 133 129 118 93
Liabilities to the public sector 15568 4300 1501 1501 1500 1501
Cheque accounts ! 0 1 1 0 1
Government deposit account 1500 4 300 1 500 1500 1500 1500
Export deposits 58 - - - — -
Capital import deposits - - - - — -
Other iiabilities tc the public sector 0 G 0 0 0
Liabilities 1o corporations 4202 4267 4976 4962 4958 4996
Deposits for investment and ship purchase 3771 3841 4754 4747 4743 4792
Capital import deposits 4327 424 213 212 212 207
Other liabilities to corporations 4 2 g 3 3 3
Other iiabilities 16 14 24 16 16 16
Valuation account and reserves 1188 1639 1663 1733 1684 1702
SITRA's capital 400 400 400 400 400 400
Capital accounts 5945 5484 5484 5484 5484 5484
Primary capitai 5000 5000 5000 500C 5000 5000
Reserve fund 764 764 484 484 484 484
Undisposed profits 126 — - — — —
Net earnings 59 —280 - ~ - -
Totai 40176 40399 36027 35362 35795 34967




BANK OF FINLAND Mill. FIM
Foreign sector Pubiic sector
End of o R . Certifi-
yoar or SGSII?ds', “obe coman- Tied Other Net cotesiof  Other  ligtm-
mont IMF cur- ible cur claims. claims Ciaims deposit liabili- ties
reserve rencies. reserves rencies, net (3 to0 5) and depos- ties (8-7+
tranche net (1~-2) net it account 9)
1 2 3 4 5 3] 7 8 9 10
1982 2444 6561 9005 1525 —1447 9083 1040 1700 50 710
1983 2360 5835 8195 550 —794 7 951 2178 3000 0 822
1984 3627 15303 18830 -337 =917 17576 1951 4200 77 2326
1985 3787 18572 22359 —~285 —849 21225 1023 4300 0 3277
19856
Aug. 3468 18032 21500 —-159 -873 20468 1575 1500 58 —17
Sept. 3463 173N 20854 —-268 —865 19720 1297 1500 58 261
Oct. 3462 18174 21636 —~283 —859 20494 1269 1500 59 290
Nov. 3447 18811 22258 —166 —853 21239 1320 4400 0 3080
Dec. 3787 18572 22359 —286 —849 21225 1023 4300 0 3277
1986
Jan. 3797 17383 21150 1090 —849 21391 1036 1000 14 —22
Feb. 3748 16865 20613 740 833 20520 972 1 500 0 528
March 3837 14581 18418 500 848 18070 976 1100 0 124
Aprit 3800 13017 16817 421 -—-830 16 408 978 1100 0 122
May 3908 11126 15033 989 866 15 156 984 1100 1 117
June 3875 10603 14478 1433 —-8569 150562 993 1250 1 258
July 3874 8588 12462 2209 859 13812 982 1350 1 369
Aug. 3883 4475 8 368 2576 846 10088 984 1500 1 517
OFFICIAL FOREIGN EXCHANGE RESERVES Mill. FIM
Dec. 31. May 30, June 30, July 31, Aug. 29.
1985 1986 1986 1986 1986
Gold 2081 2081 2081 2081 2081
SDRs 931 989 981 981 983
IMF reserve tranche 775 838 813 812 819
Convertible currencies, net 18572 111256 10603 8588 4475
Total convertible reserves, net 22 359 15033 14478 12462 8358
Tied currencies, net —285 989 1433 2209 2576
Total reserves, net 22074 16022 15911 14671 10934
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BANK OF FINLAND Mill. FiM
Domestic f'nanc:al sector Corporate sector
End of Demana  Suppiy Perma- Notes
year or il Claims on  for cali of call e Other Net iabiii-
month mT‘-)lLl_ev agggaﬁ& m%r\}ev m%y;ey resae?Ce "Iai'e’g" (1:'_”2"_‘:%_ 'sggrr:‘:al th?:s:tl cga;s cglr;xdm
D -~ o TR B
1 2 3 4 5 6 7 8 <] 10 11
1982 889 163 3126 1470 3132 —-1042 618 4302 999 3303 6062
1983 942 443 5785 610 5039 —-1585 3076 4529 1282 3247 6574
1984 1563 383 5018 2216 8696 —1236 -2713 4646 2614 2032 7442
1985 1925 0 5219 1205 10222 —1386 -2897 4525 4113 412 8072
1985
Aug. 1371 b2 5553 4692 9928 —-1212 —-6432 4734 4040 694 7342
Sept. 1617 182 7396 5940 9983 —1362 ~5376 4660 4094 566 7352
Oct. 1567 -28 5950 5381 10019 —1384 -6527 4789 4111 678 7322
Nov. 1450 -8 5901 3881 10097 —1992 —~4643 4707 4094 613 7442
Dec. 1925 0 5219 1205 10222 —1386 -2897 4525 4113 412 8072
1986
Jan. 1558 G 852 1734 9828 —1454 -~-6698 4654 4434 220 7455
Feb. 1531 0 3174 2221 9556 —1530 —-5542 4654 4282 372 7499
March 1657 0 3806 1102 8942 —1494 -3087 4691 4299 392 7840
Aprii 1984 0 5285 1204 8846 —~1541 1240 4665 4513 152 8094
May 1842 0 6070 477 8862 —1411 -16 4644 4067 b77 8046
June 1875 0 7939 2098 8891 —-2022 847 4562 4585 —33 8156
July 1844 4] 7936 612 9030 —2070 2208 4552 4669 —117 8086
Aug. 1650 0 11525 252 9023 -2119 6019 4550 4718 —168 7969

" The_left-nand scale gepicts movements in the externai vaive of the markka unager the index in use until December 31. 1983
11974 = 100), and the rignt-hand scale movements in the external vaiue of the markka under the revisea index introduced on January 1,
1984 (1982 = 100).

NDEX ” T T 'lNDEX
BANK OF SINLAND CURRENCY INDEX'
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13465 vEAnR vious . 112
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120.2 : 1 100
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MONETARY POLICY INDICATORS

Gross Net Cash o
[ e gwme  cun  CLTHM on o Gupe e
for of the ot the of the require- SRS interest Jrnd rate’ c‘g:r?rr?;rg:gl
periog Gue:::sn dbe:r;ag! u:ap:kssn mqe/ﬂm E_ank of rate bank debt % panks 2
mill FIM mill. FIM mill. FiM Finland % %
1 z 3 2 5 6 7 8 5
1981 4095 -33 279 3.5 2161 1148 11.61 9.25 9.84
1982 3201 —783 2778 3.1 1571 11.64 11.99 8.81 9.33
1983 4539 -—1213 434b 4.3 2724 15.37 15.14 9.00 9.566
1984 3176 —6366 6325 54 -39 16.53 16.53 9.50 10.49
19856 5812 -—-8293 9578 5.6 1285 13.37 13.37 9.04 10.41
1985
June 4337 -10150 9588 5.6 —~562 13.77 13.77 9.00 10.37
July 5444 —-8711 9695 5.6 984 13.60 13.60 9.00 10.40
Aug. 6153 —7843 9881 5.6 2038 1343 13.43 9.00 10.43
Sept. 77717 -—-6928 9930 5.6 3002 13.11 13.11 9.00 10.42
Oct. 7516 -7079 9982 5.6 2904 12.78 12.78 9.00 10.43
Nov. 6407 8485 10024 5.6 15639 12.37 12.37 9.00 10.40
Dec. 7084 —6784 10101 5.6 3317 11.96 11.96 9.00 10.37
1986
Jan. 5280 -—-7742 10210 5.3 2467 11.64 11.64 8.50 9.90
Feb. 4242 -8187 9818 5.0 1631 11.40 11.40 8.50 9.90
March 5146 5927 9457 4.7 3530 11.21 11.21 8.00 9.49
April 5034 -—-5565 8939 7 3374 11.20 11.20 8.00 9.49
May 6645 —3566 8847 4.7 5281 12.02 12.02 7.00 8.78
June 6393 -—3409 8863 47 5 454 10.83 10.83 7.00 8.82
July 7556 —2677 8895 4.7 6218 10.80 10.80 7.00 8.76
Aug. 11014 1239 9030 47 10269 2417 2417 7.00

*End of period for monthiy figures.

2End of period.

PER CENT
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FORWARD EXCHANGE MARKETS IN FINLAND

Period

Banks™ forward positions in mill. =M with

Banks’ forward selling

rates for USD

Foreign

Bank of

Deviauon from spot rate,

Domesue firms panks Finiand Overall per cent per annum
Assets Liabilines Net Net Net Net month mor31ths months
2 2 4 5 6 v 21 9
1984 2292 1394 21£27 2002 —19962 3746 £.6 b5 5.1
1985 16982 1733 15249 708 -5 005 6876 33 3.2 3.1
1985
March 23344 2247 21097 1048 —16848 5575 46 4.0 3.3
April 22987 2219 20769 1640 —-16768 5753 438 4.3 3.8
May 22085 2316 19769 1708 ~15704 5866 3.3 4.9 4.5
June 21221 2259 18962 1941 —153562 5478 6.0 57 5.4
July 19834 2250 17284 2418 —14224 55568 5.7 5.6 5.3
Aug. 18271 2727 15544 1083 —12493 4163 5.8 54 5.1
Sept. 17755 2889 14866 92 ~11 1061 3811 5.3 5.0 4.7
Oct. 17 666 2795 14871 80t —-9813 5986 5.0 4.6 4.3
Nov 7510 2014 15 496 1200 -10032 6702 4.3 4.1 4.0
Dec. 16 982 1733 15249 708 -5005 5876 3.3 3.2 3.1
1986
Jan. 17233 1945 15288 543 -8 349 7457 31 2.7 2.6
Feb. 16911 1989 14923 0 —7015 7952 2.7 2.4 2.1
March 16 365 2095 14 270G 11 —6€ 298 8042 35 3.0 2.8
April 15350 1713 13638 —854 —4742 7956 4.6 4.2 4.1
May 15231 2505 12726 —1642 -3 9566 6957 5.1 4.5 4.2
June 13094 1665 11429 —-B75 —2619 8068 4.2 38 3.6
July 12032 1618 10514 -1170 —1949 7619 4.6 4.7 48
Mike M THE FORWARD EXCHANGE MARKET J/‘"."\. ."\
6000 —— - Y %
BANKS SORWARD POSITION ’_/‘ N, J
4000 S
2000 SN
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-2000 AP ]
-4000 ‘ 0 Pl
BANKS' SPOT POSITION e, o s
-6000 T bl TR ‘.\ i Ty f‘
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FOREIGN EXCHANGE RATES

Period

Average seiling rates for foreign exchange, FIM

NOUSE MITE TR B ST oomk o0 ne Gooom Toodn oS
usk CAD GBP IEP SEK NOK DKK DEM NLG BEC BEL
1 2 3 4 5 6 7 8 9 10 11

1981 4315 3602 8731 6976 8574 7554 6096 19131 17343 11.688 11.095
1982 4820 3913 8423 6854 7703 7484 5793 19876 18066 10.584 9.859
1983 5570 4524 84b6 6957 7275 7644 61.07 21861 19566 10.934 10742
1984 6.010 4645 8023 6533 7277 7384 5816 211656 187.72 10428 10274
1985 6.206 4554 8000 6590 7222 7231 5871 21142 18745 10483 10421
1985

July 6.099 4516 8402 6570 7195 7229 5826 20937 18597 10.398 10316
Aug. 5942 4387 8263 6653 7170 7230 5893 21331 189.63 10547 10425
Sept. 6.025 4404 8232 6611 7189 7239 5860 21250 18892 10510 10431
Oct. 5690 4.168 8106 6.676 7163 7210 5941 21547 191.11 10.633 10.556
Nov. 5579 4060 8042 6668 7160 7166 5953 21540 19126 10.654 10.608
Dec. 5487 3941 7952 6737 7157 7185 6023 21851 194.03 10.722 10.666
1986

Jan. 5419 3860 7747 6772 7149 7190 6064 22215 197.11 10.8756 10.733
Feb. 5268 3748 7513 6827 7114 7227 61.15 22539 19950 11.018 10.904
March 5131 3669 7531 6868 7101 7207 6143 22689 20097 11.087 10.962
April 5128 3700 7.682 6853 7092 71.80 61.17 22664 20020 11.066 10.970
May 51056 3717 7774 6985 7157 6898 6201 22935 20369 11237 11.168
June 5195 37458 7840 7.055 7217 6834 6277 23254 20654 11.389 11307
July 5074 3681 7671 7067 7193 6803 6306 23578 20925 11460 11.372
Aug. 4940 3564 7356 6.665 7141 6731 6372 23966 21256 11580 11.465

PER CENT

BANKS FORWARD SELLING RATES FOR USD. DEVIATION FROM SPOT RATE. PER CENT PE:R ANNUM
g b e 1 MONTH
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Average selling -ates for foreign exchange, FiM

Zuricn Pans_ Rome Vienna »isbon Reykjavik Maaria Tokyo Mq\s,cow Lfgfvﬁ[‘agl Cil:g::gv
100 Sfr 100 F= 100 it 10C OS 100 Esc 10C lkr 100 Ptas 100y 1 CIRb -
CHF FRF T ATS BTE 1SK £SB Jpv SUR HEN
12 13 14 "E 16 17 18 19 20 2" 22

22034 7992 0385 27.17 7.47 60.35 472 1.967 5.986 5.071 40 1131
23779 7365 0358 2831 6.13 40.79 4.41 1.943 6.624 5.305 63 116.9
266.70 7353 0.369 31.11 5.14 23.25 3.91 2.361 7.491% 5.943 25 125.1
256.42 69.07 0344 30.13 4.14 19.39 375 2534 7.357 6.147 39 102.8
253.60 6940 0327 30.12 3.67 15.20 3.66 2610 7.419 6.27879 102.5
25274 6898 0323 2982 3.64 15.07 3.64 2529 7.359 6.211 68 102.5
259.72 69.98 0319 3040 3.63 14.77 3.64 2.509 7.319 6.13158 102.5
268.26 69.77 0.318 30.25 3.57 14.57 359 2550 7.366 6.183 31 102.6
262.81 70.8C 0.320 30.69 3.562 13.85 354 26563 7.262 6.05177 102.6
262.36 70.80 0320 3066 3.50 13.63 351 2740 7.209 6.01647 102.4
261.01 7157 0322 31.12 3.48 13.36 364 2710 7.183 5.97101 102.5
26242 7255 0327 31.63 3.49 13.03 3566 2712 7.164 5.940 24 102.6
269.08 73568 0332 32.10 3.50 12.80 3569 28560 7.161 5.926 58 102.7
269.37 7391 0335 3236 3.48 12.67 362 2876 7.131 5.888 85 102.8
26968 7133 0331 3247 3.46 12.61 368 2.931 7.148 5.886 47 102.7
27583 7213 0335 32.65 3.46 12.74 362 3.062 7.230 5.95402 103.8
282.20 73.11 0340 33.12 3.47 12.81 3.656 3.099 7.301 6.03958 105.0
29080 7342 0346 33.55 3.45 12.68 370 3.201 7.313 6.024 88 105.0
297.48 73.68 0.350 34.09 3.41 12.40 3.69 3.209 7.278 5.960 80 104.5

'intil December 31. 1982 the pase year was 1974=100.

Since January .

1984 the base vear has peen 1982=10C.

NDEX MOVEMENTS OF THE MOS™ IMPORTANT CURRENCIES AGAINST THE FIM 1974 =100
180 /—\_\
usD
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DEPOSITS BY THE PUBLIC Mill. FIM
Demand deposits Time deposits
End of
ygar:nd Savings Al Al (Io-:asl)
month Commer-  banks & Posti- deposit Commerciai  Savings Co-op. Posti- deposit
cial banks Co-op. pankki banks banks banks banks £aNKK! banks
banks (1to 3) {6to 8)
1 2 3 4 g 8 7 8 9 1C
1982 7165 3874 3049 14078 29465 25883 21040 8665 85054 99132
1983 7 056 4567 3676 15300 34302 29273 24176 9938 97689 112988
1984 8470 5268 4463 18201 39364 33333 27900 11266 111862 130053
19856* 9382 5988 5027 20397 49240 38167 32133 12671 132210 152607
1985
May 7 463 4733 4364 16558 43804 35347 29838 11893 120881 137440
June 7621 4755 5168 17544 44443 36047 30500 11768 122758 140302
July 7927 4874 5283 18084 44294 36219 30465 11799 122767 140851
Aug 7222 4917 5739 17878 44796 36551 30741 12083 124171 142049
Sept. 8 081 5072 6243 19397 44770 364692 30658 11973 123870 143267
QOct. 8 281 5194 5547 19022 45896 36825 30892 12366 1256979 145001
Nov. 7 654 5038 5067 17749 46887 37016 311656 12220 127278 145027
Dec. 9382 5988 5027 20397 49240 38167 32133 12671 132210 152607
1986*
Jan. 8239 5 350 5210 18798 49624 385650 32842 12867 133883 152681
Feb. 7 854 5028 5133 18015 50700 39154 33413 12983 136250 1542656
March 7562 5105 5678 183356 49777 39307 33586 13032 135703 154037
April 8228 5464 5045 18737 50261 39407 33796 13184 136647 155384
May 8188 5532 5542 19262 50b49 39737 33966 13283 137534 156796
PER CENT
CHANGE FROM CORRESPONDING MONTH OF PREVIOUS YEAR
25
20 r A H LAl
s borime DEPOS|TS"-" ‘,.-._o -.—.*'_.‘ﬁ‘~.
10 \ \/‘\ J Vv
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ADVANCES TO THE PUBLIC — MONEY SUPPLY

Mill. FIM

Advances granted bv “ypes 0° advances Money Supbply
End of Total
vear and _oans & Domestic {1 to 4}
month Commercial Savings Co-0p. Posu- oills in Cheaue creditsin (5t 7) M, M, =+ Quasi-
banks banks banks pankk) domestic credits foreign ’ Money
currency currencv
1 2 3 4 <] 8 7 8 9 10
1982 48620 25682 23601 12684 93014 3468 14105 110587 19917 107549
1983 56162 29276 27322 13471 104627 4350 17253 126231 21427 1271906
1984 65965 32705 31164 14687 118924 5233 20368 144520 24945 141658
1985* 81669 36991 35751 167456 140139 6313 24704 171165 27694 1666562
19856*
May 75015 34172 326217 15883 126022 6365 25304 157691 23423 149700
June 77246 34390 32983 15989 127596 6279 26703 160579 24750 153455
July 77104 34848 33378 16074 128886 6242 26275 161403 24902 154118
Aug. 77677 35276 33824 16082 130846 6333 25680 162859 24783 155013
Sept. 79367 35764 34411 16376 133113 6637 26167 165917 26092 156195
Oct. 80304 36141 34826 16442 134924 6333 26456 167712 25607 1580564
Nov. 81573 36467 35216 16727 136739 6373 26872 169984 24691 157772
Dec. 81669 36991 35751 16745 140139 6313 24704 1711556 27694 166652
1986*
Jan. 83252 37502 36049 17168 142071 7148 24751 173871 26028 167 3564
Feb. 83136 37729 36388 17140 143206 7294 23893 174393 25304 168731
March 82513 38022 36698 17094 144392 6935 23000 174327 25881 168792
April 83121 38497 370676 17829 145838 7269 23416 176523 26370 170568
May 84423 38968 37488 18026 148109 7074 23722 178905 26622 171161

PER CENT
CHANGE FROM CORRESPONDING MONTH OF PREVIOUS YEAR

25 T
ADVANCES TO THE PUBLIC i
20 |—» -y t
il Sy . ‘-"'h“
. i o
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15 M—'&-’ .
; , “:"\%:
DEPOSITS BY THE PUBLIC i |
10 ] Jlr‘
L 1l
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1983 1984 1985 1986
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STATE FINANCES Mill. FIM
Jan.-Dec. Jan.-Dec.
Revenue Expenditure
1984 1985 1984 1986
Income and wealth tax {net) 21894 25137 Wages, salaries, pensions etc. 13243 14534
Gross receipts 586560 660b4 Repair and maintenance 1605 1810
Refunds & local authorities —36757 —40917 Other consumption expenditure 7 306 8490
Other taxes on income and Total consumption expenditure 22156 24836
wealth 632 614 state aid to local authorities 18444 21183
Employers’ child allowance State aid 10 industries 2317 9811
payments 278 671 of which: agric. price subsidies 4 362 5156
Sales tax 22129 24811  child allowances 2347 2480
Customs duties and import Share in national pensions and
charges and levies 1732 1642 sickness insurance schemes 2279 2083
Excise duties 11657 12697 peficit of State enterprises 1087 1103
Excise duty on alcoholic bevs. 4298 4494  Qther transfer expenditure 10868 12608
Excise duty on tobacco 1741 1820 Total t ; i 44333 49269
Excise duty on liquid fuel 4052 4 465 MO ah‘rans al :xpen' tture 1822 2132
Other excise duties 1566 1917 ac t'”ert‘,’ an fzq‘,’"g,me“t e
Tax on autom. and motor-cycles 2678 2 864 Londs ruzlonto = mgst - 2367 2395
Stamp duties 2274 5755 Land and waterway cons ruction
Special diesel etc. vehicles tax 450 490 Total real investment 5465 5700
Other taxes and similar revenue 2138 2194 Interest on State debt 3965 4686
Total taxes 65861 738756 Other expenditure 4 31
Total other expenditure 3969 4717
Miscellaneous revenue 5661 6110
interest. dividends etc. 2159 2341 Increase in inventories 251 219
Surplus of state enterprises 1891 1964 Lending 4014 4088
Redemptions of ioans granted 1894 2071 Otber financial investment 702 894
Total revenue 77466 86361 Total expenditure 80878 89722
Foreign borrowing 4633 3374 Redemption of foreign -Ioans 1936 1766
Domestic borrowing 6119 7815 Redemption of c-iomestlc ioans 3616 5916
Total borrowing 10752 11189 Jotal redemptions 5562 7682
Deficit (+) or surplus () —1788 —145
Total 86430 974056 Totai 86430 97404
1984 1986 1986
State debt —_— —
Dec. Dec. April Mav June July
Foreign debt 24 946 25677 25184 26 159 26737 26 896
Long-term debt 190567 20872 22118 22 465 22444 22 648
Short-term credit 266 432 667 667 600 600
Domestic debt 19323 21304 22785 23132 23044 23248
Total State debt 44 269 46 981 47 969 49 291 49 781 50144
Total debt mill. 6 865 8562 3354 9 655 9582 9883
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FOREIGN TRADE

Mill. FIM

Vaiuve, mill. FIM

Period

Indices of e
1

Xporis and imporis
980=10C

Period

Surplus of vorume Jnit vailue
Exports imports exports {+\ Terms of
tab c.if or imports trade
(—1 £xports  imports  Exporis  Imports
1 2 3 2 3 4 5
1981 60 308 61269 —961 1981 103 94 111 112 99
1982 83026 64 751 —1725 1982 100 95 119 117 101
1983 69 692 71528 —1836 1983 104 98 127 126 101
1984 80904 74682 +6222 1984 114 a8 134 131 102
1985 84028 81 520 +2 508 1985 1156 104 138 135 102
1985 1984
Oct. 7 467 815656 —688 Apr.-June 113 99 133 130 103
Nov. 6727 6 641 ~86 Juiy-Sept. 108 39 137 133 102
Dec. 65566 7011 —4b5 Oct.-Dec. 121 o 137 134 102
1986* 1985
Jan. 6792 7 467 —674 Jan.-March 108 93 141 139 101
Feb. 6924 6 309 +615 Apr.-June 122 106 139 138 101
March 6312 6977 —665 July-Sept. 113 100 138 135 102
April 6453 6812 —359 Oct.-Dec. 117 113 135 133 102
May 6312 5175 +1137
June 5564 3948 +1616
1986*
Jan.-March 113 110 134 130 104
Jan.-June Apr.-June 104 9Cc 133 122 109
1985 42 609 40 166 +2453
1986* 383568 36688 +18670
‘NDE X MILL FIM
UNIT VALUE INDICES SEASONALLY ADJUSTED AT 1980 PRICES
160 T T 17000 7 ; %
EXPORTS F.OB. | ! ' i 1
140 ¢ . | 16000 i ] A L :
T TGTAL EXPORTS _ | i‘\i H
.,.'_.-“‘ v s \ 7 [AY
120 ; 15000 . LY i
i (Y3
IMPORTS C.1F. l o R v
100 14000 |amepe ot ;
TERMS OF TRADE | l P / Y roTaAL IMPORTS |
100 e - 13000 r :
s : i 3 : 3
80 P NS WU A YN TS WAV S WO TN T S R S PR (ST T (I
1983 1984 1985 1986 1983 1984 1985 1986
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FOREIGN TRADE BY MAIN GROUPS

Mili. FIM

Exports. f.o.b

imports c...?

Period Agri- _ Raw Finished good
JSultursl - Wood - Peper  WECGIY ouec  MAITEIS pugigang o S0 oper
primary  products  proaucts  NAusty 90098 jintarmediate MPFICAMS o ociment Consumer 99008
oroducts products gooas goods goods
2 3 4 5 6 7 8 9 10
1981 2036 6852 17127 148568 194356 39156 5115 8877 8015 106
1982 1676 6278 17502 18908 18662 41144 4869 9195 9130 413
1983 1723 6944 19327 20211 21487 44757 5006 10860 106872 333
1984 2 865 7145 23573 22998 24323 47028 5034 10993 11464 173
1986 2678 6728 25030 24412 25179 50944 5502 11675 12967 432
1985
Oct. 185 629 2162 1964 2526 4987 742 1169 1250 5
Nov. 155 588 1885 2175 1924 3895 557 1074 11056 9
Dec. 128 538 1797 2114 1979 4539 441 1027 996 8
1986*
Jan. 274 490 18656 2201 1973 4866 475 1038 1080 7
Feb. 350 486 1829 1940 2319 3726 316 888 1369 8
March 319 516 1803 1704 1969 4041 218 1192 1503 24
April 148 583 2061 2103 1568 3883 389 1101 1418 22
May 128 494 1809 2339 15642 3163 231 784 991 18
June 142 506 2015 1412 1490 2 350 166 687 743 2
Jan.-June
1985 1760 3459 12626 12039 12724 25461 2175 5742 6413 365
1986* 1362 3074 11361 11699 10862 22019 1794 5691 7104 80
MILL. FIM MILL. FIM
SEASONALLY ADJUSTED VALUE SEASONALLY ADJUSTEE VALUE
7000 , 2500 :
MULTH.ATERAL ! BILATERAL ! .
EXPORTS F.O.B. I IMPORTS C.L.E, ; ) !
6000 : 2000 A i !
[ P ]
d A TR E y
s 3 5 »” )
3
5000 1500 "',';i .u':
BILATERAL .
4000 1000 [EXEORIS FOB. (2 )
9 A 3 $ ‘I H 4
lMPORTs C"I.. IEENEENGE NN lllII'IllIl:lllllllllllillll:':lllll
1983 1984 1985 1986 1983 1984 1985 1986
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FOREIGN TRADE BY COUNTRIES Mill. FiM

Exports fo.b ‘mports. c.i.f
January-June January—-June
Area and country
1985 1986* 1985 1986*

% Mill. FIM % Mill. TIM %  Mill. FIM %  Mill. FIM
OECD countries in Europe 57.0 241283 62.1 23812 56.4 22646 61.6 22606
Austria 0.7 277 0.9 330 1.4 444 1.3 461
Belgium and Luxembourg 15 624 1.8 679 20 809 23 860
Denmark 39 16563 42 1599 2.4 957 2.7 1006
France 43 1848 47 1790 34 1376 4.1 1497
Federal Repubiic of Germany 9.2 392 99 3797 147 5918 17.0 6228
ltaly 20 8567 2.2 830 33 1334 41 1521
Netherlands 33 1425 37 1410 29 1179 3.0 1085
Norway 42 1808 46 1756 28 1116 25 908
Portugal 0.3 123 03 101 0.7 296 0.8 282
Spain 0.8 349 11 412 1.0 399 11 416
Sweden 13.1 5570 149 5732 116 4651 136 4980
Switzeriand 16 662 1.6 624 1.6 631 1.9 706
United Kingdom 10.7 A45b4 108 4161 80 3217 64 2360
Other 1.4 612 1.5 592 08 320 0.8 297
OECD countries outside Europe 10.7 4558 9.0 3470 11.7 4703 123 4507
Canada 1.2 530 1.1 422 0.7 266 0.4 149
Japan 1.6 684 156 561 53 2132 6.6 2419
United States 66 2818 54 2072 b5 2192 49 1800
QOther 1.2 526 1.1 414 0.3 114 04 138
CMEA countries 220 9369 207 7936 233 9372 18.2 6677
Czechoslovakia 0.4 167 0.3 132 0.4 176 05 171
German Democratic Republic 05 230 0.3 127 0.5 187 0.6 204
Poland 0.5 225 0.3 101 1.4 567 1.3 492
Soviet Union 19.9 8489 189 7250 204 8210 153 5614
Other 0.6 268 08 325 0.6 232 0.5 197
Latin America 1.8 773 1.6 608 29 1148 27 976
Argentina 0.1 37 0.1 30 0.1 60 0.1 44
Brazil 0.1 63 0.2 77 1.0 384 0.8 297
Colombia 0.z 68 0.1 a1 0.6 260 0.7 272
Other 1.4 604 1.2 460 1.1 444 1.0 362
Other 85 3626 66 2533 5.7 2287 52 1922
GRAND TOTAL 100.0 42609 1000 383508 100.0 40156 100.0 36688
of which
EFTA countries 200 8t14 221 8496 17.9 7204 194 7110
EEC countries 356.9 15300 395 15162 374 15024 422 15472
OECD countries 677 28841 711 27282 68.1 27 349 739 27112
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BALANCE OF PAYMENTS

Exports

Period fo.b

imports

C.LT.

Trade
account

Transport, Travel,
net net

Other
services,

Goods
and
gervices

un-
requited
transfers,

invest-
ment
tncome.

Other,
net

Current
account

{1~-2) net ?gct%ug)t net net {7 to 10)
* 2 3 4 5 6 7 8 9 10 1

1982 62867 65147 —2280 +2856 -—-277+1732 +-2031 —-5447 -643 —+161 —3898
1983 69368 72139 2771 +3200 —-748+1610 +1291 5817 —-797 +96 -5227
1984 80608 75127 +5480 +4008-—-1211 —-306 +7971 —6786—-1050 —-238 103
1985* 83769 81870 +1899 +3677-—-1766 -—-859 +2951 —6259-1003 —390 —4700
1983

July-Sept. 16180 17970 —-1790 +888 +45 +487 370 —-1463 -174 +53 —1964
Oct—Dec. 19360 20162 —-812 4815 —-272 +693 +424 -—-1305 -204 —4 -1089
1984

Jan-March 19678 17069 +2609 -1018 -370 -60 +3197 —-2010 -284 —60 +843
Apr.-June 19700 18852 +849 1009 -326 -174 +13b7 —1226 -202 -39 —108
July-Sept. 19395 19330 ~-65 +1144 -123 -265 +820 —16593 -—-279 —46 —1098
Oct-Dec. 21834 19877 +1968 +837 —-392 +194 +2597 —-1958 -286 —93 +261
1985*

Jan-March 20067 18937 +1120 +872 —-617 -288 -1187 —1809 -—-322 —145 ~-1088
Apr-June 22436 21407 +1030 +993 -—-48%1 -370 +1172 —-1679 -230 —-71 —808
July-Sept. 20612 19652 +961 +907 -296 -261 +1312 —-1283 -180 -—-76 —226
Oct.-Dec. 20663 21875 1211 +~906 —473 +60 —719 —1489 -271 —99 —2578
1986*

Jan-March 20024 20907 —884 +798 —-bh53 —-136 —774 —1584 542 126 —3026
Apr-June 18247 16014 +2233 +678 -—-598 —43 +2271 —1946 -—-398 —101 —-174

MILL. FiM

i
SEASONALLY ADJUSTED QUARTERLY FIGURES

2000
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|
!

|

-~2000

-4000

—6000

\ 7772 TRADE AGCOUNT
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Mill. FIM

c ¢ o b sh Miscella- Over-ail
Miscella- urreq repay- repav- ort- neous,
s Amorize- 0 “meouw  lone g mene  mens  fom stonom Yol foncel
fong-term  long-term export capnal capital term liabilines ceivables of ems. o cerve foreign
ioans 108NS credits, items. account  capital related relatea authorized incl. move. oXchange
net net {1210 15) aﬁc:t;nst) im;?)rts extt:grts birélt(s. err:ru;]slsa_nd ments 'eserves
sions {17 to 21)

12 13 4 15 6 "7 18 e 20 21 22 23
+10213 —4721 —1239 -3642 611 -—-3287 —-914 +771 +1493 +1811 -—126 126
+10112 —7273 +423 —1388 ~1874 —-3353+3273 —3380 +1266 +32 -2 162 +2162
+14087 —7538 —1682 +1428 +629% +6192 -+760 +2995 +2086 —2758 +9275 —-9275
+11870 —8255 +1339 +1840 ~6794 +2094 1440 —2062 +5267 —1994 3744 —3744

~-1479 —-1269 +142 —129 +223 ~—1731+1197 —1662 —593 +476 -2313 +2313
~3213 —1838 -92 —873 -~410 —-679 930 -2029 +2380 366 +236 —236
~4075 —1887 —23b —47 +1906 +2749-1049 +1283 +2443 2441 +2986 —2986
+3868 —2 351 -89 +276 +1872 +1764+1083 +121 +2531 —276 +5222 -5222
+2495 —1185 —603 +1475 +2182 +1084 +426 —128 -—-2186 —336 —1140 +1140
+~3659 —2115 —-933 -—-276 +335 -586 +300 +1718 —702  +285 +2208 —2208
+3173 —1866 336 -31 +1623 +5635 +533 ~1068 +2208 —656 +2 153 —2 153
+3023 -2632 +354 +3139 +3884 +3076 +836 —1714 1911 —1881 +2228 —2228
+~2139 —15657 263 —626 +219 -7 =74 —427 1400 +342 —1566 +1566
+35636 —2211 +386 -—642 +1068 —15610 865 +1137 +2548 -390 +930 -930

3954 -3377 4222 —44  +765 -=2271-+-1971 +6B1 -3085 —429-3162 +3162
+4 480 —-2990 —~67 —54 +1369 +1196-3772 19566 —-3790 +1175 —-3236 -3236

Assets: increase — decrease +. Liabilities: increase +. decrease —

MILL. FiM

P7Z] CURRENT AND LONG-TERM CAPITAL ACCOUNT

8000 ' OVER-ALL SURPLUS/DEFICIT EXCL. RESERVE MOVEMENTS

6000

4000

2000
0

-2000

-4000

3 46°236T/gst
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FINLAND'S FOREIGN ASSETS AND LIABILITIES

Znd of
vear and

Long-term assets

Long-term liabilities

Net
iong-term

o~ . . . 14 it liabiliti
Mo Boen | Qrec  omer Jesl e lmer el how ower  Jotmh, (io-a4)
1 2 2 4 5 [§] 7 8 9 10 AN
1982 6628 4626 3796 15080 47547 4608 2223 .. 752 55130 40080
1983 6612 6 166 3932 16710 3118 4472 2317 848 763 61518 44808
1984 8920 8689 1915 195824 63958 3865 2905 2013 805 73546 54022
1985* 6538 10516 2774 19828 63197 2892 3274 6313 1065 76741 56913
1983
Sept. 6411 5392 3935 15738 50705 4566 2303 .. 798 bB372 42634
Dec. 6612 6166 3932 16710 53118 4472 2317 848 763 61518 44808
1984
March 6658 6 687 3539 16884 54014 4225 2354 987 731 62311 45427
June 6827 7435 3230 17492 57198 3937 2393 1640 729 65897 48405
Sept. 7767 7834 1839 17440 60497 3951 2410 19567 834 69649 52209
Dec. 8920 8689 1915 195624 63058 3860 2905 2013 805 73546 54022
1985
March 8504 9408 2071 19983 64521 3939 2899 2900 778 75037 550564
June 8034 9824 2195 20053 64822 3602 2763 6317 873 78377 58324
Sept. 7200 10290 2179 19669 63388 3064 2809 6210 867 76338 56669
Dec. 6538 10516 2774 19828 63197 2892 3274 6313 1066 76741 56913
1986*
March 6300 10572 2712 19584 63503 2803 3348 6407 993 77064 57470
June 6133 11343 2783 20259 66535 2546 3391 7117 1012 80601 60342
PER CENT MiLwL. FiM l
LONG-TERM CREDITS BY SECTOR LONG-TERM CREDITS DRAWINGS
L.OCAL AGTHORITIES wwen NET DRAWINGS !
100 e 4000 =
gofo - . | - Lo
. GOVERNMENT. 2000 !

1983

1984

-2000

-4000

1983
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Mill. FIM

Short-term assets

Snori-term liapiiities

et Net Of wnich
é\::\r'gnazgg s:g:cosnazgg ~ sll_lo;itf_term Iiatls\:ﬁ:ies sgrsge, amoruzation
Bank of other 0 e . Jotal Bank ™ gther porate ﬁ 9_':';)‘ (11420}  flow  PEYments:
Finlang e)f(?:rr?;gge sector (12t014) oy e)fg;?e:gge sector (161018)
holders nolders
12 i3 14 18 16 17 18 19 2 21 22 23
12737 22899 138568 49494 5348 31331 13782 50461 967 41047 9069 3464
11842 29263 156915 57020 5705 39443 16181 61328 4308 49116 11591 5621
22912 433193 12804 79035 4562 55695 17988 78245 —790 53232 12877 5 896
25183 38760 13084 77027 4070 51374 16999 71443 —-5584 51329 13459 7024
10556 23605 15681 49841 4737 31289 16805 52831 2989 45623 2542 1049
11842 29263 15915 57020 5705 39443 16181 61328 4308 49116 2726 1387
14740 25724 15374 55838 3657 37966 15571 57193 1365 46782 3523 1452
20705 31935 14978 67618 3775 47084 16836 67694 76 48481 3260 1987
21064 34621 14727 70411 4815 47882 17431 70128 —283 51926 2448 821
22912 43319 12804 79035 4562 55695 17988 78245 —-790 53232 3646 1636
24785 44984 13827 83596 453G 59386 18362 82283 —1313 53741 3639 1802
26208 46661 14868 87737 3729 62896 18727 85362 —2385 55939 3780 2029
24770 44927 14573 84271 4240 59370 17808 81418 -—-2853 53816 2793 1488
25183 38760 13084 77027 4070 51374 15999 71443 5584 51329 3247 1705
21647 40409 12115 74171 3659 b0424 17585 71668 -—-25B03 54967 5097 3485
18470 48448 9637 76565 3499 54673 13357 715629 —-5025 55317 5260 3236
PER CENT PER CENT
OF GDP NET FOREIGN LIABILITIES DEBT SERVICE RATIC
I NET LONG-TERM LIABILITIES ] AMORTIZATION PAYMENTS
NET SHORT-TERM LIABILITIES/ASSETS INTEREST PAYMENTS
20 o > 21 - 15
LIABILITIES ‘___'
f
10 "'l' I
0 'IlV/A,///AV/A — —
'//4///,%7/[ %%uu rra.
— 0 i i 1 1 1 1 i I A J i i 1 1 ] / 1
1970 72 74 76 78 80 82 84 1970 72 74 76 78 80 82 84
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PRICE INDICES

Basic price 'ndex for domestic suppty 1980 = 10C Building costs
Ongin Purpose 1980 =100
Wholesale
Period price
index
1949 =100 Total o o0 imported Raw Consumer investment Total W?ges Building
goods goods materiais goods goods ota building matenals
iraqe
1 2 3 4 8 6 7 8 9 10
1984 1261 134.5 136.0 130.0 132.6 1376 1358 136,56 133.7 136.1
19856 1324 140.5 143.1 132.8 137.5 145.8 1424 1443 1444 1428
1985
Dec. 1316 1395 143.1 128.7 134.3 147.2 1446 146.4 1462 1450
1986
Jan. 1312 139.0 143.2 126.2 133.2 1474 1449 1484 1508 1461
Feb. 1297 137.0 142.9 119.2 129.1 147.3 146.1 1485 1510 146.6
March 1279 135.0 141.6 115.2 1255 148.7 147.0 1488 1510 146.7
April 1265 133.6 1405 1125 123.0 146.2 1473 149.3 1615 1473
May 1257 132.6 139.3 1121 121.3 1458 147.2 149.8 151.6 1478
June 1256 1324 1393 111.2 120.9 1455 1477 165608 155.6 148.2
July 1249 131.7 139.2 108.8 1194 145.1 148.9 151.2 156.2 1484
Consumer prices 1981 = 100
Period Rent. House- Health  Transport Other
Total  fooa oand  ande  heamg 94 and  and - EAUCROT  goods
tobacco  footwear tighting s e?\?lges services cation recreation  services
1 2 3 4 5 6 7 8 9 10
1984 127.1 1291 1325 1195 1245 123.0 1452 1254 1264 1308
19856 134.6 1391 140.3 126.1 130.9 1297 1857 1304 1325 1404
1985
Dec. 136.2 1398 1414 130.3 133.0 1321 159.0 1301 135.0 1428
1986
Jan. 137.2 1414 144.7 126.6 133.2 1326 1625 1301 136.0 146.1
Feb. 1378 1421 144.7 1284 133.7 1333 162.6 1309 136.1 147.2
March 1381 143.2 144.7 130.8 133.6 133.6 162.6 129.9 136.2 1474
April 1386 1442 144.9 131.3 133.6 1342 1628 1304 1376 1476
May 139.1 1439 145.1 131.8 135.7 1348 1623 1292 1394 1483
June 1398 1449 1474 131.6 1356.7 135.1 1629 130.2 140.1 1489
July 139.9 1457 147.4 130.1 135.7 135.1 1863.0 1304 140.2 1490
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WAGES

Period

index of wage and saiary ea"nings 1980 = 100

Bv industries

By insututionai sectors

All All All
SIS o swe Mo e sy wese  emplor
~ ees ov- . ~
Ao mausty TR semces e el onvare
1 2 2 4 B 3 7 8 ¢] 10
1983 1321 1373 138.2 138.8 137.3 14060 1373 1384 1369 1378
1984* 148.5 149.9 152.8 152.8 1471 1647 1605 1514 1497 150.8
19856* 1606 161.2 168.8 165.0 1683 1661 163.6 164.1 162.2 1634
19856
Apr.-June 163.2 1628 1686 166.2 1603 167.0 1649 165.3 163.6 1647
July-Sept. 161.9 1620 168.2 166.4 160.1 167.2 1647 1667 162.6 1646
Oct.-Dec. 166.8 163.1 1740 166.9 1606 167.7 1671 1669 1653 166.3
1986*
Jan-March 170.2 1668 1755 173.2 166.7 1745 1695 177.3  167.92 1700
Apr.-June 176.0 1727 1839 1774 1699 1783 17865 1787 1745 17563
PRODUCTION
Volume indices of production 1980 = 100
Period Indus- - tana and Transport -
Gross Agri- Eor- Construc- com- Pubiic
domestic Do cfre ey ST Comwic mumcs Commerce  seeter  Other
1 2 3 4 [} 5] 7 8 9 16
1984*
Jan.-March 104 110 75 88 82 93 104 98 114 112
Apr.-June 109 114 83 89 85 104 110 108 114 121
July-Sept. 109 102 198 45 114 105 108 110 1156 119
Oct.-Dec. 121 122 92 117 140 108 121 119 116 127
1988*
Jan.-March 107 112 74 102 81 94 106 100 117 117
Apr.-June 113 121 7 10G 856 113 111 112 117 126
July-Sept. 112 106 178 37 109 114 111 113 118 124
Oct.-Dec. 123 124 85 116 140 116 128 124 120 132
1986*
Jan.-March 108 108 72 96 79 96 110 105 120 122
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PRODUCTION

Index of industriai production 198C = 100

Special indices of manufacturing

Period m;li.?xts:Ld
Total lr:r\:,:r?{- C%r;s&n‘w;er nrggzrer . Non- for
goods goods _Fooo  Wood  Paper Chemical metallic Metai  Seasonal
industrv industry industrv  industries  mineral industry varia-
industry tions
2 3 a g [¢] 7 8 9 10 "1
1983 1071 119.0 1026 107 1 1089 899 1035 1062 1150 1145 1071
1984* 111.8 1268 105.6 111.9 1093 924 1143 1115 1084 120.0 1124
1988* 116.7 137.8 1103 114.7 1113 894 113.1 11541 109.7 1299 116.5
19856*
June 1150 1635 1028 1138 1043 97.1 1058 1068 1123 1378 121.9
July 822 684 73.6 88.5 1038 411 1265 77.8 712 68.0 119.7
Aug. 1148 1259 1100 114.7 1148 831 1188 1215 1280 121.9 112.8
Sept. 1188 1374 1134 1177 1096 965 1120 1210 1304 1341 1131
Oct. 129.7 1574 126.3 126.1 138.6 109.6 1122 1274 1354 1499 113.5
Nov. 1245 148.9 1222 120.9 1304 96.7 1168 1171 1186 14256 114.5
Dec. 108.0 1309 1042 1054 1047 632 1028 1083 959 123.6 116.6
1986*
Jan. 1224 1433 1198 1197 1068 936 111.2 1219 1030 1375 116.9
Feb. 11056 1328 1080 1075 931 82.9 1022 1110 83.3 1239 1164
March 1075 1270 1040 105.5 91.3 836 952 1218 813 1213 1124
April 1249 157.7 117.7 122.2 1144 11356 1147 1334 978 1489 11656
May 1186 157.7 109.7 1156 104.6 100.1 1074 1215 97.8 147.2 113.0
June 118.3 151.0 1048 118.6 10560 980 1016 1138 1041 1404 121.6
INDE X INDE X
INDEX OF INDUSTRIAL PRODUCTION INDEX OF INDUSTRIAL
140 | 1980=100 - 160 | PRODUCTION 1880=100 -
SEASONALLY ADJUSTED SEASONALLY ADJUSTED
130 MONTHLY FIGURES 150 MONTHLY FIGURES ‘
P oToTAL INDYSTRY ! INVESTMENT GOODS l
120 A ' 140 A
CA_A JN VWV
110 3 EX H 130 /
PAPER INDUSTRY * 1 &§ f\ \ V
100 I~ A A T A 120 v
HECR N A [ o i ! - i X
90 i:"ll'.u ! '-‘\,ﬁo‘*’)l—";’{""‘d'!‘_“‘ 1o AR R YY)
U VA i W, . R ..-.":”'l" \J v
80 e ’ T e A VATRER VAR S
woop 'INSUS'RY ; CONSUMER GOODS ;
70 I TR EREEERY] AAbad s oot sali g tidads ity H igadaadba aata e b alaisas st il il ai il
1983 1984 1985 1986 1983 1984 1985 1986

22



LABOUR — TIMBER FELLINGS — INTERNAL TRADE

Pooutation Total i Jn- Unemploy- Sommercial Retail Whoie-
Period o t’;g;'fmg tabour fgrce. :rr;n{l)%yced. emﬂ.p(l)oo\éed. %rgfe tnt;'lal ) tglrlrllr?g; vlz?ﬁe v.oslat.tlr?'ne
b0y persons PSSO oersons  lsbeur  t000wold  ndex o ek
2 2 4 g 3] 7 8
1984* 3700 2572 2414 159 6.2 41 288 109 109
1985* 3710 2 600 2437 163 6.3 43349 114 110
1985*
May 3709 2611 2461 150 5.7 4598 121 118
June 3708 2761 2594 167 6.1 24067 116 102
July 3708 2780 2621 159 b.7 1121 120 95
Aug. 3712 2631 2481 150 5.7 1212 117 112
Sept. 3714 2 563 2405 158 6.2 19561 111 113
Oct. 3714 2 556 2 396 160 6.3 2962 118 124
Nov. 3714 2580 2409 171 6.6 3768 1156 119
Dec. 3714 2563 2406 157 6.1 4729 134 119
1986*
Jan. 3714 2563 2360 193 7.6 4232 110 103
Feb. 3715 2540 2 346 196 7.7 4596 100 102
March 3718 2551 2 365 186 7.3 4709 105 109
April 3716 2 5561 2365 186 7.3 4534 118 123
May 3718 2609 2438 170 6.5 3292 122 120
June 3717 2788 2598 190 6.8 2472
CONSTRUCTION OF BUILDINGS
Bunding permits granted Buiidings completed Building-
Industrial R Ingustriat m?&:?
o Residen- o Public esigen- F d Publi .
Period Total nuﬁ'cﬂlngs builijrirr?gs 'Dosiés:gzﬁgss builljdirlms Total buiﬂfii'ngs builarjrmgs gbxlaslgr:ﬁgss builljdirlucgs s,,‘f,%?.on
Miliion cupic metres
1 2 2 4 5 6 7 8 9 10 11
1984* 4969 1993 5665 1745 314 4424 1765 513 1576 283 5213
1985* 4817 1817 670 16653 341 4474 1740 494 1597 335 4964
1984*
Oct.-Dec. 1028 344 0.81 468 072 1440 5.84 1.96 500 0.6t 5213
1985*
Jan.-March 919 344 1.10 320 086 8.62 3.85 0.56 292 073 4781
Apr.-June 1713 7.27  3.09 480 075 10.'8 4.08 0.72 3567 105 5307
July-Sept. 1216 448 1.61 427 092 106.10 3.80 1.77 304 075 56.42
Oct.-Dec. 962 298 0.90 432 088 1584 5.67 1.89 644 082 4964
1986*
Jan.-March §76 284 1.13 381 048 7.51 3.32 0.52 258 065 46.92
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EXPLANATIONS RELATING TO THE STATISTICAL SECTION

BANK OF FINLAND

Page 4. Pubiic sector: Claims = Government promissory notes +
Bonds + Totai coinage + Other claims on the public sector. Other lia-
bilities = Cheque accounts + Counter cyclical reserves ~ Counter-
cyclical deposits ~ Capital import deposits ~ Other iiabilities to the
public sector. Certificates of deposit are interest beanng, freely trans-
ferable term iiabiiities of the Bank of Finiand sold to the government.
Their maturities range from one week to one year. As from November
1. 1983, certificates of deposit were replaced by the government
asposit account.

Page 5. Domesuc financiai sector; Other iiabilities, net = Capual
import deposits + Other fiapilities to financial institutions — Bonds —
Other ctaims on financial insututions.

Corporate sector: Permanent special financing schemes = Foreign
bills + New export bills + Financing of suppliers credits.
Liabilities. net = Deposits for investment and ship purchase — Coun-
ter-cyclicar withhoidings - Capital import deposits + Import 1evy
aeposits + Export deposits + Other fiabilities to corporations — Bonds
— Other claims on corporations.

MONETARY POLICY INDICATORS

Page 6. All the figures except the average iending rate of the commer-
cial banks are mean vaiues of daily figures for the maonth or year 1n
question. The average iending rate of the commercia) banks is the
mean value of the end of the month 1ending rates weighted by credit
outstanding. The annua! figure for the average lending rate I1s an
unweighted average of the weighted average monthly rates.

Gross central bank debt of the deposit banks = The commercial banks’
and Postipankki's cheque account overdrafts + Call money credit.
Prior to January 1984 the average monthily amount of cheque account
overdrafts at base rate was restricted by the quota granted 10 each
bank. The banks could obtain central bank credit in excess of the
quota by borrowing on the Bank of Finland’s call money market. As
from January 1984, the quotas were abolished and the only source of
central bank debtis now the call money market. There 1s no tonger any
absolute ceiiing on call money credit. However, banks’ borrowing IS
monitored and a bank whose borrowing exceeds a certainlimitcomes
under the special surveillance of the central bank. The interest
charged on call money credit. the call money rate, is adjusted by the
central bank in iine with monetary policv objectives at the time.
Net central bank debt of the deposit banks = Gross central bank debt
of the deposit banks — The commercial banks’ and Postipankki's
deposits on the cali money market — All geposit banks’ cash reserve
deposits at the Bank of Finland.

Cash reserve deposits of the deposit banks equal the total amount of
cash reserve deposits at the Bank of Finiand made by the deposit
banks under the Cash Reserve Agreement of March 8, 1983. The
deposit banks consist of the commerciai banks, co-operative banks,
savings banks and Postipankki. .

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

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

As from the beginning of 1986. the call money interest rate was dif-
ferentiated into two separate rates of (nterest. the rate on call money
advances and a slightly lower one, the rate on call money deposits. As
from the beginning of 1986, the figures on page 6 and the chartillus-
trating the call money rate have been prepared on the basis of the rate
on cail money advances. . )
Average cost of gross central bank debt = Costs of borrowing paid to
the Bank of Finland by the deposit banks, as a percentage of their gross
central bank debt, per annum.

FORWARD EXCHANGE MARKETS IN FINLAND

Page 7 The figures for columns 1—6 are calculated by the Bank of Fin-
iand on the basis of monthly reports from the banks on their outstand-
ing forward exchange positions at the end of each month. The figures
for columns 7—9 are based on monthiy averages of daily representa-
tive quotations, as reported by the banks to the Bank of Finland.
The banks’ foreign currency positions snown inthe chart atthe bottom
of page 7 are monthly averages of daily spot and forward positions
vis-a-vis the markka as reported by the commercial banks to the Bank
of Finiand. The spot position inciudes all foreign currency-denominat-
ed assets and iiapilities of the banks, excluding their outstanding for-
ward contracts.

FOREIGN EXCHANGE RATES
Pages B—9. Exchange rates are annual and monthiv averages of the
Bank of Finland's daily quotations. Currency index 1s annual and
monthly average of daily index numbers. The chart at the bottom of
page 8 shows the banks' forward selling rates for the US aollar as
deviations from the spot rate.

DEPQSITS BY THE PUBLIC —

ADVANCES TO THE PUBLIC — MONEY SUPPLY

Figures for deposits and advances are suppiied bv the Central Statist-
cal Office.

Page 1C. Deposits by the public. The centrai government and the
financilai institutions are mainty exciudea from the public.

From 1974 geposits Incluoe domestic deposits denominated in
foreign currencv.
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Page " Advances to the public. The central government and the
financial institutions are not inciuged in the public.

Postipankki's aavances dc not inciude ioans granted by the State
Investment Fund (INRA). Domestic credits in foreign currency are
mainly grantea by the commerciai banks anda the rest by Postipankki.
Money Supply M, = Finnish notes and coIns in circulation — Finnish
notes and coins held by the banks + Demand deposits held by the
pubiic {inci. Demand deposits at the Bank of Finiand}. Quasi-Money =
'}I:'_ime c:ﬁposns held by the public {inc!. Time deposits at the Bank of

inland}.

Note: Domestic deposits in foreign currency inctuded in money supplv
since 1974, In the monev supoly the public inciudes non-monetary
financiai institutions.

STATE FINANCES

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

FOREIGN TRADE

Pages 13-15. Figures supplied by the Board of Customs. /ndices (p.
13): The voiume indices are calculated according to the Paasche for-
muia and the umit value indices according to the iLaspeyres formula.
Terms of trade: the ratic of export indices to \mport indices. Foreign
rade by countries: {p. 15): from January 1980 imports by countries of
origin. exports by countries of consignment.

BALANCE OF PAYMENTS
Pages 16— 7. Figures are calcwated by the Bank of Fintand.

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

Column 15. Miscellaneous iong-term capnal items, net = diract
investment. net — portfoiic investment by foreigners + financial loans
and development credits to abroad + Fintand’s subscriptions to inter-
national financial institutions, net.

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

FOREIGN ASSETS AND LIABILITIES

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

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

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

Columns 22 and 23 during the year anda the quarter.

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

PRICE INDICES
Page 20. All indices calculatea by the Central Staustcal Office.

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

Page 22. index of industrial production caiculated by the Central Sta-
wsticai Office. The grouping, by branches of industry 1s in accordance
with the Standard Industria) Classification (SIC} which is a version of
the 1968 edition of the ISIC. The SIC facilitates international compari-
sons between Finnish statisucs ana corresponding data from coun-
tnes which use the ISIC. The seasonally adjusted series is calcuiated
by the Bank of Finland on the basis of the index of industrial broduc-
ton per working day according 10 a method resembiing the L1.S.
Bureau of Census Methoa Ii.

LABOUR — TIMBER FELLINGS — INTERNAL TRADE —
CONSTRUCTION OF BUILDINGS

Page 23. Labour figures suppiied py the Centrai Statistical Office.
Commerciai timber fellings compiied by the Forest Research insutute,
Retailers’ and Wholesalers' volume indices supplied py the Central
Statistical Office. Construction of burldings figures caiculated bv the
Central Statistical Office.

Owing to rounding, the figures in statistical tabies do not necessariiy
ada up 10 the totals shown.

SVYMBOLS USED: * Preiiminary, r Revised, 0 Less than half the fina!
digit shown, . Logically impossibie. . Netavailaple, — Nil. S affected
by strike. — Break in series.



SOME PARTICULARS ABOUT FINLAND

FORM OF GOVERNMENT

Srom * 166 to " 809 Finlana formed a part of the kingdom of Sweden.
Connected from t 809 with Russia, Finland was an autonomous coun-
try with the Emperor as Grand Duke untii December 6."917 the date
of Finland's declaration of indepenaence. The repubiican constitution
was adopted in 1919. The legisiative power of the country 1s vested in
Paritament ana the President. The highest executive bower i< neld by
the President. elected for a period of 6 vears. The Presigent for the cur-
rent term. January 27 1982, 1w March 1. 1988, is Mauno Koivisto.

Parilament, comprising 200 members is elected by universai suffrage
for a perioa of 4 vears. The number of seats of the different parties in
Parliament electea in 1983 1s as follows: Sociai Democratic Party of
Finlana 57. Nationai Coaiition Party 44, Centre Party 38. Democratic
League of the People of Finland 27. Finnisn Rurai Party 17. Swedish
People’'s Party 17, Chnstian League of Finland 3. The Greens 2 and
Finnish People's Constitutionar Party

Finlana 1s divided into 46" self-governing municipalities. Mermpers of
the municipal council are eiected by universal suffrage for a period of
4 years.

INTERNATIONAL ORGANIZATIONS

Finland became a member of BIS 193G, IMF 1948. IBRC 1948, GAT™
1950. UN 1955, IFC 1956, IDA 1960. £FTA 1967. ADB 1966, DECD
1969. IDB 1977 and AfDB 1982.

LAND

THE AREA 15 338000 square kilometres {Great Britain's area s
244000 sg. km and Itaty's area 301 000 sq. km). Of the to1al. inlang
waters form 9.4 %. Of the land area {1980) 2.5 mill_na (8.2 %) are culti-
vated ana 19.7 mill. ha (64.6 %) are covered by forests.

OWNERSHIP OF LAND 1879} The total land area was distributed
among different classes of owners approximately as follows: private
58.7 %, State 3" 4 %, joint stock companies etc. 7 4%, municipaiities
and parishes 2.5 %.

POPULATION

NUMBER OF INHABITANTS {1984): 4.9 million. Sweaen 8.3, Switzer-
iand 6.5, Denmark £.1. and Norway 4.1 million.

DENSITY OF POPULATION {1984} In South Finland 47.7. in East and
Central Finland 14.3. in North Finiand 4.2 and in the whole countrv an
average of 16.1 inhabitants to the square kiiometre.

DISTRIBUTION BY AREA {1984}): 40 % of the population inhabit the
rural areas, 60 %towns. The largest towns are: Heisink: (Heisingfors),
the capital, 484 262 tnhavuants, Tampere [Tammerfors) 168 150.
Turku {Abo} 162 282.

EMPLOYMENT (1985}: Agricuiture and forestrv "% %, industry and
construction 32 %, commerce 15 %, transpoart and communication
8%. financing, insurance, real estate and business services 6 %. com-
munity and personal services 28 %.

t ANGUAGE 11984}: Finnish speaking 93.6 %, Swedisn speaking 6. %.
athers 0.3 %.

EDUCATION 11986} Practicallv all persons over 15 years of age are
literate. There are 8 universiues (the oldest founded in 1640} and 12
colleges of university standard.

CHANGE OF POPULATION {1984} pirths 13.3 ¥, deathe 9.2 %o
cnange + 8.0 ¥, net immigrauon + 0.8 ¥4, Deaths in France 9.8 ¥,
and Great Britain * 1.4 ¥,

TRADE ANG TRANSPORT

NATIONAL INCOME {1985;, in million FIM: Gross domestic proauct at
factor cost by maustnal ongin: agnculture ana fishing 13190 14 %),
forestry 10977 (4 %), manufacturing 85794 {29 %j, construction
23138 {8 %i, trade. restaurants and noteis 33 162 {11 %). transport
ana communication 23 672 (8 %), panking and insurance 2973 {4%),
ownershit of dwellings "9097 (6 %), other services 74707 (25 %),
totar 296 711. index of real gomestc product *14 (1980 = 100}

4 461236T/gst

FOREST RESOURCES i1983). “he growing stock compnised of * 660
million m? (solia voiume with bark: oi which 45 % was pine and 37 %
spruce the remaining © 8 %bem% broad-ieavea trees chiefly biren. Of
the growing stock 656 million m® was up to the stanaara requirea fof
lags. 57 % of these being nine. "he annual growth was 68 million m*
and the total drain caicuiatea on the pasis of roundwood consumption
was 49.4 million m*®

AGRICULTURE (1983). Cultivatea 1ana 2.4 million hectares. Numper
of holdings 208 229 of which 146 465 are of more than & ha. Measure
of self-sufficiency in breaa cereais 93 %

INDUSTRY {1983}, Gross value of ingustrai proguction FIM 222 602
mill., number oif workers 398066. salaried empiovees 146503
motive power 8.3 mill. kW. index of industnai production 107 * for
1983 11980= 1001

STATE RAILWAYS {Dec. 3°. 1985): Length 5979 km.

MERCHANT FLZET {sune 30. 1986): Passenger vesseis 161 {292 997
gross reg. tonsy, tankers 33 {£94 112 gross reg. tons}, drv cargo ves-
sels 127 (480807 gross reg. tons;, other vessels 108 121567 gross
reg. tons), total 426 /1400417 gross reg. tons;.

AUTOMOBILES (Dec. 3" 1985} Passenger cars
and vans "79637. buses 9017
1746618,

* 546094, ornes
other automobiies 11867, tota

FINNISH AIRLINES {Fep. 28, 1985). Finnairnasinuse 1 DC-8-62, 3DC-
9-10.8DC-8-41.12DC-8-51. 3DC-9 Super 82, 3DC-10-30. 1 DC-10-
30 ER and E “okker F-27 Friendship MK. The company has scheduled
flights 1o 34 foreign ana 21 domestic desunations.

FINANCE ANG BANKING

CURRENCY. Since 1860. Finlang nas had 1is own monetary svstem.
From 1877 untii 974 the country was on the goid siandara. and
returned to 1t in 1926.1in 1931, the Central Bank's duty to redeem bank
notes in gold was suspended and at the ena of 1962 was entrely can-
celled. The monetary unit 1s the markka (plural: markkaal, which is
divided into 100 pennid (singular: penni). The abbreviation used for
the markka is FIM. The iast par vafue of the markka was seton Oct. 12,
1967 and was 0.21159 grams of fine gold per markka {equivalent, at
the time. to 4.20 markkaa per U.S. dollar}. Since Nov. 1 1977 the
external value of the markka has been officially expressed interms of a
currency index. This index 1s tradeweighted and as from Jan. 1, 1984
indicates the average change in the convertible currencies which are
important in Finnisn fareign trade. The present currency weignts are
SEK 20.G, DEM 19.2. GBP 14.7. USD 9.7. other currencies 36.4C. The
permissibie range of fluctuauon 1s about 2.26 per cent on either side of
thae theoretical anthmetic mean. The fluctuation iimits are 106.0 and
107.3.

“HE CENTRAw BANK. The Bank of Sinlang (estab. 1871} functions
under the guarantee ana supervision of Pariiament. 1ts Boara of Mana-
gement ts appointed bv the President of the Repubiic; the Bank Super-
viSors, ming in number, are elected by Parliament. The Bank nas a nead
office in retsink: ana 12 brancnes in other towns.

CTHER CREDIT INST'TUTIONS (Dec. 27. " 984). There are two big ana
eignt small commercial panks with in all 942 offices, 263 savings
panks, 37C co-operauve banks. five mortgage banks, Postipankki and
three development credit institutions. The co-operative stores accent
deposits from their members. “he Social Insurance insttuton and 48
private insurance companies also grant credits.

RATES OF INTEREST (May " 2. 1986). "he Bank of iniand's base rate
is 7 %. The interest rates for gomestic iending other than bank fi-
nancing ov the Bank of Finlana vary between 4% % and 9 % %. Other
credit institutions: ume deposits Z % %: 6 month geposits 4 % 12
month deposits 5% %: 24 month deposits 7.

25



RECENT DEVELOPMENTS IN FINANCIAL MARKETS AND

MONETARY POLICY

by Helvi Kinnunen, M.Pol.Sc.
Economics Department
Bank of Finland

As in most other countries, financial markets in
Finland have, ir recent years, been undergoing
change towards a market-oriented financiai
system. Some of the major factors underlying
this development have beer the same as else-
where. General vield awareness and the inter-
est rate volatility of capital have increased.
This has taken place within the framework of
largely unchanged regulation of capital flows.
The Bank of Finland has adapted its methods
of reguiation and control to the new circum-
stances and, at the same ume, itself intro-
duced market-oriented elements in its methods
of monetary control. In centrai bank financing,
the call money market has repiaced the tradi-
tional features of the centrai bank debt
mechanism and the regulation of banks’ inter-
est rates has been simplified and relaxed.

In the early 1980s, the Finnish financiai mar-
kets were characterized by the coexistence of
an unregulated segment and a segment
subject to interest rate control. This dichotomy
has more or iess disappeared as dereguiation
of financial markets has progressed. Starting in
1983, the Bank of Finland successively relaxed
the regulation of average interest rates by
allowing banks to pass on part of funding
costs in their iending rates. The regulatior of
bank lending rates was officially abolished as
of August 1. Consequently, rates of interest on
new loans are now market-determined. On the
other nand, existing legislation exemplting
househoid deposits from taxation still effec-
tively precludes competitior in traditional de-
posit-taking.

In addition 10 discretionary changes ir the
methods of monetary control, the decline in
the significance of credit rationing has aiso
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been affected by the interest rate policy
pursued. Because of persistent inflationary
pressures, interest rates ir Finland have been
lowered only cadutiously. Thus, real rates of
interest on credits have risen substantially.
This has reduced the demand for credit from
what it would otherwise have been and to
some extent stimulated the supply of credit,
thereby contributing to clearing credit markets.

The prime goal of monetary policy and eco-
nomic policy in general for the past severai
years has been the lowering of inflation per-
manently t0 the same level as in competitor
countries. The rate of inflation did in fact slow
down appreciably in the latter part of last year
and in the early months of the current year.
This was, however, mainly due to a fall in
foreign trade prices; domestic cost inflation
has not yet deceierated as much as in OECD
countries on average. Uncertainty about the
outcome of last spring’s incomes policy nego-
tiations and the implications for domestic cost
and price expectations prompted cautiousness
in interest rate policy. With an improvement in
the terms of trade supporting domestic
demand, it was feared that a rapid reduction in
interest rates would jeopardize not only the
goal of bringing down inflation but also the
external balance of the economy.

RECENT MONETARY POLICY MEASURES

in line with the moderate slowdown in inflation
and the fall in international interest rates, rates
of interest in Finland have been lowered cau-
tiously since mid-1984. The call money rate was
reduced by a total of some 3 percentage points



in the course of last year." The downward
trend has been maintained during the current
year as well. The differential betweer domestic
and foreign interest rates narrowed substantial-
ly during the course of last year. I the current
vear, however, the call money rate has fallen
at a slightly slower pace than international
rates of interest. Although last year the foreign
exchange reserves rose to a high level by
historicai standards owing to the iarge interest
rate differential, the lowering of the call money
rate has been restrained by a downturn in the
reserves during the current year.

Thus, in May the call money rate was tem-
porarily raised sc as to check speculative
currency outflows. At the end of July, the
Board of Management was given unlimited
powers 16 change the call money rates so as to
defend currency reserves and the external
value of markka. In early August, a heavy
capital outfiow led to the temporary raising of
the call money lending and deposit rates to 40
and 39 per cent, respectively. With the subse-
quent stabilization of currency reserves, the
rates have been lowered substantially and on
September 2@ were 14 and 13 per cent, respec-
tively.

As from the beginning of 1986, the interest
rate system applied in the call money market
was revised so that the Bank of Finland now
pays a lower rate of interest on call money
deposits than it charges on call money advanc-
es. The deposit rate was 0.7 percentage point
lower than the rate of interest on advances
until August when the differentiai was widened
to 1 per cent. Because of the lower rate on call
money deposits, banks now endeavour 10 use
interbank transactions to even out fluctuauons
in their liquidity positions, so that, in principle,
only the net change in the liquidity position of
the whole banking sector is reflected ir the call
money market. This measure was designed o
create conditions conducive to the further
development of the domestic money market.

interest rates in the call money market are set by the
Bank of Tiniand. ana volumes of finance adjusi according-
ly.

The base rate has also been adjusted to the
falling rate of inflation. In February 1985, the
base rate was lowered by C.5 percentage point
{Chart 11. In the course of the current vear, the
base rate has beer lowerad three times by a
total of 2 percentage points.

CHART 1. MAIN MONETARY POLICY INSTRU-
MENTS
%
CALL MONEY RATE (MONTHLY AVERAGE
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1ol BASE RATE T
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The regulation of average interest rates was
relaxed and simplified at the beginning of this
vear. The upper limit on banks’' lending rates
was removed and the upper limit on a bank’s
average lending rate was set at 1.75 percent-
age points above the Bank of Finland’s base
rate. All banks thus faced a uniform interest
rate ceiling, which for most of them implied
increased leeway in setting interest rates in
their lending. Subsequently, in connection
with a reduction in the base rate i May, the
upper limit on the average lending rate was
raised to 2 percentage points above the base
rate. Interest rate regulation was rescinded as
from August 1. The aim in removing the upper
limit on average iending rates was that rates of
interest on new credits would refiect more
directly changes in the call money rate. At the
same time firms’' opportunities to use foreign
capital were improved by essentially liberalizing
iong-term capitai movements.

The banks’ cash reserve requirement was
reduced from 5.6 tc 5.3 per cent of the total
stock of deposiis at the end of December 1985
and 1o 5.0 per cent of the total stock of
deposits at the end of January 1986. The cash
reserve requirement was further lowered io
4.7 per cent i~ February.
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THE DOMESTIC INTEREST RATE STRUC-

TURE

The fact that iending rates are variable is of
prime importance from the point of view of the
effects of interest rate policy. Changes in the
base rate are in practice immediately transmit-
1ed 1o the outstanding stock of existing loans,
thereby affecting directly sectoral interest in-
come and expenses and thus, for example,
corporate profitability. On the other hand, with
the relaxation of the regulation of average
interest rates, rates of interest orn new loans
are now determined virtually independently of
the level of the base rate. Interest rates on new
credits have now settled at a level slightly
below the call money rate and have followed
changes in the call money rate fairly closely
since the end of last year. As the call money
rate has remained at a clearly higher level than
the base rate, the banks’ average lending rate
has risen in relation tc the base rate {Chart 2).

CHART 2. LENDING RATE AND BASE RATE
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The issue of debentures and similar debt in-
struments by companies and financial institu-
tions other than banks s not - uniike that of
bonds - subiect to autnorization by the au-
thorities, and hence the rates of interest borne
by these instruments are, in principle, de-
termined on the basis of supplv and demand.
Recently, movements ir rates of interest on
bonds and debentures in the secondary mar-
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kets have also followed changes in the call
money rate rather ciosely (Chart 3). During the
past year, the rate of interest on fixed-rate
debentures in the secondary market has settled
at a level slightly beiow the rate on vanable-
rate loans. The interest rate differential
between fixed-rate and floating-rate credits
can be interpreted as reflecting anticipated
changes in the base rate, if it is assumed that
the markets are sufficiently well-functioning.

CHART 3. EFFECTIVE INTEREST RATES ON
DEBENTURES AND THE CALL MONEY
RATE
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Government bonds are fixed-rate and iax-ex-
empt. Rates of interest on new issues of
government bonds have been linked to the
base rate so that the rate on five-year bonds
has, on average, been 1 percentage point and
that on ten-year bonds about 2 percentage
points above the base rate (Chart 4). In the
course of the current year, rates on new issues
have been reduced more rapidly than the base
rate. This partly reflects the increased demand
for bonds along with the decline in interest rate
expectations. The interest rate differential
between bonds of different maturities has also
been narrowed, so that ratas on new issues of
10-vear bonds have been reduced by more
than those on five-vear bonds. Ir the second-
ary markets, rates of interest on government
bonds have for the most part followed those
on new issues with the same maturity although
in such a way that the secondary markets
have, 10 some extent, anticipated tnhe changes
in rates on new issues.



CHART 4. INTEREST RATES ON GOVERNMENT
BONDS
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More than one-thud of companies’ total
financing requirements are met by borrowing
direct from other financial institutions, such as
insurance companies. Loans granted by insur-
ance companies consist mainly of relending
from employment pension funds or of invest-
ment loans.” The rate of interest applied 1
ioans relent from empioyment pension funds is
decided by the Ministry for Social Affairs and
Health. in recent vyears, the fall in receipts
anising from reductions in employment pension
contributions has been offset tc a certain
degree by raising relending rates. As a resuit,
relending, which has traditionally been a
favourable source of finance, has, with the fall
in other rates of interest, become relatively
more expensive than previously in spite of 5 1
percentage point cut in the relending rats w0 9
per cent as from the beginning of July this
year. investment ioans bear variable rates of
interest, although oniy half of any change ir
the base rate is transmitted to the rates of
interest appiied t¢ them. Recently. ine rate on
investment loans has been about 11 per cent.

unreguiated short-term money market rates
have followed the call money rate very cioseiy

* The Finnish employment pension scheme is partly based
on a funding system. The management of pension funds s
carried out pv Drivate pension insurance INstituuons.

{Chart b). Following the differentiation of
borrowing and lending rates in the call money
market, interest rates on new certificates of
deposit 1ssued by banks nave settled at a level
between the call money rates. The interbank
short-term monev rate has been close to the
call monev iending rate. More accurate data or
ine Interest rate struciure of investments of
different maturities is not available. in the
forward market. the vieid-curve, as indicated
by the covered Euro-markka rate. has been
downward-sioping.

CHART 5. SHORT-TERM INTEREST RATES
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All in all, interest rates on new credits as well
as short and long money rates have been at
broadly the same level. The term structure of
unregulated market rates does not seem 10
have been determined on the basis of expected
risk.

in banks' deposit-taking, the trend towards
greater market-orientation has been reflected
only in the rate of interest or unregulated
deposits, which has closely followed the cali
money rate (Chart 6i. The interest rate struc-
ture of regulated deposits has not undergone
anv significant change in recent years. Deposit
rates nhave changed ir line with the base rate,
tne only exception to this being in connection
with the reduction in the base rate in May this
year, when the Bank ¢f Finland required that
interest rates on long-term deposits be reduced
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by siightiy iess than other rates. Competition in
deposit terms has beer precluded by legisla-
tion on the tax exemption of deposits, under
which interest paid on deposits ir accounts
used by at least two categories of panking
institution is defined as tax exempt. The
present law will be in force until the end of
1988.

CHART 6. INTEREST RATES ON DEPOSITS
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MONETARY AGGREGATES

if the aea! rate of interest is used as an
indicator, present monetary conditions can be
characterized as fairly stringent. Developments
in monetary aggregates give a different picture
of the state of the financial markets, because
in recent years the expansion of liquid funds in
the economy has been distinctly faster than
the growth of nominal GDP. The growth in the
broad measure of money has been partly
boosted by business acquisitions, in which
certificates of deposit, included in the broad
definition of money, have been used as means
of payment. These acquisitions have been
financed by bank lending to the corporate
sector. The increase in the real interest rate on
long-term deposits has also contributed to
increasing interest in these deposits by the
public. In the course of the current vear, the
growth of ragulated deposits has decelerated
somewhat iChart 7). The growth of unreguiat-
ed deposits has also been sluggish, whereas
the off-balance-sheet items intermediated
through banks’ trust departments have expand-
ed rapidly reflecting the fact that they are not
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subject 16 stamp duty nor included i1 the cash
reserve base.

CHART 7. BANKS® LENDING AND DEPOSITS,
12-MONTH PERCENTAGE CHANGE
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The share of markka-denominated credits in
banks’ total lending has continued to increase
during the current year despite a widening in
the differential between domestic and foreign
interest rates. Even though the growth of
markka-denominated credits has fallen off
slightly in recent months, credit expansion still
seems to be continuing at a faster rate than
real growth. This suggests that arbitrage has
not fully disappeared from financial markets.
With the decline in credit rationing, the tax
deductibility of interest costs on loans may
have increased opportunities for private per-
sons to carry out profitable round-tripping
operations by investing in tax-free long-term
deposits.

CAPITAL MARKETS

Securities rade has continued at a brisk pace
during the current vear. Unlike last year, when



turnover was based on trade in bonds and
debentures, activitv during the first haif of the
year was sustained by an expansior in ihe
trade n shares. Trade in shares and subscrip-
tion rights guadrupled as compared with the
corresponding period of last vear. Brisk
demand has been refiected in share prices,
which have been on the rise since ihe middle
of iast vear {Chart 8). The rise I share prices
has been sharpest in the nsurance sector but
has also been marked in the industry and
trade, transport and communications sectors.

CHART 8. SHARE AND DWELLING PRICES

Y

150 BRICE INDEX OF NEW ! /
DWELLINGS IN GREATER
HELSINKI AREA Al LN
(81M1-86M6=100} TR
7 H :

100 o
—F
AT ;

o’
SHARE PRICE INDEX .
(81M1--86M6=100} .

nnnuminmuuuhuumn|I|ulnmuiluunuu ITTTHENIN
1981 1982 1983 1984 1985 1986

o

Demand for real investment outlets, particular-
ly dwellings, has been siuggish for a number of
years. Market prices of dwellings have
remained at the same level in nominal terms
for more than two vears. The demand for
dwellings has been partly reduced by demo-
graphic factors, while households’ willingness
to invest in real assets has also been weakened
by the rise in real interest rates.

CONCLUDING REMARKS

The rise ir interest rates has improved the
avaiiability of finance ana, coupled with on-
going change ir the financial system, has
increased the efficiencv of the functioning of
markets. Hence, yield requirements placed on
investments have become more uniform and
have alsc increased ir line with *he nise in real
interest rates. At the same time, the economic
environment of firms nas changed significantiv
as a result of the fall in wornd commodity
prices and the dollar. The deciining oii price
has weakened the outlook for bilateral exports
10 the Soviet Union and international competi-
tion in the forest industries has intensified. For
export industries these changes require adjust-
ments in tneir production and marketing struc-
tures. Despite the delaved adjustmeni 10 the
international infiation rate, the basic balance of
the economy 1s, however, considered to be
reasonabiy sound. Various sconomic policy
measures, in particular the energy tax reform,
and favourable developments in some domes-
tic cost factors, e.g. stumpage prices, have
served 10 maintain overall compstitiveness in
Finnish industries.

The monetary policy measures taken in August
must be seen in the light of the authorities’
commitment to maintaining a fixed exchange
rate. Such a commitment reflects the view that
price Stability 1s of primary importance for the
ionger-term development of the economy,




MONETARY AND FOREIGN EXCHANGE POLICY MEASURES
FROM OCTOBER 1985 TO SEPTEMBER 1986

1985
October

Call monev market. The Bank of Fintand low-
ers the call money rate from 12.9 10 12.6 per
cent as from October 18.

November

Call money market. The Bank of Finland low-
ers the call money rate from 12.6 to 12.4 per
cent as from November 5 and further to 12.0
per cent as from November 26.

December

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

Cash reserve requirement. The Bank of Finland
lowers the cash reserve requirement from 5.6
per cent to 5.3 per cent of the totai stock of
deposits at the end of December.

1986

January

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

As a result of this decision, the rates appiied
by the banks to existing loans and tax-free
deposits are also generally presupposed to fall
by 0.b percentage point.
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Regulation of average lending rates. The Bank
of Finland revises its regulation of banks’
average lending rates. With effect from the
beginning of 1986, the average interest rate at
the end of each calendar month may at most
be the Bank of Finland's base rate plus 1.75
percentage points. If the average interest rate
on a bank’'s total markka-denominated de-
posits exceeds the Bank of Finland's base rate
by more than 1.25 percentage points, a bank’s
average lending rate may at most equal the
average deposit rate for the month in question
plus 0.5 percentage point.

Call money market. From the beginning of
1986, the Bank of Finland revises the system
applied in the call money market, sc that it
pays a lower rate of interest on deposits than it
charges on call money advances.

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

Revision of foreign exchange regulations. In
connection with the renewal of the Foreign
Exchange Act, which enters into force at the
beginning of the vyear, the Bank of Finland
updates and partially liberalizes the foreign
exchange regulations, the revised regulations
also becoming effective on January 1, 1986.

Among other things, the penalty surcharge
scheme applied to short-term import credits is
abolished; the maximum period for suppliers’
credit which does not require the special per-
mission of the Bank of Finland is now six
months. Investments in securities quoted
abroad and in the form of funds held in
accounts with foreign monetary institutions are
permitted up to a maximum of FIM 10000 a
year per resident. The upper limit on foreign
exchange which may be acquired for the
purchase of a second home abroad is raised 10
FIM 600 000. Authorized banks are granted the
right to surrender travel exchange without



upper limit on the basis of a breakdown of
costs drawn up by the purchaser of travel
exchange. Securities brokers are accorded the
same rights as the authorized banks 1o act as
intermediaries  in  securities  transactions
between residents and non-residents.

Cash reserve requirement. The Bank of Finland
lowers the cash reserve requirement from 5.3
per cent 10 5.0 per cent of the totai stock of
deposits at the end of January.

Payments arrangement between Finland and
Czechoslovakia. In keeping with an agreement
concluded between Finland and Czecho-
siovakia in August 1985, the practice whereby
transactions are settled in convertible curren-
cies is extended for three years from the
beginning of 1986. Under the agreement, the
payments arrangement is henceforth 10 be
renewed automatically for three years at a time
unless otherwise agreed upon subsequently.

Payments arrangement between Finland and
Poland. In accordance with an agreement
concluded in December 1985, payments
between Finiand and Poland in 1986 may be
effected in Finnish markkaa as well as in US
dollars.

Call money market. The Bank of Finland low-
ers the rate on call money advances from 11.7
to 11.4 per cent and the rate on call money
deposits from 11.0 to 10.7 per cent as from
January 24,

February

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

March

Interest rate policy. The Bank of Finland low-
ers its base rate from 8.5 t0 8.0 per cent as
from Margcn 1, 1986. As & resuir of this

decision, the rates appiied by the banks 1o
existing loans generally fall by 0.5 percentage
point. The rates applied to tax-free deposits
are lowered by the same amount.

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

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

May

Interest rate policy. The Bank of Finland low-
ers its base rate from 8.0 to 7.0 per cent as
from May 19, 1986. At the same time, the
rates applied by the banks to existing loans fall
by one percentage point, whereas the rates
applied to 12 and 24 month deposits fall, at
most, by 0.75 percentage point. The rates
applied 1o other tax-free deposits fall, at most,
by one percentage point.

Regulation of average lending rates. The Bank
of Finland raises the upper limit on the banks’
average lending rate in relatior to the base rate
by C.25 percentage point with effect from May
19, 1986. The new upper limit is the Bank of
Finiand’s base rate pius 2 percentage points or
9.0 per cent. !f the average interest rate on a
bank’s total markka-denominated deposits ex-
ceeds the Bank of Finland’s base rate by more
thar one percentage point, the bank’'s average
lending rate may at most equal the average
deposit rate for the month in question pius one
percentage point.
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Call money market. The Bank of Finland imple-
ments the following changes ir its call money
rates:

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

May 123 3.0 12.8

May 4 16.0 183

May 16 4.5 133

Mav 2C o 13.0 12.3

May 2C UB 120 1.3

May 22 1.2 10.2

Amendments tc Foreign Exchange Reguia-
tions. The authorized banks are granted per-
mission to use foreign credit to finance their
customers’ long-term export receivables as
from May 13, 1986. Similarly, exporters are, on
application, granted permissior to raise foreign
finance in their own names in order to finance
their long-term export receivabies.

As from May 16, 1986, the Bank of Finland
removes the upper limit on the amount of
foreign financing credits for imports mediated
by banks. At the same time, the Bank decides
to start treating domestic foreign currency
deposits received by banks as equivalent to
banks’ foreign borrowing; subsequent tc this,
banks are, in practice, no longer able 10 grant
domestic credits denominated n  foreign
currency.

June

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

Amendments to Foreign Exchange Reguia-
tions. The Bank of Finland revises the Foreigr
Exchange Reguiations in some respects with
effect from June 16, 1986. The mair points of
the amendments are as follows:
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The prohibition concerning the sale of Finnish
bonds and debentures to non-residents is re-
scinded on the conditior that they are bought
with earnings or sales proceeds from Finnish
bonds and debentures acquired previously or
with funds held in Finland by persons who
have emigrated from Finiand.

The authorized banks and other securities
agents are permitted 16 sell foreign securities
from their own portfolios to residents within
the quantitative limits set ir the Foreigr Ex-
change Regulations.

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

FIM bond issue by the Nordic Investment
Bank. The Nordic investment Bank issues FIM
bonds in Finland totalling FIM 250 million, up
to half of which the Bank of Finiand permits to
be sold directly 1o foreign investors. At least
half of the issue is to be soid to domestic
investors, but once guoted on the Helsinki
Stock Exchange, the bonds can be sold and
purchased abroad on the secondary market
through the Stock Exchange.

August

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



The Bank of Finland implements the following
cnanges ir 1ts cail money rates:

Effecuve Rate on call Rate on call
as from money advances  Monev 0eposis
Per cent Per cent
August " i L 1C.2
” ToHn 6 10.6
" 4 Za
" ] 13.2
" S B2
5 am 220
7 ac.0
14 362
15 ! 3C.C
' 15 (1 25.C
" 18 2006
" 26 19.¢
! 26 18.C
! 29 170

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

Revision of foreign exchange reguiations. As
from August 1, the Bank of Finland decides tc
exempt from regulation foreign credits with a
maturity of at least five vears raised by man-
ufacturing and shipping compames for financ-
ing their own operations. The decision on the
removal of control does not appiy to bond or
debenture issues denominated in Finnish mark-
kaa.

September

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

Effecuve Rate on call Rate or call
as from money advances monev deposits
Per cent Per cent
Septemper 2 16.C 16.C
Septemper 5 185.0 4.0
September 3 1490 120

Cash reserve requirement. As an exception tc
the cash reserve agreement concluded with
the banks, the Bank of Finland decides tc pav
interest on cash reserve depaosits for the period

September— December 1986 at 3 rate whicn 1s
3 percentage poinis beiow the Bank of Finland
call money lending rate. however, not less
thar 1/4 percentage point bejow the Bank of
riniand base rate.




ITEMS

Cash reserve requirement. The Bank of
Finland and the Parliamentary Bank Supervis-
ors have decided to temporarily increase the
rate of interest paid on cash reserves deposited
by banks at the Bank of Finland. At the same
time, the Bank of Finland has informed the
banks that they are not allowed to raise inter-
est rates on the outstanding stock of bank
joans. The background to these decisions is as
follows.

In August, the Bank of Finland raised the call
money rate in order to counter speculative
pressures on the markka. The foreign ex-
change markets have since then calmed down,
but the call money rate is still at a higher level
than in July. The unexpected increase in
banks' funding costs can gradually be
recovered by higher interest rates on new
loans extended by banks. There has been a
common understanding that interest rates on
existing loans can be changed only in connec-
tion with changes in the Bank of Finiand’s
base rate. Furthermore, the current pressure
on interest rates is assumed to be temporary.
The present economic Situation and the
short-term prospects are basically satisfactory
and consistent with the present external value
of the markka.

Supplementary budget. The first supple-
mentary budget for 1986 was approved by
Partiament in June. It provides for a net
Increase in central government outlays of more
thar FIM 1.1 billion on the ordinary budget for
the current year. This brings total budgeted
state expenditure for 1986 to nearly FIM 103
billior:, equivalent to about 28.8 per cent of
forecast GDP.

So as to facilitate the conclusion of the in-
comes agreements last spring’, the Govern-
ment decided on a number of measures
designed 1o cautiously stimulate output with-
out generating inflationary pressures. in the

* See the front article in the June-Jutv 1986 1ssue of the
Bulletir.
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supplementary budget, this entailed giving the
Government powers to bring forward to the
current year up to FIM 0.6 billion of central
government acquisitions originally planned for
1987 or iater. The extra -outlays are intended
mainly for supporting employment. in addition,
the competitiveness of the economy was en-
hanced and the willingness to invest en-
couraged, among other things, by the reform
of energy taxation and the allocation of more
resources promoting exports.

Although the incomes agreements were not as
moderate as expecied, average inflation in
1986 will be slower than forecast in the ordi-
nary budget owing to the sharp fall in oil
prices. In order to keep the volume of
budgeted outlays unchanged, efforts are being
made 10 curb spending on public administra-
uon in general. Specific reductions provided
for in the supplementary budget as a result of
the slower rate of inflation amount to FIM 350
million.

The largest single item of expenditure in the
supplementary budget, FIM 450 million, is for
the advance repayment of foreign loans. The
loans in question are to be refinanced on more
favourable terms, and Parliament has ac-
cordingly increased the central government’s
powers to borrow by FIM 390 million. The aim
is to keep state borrowing at the planned level.

The rest of the additional expenditure totals
slightly more than FIM 660 million. Two of the
largest items, each amounting to FIM 100
million, are for purchases by the Border Guard
Service and the defence forces. A sum of
equivalent size has been transferred to the
Export Guarantee Board. The savings obtained
in road construction, about FIM 70 million,
because of the fall in oil prices are 10 be used
for additional road works.

The net increase min central government rev-
anue in the supplementary budget amounts 1o
just over FIM 1.1 billion. The largest individual
item is a rise of FIM 450 million in income and



wealth tax receipts due to the increase in the
astimated wage and saiary bill. The energy
taxation reform- introduced at the beginning of
August 1986 s estimated to increase sales tax
revenue by FIM 760 million. Since. however,
excice duties or fuels and electricity are 10-
gether estimated to decrease by about the
same amount, the overall impact tc the reform
on central government revenue will be neutral.
The reform will nevertheless enhance the
operating conditions of the corporate sector.

Finland’s balance of payments January-
June 1986, According tc the Bank of Finland's
preliminary  figures, the current account
showed a deficn of FIM 3200 million in
January-June of this vear. The net inflow of
long-term capital amounted to FIM 2 124 mil-
lion. The net outflow of short-term capital
totalled FIM 5 322 million, most of which was
attributable to short-term capital imports by
the authorized banks. Thus, with a net outfiow
of capital in addition to the deficit on the
current account, the Bank of Finland’s foreign
exchange reserves declined by FIM 6 398 mil-
lion and totalled FIM 15 911 million at the end
of June. In the first half of 1985, the current
account had shown a deficit of FIM
1896 million.

Current account. The trade account (inciuding
adjustment items) registered a surplus of FIM
1 350 million in January-June, as compared
with a surpius of FIM 2 149 million n the
corresponding period last year. Commodity
exports were down 10 per cent in value and 6
per cent in volume on January-June 1985,
Export volumes during the first half of the year
fell in nearly all sectors of industry. The value
of commodity imports declined by 9 per cent
as compared with the corresponding period
last vear, whereas the volume of commodity
imports remained virtually unchanged. Import
volumes of raw materials and intermediate
goods decreased by 6 per cent. By contrast,
the volume of imports of consumer goods

* See the front arucle ir the August 1986 issue of the
Bulleun.

increased by 7 per cent and that of fuels and
lubricants by 18 per cent.

The surplus on the services account amounted
to FIM 148 milliors, which was almost the same
as ir January-June of last vear. At FIM 1476
million, the surplus on the transport account
was FIM 400 million smaller than in the corre-
sponding period iast vear because of a deciine
in iransport receipts. Travel receipts were
down by 4 per cent while travel expenditure
was up by 4 per cent, giving rise 10 a deficit of
FIM 1 150 million on the travel account. In the
first nalf of the previous vear, it had shownr a
deficit of FIM 998 million. The “other services
account” recorded a deficit of FIM 178 millior.

Interest payments on foreign loans amounted
to FIM 7 220 million. With interest income on
foreign assets reaching FIM 3 690 million, the
investment income account showed a deficit
of FIM 3 530 milliori. This was FIM 43 million
more than in January-June 1985. The
unrequited transfers account registered a de-
ficit of FIM 940 million.

Capital account. Drawings of iong-term loans
amounted to FIM 8 434 million in January-
June, FIM 2.2 billion more than in the corre-
sponding period iast year. The central govern-
ment accounted for FIM 2 617 million of the
drawings. Repayments of long-term loans
totalled FIM 6367 million. Drawings of
long-term export credits granted to foreign
customers reached FIM 643 million and repay-
ments of outstanding export credits FIM 798
million. Finmish net direct investment abroad
amounted to FIM 918 million and net foreign
direct investment ir: Finland to FIM 113 million.
Portfolio investments in Finland totalled FIM
804 million in net terms. The total net inflow of
fong-term capital reached FIM 2 124 million,
which was FiM 3.3 billior: less than in the first
half of last vear.

Short-term capital outflows tinciuding errors
and omissions) totalled FIM 5 322 million in
January-gune. Short-term liabilites reiated 1o
imports fell by an estimated FIM 1 801 million,
while net prepavments and receivabies reiated
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MAJOR BALANCE OF PAYMENTS ITEMS
JANUARY — JUNE 1986, MILLION FIM’

Receipts  c=xpenaiture Net
Trade iexports f.o.b.,
imports S5 38 358 36 673 1 685
Adiustment items -87 248 —33¢
Trage account 3 v 36 921 7 3BC
Transport «C...f. Z 80C 1324 1478
Travet 1 309 2452 —~1180
Other services 2 348 2827 178
Services account € 457 8 31C 48
3000S AND
SERVICES ACCOUNT 44 728 43 22 1498
investment income, net 3 69C 7220 --3530
Unregurted transfers 194 1734 —940
Other ® 633 1861 —227
A. CURRENT ACCOUNT 50 24€ 53 448 —3 200
Change m Change n Net
assets liabilities
Long-term financiai
ioans and suppliers’
credits:”
drawings ~ 343 8434 779
redemptions 798 —8 367 ~5569
Direct investment -~918 13 —380E
Other long-term capita —49 758 707
B. _ONG-TERM ZAPITAL
ACCOUNT -812 233 2724
BASIC BALANCE :A -5} ~ 076
Sregpavments and iiapilities
related to imports ~18C%
Prepavments and receivables
related 1¢ exporis 3837 -925  Z60€
Short-term capital of
authorized banks -6 875
Other shori-term capital —119
£rrors and OmiISsions 865
C. SHORT-TERM CAP'TAL
ACCOUNT —5322
D ALLOCATIONS OF
SDRs -
OVERALL BALANCE
IA=-B~C=Di -6 398
Change in the foreign
exchange reserves of
the Bank of Finlanc £ 398
Asgsets: Increase —. decrease
{iapilities: increase - Jecrease —

~ Prejiminary figures.
- Assets inciude exoort credits only.

10 exports Increased by FIM 2 607 million in
net terms. The net shori-term iiability of the
authorized banks went down by FIM 6875
million.

The foreign exchange reserves of the Bank of
Finland declined oy FIM 6398 million in
January-June. The convertible foreign ex-
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change reserves fell by FIM 8 106 million,
whereas a rise in tied currency claims in-
creased the 1otai reserves by FIM 1 708 milliorn.
At the end of June, the convertible foreign
aexchange reserves of the Bank of Finland
1otallea rIM 14 478 million and the tied foreign
exchange reserves FIM 1433 million.

At the end of June, Finiand’'s net foreign debt
amounted to FIM 85 318 million, of which the
central government accounted for FiM 24 816
million. The net long-term debt stood at FIM
60 343 million and net short-ierm claims at FIM
5 025 million.

Death of President Urho Kekkonen. Dr.
Urhc Kekkonen, former President of the
Repubiic of Finland, died ir Helsinki on August
31 at the age of 85. Dr. Kekkonen was first
slected President of the Republic in 1956 and
remained in office for more than 25 years until
the autumn of 1981,

Urho Kekkonen was a member of parliament
for the Agrarian Party (now the Centre Party}
from 1936 to 1956. He was First Deputy
Speaker of Parliament from 1946 to 1947 and
Speaker from 1948 to 1950. He served as a
minister in ten Governments, including five
times as Prime Minister. Urho Kekkonen was a
Member of the Board of Management of the
Bank of Finland from 1946 to 1956, although
he spent the major part of this period on leave
of absence from the Bank of Finland as a
member of the Government.




iContinued from page 2!
PRGSPECTS

Finland's foreigr trade has undergone rapid
changes during the past 18 months botr ir
terms of developments in prices and volumes
as well as in ihe commodity and regional
composition of trade. Exports to European
markets are now recovering, supporied by the
depreciation of the markka against major
European currencies, ever if overall price
competitiveness has weakened somewhat. in
1987, the growth of exports to western mar-
kets s expected 10 accelerate. With imports
from this regior forecast to remair rather
weak, the surplus on the trade account with
westerr countries is projected to widen. By
contrast, cheaper oil will give nse t¢c a big
surplus ir Finland's biiateral rade and exports
10 CMEA countries are expected tc decline
further. Since, however, adjustment tc far-
reaching change in the structure of both mar-
kets and products takes time, the overall
growth of exports 1s likely 10 remair: modest ir
the near term.

August 29, 1986
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BANK OF FINLAND

Board of Management

Rolf Kullberg

Chairman

Pentti Uusivirta

Harri Holkeri

Esko Ollila

Absent as Minister
of Finance

Ele Alenius

Seppo Lindbiom

Absent as Minuster
of Trade and industry

Markku Puntila

Acting Member oi the Board

Directors

Markku Puntila

Pentti Koivikko

Eino Helenius

Sirkka Hamalainen

Matt: Vanhala

Senior officials
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Secretary tc the Board
of Management

Ossi Leppanen
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Reijo Makinen
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Anton Makel3
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Riitta Jokinen
Acting Head. Dara Processing

Antti Heinoner
information

Kari Holopainen
Bilateral Trage

Johnny Akerholm
Exchange Poiicv

Timo Mannistd
Internai Audit

Urpo Levc
Admunistration

Raimo Hyvarinen
Jomesuc Sinancing

Heikki Koskenkyla
Research

Kar: Puumanen
£conomics

Raif Pauli

Monetarv Poiicv

Esa Ojanen
Exchange Contror

Kart Pekonen
Foreign £xcnange

Markus rogelholm
Foreign Financing
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