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THE BANK OF FINLAND’S NEW BANK NOTE SERIES

by Antti Heinonen, Head of Department
Information Department

Bank of Finland

A new bank note series has been introduced in
Finland. New 1000, 10G and 50 markkaa notes
were put Into circulation in December and new
500 and 10 markkaa notes are due to be 1ssued
ir 1987.

This is the third time since Finland’s independ-
ence that the entire series of bank notes has
been redesigned. The project got under way in
the spring of 1981, when the Board of Man-
agement of the Bank of Finland decided to
initiate the planning of the new notes.

The major reason for the introduction of a
newly-designed series of bank notes is the
desire to improve the security and reliability of
Finland’s paper money. The security of the
bank notes that have been in circulation has
diminished mainly because of new copying
methods. The new notes are far more difficult
to counterfeit than the previous ones. By
employing more advanced printing techniques,
it has been possible to furnish the notes with
new recognition features.

The second reason for the reform s the
increasing number of machines activated by
bank notes. In addition, the Bank of Finland
has adopted mechanical methods for sorting
bank notes. When the authenticity of bank
notes is determined mechanically or electron-
ically, the notes must possess certain
characteristics which facilitate the detection of
forgeries.

The third reason for the reform is to provide
Finfand with a uniform series of bank notes.
Over the past three decades, it has been
necessary to modify the old series on a number
of occasions and as a result the notes no
longer constitute an integrated and artistically
balanced whole.

The pictorial motifs chosen for the new bank
note series emphasize the division of Finnish
history intc three main periods: the period of
Swedish rule, the period of autonomy and the
period of independence. Each of the notes has
a large portrait on the front and a building
associated with the period or a landscape
symbolising its spirit on the back. In choosing
the persons, account has been taken of how
characteristic, representative and ‘well-known
their work is from the pomnt of view of the
period Iin question.

The Board of Management of the Bank of
Finland approved the historical periods theme
as a basis for further planning in the autumn of
1981, and a closed competition for the design
of drafts for the notes was organized. The
competition was won by Torsten Ekstrom,
whose proposal served as a model for the
designs. The final series is the outcome of
cooperation among the members of a working
group responsible for the artistic design of the
notes and the printing techniques used. The
group consisted of Kai Wuorio (chairman),
Torsten Ekstrom, "Pentti Rahikainen, all from
the Security Printing House of the Bank of
Finland, and Erik Bruun. Torsten Ekstrom was
primarily responsible for the design of the
fronts of the notes and Erik Bruun for the
backs of the notes. The artistic group of the
Security Printing House, headed by Pentti
Rahikainen, was responsible for other artistic
features relating to the security of the notes.
Eeva Qivo painted most of the portraits while
Paavo Huovinen designed the watermarks and
painted one of the portraits. Kai Wuorio was
the expert on printing techniques.

The implementation of the series was directed
and supervised by a design committee under
the chairmanship of Dr. Ele Alenius, Member
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of the Boafd of Management of the Bank of
Finland. The members of the committee
consisted of experts from the fields of art,
history, numismatics and note pnnting.

The final decision on the new note series was
made by the Parliamentary Bank Supervisors
on the proposat of the Board of Management
of the Bank of Finland in February 1984.

The pictorial motif of the 100C markkaa note
refates to the period of Swedish rule. On the
front of the note there is a portrait of Anders
Chydenius {1729 - 1803). Chydenius was a
clergyman and an important economist. H is
on the basis of his writings published in the
1760s pointing out the defects of the
mercantilist economic system that he has been
regarded as one of the forerunners of Adam
Smith.

The back of the 1000 markkaa note shows the
King's Gate} at the fortress of Suomenlinna or
Viapori, as it was once called. The sea fortress,
located at the entrance to Heisinki, was the
most ambitious construction project under-
taken in Finland during the Swedish rule. The
predominant colour of the 1000 markkaa note
is blue.

The pictorial motifs of the 100 markkaa note
relate to the latter part of the period of
autonomy and the rise of Finnish culture. The
front of the note features a portrait of Jean
Sibelius (1866—1957). Sibelius is the best-
known Finnish composer. His output also
played an important ideological role in the
process that, starting in the 1890s, led up to
Finland's cultural and political independence.

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

predominant colour of the 100 markkaa note is
green.

The 50 markkaa note is associated with the
period of independence. On the front of the
note there is a portrait of Alvar Aalto (1898 -
1976). Aalto was one of the most outstanding
architects of the functionalist period and the
period succeeding it. In addition, Aaltc was
active in community planning and he 1s also
noted for his work as a designer of furniture,
glassware and light fixtures.

The back of the 50 markkaa note shows
Finlandia Hall, located in Helsinki. it represents
Alvar Aalto’s later production. The most note-

_worthy international events hosted at Finlandia

Hall have been the Conference on Security and
Co-operation in Europe in 1975 and its 10th
anniversary meeting in 198b. The predominant
colour of the 50 markkaa note is brown.

The size of the new notes is exactly the same
as that of the oid ones (69 mm x 142 mm).

The new notes will be introduced gradually
and will circulate alongside the old bank notes.
The old bank notes will remain legai tender and
they will be withdrawn from circulation as
soiled and damaged notes are returned to the
Bank of Finland in the normal course of note
circulation.

In connection with the issue of the new notes,
the Bank of Finiand has conducted a publicity
campaign aimed at making the details of the
notes known to the public. Among other
things, the campaign has included a brochure,
which has been distributed to every home in
Finland, a smaller brochure available in banks
and post-offices and public announcements on
TV. The Bank of Finland has aisc notified
central banks and other banks abroad of the
new notes.

December 1, 1986




BANK OF FINLAND Mill. FIM

1985 1986
Nov. 29 Dec. 31 Nov. 7 Nov. 14 Nov. 21 Nov. 28

Assets

Gold and foreign currency claims 22562 22650 14375 13623 14160 13131
Gold 1732 2081 2081 2081 2081 2081
Special drawing rights 932 931 987 984 986 989
IMF reserve tranche 783 775 804 802 801 799
Convertible currencies 18854 18608 7 240 6363 6733 5741
Tied currencies 251 2556 3263 3403 3559 3521

Other foreign claims 28356 2645 2566 2566 2566 2 566
Markka subscription to Finiand’s IMF quota 2835 2645 2566 2566 2566 2566

Claims on financial institutions 9482 g 256 11528 12298 11710 13529
Banks' cheque accounts 13 — — - - -~
Call money advances 5901 5219 7194 8035 7 397 9181
Till-money credits 1450 1925 1713 1637 1675 1709
Bonds 2073 2065 2103 2107 2111 2111
Other claims on financial institutions 45 47 518 519 527 528

Claims on the public sector 1320 1023 1003 1004 1007 1008
Government promissory notes 280 - - — - -
Bonds 152 118 74 74 74 73
Total coinage 888 891 929 930 933 936
Other claims on the public sector - 14 0 - — —

Claims on corporations 4 865 4679 4917 4948 4959 4931
Financing of exports 1737 1601 1749 1771 1792 1773
Financing of domestic deliveries 2970 2924 2895 2905 2895 2886
Bonds 82 81 66 66 66 66
Other claims on corporations 76 73 207 206 206 206

Other assets 144 1486 149 149 149 148

Total 41198 40399 34538 34588 34551 35313

Liabilities :

Foreign currency liabilities 460 576 51 53 A48 52
Convertible accounts 43 36 29 30 30 28
Tied currencies 417 540 22 23 18 24

Other foreign liabilities 3688 3494 3415 3413 3413 3410
IMF markka accounts 2835 2645 2566 2566 2 566 2566
Allocations of special drawing rights 8b3 849 849 847 847 844

Notes and coin in circulation 7442 8072 7 995 7933 7919 8024
Notes 6703 7 304 7213 7.160 7136 7237
Coin 739 768 782 783 784 787

Liabilities to financial institutions 14126 12153 9222 9461 9472 10208
Banks' cheque accounts 21 0 0 0 0 0
Call money deposits 3881 1205 60 31 316 931
Cash reserve deposits 10097 10222 90562 90562 9052 9180
Capital import deposits 34 639 21 20 20 20
Other liabilities to financial institutions 92 87 89 78 85 77

Liabilities to the public sector 4 400 4 300 801 801 800 801
Cheque accounts 0 0 1 1 0 1
Government deposit account 4 400 4300 800 800 800 800
Capital import deposits - - - — — —
Other liabilities to the public sector o - 0 0 0 0 0

Liabilities to corporations 4252 4267 5102 5078 5062 50568
Deposits for investment and ship purchase 3 819 3841 4763 4738 4724 4715
Capital import deposits 429 424 334 3356 335 340
Other liabilities 1o corporations 4 2 5 5 3 3

Other liabilities 14 14 24 19 20 22

Valuation account and reserves 590 1639 2044 1946 1933 18564

SITRA's capital 400 400 400 400 400 400

Capital accounts 5827 5484 5484 5484 5484 5484
Primary capital 5000 5000 5000 5000 5000 5000
Reserve fund 764 764 484 484 484 484
Undisposed profits - — - — - —
Net earnings 63 —280 - - - -

Total 41198 40399 34538 34588 34551 35313




BANK OF FINLAND Mill. FIM
Fareign sector Public sector
End of ~ ) e
year or She CBeY comens T8 o Net coesof  Otner  libbil-
mon IMF cur- ible reﬁg{es claims, claims Claims deposit liabili- tios
reserve rencies, reserves net net (3 te B) and depos- t1es 8—7+
tranche net {1+2) it account 9)
1 2 3 4 5 6 7 8 9 10
1982 2444 6661 9005 15626 —1447 9083 1040 1700 50 710
1983 2360 583b 8195 550 ~-794 7 951 2178 3000 0 822
1984 3527 15303 18830 -337 917 17576 1951 4200 77 2326
1985 3787 18572 22389 —-285 —849 21226 1023 4300 0 3277
1985
Nov. 3447 18811 22258 —166 -~-853 21239 1320 4 400 0 3080
Dec. 3787 18572 22359 —285 849 21225 1023 4 300 0 3277
1986
Jan. 3797 17363 211560 1090 --849 213M 1036 1000 14 22
Feb. 3748 16865 20613 740 -—833 20520 972 1500 0 528
March 3837 14581 18418 500 -848 18070 976 1100 0 124
April 3800 13017 16817 421 —830 16408 978 1100 0 122
May 3908 11126 15033 989 —866 15156 984 1100 1 117
June 3875 10603 14478 1433 —859 15052 993 1250 1 258
July 3874 8588 12462 2209 —859 13812 982 1360 1 369
Aug. 3883 4475 8 3568 2576 846 10088 984 1500 1 17
Sept. 3870 6989 10 869 2664 —849 12664 1004 890 - 0 -114
Oct. 3865 7490 11355 3225 -—-846 13734 1002 1000 1 -1
Nov. 3869 5713 9582 3497 -—-844 12235 1008 800 1 —207
OFFICIAL FOREIGN EXCHANGE RESERVES Mill. FIM
Dec. 31, Aug. 29. Sept. 30. Oct. 31, Nov. 28,
1986 1986 1986 1986 1986
Gold 2081 2081 2081 2081 2081
SDRs 931 983 986 983 989
IMF reserve tranche 775 819 803 801 799
Convertible currencies. net 185672 4475 6989 7490 5713
Total convertible reserves, net 22 359 8358 10 859 11365 9582
Tied currencies, net —285 2576 2654 3225 3497
Total reserves, net 22074 10934 13513 14 580 13079
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BANK OF FINLAND Mill. FIM
Domestic financial sector Corporate sector
End of Demand Supply Perma- Notes
year or R Ctaims on  for call of call Other Net iabili-
month m-z;glev agzgﬂﬁfs, mcér.\:ey m%r\llev Jecsaesrc? I'ﬁggf' ( 1‘:!“2“:_';_ f_sy.r)‘eegl‘al th?:s'!l cEftgls cg i?1din
credits net ugap::sn a::r?kssn eposits net 4-5-8) svgggﬁ:gg net { ) ::al;four;
K 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 bH039 ~-156b6 3076 4529 1282 3247 6574
1984 1663 383 5018 2216 8696 —1235 —2713 4646 2614 2032 7442
1985 1925 0 5219 1205 10222 —-1386 -2897 4525 4113 412 8072
1985
Nov. 14560 -8 5901 3881 10097 —1992 —-4643 4707 4094 613 7442
Dec. 1925 0 5219 12056 10222 ~-1386 -2897 4525 4113 412 8072
1986
Jan. 156568 0 1862 1734 9828 —14564 —6698 4654 4434 220 7455
Feb. 1531 0 3174 2221 95bBb6 —15630 —5542 4684 4282 372 7499
March 1657 0 3806 1102 8942 -1494 3087 4691 4299 392 7840
April 1984 0 52856 1204 8846 —1541 —1240 4665 4513 162 8094
May 1842 0 6070 477 8862 —1411 —16 4644 4067 577 8046
June 1875 0 7939 2098 8891 —2022 847 4552 4585 —~33 8156
July 1844 0 7936 612 9030 —-2070 2208 4562 4669 -~117 8086
Aug. 1650 0 115625 262 9023 -2119 6019 4550 4718 —~168 7969
Sept. 1847 0 9761 1886 8964 ~2129 2897 45662 4750 —198 7903
Oct. 17566 0 7128 88 9062 —2557 2300 4650 4863 —213 7973
Nov. 1709 0 9181 931 9180 —2542 3321. 4659 4786 —127 8024

' The left-hand scale depicts movements in the external value of the markka under the index in use untii December 31, 1983
{1974 = 100}, and the right-hand scafe movements in the external value of the markka under the revised index introduced on January 1,

1984 (1982 = 100).
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MONETARY POLICY INDICATORS

Gross

Net

Cash

Call money ~ Average Average
Average bgr?:tézlbt b::;tc;glbt J:Fs’grsvnes recs:snr/le cre(z’xt d mLz)?\ltlay cost of Base lending
for of the of the of the require- e)atenhe interest gross rate’ rate of the
period deposit deposit deposit ment Bayn;(( gf rate b:r?l?tc;z'm % cog'nmermal

banks banks banks % p % anks
mil. M mill. AM  mill. AIM Finland % %
1 2 3 4 5 3] 7 8 9
1981 4095 —33 2795 35 2161 11.48 11.61 9.25 9.84
1982 3201 —783 2778 31 15671 11.64 11.99 8.81 9.33
1983 4539 —1213 43456 4.3 2724 15.37 15.14 9.00 9.56
1984 3176 —6365 6325 5.4 —39 16.563 16.53 9.50 10.49
1985 5812 —8293 9578 5.6 1285 13.37 13.37 9.04 10.41
1985
Sept. 7771 —6928 9930 5.6 3002 13.11 13.11 9.00 10.42
Oct. 7516 —7079 9982 5.6 2904 12.78 12.78 9.00 10.43
Nov. 6407 8485 10024 5.6 1539 12.37 12.37 9.00 10.40
Dec. 7084 —6784 10101 56 3317 11.96 11.96 9.00 10.37
1986
Jan. 5280 7742 10210 5.3 2467 11.64 11.64 8.60 9.90
Feb. 4242 8187 9818 5.0 1631 11.40 11.40 8.50 9.90
March 5146 -—-5927 9457 4.7 35630 11.21 11.21 8.00 9.49
April 5034 5565 8939 4.7 3374 11.20 11.20 8.00 9.49
May 6645 —3566 8847 4.7 5 281 12.02 12.02 7.00 8.78
June 6393 —-3409 8863 4.7 5454 10.83 10.83 7.00 8.82
July 7666 —2677 8895 4.7 6218 10.80 10.80 7.00 8.76
Aug. 11014 1239 9030 4.7 10269 2417 2417 7.00 8.79
Sept. 10290 68 9021 4.7 9088 13.86 13.86 7.00 8.77
Qct. 7846 —1524 8960 4.7 7436 11.93 11.93 7.00 8.75
Nov. 7616 —1784 9047 4.7 7263 11.80 11.80 7.00
'End of period for monthly figures.
2End of period.
PER CENT
KEY INTEREST RATES APPLIED BY THE BANK OF FINLAND
30
CALL MONEY INTEREST RATE
! BASE RATE
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FORWARD EXCHANGE MARKETS IN FINLAND

. - . . Banks' forward selling
Banks™ forward positions i mill. FIM with rates for USD

Period Foreign Bank of Daviation from spot rate,

Domestic firms Overall

banks Finland per cent per annum
Assets Liabilities Net Net Net Net mo1nth mo?nths mo?\ths
1 2 3 4 5 6 7 8 9
1984 22921 1394 21527 2002 —19962 3746 5.6 b.b 5.1
1985 16982 1733 15249 708 —9005 6876 3.3 3.2 3.1
1985
June 21221 2259 18 962 1941 -15 3562 5478 6.0 5.7 54
July 19534 2250 17 284 2418 —14224 5 558 5.7 5.6 5.3
Aug. 18 271 2727 155644 1083 —12493 4163 5.8 b4 5.1
Sept. 17755 2889 14 866 92 —11101 3811 53 5.0 4.7
Oct. 17 666 2795 14 871 805 —9813 5986 5.0 46 4.3
Nov. 17510 2014 15496 1200 -10032 6702 4.3 4.1 4.0
Dec. 16 982 1733 15249 708 —9005 6876 33 32 3.1
1986
Jan. 17 233 1945 15288 543 —8349 7457 3.1 27 2.6
Feb. 16911 1989 14923 0 -7015 79562 2.7 24 2.1
March 16 365 2095 14270 11 -6 298 8042 3.5 3.0 28
April 15350 1713 13638 —854 —4742 7956 4.6 4.2 4.1
May 16231 2505 12726 —1642 -3 956 6967 5.1 45 42
June 13094 1665 11429 -575 -2619 8068 4.2 38 3.6
July 12032 1518 10514 —1170 —1949 7619 4.6 4.7 4.8
Aug. 12351 2393 9958 —-2263 —15569 6006 1256 7.8 7.1
Sept. 13762 2179 11583 —1981 —-1291 8116 7.8 7.1 6.7
Oct. 13147 2047 11100 —1464 —996 8388 6.6 6.5 6.3
e FORWARD EXCHANGE MARKET N SN\ S
6000 o 7 S
BANKS' FORWARD POSITION ’_/‘ N\, j
4000 =, j s
Nt ;
2000 o BANKS' OVERA} CURRENCY ROSITION ,
ol . "~ — f—
atalel Sl S
-2000 e
~4000 : A BTty
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FOREIGN EXCHANGE RATES

Period

Average selling rates for foreign exchange, FIM

New York Montreal London  Dublin  Stockholm Osle Copenhagen Frankfurt Amsterdam Brussels
1us$ 1C 1£ 1 100 Skr 100 Nkr 100 Dkr 100 DM 100 Hfl 100 FB
uspD 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 191.31 173.43 11.688 11.095
1982 4820 3913 8423 6864 7703 7484 5793 19876 180.66 10.584 9.859
1983 5570 4524 8456 6.957 7275 7644 61.07 21861 19566 10.934 10.742
1984 6.010 4645 8023 6.5633 7277 7384 5816 21165 18772 10428 10.274
1985 6.206 4.554 8000 6590 7222 7231 5871 21142 18745 10483 10421
1985
Oct. 5690 4.168 8.106 6676 7163 7210 5941 21547 191.11 10.633 10.556
Nov. 5579 4060 8042 6.668 7160 7166 5953 21540 191.26 10.6564 10.608
Dec. 5487 3941 79562 6.737 7157 7185 6023 21851 19403 10.722 10.666
1986
dJan. 5419 3860 7747 6.772 7149 7190 6064 22215 19711 10.875 10.733
Feb. 5268 3748 7513 6.827 7114 7227 6115 22539 19950 11.018 10.904
March 5131 3.659 7531 6868 7101 7207 6143 226.89 20097 11.087 10.962
April 5128 3.700 7.682 6.853 7092 7180 6117 22564 200.20 11.066 10.970
May 5105 3.717 7.774 6.985 7157 6898 6201 22935 20369 11237 11.168
June 5195 3745 7.840 7.0655 7217 6834 6277 23254 20654 11389 11.307
July 5074 3681 7671 7.067 7193 6803 6306 23578 209.26 11.460 11.372
Aug. 4940 36564 7366 6665 7141 6731 6372 23966 21266 11.580 11.465
Sept. 4918 3652 7256 6.632 7127 67.17 6377 24114 213.60 11.646 11.525
Oct. 4896 35632 7.005 6.669 71.26 66.74 6489 24446 216.31 11.780 11.692
Nov. 4959 3583 7072 6685 7133 6599 6495 24500 21685 11.796 11.725
PER CENT ;
BANKS' FORWARD SELLING RATES FOR USD. DEVIATION FROM SPGT RATE, PER CENT PER ANNUM
g | e 1 MONTH : 3
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Average selling rates Yor foreign exchange. FIM

Currency

Zach e fome  Mawa e feade Mowd  Tobe Moy uig e
CHF FRF e ATS PTE = sk Bsa 1JOF(’)YY ) guabI 'SigD’;{

12 13 14 15 16 17 18 19 20 21 22
22034 7992 0386 27.17 7.17 60.35 472 1.967 5.986 5.071 40 113.1
237.79 7365 0.368 28.31 6.13 40.79 4.41 1.943 6.624 5.305 63 115.9
265.70 7353 0369 31.11 5.14 23.25 3.91 2.3b61 7.491 5.943 25 125.1
266.42 69.07 0344 30.13 414 19.39 375 2534 7.367 6.147 39 102.8
263.60 69.40 0327 30.12 3.67 15.20 366 2610 7.419 6.27879 102.5
26281 7080 0320 30.69 3.52 13.85 354 2653 7.262 6.061 77 102.6
262.36 70.80 0320 3066 3.50 13.63 3.51 2.740 7.209 6.016 47 102.4
26101 7167 0322 3112 348 13.36 354 2710 7.183 5.971 01 102.5
26242 7255 0327 31.63 3.49 13.03 3566 2712 7.164 5.940 24 102.6
269.08 73.58 0.332 32.10 3.50 12.80 359 2850 7.161 5926 68 102.7
269.37 73.91 0335 32.36 3.48 12.67 362 2876 7.131 5.888 85 102.8
269.68 71.33 0.331 32.17 3.46 12.61 3568 2.9 7.148 5.886 47 102.7
27583 7213 0336 3265 3.46 12.74 3.62 3.062 7.230 5.954 02 103.8
28220 73.11 0.340 33.12 3.47 12.81 365 3.099 7.301 6.039 58 106.0
290.80 73.42 0.346 33565 3.45 12.58 3.70 3.201 7.313 6.024 88 105.0
297.48 73.68 0350 34.09 3.41 12.40 369 3.209 7.278 5.960 80 104.5
297.72 7379 0.351 34.31 3.39 12.38 3.68 3.182 7.255 5.943 98 1045
298.62 74.81 0.366 34.81 3.37 12.36 369 3139 7.262 592250 104.5
29435 75.06 0.355 34.83 3.35 12.43 3.66 3.049 7.263 593316 104.6

' Until December 31. 1983 the base year was 1974=100.
Since January 1, 1984 the base year has been 1982 = 100.
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DEPOSITS BY THE PUBLIC

Mill. FIM
Demand deposits Time deposits
End of
vgar%nd Savings All All (1;?:‘;')
month Commer-  banks & Posti- deposit Commercial Savings Co-op. Posti- deposit
cial banks Co-op. pankki banks banks banks banks pankk banks
banks {1 to 3) {5 to 8)
1 2 3 4 5 <] 7 8 9 10
1982 7 165 3874 3049 14078 29465 25883 21040 8665 85084 99132
1983 7 056 4567 3676 15300 34302 29273 24175 9938 97688 112988
1984 8470 5268 4463 18201 39354 33333 27900 11266 111852 130053
1985* 9382 5988 5027 20397 49240 38167 32133 12671 132210 152607
1985*
July 7927 4874 5283 18084 44294 36219 30455 11799 122767 140851
Aug. 7222 4917 5739 17878 44796 36551 30741 12083 124171 142049
Sept. 8081 5072 6243 19397 44770 36469 30668 11973 123870 143267
Oct. 8281 5194 5547 19022 45896 36825 30892 12366 125979 145001
Nov. 7654 5038 5067 17749 46887 37016 31166 12220 127278 145027
Dec. 9382 5988 5027 20397 49240 38167 32133 12671 132210 152607
1986*
Jan. 8239 5350 5210 18798 49624 38550 32842 12867 133883 152681
Feb. 7 854 5028 5133 18015 50700 39154 33413 12983 136250 154265
March 765562 5105 5678 18335 49777 39307 335686 13032 135703 154037
April 8228 5464 5045 18737 50261 39407 33796 13184 136647 155384
May 8188 5532 5542 19262 50549 39737 33966 13283 137534 156796
June 9843 5864 5769 21467 50249 40498 34639 12784 138170 159636
July 9141 5837 5629 20606 49832 40837 34897 12981 138547 159163
PER CENT
CHANGE FROM CORRESPONDING MONTH OF PREVIOUS YEAR
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ADVANCES TO THE PUBLIC — MONEY SUPPLY

Mill. FIM

End ot

Advances granted by

Tvpes of advances

Total

Money Suppiy

year and Loans & Domesuc (1 to 4)
month Commercial Savings Co-op. Post- bills in Cheque creditsin (5t07) M, M,-Quasi-
panks panks banks pankki domestic  credits foreign Money
currency currency
1 2 2 4 5 6 7 8 9 10
1982 48620 25682 2360t 12684 93014 3468 14105 110587 19917 107549
1983 56162 29276 27322 13471 104627 4350 17253 126231 21427 121906
1984 65965 32706 31164 14687 118924 5233 20363 144520 24945 141658
1985* 81669 36991 35751 16745 140139 6313 24704 171156 27694 166652
1985*
July 77104 34848 33378 16074 128886 6242 26275 161403 24902 154118
Aug. 77677 35276 33824 16082 130846 6333 25680 162852 24783 155013
Sept. 79367 35764 34411 16376 133113 6637 26167 165917 26092 156195
Oct. 80304 36141 34826 16442 134924 6333 26456 167712 25607 158054
Nov. 81573 36467 35216 16727 136739 6373 26872 169984 24691 157772 -
Dec. 81669 36991 35751 16745 140139 6313 24704 171165 27694 166652
1986*
Jan. 83252 37502 36049 17168 142071 7148 24751 173971 26029 167 364
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 37076 17829 145838 7269 23416 176523 26370 170568
May 84423 38968 37488 18026 148109 7074 23722 1789056 26622 171161
June 84856 39447 37967 185632 149623 7634 23545 180802 28879 173879
July 85332 39927 38490 18504 151405 7369 23480 182253 27670 173524
PER CENT
CHANGE FROM CORRESPONDING MONTH OF PREVIOUS YEAR
25
ADVANCES 70O THE PUBLIC
20 ooy
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STATE FINANCES Mill. FIM
Jan.-March Jan.-March
Revenue Expenditure
1985 1986 1985 1986
income and wealth tax {net) 4985 6305 Wages, salaries, pensions efc. 3332 3575
Gross receipts 14851 14641 Repair and maintenance 313 350
Refunds &local authorities -38656 ~8336 Other consumption expenditure 2095 2480
Other taxes on income and Total consumption expenditure 5739 6 406
wealth 183 92 gtate aid to local authorities 4060 5324
Employers’ child ailowance State aid to industries 2707 2638
payments 169 3 of which: agric. price subsidies 1630 1074
Sales tax 5259 6041  chilg allowances 613 8
Customs duties and import Share in national pensions and
charges and levies 370 334 sickness insurance schemes 589 443
Excise duties 2271 2306 Deficit of State enterprises 308 323
Excise duty on alcoholic bevs. 759 798 Other transfer expenditure 28056 3899
Excise duty on iobacco 389 397 Total t ¢ dit 11082 12835
Excise duty on liquid fuel 770 7356 Mo ah.rans er;xper'\ fure 456 517
Other excise duties 2 377 ¢ ac t'"e’t‘_’ an f‘;q‘_’"g,mem B TH
Tax on autom. and motor-cycles 655 564 Lonj ruzlonto ul mgst - 436 470
Stamp duties 617 781 and and waterway construction
Special diesel etc. vehicies tax 92 87 Total real investment 1134 1204
Other taxes and similar revenue 401 343 Intersst on State debt 1527 1083
Total taxes 14973 16865 Other expenditure 3 4
) Total other expenditure 1530 1087
Miscellaneous revenue 1356 1469
Interest, dividends etc. 241 206 Increase in inventories —82 74
Surplus of state enterprises 651 589 Lending 783 591
Redemptions of loans granted 203 165 Other financial investment 313 169
Total revenue 17424 19274 Total expenditure 20499 22163
Foreign borrowing 747 1182 Redempt.ion of foreign .Ioans 338 1300
Domestic borrowing 2259 2862 Redemption of c.iomestlc loans 1614 1290
Total borrowing 3006 4044 Total redemptions 19562 2590
Deficit (+) or surplus (—) 2021 1435
Total 22451 24753 Total 22451 24753
1984 1985 1986
~ State debt —— _—
Dec. Dec. July Aug. Sept. Oct.
Foreign debt 24946 25677 26 896 26012 26922 26 540
Long-term debt 190567 20872 22 648 22974 23048 23836
Short-term credit 266 432 600 600 383 384
Domestic debt 19323 21304 23248 23574 23431 24220
Total State debt 44 269 46 981 50144 49 586 50 353 50760
Total debt mill. § 6 865 8562 9883 10037 10238 10368
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FOREIGN TRADE

Mill. FIM

Vaiue. mill. FIM

indices of ex
1

ports and imports

980=100
Period Surplus of Period Volume Unit value
Exports Imports expors {rj Terms of
fob c.if or imports trade
i—1 Exports Imports Exports  lmports
1 2 3 1 2 3 4 5
1981 60 308 61 269 ) —961 1981 103 94 111 112 99
1982 63026 64 751 —-1725 1982 100 95 119 117 101
1983 69692 71528 —1836 1983 104 98 127 125 101
1984 80904 74682 +6 222 1984 114 98 134 31 102
1985 84028 81520 +2508 19856 115 104 138 135 102
1986* 1984
Jan. 6792 7 467 —675 July-Sept. 108 99 137 133 102
Feb. 6923 6 309 +614 QOct.-Dec. 121 101 137 134 102
March 6 309 6971 662
April 6453 6794 ~341
May 6 306 5146 +1 161
June 5561 3931 +1630 1985
July 6997 6641 +356 Jan.-March 108 93 14 139 101
Aug. 6477 6484 —8 Apr-June 122 106 139 138 101
Sept. 7769 7627 +143 July-Sept. 113 100 138 135 102
Oct.-Dec. 117 113 135 133 102
Jan.-Sept.
1985 63279 59714 +3 565 1986*
1986 59588 57370 +2218  jan-March 113 110 134 130 104
Apr.-June 104 90 133 122 109
July-Sept. 117 119 138 119 116
NDE X MILL. FIM
UNIT VALUE INDICES SEASONALLY ADJUSTED 5
160 17000 AT 1980 PRICES : i :
EXPORTS F.G.B. i ! vy H
140 16000 ' A—a 3t
MJ TOTAL EXPORTS HI
- s‘~ \ 7 LA
120 - 15000 T Y
IMPORT™S C.I.F. Al "s. 1 u
» 4 -,
100 : ; 14000 (-5 i
§ TERMS OF TRADE e / r‘v"TmAL IMPORTS | y
100 sy o4 13000 -
80 1 - 1 I 1 PR 0 PR R 1 TSNS T | d

1983 1984

1985

1986

L d
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FOREIGN TRADE BY MAIN GROUPS Mill. FIM

Exports. f o.b Imports, c.i.f

Period Agri- Metal. en- Raw Finished goods

agléltgtrﬁér ir\ﬁﬁgtdry i: rft?setiv g_i?ateaenig Other ma;i:als Fuelsand —_  Other

primary  products  products md(t;stry 99003 intermediate 'UOMCANS i eciment Consumer 99098

products products gooas goods goods

1 2 3 4 B [ 7 8 9 10

1981 2036 6852 17127 14868 19436 39166 51156 8877 8015 106
1982 1676 6278 17502 18908 18662 41144 4869 9195 9130 413
1983 1723 6944 19327 20211 21487 44757 5006 10860 10572 333

1984 2865 7145 23573 22998 24323 47028 5034 10993 11464 173

1986 2678 6728 25030 24412 25179 50944 5502 11675 12967 432

1986*

Jan. 274 490 1866 2201 1973 4867 474 1039 1080 6
Feb. 350 486 1829 1940 2318 3727 316 888 1370 8
March 319 516 1799 1704 1970 4032 218 1193 1504 24
April 148 583 2051 2103 1568 3867 389 1098 1418 22
May 128 494 1804 2338 1542 3122 231 785 990 18
June 142 506 2012 1411 1490 2342 166 682 738 2
July 263 637 2307 2068 1721 3743 425 1228 1240 6
Aug. 236 546 2072 1820 1803 35667 421 1060 1421 25
Sept. 125 607 2250 2733 2056 4513 412 1204 1482 16
Jan.-Sept.

1985 2210 4973 19185 18169 18750 37522 3762 8406 9616 410

1986* 1986 4863 17979 18319 16441 33782 30561 9166 11243 127

MILL. FIM MILL. FIM
SEASONALLY ADJUSTED VALUE SEASONALLY ADJUSTED VALUE
7000 2500 T
MULTILATERAL BILATERAL I
EXPORTS F.0.B. ) IMPORTS C.LF.
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FOREIGN TRADE BY COUNTRIES Mill. FIM

Exports, f.o.b. imports. c.i.f.
January—Sept. January—Sept.
Area and country
1985 1986" 1986 1986*
%  Mill. FiM % Mill. FIM %  Mill. AiM %  Mill. FIM

OECD countries in Europe 56.4 35675 61.3 36522 56.4 33702 61.6 35331
Austria 0.7 427 0.9 557 1.1 670 1.3 753
Belgium and Luxembourg 1.4 904 1.7 10156 20 1205 24 1372
Denmark 39 24k7 40 2381 25 1505 28 1626
France 39 2481 44 2639 3.4 2037 4.2 2387
Federal Republic of Germany 92 5823 99 5892 150 8951 16.8 9665
ltaly 20 1249 21 1231 34 2010 43 2441
Netherlands 33 2102 35 2114 3.0 1770 30 1722
Norway 42 2668 A7 2772 2.6 1542 23 1313
Portugal 03 198 0.3 155 0.8 462 0.9 519
Spain 0.8 508 1.0 622 1.0 569 1.1 609
Sweden 128 8109 147 8753 11.7 6969 13.2 75682
Switzerland 1.5 934 1.7 1005 1.6 983 20 1140
United Kingdom 109 6867 10.8 6443 7.6 4540 6.6 3759
Other 1.5 948 1.6 943 0.8 489 0.8 443
OECD countries outside Europe 105 6636 94 5624 114 6821 123 7071
Canada 1.2 778 1.1 683 0.8 453 0.5 293
Japan 1.6 1006 1.6 952 53 31564 6.7 3842
United States 65 4102 56 3300 5.1 30656 47 2705
Other 1.2 750 1.2 689 0.3 159 0.4 231
CMEA countries 23.2 14669 21.2 12618 23.6 14097 18.6 10682
Czechoslovakia 0.3 200 0.3 204 0.5 277 0.5 294
German Democratic Republic 0.5 316 0.3 208 0.5 295 0.6 330
Poland 0.4 279 0.3 168 156 893 1.3 763
Soviet Union 21.3 1345H5 19.5 11603 205 12268 15.6 8943
Other 0.7 420 0.7 435 0.6 364 0.6 351
Latin America 1.8 1157 1.5 908 26 1570 26 1468
Argentina 0.1 48 0.1 55 0.2 9N 0.1 82
Brazil 0.2 106 0.2 126 0.9 510 0.7 427
Colombia 0.2 97 0.1 65 0.6 378 0.7 429
Other 1.4 906 1.1 662 1.0 592 0.8 530
Other 8.1 5142 6.6 3916 9 3524 49 2818
GRAND TOTAL 1000 63279 100.0 53588 100.0 59714 100.0 57370
of which

EFTA countries 19.3 12239 221 13188 17.2 10246 189 10863
EEC couniries 36.7 23220 38.7 23084 39.2 23412 426 24425
OECD countries 66.9 42311 70.7 42146 67.9 40523 73.9 42401
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BALANCE OF PAYMENTS

Exports Imports Trade Transport, Travel Other G::g‘ "r‘r\\,:g:_ rec:Jur:{ed Other Current
Penod f.o.b. c.if “ff_‘!;;“ net  net serr\‘neties, ::z:ﬁ;: inc:er;\e. trar;,sefters. net (87"::‘;"';)
{3 to 6)
1 2 3 4 5 6 7 8 9 10 1

1982 62867 65147 —2280 +28b66 —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—-1060 —238 —103
1985* 83769 81870 +1899 +3677—~1766 —859 +2951 —6269—-1003 -390 —-4700
1983

Oct—Dec. 19350 20162  —812 +815 —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 +1367 —1226 —202 -3% —108
July-Sept. 19395 19330 +65 +1144 —123 —-266 +820 -—1593 —-279 —-46 -—1098
Oct-Dec. 21834 19877 +1968 +837 --392 +194 +2697 1958 -—-285 —93 +261
1985*

Jan-March 20067 18937 +1120 +872 517 -288 +1187 —-1809 -322 -145 -—-1088
Apr.-June 22436 21407 +1030 +993 —481 370 +1172 —1679 -—-230 -71 —808
July-Sept. 20612 19652 +961 +907 -295 —261 +1312 —1283 —-180 —-76 —226
Oct.-Dec. 20663 21875 —1211 +905 -473 +60 -—719 —-1489 -271 —09 2578
1986*

Jan-March 19981 20875 —894 +734 -599 —-179 —939 —1610 —499 ~-131 —-3179
Apr-June 18285 15995 +2290 +656 —647 —141 +2168 —-1954 -332 — 98 226
July-Sept. 21198 20870 +328 +696 —-416 —192 +415 —1424 -298 —62 —1369

MILL. FIM

SEASONALLY ADJUSTED QUARTERLY FIGURES

2000

-2000

4000 24 tRapE accoun

-6000

GOODS AND SERVICES AGCOUNT

1983

1984
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Mill. FIM

Miscella-

s Aoy, Longr VSIS Long O™ TR Tum o Sin e mie o
of trons of M ongterm term long- . and and re- capital  capital . Finland
long-term  long-term nexp_on capital capital term liabilihes  ceivables of nems, | cerve foreign
loans t0ans credits, Items. account capital related related authorized incl. _ exchange
net net {12t0 15) (a1<=1c2t;nst) mé?ms ex;grts bir;l((s. err(())&si:nd ments 'eseves
sions (17to21)

12 13 14 15 18 17 18 19 20 21 22 23
+10213 —4721 —-1238 —-3642 +611 ~3287 —-914 +771 +1493 +1811 —126 +126
+10112 -7273 +423 —1388 +1874 -33653-+3273 —3380 1266 +32 —2162 +2 162
+14087 —7538 —1682 +~1428 +6295 +6192 +760 +2995 +2086 —2758 +9275 —-9275
+11870 —8255 +1339 +1840 +6794 +2084 +440 -2062 +5267 —1994 +3744 —3744

+3213 —1838 —-92 873 +410 —679 -930 —2029 +2380 366 -+236 -—236
+4075 —1887 235 —47 +1906 +2749-1049 +1283 +2443 —-2441 +2986 —2986
+3858 —2351 +89 +276 +1872 +1764+1083 +121 +25631 —276 +5222 ~-5222
+2495 —-1185 —603 +1475 +2182 +1084 +426 —128 ~2186 —336 —1140 +1140
+3659 -21156 —-933 276 +33b +596 +300 +1718 —-702 +295 +2208 ~2208
+3173 —-18556 +336 —31 +1623 +5636 +533 —-1068 +2208 —656 +2 153 —2 153
+3023 —-2632 +354 +3139 +3884 +3076 +836 —-1714 +1911 —1881 +2228 -2228
+2139 ~-1557 +263 626 +219 -7 -74 —427 —-1400 +342 —1566 +1566
+3636 —2211 +386 642 +1068 -—-1510 -855 +1137 +2548 -390 +930 —930
+3954 —-3377 +245 -8 +814 -23656+1783 ~564 -3085 +1069 ~3162 +3162
+4434 —~2990 -97 —-66 +1281 +1055-3940 —657 -—2589 +2895 —-3236 +3236
+4701 ~2745 +191 -961 +1186 —183 +914 —1167 +904 —2681 —2213 +2213

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

MILL. FIM
8000
6000

] CURRENT AND LONG-TERM CAPITAL ACCOUNT
'_ OVER-ALL SURPLUS/DEFICIT EXCL. RESERVE MOVEMENTS

4000
2000

0
-2000

-4000
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FINLAND'S FOREIGN ASSETS AND LIABILITIES

End of

Long-term assets

Long-term liabilities

Net

vear and . S Direct  Portfolio Il'i,:l?iﬁt.{nl:
Rk Goan Ot ope  Jewl  fuwcm mon DO o, tew RN
1 2 3 4 & 6 7 8 9 16 i1

1982 6628 4626 3796 15050 47547 4608 2223 .. 752 55130 40080
1983 6612 6166 3932 16710 53118 4472 2317 848 763 61518 44808
1984 8920 8689 19156 19524 63958 3865 2905 2013 805 736546 54022
1985* 6538 10516 2774 19828 63197 2892 3274 6313 10656 76741 56913
1983

Dec. 6612 6166 3932 16710 53118 4472 2317 848 763 61518 44808
1984

March 66568 6687 3539 16884 54014 4225 2364 987 731 62311 45427
June 6827 7435 3230 17492 57198 3937 2393 1640 729 65897 48405
Sept. 7767 7834 1839 17440 60497 3951 2410 1957 834 69649 52209
Dec. 8920 8689 1915 19524 63958 3865 2905 2013 805 73546 54022
19856*

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 b6669
Dec. 6538 105616 2774 19828 63197 2892 3274 6313 1066 76741 56913
1986*

March 6098 10686 2712 19496 63570 2803 3356 6407 820 76956 57460
June 6140 11401 2784 20325 66600 2546 3413 7117 832 80508 60183
Sept. 5769 11873 3119 20761 68282 2487 3669 6911 906 82255 61494

PER CENT MILL. FIM T
LONG-TERM CREDITS BY SECTOR LONG-TERM CREDITS |DRAWINGS
LOCAL AUTHORITIES w— NET DRAWINGS :
100 Snanaan 4000

1983

1984

2000

-2000

-4000
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Mill. FIM

Short-term assets

Short-term habilities

. : Net Of which
ﬁé’mr?ﬁg ~ /;:rt‘r:(gr;zgg ~ s|t_|o!;}'-_t9rm Iiaglei:ies s?rSibcte. amomzat;on
Bank of other p\agz;t-e Total Bank ™ qther pomate . YO 1 9__':'3)3 {11+20) flow  POYments.
Finlana e;%;‘e;gge sector (1210 14) Fintand e;g%e;gge secror (1610 18)
hotders holders
12 13 14 15 16 17 18 19 20 2° 22 23
12737 22899 13858 49494 5348 31331 13782 50461 967 41047 9069 3464
11842 29263 15915 57020 5705 39443 16181 61328 4308 49116 11591 5621
22912 43319 12804 79035 4562 655695 17988 78246 —790 53232 12877 5896
25183 38760 18155 82097 4070 51374 15999 71443 —10654 46259 13459 7024
11842 29263 15915 57020 5705 39443 16181 61328 4308 49116 2726 1387
14740 25724 15374 55838 3657 37966 15571 57193 1365 46782 35623 1452
207056 31935 14978 67618 3775 47084 16836 67694 76 484817 3260 1987
21064 34621 14727 70411 481547882 17431 70128 —283 51926 2448 821
22912 43319 12804 79035 4562 55695 17988 78245 790 53232 3646 1636
24785 44984 15862 85638 4535 59386 18362 82283 —33656 51698 3639 1802
26208 46661 18635 91504 3729 62896 18727 856352 —6151 52173 3780 2029
24770 44927 18183 87880 424059370 17808 81418 —-6462 50207 2793 1488
25183 38760 181556 82097 4070 51374 15999 71443 -10654 462569 3247 1705
21647 40409 18037 80093 3659 50424 17288 71371 —-8722 48738 5086 3424
18470 45222 18213 81905 3499 52647 12898 69044 —-12861 47322 5279 3292
16245 45952 19411 81609 3565 54282 13827 71673 —9936 5156569 4931 3462
PER CENT PER CENT
OF GDP NET FOREIGN LIABILITIES DEBT SERVICE RATIC
3 NET LONG-TERM LIABILITIES 3 AMORTIZATION PAYMENTS
NET SHORT-TERM LIABILITIES/ASSETS INTEREST PAYMENTS
20 ppva 15
CIABILITIES
10 10
ol LU
%
.
- 0 I i 1 i H 1 S 1 1 i [l i L 1 i 0 A . i
1970 72 74 76 78 80 82 84 1970 72 74 76 78 80 82 84




PRICE INDICES

Basic price index for domestic supply 1980 = 100

ydaine sane
Wholesale Qrigin Purpose
Period price
index
1949 = 100 Total Domestic  Imported Raw Consumer investment Wairg‘es Building
goods goods matenals goods goods Total puilding materiais
trade
1 2 3 4 5 ) 7 8 9 10
1984 1261 134.5 136.0 130.0 132.6 1375 1358 1365 1337 136.1
1985 1324 140.5 143.1 132.8 1375 145.8 142.4 1443 1444 1428
1986
March 1279 135.0 141.6 115.2 125.5 146.7 147.0 148.8 151.0 146.7
April 1265 133.6 140.5 1125 123.0 146.2 147.3 149.3 1515 147.3
May 1257 132.6 139.3 112.1 121.3 1458 147.2 1498 1516 1478
June 1256 132.4 139.3 111.2 120.9 1455 1477 150.8 155.6 148.2
July 1249 131.7 139.2 108.8 119.4 145.1 148.9 151.2 156.2 1484
Aug. 1246 130.9 137.9 109.6 118.3 1443 1487 1515 1566.2 148.0
Sept. 1248 131.3 138.0 111.0 118.7 144.7 149.2 151.8 156.2 1495
Oct. 1250 13156 1385 110.3 119.0 145.0 149.2 152.0 156.2 149.6
Consumer prices 1981 = 100
Period Rent, House-  poaitn  Transpont ; Other
Total  Foos and. Cana’  heamng  giod,  and o and o EASROT  goods
tobacco  footwear lighting se?vniges services cation recrealion  orvices
1 2 3 4 B 6 7 8 9 10
1984 1271 1291 132.5 1195 1245 123.0 145.2 125.4 126.4 1308
1985 134.6 1391 140.3 126.1 130.9 129.7 156.7 130.4 13256 1404
1986
March 138.1 143.2 144.7 130.8 133.6 133.6 162.6 129.9 136.2 1474
April 1386 144.2 144.9 131.3 133.6 1342 1628 1304 1376 14786
May 139.1 1439 145.1 131.8 135.7 1348 1623 1292 1394 1483
June 139.8 1449 147.4 131.6 136.7 136.1 1629 130.2 140.1  148.9
July 139.9 1457 147.4 130.1 136.7 1356.1 163.0 1304 140.2 149.0
Aug. 140.2 1448 147.4 131.4 136.3 135.3 1644 130.2 141.2 150.2
Sept. 140.2 1449 147.4 133.0 134.2 136.0 1644 1314 142.3 150.3
Oct. 140.7 1454 147.6 134.3 134.3 136.5 167.1 131.6 142.8 1560.7
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WAGES

Index of wage and satarv earnings 1980 = 100

By industnes

Bv instutional sectors

Perioa
T All 4 Al
Wage earners in Employ- State Mi‘g;'lc' EQ;‘;'?,}" satary wgge empllio y-
Agn- Con- ees in empioy- 08l ses earners  earners ees
culture  'MAUSIV  guleon  Services ees ees sector
i 2 2 4 g 6 7 8 9 10
1983 1321 1373 1382 138.8 137.3 1400 1373 1384 136.9 1378
1984 148,56 1499 1652.8 152.8 1471 164.7 150.5 1514 1497 1508
1985 160.6 161.2 168.8 165.0 159.1 166.7 163.5 1643 1622 163.5
1986
July-Sept. 161.9 162.0 1682 166.6 1603 1679 1647 165.9 1626 1647
Oct.-Dec. 166.8 1631 174.0 167.1 160.7 1683 1671 167.1 165.3 166.5
1986*
Jan.-March 177.2 166.7 175.5 173.3 166.7 175.2 169.5 1715 167.89 1702
Apr.-June 175.0 1721 1745 177.4 170.3 178.9 174.1 176.0 1719 1745
July-Sept. 176.0 171.3 182.5 178.2 170.5 179.9 175.4 1770 173.2 1756
PRODUCTION
Volume indices of production 1980 = 100
Period Indus- - Land and  Transport )
Gross_ Aagr- g Construc- d s Public
1 2 3 4 5 8 7 8 9 10
1984
Apr.-June 109 114 83 89 856 104 110 108 114 121
Juiy-Sept. 109 102 198 45 114 105 108 110 115 119
Oct.-Dec. 121 122 92 117 140 108 121 119 116 127
1986*
Jan.-March 107 112 74 102 81 94 106 10C 117 117
Apr.-June 113 121 78 109 85 113 111 112 117 126
July-Sept. 112 106 178 37 109 114 111 113 118 124
Oct.-Dec. 123 124 85 110 140 118 126 124 120 132
1986*
Jan.-March 108 108 72 96 80 97 110 103 120 122
Apr.-June 114 121 78 30 71 117 113 118 118 131
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PRODUCTION

Index of industirial production 1980 = 100

Special indices of manufaciuring

Period Invest- Other a;l]:otel B
Total ment COMSUMer ooqcer ) Non- . for
goods  900ds goods Food Wood  Paper Chemical metallic Metai  Seasonal
industry  sndustry industry  industries  muneral industry varia-
industry tions
2 3 4 5 6 7 8 g 10 11
1983 107.1 119.0 1026 1071 1089 899 1035 106.2 1150 1145 1071
1984* 1118 1268 1056 1119 109.3 924 1143 1115 1084 1200 112.1
19856* 116.1 1378 1103 1147 1113 894 1131 1184 109.7 1299 116.5
1985*
Aug. 1148 1269 110.0 1147 1148 831 1188 1215 1280 1219 112.8
Sept. 1188 1374 1134 1177 1095 965 1120 1210 1304 1341 1131
Oct. 129.7 1574 1263 126.1 1386 1096 1122 1274 1354 1499 1135
Nov. 12456 1489 1222 1209 1304 96.7 1168 1171 1186 1425 1145
Dec. 108.0 1309 1042 1054 1047 63.2 1028 1083 95.9 1236 116.6
1986*
Jan. 1224 1433 1198 119.7 106.8 936 1112 1219 1030 1375 116.9
Feb. 1105 1328 1080 1075 831 829 1022 111.0 83.3 1239 1154
March 10765 1270 1040 1055 913 836 952 1218 816 1213 1124
April 1247 157.7 1176 1219 1144 1135 1147 1334 985 148.9 116.5
May 118.2 1515 1096 115.1 104.7 1001 1074 1215 98.56 1471 112.6
June 117.8 1515 1041 118.1 1051 974 1015 1139 1029 1411 121.2
July 867 713 75.3 94.6 1034 472 1268 83.7 734 732 1248
Aug. 1144 1230 1086 1153 1070 83.0 1170 1233 1211 1211 116.0
INDEX INGE 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 \ l
TOTAL INDUSTRY INVESTMENT GOODS
120 140 i \
110 130 A "
100 120 f‘v Y \ -
H ! ]
90 | 10— S P
E R 1% "™, ’
80 o on WoUSTAY 100 At 1o M S >
00D INDUS CONSUMER GOODS
70 i pr i eettiaaaatiadag, o IEREENEEN NN TERNEUNE Liddfdig i iad b el iba i el aaia e hadatasaidt
1983 1984 1985 1986 1983 1984 1985 1986
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LABOUR — TIMBER FELLINGS — INTERNAL TRADE

ngulaélon Total Ermploved un- Unemptlov- Commberc:al Re}ail Whoie-
i . mployed, ; ment,
Period ° :;(S)Ze),cmg Ian(guacl;grce, 1p 0\6 emD(l)c())\()ed. %'otf’ totai 1{)Ieglr(i;n§%._d vg?u?:\se vc?l?rene
ersons
persons persons ? persons ?or?::r cu. ic\) ' 198|8d=ex1 06 198I3 =ex1 00
2 3 4 5 6 7 8
1984 3700 25672 2414 159 6.2 41288 109 109
1985" 37106 2600 2437 163 63 43349 114 110
19856*
Aug. 3712 2631 2481 150 5.7 1212 117 112
Sept. 3714 2563 2405 158 6.2 19561 111 113
Oct. 3714 2 6556 2396 160 6.3 2962 118 124
Nov. 3714 2 580 2409 171 6.6 3768 115 119
Dec. 3714 2563 2406 157 6.1 4729 134 119
1986*
Jan. 3714 2553 2360 193 7.6 4232 110 103
Feb. 3716 2540 2346 195 7.7 4596 100 102
March 3716 25651 2365 186 7.3 4709 105 109
April 3716 2 551 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 119 111
July 3717 2790 2600 190 6.8 1124 126 104
Aug. 3718 2647 2481 167 6.3 1194 116 114
Sept. 3715 2600 2428 171 6.6 2143
CONSTRUCTION OF BUILDINGS
Building permits granted Buildings compieted Building-
; industrial Resid Industrial ‘G’:é:?
Residen- f esiden- :

Period : Farm and Public ; Farm -and Public con-
erio Total bui::!ailngs buildings g‘ljlslg:g;ss buildings 1018 bui}g’ilngs buildings g‘:ﬁmg; buildings  struction
Miillion cubic metres

1 2 3 4 5 6 7 8 9 10 11

1984 4969 1993 56565 17456 314 4424 17.65 513 1676 283 52.13
1985* 48.17 1817 670 1653 341 4474 1740 494 1597 335 4964
1986*

Jan.-March 9.19 344 110 320 086 8.62 3.85 0.56 292 073 47.81
Apr.-June 1713 727 3.09 480 075 10.18 4.08 0.72 357 105 53.07
July-Sept. 1216 448 1.61 421 092 1010 3.80 1.77 3.04 075 b56.42
Oct.-Dec. 9689 298 090 432 088 1584 5.67 189 644 082 4964
1986*

Jan.-March 924 296 1.19 406 050 8.15 3.63 0.56 289 067 46.75
Apr.-June 1642 6.67 293 468 0.89 4.74 2.05 0.65 1.37 036 5587
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EXPLANATIONS RELATING TO THE STATISTICAL SECTION

BANK OF FINLAND

Page 4. Public sector: Claims = Government promissory notes +
Bonds + Totai coinage + Other claims on the public sector. Qther lia-
bilites = Cheque accounts + Counter cvclical reserves ~ Counter-
cyclical deposits — Capital import deposits +~ Other liabiiities to the
public sector. Certificates of deposst are interest bearing, freely trans-
ferable term liabilities of the Bank of Finiand sold to the government.
Their maturities range from one week 1o one year. As from November
1. 1983, certificates of deposit were replaced by the government
deposit account.

Page b. Domestic financial sector: Other iiabilities, net = Capital
import deposits + Qther lianilities to financtal institutions — Bonds —
Other ciaims on financial institutions.

Corporate sector: Permanent special financing schemes = Foreign
bills + New export bilis + Financing of suppliers’ credits.
tiabilittes, net = Deposits for investment and ship purchase + Coun-
ter-cyclical withhoidings + Capital /mport deposits + import levy
deposits + Export deposits + Other liapilities to corporations — Bonds
— Other claims on corporations.

MONETARY POLICY INDICATORS

Page 6. All the figures except the average lending rate of the commer-
cial banks are mean values of daily figures for the month or year in
question. The average lending rate of the commercial banks ts the
mean value of the end of the month lending rates weighted by credit
outstanding. The annual figure for the average lending rate 1s an
unweighted average of the weighted average monthiy rates,

Gross central bank debt of the deposit banks = The commeraial banks’
and Postipankki's cheque account overdrafts - Call money credit.
Prior to January 1984 the average monthiy amount of cheque account
overdrafts at base rate was restricted by the quota granted to each
bank. The banks could obtain central bank credit in excess of the
quota by borrowing on the Bank of Finland's call money market. As
from January 1984, the quotas were abolished and the only source of
central bank debtis now the call money market. There is no longer any
absolute ceiling on call money credit. However, banks’ borrowing is
monitored and a bank whose borrowing exceeds a certain limitcomes
under the special surveillance of the central bank. The interest
charged on call money credit, the call money rate, is adjusted by the
central bank in line with monetary policy objectives at the time.
Net centrai bank debt of the deposit banks = Gross central bank debt
of the deposit banks — The commercial banks” and Postipankki's
deposits on the call money market — All deposit banks’ cash reserve
deposits at the Bank of Finiand.

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

The cash reserve requirement is set each month by the Bank of Finiand
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 close of the month to which the coefficient applies.

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

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

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

FORWARD EXCHANGE MARKETS IN FINLAND

Page 7. The figures for columns 1—6 are calculated by the Bank of Fin-
land on the basis of monthly reports from the banks on their outstand-
ing forward exchange positions at the end of each month. The figures
for columns 7—9 are based on monthly averages of aaily representa-
tive quotations. as reported by the banks to the Bank of Finland.
The banks’ foreign currency positions shown in the chart at the bottom
of page 7 are monthly averages of daily spot ana forward positons
vis-a-vis the markka as reported by the comrercial banks to the Bank
of Finland. The spot position includes ali foreign currency-denominat-
ed assets and liabilities of the banks. exciuding their outsianding for-
ward contracts.

FOREIGN EXCHANGE RATES
Pages 8—9. £xchange rates are annual and monthly averages of the
Bank of Fimand's daily quotations. Currency index is annual and
monthly average of daiiy index numbers. The chart at the bottom of
page 8 shows the banks' forwara selling rates for the US dollar as
deviations from the spot rate.

DEPQSITS BY THE PUBLIC —

ADVANCES TO THE PUBLIC — MONEY SUPPLY

Figures for aeposits and advances are suppiied by the Central Statisti-
cal Office.

Page 10. Deposits by the pubiic. The centrai government and the
financial institutions are mainiy excluded from the public.

From 1974 deposits include domestic deposits denominated in
foreign currency.
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Page 11 Advances to the pubiic. The central government and the
financial institutions are not included in the public.

Postipankki's advances dc not include loans granted bv the State
Investment Fund (INRAi. Domestic credits in foreign currency are
mainly granted by the commercial banks and the rest by Postipankki.
Money Suppiy M, = Finnish notes and coins in circulation — Finnish
notes and coins heid by the banks — Demand deposits held by the
public (inci. Demand deposits at the Bank of Finland). Quasi-Money =
Z_ml'ne (é?posus heid by the public {inci. Time deposits at the Bank of

inland).

Note: Domestic deposus in foreign currency included in money supply
since 1974. In the money supply the pubpiic includes non-monetary
financial institutions,

STATE FINANCES

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

FOREIGN TRADE

Pages 13—15. Figures supplied by the Board of Customs. Indices (p.
13): The volume indices are caicuiated according to the Paasche for-
mula and the unit value indices according 10 the Laspeyres formula.
Terms of trade: the ratio of export indices to import indices. Foreign
trade by countries: (p. 15): from January 1980 imports by countries of
origin, exports by countries of consignment.

BALANCE OF PAYMENTS
Pages 16—17. Figures are calculated by the Bank of Finland.

Columns 1-7. The figures for the trade and goods and services
accounts are In accordance with the System of Nationai Accounts.

Columns 12-13. Long-term loans comprise financial ioans and
import and ieasing credits.

Column 15. Miscelianeous iong-term capital items, net = direct
investment, net + portfolio investment by foretgners + financial loans
and development credits to abroad + Finland’s subscriptions to inter-
national financial institutions, net.

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

FOREIGN ASSETS AND LIABILITIES

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

Long-term assets: Other = financial loans + development credits +
Finland's subscriptions 10 international financial institutions. Long-
term liabilities: Portfolio investment = the outstanding amount of
share issues by Finnish companies on foreign stock exchanges and of
securities sold to foreign buyers through the Hetsinki Stock Exchange.
Other = Leasing credits + subscriptions to international financial insti-
tutions patd in the form of bonds.

Column 22. Debt service = Net investment income of short-term and
long-term assets and labilities — net amortisation payment of long-
term foreign assets and liabilities. excl. amortisation payments of the
Bank of Finland's reserve and oil credits.

Columns 22 and 23 during the year and the quarter.

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

PRICE INDICES
Page 20. All indices calculated by the Central Staustical Office.

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

Page 22. Index of industrial production calculated by the Central Sta-
tistical Office. The grouping, by branches of inaustry is in accordance
with the Standard Industrial Classification (SIC) which is a version of
the 1968 edition of the ISIC. The SIC facilitates international comparn-
sons between Finnish staustics and corresponding data from coun-
tries which use the ISIC. The seasonally adjustea series Is caicuiated
by the Bank of Finland on the basis of the index of industnal produc-
tion per working day according to a method resembling the U.S.
Bureau of Census Method Il

LABOUR — TIMBER FELLINGS — INTERNAL TRADE —
CONSTRUCTION OF BUILDINGS

Page 23. Labour figures supplied by the Centra) Statistical Office.
Commercial tmber fellings compiled by the Forest Research Institute,
Retailers’ and Whol s’ volume indices supplied by the Central
Statistical Office. Construction of buildings figures caiculated by the
Central Statistical Office.

Owing to rounding, the figures in statistical tables do not necessariiv
add up to the totals shown.

SYMBOLS USED: * Preliminary, r Revisea. 0 Less than half the finai
digit shown, Logically impossible. . . Notavailabie. — Nil. S affected
by strike. — Break in series.




SOME PARTICULARS ABOUT FINLAND

FORM OF GOVERNMENT

From 1 15510 1 809 Finland formed a part of the kingaom of Sweaen.
Caonnected from 1 809 with Russia, Finland was an autonomous coun-
1ry with the Emperor as Grand Duke untii December 6,1917. the date
of Finland’s deciaration of independence. The republican constitution
was adopted in 1919. The legislative power of the country 1s vested in
Parliament ana the President. The highest executive power is held by
the President. elected for a penoa of 6 years. The President for the cur-
rent term, January 27. 1982, to March 1. 1988, is Mauno Kovisto.

Parliament. comprising 200 members is elected by universal suffrage
for a period of 4 vears. The number of seats of the different parties in
Pariiament elected in 1983 is as follows: Social Democratic Party of
Finlana 57. Nauonal Coalition Party 44, Centre Party 38. Democratic
League of the People of Finland 27, Finnish Rural Party 17. Swedish
People's Party 17, Christan League of Finiand 3. The Greens 2 and
Finnish Peopie's Constitutional Pany 1.

Finland 1s diviged into 461 self-governing municipalities. Members of
the municipal council are elected by universal suffrage for a perioa of
4 vears.

INTERNATIONAL ORGANIZATIONS

Finland became a member of BIS 1930, IMF 1348. IBRD 1948, GATT
1950. UN 1955, iIFC 1956, IDA 1960, EFTA 1961. ADB 1966. OECD
1969, IDB 1977 and AfDB 1982,

LAND

THE AREA is 338000 square kilometres (Great Britain's ares is
244000 sa. km and italy's area 30% 00C sq. km). Of the total. inland
waters form 9.4 %. Of the land area { 1980} 2.5 mill. ha (8.2 %) are cuiti-
vated and 19.7 mill. ha {64.5 %) are covered by forests.

OWNERSHIP OF LAND 11979). The total land area was distributed
among different classes of owners approximately as follows: private
58.7 %. State 31.4 %, joint stock companies etc. 7 4 %, municipalities
and parnshes 2.8 %.

POPULATION

NUMBER OF INHABITANTS {1984): 4.9 million. Sweden 8.3. Switzer-
land 6.5. Denmark 5.1. and Norway 4.1 million.

DENSITY OF POPULATION (1984): in South Fintand 47.7.n East and
Centrai Finland 14.3, in North Finland 4.2 and in the whole country an
average of 16.1 inhabitants to the square kilometre.

DISTRIBUTION BY AREA {1984): 40 % of the population inhabit the
rural areas, 60 %1owns. The iargest towns are: Heisinki {Heisingfors),
the capjtal, 484263 inhabitants, Tampere {Tammerfors) 168 150,
Turku {Abo) 162 282.

EMPLOYMENT (1985): Agricuiture and forestry 11 %. industry and
construction 32 %, commerce 15 %, ransport and communication
8%, financing, insurance, real estate and business services 6 %, com-
munity and personal services 28 %,

L ANGUAGE | 1984): Finnish speaking 93.6 %. Swedish speaking 6.1 %,
others 0.3 %.

EDUCATION (19886): Practically all persons over 15 years of age are
iiterate. There are B universities {the oldest founded 1n 1640} and 12
colleges of university standard.

CHANGE OF POPULATION :1984): pirths "3.3 %o ceaths 9.2 %o,
change + 5.0 ¥ netyimmigration ~ 0.8 %4 Deaths in France 9.8 %o
and Great Britain 11.4 %4

TRADE AND TRANSPORT

NATIONAL INCOME {1985}, in million FIM: Gross domestic product at
factor cost by industrial origin: agriculture and fishing 13190 14 %),
forestry 10977 i4 %), manufacturing 85794 {29 %), constructon
23138 (8 %), trade, restaurants and hoteis 33163 (11 %), wansport
and communication 23 672 (8 %), bankingandinsurance 12 97314%),
ownersnip of awellings 19097 (6 %, other services 74 707 {26 %),
1otal 296711, index of real domestic product 114 {1980 = 100).

FOREST RESQURCES {1983). The growing stock comprisea of 1 660
million m® (solid volume with park; of which 45 % was pine and 37 %
spruce the remaining 18 %bein% broad-leaved trees chiefly birch, Of
the growing stock 856 million m® was up to the standard required for
logs, 51 % of these being pine. The annual growth was 68 million m*
and the otal arain calculatea on the basis of roundwood consumpuion
was 49.4 million m*

AGRICULTURE {1983). Cuitivated lana 2.4 million hectares. Numper
of noidings 208 229 of which 146 465 are of more than 6 ha. Measure
of self-sufficiency in bread cereals 93 %.

INDUSTRY 11983). Gross vaiue of industrial production FIM 222 602
mill.. numper of workers 398066, salaried employees 146503.
maotive power 8.3 mill. kW. index of industriai production 107.1 for
1983 (1980 =100).

STATE RAILWAYS (Dec. 31. 1986): Length 59792 km.

MERCHANT FLEET (Sept. 30, 1986): Passenger vessels 164 (294 305
gross reg. tons), ankers 33 (604 663 gross reg. tons), dry cargo ves-
sels 125 1479391 gross reg. tons), other vessels 105 (21440 gross
reg. tons}, total 427 (1 399789 gross reg. tons).

AUTOMOBILES (Dec. 31, 1985): Passenger cars 1546094, lorries
?nd vans 179637, buses 8017, other automobiles 11867. totai
746615,

FINNISH AIRLINES {Feb. 28, 1985). Finnairhas inuse ! DC-8-62, 3DC-
9-10,5DC-9-41. 12DC-9-61, 3DC-9 Super 82, 3DC-10-30. 1 DC-10-
30 ER and 3 Fokker F-27 Frienaship MK. The company has scheduied
flights to 34 foreign ana 21 domestic destinanons.

FINANCE AND BANKING

CURRENCY. Since 1860, Finiand has had its own monetary system.
From 1877 until 1914 the country was on the gold standard. and
returned 10 itin 1926.1n 1931, the Central Bank's duty to redeem bank
noies in gold was suspended and a1 the end of 1962 was entirely can-
celied. The monetary unit 1s the markka (plural: markkaa), which s
divided into 100 pennid (singuiar: penni). The abbreviauon used for
the markka is FIM. The last par vaiue of the markka was seton Qct. 12,
1967 and was 0.21189 grams of fine gold per markka tequivalent, at
the ume, to 4.20 markkaa per U.S. dollar}. Since Nov. 1, 1977 the
external value of the markka has been officially expressedinterms ofa
currency index. This index is tradeweighted and as from Jan. 1, 1984
indicates the average change in the convertible currencies which are
important in Finnish foreign trade. The present currency weights are
SEK 20.2, DEM 19.2, GBP 14.4, USD 9.3. other currencies 36.9. The
permissible range of fluctuation 1s about 2.25 per cent on erther side of
t1h0e tgeore’ucal arithmetic mean. The fluctuation iimits are 106.0 and
1.3.

THE CENTRAL BANK. The Bank of Finiand {estab. 1811} functions
under the guarantee and supervision of Parliament, Its Boara of Mana-
gement is appointed by the President of the Repubiic: the Bank Super-
visors, nine in number, are eiected by Parliament. The Bank has a head
office in Helsinki and 12 pranches in other towns.

OTHER CREDIT INSTITUTIONS (Dec. 31, 1985). There are two big ana
eight small commercial banks with in all 967 offices. 254 savings
banks, 370 co-operative banks, six mortgage banks, Postipankk: ang
three development credit institutions. The co-operative stores accept
deposits from their members. The Social Insurance Institution ana 48
private Insurance companies also grant credits.

RATES DF INTEREST (May 19, 1986). The Bank of Finland's base rate
is 7 %. The interest rates for domésuc iending other than bank fi-
nancing by the Bank of Finlana vary between 4% %and 9 % %. Other
credit institutions: time aeposits 2% %; 6 month deposits 4 %:; 12
month deposits 5% %; 24 month deposits 7
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PRICE FORMATION IN THE FINNISH

MANUFACTURING INDUSTRY

by Tuomas Sukselainen’, Lic.Pol.Sc.,
Economic Affairs, EFTA Secrstariat, Geneva

INTRODUCTION

This article is based on a more comprehensive
study investigating the main features of price
formation in the Finnish manufactunng
industry and its major branches on the basis of
quarterly data from the years 1969 - 1981°. We
first discuss some theoretical aspects of price
formation by reference to recent literature so
as to provide background for the empirical
findings reported later. Second, the changes in
export and producer prices ir various branches
and in the whole manufacturing industry are
briefly described. Third, we 1ake up the ques-
non of the structure of competition: facing the
Finnish manufacturing industry. The main part
of the article then describes In general terms
some central results of the econometric anai-
ysis of industrial price formation and the dif-
ferences in pricing behaviour between various
branches.

The main focus in this article is on the relative
importance of competitors’ prices and domes-
tic production costs for short-term pricing
behaviour. In addition, attention i1s paid to the
way in which export and producer prices react
10 changes in these two factors and to fluctua-
tions in demand in the course of time, i.e: to
the degree of flexibility of prices in relation to
external shocks. Price behaviour in the man-
ufacturing sector, which s highly exposed to
foreign competition, is in a key position, e.g.
when conclusions are made on the interna-
tional transmission of inflationary impulses {in-
cluding exchange rate changes) and on the
processes determining changes in the com-

* The author is on leave of apsence trom his posiion as
the Head of the internatonal Economics Office of the
Bank of Fintand's Sconomics Department

? The complete report on the research project was publish-
eC by the Bank of Finiand n 1ts B-series (B:42} in 1986.
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petittve conditions and performance of the
industry. Knowledge of the nature ¢f pricing
behaviour is aiso important for the pianning of
sconomic policies, e.g. when considering
measures 10 shelter the country from exiernal
inflationary shocks or to enhance the com-
petitiveness of the open sector of *he ecor-
omy.

SOME THEORETICAL CONSIDERATIONS

In the traditional, so-called Walrasian theory of
a competitive firm, prices are not set bv the
firms themselves. Rather, firms have to follow
"a market price” determined before the actual
rransactions take place by the invisible forces
of supply and demand. This view impiies an
instantaneous adjustment of product prices t¢
any demand or supply shocks. It was noted
farrly early on, however, that this did not seem
1o be the case in practice as firms appeared 16
keep their prices unchanged for even quite
lengthyv periods.

There has been fairly extensive research on
price formation since the eariy 1970s. Criticism
of the traditional model of a world of competi-
tion and frictionless price adjustment has in-
creased and led to an Intensive search for a
firmer micro-economic basis toc appiy ¢ a
world characterized by monopolistic competi-
tion, uncertainty, incomplete substitutability of
competing products and general market dis-
equiiibrium. For econometric research, 1this
new approach has provided a sounder theoreti-
cai basis thar the ac hoc approaches sc ofien
appiied earlier. A :heoretical framework based
on rational profit maximization but including
the characternistics mentioned above leads 1o
different theoretcal expectations concerning
pricing Ir the shori- and long rur and between
different types of firms and branches.



Even if complete certainty prevails it is perhaps
not optimal for a monopolistic enterprise 1o
strive directly for the ultimate target price
determined by the equality ©f marginai cost
and marginar returr because changing prices
may ir itself involve costs and the firm may be
able 1o adjust its inventories, order stock or
production ievei at less cost than the price It
cnarges for its products. Later in this article we
make some observations concerning The inter-
action of price adjustment and the adjustment
of the volume of productior or exports.

If uncertainty s built In1c the theoretical model
framework the decision probiem the firm iaces
will be further compiicaied. Uncertainties will
most likely be attached ic demand and cost
factors as well as ic competitors’ reactions.
Wher: open economies are studied, there is
further reason to beiieve in the importance of
uncertainty for price decisions. The presence
of various trading nations, insttutions and
cultures per Se increases uncertainues.
Furthermore, exchange rates produce a new
element of uncertainiv, especially under the
present international monetary system. Owing
1o different information stocks, firms can have
monopolistic power in the markets in the
short-term. Accordingly, a dispersion of prices
will prevail at any specific moment, even in
rather narrow product groups. However, prices
gradually move towards a common market
price as more information 15 received.

It was pointed out above that an important
phenomenor i the markets for manufactured
goods is The incompiete substitutabiiity and
neterogenelty of products. In recent research a
distinctior 1s very often made betweer prod-
ucts with fixed and fiexible prices or, tc use
another exprassior, between customer goods
ana auction goods. One reasor for the exist-
ence of such a dicnoctomy 'whnich of course is a
simpiificauon of a continuous scale of various
degrees of price flexibility: s the possibie
vanaton of price adjustment 2osts, on the one
hand, and the costs associated with aliernative
methods ¢* adjustment petween products and
branches. on the other.

TABLE 1. CHANGES IN THE PRICES OF
MANUFACTURING GOODS, 1969-1981

Average guarterly change in per cent
standard dewviation of quarterly changes i prackets)

Branck {ISIC} Export ann Producer
value prices
3% Food. beverages 28 zE
ang iopaccc (€.4} 2.0
32 Textiles. ciothing 28 z3
ana teather i4.6) 1.9
32 Wooc oroaucts 3.7 2.7
BN £.8)
34 rFaper and pulp 3 2.8
producis i4.0) i4 4;
35 CThemicals 3.3 5.4
(5.0} 2.4
36 Pottery, glase anc 3. 35
5tone Drogucts 15.9) HOACH
37 Basic metals 2.4 2.1
6.1 (&1
38 Metal products 3.2 2.9
and machinery {7.3) (18]
3% Dther manufacturea 2.7 n.a.
products 2.3) in.a.i
53 Total manuiactunng 2.8
(2.0

PRICE MOVEMENTS IN FINNISH
MANUFACTURING IN 1969 - 1981

Various indicators of the pnices of open secior
oroducts give somewhat different pictures of
their trend growth and quarterly fluctuations
{Table 1 and Chart 1). To a great extent these
differences anse from different compilation
and weighting methods. Export unit values
have, during the period 1969 - 1981, both
increased faster and fluctuated more than pro-
ducer prices. For the whole manufacturing
industry, export umt values have increased at a
trend rate of 2.2 per cent (producer prices 2.8
per centl while the standard deviation of quar-
1erly changes has been 3.1 percentage points
{in the case of producer prices 2.G percentage
points!. While the average increase in prices
over the thirteen vears studied has fluctuated
withir @ rather narrow range between
branches, the differences 1r the average guar-
terv variatior between brancnes has beer
targer. Wher, comparing the picturas given by
different indicators of price developments in
tne same branch, it can be clearly seen that
these pictures are most consistent in branches
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CHART 1. QUARTERLY CHANGES IN THE PRICES
OF MANUFACTURED GOODS, 1969 - 1982

% Percentage changes from the previous quarter
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with @ homogenous structure of production
iwood, and paper and pulp industries, in par-
ticulari.

THE STRUCTURE OF COMPETITION

Wheri studving the impact of competitors’
prices on open sector prices, one imMporiant
decisior. 1¢ be made i1 how tc define and
measure these competitors’ prices. | his deci-
sion should be based or the ‘*heoretical
approach chosen and shouid also reflect the
view adopted concerning the firms’ decision-
making process. For differert market areas,
different time hornizons and different guestions
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asked, 't is probabie that a different seiection
of competitor countries, their relative weights
ana the price indicators used would be most
reievant. \r the empincal work reported in this
article. we used 14 compeutor countries’
branchwise producer prices weighted together
separately for each branch. The weights were
dertved from a trade matnx to eflect not only
the shares of various markst countries in that
industrv’s iotar exporis but also the major
western competitor countries’ sharss both in
their home markets and in third countries’
markets.

The weignhts dertved for different branches and
for the whoie manufacturing industry are given
in Table 2. The figures indicate that Sweden
and the Federal Republic of Germanv are
ciearly the most important competitors on
average as well as ir most individual brancnes.
Ir several branches the United Kingdom and
the United States are of considerable m-
portance as well, whereas weights for other
countries are, as a general rule, rather small. It
should be noted, however, that owing to lack
of data the socialist countries and the newly
industrializing countries {NICs}, which in reality
are important competitors at least in certain
branches, had to be left out of the calculation.

OVERALL PICTURE OF PRICE FORMATION
IN THE FINNISH MANUFACTURING
INDUSTRY

Chart 2 gives preliminary information on the
relationship between prices of manufactures
and competitors’ prices and domestic costs.
The chart illustrates first the fact that rather
proionged divergences have occurred between
producer prices and competitors’ prices !ex-
pressed in the same currencyi. Between 1972
ang 1976, for insiance, producer prices In totai
manufacturing increased by 3C per cent more
than competitors’ prices. in some branches the
cumulative divergence during the same period
was clearly greater. During the 1976 - 1978
period, nowever, producer prices in ~innish
manufacturing industry increased by 20 per



TABLE 2. MAIN COMPETITOR COUNTRIES FOR DIFFERENT BRANCHES IN MANUFACTURING'

Percentage shares

:Share 1r

Zompetitor k! 32 33
SOUNtry 123 (8: &
Zanada 2 °
united States 4 3 1C
Japan — 2 2
Austna K [ 4
Selgium 1 z z
Denmark 2 3] g
rrance 5 3 =
~ederal Hepubiic
oi Germany g 18
italy 2 g 2
Netherlands 9 2 4
Norway 16 4 H
Sweden 18 7 36
Switzeriand ) T i
United Kingdom 3 7 5

10C 10C 10G

3ranch
10138t manufacturing ir orackets)
34 35 36 37 S 32 2
23 123 14) 4} 128) E -100)
S - z - 1 & z
i 3 4 3 10 o i
3 L z 2 Bl K 4
2 : B : 3 4 4
2 c 3 4 i z 2
2 4 3 z z € 4
5 5 7 8 3 e €
e 24 21 24 s 18 18
: z z z 4] 3 3
2 i z z 2 4 4
2 z — 7 3 4 4
24 23 o7 3C e 1G 23
4 a 5 z S 3 4
21 e 25 9 g " i4
10C 106 10C 100 10C 10C 10G

" The principies aobpiiecd in the calculation of the weights are descnbed in the tex:.

- Branches are referred te bv their |SIC-codes: see Tabie - for explanations. The snares of different branches describe
their percentage shares of total value adoed in the whole manufacturing sector.

cent 1es8 than competitors’ prices. As regards
the rauo betweer producer prices ana domes-
tic costs, fiuctuations have beer smaller,
moving withir & range of 10 per cent onr
average. The general conciusion from both
ratics, however, 1s that prices of the manufac-
turing sector cannot be exclusively determined
either by competitors’ prices or by domestic
cosls.

CHART 2. PRODUCER PRICES IN RELATION TO
COMPETITORS’ PRICES AND DOMESTIC COSTS IN
TOTAL MANUFACTURING

110
1975 = 100
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COMPETITORS’ PR |CES‘
I

| L 11

70
1969 70 71 72 73 74 715 76 77 78 79 80 81
1} Prices and costs are expressed in common currency.

Staustically more convincing conclusions
about the general characteristics of price be-
naviour in tne total manufacturing sector can
be drawn either on the basis of price equations
estimated soiely for total manufacturing or on
tne basis of groups of price equations covering
all main branches. The iatter approach allows
the entire extensive data 10 be utilized in the
mest efficient way. Chart 3 summarizes the
estimatior resuits bv aggregating resuits of the
branch leve! estimations to the industry ievel.
The chart gives an overall picture of the fit of
tne estimated equations and thus af their
explanatory power. in general it can be seen
tnat producer prices could be explained rather
well wnile the resuilts were somewhat weaker,
even if satisfactory, ior export unit values.

According ic The estimation results, the prices
o7 foreigr: competitors, domestic costs and
foreigr demand are all significant explanatory
variables for quarterly price movements. This is
indisputabie in the case of the first two vari-
apoies anc farrly ciear for foreign demand as
well. These results refer o the immediate
impac: ¢ the explanatory variables during one
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CHART 3. ACTUAL AND ESTIMATED CHANGES IN THE PRICES OF MANUFACTURED GOODS (changes

in logarithmic differences}
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quarter. As can be seen ‘rom the figures in
Table 3, the immediate impac! of competitors’
prices on export unit vaiues s roughly twice as
big as that of domesuc costs. ir the case of
producer prices this relatuorship s reversed.

The estimated aggregatle price equations and
the tests carried out in connection with the
system estimations show, however, that
pricing in the total manufacturing industry
follows the formuia of gradual price adjust-

TABLE 3. EFFECTS OF A 10 PER CENT CHANGE IN

COMPETITORS’ PRICES OR DOMESTIC
COSTS ON PRICES OF MANUFACTURED
GOODS
Export unit  Froducer
values prices
COMPETITORS® PRICES
Immediate effect {percentage
points} 3.7 1.2
Final effect (percentage points; 7.0 28
Time taken in guarters to
reach
50 per cent .9 24
75 per cent 3.2 3.9
100 per cent 96 11
of the final effect
DOMESTIC COSTS
immediate effect (percentage
points} 1.7 2.4
Final effect {percentage pointsi 3.3 55
Time taken in quarters to
reach
5C per cent 1.2 2.4
75 per cent 3.1 a5
10G per cent 8.3 1C.¢

of the finai effect
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menrt s¢ that the impact of exogenous snhocks
on prices extends beyond the quartar in which
thev take piace. When extending *he frame-
work ¢ a price-volume modei, 11 was aisc
opbserved that expor: and output volumes
follow the formula of gradual adiustment. The
adjustment towards desired values is nevertne-
less faster for volumes than for prices. The
adjustment processes of prices and volumes
seem tc be connected with each other so that
a disequilibnum between the desired and ac-
‘ual volume tends tc siow down price adjust-
ment, whereas a corresponding disequiiibrium
in prices promotes volume adjustment. The
reason for the differences in the speeds of
adjustment of prices and volumes and cross-
effects of opposite sign 1s thougnt to lie in the
fact that price adjustment costs are greater
than the costs of voiume adjustment.

On the basis of the simulation tests performed,
it was possible tc reveal the final efiects of
changes in the explanatory variables on prices
and the time path cf these effects (Tabie 3i. At
the leve! of totar manufacturing, the picture of
the relauve significance of ‘he explanatory
variables does not essentially change even it
we replace the overall effect for the immediate
effect tas deducec directlv from regression
calculations!. In time, tne significance of the
price of foraigr competitors ir comparisor 10
domestic costs perhaps gains a little more
weight. Roughiy speaking, 70 tc 80 per cent of



a sudden change in competitors’ prices is
transmitted t¢ export prices in the course of
two vyears, whereas for domestic costs the
corresponding penetration percentage IS ap-
proximately 30. As far as producer prices are
concerned, the situation is almost the
opposite, since 50 to 60 per cent of changes in
costs is reflected in prices, while the corre-
sponding figure for prices of compettors is
only about a third. An increase of 10 percent-
age points in foreign demand pressure s
reflected in export prices with a weight of
about one third. The effect on producer prices
appears to be slightly bigger.

The results of the present study can be com-
pared to earlier domestic research resuits main-
lv as regards the overall picture obtained of
pricing in the open sector. Prices of Finnish
exports have most often been assumed 10 be
determined exclusively or almost exclusivelv on
the basis of the prices of foreign competiiors
and exchange rates. Both the OLS estimations
of the aggregate equations for total manufac-
turing and the system estimations of corre-
sponding groups of equations for branches
clearly reveal the significance of domestic
costs for pricing for both exports and man-
ufacturing output as a whole. This impression
is maintained when the analysis is extended to
the cumulative price effects over the entire
impact period of external shocks. The resuits
of the study thus give every reason to reject
the extreme version of the small-open-econ-
omy hypothesis according to which the prices
of Finnish industrial products are, even in the
short term, formed solely on the basis of
competitors’ prices.

One especially striking result concerning
general price formation in manufacturing was
the dampening effect on the diversity of
pricing behaviour caused by aggregation. Ac-
cording to the results, it is quite incontestabie
that the same parameter values are not suita-
ble for all branches in the case of the overall
model or for most individual variables. In the
following, we take a closer look at the variation
in price formation between different branches.

PRICE FORMATION IN DIFFERENT
BRANCHES

According to the research carried out, the nine
major branches of the manufacturing industry
may be roughly divided into three groups
according to the relative significance of do-
mestic and foreign {immediate} pricing effects.
The food, beverage and tobacco industry, the
textile, clothing and leather industry, the
pottery, glass and stone processing industry,
the metal products and machine industry and
other manufaciuring t{a residual group con-
sisting of several small industries} de not react
significantly in their pricing to price develop-
ments in foreign substitutes. Rather, they base
price changes on changes in domestic cosis
and in some cases also on changes in foreign
demand. By contrast, prices in the chemical
industry and in the basic metals industry ap-
pear to follow prices of corresponding foreign
products fairly closely; they hardly react at ail
10 movements in domestic costs. Between
these extremes there remains the forest
industry, in which pricing is infiuenced by both
foreign prices and domestic costs as well as bv
foreign demand.

When we move on to examine the total effects
of factors explaining price changes instead of
just immediate effects, the situation as regards
dominant influences in the different branches
changes to some degree. There is a general
increase in the significance of foreign price
developments. Prices in the chemical industry
and the basic metals industry follow those of
competitors, as in the very short run, but in
other branches, too, the significance of foreign
inflation increases in the course of time. How-
ever, domestic costs retain their central role in
pricing in the metal products and machine
industry, in the textile, clothing and leather
industry and in the pottery, giass and stone
processing industry, especially as regards pro-
ducer prices. With the exception of the food,
beverage and tobacco industry, foreign
demand is significant in the longer term in the
potiery. glass and stone processing industry,
the metal products and machine industry and
other manufacturing. The forest industry re-
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mains midway between the extremes for both
domestic and foreign effects.

Generally speaking, changes in explanatory
factors appear tc be transmitted 10 prices
somewhat faster in the metai products and
machine industry than in the forest industry
{Table 4). Dispersion in the time paths of
transmissior: effects 's nevertheless fairly small
in the initial quarters of the pass-througn
period, during which time the major part of the
effects almost without excepuon takes place.

TABLE 4. PRICE ADJUSTMENT COEFFICIENTS'

Branch {1SIC) Export unit  Producer
values orices

31 Food, beverages anc

tobacco .23 49
32 Texiiles. ciothing and

leather 37 .30
33 Wooc products 42 16
34 Paper and puip products a4 27
35 Chemicals .28 25
36. Potterv. giass and stone

products 4% A2
37 Basic metals .58 47
38 Metal products anc

machinerv .6C A0
3¢ Other manufactured

products 67 n.a.
3 Total manufacturing .32 .23

Branch average .44 38

' Adiustment coefficients vary between zero and one.
Values close 10 zerc mean extremely siow adjustment
while immediate adjustment 1s indicatec by a coefficient
value of one.
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MONETARY AND FOREIGN EXCHANGE POLICY MEASURES
FROM JANUARY 1986 TO DECEMBER 1986

1986

January

interest rate policy. The Bank of ~inland low-
ers its base rate from 9.0 to 8.5 per cent as
frorr Janyary 1, 1986. In the same context, the
upper limit on the banks’ lending rates is
rescinded. The Bank of Finland requires, how-
ever, ihat the rates of interest applied to loans
granted for the acquisitionn of a dwelling in-
tended for own use are no1 raised in relation 10
the base rate.

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

Regulation of average lending rates. The Bank
of Finland revises its regulation of banks'
average lending rates. With effect from the
beginming of 1986, the average interest rate at
the end of each calendar month may at most
be the Bank of Finland’s base rate pius 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 gquestion
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, s¢ that it
pavs a iower rate of interest on deposits than it
charges on call money advances.

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

Revision of foreign exchange regulations. In
connectior with the renewal of the Foreign

Exchange Act, which enters into force at the
beginning of the vear, the Bank of Finiand
updates and partially liberalizes the foreign
exchange regulations, the revised reguiations
aiso becoming effective on January 1, 1986.

Among other things, the penalty surcharge
scheme applied to short-term impor: credits 1s
aboiished; the maximum period for suppliers’
credit which does not reguire the speciai per-
mission of the Bank of Finland is now six
months. Invesiments in securites quoted
abroad and in the form of funds held in
accounts with fareign monetary institutions are
permitted up to a maximum of FIM 10 000 a
year per resident. The upper limit on foreign
exchange which mayv 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 to 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 to 5.0 per cent of the total stock of
deposits at the end of January.

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

Payments arrangement between Finland and
Poland. In accordance with an agreement
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~oncluded i December 1985, pavments
betweer Finiand and Poland in 1986 may be
effectec Ir rinnish markkag as well as in US
gollars.

Call money market. The Bank cf Finland iow-
ers the rate on call money advances fromr 11.7
1o 11.4 per cent and the rate on call monev
deposits from 11.0 o 10.7 per cent as irom
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 to 8.0 per cent as
from March 1, 1986. As a result of this
decision, the rates applied by the banks 1o
existing loans generally fall by 0.5 percentage
point. The rates applied 10 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 to 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 1o expire on December
31, 1987.

May

interest rate policy. The Bank of Finiand iow-
ers its base rate from 8.0 1o 7.0 per cent as
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from Mav 19, 1986. At the same tme, the
rates appiied by the banks to existing 10ans fall
by one percentage point, whereas the rates
appiied 10 12 and 24 month deposits fall, at
most, bv .75 percentage poini. The rates
applied 1c other tax-free deposits fall, at most,
by one percentage point.

Reguiation of average lending rates. The Bank
of Finiand raises the upper limit on the banks’
average lending rate in relation tc the bhase rate
by 0.25 percentage point with effect from May
19, 1986. The new upper limit is the Bank of
Fimland's base rate plus 2 percentage points or
9.0 per cent. If the average interest rate on a
bank's total markka-denominated deposits ex-
ceeds the Bank of Finiand's base rate by more
than one percentage point, the bank’'s average
lending rate may at most equal the average
deposit rate for the month in question plus one
percentage point.

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

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

May 13 13.0 12.3

May 14 16.0 18.3

May 16 14.0 13.2

May 20 (1) 13.C 12.3

May 20 (1) 126 1.3

May 22 11.0 10.3

Amendments to Foreign Exchange Regula-
tions. The authorized banks are granted per-
mission to use foreign credit to finance their
customers’ long-term export receivables as
frorr May 13, 1986. Similarly, exporters are, on
appiication, granted permission 1o raise foreign
finance in their own names in order to finance
tnerr long-term export receivables.

As from May 16, 1986, the Bank of Finland
removes the upper limit on the amount of
foreign financing credits for imports mediated
by banks. At the same time, the Bank decides



10 start treaung domestic foreign currency
deposits ~eceived bv banks as equivalent ic
banke' forsign vorrowing; subseauent 1G this,
banks are, ir practice, nc ionger abie to grani
domestic credits denominated in foreigr
currency.

mn

June

Call monev marker. The Bank of Finiand low-
ers the rate or call monev advances trom 11.0
10 10.8 per cert and the rate or call money
deposits from 16.3 tc 10.1 per cent as from
June 6.

Amendments tc Foreign Exchange Regula-
tions. The Bank of Finland revises the Foreign
Exchange Reguiations in SOMe respects with
effect from yune 16, 1986. The mair poiris of
the amendments are as follows:

The prohibition concerning the sale of Finnish
bonds and debentures 1o non-residents is re-
scinded on the condition that they are bought
with earnings or sales proceeds from Finnisn
pbonds and debentures acquired previously or
with funds heid in Finland by persons whe
have emigratied from Finiand.

The authonized banks and other securities
agents are permitted 16 sell foreign securities
from their own portfolios 10 residents within
the guantitative limits set in the Foreign Ex-
change Regulations.

in additior, the Foreign Exchange Regulations
are relaxed mainly with respect 16 payments
for goods and services, and certain quan-
titative limits included ir the Foreigrn Exchange
Regulations are raised.

FIM bond ssue by the Nordic Investment
Bank. The Nordic investment Bank issues FIiM
bonds in Finland totalling FIM 250 million, up
te half of which the Bank of Finland permits 1c
be soid direcuy to foreign investors. At least
nalf of tne issue is tc be sold to domestic
investors, bur once quoted on the Heisinki

Stock Exchange, the bonds <an be soia and
purchased abrsad or 1he secongary market
througr: the Stock Excnange.

August

Call money market. Or July 31, tne Parliamer-
tarv Bank Supervisors exiend ¢ the Board of
Maragement of the Bank of Finiand, unti
furiner notice, unlimited powers 10 raise the
call monev rate. Ir 1his contexi, the Bank of
Siniand decides 1o introduce, as from August
1, a call money rate policy under which call
money rates are henceforth to be determined
Ir accordance with the foreign exchange re-
serves. Thusg, call money rates are 1o rise when
foreign exchange reserves decline and fall
wher foreign exchange reserves grow.

The Bank of Finiand implements the following
changes in its zall money rates:

clective Rate on call Rate on call
as from money agvances — mMoOney deposits
Per cant Per cent
August 1 (h) 1.2 1G.2
h KN 118 10.6
" 4 12.4 114
St 13.2 12.2
s 15,2 14.2
5 (il 25.0 240
7 4G.C 39.0
14 3E.C 3L
15 {l; 3C.C 29.0
15 (i} 2590 24.C
18 2C.0 19.2
26 19.0 18.C
26 18.G 7.0
29 17.0 16.0

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

Revision of foreign exchange regulations. As
from August i, the Bank of Finland decides to
exempt from reguiation foreign credits with a
maturity of at least five years raised by man-
ufacturing and shipping companies for financ-
ing their own operations. The decision on the
removal of control does not apply to bond or
debenture issues denominated irs Finnish mark-
kaa.
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September

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

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

Septemper 2 16.0 15.0
September 5 15.0 14.0
September 3 14.0 13.0
September 12 13.5 12.5
September 18 13.0 12.0
September 26 12.5 11.6

Cash reserve requirement. As an exception to
the cash reserve agreement concluded with
the banks, the Bank of Finland decides tc pay
interest on cash reserve deposits for the period
September — December 1986 at a rate which is
3 percentage points below the Bank of Finland
call money lending rate, however, not less
than 1/4 percentage point below the Bank of
Finiand base rate.

October

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

Effective Rate on call Rate on call
as from money advances money deposis
Per cent Per cent
October 2 12.0 11.0
QOctober 16 11.8 10.8

The decision of the Parliamentary Bank Super-
visors on the temporary removal of the upper
limit on the call money lending rate expires on
October 21, 1986. From that date, the upper
limit on the call money lending rate is again the
base rate pius 15 percentage points.

investment reserves. On October 23, 1986, the
Council of State decides to release, as from
April 1, 1986, investment reserves made for
accounting periods ending in 1984 for use in
the Greater Helsinki area. The utilization period
is 16 expire on December 31, 1987.
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in the same context, the Council of State
decides to raise the special investment
allowance from 3 to 6 per cent outside the
Greater Helsinki area. The increased allowance
can be applied to investment reserves to be
used during accounting periods ending
between November 1, 1986 and December 31,
1987.

Change in the cash reserve agreement. Samuel
Montagu Osakepankki starts operations in Fin-
fand at the beginning of October, and on
October 17, 1986 it joins the cash reserve
agreement between the Bank of Finland and
the banks.

November

Changes in the terms of central bank financ-
ing. As from the beginning of November, the
Bank of Finland grants Samuel Montagu
Osakepankki the same rights to central bank
financing and to participation in the call money
market as the other commercial banks. After
Bank of Helsinki Ltd ceases operations as an
independent bank and is merged with Union
Bank of Finiand Ltd at the beginning of
November, the Bank of Finland cancels the
rights of Bank of Helsinki Ltd to central bank
financing and to participation in the call money
market with effect from November 1, 1986.

Lending rates. On November 28, 1986, the
Bank of Finland decides that, in future, lending
rates applied in short- (up to 1 vyear} and
medium-term (between 1 and 5 years} loan
agreements may be linked tc a reference rate
which reflects the cost of unregulated
short-term funding. The introduction of a
reference rate requires the prior approval of the
Bank of Finland.

Banks are still required to link lending rates on
all housing loans and on all long-term ioans of
more than five years to the Bank of Finland's
base rate or to charge fixed rates of intergst on
such loans. In addition, banks may continue to
apply these interest rates 10 short- and me-



dium-term credits. Similarly, they may con-
tinue to link tending rates on short-term credits
to the call money rate.

December

Terms of central bank financing. On December
ist, 1986, the Bank of Finland introduces a
system under which the banks may, in addition
to call money credit, also obtain central bank
financing in the form of longer-term credits at
fixed rates of interest. Initially, only three-
month credits are t0 be granted and the
quantity of credit and the rate of interest
charged are to be determined on the basis of
banks' requests for credit within the frame-

waork of the targets set for central bank financ-
ing by the Bank of Finland. The upper limit on
the rate of interest applied to fixed-rate term
loans extended by the central bank is the same
as that on the call money lending rate, i.e. the
base rate plus 15 percentage points.

For the present, the Bank of Finland does not
undertake to accept longer-term deposits at
fixed rates.

Call money market. The Bank of Finland iow-
ers the call money deposit rate from 10.8 10 9.0
per cent as from December 1 and raises the
rate on call money credits from 11.8 to 11.9
per cent as from December 2 and further to
12.0 per cent as from December 9.
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The banks’ central bank financing. On
December 1st, 1986, the Bank of Finland is tc
introduce a svstem under which the banks
may, in addition to call money credit, also
obtain central bank financing in the form of
longer-term credit at a fixed rate of interest.

initially, longer-term credit will be granted only
fo; three months and the quantity of credit and
the rate of interest charged on it will be
determined on the basis of banks' requests for
credit and in keeping with the targets set for
central bank financing by the Bank of Finland.
According 1o the new system, both the quanti-
ty of credit granted and the rates of interest on
it may vary daily.

For the present, the Bank of Finland will not
undertake to accept fixed-rate longer-term de-
posits. The introduction of such deposits will
depend on the monetary policy situation.

Fixed-rate central bank credit will increase the
flexibility of the Bank of Finland’s interest rate
policy and improve its transmission to ionger-
term rates. In addition, it will support the
development of the short-term money market.

The aim is that, within a few months’ time, the
major part of the banks’ call money credit will
be converted into longer-term credit.

For the time being, however, the call money
market will remain as before, although there
will be marked reduction in the call money
deposit rate.

Finland's balance of payment in January-
September 1986. According to the Bank of
Finland’s preliminary figures, the current ac-
count showed a deficit of FIM 4 774 million in
January-September of this year. The net
inflow of long-term capital amounted to FIM
3 281 million and the net outfiow of short-term
capitat to FIM 7 119 million. Since the total net
inflow was less than the deficit on the current
account, the Bank of Finland’s foreign ex-
change reserves declined by FIM 8 612 million.
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In January-September 1985, the current ac-
count had shown a deficit of FIM 2 122 million.

Current account. The trade account {inciuding
adjustment items) registered a surplus of FIM
1724 million in January-September, as com-
pared with a surplus of FIM 3 110 million in the
corresponding period last year. Commodity
exports were down 6 per cent in value and 3
per cent in volume on January-September
1985. Export volumes in January-September
1986 fell in all sectors of industry except the
basic metals industry. The value of commodity
imports declined by 4 per cent and the volume
by 7 per cent as compared with the corre-
sponding period last year. The growth in
import volumes was mainly due to an increase
of almost one third in imports of fuels.

The services account showed a deficit of FIM
90 million in January-September, as against a
surplus of FIM 560 million in the corresponding
period last year. The swing into a deficit in the
services account was primarily due 10 a weak-
ening in the transport account and a widening
of the deficit on the travel account. Travel
receipts were down by 3 per cent, while travei
expenditure was up by 7 per cent, giving rise
to a deficit of FIM 1 663 million. At FiM 2 085
million, the surplus on the transport account
was one quarter smaller than in the same
period last year owing 10 a sharp decline in
transport receipts. The ’‘other services ac-
count’’ recorded a deficit of FIM 512 million.

Interest payments on foreign loans amounted
to FIM 10 034 million. With interest income on
foreign assets reaching FIM 5 046 million, the
investment income account showed a deficit
of FIM 4 988 million. This was FIM 220 million
more than in January-September 1985. The
unrequited transfers account registered a
deficit of FIM 1 129 million.

Capital account. Drawings of long-term loans
amounted to FIM 13 089 million in January-
September, FIM 4.8 billion more than in the



MAJOR BALANCE OF PAYMENTS ITEMS
JANUARY — SEPTEMBER 1986, MILLION FIM'

Receipts  Expenditure Net
Trade fexports T c.b.,
imports c.:.f.} 59 588 57 37C 2218
Adjustment 1tems -~ 125 369 —494
Trage account 59 463 57 739 1724
Transport {c..f 3 681 *h9% 2085
Travel 2 446 4102 —1 663
Other services 3282 374 512
Services account 9 409 9 499 —-90
GOODS AND
SERVICES ACCOUNT 68 872 7 238 " 834
investment income, net 5 048 10034 —4988
Unrequited transfers 304 1433 —-1129
Other 2 465 2756  -261
A, CURRENT ACCOUNT 76 687 81461 —4774
Change in Change in Net
assets iiabliives
tong-term financiai
loans and suppliers’
credits:~
drawings —737 13089 12362
regemptions 1076 —-9112 —8036
Direct investment —1 643 391 —1285
Other long-term capital —413 633 226
B. LONG-TERM CAPITAL
ACCOUNT -1720 5 001 3287
BASIC BALANCE {A+8) —1492
Prepayments and liabilities
related 1o imports —1 243
Prepayments and receivables
related to exports —2 389
Short-term capital of
authorized banks -4 770

Other short-term capital 56
Errors and omissions 1226

C. SHORT-TERM CAPITAL
ACCOUNT

0. ALLOCATIONS OF *
SDRs -
OVERALL BALANCE
tA+B~+C+D)

Change n the foreign
exchange reserves of
the Bank of Finland

-7 118

~8 612

8 612

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

" Prefiminary figures.
¢ Assets include export credits oniy.

corresponding period last year. The central
government accounted for FIM 4 310 million of
the drawings. Repayments of long-term loans
totalled FIM 9112 million. Drawings of
iong-term export credits granted to foreign
customers reached FIM 737 million and repay-

ments of outstanding export credits FIM 1 076
million. Finnish net direct investmen: abroad
amounted to FIM 1 646 million and net forsign
direct investment in Finiand to FIM 391 millior.
Portfolio investmenrt Iin Finland totalled FIM
598& million 1n net terms. The total net inflow of
long-term capital reached FIM 3 281 million,
which was about FIM 2.5 billion less than in
the corresponding period last year.

Short-term capital outflows lincluding errors
and omissions) totalled FIM 7 119 million.
Short-term liabilities related to imports fell by
an estimated FIM 1243 million, while net
prepayments and receivables related to exports
increased by FIM 2389 million. The net
short-term liability of the authorized banks
went down by FIM 4 770 million.

The foreign exchange reserves of the Bank of
Finland declined by FIM 8 612 million. The
convertible foreign exchange reserves fell by
FIM 11561 miliion. The receivables in tied
currencies grew by FIM 2 949 million. At the
end of September, the c¢onvertible foreign
exchange reserves of the Bank of Finland
totalled FIM 10 859 million and the tied curren-
cy claims FIM 2 654 million.

At the end of September, Finland’s net foreign
debt amounted to FIM 51 559 million, of which
the central government accounted for FIM
24 519 million. The net long-term debt stood at
FIM 61 494 million and net short-term claims at
FIM 9 935 million.

Publication of the Bank of Finland. The
following publication has appeared in series
B:42: Tuomas Sukselainen, Hinnanmuodostus
Suomen teollisuudessa vuosina 1969 — 1981
(Price formation in the Finnish Manufacturing
industry in 1969 — 1981), doctoral dissertation
published in Finnish with an English summary.
Helsinki 1986, 399 pp., ISBN 951-686-124-5,
ISSN 0357-4776.

See the article in this issue of the Bulletin.
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