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The role of monetary indicators in the design

of monetary policy

mentation of monetary policy measures be-

tween the use of instruments and their effects
on the ufimate target, which in the case of Finland is
the underlying rate of inflation, central banks try to
assess developments in the ultimate target in ad-
vance. In their assessment, they make use of eco-
nomic variables which, sufficiently early and with
adequate accuracy, forecast developments in the
ultimate target. The purpose of such economic var-
iables is to indicate how successfully the ultimate
target is being achieved. If the variable indicates
that inflation will overshoot the target, monetary pol-
icy must be tightened. If, by contrast, there is dan-
ger of deflation, monetary policy has to be relaxed.

If an economic variable proves to be useful for
the purposes of assessment and it can be con-
trolled by the central bank, it may be chosen as an
intermediate target.The central bank can then set
precise limits for developments in the intermediate
target and publish them. If the intermediate target
stays within these limits, the ultimate target will be
achieved.

In practice, formulating monetary policy ac-
cording to one or more strict intermediate targets
has proven difficult in almost all countries with a
floating exchange rate. Germany is the most obvi-
ous example of a country which makes use of an
explicit intermediate target, the broad monetary
aggregate M3?, as a basis for the formulation of its
monetary policy. In many countries, including Fin-
land, the authorities have not been able to define a
binding intermediate target. Instead, they use vari-
ous monetary indicators, which describe monetary
conditions or, like intermediate targets, the course
of development in the ultimate target®. Indicators
provide a means of assessing the stance of mone-
tary policy in relation to the ultimate target.

Because of the long lag' involved in the imple-

Indicators are transparent
Monetary policy decisions must be clearly justified
in public, ie monetary policy must be transparent.

' The prevailing view is that the lag is about 1-2 years.
2 The closest equivalent to the German M3 in Finland is M2.

3 The Bank of Finland's experiences in the initial stages of floating
have been discussed by Pikkarainen (1993). These themes are al-
so dealt with by Aaltonen, Aurikko and Kontulainen (1994). The
empirical results referred to in this article are based on studies by
Kuismanen and Spolander (1994 and 1995), Ripatti (1994, 1995),
Ripatti and Vilmunen (1995) and Spolander (1994).

by Pentti Pikkarainen, Head of Department
and Antti Ripatti, Economist

Monetary Policy Department

Bank of Finland

Since the central bank's forecasts are not pub-
lished in many countries, it is not always straight-
forward to make the grounds for decisions publicly
known. Furthermore, publishing detailed economic
analyses would only complicate and blur the pic-
ture given of monetary policy. It is easier to explain
the reasons underlying monetary policy decisions
with the help of intermediate targets and indicators
because they are public information and hence
can be easily verified.

Monetary aggregates move in a more
steady fashion than credit aggregates
The usual assumption (in textbooks on monetary
economics and monetary policy, in particular) is
that the central bank controls some monetary ag-
gregate. According to the quantity theory of money,
the central bank influences the price level by con-
trolling monetary aggregates, if the demand for
money (velocity of circulation) is stable.

However, control of the money supply is rare in
the practical conduct of monetary policy*. Central
banks set their operational or immediate targets in
terms of interest rates, very seldom in terms of
monetary aggregates. Central banks seek to affect
the demand for money through the interest rate tar-
get since the demand for money depends inversely
on the yield on alternative assets. Thus the impor-
tance of monetary aggregates as an intermediate
monetary policy target is based more on efforts to
regulate the stock of money by influencing the de-
mand for money through interest rates than on con-
trolling the supply of money. But this too requires
that the demand for money is stable and well
known.

In Finland, the demand for narrow money (M1)
has proven easier to control and forecast than the
demand for the broader monetary aggregates (M2
and M3)5. It also seems that the floating of the
markka has not affected the relation between nar-
row money, the price level, economic activity and
interest rates. Interpretation of the broadest mone-
tary aggregate is complicated by its volatile move-
ments, which depend on which market participants

* The US experiences of the early 1980s, in particular, were not
very encouraging in this regard.

s As a time series, the velocity of circulation on narrow money (M1)
I(SC also rr)10re stable than the velocity of circulation of M2 and M3
hart 1).
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hold the outstanding CDs in the market at any one
time. The broadest monetary aggregate (M3) is
composed of M2 and bank and Bank of Finland
CDs held by the public. If the amount of bank CDs
held by the government fluctuates sharply, as it
does on occasion because of the timing of the gov-
ernment's capital imports and expenditure, it caus-
es large variations in M3. Consequently, more at-
tention needs to be paid to trends in M1 and M2
than in M3 — at least as long as the government's
heavy capital imports and fluctuations in its cash
funds continue.

What developments in monetary aggregates re-
veal about inflationary pressures depends essen-
tially on supply in the economy — the ability of the
economy to supply products at a given price. Ac-
cording to the quantity theory of money, an in-
crease in the stock of money will lead to a propor-
tionate rise in the price level for a given velocity of
circulation of money if aggregate supply does not
increase. In practice, the economy's potential to
supply goods, ie potential output, is estimated on
the basis of what output would be if all productive
inputs were fully utilized. If the existing level of out-
put is well below potential output, price stability can
be maintained even if the economy is growing rap-
idly. Non-inflationary growth depends to a large ex-
tent on the behaviour of the labour market, produc-
tive capacity in the economy, productivity and,
above all, on how well the structure of output corre-
sponds to that of demand. For instance, at present,
demand in the export sector in Finland is much
stronger than in the domestic sector. This implies a
need to transfer resources to the export sector.
Whether this constitutes a threat to price stability
depends, among other things, on the availability of
suitable labour (on the occupational and regional
mobility of labour) and on the sufficiency of the
capital base in the export sector. Even though it
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may be possible to estimate the demand for money
fairly reliably, problems associated with the assess-
ment of potential output may be so difficult that as-
sessment of whether developments in monetary
aggregates are in harmony with price stability is
most uncertain.

Even though monetary aggregates have grown
fairly rapidly in recent years, the outstanding amount
of bank credit has continually decreased. The de-
mand for bank credit will probably start to increase
when activity picks up in the small and medium-
sized business sector and demand for dwellings
recovers. Availability of credit is not likely to be a
bottleneck for large successful companies in the
export sector because they can also raise money in
the securities markets or resort to internal financing.

The interpretation of the figures for bank credit
also involves statistical problems. Statistics on
bank credit, broad credit aggregates in particular,
may give a wrong picture of developments; inter-
pretation is complicated by large fluctuations in ex-
change rates when foreign currency loans are
measured in markkaa, by the practice applied by
banks in recording loan losses etc.

Stumpage prices - the best asset price
for forecasting consumer price inflation
During the period the markka has been floating, the
stance of monetary policy has often been justified
by referring to developments in asset prices, in
particular to those in stumpage (standing timber)
prices, share prices and house prices (Charts 2
and 3). On the basis of historical data, stumpage
prices seem to be the best leading indicator of
consumer price inflation.

Recently, there has been a tendency for real
stumpage prices — the relation between stumpage
prices and consumer prices — to return towards
their historical average level. In the early 1990s,
they initially fell drastically but rose markedly in the
course of 1994, in particular, together with export
prices of forest industry products. Changes in
stumpage prices — price rises in particular — have
tended to be a good indicator of developments in
consumer prices about 1 — 1Yz years in advance.
Thus, movements in stumpage prices have been
part of the business cycle typical of Finland. It
starts with a rise in the markka-denominated export
prices of forest industry products. The resultant im-
provement in profitability is passed through to
stumpage prices, then to wages and finally to con-
sumer price inflation. Now that the markka is float-
ing, the traditional cycle has become less pro-
nounced — as foreign currency export prices have
risen, the markka has tended to strengthen and
conseguently export prices have risen by notably
less in markka terms.

The demand for timber is influenced both by
the strong increase in the volume of exports and
the marked strengthening of export prices in the
forest industries. Past experience shows that some



70 per cent of the rise in export prices in the paper
industry has been reflected in a rise in stumpage
prices. The supply of timber, on the other hand, is
held in check by the low level of interest rates, ie
low yield on investments other than forest holdings.
This also raises the price of timber. Monetary policy
can also be used to influence stumpage prices;
this takes place via interest and exchange rates.

Changes in house and share prices have not
been particularly good indicators of future consum-
er price inflation even though some growth peaks
in these variables have preceded inflation peaks.
Sharp fluctuations in share prices, in particular,
have often given 'wrong' signals in the past and
thus obscured the ability of share prices to forecast
inflation. The surge in house prices at the end of
the 1980s and equally drastic decline in the 1990s
differ clearly from the previous link between hous-
ing prices and inflation.

Long-term interest rates reflect
inflation expectatlions and

uncertainty about inflation

In Finland, long-term interest rates fell throughout
the period from the start of the markka's float (Sep-
tember 1992) to the beginning of February 1994.
The upward trend in international long-term interest
rates that started in February 1994 has been
strongly reflected in Finnish interest rates.

It is often claimed that long-term interest rates
are not important in the Finnish economy. In sup-
port of this claim it is argued that new bank loans
are only very rarely tied to long-term interest rates
or that companies issued hardly any markka-de-
nominated bonds in 1994. However, according to
the expectations theory of the term structure of in-
ferest rates, long-term interest rates indicate how
short-term interest rates are expected to develop in
the future. Thus high long-term interest rates reflect
expectations of high short-term interest rates in the
future. These expectations, in turn, strongly influ-
ence long-term investment and consumption deci-
sions.

According to the interest rate parity of a closed
economy (Fisher equation), a change in the nomi-
nal interest rate can be divided into three compo-
nents: a change in the required real interest rate, in
inflation expectations and in the risk premium. The
risk premium can be thought to include several fac-
tors, such as the risk premium arising from uncer-
tainty about inflation and the liquidity premium re-
lated to the depth of the market.

It has proven difficult to identify the above-men-
tioned factors. Even economic research lacks suit-
able instruments for a reliable assessment of the
importance of these various factors. It should also
be borne in mind that the Fisher equation is an ar-
bitrage condition, ie it expresses the relationship
between the factors concerned but it does not indi-
cate which factors affect the real interest rate, infla-
tion expectations and the risk premium. An under-
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standing of the background factors requires a
broader theoretical framework but it may not be
easy to reach agreement on what form the frame-
work should take.

International integration of capital markets
leads to a situation where the required real rate of
interest tends to be virtually the same in different
countries. The international real interest rate is de-
termined on the basis of the equilibrium between
global investment and saving, not on the basis of
the equilibrium between investment and saving in
one single country.
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Chart 4.

Value of bonds in relation to the value
of GDP in selected countries, end-1993
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The international real interest rate can be meas-
ured with the help of index-linked bonds, which are
available in some markets. Evidence from the Unit-
ed Kingdom suggests that the international real in-
terest rate has risen by about one percentage point
since the beginning of 1994. Thus, any increase in
nominal long-term interest rates exceeding one
percentage point reflects an increase in inflation
expectations and the risk premium.

In Finland, the extent to which the thinness® of
the bond market accounts for the rise in long-term
interest rates has been the subject of a lively de-
bate. The Finnish bond market is still thin by inter-
national standards (Chart 4). It is interesting to note
that long-term interest rates rose most in early 1994
in those countries where they had just previously
experienced the sharpest declines. Thus, from time
to time, bond markets have initially overreacted
and then subsequently returned towards the equi-
librium determined by economic fundamentals.
Such overreactions are more likely to take place in
a thin market than in a deep one.

Changes in the international real interest rate,
inflation expectations and uncertainty about infla-
tion evoke very different economic policy respons-
es. Monetary policy cannot be used to influence
the international real interest rate. If a rise in the real
interest rate in a particular country reflects imbal-
ances in public sector finances in that country, the
authorities must react by attempting to reduce pub-
lic debt.

A rise in inflation expectations reflects lack of
market confidence in the monetary policy conduct-
ed and the monetary authorities. If inflation expec-
tations rise, monetary policy must be tightened. In
contrast, growing uncertainty about inflation can be

¢ A thin market is one where the number of individual instruments
and trading volumes are so small that even a single purchase or
sale may have an impact on prices.
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interpreted to mean that the markets are uncertain
about the stance and operating rules of monetary
policy. Thus, the authorities should respond to an
increase in the risk premium by clarifying its oper-
ating rules.

Surveys are also used to measure
inflation expectations

Besides the information contained in long-term in-
terest rates, inflation expectations can be meas-
ured by means of surveys. In Finland, surveys of in-
flation expectations are regularly conducted by
Statistics Finland, the Confederation of Finnish In-
dustry and Employers and Helsingin Sanomat, the
main national daily newspaper in Finland.

The surveys of expectations carried out by Sta-
tistics Finland and Helsingin Sanomat both provide
a fairly accurate forecast of actual changes in infla-
tion; however, because of the relatively short time
series for the Statistics Finland data, conclusions
based on them are not very reliable. The survey of
the Confederation of Finnish Industry and Employ-
ers provides a more reliable forecast of wholesale
and producer prices than of consumer prices.

Monetary conditions index

takes into account both the effect of
interest rates and the exchange rate
Monetary policy influences the economy via two
channels: the central bank's operations in the mon-
ey market affect interest rates and interest rates, in
turn, affect the exchange rate. Under a floating ex-
change rate regime, monetary conditions (degree
of tightness) may change either via a change in the
interest rate level or a change in the exchange rate.
The central bank is unable (in the longer term) to
control changes in the exchange rate.

The Bank of Finland monitors monetary condi-
tions using an index which takes into account both
the effect of interest rates and exchange rates on
aggregate demand.” However, many problems at-
tach to the calculation and interpretation of the in-
dex.

Estimating the weight structure of the index may
be difficult for reasons related both to econometrics
and past developments in the Finnish economy.
According to some estimates calculated by the
Bank of Finland, a one percentage point decline
(rise) in interest rates has the same effect on aggre-
gate demand as a 2= per cent depreciation (ap-
preciation) of the exchange rate. However, the esti-
mates are very sensitive to the model used. Ac-
cording to the IMF's calculations, the ratio is 1:52
in Finland. According to calculations made by Sve-
riges Riksbank, the central bank of Sweden, the ra-
tio is 1:3—4 in Sweden (Hansson and Lindberg,
1994).

7 In Charts 5 and 6, monetary conditions ease when the curve is
rising and tighten when the curve is falling. The interest rate used
in the charts is the three-month HELIBOR and the exchange rate
is the trade-weighted exchange rate index. In Chart 5, nominal
quantities have been deflated by the consumer price index.



In calculating the index it is assumed that de-
preciation of the markka leads to an expansion of
economic activity. However, in recent years the de-
preciation of the markka has had a strongly curbing
effect on activity in the domestic sector, in particu-
lar, because of the large outstanding amount of for-
eign currency debt. The nominal exchange rate of
the markka has appreciated markedly since spring
1993. This has largely corrected the excessive de-
preciation that preceded it and has hardly had a
particularly significant curbing effect on activity.
Now that conditions in the economy are returning to
normal and the markka's exchange rate is close to
its equilibrium level, the index provides a more ac-
curate picture of the combined effect of interest
rates and the exchange rate on aggregate demand
than in the period 1992-1994.

The problem with estimating monetary condi-
tions or the combined effect of interest rates and
the exchange rate is that other factors in the econ-
omy are assumed to remain constant. For instance,
rises in export or stumpage prices and excessive
pay increases create pressures on price stability.
The index does not take these effects into account;
rather, their inclusion requires more extensive mac-
roeconomic analysis.

15 August 1995
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Which economic variables are leading
indicators of price inflation?

The ability of various macroeconomic variables to serve as
leading indicators of consumer price inflation has been dis-
cussed by Ripatti (1995), inter alia. Because the effects of
monetary policy measures operate with a lag, the most use-
ful variables are those which indicate future movements in
inflation more than twelve months ahead and whose relation
to the price level has remained stable. In such cases the dif-
ference between the indicator and price level cannot be-
come permanent. However, when evaluating the results of
Ripatti's study, it should be remembered that the approach
applied is based on pairwise analyses, which may change
when other factors affecting inflation are taken into account.
The relationship between inflation and macroeconomic var-
iables may also be more complicated than the (linear) one
considered in the study.

The results summarized in the table confirm the es-
tablished view. Interest rates® provide an indication of fu-
ture inflation well in advance. As regards the prices of
various capital goods, the closest relationship is be-
tween stumpage prices and consumer prices. This is
further confirmed by the fact that real stumpage prices
seem to have remained constant despite some temporary
exceptions — albeit sometimes of a few years' duration.

The earnings level, broad monetary aggregates,
markka bank lending and variables describing the ca-
pacity utilization rate also give early warning of future in-
flation. However, unlike the above-mentioned variables,
they lack a long-term relationship with consumer prices
and so one cannot rule out the possibility that develop-
ments in the price level and the variables (in pairwise
analysis) diverge from each other in the longer term. If
the level of economic activity is also taken into account
in examining developments in monetary aggregates
and consumer prices, the performance of monetary ag-
gregates as indicators improves. There then prevails a
long-term relationship between broad money (M2), in
particular, and consumer prices.

Movements in the wholesale price and producer
price indices, exchange rates, total bank lending and
export prices serve as a guide to future movements in
consumer price inflation. But though many of these var-
iables are good indicators of inflation they cannot pro-
vide a forecast sufficiently far in advance. Efforts can, of
course, be made to influence eg the exchange rate with

pressures can be influencead fairly quickly.

A perhaps rather surprising result is that import pric-
es cannot forecast inflation in pairwise analysis. The rea-
son for this may be the fact that margins in trade have
adjusted as import prices have changed to the extent
that no statistically relevant dependency can be discov-
ered. Raw-material prices fluctuate more than consumer
prices and thus may give a wrong picture of future con-
sumer price inflation. Share prices also fluctuate more
than consumer prices, and this may easily lead to wrong
signals. There is no long-term stable relationship be-
tween the unemployment rate and consumer prices. In
pairwise analysis, there is no permanent relationship be-
tween narrow money (M1) and the price level. However,
when the effect of total output and the interest rate level
on the stock of money (demand for money) is taken into
account, there is a one-to-one relationship between M1
and the price level (Ripatti, 1994). Among the other var-
iables included in the pairwise analysis but which were
unable to forecast inflation were contractual wages and
the terms of trade.

® Interest rates are examined in the form of a yield index and so
they encompass the same course of development as the level of
consumer prices.

monetary policy measures, in which case inflationary

Table. What certain economic variables tell

about consumer price inflation®

Economic variable Number of years it

precedes inflation™

Economic variables which forecast
inflation more than six months

in advance and which do not deviate
from developments in the consumer
price level even in the long term

Stumpage prices 1
Bond yield index 12
Money market yield index 112

Economic variables which forecast
inflation more than six months
in advance

The share of industrial companies
which report they have no unused
capacity in the quarterly survey of
the Confederation of Finnish Industry
and Employers

Earnings level index

Broad money (M2)

Broadest money (M3)

Markka bank lending

3-month market interest rate

[ G

Economic variables which forecast
inflation less than six months
in advance

Bank lending Ya
Steepness of yield curve Ya
Wholesale price index Yfa
Producer price index of industry Ya
Exchange rate

(trade-weighted exchange rate index) fa
Real exchange rate

(trade-weighted exchange rate index

deflated by consumer prices) Ya
Export prices Ya

Economic variables which do not
deviate from developments in
the consumer price level even in
the long term and do not forecast
inflation in the short term

House prices
(second-hand two-room flats in -
the Greater Helsinki area)

Public debt -

Economic variables which do not
clearly forecast inflation

Import price index -
Contractual wage index -
Raw material prices -
Terms of trade -
Unemployment rate -
Narrow money (M1) -
Level of long-term interest rates -
Share prices -

® The pairwise analysis of inflation and economic variables is
based on Ripatti's study (1995). In addition to the variables
shown here, the study considers a number of other, more rarely
used economic variables.

™ The figure refers to how far back in time (measured in years)
past values of the macroeconomic variable concerned have
had an impact on inflation, taking into account the previous val-
ues of inflation and the macroeconomic variable concerned.
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The condition of Nordic banks and
future prospects post-crisis

suffered from a severe banking crisis. The crisis

was worst in Finland, Norway and Sweden, but
banks in Denmark and Iceland also posted losses
in the early 1990s. Finnish banks recorded the larg-
est losses, and their results for 1994 were still in the
red.

Loan losses have decreased considerably in all
the Nordic countries since 1993. This has been pri-
marily due to the recovery of the Nordic econo-
mies, which accelerated notably in 1994 (Table 1).

The economic recession was clearly most se-
vere in Finland and Sweden. In Denmark and Nor-
way, GDP did not decrease during any of the re-
cession years. Consequently, Finland and Sweden
recorded the largest loan losses relative to GDP,
with Finland doing slightly worse than Sweden
(Table 2).

In late 1980s and early 1990s, the Norwegian
banking crisis seemed to be clearly the most se-
vere among the Nordic countries, but it turned out
that the overall situation in the Finnish and Swedish
banking sectors was far worse. Last year, Finland
recorded the largest loan losses relative to GDP of
all the Nordic countries.

The origins of the Nordic banking crises relate
to weak economic conditions, deregulation of fi-
nancial markets, strong growth of bank lending and

I n the last few years, the Nordic countries have

Table1. Percentage change in real GDP in
the Nordic countries, 1990-1994

Iceland Norway Sweden Finland Denmark

1989 0.2 0.6 2.4 57 0.6
1990 1.1 1.7 14 0.0 2.0
1991 1.0 1.6 -1.1 -7.1 1.0
1992 -3.4 3.3 -1.9 -3.8 1.2
1993 0.8 2.5 -2.1 -2.6 0.8
1994 19 3.6 2.3 3.8 4.7
Table 2. Nordic banks' loan losses as a
percentage of GDP, 1989-1994
Iceland Norway Sweden Finland Denmark

1989 0.6 1.7 0.2 0.4 1.2
1990 0.7 1.9 0.8 0.5 1.6
1991 0.7 3.1 2.5 1.6 1.6
1992 1.9 1.8 49 4.6 1.9
1993 1.5 14 3.2 4.0 1.7
1994 1.1 0.2 1.0 2.1 0.8
Average 1.1 1.7 2.1 2.2 1.5

by Heikki Koskenkyla, Dr Soc Sc (Econ)
Financial Markets Department
Bank of Finland

Chart 1.

Change in loan stock, 1982 - 1994

1982 83 84 85 86 87 88 89 90 91 92 93 94
1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland

inadequate risk management, supervisory prob-
lems, and insufficient oversight by the bank owners
and other interest groups. Moreover, the legislation
governing the financial markets was not generally
commensurate with the conditions and demands of
liberalized financial markets. The origins of the
banking crisis have been discussed in more detail
in a previous article."

Growth of lending and balance sheets
Chart 1 shows the nominal rate of growth of Nordic
banks' loan stocks from 1982 to 1994. Denmark
and Norway recorded high growth rates already in
the mid-1980s, before the other Nordic countries.
As regards average growth rates of lending, there
are no essential differences between Finland, Nor-
way and Sweden. However, Finnish banks' balance
sheets expanded the most rapidly.

At the beginning of the 1990s, bank lending
started to decline in all the Nordic countries except
Iceland. Despite favourable economic develop-
ments, the demand for loans has continued to be

' Heikki Koskenkyla, The Nordic Banking Crisis, Bank of Finland
Bulletin No. 8:1994.
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Chart 2.

Net interest income as a percentage
of total assets, 1982 - 1994
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1982 83 84 85 86 87 88 89 90 91 92 93 94
1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland

Chart 3.

Other income as a percentage of
total assets, 1982 - 1994

1982 83 84 85 86 87 88 89 90 91 92 93 94
1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland

Chart 4.

Other expenses as a percentage of
total assets, 1982 - 1994

198283 84 85 86 87 88 89 90 91 92 93 94
1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland
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sluggish in Denmark, Finland and Sweden. In these
three countries, bank loan stocks contracted sub-
stantially even in 1994. Companies have financed
their investments mainly with profits and new share
capital, while aiming at further reductions in indebt-
edness. In Iceland and Norway, the demand for
bank loans recovered in 1994.

Banks' net operating income and

loan losses

Among the Nordic banks, Finnish banks clearly
have the lowest ratio of net interest income to total
assets (Chart 2). Low net interest income has al-
ready become a structural problem among Finnish
banks. From 1982 to 1992 there was a downward
trend in the net interest income ratio, after which it
has improved slightly.

Icelandic banks have the highest net interest in-
come ratio, and the ratios for Danish and Norwe-
gian banks are also quite high. In Denmark, Nor-
way and Sweden, the ratio has clearly increased
since the banking crisis.

The low net interest income ratio of Finnish
banks is mainly due to the still large amount of non-
performing assets and the linkage of old outstand-
ing loans to the Bank of Finland's base rate. It is al-
so explained by the growth of balance sheet items
carrying a very small interest rate margin, for exam-
ple certificates of deposit and foreign currency
loans. In 1994, Finland recorded by far the largest
amounts of nonperforming and poorly performing
loans among the Nordic countries. The decline in
interest rate margins threatens to push down
banks' net interest income ratios in the future in all
the Nordic countries (see below).

Developments in the ratio of banks' other in-
come to total assets have followed a broadly similar
pattern in all the Nordic countries except Denmark
(Chart 3). In Denmark, variations in banks' other in-
come have been very large. This is explained by
the fact that Danish banks have particularly large
holdings of bonds, for which market value changes
are reported annually in the profit and loss account.
This means that even unrealized gains and losses
are reported. Accordingly, the rise in long-term in-
terest rates decreased banks' other income last
year, especially in Denmark and Norway. By con-
trast, in Finland, Iceland and Sweden, there was an
increase in the ratio of banks' other income to total
assets in 1994. However, these countries also re-
corded unrealized capital losses on fixed-interest
investments owing to the increase in long-term in-
terest rates.

Compared with the other Nordic countries, the
ratio of Finnish banks' other income to total assets
has been high. During the last few years, however,
the ratio has come down approximately to the level
of Denmark, Norway and Sweden.

The ratio of banks' other expenses to total as-
sets has declined most sharply in Finland, but most
of the decline took place before the banking crisis



(Chart 4). Since the crisis, the declining trend in
Finland has bottomed out, which may be regarded
as surprising considering the severity of the Finnish
banking crisis. The numbers of staff and bank

branches have been reduced considerably, but-

these developments have not yet been reflected to
any great extent in the trend of expenses. It is likely
that the effect on expenses will be visible only sev-
eral years down the road. However, in Denmark,
Iceland and Norway, the ratio of other expenses to
total assets has decreased clearly in the last few
years. in these countries, banks have been more
successful in cutting their expenses than in Finland
and Sweden, although the need has been even
more acute in the two latter countries. It is evident
that the severance packages connected with staff
reduction have been far more generous in Finland
and Sweden than in the other Nordic countries.

The loan loss ratio decreased sharply in all the
Nordic countries after 1992-1993 (Chart 5). In Den-
mark, Norway and Sweden, the ratio almost
reached its normal level, ie less than one per cent.
In Norway, the loan loss ratio was at an exception-
ally low level in 1994, amounting to 0.2 per cent.
Among the Nordic countries, the Finnish and Ice-
landic banks recorded the largest loan loss ratios
in 1994.

Chart 6 shows the ratio of banks' net operating
income to total assets. As a result of the banking
crisis, the net operating income of banks was neg-
ative in all the Nordic countries in the early 1990s.
Relative to total assets, the largest losses were reg-
istered in Finland and Sweden. During the last
couple of years, banks' results have clearly im-
proved in all the Nordic countries. Danish and Nor-
wegian banks posted positive net operating in-
comes both in 1993 and 1994. By contrast, the per-
formance of Danish banks declined last year owing
to the aforementioned decrease in other income re-
lated fo unrealized capital losses on bond invest-
ments. Swedish banks showed profits last year for
the first time since 1990. Among the Nordic coun-
tries, only Finnish banks' results were negative last
year.

Chart 7 shows loan losses per inhabitant, ie per
capita, measured in a common currency (FIM).

Developments in the numbers of banks,
bank branches and bank employees in
the Nordic countries

During the last few years, the numbers of banks,
bank branches and bank employees have de-
creased in all the Nordic countries (Charts 8, 9 and
10). The number of banks has declined the most in
Finland and Sweden. In these countries, there have
been two groups of local banks (cooperative banks
and savings banks) comprising numerous small in-
dependent banks. Two mergers have taken place
in the two Swedish local bank groups, resulting in
the creation of two large banks (Sparbanken Sve-
rige and Foreningsbanken). Both of these banks

%
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Chart 5.

Loan and guarantee losses as a percentage
of total assets, 1982 - 1994

1982 83 84 85 86 87 88 89 90 91 92 93 94
1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland

Chart 6.

Net operating income as a percentage
of total assets, 1982 - 1994

198283 84 85 86 87 88 89 90 91 92 93 94
1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland

Chart7.

Total loan losses in FIM per inhabitant,
1991 - 94
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Chart 8.
Number of banks, 1987 - 1994
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1987 88 89 90 91 92 93 94
1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland

Chart 9.
Number of bank branches, 1987 - 1994
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1987 88 83 90 91 92 93 94
1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland

Chart 10.

Number of bank employees, 1987 - 1994

5

are now listed on the Stockholm stock exchange.
About 90 small savings banks remained outside
the merger.

As a result of the banking crisis, most of the
savings banks in Finland disappeared. About 40
small and medium-sized independent savings
banks remain. There have been several mergers al-
s0 in the cooperative bank group. The most impor-
tant bank merger in the Nordic countries took place
this year in Finland, when Kansallis-Osake-Pankki
(KOP) and Union Bank of Finland/Unitas merged to
form the new Merita Bank.

In Denmark and Norway there have also been
several mergers, especially among small banks.
On the other hand, several small commercial banks
have been established during the last few years,
especially in Norway and Sweden. Owing to the
large number of small cooperative banks in Fin-
land, there are now far more independent banks in
Finland than in the other Nordic countries. In Ice-
land, there are four commercial banks and 29 sav-
ings banks. Two of the commercial banks are state-
owned.

The number of bank branches has declined
considerably in the Nordic countries. The decline
has been the most notable in Denmark and Fin-
land, where the banking networks have been the
most dense in the Nordic countries.

The banking crises have also forced banks to
cut their staff levels radically. The number of bank
employees has declined most in Denmark and Fin-
land. However, relative to population, the number of
bank employees in these two countries is still high-
er than in the other Nordic countries. The number
of bank employees per capita is the smallest in
Norway and Sweden.

Nordic banks' capital adequacy

has improved

The capital adequacy of Nordic banks remained
quite good despite the banking crisis. However, in
Finland, Norway and Sweden, this was achieved
with the help of considerable state support. Table 3
shows the Nordic banks' risk-weighted capital ade-
quacy ratios according to the BIS definition.

In 1993 and to a significant extent in 1994,
banks' capital adequacy improved in all the Nordic
countries. The high capital ratio of Danish banks is
based solely on the banks' own funds. The im-
provement in capital adequacy has been achieved
through increases in share capital and partly
through banks' strong performance and a reduc-

1

1987 88

1. Denmark 2. Finland 3. Norway 4. Sweden 5. Iceland
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Table 3. Banks' BIS capital adequacy ratios

in the Nordic countries, 1991-1994,

per cent

Iceland Norway Sweden Finland Denmark

1991 9.5 79 13.1 9.3 11.6
1992 8.9 9.9 11.0 10.4 12.4
1993 10.7 12.2 14.9 10.8 12.5
1994 11.2 13.7 16.5 11.7 13.7



tion in risky balance sheet items. The last-men-
tioned development is due to the decrease in loan
stocks and their replacement by low-risk and risk-
free bond holdings, especially government bonds
and housing bonds.

Public support of banks

During the years of crisis, the state and to an extent
the central banks have provided support to the
banking sector, especially in Finland, Norway and
Sweden. In Denmark and Iceland, public support
of banks has been rather modest. In Iceland, one
large commercial bank has received support
(Landsbanki).

The Government Guarantee Fund (GGF) was
established in Finland in 1992. Prior to that, the
Bank of Finland participated in supporting a com-
mercial bank (Skopbank) from the beginning of au-
tumn 1991. Only the main features of public sup-
port and bank support organizations are covered in
the following?.

The Swedish bank support authority, Bank-
stddnamnden, was established in 1993. It has
been responsible for all the bank support provided
in Sweden. The Swedish central bank has not di-
rectly participated in the support of Swedish banks.

In Norway, two separate bank support authori-
ties were set up in 1991. These authorities are
Statens Banksikringsfond (Government Bank In-
surance Fund) and Statens Bankinvesteringsfond
(Government Bank Investment Fund). The former
has provided bank support mainly through the
banks' own security funds and the latter only
through direct capital investment in banks. The
Norwegian central bank also participated in the
provision of bank support as did, to a lesser extent,
the central banks of Denmark and lceland. Support
from the banks' own security funds was most sub-
stantial in Norway, where the security funds were
able to provide bank support out of their own funds
totalling about NOK 8 billion. In Finland, the corre-
sponding support to commercial banks and sav-
ings banks was very small, but the cooperative
bank group was able to provide considerable sup-
port to cooperative banks (about FIM 4 billion) out
of its own security fund reserves.

In 1991 and 1992, the three largest Norwegian
commercial banks were taken over by the state
and their old share capital was written off. At 31 De-
cember 1994, the Norwegian.state's holdings in
these banks were as follows: Den norske Bank
(DnB) 72 per cent, Christiania Bank 68.9 per cent
and Fokus Bank 97.9 per cent.

In autumn 1994, the Norwegian Parliament
(Stortinget) decided that the state will maintain its
majority shareholding in DnB and Christiania at
least until the next parliamentary election (1997) af-
ter which it may continue to retain a majority hold-
ing. By contrast, Fokus Bank can be reprivatized as

2 The article mentioned in footnote No. 1 discusses in detail bank
support and bank support organizations in the Nordic countries.

soon as possible. In the future, the Norwegian
state's holdings in banks are to be consolidated in
the Government Bank Investment Fund, whereas
the Government Bank Insurance Fund is to operate
only for a fixed period of time. The Norwegian gov-
ernment has not issued a general and public guar-
antee of banks' commitments, as have the Finnish
and Swedish governments. Neither have any asset
management companies ('bad banks") been es-
tablished in Norway, as has been done in Finland
and Sweden. In Norway, the banking crisis was
handied by a quick takeover of large commercial
banks by the state. In the case of savings banks,
there was no need for a state takeover. The Norwe-
gian banking crisis hit the commercial banks to a
far greater extent than the savings banks.

In Sweden, the government extended a broad
guarantee covering all commitments of the banks
except for their equity capital (December 1992).
Two asset management companies were estab-
lished in Sweden, Securum and Retriva, which han-
dle the bad assets of Nordbanken and Gota Bank
respectively. These asset management companies
have played an important role in managing the
Swedish banking crisis. The large private commer-
cial banks (Handelsbanken and S-E Banken) have
survived without state support. State support has
been given in one form or another (loans, guaran-
tees or capital injections) to Nordbanken, Gota
Bank, Foreningsbanken and some of the savings
banks. The aim is to reprivatize the merged Nord-
banken and Gota bank as soon as possible.

In Finland, public support has been provided to
banks in four different forms. After the Bank of Fin-
land took control of Skopbank in autumn 1991, it re-
capitalized the bank and bought its largest risk ex-
posures. The funds committed to these operations
amounted to about FIM 15.6 billion. In 1992, Skop-
bank was sold to the GGF. Thus far, almost FIM 6
billion has been recovered from the sale of Skop-
bank's assets.

In 1992, the state invested about FIM 8 billion in
preferred capital certificates issued by the banks.
This was done in order to secure the banks' contin-
ued capacity to lend.

The GGF and the state ensured the solvency of
Skopbank and the Savings Bank of Finland by pur-
chasing their shares and preferred capital certifi-
cates to a total of about FIM 21 billion. Of this
amount, about FIM 6 billion was recovered in 1993
in connection with the split-up and sale of the Sav-
ings Bank of Finland, and about FIM 0.5 billion was
recovered in June 1995 through the sale of Skop-
bank's performing assets.

In connection with the sale of the Savings Bank
of Finland, the asset management company Arse-
nal Ltd was established. Thus far, the state has pro-
vided Arsenal with FIM 19 billion in equity capital
and has issued guarantees totalling FIM 28 billion
to safeguard its funding. Thus the total support pro-
vided to Arsenal amounts to FIM 47 billion.

Bulletn8+95 13



Chart 11.
Interest rate margins, 1985 - 1994
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When the STS-Bank was merged with Kansallis-
Osake-Pankki in 1993, some FIM 3 billion worth of
GGF funds were committed to STS-Bank's asset
management company, Siltapankki. All in all, the
banks in Finland have received support amounting
to about FIM 83 billion, of which some FIM 51 billion
has been disbursed, and FIM 32 billion comprises
guarantees. So far, about FIM 12 billion of the dis-
bursed support has been recovered. Skopbank's
performing assets were sold to the Swedish bank
Handelsbanken in June 1995, and the remainder of
the bank will be organized as the third Finnish as-
set management company.

Comparison of bank support in

the Nordic countries

Public support has been provided in all the Nordic
countries in connection with the banking crises of
the early 1990s. Table 4 gives a brief overview of
bank support in the Nordic countries.

Relative to GDP, the Finnish banks have re-
ceived substantially more support than the other
Nordic banks. The second highest amount of sup-
port has been provided in Sweden. The amount of
public support provided in Norway has remained
very small, especially when compared with Finland

Table4. Public bank support, in total and

as a percentage of GDP

in the Nordic countries, 1989-1995,

in national currencies (at 1993 values)

Iceland Norway Sweden Finland Denmark

Billions of
national 42 16.9 88.8 83.2 4.2
currency units (75.0) (51.4)
Per centof GDP 1.0 26 6.1 17.2 05
(at 1993 values) (5.2) (10.7)

The amount of support disbursed is shown in parentheses, other
support consists mainly of guarantees.
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and Sweden. In Denmark and Iceland, the state
has had to provide very little bank support.

Finland's Government Guarantee Fund has es-
timated that the public sector's final losses will
range from FIM 42 billion to FIM 49 billion. These
figures do not include interest costs, which so far
have amounted to about FIM 7 billion. The recovery
of bank support depends primarily on economic
development, the level of interest rates and recov-
ery of the real estate market. The asset manage-
ment companies own a very large amount of real
estate assets. :

In Sweden, bank support will be recovered
mainly through the sale of Nordbanken (estimated
price SEK 10-15 billion) and possibly. to some ex-
tent through Securum/Retriva. According to unoffi-
cial estimates, the final losses in Sweden may
amount to SEK 45-55 billion. In Norway, the state is
likely to recover all of its bank support, but mostly
over the long term, with the possible privatization of
the commercial banks DnB and Christiania. The
Norwegian State may, in the end, even earn a profit
on its bank support investment, if DnB and Christia-
nia are sufficiently profitable when they are priva-
tized.

Nordic banks' future prospects and
competitive situation

At the moment, Nordic banks' prospects seem
quite bright after many difficult years. In Finland,
however, the banks still have problems. In the Nor-
dic countries other than Finland, banks are already
now fairly profitable on average, and their capital
adequacy is very good even by international stand-
ards. Banks' results for the first quarter of 1995
and their estimated profits for the whole year indi-
cate positive results in all the Nordic countries ex-
cept Finland. In Finland, the banks' results for 1995
are still estimated to be negative, but they are likely
to show a small profit in 1996.

Although the banks' situation has now eased,
except in Finland, many problems lie ahead. Com-
petition in the banking sector has clearly stiffened
and it is estimated that the demand for loans will
continue to be very siuggish. In the next few years,
foreign banks will increase their supply of services
in the Nordic countries. Banks must continue to cut
costs and improve the efficiency of their opera-
tions. This means that the numbers of staff and
bank branches must be reduced. The need to re-
duce banks' staff is especially strong in Denmark
and Finland, where the banks have clearly more
employees than the other Nordic banks, in relative
terms. It has been estimated that in the next few
years, the total number of bank employees in Fin-
land will be reduced by a further 10 000, to about
26 000. All the large Finnish banks — Postipankki,
Merita and the cooperative bank group — need to
reduce their personnel.

The weak demand for loans has increased
bank competition. This is also reflected in declining



Table 5. Largest banks (or banking groups) in the Nordic countries and their key indicators
KOP/SYP Posti- Okobank Den Uni Spar- Handels- S-E- Nord- Den  Kredit-
=Merita pankki Group Danske Dan- banken banken Banken banken norske kassen

Bank mark Sverige Bank (Chris-
(DnB) tiania)
A ()] F (D) (D) (S) (8) ) (8) (N) (N)

Total assets, billion FIM 310 114 163 265 180 300 250 265 220 110 90

Capital adequacy, % 10 10.7 10.3 13.0 11.8 12.7 13.7 14.2 13.7 11.2 12.8

Employees 18000 6100 11800 12500 11000 9900 7000 10500 7500 6100 4300

Bank branches 770 90 993 480 450 600 480 320 345 170 145

Efficiency

(income/ expenses), % 1.5 1.2 1.7 2.2 1.6 20 23 2.0 2.1 1.8 1.7

Efficiency

(expensesftotal assets), % 2.1 2.6 25 1.8 25 1.7 13 1.9 1.9 23 2.4

' In addition, 950 post offices.
F = Finland, D = Denmark, S = Sweden, N = Norway

interest rate margins. Chart 11 shows the interest
rate margins in different Nordic countries. The mar-
gins shown are the differences between the aver-
age lending and deposit rates in each country's
own currency. The figures for Denmark apparently
include some foreign currency-denominated items.
Interest rate margins have clearly come down in
Finland, Norway and Sweden. The declining trend
has continued in the first half of 1995. In Denmark,
the interest rate margin widened in 1994. Interest
rate margins in the Nordic countries will continue to
be subject to downward pressure, which will under-
mine banks' profitability and force them to further
streamline their operations.

It can be expected that structural changes in
the banking sector will continue in the Nordic coun-
tries. There will be more mergers in the next few
years at least among small banks, but possibly also
among larger ones. In Norway, several merger pro-
jects concerning mostly small and medium-size
banks are under way. New small commercial banks
may emerge, also in Nordic countries other than
Sweden. These banks will be 'niche banks' special-
izing in narrow but profitable sectors of the banking
market.

Even the largest Nordic banks are not very
large by international standards. Merita Bank,
which is now the largest bank in the Nordic coun-
tries in terms of total assets, ranks 100th in interna-
tional comparison and 30th among the European
banks. Table 5 shows the largest banks in the Nor-

dic countries. Their total assets are given in Finnish
markkaa.

Sweden has the highest number of large banks.
The largest banks in Norway are clearly smaller
than the largest banks in the other Nordic coun-
tries. The number of bank employees relative to to-
tal assets differs a great deal between the large
Nordic banks. In this respect, Norwegian and
Swedish banks appear to be the most efficient.
This viewpoint is also supported by the other effi-
ciency measures. The Danish and Finnish banks
would therefore seem to have the most urgent need
to streamline operations and cut costs.

All the large banks are in a very strong capital
position, some even rank as excellent. Many large
Nordic banks have recently declared the Nordic
market as their home market. In the future, the com-
petition between the Nordic banks in the Nordic
banking market will be very tough. Future mergers,
even between large banks, would not come as a
surprise.

28 June 1995
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Insurance companies in
the Finnish financial markets

nsurance companies play a key role in the Finn-

ish insurance system. At the end of 1994, insur-

ance institutions held combined funds of FIM
258 billion, of which insurance company funds ac-
counted for nearly 70 per cent. The high share of
the latter partly reflects the fact that a significant
portion of statutory pension insurance in the private
sector in Finland is handled by insurance compa-
nies. The remainder — some 30 per cent — primarily
consists of pension funds and other pension institu-
tions (Chart 1).

At present, 50 domestic and 6 foreign insurance
companies are licensed to operate in Finland. Most
of the domestic companies operate as groups.

The premium income of insurance companies,
two-thirds of which consists of various classes of
statutory insurance, has grown at a faster rate than
the economy as a whole. At the beginning of the
1960s, premium income was 2.5 per cent of GDP,
while today the figure is 7 per cent. Growth is large-
ly due to the development of earnings-related pen-
sion systems. Over the long term, statutory pension

by Tapani Myllymaki, Research Manager
Federation of Finnish Insurance Companies

insurance has in fact grown more rapidly than the
insurance sector as a whole.

In 1994, statutory pension insurance accounted
for 55 per cent (FIM 35.5 billion) of insurance com-
panies' total premium income, non-life insurance
for 34 per cent and voluntary pension insurance
and life insurance combined for 11 per cent
(Chart 2). Foreign insurance accounted for 7 per
cent of the non-life premium income.

Table 1 gives salient figures on the volume and
breakdown of the operations of insurance compa-
nies in 1994.

New legisiation governing

investment activity

As Table 1 shows, income from investment activity
plays a major role in the financing of the insurance
industry in Finland. In 1994, income from invest-
ment accounted for nearly one-quarter of the turn-
over of insurance companies. This is partly ex-
plained by the large proportion of funded statutory
insurance classes.

Chart 1.
Insurance funds, 1960 - 1994
In 1994 prices
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1. Insurance institutions

2. Insurance companies;
1960 = 58.3 %, 1965 = 63.5 %, 1970 = 64.6 %,
1975 = 68.3 %, 1980 = 69.3 %, 1985 = 68.1 %,
1990 = 67.6 %, 1994 = 69.1 %

3, Statutory pension insurance

4. Non-life insugance

5. Life and other pension insurance
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Table 1. Salient figures on insurance companies
in 1994*

Premium income
(excluding credit losses in

respect of premiums), bill. FIM 34.9
Income from investments, bill. FIM 10.3
Turnover, bill. FIM 452
— breakdown of turnover, %
— pension insurance companies 59
- non-life insurance companies 30
- life insurance companies 1
Claims expenditure, bill. FIM 35.8
Underwriting reserves, bill. FIM 178.1
Insurance companies' share of
total lending in Finland, %
— tothe public 12.3
— to enterprises 21.2

Number of employees approx. 11 300

Number of insurance companies
- domestic 50
- foreign 6

*Preliminary data.



Since insurance companies invest mainly the
funds of insurance customers, ie assets covering
underwriting reserves, strict limits on investment
activity are laid down in legislation.

Provisions on the covering of underwriting re-
serves are included in the EU's third insurance di-
rective. In Finland these provisions have been in-
cluded in the Insurance Companies Act, a decree
and ministerial regulations and they also apply to
pension companies, which are not otherwise cov-
ered by the directives. As regards the act and the
decree, the new provisions took effect on 1 April
1995. Lower-level regulations will take effect in au-
tumn 1995.

The basic principle is that a company engaged
in providing direct insurance must cover all its un-
derwriting reserves (excluding items such as the
shares of reinsurers up to the limit approved by the
Ministry of Social Affairs and Health) with assets
related to the asset items prescribed by the legisla-
tion. For non-life insurance companies, this means
a substantial increase in the scope of the provi-
sions governing cover, for such provisions previ-
ously applied on average to 30-60 per cent of
a non-ife insurance company's underwriting re-
serves.

Cover for underwriting reserves depends on the
type of insurance operations carried out by the
company concerned, and the security, yield and
convertibility into cash of the assets included in
cover must be ensured accordingly. They must be
suitably diverse and spread over a broad spec-
trum.

Assets serving as cover are mainly valued at
market values.

Foreign investments are now eligible for inclu-
sion in cover. However, in general, they qualify as
cover only to the extent that they are made in an
EEA state. Since the underwriting reserves of Finn-
ish companies are generally denominated in mark-
kaa, regulations concerning foreign exchange po-
sitions also limit such investment in practice.

The main goal of the regulations is to prevent
excessive risk concentrations. The decree stipu-
lates the maximum amounts (a percentage of gross
underwriting reserves) for different types of invest-
ments. The limits concern both investment types
and individual investments.

Table 2 gives a rough outline of the key restric-
tions contained in the decree.

The main principle applied in limiting individual
investments is that a maximum of 5 or 10 per cent
of the underwriting reserve can be invested in a
single outlet, for example one company. The limit
for an exposure to a single local authority or for a
single real estate holding is 10 per cent.

However, the status of the issuer of a security
etc. affects the restrictions on exposures, depend-
ing on whether the security is listed in an EEA state
or whether collateral which qualifies as cover has
been posted.

Chart 2.

Breakdown of premium income in 1994

Total FIM 35.5 billion

5
06% 24%

1.9 %

10.5 % N 552%

1. Statutory pension insurance

2. Other life and pension insurance
3. Statutory non-life insurance

4. Voluntary non-life insurance

5. Domestic reinsurance

6. Foreign insurance

Table 2. Maximum amounts of asset items eligible
as cover for underwriting reserves,
as per cent of underwriting reserves

Asset item Maximum %
A debt security or guarantee of

an EEA country, deposit bank,
insurance company or local authority 100
A debt security or guarantee of

an EEA credit institution or

listed EEA company or

listed debt securities of undertakings

other than those mentioned above

that are listed in an EEA state 50

Shares and participations in
EEA companies and shares in
other undertakings listed in an EEA state 50

Real estate and buiidings in
the EEA, holdings in
EEA real estate undertakings 40

(plus loans secured by mortgages) (70)
Other investments 25
— of which unsecured debt securities’ 5
Unlisted shares and bonds 10

' Does not concern bonds and other money or capital market
instruments.
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Meeting the new regulations will not generally
pose a problem for Finnish companies, at least not
in the longer term.

Significant changes in the investment
portfolio in recent years

The economic recession in Finland in the early
1990s and capital market developments have led
to significant changes in the structure of the invest-
ment portfolio of insurance companies.

During the recession, investment activity in Fin-
land was at a depressed level for several years.
This, together with a shortage of collateral, was re-
flected in the investment activities of insurance
companies as a collapse in demand for loans. De-
velopments in the capital markets have also had an
effect. Large enterprises, in particular, are now able
to raise their financing directly from the markets, ei-
ther in Finland or abroad.

Insurance companies have offset the low de-
mand for loans to clients by investing in long-term
government bonds and money market instruments.
In contrast, investments in real estate and shares
have been of relatively minor significance in recent
years.

Traditionally, lending to enterprises has domi-
nated the investment activity of pension insurance
companies, in particular. This is due to the relend-
ing arrangement under the statutory employment
pension scheme in the private sector (TEL) where-
by employers with adequate collateral can pay part
of their employment pension contributions by issu-
ing promissory notes (the maximum for 1995 is 51
per cent of the combined pension premium of the
employer and employee). While legally this consti-
tutes an arrangement for lending to companies, in
content it is actually an arrangement whereby em-
ployment pension premiums are paid over an ex-
tended period. The trend in recent years is appar-
ent from the fact that lending to customers (TEL-re-
lending and other loans to customers) comprised
78 per cent of the investment portfolio of pension
insurance companies at the end of 1992 as op-
posed to only 57 per cent at the end of 1994 (Chart
3). The share of lending to customers in the portfo-
lios of life and non-life insurance companies is sub-
stantially smaller, approximately one-fifth.

In recent years, the emphasis in investment ac-
tivity has been on bonds, primarily government
bonds. indeed, the share of bonds in the combined
investment portfolio of insurance companies has
risen by 16 percentage points in just two years and
was 26 per cent at the end of 1994. The increase in
investment in bonds has been affected both by re-
assessments of investment policy and increased
supply. It was not until the government started to is-
sue significant volumes of bonds that an extensive
market for long-term bonds developed in Finland.
Government bonds suit the investment policy of
insurance companies by virtue of their security.
Yields have also been good, using for example the
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minimum yield requirement for investment by pen-
sion companies as the criterion (calculated interest
rate), which is 6.5 per cent at present.

Real estate investments by insurance compa-
nies have been of fairly minor significance in recent
years. The worst recession in the property market is
probably now over, and values have stabilized after
declining for some years. Nevertheless companies
still hold large volumes of vacant rental premises.
On the basis of the experience of recent years,
many companies want to reduce the proportion of
real estate in their portfolios, and so there is no de-
sire to make sizeable new investments in this area.

The outlook for investment activily

The investment portfolios of Finnish insurance
companies differ considerably in structure from the
portfolios of their counterparts in most other Euro-
pean countries. The most striking difference is the
large proportion of direct loans to customers in Fin-
land.

Apart from the TEL-relending system, this re-
flects the long undeveloped state of money and
capital markets in Finland. As also the forms of cor-
porate financing available to small and medium-
sized companies diversify, the share of direct lend-
ing to customers in insurance companies' invest-
ment portfolios is likely to diminish further. This will
not necessarily mean a reduction in corporate fi-
nancing by insurance companies. Rather, direct
lending will be converted, for example, into invest-
ments in marketable corporate debt securities. De-
velopment of a market of this kind is being hin-
dered by the lack of a domestic credit rating sys-
tem in Finland.

it has been proposed in various contexts that
insurance companies — particularly pension insur-
ance companies — should shift their investments
more towards equity-based financing. Increased fi-
nancing of this kind in the investment activity of
pension companies, particularly over the long term,
would be desirable both as regards the economy
as a whole and the employment pension system.
The main reason for the small volume of investment
in equities is that the risk-bearing capacity of pen-
sion companies with respect to depreciation in val-
ue is low because of their weak capital structure
(limited solvency margin). A more significant in-
crease in equity investment would require greater
risk-bearing capacity.

Along with the new regulations on covering un-
derwriting reserves, investments in the shares of
unlisted companies are now also eligible for use as
cover, albeit to a very limited extent. Insurance
companies have undertaken such investments by
investing in venture capital undertakings. However,
total investment of this kind amounts to only a few
hundred million markkaa.

Foreign investments (primarily in the EEA) also
qualify as cover by virtue of the new legislation. It is
clear that at least non-life and life insurance com-



Chart 3.

Insurance companies' investment portfolio, 31 December 1994 (31 December 1992)

Pension insurance companies
FIM 104.7 (95.0) billion

48 %
33 %)

24.4 %
(6.0 %)
L 433 %
(56.2 %)
6.0 %
(3.6 %)
(9.4 %)
133 %
21.5 %)
Life insurance companies
FIM 23.7 {16.5) billion
53 %
(4.3 %) 17.4 %
{23.0 %)
36.8 %
(25.9 %)
248 %
(33.7 %)

15.7 %
(13.1 %)

Non-life insurance companies
FIM 31.2 (27.2) billion

5.0 %
(3.6 %)

171 %
_(28.4 %)

245 %
(14.2 %)

248 %
(32.5 %)

28.6 %
©1.4 %)

1. TEL-relending

2. Other loans to customers

3. Real estate and real estate shares
4, Other shares and holdings

5. Bonds

6. Other

*At balance sheet values
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panies will become more active in the area of for-
eign investment. To date, investments denominated
in foreign currency have largely been made by
non-life insurance companies engaged in foreign
insurance operations. Here the aim has been to
eliminate exchange rate risk rather than active in-
vestment policy. Investments denominated in for-
eign currency totalled FIM 5.5 billion at the end of
1994. Since the underwriting reserves of most com-
panies are mainly in markkaa, there is always an
exchange rate risk involved in foreign investment,
and this reduces the willingness to make invest-
ments of this kind.

Although the Finnish capital market is undoubt-
edly small as far as major investors like insurance
companies are concerned and vulnerable, be-
cause of its small size, to wide fluctuations in val-
ues, foreign investment will probably continue to
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play a subsidiary role in the future. As financial in-
struments develop and diversify it will alsc be pos-
sible to spread risks more effectively in Finland.
Viewed as a whole, the main emphasis in the in-
vestment activity of insurance companies (includ-
ing employment pension funds) will clearly remain
on the financing of domestic business.

6 July 1995



Items

The Bank of Finland's
investment inquiry

Finnish industrial capacity increasing. Total in-
dustrial investment', which turned up in 1994, will
accelerate substantially in 1995. According to the
Bank of Finland's investment inquiry conducted in
late spring, fixed investment in manufacturing will
increase by almost 50 per cent in real terms. The
increase is clearly bigger than that indicated by the
previous inquiry, which was conducted in October-
November 1994.

The value of investment in new fixed assets will
amount to more than FIM 22 billion in manufactur-
ing and to about FIM 27 billion in total industry. The
volume of investment in 1995 will be almost at the
same level as in the latter half of the 1980s. Howev-
er, viewed against the value added in manufactur-
ing, which will be from 16 to 17 per cent higher in
1995 in real terms compared with the late 1980s,
manufacturing companies are investing less than
they did at the previous cyclical peak.

According to the inquiry, industrial firms foresee
a continuation of the favourable economic develop-
ment in 1996. The capacity utilization rate is ex-
pected to remain at a record high level — more than
90 per cent on average for manufacturing —
throughout next year. As a result, there is a need to
expand productive capacity in most sectors.

Paper industry leading the investment cycle.
According to the inquiry, investment will increase
substantially in almost all sectors in 1995. In the for-
est industries, the value of investment in the paper
industry will increase to more than FIM 8 billion and
the volume of investment will double compared
with 1994. However, new capacity will not be on
stream until 1996. In the forest industries, the in-
vestment ratio, ie the ratio of fixed investment to
value added, will rise almost to the level of the late
1980s.

In the metal and engineering industries, output
growth has been clearly faster than in manufactur-
ing on average, and companies in the metal and

' The Bank of Finland's investment inquiry covers domestic pur-
chases of new fixed assets. Purchases and sales of used capital
goods, acquisitions of building sites and land, business acquisi-
tions and investment abroad fall outside the scope of the inquiry.

engineering industries are increasing their invest-
ment for the third consecutive year. However, their
investment ratio continues to be lower than the av-
erage for the 1980s. In the metal and engineering
industries, productive capacity has been boosted,
for instance, by shift work.

In the sector 'other manufacturing', a large
share of the output of which is sold domestically, in-
vestment did not start to increase until this year. In
this sector, the volume of output also lags clearly
behind the average growth for total industry, and
continues to run below the level of the previous cy-
clical peak. According to the inquiry, investment in
‘other manufacturing' has increased by more than
one-third, but the investment ratio remains clearly
below its long-term average level.

Table 1. Annual change in the volume of
industrial fixed investment,

1994-1996, per cent

1994 1995 1996

planned
Forest industries 35 71 1
Metal and engineering industries 47 40 -7
Other manufacturing —24 36 -4
-3

MANUFACTURING 14 49
ENERGY AND WATER SUPPLY -14 0 15
TOTAL INDUSTRY (incl. mining) 6 37 0

By type of investment

Construction 16 4 -25
Machinery and equipment 2 51 7
Table 2. Capacity utilization rate in
manufacturing, semiannual,
1994-1996, per cent
1994 1995 1996
(| | | N I |
Forest industries 90 92 94 94 94 94
Metal and engineering
industries 88 92 94 93 94 94
Other manufacturing 81 83 81 83 83 84
MANUFACTURING 86 89 89 90 90 9N
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Investment in energy and water supply will
amount to about FIM 4.5 billion, remaining un-
changed in volume terms.

At the time the inquiry was conducted, compa-
nies in all sectors of industry were planning for ag-
gregate investment in 1996 at a level commensu-
rate with their investment for 19952, Taking into ac-
count the normal underestimation of investment
plans, it appears that industrial investment will con-
tinue to grow next year.

Companies' intangible investment is also
increasing. During the recession years, industries'
intangible investment declined in real terms. In
1995, the amount of intangible investment will
clearly increase®. The sectors that will spend the
most on intangible investment are electrical equip-
ment, chemicals, paper, fabricated metal products,
machinery and transport equipment.

Capacity utilization at a record high. The
rapid growth of industrial production has raised ca-
pacity utilization rates to high levels. According to
estimates, capacity utilization rates in the first half
of 1995 averaged 94 per cent in both the forest in-
dustries and the metal and engineering industries,
but in the sector ‘other manufacturing' they were
clearly lower, at 81 per cent. In all these sectors,
companies expect their capacity utilization rates to
remain unchanged or to rise slightly. In manufactur-
ing the average rate will be higher than it has been
in 20 years. :

The growing investment will increase the indus-
trial capital stock. The relatively long time required
for the realization of certain investment projects will
delay the output growth that will come from the new
capacity. Consequently, in the near future, capacity
constraints will slow down the growth of industrial
production.

2 In inquiries conducted in the spring, companies’ planned invest-
ment for the following year typically underestimates the actual vol-
ume of investment.

3 In the Bank of Finland's investment inquiry, the figures for real in-
tangible investment continue to be lower than the corresponding
figures for Statistical Finland. Therefore, the results of the Bank's
inquiry should be viewed primarily as an indicator of the trend in
intangible investment.
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Supplementary budget

The first supplementary budget for 1995 was ap-
proved by Parliament in June. It provides for some
FIM 3 billion in gross outlays and a FIM 1.8 billion
net increase in budgeted central government ex-
penditure, consisting mainly of measures designed
to stimulate the domestic economy and ease the
difficult unemployment situation. These policy
packages were agreed on when the new Govern-
ment was formed. All in all, budgeted central gov-
ernment expenditure for 1995 now totals FIM 197.7
billion.

About FIM 1.6 billion has been allocated for
promoting employment. Of this sum, FIM 0.94 bil-
lion has been earmarked for the Ministry of Labour,
more than half of which will be used for vocational
retraining and similar purposes. The rest has been
set aside for promoting employment through public
investment and capital transfers to the private sec-
tor. The number of people employed under special
labour market policy measures amounts to 125 000,
which is 20 000 more than one year earlier.

The Government is to support private and pub-
lic construction through measures amounting to
FIM 0.7 billion. These measures are expected to in-
crease fixed investment by altogether FIM 2.2 bil-

-lion. The effect on employment is estimated to be

17 000 man-years.

The supplementary budget includes direct
spending cuts of FIM 1,15 billion. These spending
cuts are part of the savings specified in the new
Government's programme. For example, child al-
lowances and financial assistance to students are
to be cut by FIM 0.5 billion and subsidies for agri-
culture and private enterprises by FIM 0.65 billion.
These austerity measures are effective from 1 July.

The FIM 1.8 billion net increase in central gov-
ernment expenditure caused by the supplementary
budget will be financed by higher-than-projected
revenue. The Government expects tax revenue to
increase by FIM 1.1 billion; eg income tax and VAT
receipts are expected to exceed the amounts bud-
geted in autumn 1994, There will be no increase in
the net borrowing requirement for 1995.



Measures concerning

monetary and foreign exchange policy
and the financial markets

SEPTEMBER

Increase in the capital of Asset Management
Company Arsenal Ltd. On 8 September, the
Government decides to raise the share capital of
Asset Management Company Arsenal Ltd by
FIM 6 billion. The capital injection is necessary to
cover losses incurred during the year.

NOVEMBER

Banks' access to the Bank of Finland's current
account and liquidity credit facilities. At the
beginning of November, the Bank of Finland
modifies the conditions governing access by
banks and other credit institutions to current
account and liquidity credit facilities at the central
bank. In addition, the partial collateralization
requirement previously imposed on intraday credit
limits is replaced by the requirement of full
collateralization.

Tax-exempt deposits.On 18 November,
Parliament approves an amendment of the law on
the tax relief of deposits and bonds whereby the
tax-exempt status of 24-month deposits is
extended to apply to deposits made up to the end
of 1995,

The Bank of Finland decides to sign the EMS
agreement without entry into the ERM. On 23
November, the Bank of Finland decides to sign the
agreements between the central banks of the EU
member states on the European Monetary System
(EMS) and Short-Term Monetary Support (STMS).
The agreements will enter into force as of the date
Finland's membership of the EU becomes
effective. The Board of the Bank of Finland also
decides to propose to the central banks of the EU
member states that the existing bilateral swap
agreements with EU central banks be terminated
with effect from the date of entry into force of the
EMS and STMS agreements.

DECEMBER

Tender rate. On 9 December, the Bank of Finland
raises its tender rate from 5.0 per cent to 5.5 per
cent. The tender rate serves as a benchmark for
short-term money market rates.

Support to Skopbank. On 21 December, the
Government grants capital support to Skopbank by
purchasing preferred capital certificates issued by
Skopbank to the total value of FIM 450 million.

1995

FEBRUARY

Tender rate. On 10 February, the Bank of Finland
raises its tender rate from 5.5 per cent to 5.75 per
cent.

MARCH

Increase in the capital of Asset Management
Company Arsenal Ltd. On 23 March, the
Government decides to raise the share capital of
Asset Management Company Arsenal Ltd by
FIM 8 billion. The capital injection is necessary to
cover losses incurred during the year.

APRIL

Long-term reference rates. On 21 April, the Bank
of Finland recommends that the three- and
five-year reference rates calculated by it should no
longer be used as reference rates for new loans.

JUNE

HELIBOR rates. As from 1 June, the method of
calculating the HELIBOR rates is revised. As a rule,
all the banks which have been accepted by the
Bank of Finland as counterparties in its money
market operations are taken into account in the
calculation; the highest and lowest rates quoted for
each maturity are omitted.
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Counterparties in the Bank of Finland's money
market operations and the instruments
employed. On 1 June 1995, the Bank of Finland
revises the criteria applied in the selection of
counterparties for its money market operations and
accords priority status to risk-free securities.
Weekly repo auctions discontinued. On 1 June
1995, the Bank of Finland discontinues the weekly
tenders (repo auctions) which it arranges for
market makers in government benchmark bonds.
Skopbank to be sold to Svenska Handelsbanken.
On the proposal of the Government Guarantee
Fund, the Government approves on 2 June 1995
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an arrangement whereby the sound parts of
Skopbank will be sold to the Swedish bank
Svenska Handelsbanken. The deal involves mainly
the parent Skopbank's good loans and guarantees
as well as the share capital of Industrialization Fund
of Finland Ltd and SKOP Finance Ltd., which are
part of the Skopbank group. Also included in the
deal are Skopbank subsidiaries Finnish Real
Estate Bank Lid and the credit card company
Aktiiviraha Oy.

Tender rate. On 9 June, the Bank of Finland

raises its tender rate from 5.75 per cent to 6.00
per cent.






Finland in brief

Land, climate and population

Finland covers an area of more than 338 000 square kilome-
fres. The total area is slowly increasing because of the
steady uplift of the land since the last glacial era. The coun-
try shares frontiers with Sweden in the west, Norway in the
north and Russia in the east and has a coastline bordered
by the Baltic Sea in the south and west. Agricultural land ac-
counts for 8 % of the total area, forest and other wooded
land for 69 % and inland waters for 10 %. Located between
latitudes 60° and 70° north, Finland has warm summers and
cold winters. Helsinki on the south coast has an average
maximum temperature of 22°C (72°F) in July and —4°C (25°F)
in February.

Finland has a population of 5098 427 (31 December
1994) and an average population density of 16.6 per
square kilometre. The largest towns are Helsinki (Helsing-
fors), the capital, with 516 100 inhabitants, Espoo (Esbo)
186 600, Tampere (Tammerfors) 179300, Vantaa (Vanda)
164 600 and Turku (Abo) 162 300.

There are two official languages: 93.1 % of the popula-
tion speaks Finnish as its mother tongue and 5.8 % Swe-
dish. There is a small Lapp population in the north. Finnish is
a member of the small Finno-Ugrian group of languages,
which also includes Estonian and Hungarian.

Form of government

Finland is a pariiamentary democracy with a republican
constitution. From the twelfth century to 1809 Finland was
part of the Kingdom of Sweden. In 1809, Finland was an-
nexed to Russia as an autonomous Grand Duchy with the
Tsar as Grand Duke. On 6 December 1917 Finland de-
clared her independence. The republican constitution
adopted in 1919 remains essentially unchanged today.

The legislative power of the country is exercised by
Parliament and the President of the Republic. The supreme
executive power is vested in the President, who is elected
for a period of six years. The President for the current term,
1March 1994 to 1 March 2000, is Mr Martti Ahtisaari.

Parliament, comprising 200 members, is elected by
universal suffrage for a period of four years. Following the
parliamentary elections of 1995, the seats of the various
parties in Parliament are distributed as follows:

Social Democratic Party 63; Centre Party 44; National
Coalition Party 39; Left Wing Alliance 22; Swedish People's
Party 12; Green League 9; Christian League 7; Progressive
Finnish Party 2; Rural Party 1; and Ecological Party 1.

Of the 18 ministerial posts in the present Government
appointed in April 1995, 7 are held by the Social Democrat-
ic Party, 5 by the National Coalition Party, 2 by the Left Wing
Alliance, 2 by the Swedish People's Party, 1 by the Green
League and 1 by an expert with no party affiliation. The
Prime Minister is Mr Paavo Lipponen of the Social Demo-
cratic Party.

Finland is divided into 455 self-governing municipali-
ties. Members of the municipal council are elected by uni-
versal suffrage for a period of four years.

International relations

Finland became a member of the BIS in 1930, the IMF in
1948, the IBRD in 1948, GATT in 1950, the UN in 1955, the
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Nordic Council in 1955, the IFC in 19586, IDA in 1960, EFTA
in 1961, the ADB in 1966, the OECD in 1969, the IDB in
1977, the AfDB in 1982, the MIGA in 1988, the Council of
Europe in 1989, the EBRD in 1991 and the EU in 1995.

Having abolished most quantitative restrictions on for-
eign trade in 1957, Finland first took part in European free
trade arrangements under the auspices of EFTA in 1961.
Imports from the USSR were also progressively freed from
customs duties. Finland's free trade agreement with the
EEC entered into force in 1974 and agreements for the re-
moval of trade barriers were concluded with several east-
ern European countries as well. The agreement on the Eu-
ropean Economic Area (EEA) between the member coun-
tries of EFTA and the European Union came into effect at the
beginning of 1994. Finland's negotiations to join the Euro-
pean Union were concluded in spring 1994. The accession
treaty was signed in Corfu in June. In autumn 1994, a con-
sultative referendum was held in which the majority of the
voters (56.9 %) were in favour of membership. The Finnish
Parliament ratified the accession treaty in November. The
accession treaty having been ratified by each Member
State, Finland became a member of the European Union on
1 January 1995. Citizens of the five Nordic countries, Den-
mark, Finland, Iceland, Norway and Sweden, have enjoyed
a common labour market, a passport union and reciprocal
social security benefits since the mid-1950s.

Finland's development cooperation programmes chan-
nel assistance via international organizations and, bilater-
ally, to a number of African, Asian and Latin American coun-
tries.

The economy

Output and employment. Of the gross domestic product of
FIM 444 billion in basic values in 1994, 3 % was generated
in agriculture and fishing, 3 % in forestry, 25 % in industry,
5 % in construction, 11 % in trade, restaurants and hotels,
9 % in transport and communications, 3 % in finance and insur-
ance, 21 % in other private services and 20 % by producers of
government services. Of total employment of 2.0 million per-
sons in 1994, 8 % were engaged in primary production, 27 % in
industry and construction and 65 % in services.

In 1994, expenditure on the gross domestic product
in purchasers' values amounted to FIM 508 billion and
was distributed as follows: net exports 6 % (exports 35.7 %,
imports -29.5 %), gross fixed capital formation 14 %, private
consumption 56% and government consumption 22 %.
Finland's tax ratio (gross taxes including compulsory em-
ployment pension contributions relative to GDP) was 47 per
cent, which is somewhat below the average for the Nordic
countries.

Average annual (compounded) growth of real GDP
was 4.7 % in the period 1950 -59, 5.0 % in 196069, 3.7 %
in 1970-79, 3.7 % in 198089 and 3.6 % in 1950-94.
Finland's GDP per capita in 1994 was USD 19 100.

Foreign trade. OECD countries absorb the bulk of Finn-
ish merchandise exports. In 1990-94, their share was, on
average, 78.3 %, of which the share of EC countries was
48.8 percentage points and that of EFTA countries 18.8
percentage points. Over the same period, Finland's ex-
ports to East European countries (including the Soviet
Union/Russia) accounted for 9.9% and the rest of the



world for 11.8 %. The regional distribution of Finland's mer-
chandise imports has been quite similar to that of exports.

In 1994, the share of forest industry products in total
merchandise exports was 36 %, the share of metal and en-
gineering products 44 % and the share of other goods 20 %.
Raw materials and intermediate goods (incl. crude oil) ac-
counted for 60 % of merchandise imports, fuels for 5 %, in-
vestment goods for 14 % and consumption goods for 20 %.

Forestresources. Finland has fairly abundant forest re-
sources, but only limited amounts of other raw materials.
The growing stock comprises 1910 million cubic metres, of
which 45 % is pine, 37 % spruce and 18 % broad-leaved
species, chiefly birch.

The annual growth increment totals 78 million cubic
metres and the total drain was about 62 million cubic me-
tresin 1994,

Energy. In 1993, gross consumption of primary energy
amounted to 30 Mtoe, of which industry accounted for
45 %, heating for 22 %, transportation for 13 % and other
purposes for 20 %. The sources of primary energy in 1993
were as follows: oil 28 %, coal 11 %, nuclear power 15 %,
hydro-electric power, peat and other indigenous sources
32 %, others 14 %. Compared internationally (1992), Fin-
land's consumption of 5.6 toe (OECD definition) per capita
was 1.7 times higher than the average in European OECD
countries. The self-sufficiency rate (including nuclear power)
in Finland was 42 %, as compared with 61 % in western Eu-
rope on average.

Finance and banking

Currency. Finland has had its own monetary system since
1865. The currency unitis the markka (plural: markkaa), ab-
breviation FIM, which is divided into 100 pennia (singular:
penni). From 1 November 1977 to 7 June 1991 the external
value of the markka was officially expressed in terms of a
trade-weighted currency index, which was permitted to
fluctuate within a prescribed range (from 30 November
1988 the range was 6 percentage points). From 7 June
1991 to 7 September 1992, the markka was pegged to the
European Currency Unit, the ECU. The fluctuation margins
and the midpoint were set so as to correspond to the fluctu-
ation margins and midpoint of the old currency index. The
midpoint was first 4.87580 (FIM/ECU). Owing to the devalu-
ation of the markka on 15 November 1991, the midpointwas
increased to 5.55841 and the fluctuation limits to 5.39166
and 5.72516. On 8 September 1992, the Bank of Finland
decided to temporarily abandon the limits of the fluctuation
range and allow the markka to float. On 13 November 1992,
the Government, on the basis of the amended Currency
Act, authorized the Bank of Finland to float the markka for an
indefinite period.

The Central Bank. The Bank of Finland (Suomen Pank-
ki — Finlands Bank), founded in 1811, operates under the
supervision of the Parliamentary Supervisory Board, the
nine members of which are entrusted with overall supervi-
sion of the Bank and certain specific decisions such as fix-
ing the Bank's base rate and the limits for other rates. The
Governor and a maximum of five other Members of the
Board are appointed by the President of the Republic. The
Board manages all affairs not expressly entrusted to the
Parliamentary Supervisory Board, including the terms of
banks' central bank finance and open market operations in
the money and foreign exchange market. The powers vest-
ed in the Bank and its independence of the Government
make the Bank of Finland one of the world's stronger central
banks. In practice, the Bank liaises closely with the Govern-
ment, so as to coordinate economic policy. The Bank of Fin-
land has a head office in Helsinki and 4 branch offices in
othertowns.

Other banks (31 December1994). Finland has three
major groups of deposit banks with a total of about 2 149
offices. There are three big commercial banks with national
branch networks and ten smaller ones. The commercial
banks have atotal of 27 foreign branches, subsidiaries and
associate banks and 31 representative offices abroad.
There are 40 savings banks and 302 cooperative banks
with their own extensive branch networks. In addition,
foreign banks have four branches and eight representative
offices in Finland.

Financial market. Of the total stock of FIM 683 billion in
outstanding domestic credit at the end of September 1994,
53 % was provided by deposit banks, 23 % by insurance
companies, 5 % by other private credit institutions, 7 % by
public financial institutions and 12 % by the state, local au-
thorities and social security funds. There are no quantitative
restrictions or interest rate limitations on lending. Regula-
tion of bank lending rates was progressively relaxed earlier
in the 1980s and finally abolished in 1986.

In the money market, 77 % of the instruments, which
totalled approximately FIM 174 billion at end-1994, were
bank certificates of deposit (including central bank paper).
Other negotiable money market instruments consist of
Treasury bills, commercial paper and local authority
paper.

There are 66 listed companies on the Helsinki Stock Ex-
change, with amarket capitalization value of FIM 181 billion
(at end-1994). Domestic bonds and debentures in circula-
tion at end-1994 totalied FIM 200 billion; government bonds
made up 47 % of the total. Turnover on the Stock Exchange
in 1994 amounted to FIM 71 billion; the share of shares and
subscription rights in the total was approximately 97 %.
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1. The balance sheet of the Bank of Finland

1.1 The balance sheet of the Bank of Finlanq, mii. rm

1994 1995
31 Dec. 7 July 14 July 21 July 31 July

ASSETS
Gold and foreign currency claims 52743 51 639 50 486 49 999 51 662
Gold 2180 1742 1742 1742 1742
Special drawing rights 1537 1270 1262 1209 1383
IMF reserve tranche 1354 1427 1409 1524 1518
ECU-claim on the European Monetary Institute . 3483 3386 3373 3361
Foreign currency claims 47 672 43717 42 687 42151 43 659
Other foreign daims 4595 4382 4392 4254 4254
Markka subscription to Finland's quota in the IMF 4595 4323 4334 4196 4196
Share in the European Monetary Institute . 58 58 58 58
Claims on financial insHivtions 2520 3859 4771 4760 4253
Liquidity credits - - - - -
Certificates of deposit 443 - - - -
Securities with repurchase commitments 1037 3019 3931 3931 3425
Term credits - - - - -
Bonds 802 602 602 591 591
Other claims on financial institutions 238 238 238 238 238
Claims on the public sector 1806 1793 1793 1793 1797
Treasury bills - - - - -
Total coinage 1806 1793 1793 1793 1797
Claims on corporations 3149 3095 3095 3095 3091
Financing of domestic deliveries (KTR) 316 240 240 240 235
Other claims on corporations 2833 2856 2856 2856 2856
Othor assels 6524 5820 5784 5715 5791
Loans for stabilizing the money market 4532 4532 4532 4532 4532
Accrued items 1832 1115 1079 1019 1092
Other assets 159 173 173 164 167
Vulvation account - 1123 1359 1656 1855
Capitalized expenditures and losses
due fo safeguarding the stability
of the money market 1400 1400 1400 1400 1400

Total 72737 73112 73081 72 672 74 104
LIABILITIES
Foreign currency liahilities 130 1020 978 1073 1071
Other foreign liabilities 5579 5277 5282 5131 5128
IMF markka accounts 4595 4323 4334 4196 4196
Allocations of special drawing rights 985 954 949 935 931
Other foreign liabilities - - - - -
Notes and coin in circulation 14315 14 461 14 422 14 426 14 544
Notes 12 675 12772 12734 12734 12 848
Coin 1640 1689 1688 1692 1696
Certificates of deposit 35236 35414 35746 35718 36982
Liabilities to financial institufions 7912 7 692 7 530 7179 7 290
Calt money deposits 1387 1046 884 533 525
Term deposits - - - - -
Minimum reserve deposits 6526 6 646 6 646 6 646 6765
Other liabilities to financial institutions - 0 0 - 0
Liabilities to the public secior 93 193 81 82 53
Cheque accounts 0 0 0 0 0
Deposits of the Government Guarantee Fund 93 192 81 82 53
Other liabilities to the public sector - - - - -
Liabilities fo corporations 1548 1210 1208 1205 1203
Deposits for investment and ship purchase 1548 1210 1208 1205 1203
Other liabilities 461 383 373 396 372
Accrued items 437 341 344 365 344
Other liabilities 24 42 29 31 28
Valuation account - - - - -
Provisions 1698 1698 1698 1698 1698
Pension provision 1329 1329 1329 1329 1329
Other provisions 369 369 369 369 369
Capital accounts 5764 5764 5764 5764 5764
Primary capital 5000 5000 5000 5000 5000
Reserve fund 764 764 764 764 764
Net earnings - - - - -

Total 72737 73112 73081 72 672 74104
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1.2 Time series for the balance sheet items of the Bank of Finland, mi. v

En‘i::l Foreign sector Publicsector
por Gold  Special IMF  ECU-claim Foreign Foreign Other Net Claims Liahil- Net
drawing reserve omthe curroncy eoxchange claims, claims Htles claims
rights irawnche Zwropean cluims reserves net {6+7) {9-10)
Monetary {(1+2+3+
Institute 4+5)
1 2 3 4 5 6 7 8 9 10 11
1990 2180 791 783 33478 37232 -1273 35960 1314 1321 -7
1991 2180 932 1136 29381 33629 - 424 33204 1375 3 1372
1992 2180 564 1732 25041 29517 -2998 26519 2446 90 2356
1993 2180 664 1747 28882 33473 -1324 32148 1788 784 1004
1994 2180 1537 1354 47672 52743 -1114 51629 1806 93 1713
1994
July 2180 645 1480 51329 55634 -1261 54373 1823 84 1739
Avg. 2180 636 1447 48794 53058 -1249 51809 1817 71 1746
Sept. 2180 618 1407 48947 53153 -1178 51975 1847 60 1787
Oct. 2180 1249 1338 48610 53377 -1139 52238 1864 115 1749
Nov. 2180 1461 1388 49154 54184 -1121 53063 1872 51 1821
Dec. 2180 1537 1354 47672 52743 -1114 51629 1806 93 1713
1995
Jan. 1742 1370 1366 3700 46627 54805 -1490 53315 1767 184 1583
Feb. 1742 1775 1326 3606 45608 54058 -1544 52514 1765 68 1697
March 1742 1616 1329 3619 45185 53492 -1149 52343 1763 68 1695
April 1742 1295 1290 3460 42535 50321 -1583 48738 1773 101 1672
May 1742 1028 1437 3481 42847 50536 -1644 48892 1772 194 1578
June 1742 1278 1425 3477 43484 51407 -1617 49790 1793 554 1239
July 1742 1383 1518 3361 43659 51662 -1945 49717 1797 53 1744
Endof Domestic finuncial sector Corporate sector
i Torm Liquidity m-l.--- Other Not Claims sp.dul Net Notes Owt-
claimson ion clalmson caims inthe : claims and standing
depesit ulll financlal {12+13+ formof amdothor (17+18) colnin CDsisswed
banks, b-n g ol instite- 14+15) special itoms, circe- bythe Bank
net tions, net fimancing net lation of Finland
12 13 14 15 16 17 18 19 20 21
1990 9411 -418 -17 401 5744 - 2665 1477 -9724 -8247 14555 0
1991 11882 -2206 -10361 5531 4 846 1086 -6854 -5768 14528 8 880
1992 3738 -550 -13165 4572 - 5405 747 -2651 -1904 14508 4 880
1993 7337 -1802 - 6398 1339 476 496 720 1216 14994 14837
1994 1480 - 1387 - 6526 1040 -5392 316 1285 1601 14315 35236
1994
July 2488 -796 - 6467 1126 — 3649 386 1081 1467 14176 35985
Avg. 4557 -2252 - 6602 1120 -3177 374 1104 1478 13922 35040
Sept. 3485 -1421 - 6550 1173 -3313 360 1124 1484 13906 36856
Oct. 1829 -945 - 7029 1111 -5034 345 1186 1531 13900 36948
Nov. 492 2026 - 6674 1094 -7113 331 1222 1553 13776 34406
Dec. 1480 -1387 - 6526 1040 -5392 316 1285 1601 14315 35236
1995
Jan. 944 -719 - 6511 1003 -5284 307 1354 1661 13592 36282
Feb. 2328 -1618 - 6521 947 - 4863 295 1447 1742 14087 36943
March 2701 -1048 -6516 937 - 3926 285 1501 1786 13846 37991
April 2922 -1124 -6798 906 -4094 273 1561 1834 14121 35448
May 2242 794 -6523 886 -4189 259 1599 1858 14270 34742
June 3019 -707 - 6646 852 -3482 244 1638 1882 14374 35555
July 3425 -525 - 6765 829 -3037 235 1653 1888 14544 36982
! Call money claims on deposit banks, net, until 2 July 1992.
2 Cash reserve deposits prior fo 1 July 1993.
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2. The Bank of Finland's operations in the money and foreign
exchange markets and the banks' forward exchange position

2.1 Banks' liquidity position 2.2 The Bank of Finland's minimum

at the Bank of Finland, mi. rm reserve system?
Averag Reserve requiremont
daily oot -C.:I:' I::::::-’ I::;::: ::‘l’i:" On ':: On reserve mill. FIM
observatiens depesits nef' ‘.'.'"'" re- d::::l'h, “.:"::' "::.l‘:"
(1-2) Hormand, % % % % Total
1 2 3 4 5
1990 806 132 674 1990 7. 17 401
1991 881 985 -103 1991 . . 4. 10361
1992 2103 437 1666 1992 . . . 5. 13165
1993 831 425 407 1993 2.0 1.5 1.0 6 398
1994 1393 10 1383 1994 20 1.5 1.0 6526
1994 1994
July 1014 0 1014 July 2.0 1.5 1.0 6 467
Avg. 2575 0 2575 Avug. 2.0 1.5 1.0 6 602
Sept. 2089 0 2089 Sept. 2.0 1.5 1.0 6550
Oct. 1442 0 1442 Oct. 2.0 1.5 1.0 7 029
Now. 2038 0 2038 Nev. 20 1.5 1.0 6674
Dee. 1160 0 1160 Dec. 2.0 1.5 1.0 6526
1995 1995
Jan. 1196 0 1196 Jan. 2.0 1.5 1.0 6511
Feb. 1210 4 1206 Feb. 2.0 1.5 1.0 6 521
March 1750 0 1750 March 2.0 1.5 1.0 6516
April 853 0 853 April 20 1.5 1.0 6798
May 833 2 831 May 20 1.5 1.0 6523
June 607 30 577 June 20 1.5 1.0 6 646
July 803 0 803 . Jely 20 1.5 1.0 6765

"Calt money credits and coll money position until 2 July 1992. *Cash reserve system priorto 1 July 1993.

2.3 The Bank of Finland's money market transactions, mi. fm

Dering Purchases Sales Moatured Money market
period of money of money money tramsactions, net

market market marke? {1-2.3)

instroments insirements instroments,
net
1 2 3 )

1990 163 326 26 379 160797 - 23850
1991 109 568 30 380 81 969 -2781
1992 76230 137 940 -60417 -1293
1993 86 521 146 899 - 50486 -9892
1994 35540 351820 -295165 -21115
1994
July 2000 34770 -29180 - 3590
Avg. 5140 35040 - 32970 3070
Sept. 590 36 860 -33510 -2760
Oct. 330 38290 -36210 -1750
Nov. 1630 35210 - 34 400 820
Dec. 1470 34 680 - 34790 1580
1995
Jan. 2580 36 050 - 31590 -1880
Feb. 3490 36 940 -34710 1260
March 4260 40 440 - 35360 - 820
April 2400 34970 - 35680 3110
May 3710 32780 - 28590 — 480
June 3060 35556 -32401 -95
July 3385 36 980 -32530 - 1065
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2.4 The Bank of Finland's transactions in convertible currencies, mi. am

Dorin, Infervention in the foreign exchange market Spot Ceniral
peor! tions gcnr-'. ment’s

'"l':o-lm 'l.pI:l. Ioir-rdmh:.e '.nldod" relgn

change in forward s, ns,
exchange position not met
1 2 3 4 ]

1991 35120 - 69940 - 14820 12 820 12 260
1992 20050 - 70640 - 1650 390 45060
1993 25120 - 45080 7 460 -6910 33240
1994 20930 -12900 9 060 - 8930 24 660
1994
June - -1350 - - 6 360
July - - 930 - - 4610
Avg. - - 4270 -2960 2990 - 530
Sept. - - 1440 2 420 - 2340 5350
Oct. 5110 -220 5070 -5090 2280
Nov. 210 - 520 770 -530 60
Dec. 1750 - 300 870 -1120 - 960
1995 _
Jan. - - 190 3290 - 3260 4360
Feb. - -90 - 280 -90 720
March - — 1440 -1710 1350 - 50
April 400 - -2650 6290 -6010
May - - - 1230 1300 - 1040
June - - -1120 1110 - 813

2.5 Forward exchange contracts between Finnish markkaa and other currencies, min. fm
Stock Finnish hanks’ forward coniracts Nen-residents’ forward The Bank

at end with Finuish of Finlund's
of With Finnish customers With foreign customers Yotal customeors forwurd
poried {excl. Finnish banks) {exel. Finunish banis) confracts
Currency Curven Net Currency Currency Net Net Currency Currency Net Net
puorchuses uloﬂ? purchases salesfo puorchuses sualesto corrency
from Fimnish from fereign from Finnish sales
Finnish  customors foreign customers Fimnish cusiomers
customers {1-2) customers (4-5) (3+6) cusiomers (8-9)
1 2 3 ) 5 6 7 8 9 10 11

1990 11609 4979 6631 21179 11079 10100 16731 237 55 183 - 6098
1991 33004 36352 -3348 40056 37505 2550 798 1404 645 759 8953
1992 39195 32939 6256 21142 32339 -11197 -494]1 1614 1929 -315 7133
1993 38373 23721 14652 14346 21895 -7548 7104 11632 2173 9459 1939
1994 51096 22093 29003 19236 32791 -13555 15448 18372 4780 13592 -6080

1994
June 411917 15124 26067 18939 25421 -6481 19586 15155 4417 10739 0
July 40536 16619 23917 17436 27166 -9730 14187 14746 4000 10746 0]

Avg. 39846 19930 19916 19572 32036 - 12464 7452 14542 3735 10807 3002
Sepl. 40197 20368 19829 18637 29261 -10624 9205 14177 3389 10788 671
Oct. 44821 19418 25403 20662 30252 -9589 15814 14945 2659 12286 - 4436
Now. 46460 21508 24952 18515 28808 -10293 14659 16058 4036 12023 -5075
Dec. 51096 22093 29003 19236 32791 -13555 15448 18372 4780 13592 - 6080

1995

Jam. 53808 22928 30880 21342 31748 -~ 10407 20473 19972 4698 15274 -9436
Feb. 54500 23006 31494 21161 36433 -15273 16221 20618 3533 17086 - 9485
March 57611 25712 31899 23283 36466 -13182 18717 20806 4775 16030 — 8055
April 57779 24331 33447 22063 33135 -11073 22374 19221 5194 14027 -4909
May 59058 24236 34822 23178 33876 —10698 24124 17363 5967 11395 -3562
Jume 56010 21745 34265 22744 36052 -13308 20957 17184 5360 11824 - 2461
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3. Rates ofinterest
3.1 Money market rates and rates applied by the Bank of Finland, percent

Average of Intorbank -
dally ob- overnight Bank of Finland
.en".'.n.n. ulio' HELIBOR rafes
1 3 6 12 Liquidity Call Base
month months months months credit men rate
rate’ deposit
rafe
1 2 3 L) 5 6 7 8
1990 10.57 13.63 13.99 14.16 14.39 15.00 4.00 8.50
1991 14.89 13.64 13.07 12.69 12.53 15.48 4.00 8.50
1992 13.32 13.49 13.27 13.08 12.96 14.90 7.41 9.17
1993 7.71 7.85 7.73 7.59 7.47 8.95 495 6.85
1994 4.38 5.11 5.35 5.78 6.33 7.11 3.11 5.27
1994
July 4.61 5.17 5.46 6.13 6.91 7.17 3.17 5.25
Avg. 3.91 5.35 5.96 6.77 7.54 7.32 3.32 5.25
Sept. 4.07 5.07 5.57 6.36 7.25 7.13 3.13 5.25
Oct. 4.10 5.07 5.39 5.82 6.69 7.08 3.08 5.25
Nov. 4.30 5.07 5.43 6.05 6.79 7.06 3.06 5.25
Dec. 4.57 541 5.70 6.18 7.02 7.38 3.38 5.25
1995
Jan, 4.43 5.50 5.85 6.32 7.14 7.50 3.50 5.25
Feb. 5.27 5.71 5.99 6.32 6.97 7.66 3.66 5.25
March 4.66 5.78 6.06 6.48 7.07 7.75 3.75 5.25
April 5.00 575 5.97 6.31 6.82 7.75 3.75 5.25
May 5.06 572 5.87 6.06 6.45 7.75 3.75 5.25
June 5.77 5.93 6.02 6.21 6.57 7.93 3.93 5.25
July 5.40 5.97 6.13 6.40 6.80 8.00 4.00 5.25
! Call money credit rate until 2 July 1992.
3.2 The Bank of Finland's liquidity facility 3.3 Weighted Eurorates and
commercial ECU interest rate, percent
The Bank Liquid- Liqeid- Call A . ECU 3 Commercial
of momey of dall currencies ECU
Fimland's credit: s d b
tonder inter- matur- Hs: vations 3months
rate, % estrate ity, infor-
margin, days esirale 1 2 3
%-~points margin,
%-points
1990 10.5 9.1 10.4
1 2 3 4 1991 10.1 8.5 9.9
1992’ 13.85 1992 +1.00 7 -3.00 1992 10.4 7.8 10.6
1993 7.87 1993 +2.00 7 -2.00 1993 8.0 6.0 8.1
1994 5.11 1994 +2.00 7 -2.00 1994 59 5.2 6.1
1994 1994 1994
July 517 July +2.00 7 -2.00 July 5.6 5.0 6.0
Avg. 5.32 Avg. +2.00 7 -2.00 Awg. 5.7 5.0 6.0
Sept. 5.13 w. +2.00 7 -2.00 S?I. 5.8 5.2 59
o 5.08 e +2.00 7 -2.00 Oect. 5.8 54 6.0
Nov. 5.06 Nov. +2.00 7 -2.00 Now. 5.8 55 5.9
Dec. 5.38 Dec. +2.00 7 -2.00 Dec. 6.1 58 6.3
1995 1995 1995
Jan. 5.50 Jan. +2.00 7 -2.00 Jan. 6.0 5.6 6.3
Feb. 5.66 Feb. +2.00 7 —-2.00 Feb. 6.0 5.6 6.1
March 5.75 March +2.00 7 -2.00 March 6.7 5.6 6.9
ril 5.75 ril +2.00 7 -2.00 ﬂl 6.3 5.3 6.4
5.75 +2.00 7 -2.00 6.2 5.2 6.3
June 5.93 June +2.00 7 -2.00 Jume 6.1 5.2 6.2
July 6.00 July +2.00 7 -2.00 July 5.9 5.2 6.1
09.06.1995 6.00

! July — December.
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3.4 Rates of interest applied by banks, percent

'A.nngo Londing Markka deposiis and other markka funding
r
Fied Now eredits ol ofwhich: meath menth  to  rereol” roveol” el
Cheque Billsof Loans New rate Com- fenx- fax- oxom [ [ i
account ox~ lending, mer- oaxem| exempl dep: on onother ommarkka
and post- change total clal dmﬁ-' deposits' max. deposits fumding funding
al gire banks rate of
crodits intorest’
1 2 3 4q 5 6 7 8 9 10 11 12
1990 1324 1562 13.33 13.85 11.84 11.6] 7.50 . 4.50 6.43 13.55 8.41
1991 1363 1588 13.40 13.84 12.08 11.80 7.50 4.50 7.10 13.22 8.97

1992 1404 1586 13.32 13.75 12.46 12.13 750 8.50 4.50 741 1284 9.14
1993 9469 1355 940 975 1020 992 350 4.50 2.00 4.78 886 6.15
1994 732 1155 713 735 8.18 791 325 425 2.00 2.99 596 4.01

1994

Jume 7.19 1170 725 744 809 788 325 425 2.00 2.89 577 3.92
July 825 11.76 758 786 814 790 325 425 2.00 3.01 585 4.03
Avg. 837 1180 781 8.04 820 797 325 425 2.00 3.05 598 4.1
Sept. 7461 1175 766 786 819 796 325 425 2.00 3.04 599 411
Oct. 826 1161 728 749 815 791 3.25 425 2.00 3.05 610 4.0
Nov. 775 1172 701 721 809 783 325 425 2.00 3.04 609 4.08
Dec. 7.62 1069 644 671 805 776 325 425 2.00 3.1 6.17  4.10

1995

Jan. 7.79 1155 722 7.40
Feb. 846 1154 729 7.50
March 840 1158 7462 7.80
April 780 1139 7.54 768
May 8.15 11.52 754 7.71
Jume 813 11.61 743 7.60

! End of period.

784 325 425 2.00 3.15 627 4.8
783 325 425 2.00 3.17 633 4.8
7.89 325 425 2.00 3.22 6.41 4.22
790 325 425 2.00 3.23 6.45 423
789 325 425 2.00 3.23 645 423
785 325 425 2.00 3.21 6.53 4.3

00 00 00 0 O 0o
AONNON— —

3.5 Yields on bonds and shares, percent

Period Bonds Shares
Reference rates Taxable Share
culculated government yleld
thse Bank of Finland bond:
3 5 5 10
years yeuars years years
1 2 3 4 5
1990 13.7 13.5 13.3 4.0
1991 12.3 12.2 11.8 . 3.9
1992 13.1 13.0 12.0 11.5' 3.1
1993 8.5 8.9 8.2 8.8 1.8
1994 8.5 9.3 8.4 9.0 1.4
1994
June 9.1 10.0 9.0 9.5 1.5
July 9.7 10.4 9.3 9.9 1.5
Avg. 10.3 11.0 10.0 10.6 1.4
Sept. 10.2 11.0 9.9 10.5 1.4
Oct. 9.5 10.5 9.4 10.1 1.5
Nov. 9.6 10.5 9.5 10.2 1.5
Dec. 9.6 10.5 9.5 10.2 1.7
1995
Jan. 9.5 10.3 9.4 10.2 1.3
Feb. 9.3 10.2 9.3 10.2 1.5
March 9.2 10.1 9.2 10.2 2.3
April 8.7 9.4 8.4 9.4 2.6
May 8.2 8.9 7.8 8.8 3.3
June 8.3 8.9 7.7 8.7 3.1

! November and December only.
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|
4. Rates of exchange
4.1 Middle rates, rm

Average New Montreal London Dublin Stockhkolm Oslo Copon- Framkfert Amster- Brussels Zurich Paris
of daily York hagen aM dam

que-

tations 1USD 1CAD 168P 1IEP 1SEK 1 NOK T DKK 1DEM 1NLG 1BEF 1CHF 1FRF

1 2 3 4 5 6 7 8 ? 10 n 12
1990 3.8233 3.277 6.808 6.325 0.6459 0.6110 0.6181 2.3664 2.1002 0.1145 2.7576 0.7024
1991 40457 3.533 7.131 6.511 0.6684 0.6236 0.6322 2.4380 2.1634 0.1184 2.8208 0.7169
1992 44835 3.706 7.875 7.636 0.7714 0.7222 0.7444 2.8769 2.5552 0.1397 3.2000 0.8486
1993 57189 4.434 8.582 8.371 0.7350 0.8059 0.8822 3.4584 3.0787 0.1655 3.8706 1.0096
1994 52184 3.824 7.982 7.799 0.6758 0.7393 0.8207 3.2169 2.8684 0.1561 3.8179 0.9406

1994

July 5.2014 3.762 8.036 7.939 0.6695 0.7573 0.8430 3.3120 2.9526 0.1607 3.9249 0.9666
Aug. 51384 3.728 7.927 7.826 0.6640 0.7490 0.8310 3.2852 2.9259 0.1594 3.8980 0.9589
Sept. 4.9691 3.669 7.767 7.667 0.6591 0.7303 0.8128 3.2038 2.8578 0.1557 3.8447 0.9367
Oct. 4.6761 3.464 7.506 7.416 0.6440 0.7061 0.7855 3.0745 2.7443 0.1494 3.6959 0.8983
Nov. 47172 3.458 7.500- 7.385 0.6418 0.7015 0.7833 3.0659 2.7353 0.1490 3.6448 0.8930
Dec. 4.8455 3.488 7.554 7.435 0.6447 0.7068 0.7864 3.0823 2.7528 0.1499 3.6450 0.8949

1995

Jan. 4.7358 3.352 7.458 7.375 0.6344 0.7071 0.7851 3.0930 2.7591 0.1501 3.6782 0.8946
Feb. 4.6433 3.315 7.300 7.256 0.6288 0.7041 0.7832 3.0913 2.7576 0.1501 3.6526 0.8889
March 43769 3.111 7.004 6.993 0.6021 0.6979 0.7770 3.1138 2.7768 0.1509 3.7378 0.8790
April 42650 3.096 6.862 6.948 0.5810 0.6889 0.7855 3.0947 2.7641 0.1505 3.7580 0.8814
May 43155 3.172 6.854 6.999 0.5919 0.6860 0.7832 3.0663 2.7390 0.1490 3.6980 0.8670
Jume 42983 3.120 6.853 7.004 0.5920 0.6891 0.7858 3.0668 2.7406 0.1493 3.7104 0.8736
July 4.2488 3.121 6.776 6.968 0.5917 0.6882 0.7852 3.0587 2.7305 0.1488 3.6755 0.8788

Average Rome Vienna Lisbon Reykjavik Madrid Athens Talllum Tekyo Mol ECU SDR

of daily howrne COIII:I.I-

::I:Ou 1 1ATS 1PTE 118K 1ESP 1GRD 1 EEK 1JPY 1AUD I‘XEII 1XDR
13 14 15 16 17 18 19 20 21 22 23

1990 0.00319 0.3363 0.0268 0.0656 0.0375 . . 0.02647 2988 4.864 5.18322

1991 0.00326 0.3464 0.0280 0.0684 0.0389 0.022 0.03008 3.152 5.003 5.52771

1992 000364 0.4088 0.0332 00778 00438 0024 0.4060 0.03546 3289 5798 6.31546
1993 0.00364 0.4916 0.0356 0.0846 0.0451 0.025 0.4323 0.05168 3.885 6.685 7.98641
1994 0.00324 04573 0.0314 0.0745 0.0390 0.021 0.4021 0.05106 3.814 6.175 7.46629

1994

July 0.00332 0.4708 0.0322 0.0759 0.0401 0.0219 0.4140 0.05276 3.821 6.329 7.57829
Avug. 0.00325 0.4669 0.0322 0.0749 0.0396 0.0217 0.4107 0.05147 3.805 6.261 7.47292
Sept. 0.00317 0.4552 0.0314 0.0731 0.0386 0.0211 0.4005 0.05029 3.684 6.113 7.27337
Oct. 0.00302 0.4369 0.0301 0.0697 0.0370 0.0207 0.3843 0.04747 3.452 5865 6.90651
Nowv. 0.00298 0.4355 0.0300 0.0699 0.0368 0.0199 0.3832 0.04813 3.559 5.838 6.93950
Dec. 0.00297 0.4379 0.0301 0.0704 0.0366 0.0199 0.3853 0.04838 3.752 5.874 7.03528

1995

Jan. 0.00294 0.4396 0.0300 0.0698 0.0357 0.0199 0.3866 0.04752 3.625 5.859 6.94337
Feb. 0.00287 0.4393 0.0299 0.0697 0.0356 0.0197 0.3864 0.04725 3.460 5.811 6.86328
March 0.00259 0.4424 0.0296 0.0680 0.0341 0.0192 0.3892 0.04833 3.216 5.700 6.72357
April 0.00249 0.4398 0.0293 0.0676 0.0343 0.0190 0.3868 0.05101 3.139 5.671 6.71986
May 0.00261 0.4360 0.0291 0.0673 0.0350 0.0189 0.3833 0.05078 3.143 5.647 6.72395
Jume 0.00262 0.4362 0.0291 0.0678 0.0353 0.0190 0.3833 0.05083 3.094 5.665 6.72042
July 0.00264 0.4349 0.0291 0.0674 0.0355 0.0189 0.3823 0.04871 3.088 5.662 6.61807
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4.2 Markka value of the ECU and currency indices

Average Markka valve of the ECU Currency indices, 1982=100
of daily FIM/ECU Trade-welghted Paymenis MERM
observa- currency index currency Index
tions index

1 2 3 4
1990 4.85697 97.3 96.8 97.3
1991 5.00580 101.4 101.4 102.8
1992 5.80140 116.4 115.7 117.3
1993 6.69420 132.4 136.1 141.8
1994 6.19108 123.2 125.8 131.8
1994
July 6.35263 125.2 127.2 133.6
Avg. 6.28705 123.8 125.8 131.9
Sept. 6.13918 121.3 122.7 128.7
Oct. 5.89314 116.5 117.2 122.6
Nov. 5.86886 116.3 117.3 122.9
Dec. 5.89101 117.0 118.8 124.2
1995
Jan. 5.87972 115.9 117.5 122.6
Feb. 5.84352 1149 116.2 121.3
March 5.76731 112.4 112.9 118.2
April 5.72937 111.2 111.1 117.4
May 5.70402 111.3 111.5 118.0
June 5.71859 111.5 111.4 117.9
July 5.71263 110.9 110.7 116.7
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5. Otherdomestic financing
5.1 Bank funding from the public, mii. Fim

End of Cheque Trans- Time Other Marika Foreigm Total Other Total
period and action deposiis dep depeosits, corrency deposits fonding funding
gire deposlis total deposits {5+6) {7+8)
deposits {(1+2+3+4)
1 2 3 4 s 6 7 8 9
1990 30953 96176 124 930 252 058 6818 258876 38835 297711

1991 33619 86442 122126 19615 261802 13151 274953 52760 327713
1992 34832 88526 114771 21218 259347 14626 273973 65557 339530
1993 36379 92357 112413 21766 262915 14883 277798 63173 340971
1994 41200 99691 108922 19838 269 650 12774 282424 44228 326 651

1994

March 38058 97847 105867 22734 264506 13201 277708 72348 350056
April 38242 98146 106 551 22748 265 687 13574 279261 75636 354897
May 41132 97145 106163 22337 266778 14281 281059 75753 356811
June 42 094 98377 105973 21679 268123 14353 282476 72209 354685
July 43 391 98775 106511 21391 270067 16517 286 584 70634 357218
Aug. 44 503 97970 107 529 20969 270970 14957 285927 64382 350309
Sept. 40588 97976 107 427 20722 266712 12839 279 551 56 424 335974
Oct. 41393 98519 107 168 20272 267 352 14479 281832 52354 334186
Nov. 42319 98059 107511 20141 268030 11895 279925 46810 326735
Dec. 41200 99691 108922 19838 269 650 12774 282424 44228 326 651

1995

Jan. 41912 100114 109274 19729 271028 11588 282616 37173 319788
Feb. 42583 103613 108069 19960 274225 12844 287 069 44259 331328
March* 43366 104067 108753 20626 276812 12769 289 581 47 289 336870

5.2 Banklending to the public, mi. rm

End of Cheoque Bllisof Loans Markka Forelgn Total
period accownt exchange londing, currency lending
and pestal tolal crediis {4+3)
giro credits (1+2+3)
1 2 3 4 5 6

1990 19152 5777 260790 285720 103134 388 853
1991 18 037 4712 262 859 285 609 107714 393323
1992 16 045 3335 252163 271 544 95168 366712
1993 14217 2223 248 406 264 846 66 931 331777
1994 13241 1301 242 /17 256 958 45138 302096
1994

March 14125 1942 247 795 263 862 61114 324976
April 13971 1759 247 095 262 825 59077 321 902
May 14 079 1736 246 531 262 345 58233 320578
June 14139 1763 245939 261 841 57756 319 597
July 14 061 1733 245 591 261 386 56128 317513
Avug. 13 859 1680 244 474 260013 53977 313990
Sept. 14 068 1642 243 874 259 584 51258 310842
Oct. 13583 1594 244191 259 368 47775 307 143
Novwv. 13274 1522 244 044 258 840 46 902 305742
Dec. 13241 1301 242 417 256 958 45138 302096
1995

Jan. 12991 1240 242 556 256 787 43726 300513
Feb. 12951 1190 242 803 256 944 42 579 299 523
March* 12818 1157 241903 © 255878 42 315 298 193
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5.3 Money supply and monetary aggregates, mii. v

lndlzfd Foreigm Domestic credit :I‘Iler "
peri assels, Clai ms, M, M,
et necentral fl::l:u‘b:i: (;.:;I) net (1+4+5)
government
1 2 3 q 5 6 7 8
1990 -82881 -19072 453720 434 648 —-85385 141524 266383 291045
1991 - 86 555 -6516 470 852 464336 -102540 130644 275241 310924
1992 - 68099 81 439 937 440018 —-97909 134829 274011 310733
1993 -25989 1848 403742 405589 -100006 141759 279595 322 408
1994* 12 844 6092 364 359 370 451 -96600 154357 286696 328 509
1994*
June - 6902 2244 389 636 391880 -100498 153365 284480 338 345
July 7 521 - 880 387 027 386147 107408 155001 286260 340 445
Avg. 4260 655 383 389 384044 101500 154836 286804 336027
Sept. 12224 —-2345 374 845 372501 -102004 151193 282721 333572
Oct. 12 826 3250 370923 374174 -103332 152568 283668 335896
Now. 12535 3611 369 603 373214 101 461 152745 284288 331096
Dec. 12 844 6092 364 359 370451 -96600 154357 286696 328 509
1995+
Jan. 153993 285771 325743
Feb. 158107 289 245 328 804
March 159897 292199 332227
April 163078 295576 331879
May 162078 294009 332 600
June 164 625 296 565 340 068
5.4 Liabilities and assets of the central government, min. rm
Endof Forelgn currency-denominaied debt Markka-denominated debt Total Owi- Cash
period 1  stand- fends
Bonds Other Total Public Other Treasury Miscella- Tofal govern- in
debt (1+2) honds long- noles neows (4+5+6+7) ment lending
term and items debt
labil- bills {3+8)
ities
1 2 3 4 5 6 7 8 L 4 10 11

1990 20917 3876 24793 23982 8263 - 32245 57038 48121 23114
1991 38703 4943 43646 31018 12208 5180 48406 92052 55165 15956
1992 100244 6143 106387 40578 13555 14762 68895 175282 61671 19781
1993 142824 12753 155577 71082 16060 22824 . 109966 265543 66439 36487
1994 160587 15975 176562 93008 17100 33153 -5945 137316 313878 66851 43012
1994
Jume 163930 11658 175588 77129 16901 24915 —-5410 113535 289123 67212 30119
July 169523 11952 181475 78286 16891 30159 — 5440 119896 301371 66642 41465
Avg. 165170 11698 176868 79587 16870 28551 -5485 119523 296391 66903 37525
Sept. 167196 12111 179307 82349 16865 31514 —5455 125273 304580 67284 41848
Oct. 160626 15042 175668 84786 16865 31666 —5487 127830 303498 67459 39910
Now. 163035 16371 179406 88690 16794 32656 —5479 132661 312067 66924 42051
Dec. 160587 15975 176562 93008 17100 33153 -5945 137316 313878 66851 43012
1995
Jan. 167765 16137 183902 96649 17080 38658 — 6019 146368 330270 67186 52460
Feb. 165516 15884 181400105442 17080 37320 -6039 153803 335203 67382 54954
March 166342 17306 183648115230 17053 38990 - 6041 165232 348880 67593 47978
April 163779 14335 178114119148 16433 41596 — 5599 171578 349692 68109 47895
May 164510 14515 179025121943 16399 40535 -5585 173292 352317 . 43954
Jume 164086 14555 178641122461 15788 36529 - 5587 169191 347832 .
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5.5 Markka bond market
A) Issues, mii.Fm

Dering Corpo- Financial Central Local Others Total
poriod rations institetions o g (1+2+3+4+8)
1 2 3 4 5 6
1990 4 640 17 891 4 420 490 1007 28 447
1991 7277 25737 11073 1320 - 45 407
1992 6984 15043 12 965 2674 4 37 671
1993 11 691 10 481 36512 2235 63 60 981
1994* 4053 9 899 31553 593 - 46 099
1994+
June 500 160 2673 48 - 3380
July 2 207 1171 - - 1380
Avg. - 1721 2410 - - 4131
Sept. - 356 4173 - - 4530
Oct. - 1042 3044 - - 4087
Novw. 400 891 4137 - - 5428
Dec. - 663 4525 - - 5187
1995*
Jan. 100 333 5109 - - 5542
Feb. 53 244 9230 - - 9526
March 354 459 10543 26 - 11382
April 1 120 3943 - - 4 064
May 22 232 3852 - - 4107
June 100 1115 2329 - - 3544

B) Stock, mir. Am

::‘II:: By sector By type of lean {1 +21:;:I4+5)
Corpo- Finandlal Centval Local Others Publicisswes Private =
rations insiliutions government? govermment placings {6+7+8)

Taxuble Taxfree
1 2 3 4 5 6 7 8 9

1990 23522 59756 28812 1756 1298 52273 22970 39902 115145

1991 26 632 76 701 35195 2766 3726 76346 18096 50578 145020

1992 26 624 82153 44 005 5238 3358 89382 13918 58078 161378

1993 32 459 73 893 73 682 6884 2009 119552 10391 58984 188927

1994* 30179 66 467 94 865 6981 953 141935 7 581 49929 199445

1994*

June 33100 68 984 78 990 7273 964 127 695 8 559 53057 189311

July 33060 68 596 80 148 7270 964 128767 8555 52716 190038

Avug. 32156 69 291 81 448 7126 964 130413 8190 52382 190985

Sept. 31217 68312 84211 7120 963 132507 7 848 51468 191823

Oct. 30278 68293 86 648 7110 953 134732 7616 50934 193282

Nowv. 30505 67 586 90 548 7 030 950 138626 7588 50405 196619

Dec. 30179 66 467 94 865 6981 953 141935 7 581 49929 199445

1995*

Jan. 29 808 66232 98 507 6879 953 145960 6946 49473 202379

Feb. 29 569 63960 107 300 6 841 933 153390 6715 48498 208 603

March 29 286 62318 117085 6 849 926 162634 6234 47 596 216 464

April 29110 61849 120406 6841 925 166 375 6223 46533 219131

May 28789 61439 123235 6 500 9218 168603 5885 46393 220881

June 28 448 61545 123754 6439 916 168118 5877 47107 221102
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C) Tumover, mit.Fm

Durin inferbank Between banks Primary dealers’ transactions in
per and customers benchmork government bends

Purchases Purchases Sales

from other from others to others

mary
dealers
1 2 3 4 5

1990 5401 6058 . .
1991 3343 29134 . . .
1992 18 383 58 757 10744 12156 13354
1993 47 803 246 104 42 945 95 647 117 489
1994 184 599 359 697 173096 150 908 176 647
1994
July 5247 13956 5081 4961 7745
Aug. 23000 22 271 22791 10728 10987
Sept. 12 393 24 397 12 307 9424 13922
Oct. 13514 29003 13 361 12 045 14 624
Now. 12 351 24 444 11742 9818 13 363
Dee. 7 842 17 304 7 531 6784 9281
1995
Jan. 8 855 30706 8 481 : 12 246 16 423
Feb. 7716 28 452 7287 10833 14 291
March 14 858 35736 11 622 14 835 19126
April 16 904 32257 14 802 12917 15353
May 12 869 39905 10 693 16 951 17 208
June 14 530 33598 12 355 14 317 14 300
July 5792 17 266 5681 7115 9 607

5.6 Helsinki Stock Exchange

A'.r-"'o Share prices Ternover', mill. FIM
:'I::-'u HEX Index (28 Dec., 1990=1000) Shares Bomds Total
vetions and and

All- By Indusiry sub- deben-

share serip- feres

index Banks Inser- Manu- Of whidh: tion

and ance facter- rights
finance oamd ing Forost Metal Com-
invest- indws~ and glom-
ment tries ongl- erales
neer-
ring
1 2 3 4 5 6 7 8 2 10

1990 1332 1263 1185 1376 1436 1282 1474 15521 4550 20071
1991 962 901 898 1003 1075 1076 1021 6 339 1315 7 655
1992 772 425 467 943 1123 1206 890 10277 15377 25654
1993 1240 608 644 1601 1695 1749 1751 46337 59977 106314
1994 1847 719 802 2464 2284 2675 3068 68671 2147 70818
1994
July 1776 688 727 2377 2253 2503 2987 3891 99 3990
Avg. 1877 647 759 2536 2 405 2742 3185 6594 134 6728
Sept. 1908 652 697 2601 2513 2738 3336 4 856 132 4988
Octl. 1917 645 714 2612 2 351 2 657 3512 7761 216 7977
Now. 1908 604 694 2617 2207 2568 3672 5629 102 5731
Dec. 1832 576 640 2524 2128 2375 3589 5100 70 5170
1998
Jan. 1869 524 598 2616 2224 2 381 3788 5582 130 5712
Feb. 1802 543 577 2512 2146 2240 3645 7016 132 7148
March 1648 509 533 2292 1905 2038 3343 5464 76 5540
April 1688 497 556 2 365 2040 2138 3408 5340 92 5432
May 1829 516 613 2 587 2072 2259 3896 5823 122 5946
June 1919 560 631 2731 2113 2154 4401 7 843 65 7 908
July 2107 526 694 3066 2289 2346 4858 7114 24 7138
' During period.
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6. Balance of payments, foreign liabilities and assets
6.1 Current account, mirem

Durin lxporll Trams- Travel Other Services Exporis Invest- Trans- Current Imporis Trans- Travel Other

peri of port receoipis urvim molpls, ol-rodl ment fersand accoumt of portex- ex- services
recoipk pis total income other receipis goods, pendi- pendi- eox-
fob (2+3+4) :Qrvi;-s income (6+7+8) cif fure tore pondl-
1+5
1 2 3 4 5 6 7 8 9 10 11 12 13

1990 99750 8347 4650 6081 19077 118827 12739 4601 136166 101967 4363 10766 9503
1991 91100 7508 5044 5636 18189 109289 10003 5336 124628 86348 3974 11089 11011
1992 105809 8643 6089 7730 22462 128272 6423 5920 140614 93187 4360 10962 13369
1993* 132550 10430 7079 9379 26888 159438 7624 6506 173567 101559 5537 9237 17008
1994* 151751 11385 6811 11275 29472 181223 9888 4919 196031 118300 5862 8194 16800

1993*

1 31016 2366 1351 2778 6495 37511 2233 1470 41215 25715 1279 2401 4445
n 32625 2646 1763 2281 6690 39315 2125 1756 43196 24818 1325 2276 4015
m 32116 2832 2203 2102 7138 39253 1622 1584 42460 23992 1444 2242 4206
v 36793 2586 1761 2218 6565 43358 1643 1695 46696 27034 1489 2319 434]
1994*

1 34382 2663 1425 2707 6795 41177 1682 1289 44149 24767 1295 1899 4213
n 38486 2902 1747 2517 7166 45652 3331 1190 50173 29458 1455 2038 3967
m 37322 3092 2076 2828 7996 45318 1998 1180 48496 28743 1549 2102 3899
v 41561 2728 1563 3223 7514 49075 2878 1260 53213 35332 1563 2154 472
1995¢

1 41956 2733 1388 3772 7893 49849 3559 1716 55124 30031 1479 2271 4717
n 46100 3042 1772 3369 8184 54284 3943 1694 59921 33400 1434 2696 4457

Derin .’ Services lnporll Invest- Trans- Cwrrent Trade 'I'r-u- Travel Other Services Goods Iwvest- Trans- Curvent

poriod expendi- ment fersand account account {3-12) services accoumt and ment fers account
fure, goodl ex- other expen- (1-10}) 2- 11) (4-13) {(20+21 um- income, and (24+25
total and pendi- ex- ditu +22) net others, +26)=
{11412 services fure pendi- (l5+ 16 ueeou-i (7-16) net (9-18)
+13)  (10+14) tore  +17) (19+23) (s-17)

14 15 16 17 18 19 20 21 22 23 24 25 26 27

1990 24632 126599 26973 9107 162680 ~2218 3984 - 6117 -3422 -5555-7772 —14234 -4506-26513
1991 26074 112421 28674 10229 151325 4752 3534-6044 -5374 -7885-3132 - 18671 -4893-26696
1992 28690 121878 30424 10347 162649 12622 4283 -4873-5639 -6228 6394 —24001 -4428-22035
1993* 31782 133341 34580 10390 178311 30991 4893 -2159 7629 -4894 26097 -26956 -3885 4744
1994* 30856 149156 31286 8596 189038 33452 5523 -1382-5525 1384 32067 -21398 -3676 6993

1993*

1 8125 33840 10137 2808 46785 5301 1087-1049-1667 -1630 3672 -7904 —1338 -5570
n 7616 32434 10493 2393 45321 7806 1322 -512-1735 -926 6881 -8368 -—637 -2124
m 7892 31884 6805 2640 41330 8124 1388 -39-2104 -755 7369 -5183 -1055 1131
N 8149 35183 7145 2549 44876 9760 1097 -558-2123 - 1584 8175 -5502 -854 1820
1994*

I 7407 32175 9345 2683 44203 9614 1368 -474-1506 -612 9002 -7663 -1393 -54
| 7460 36918 8581 1959 47457 9028 1447 -291-1450 -294 8734 -5249 -769 2716
m 7550 36293 6159 1971 44423 8580 1542 -26-107 446 9025 -4162 -791 4073
N 8438 43770 7201 1984 52954 6230 1166 -591-1498 -924 5306 -4324 -724 258
1995*

1 8467 38498 9403 3542 51443 11925 1254 -883 -945 -574 11351 -5844 1826 3681
n 8587 41987 10299 2941 55227 12700 1609 -924-1088 -403 12297 -6356 -1246 4695
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6.2 Capital and financial account, mi.am

Dwrin, Imporis of capital
perie?  Direat Portfolic investment Other investment Total
ment Shares Bonds Money Finan- Total Trade Loans Curren- Other Total ‘2)
in Of which: market clal L2+3+ eredits :yund 849+
Finland moarkka instru- deriva- 546) eposils 0+11)
donomi- menfs #
nated
bonds
1 2 3 4 5 6 7 8 9 10 11 12 13
1990 3010 376 22280 1440 -923 . 21733 1156 16635 -725 17307 34372 59115
1991 - 997 47 38751 11786 -4511 . 34287 -3987 7496 131 -9737 -6098 27192
1992 1822 397 39309 -5312 -1791 . 37915 3639 2 1690 -17415 -12084 27653
1993* 4945 12748 30353 3616 -4382 . 38719 4467 5357 -5347 -24454 19977 23687
1994* 8403 13400 21977 -5783 -1565 -65 33748 2722 647 -232 -1160 1977 44128
1993*
1 439 1405 15542 320 -2314 . 14632 1900 7326 901 -8593 1533 16604
|| 927 1515 16269 3420 -1348 . 16435 -196 815 -1268 -6612 -7261 10101
m 631 6529 2267 2523 -2755 . 6041 -836 -1495 1671 -8143 -8803 -2131
v 2948 3300 -3725 -2646 2036 . 1611 3599 -1289 -6650 -1106 -5446 -887
1994*
1 3893 4389 4669 526 -1587 31 7501 -908 -3980 772 6 687 2572 13966
n 3061 2404 5341 -3808 3118 268 11132 -868 1312 -1748 -3078 -4383 9810
m 2362 5181 16528 783 -2253 -383 19073 177 - 1363 964 -5534 -5756 15679
1) -913 1426 -4562 -3283 -843 20 -3958 4321 4678 -220 765 9544 4673
1995+
1 2718 406 -1530 -3092 -1976 234 -2866 -2113 —-499 9 8544 5940 5792
n -1081 3099 -10282 -4126 -707 633 -7257 410 -3344 -766 -1287 -4987-13324
Duri Exports of capital Errors Change
per and in
Dired Portfolio Invesiment Other invesiment Total omis- ceniral
] ‘I4+ sions bamk's
ment Shares Bonds Momey Finan- Tolal Trade Louns Cuerren- Other Total 9+24) reserve
abroad market dal 15+ 16+ credits ?u-d ;20+2I+ assels
instre~ deori- 17+18}) epo- 2+23) {in-
menis vatives sits creuse-)
14 158 16 17 18 19 20 21 22 23 24 25 26 27
1990 10353 2 575 1171 . 1748-1565 2953 935 -3480 - 1157 10944 -6240-15417
1991 - 501 - 369 -3 1499 . 1128 -726 2341 1054 6587 9256 9883 2012 7375
1992 -3372 46 321 2748 . 3115 3634 3409 3745 3259 14048 13790-1008 9180
1993* 8050 873 767 1932 . 3571 1923 -839-6063 14698 9720 21341 3617 -1219
1994* 20887 -43 -4702 -859-276-5881 2435-7460 185 5826 2657 17664 —7952-25504
1993*
1 614 158 2823 -577 . 2404 1623 -726 -1516 15515 14896 17914 1294 5586
n 709 2 -1095 -972 . —2065 518 -185 247 -3766 —3186 - 4543 -1836- 10684
m - 845 77 -841 3975 . 3211 -190-1008 1514 9514 9829 12195 2177 11019
v 7572 636 -120 -494 . 21 -28 1081 -6308 -6564-11819 -4226 1982 -7141
1994+
1 5378 43 - 662 211-201 -609-1294 - 1849 2612 -5814 -6345 - 1576 -5209-10279
n 5506 -68 -3273 -4446 -27 -7814 1735-2625 -460 6191 4841 2533 180-10172
m 4500 -18 -1173 420 -52 -824 -414 -251 -268 9847 8914 12590 -3241 -3921
v 5503 0 407 2956 4 3367 2408 -2734 -28 -4399 -4753 4117 318 -1132
1995*
] 1735 -217 1609 -2244 -98 -950 983 -1210-2174 11503 9103 9887 2105 -1691
3 || 1531 177 -323 -3138 81 -3203 2157 -341 -477 -7399 -6060 -7732 -390 1288

Bulletin 8 95 $15



6.3 Finland's international investment position, mi. rm

Position Liabilities
at
ondof  Direct Portfolic investment Other investment Total
poried investi- liabilities
ment Shares Bounds Momey Finan- Total Trade Louns Currem- Other Total (1+7+12)
in Of which: market cial (2+3+ credits cyand (8+9+
Finlaud markka instre- deriva- 5+6) depo- 10+11)
denomi- ments tives sHs
nated
bonds
1 2 3 4 5 6 7 8 9 10 11 12 13
1990 18651 5052 95530 6385 23856 . 124438 13915 51937 7969 89662 163483 306572
1991 17443 4149 141055 19036 22079 . 167283 9532 68892 8555 84036 171015 355741
1992 19348 5138 211361 14366 19391 . 235889 13305 78330 11880 78804 182320 437557
1993* 24391 30375 263864 26288 14995 -6103 303131 18206 93124 4025 54188 169543 497064
1994* 32173 60558 256275 21028 10450 - 6877 320406 20527 84826 3430 46566 155350 507929
1993*
1 19812 8121 253159 16281 17007 .. 278287 15193 96786 13135 76093 201207 499306
n 20763 11901 254886 21118 15573 . 282360 14897 93408 11461 67494 187260 490383
m 21418 22725 265540 23460 13090 . 301355 14091 95327 13276 61106 183799 506573
v 24391 30375 263864 26288 14995 -6103 303131 18206 93124 4025 54188 169543 497064
1994*
I 27791 39079 266672 28950 12244 8855 309140 17116 87372 4724 58746 167958 504 889
|| 30864 42719 269689 22831 15286 -8809 318885 16230 88589 2964 55420 163203 512952
m 33131 56036 269901 24895 11909 -7591 330255 16277 81907 3752 47152 149088 512474
v 32173 60558 256275 21028 10450 - 6877 320406 20527 84826 3430 46566 155350 507 929
1995+
1 34772 53488 252116 19837 7222 -7526 305300 18199 82765 3369 53418 157751 497824
H 33653 79430 240801 16203 5965 -8329 317867 18576 78969 2580 51237 151362 502882
Position Assols
at Direct Porifolio investment Other invesiment Totul
ond of invest- assels
period ment Shares Bomnds Money Finan- Toial Trade Loaus Corron- Other Tetal {14+
ubread market dal (13+16+ credils cy and (20+21+ 19+24)
instro-  derlva- 17+18) depo- 22+23)
menis  fives shts
14 15 16 17 18 19 20 21 22 23 24 25
1990 40800 762 6447 2173 9383 16549 24825 5726 65754 112854 163037
1991 44823 426 7004 4154 11584 16388 28504 7647 72498 125037 181444
1992 44921 469 8697 7917 . 17083 21389 35251 12665 76647 145952 207955
1993* 53090 1285 10706 11028 446 23465 26350 35981 5701 88579 156611 233166
1994* 67314 1034 4751 9115 487 15388 26678 24847 7055 106465 165046 247748
1993* ’
1 51575 676 11952 7766 20394 23664 36976 12275 92392 165307 237277
1l 47722 671 10801 6627 18099 23888 34148 12159 97321 167516 233337
m 48332 759 10074 10689 . 21522 23857 34208 13929 98044 170039 239893
1) 53090 1285 10706 11028 446 23465 26350 35981 5701 88579 156611 233166
1994* 4
1 57925 1236 9576 10910 622 22343 24718 32788 8107 90621 156234 236 502
H 63578 1146 5953 6338 550 13987 26392 29981 7449 105988 169811 247376
m 65251 1055 4311 6087 561 12014 24682 28350 6955 112579 172566 249831
v 67314 1034 4751 9115 487 15388 26678 24847 7055 106465 165046 247748
1995+ )
1 68416 672 5485 5768 119 12044 27850 22692 4989 115389 170920 251380
[ {] -69 090 850 5407 2507 114 8878 29797 22175 4562 105126 161660 239627
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6.4 Finland's net international investment position (liabilities less assets), by sector, mii.Fm

Position Corporate Banks Bank of Other Central Local Net Nelinter- Netintor-
at sector Finland financial govern- gover- (1+2+3+ estond estand
end of institutions ment ment 44+5+6) dividend dividend
period expendi- expendi-
tore turein
relation fo
current
account
receipts, %
1 2 3 4 5 6 7 8 9
1990 34853 110111 -36700 9910 24751 610 143535 13130 9.7
1991 28483 107434 -34046 18 960 52748 719 174 298 15671 12.7
1992 30 501 82343 -27546 28283 113674 2347 229 602 19011 13.6
1993* 51 382 45658 -33279 29737 167 444 2956 263 898 20410 11.9
1994* 74111 31978 -52606 21194 182517 2 987 260 182 19 498 10.2
1993*
1 35201 65514 27782 29660 156 500 2937 262 029 6269 15.2
n 37 584 61511 -37288 27269 165160 2810 257 046 6731 15.6
m 45 851 44 622 -27 318 27224 173332 2967 266 680 3546 8.4
v 51382 45658 -33279 29737 167 444 2956 263 898 3865 8.3
1994+
I 59 637 51321 -42504 27 617 169083 3233 268 387 7188 16.3
n 58 444 50407 -52617 24973 181120 3248 265576 4774 9.5
m 69 660 32687 -52998 23923 186302 3069 262 643 3687 7.6
v 74111 31978 -52606 21194 182517 2987 260182 3849 7.2
1995*
1 66204 21435 -53298 20046 189003 3053 246 444 5619 10.2
[]] 87410 25085 -50742 19026 179276 3199 263 255 6131 10.2
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7. Foreigntrade

7.1 Exports, imports and 7.2 Foreign trade: indices of volume, unit value and
the trade balance, mii. em terms of trade, 19s0-100
i A 'y | .'
:::II:: ixr::ll Inpdo'm lﬂc_l;n;e Period Vo Unitvalwe 'I':r"-‘s.
Exporis Imports Exporis Imports
1 2 3 1 2 3 4 5

1990 101327 103027 1700 1990 125 138 154 128 120
1991 92842 87744 5098 1991 114 115 154 131 118
1992 107463 94947 12516 1992 124 12 164 145 13
1993 134112 103167 30945 1993 147 109 172 163 106
1994* 153859 120200 33659 1994+ 166 130 175 158 m
1994* 1992
June 13305 9 599 3706 m 117 102 163 142 115
July 13131 9179 3952 v 133 116 171 154 111
Avg. 11557 9884 1673
Sept. 13165 10162 3003 1993
Oct. 13397 10087 3310 i 135 108 176 165 106
Nov. 13982 10968 3014 143 105 174 165 105
Dec.' 14713 14757 —44

m 141 101 174 165 105
1995 v 165 116 170 161 105
Jan. 12956 7931 5025
Feb. 13700 10400 3300 1994*
March 15300 11700 3600 1 155 107 170 161 106
April 15000 10600 4400 n 168 129 175 158 m
June 16300 10800 5500 IV 180 156 176 158 112

' See Notes and explanations to the statistical section.

7.3 Foreign trade by main groups, mi. aim

""5"'! Experis by indusiries, fob Imporis by wse of goods, cif
i Weod Paper Chemical Melaland Other Roaw Crude o-l& Finished goods Other
Indusiry industry indusiry onlglnoorin. goods walerials fuelsa good
products prod product: ndustry (excl.  lwbricomis | ¢
products crude ofl) goods goods
1 2 3 4 5 6 7 8 9 10

1990 7811 31658 9540 35493 16825 49210 9829 19364 23888 736
1991 6984 29695 10539 29188 16436 42505 9399 13973 21195 672
1992 7892 32587 12172 35741 19071 49514 9745 13348 20826 1514
1993 10910 37430 14205 48158 23409 54792 10904 15396 21066 1009
1994* 14114 41300 15639 55558 27248 65899 11628 17147 24606 920

1994*
Jan. 980 3012 1295 4308 2286 4538 698 1205 1821 60
Feb. 1018 3060 1060 3741 2029 4229 608 925 1621 33

March 1026 3623 1248 4061 2166 5198 752 1314 2206 45
April 1165 3487 1156 4338 2197 4823 968 1662 1913 49

May 1431 3506 1511 4538 2371 6075 1290 1317 2232 i5
June 1318 3358 1289 4882 2458 5513 867 1192 1950 77
July 1015 3287 1315 5802 1712 4823 955 1227 1792 382
Avg. 935 3437 1258 3816 2111 5419 1029 1386 2031 19
Sept. 1313 3586 1354 4320 2592 5656 1054 1384 2027 41
Oct. 1268 3566 1313 4937 2313 5645 803 1485 2051 103
Nov. 1357 3719 1453 4968 2 485 6191 1012 1557 2180 28
Dec. 1290 3662 1400 5883 2478 7790 1597 2492 2783 95
1995*

Jan. 1203 4133 1171 4464 1985 4796 377 1113 1557 88
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7.4 Foreign trade by regions and countries

toglon and Exports, fob , Imports, cif
1994°* 1995* 1994° 1995 *
Janwary Jamuary
MIIL. FIm Por::::go Mill. FIM mm Mill. FIm P.r:i.o:::go M. FIM ‘m.nl':::
Trondien hosding
lh?w%m Ii'o.;l'-:‘viou
year yeur
1 2 3 4q 5 6 7 8
All OECD countries 115277 74.9 . .. 93014 77.4 . .
OECD Europe 97 873 63.6 8352 11.0 74 466 62.0 5219 2.0
Of which:
Austria 1597 1.0 137 28.5 1347 1.1 97 11.9
Belgium and
Luxembourg 3457 22 468 59.5 3284 27 277 -0.1
Denmark 5283 3.4 445 - 20.1 3661 3.0 258 -1.7
France 7774 5.1 620 7.9 4902 4.1 362 -1.8
Germany 20 662 13.4 1724 12.0 17713 14.7 1304 10.5
Italy 4591 3.0 573 73.7 4 660 3.9 299 10.0
Netherlands 7 866 5.1 668 -28 4339 3.6 349 14.7
Norway 4862 3.2 377 0.8 5745 4.8 332 -28.1
Spain 3547 2.3 385 56.3 1576 1.3 111 -25.5
Sweden 16818 10.9 1116 -78 12522 10.4 963 16.8
Switzerland 2325 1.5 184 -29 2105 1.8 132 -9.0
United Kingdom 15907 10.3 1419 26.2 10 004 8.3 570 -9.0
Other OECD 17 404 11.3 . . 18 548 15.4
Of which:
Canada 1031 0.7 72 1.8 837 0.7 55 - 147
Japan 3174 2.1 276 491 7 809 6.5 442 -23.7
United States 11033 7.2 861 16.7 9163 7.6 561 -14.7
Non=-OECD Evropean
countries 18 428 12.0 1206 -165 14970 12.5 837 -50
Of which:
Russia 7994 5.2 496 347 10 661 8.9 624 —-4.4
Other countries 20154 13.1 . . 12216 10.2
Of which:
OPEC countries 2446 1.6 . . 590 0.5
TOTAL 153859 100.0 12 956 9.0 120 200 100.0 7931 -4.6
Of which:
EC countries 71 489 46.5 7 898 15.2 52 447 43.6 4823 7.4
EFTA countfries 25725 16.7 578 1.7 21812 18.1 464 -24.0
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8. Domestic economic developments
8.1 Supply and use of resources, mir. fim, 1990 prices (seasonally adjusted figures)

[ L] Fixed

Period .?.'.'.',".':F...‘.': investoaent i::;ﬁ ::::.:: Exporis  Imporis (‘f:r.)
incl. statistical  (1+2+3+4+5)
Private Public Private Public discrepancy

1 2 3 4 5 6 7 8 9
1990 269754 108535 121858 17286 5769 523202 118828 126600 515430
1991 260031 111256 93722 17243 — 2451 479 801 110965 111755 479011
1992 247363 108799 75338 16899 4534 452933 122059 112989 462003
1993 240177 103028 60638 13890 10131 427864 142459 113752 456571
1994* 244493 102385 60362 12519 23113 442872 160294 128104 475062
1992
v 611867 269777 164477 4272 24557 111 337" 315127 279827 114867"
1993
1 60030 25941 16011 3619 2576 108177 34749 29706 113220
1] 59750 25846 15491 3390 826 105 303 34402 26843 112862
] ]] 59814 25778 14666 3574 3277 107 109 36273 28642 114740
v 60583 25463 14470 3307 3452 107 275 37035 28561 115749
1994*
1 60928 25418 14588 3271 1984 106 189 37782 28299 115672
n 60600 25551 14542 3191 5376 109 260 39982 30971 118271
m 61062 25500 15483 3 049 6879 111973 41053 32892 120134
v 61903 25916 15749 3008 8874 115450 41477 35942 120985
1995+
1 62880 25312 16156 2951 7 082 114 381 43409 35004 122786
8.2 Volume of industrial pr oduction, 1990=100 (seasonally adjusted figures)
Period Total Mining and Manv- Wood and Metal and Other Energy

indusiry quarrying factering paper emgineering manu- and water
industries indusiries factwring sepply
{100.0) (1.3) (89.6) (16.8) (31.3) (41.5) (9.1)
1 2 3 4 5 6 7

1990 100.2 99.8 100.2 100.1 100.4 100.1 100.0
1991 91.2 91.3 89.9 91.5 85.6 92.6 103.6
1992 92.4 88.4 91.4 94.6 91.1 90.2 103.0
1993* 97.4 86.1 96.4 104.5 99.7 90.8 107.9
1994+ 107.9 111.9 107.1 114.4 118.5 95.4 115.6
1994*
May 108.0 101.6 106.0 114.0 115.7 96.6 116.3
June 107.9 120.7 107.2 115.0 116.0 97.0 118.0
July 108.5 182.1 106.6 117.3 113.6 96.7 114.7
Avug. 109.0 166.7 107.2 115.2 118.8 95.6 122.6
Sept. 111.4 123.8 111.0 116.0 129.6 96.7 117.5
Oct. 112.6 104.8 112.7 116.7 131.1 97.4 113.8
Nov. 112.5 99.9 112.9 114.9 133.7 97.5 110.7
Dec. 111.5 86.6 111.7 118.2 129.0 95.7 112.9
1995*
Jan. 123.5 79.1 114.0 118.5 131.4 97.2 113.8
Feb. 114.1 87.6 1155 120.6 134.2 99.7 105.5
March 117.0 96.0 118.2 120.3 137.1 100.4 111.1
April 114.9 94.3 115.4 118.7 136.9 97.7 114.9
May 118.2 56.3 17.7 119.8 145.9 97.0 117.6
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8.3 Indicators of domestic supply and demand, 1985=100 (seasonally acjusted figures)

Period Vol of Vol of Vel of Of which: Imports of Monthly

wholesale retall uction i indicator

trade frade of buildings Residential Industrial Other goods of GDP
bulldings bulldings buildings
1 2 3 4 5 6 7 8

1990 119.9 111.6 127.3 124.8 161.7 122.1 144.6 117.5
1991 99.4 103.5 103.9 94.4 127.7 109.9 102.1 110.3
1992 87.2 92.9 79.5 73.8 76.2 87.5 84.5 107.0
1993+ 82.5 87.6 59.5 60.5 52.9 59.8 83.2 105.5
1994+ 87.6 89.3 52.6 55.1 56.2 47.6 97.3 109.9
1994+
April 82.5 86.8 - . . . . 109.6
May 89.5 90.2 . . . . . 110.4
June 88.0 89.4 . . . .. . 109.2
July 87.0 86.9 . . . . . 109.3
Avug. 90.8 89.2 . . .. . . 110.0
Sept. 90.8 90.9 . . - . . 110.8
Oct. 89.3 88.9 . . . . . 111.8
Nov. 91.8 89.7 . . . . . 111.8
Dec. 90.4 91.1 . . .. . . 112.5
1994*
I 83.5 89.3 53.9 59.1 40.3 50.4 73.8 107.5
n 86.7 88.8 50.2 54.5 51.1 44.4 97.8 109.8
[ 1] 89.5 89.0 53.4 522 66.8 47.6 84.4 110.0
v 90.5 89.9 52.7 48.9 66.4 48.2 132.9 112.1
1995*
Jan. 90.1 93.4 . .- . . . 114.4
Feb. 91.1 93.4 . . . . . 114.2
March 89.4 91.5 . . . .. . 115.9
April 84.9 90.5 . . . .. . 114.8
1995*
1 90.2 92.8 .. . . . . 114.8
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8.4 Wages and prices, 1990=100

Period Index Con- Imdica- Basic Produc- Bymarketing Building
of wage By seclors sumer forof price By origin er price area cost
and price  wnder- index —— ———  index index
salary Private Public | index lying for Domes- Impori- for Expori- Home
earnings Of which: infla- domestic tie od mane- ed market
Manwfac- tion sepply goods goods foc- goods goods
toring turing
(SIC3)
1 2 3 4 5 6 7 8 9 10 11 12 13
1990 1000 100.0 100.0 1000 100.0 1000 1000 100.0 1000 1000 1000 100.0 100.0
1991 1064 1064 106.1 1064 1043 104.1  100.0 99.8 100.8 99.4 98.5 99.8 1022
1992 1084 1081 1083 1090 1074 107.1  101.4 99.5 1085 101.6 1027 1011 1004
1993' 1092 1088 1100 1101 109.7 109.9 1048 100.8 1193 1055 109.2 1039 100.7
1994' 1115 1116 1150 1114 1109 1114 1062 1028 118.7 1071 110.Y 1058 1022
1994
May 110.3 1113 1058 1022 119.1 1064 109.0 1052 101.9
June 111.3 1113 1061 1025 119.5 1070 1103 1056 1022
July 111.4 1115 106.6 103.1 1193 1077 1109 1063 1021
Avg. 111.6 111.7 1068 1033 1195 1082 1120 1065 1024
Sept. 111.8 1120 107.0 103.7 1193 1084 1120 1068 1025
Oct. 111.9 1121 1071 1040 1182 1084 111.0 1073 1029
Now. 111.6 1117 1071 1041 1185 1084 111.3 1072 1029
Dec. ms 111.7 1072 1043 1180 1087 1115 1074 1028
1994
1 1106 1105 1132 1109 109.7 110.7 1051 101.6 1178 1056 1086 1043 1016
n 1112 1113 1146 1112 1106 111.3 1059 1023 1193 1064 109.1 1052 101.9
m 111.6 1117 1153 1114 1116 111.7 1068 103.4 1194  108.1 111.6 1065 1023
v 1125 1129 1169 1119 1117 1118 107.1  104.1 1182 1085 1113 1073 1029
1995
Jan. 111.4 1108 107.0 104.1 1178 109.1 1132 1073 1032
Feb. 111.8 1115 1075 1042 1195 1095 1147 1072 1036
March 111.8 1114 1075 1044 1191 1094 1146 107.1 1035
April 119 1115 1080 1049 1192 110.1 1160 1075 1037
May 1120 . 1083 1052 1195 1108 1176 1078 103.6
1995'
1 1146 1157 1218 1130 1117 1112 1073 1042 1188~ 109.3 1142 1072 1034

! Preliminary figures for columns 1-4.

$22 Bulfetin 8 * 95



8.5 Labour, employment and unemployment (seasonally adjusted figures)

Perlod I'.b.:' I','..’::' "r'-'l. By indesirial stutus By industry :":.".'i pluc.;:::n
partici- ment rate
pation {4+5) Self- Vlu? and ri- Industry Con- _ Service

rate = employed sulary culture struction industries
ameong (6+7+8+9) earners and
15-74 forestry
yearolds
% 1000 persons %
1 2 3 4q 5 6 7 8 9 10 11

1990 68.4 2556 2467 360 2108 207 556 205 1500 88 3.4

1991 67.4 2533 2340 340 2000 197 502 179 1461 193 7.6

1992 66.1 2502 2174 325 1849 188 454 150 1382 328 13.1

1993 653 2484 2041 312 1729 173 423 124 1319 444 17.9

1994 648 2480 2024 312 1712 167 426 113 1317 456 18.4

1994

May 647 2475 2018 307 1711 166 421 117 1315 457 18.5

June 6438 2480 2026 312 1715 171 420 105 1330 454 18.3

July 64.5 2470 2008 302 1707 165 422 120 1302 461 18.7

Avg. 646 2472 2027 308 1719 168 431 114 1314 445 18.0

Sept. 65.1 2493 2041 317 1724 170 441 113 1317 452 18.1

Oct. 64.8 2483 2040 307 1734 161 435 121 1323 443 17.8

Nov. 64.6 2475 2037 310 1728 167 433 112 1325 437 17.7

Dec. 649 2486 2049 310 1740 164 438 118 1329 437 17.6

1995

Jan. 64.8 2484 2046 309 1738 163 444 123 1316 438 17.6

Feb. 645 2473 2048 298 1750 164 433 119 1331 425 17.2

March 64.9 2488 2069 301 1768 162 454 124 1329 419 16.9

April 653 2504 2069 298 1770 162 458 123 1326 436 17.4

May 654 2511 2070 315 1754 165 454 116 1335 441 17.6
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8.6 Central government finances: revenue, expenditure and financial balance,
mill. FIM, cash flow basis

Durlin Revenue Expenditure
v
pe Direct Indirect Other Other Rev- Redemp- Re € P Trans-
taxes  taxes tuxesand revenve enve tioms before tion fers and Of which:
simifar before of borrowing sub-
revenue financial loans {5+6) sidies Lecal Otherdo-
frans- granted govern- mestic

actions by the ment seclors
{1+243+4) siafe

1 2 3 4 5 6 7 8 9 10 11

1990 42611 77364 953 18423 139351 4260 143611 41535 81190 37646 40313
1991 41054 73251 1136 19182 134624 4442 139069 45085 101220 42297 55160
1992 34312 69541 1512 21251 126616 5054 131669 49291 105184 42990 59180
1993 31667 67291 1443 28823 129224 7366 136593 46880 108608 42720 63535
1994 34588 68124 1792 24095 128599 7308 135900 48750 108155 40388 65519

1994

April 2374 5134 100 1945 9553 208 9759 3320 9049 3849 5068
May 2567 5970 98 2717 11352 241 11592 3633 8999 3684 5166
June 2786 5511 524 1977 10798 1503 12300 4654 9930 3725 6028
July 3059 5980 237 1756 11032 898 11929 4200 8475 3195 5083
Avg. 2915 6837 138 1336 11226 198 11424 3046 8170 3115 4806
Sept. 2671 5289 127 1489 9576 81 9658 3866 8399 3147 5182
Oct. 2736 5834 101 1243 9914 228 10141 3859 11109 3138 7867
Nov. 2632 5608 72 1956 10268 975 11243 4013 8368 3164 5009
Dec. 3490 5710 113 3766 13079 484 13563 7273 7912 3648 3942

1995
Jan. 2850 6369 80 1059 10358 31 10388 3190 9872 3099 5712
Feb. -924 6038 93 3238 8 445 62 8507 4109 7744 3020 4092

March 4153 3485 30 2688 10356 171 10528 4627 11724 3410 8061
April 3055 5675 59 3621 12410 2738 15147 4162 10804 4578 5480

D::ii- Expenditure Fii ial balance
P Fixed Other ix{.-dll-n Lending iture Rev- Ne? Net Cash
k xpondi- i and other re enue bor- bor- sur-
ment tere financlal financlal redemptions sur- rowing rowing plus
dlons 1§ t ofstate debt ples wirement (18+19)
(8+9+ (14+18)  (5-14) 7-16)
12+13)
12 13 14 15 16 17 18 19 20
1990 5962 4927 133614 9319 142 934 5737 678 1201 1879

1991 5370 6368 158 044 13328 171372 -23420 -32304 25659 6645
1992 5042 8 499 168016 35501 203516 41400 -71847 70691 -1155
1993 4306 18076 177870 19753 197 623 -48646 —61030 84036 23009
1994 3737 22229 182871 17886 200760 54272 - 64860 73193 8336

1994

April 227 2081 14 677 1434 16112 -5124 -6353 789 —5563
May 257 1438 14 327 717 15045 -2975 3453 9209 5756
June 342 2424 17 350 663 18013 -6552 -5713 13 429 7716
July 353 1181 14 209 365 14575 -3177 -2646 14635 11990
Avg. 298 1216 12730 633 13363 -1504 -1939 -1348 -3287
Sept. 321 1748 14 334 6490 20824 4758 -11166 13203 2037
Oct. 314 1705 16 987 555 17 541 -7073 -7400 4430 -2969
Nov. 344 1060 13785 587 14372 -3517 -3129 5473 2 344
Dec. 625 1718 17 528 2155 19683 4449 -6120 5236 - 884
1995

Jan. 180 4018 17 260 407 17668 -6902 -7280 13 669 6 389
Feb. 244 1367 13 464 647 14111 -5019 -5604 9435 3832
March 187 3601 20139 443 20583 -9783 -10055 12242 2186
April 158 2007 17131 7292 24423 -4720 -9276 2225 -7051
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1
Notes and explanations to the statistical section

General

Source
Unless otherwise stated, the source or compiler of figures is
the Bank of Finland.

Symbols used
*  Preliminary
r Revised

0 Lessthan half the final digit shown
. Logically impossible

.. Datanotavailable

— Nil

S Affected by strike

_ Breakinseries

Owing torounding of figures, the sum of the individual items
in the tables may differ from the total shown.

Notes and explanations to tables

1 The balance sheet of
the Bank of Finland

Table 1.2 Domestic financial sector. Term claims on deposit
banks, net (Column 12) = bank certificates of deposit held
by the Bank of Finland + securities with repurchase com-
mitments + term credits — term deposits. Liquidity position
of deposit banks (Column 13): see explanationto Table 2.1.
Other claims on financial institutions, net (Column 15) = till-
money credits to deposit banks (until May 1993) + bonds +
other claims on financial institutions — other liabilities to fi-
nancial institutions.

2 The Bank of Finland's operations

in the money and foreign exchange
markets and the banks' forward
exchange position

Table 2.1 Banks with access to central bank financing can
make call money deposits with the Bank of Finland without
limit. They can also obtain liquidity credit with a maturity of
1 day, 7 days, 14 days, 21 days or 28 days. The maturity is
determined by the Bank of Finland.

Table 2.2 The minimum reserve requirement is report-
ed for the month by the end of which the deposit must be
made with the Bank of Finland. The requirement is deter-
mined on the basis of the reserve base for the previous
month. No interest is paid on minimum reserve deposits.

Table 2.3 Money market instruments are the instru-
ments used by the Bank of Finland in its money market op-
erations. Matured money market instruments, net, com-
prise both instruments purchased and sold. Money market
transactions are recorded according to trade dates.

Table 2.4 Foreign exchange transactions are recorded
according to trade dates. In addition to spot transactions
(Columns 1, 2, 4 and 5) the Bank of Finland's foreign ex-
change reserves are affected by interest payment and by
changes in both the prices of securities and exchange
rates. Spot transactions related to forward contracts
(Column 4) refer to the combined effects on the foreign ex-
change reserves of forward transactions in the form of

swaps and maturing forward transactions. The central gov-
ernment's foreign exchange transactions (Column 5) com-
prise transactions related to drawings and redemptions of
government loans and associated interest payments.

Table 2.5 The markka value of forward contracts is
given.

3 Rates of interest

Table 3.1 The interbank overnight rate (Column 1) is
weighted using amounts of interbank deposits as weights.
Since 1 June 1995, HELIBOR rates (Helsinki Interbank
Offered Rate) (Columns 2—5 ) have been calculaied on the
basis of the bid rates (offered rates for funds) quoted for
their own certificates of deposit by all the banks that have
been accepted by the Bank of Finland as counterparties in
money market operations. An additional condition is that a
bank gives regular quotations. The highest and lowest rates
quoted for each maturity are omitted and an arithmetic aver-
age calculated for the remaining rates. The quotations are
taken dailyat 1 p.m.

Table 3.2 The Bank of Finland's tender rate (Column 1)
is determined in tenders held by the Bank of Finland, in
which the banks are asked to make bids or offers for money
market instruments with a maturity of one month. The tender
rate is the weighted average of accepted bids or offers, ex-
pressed as a simple annual interest rate. |f, when request-
ing bids or offers, the Bank of Finland announces an ac-
ceptable interest rate (fixed-rate tender), the tender rate is
the same as the rate announced by the Bank. The monthly
and annual values for the tender rate are the arithmetic
means of calendar day figures.

Banks with access to central bank financing can make
call money deposits with the Bank of Finland without limit. In
addition, they can obtain liquidity credit from the Bank of
Finland with a maturity of 1 day, 7 days, 14 days, 21 days or
28 days. The maturity of liquidity credit is determined by the
Bank of Finland. The rate of interest on liquidity credit is ob-
tained by adding together the Bank of Finland's tender rate
and the interest rate margin for liquidity credit. The call
money deposit rate is obtained by subtracting the interest
rate margin for call money deposits from the Bank of Fin-
land's tender rate. The monthly and annual values for ma-
turity and interest rate margins are the last values recorded
in each month or year.

Table 3.3 The rates shown are based on the lending
rates quoted for the respective currencies in the Euro-mar-
ket. ECU (Column 1): the weights of the ECU basket. 3 cur-
rencies (Column 2): DEM 60, USD 30 and GBP 10 per cent.

Table 3.4 Lending. New credits(Columns 1-4): rates of
interest on new credits drawn during the month are average
monthly rates weighted by loan amounts. Annual rates are
arithmetic average of monthly observations until 1987 after
which they are weighted by loan amounts. Average lending
rates (Columns 5 and 6) are all weighted by loan amounts.
As from January 1989, the loans of Postipankki Ltd have
been included in the commercial banks' outstanding stock
of loans. Deposits. 24-month and 36-month tax-exempt de-
posits (Columns 7 and 8): from May (September) 1992, 24-
month (36-month) deposits are tax-exempt if they carry a
rate of interest which is at most the Bank of Finland's base
rate less two percentage points (one percentage point). In
the period from January 1989 to April 1992, 24-month de-
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posits (Column 7) were tax-exempt if they carried a rate of
interest which was at most the Bank of Finland's base rate
less one percentage point. Other tax-exempt deposits
{Column 9): in the period from January 1989 to April 1992,
deposits other than 24-month deposits were tax-exempt if
they carried a rate of interest which was at most the Bank of
Finland's base rate less 4 percentage points. From May
1992, deposits other than 24-month or 36-month deposits
are tax-exempt if they carry a maximum rate of interest as
prescribed by law. The maximum rate was first set at 4.5 per
cent. From 6 May 1993 it has been 2.5 per cent. All markka
deposits (Column 10): the stock of deposits comprises all
markka deposits by the public. The monthly and annual av-
erage rates of interest are weighted by deposit amounts.
Other funding (Column 11): CDs outstanding + promissory
notes + bonds. The average rate of interest is weighted by
amounts. Total markka funding (Column 12); markka de-
posits by the public + banks' other markka funding. The
rate of interest is weighted by amounts.

Table 3.5 Reference rates (Columns 1 and 2) are calcu-
lated by the Bank of Finland as the monthly averages of the
offered rates for taxable, fixed-rate bonds quoted daily by
thefive largest banks. Yields on taxable government bonds
(Columns 3 and 4) are calculated by the Bank of Finland in
a similar fashion. Until January 1992, the yield on 5-year
taxable government bonds (Column 3) was calculated on a
bullet bond due on 15 March 1994 with a coupon rate of 13
per cent. From February 1992 onwards the yield is calculat-
ed on a bullet bond due on 15 January 1999 with a coupon
rate of 11 per cent. Until June 1993, the yield on 10-year tax-
able government bonds (Coelumn 4} is calculated on a
housing bond (bullet) due on 15 March 2002 with a coupon
rate of 10.75 per cent. From July 1993 onwards the yield is
calculated on a bullet bond due on 15 March 2004 with a
coupon rate of 9.50 per cent. The share yield (Column 5) is
the weighted effective yield on shares quoted on the Helsin-
ki Stock Exchange. Source: Statistics Finland.

4 Rates of exchange

Table 4.2 FIM/ECU (Column 1): The markka value of the
ECU is calculated as the sum of the dollar amounts of the
currencies in the ECU valued at current market rates, for
which daily quotations at noon Finnish time are used. Since
8 September 1992 the markka has been floating. Trade-
weighted currency index (Column 2): The weights are mov-
ing averages of the shares of (currently) 14 countries in Fin-
land's foreign merchandise trade (only convertible curren-
cies are included). The payments currency index (Column
3): The weights are moving averages of shares of payments
currencies (14 convertible currencies) in Finland's foreign
trade. The MERM index (Column 4): The weights are fixed
1977 weights computed on the basis of the IMF's world
trade model; 14 currencies are included in this index.

5 Other domestic financing

Table 5.1 Source: Statistics Finland. The public comprises
households and non-profit institutions, enterprises (excl. fi-
nancial institutions) and the local government sector. The
table is based on new classifications of Statistics Finland
applied since March 1991. Series before March 1991 have
been reclassified by the Bank of Finland to conform with the
present table, except for columns 3 and 4 where disaggre-
gation was not possible and combined figures are shown.
Time deposits (Column 3) consist of all fixed-term deposits.
Other deposits (Column 4) include mainly investment ac-
counts with no specific time-period. Other funding (Column
8) comprises CDs, promissory notes and bonds. The fig-
ures for banks' holdings of CDs issued by other banks, as
well as the CD holdings of the Bank of Finland and the cen-
tral government have been netted out; netting out is done
by the Bank of Finland. Hence, this column includes some
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liabilities held by entities not covered by the above defini-
tion of the pubilic.

Table 5.2 Source: Statistics Finland. The public com-
prises households and non-profit institutions, enterprises
(excl. financial institutions) and local government. Foreign
currency credits (Column 5) are mainly granted by com-
mercial banks and Postipankki.

Table 5.3 Foreign assets, net (Column 1) = the Bank of
Finland's foreign claims + banks' foreign claims (incl. for-
eign claims of banks' foreign branches) ~ the Bank of Fin-
land'’s foreign liabilities — banks' foreign liabilities (incl. for-
eign liabilities of banks' foreign branches). Domestic credit.
Claims on the central government, net (Column 2) = the
Bank of Finland's claims on the central government +
banks' claims on the central government - the central gov-
ernment's deposits with the Bank of Finland and Postipank-
ki - loans granted from state funds through banks. Claims
on the public (incl. local government), (Column 3) = the
Bank of Finland's claims on the private sector + banks'
claims on the private sector (loans to the public, bonds and
debentures (excl. government bonds and bank deben-
tures), claims on other financial institutions, shares held by
banks). Other items, net (Column 5) = capital accounts and
other items of the Bank of Finland (incl. private sector time
deposits with the Bank of Finland) + capital accounts of de-
posit banks + unclassified assets and liabilities of deposit
banks, net (bank debentures, bank CDs held by the public,
other market funding and foreign currency deposits by the
public). M, (Column 8) = currency in circulation — banks' till
money + markka cheque and postal giro account deposits
and transactions account deposits held by the public. M,
(Column 7) = M, + quasi-money (markka time deposits held
by the public, excl. deposits with the Bank of Finland). M,
(Column 8) = M, + bank CDs held by the public.

Table 5.4 Source: State Treasury Office. Other foreign
currency-denominated debt (Column 2) consists of other
bonds and debentures and long-term promissory notes.
Other bonds and debentures are so-called private plac-
ings; long-term promissory notes are bank loans. Miscella-
neous items (Column 7) include, inter alia, the liability for
coinage (total coinage), promissory notes given to interna-
tional financial organizations and, as a minus item, the lia-
bility to the State Pension Fund. Qutstanding lending (Col-
umn 10) comprises the stock of loans granted from the cen-
tral government budget and from extra-budgetary funds.
Cash funds (Column 11) comprise the cash funds held in
central government accounting offices, funds held in
cheque and postal giro accounts, as well as placements of
central government cash funds. The main part of the latter
is reserved for covering transferable allocations budgeted
in previous years (for details, see the article “State Borrow-
ing and Cash Management" by Pekka Laajanen and Pekka
Saarinen in the August 1987 issue of the Bulletin). Transfer-
able allocations amounted to FIM 8.1 billion at the end of
1988.

Table 5.5 Source: Table A: Financial Supervision from
the beginning of 1994. Table B: Statistics Finland from the
beginning of 1991. Tables A and B include markka-denom-
inated bonds issued by Finnish issuers in Finland and
abroad as well as those issued by foreign issuers in Fin-
iand. Table C includes transactions in markka-denominat-
ed bonds outside the Helsinki Stock Exchange. Interbank
transactions (Column 1) and transactions (purchases and
sales) between banks and customers (Column 2) are trans-
actions by primary dealers and banks entitled to central
bank financing. As from 14 July 1995 the following act as
primary dealers: Alfred Berg Pankkiiriliike Oy, Evli Fixed In-
come Securities, Goldman Sachs International, Handels-
banken Finland, Merita Bank, Okobank, Postipankki, Skan-
dinaviska Enskilda Banken and Unibank A/S. Purchases from
and sales to others (Colums 4 and 5) consist of transactions in
benchmark government bonds between primary dealers and



other parties. Other parties refer to all parties that are not pri-
mary dealers. Bank of Finland releases data daily (page SPFI
on Reuters and page 20981 on Telerate) on the trading in
benchmark government bonds among primary dealers and
between primary dealers and their customers.

Table 5.6 Source: The Helsinki Stock Exchange.

6 Balance of payments, foreign
liabilities and assets

Table 6.1 The figures for the trade and goods and services
accounts are compiled in accordance with the System of
National Accounts. The trade figures for 1995 have been
estimated on the basis of a survey of firms carried out by the
Bank of Finland. The official foreign trade statistics pub-
lished by the Board of Customs are delayed owing to
changes in statisticial systems caused by Finland's entry
into the EU. The figures for investment income and expendi-
ture (Columns 7 and 18) include reinvested earnings on di-
rect investment. Preliminary data on reinvested earnings in
the previous year have been included in the current ac-
count figures. (The annual figure is divided evenly between
quarterly figures.)

Tables 6.2-6.4 Since the beginning of 1994, the former
capital account of Finland's balance of payments has been
compiled according to the IMF's new recommendations
(IMF Balance of Payments Manual, Fifth Edition, 1993). Asa
result of the new classification, the contents of many of the
items in the capital and financial account have been re-
vised to some extent. In the same context, a number of oth-
er revisions and clarifications have been made. The main
changes are listed below.

Table 6.2 Short-term foreign exchange transfers relat-
ed to cash management flows between direct investors
and their direct investment enterprises are classified as di-
rectinvestment (Columns 1and 14). Loansreceived by res-
ident direct investors from group ‘in-house’ finance compa-
nies located abroad (intra-group loans) are also classified
as direct investment (Column 14). Money market instru-
ments are classified as portfolio investment (Columns 5
and 17). Premiums and margin payments arising from
transactions in financial derivatives are included as a new
item under portfolio investment (Columns 6 and 18). Finan-
cial derivatives also include payments arising from curren-
cy and interest rate swaps related to loans, ie outstanding
loans are recorded according to the original loan contract.
Medium-term notes (MTNs) are included under bonds
(Columns 3 and 16). The category other investment (Col-
umns 8-12 and 20-24) covers transactions related to trade
credits, loans, currency and deposits and other assets and
liabilities. Transactions in assets and liabilities related to
short- and long-term supplier credits and advance pay-
ments related to imports and exports are recorded under
trade credits (Columns 8 and 20). The item 'Other' (Col-
umns 11 and 23) includes transactions in short- and long-
term assets and liabilities of different sectors not covered
by any of the items above. In addition, this category in-
cludes changes in the central government's subscriptions
toand quotas in international organizations as well as trans-
actions inthe Bank of Finland's short- and long-term assets
and liabilities (excl. reserve items). The mostimportant sub-
item under the item 'other' comprises banks' other short-

term assets and liabilities (in practice interbank deposits).
The central bank's reserve assets (Column 27) comprise
gold, special drawings rights (SDRs), the reserve position
in the IMF and convertible currency claims. A negative fig-
ure implies an increase in reservatives.

Table 6.3 The data are classified as in Table 6.2. The
items have been translated into markkaa using the spot
rates for each date; thus the figures include the impact of
changes in exchange rates.

Table 6.4 This contains data on Finland's net interna-
tional investment position (liabilities less assets) classified
by sector.

7 Foreign trade
Source: The National Board of Customs. All tables refer to
foreign trade in goods.

Table 7.1 The exceptionally large foreign trade figures
for December 1994 are largely due to a one-off timing
change in the compilation of foreign trade statistics caused
by Finland's entry into the EU. This increased the value of
imports by some FIM 3 billion and the value of exports by
just under FIM 1 billion.

The trade figures for 1995 have been estimated on the
basis of a survey of firms carried out by the Bank of Finland.
The official foreign trade statistics published by the Board
of Customs are delayed owing to changes in statistical sys-
tems caused by Fintand's entry into the EU.

Table 7.2 The volume indices (Columns 1 and 2) are
calculated according to the Paasche formula and the unit
value indices (Columns 3 and 4) according to the Las-
peyres formula. The terms of trade (Column 5) is the ratio of
the export unit value index to the import unit value index
multiplied by one hundred.

Table 7.4 The regional and country grouping is based
on the classification according to Finnish Official Statistics
1A

8 Domestic economic developments
Tables 8.1-8.5 Source: Statistics Finland. Seasonal adjust-
ment is carried out by the Bank of Finland.

Table 8.2 The indices of industrial production are ad-
justed for the number of working days in each month. This
causes in small differences the annual averages from the
corresponding unadjusted figures. For this reason the indi-
ces for 1990 also differ marginally from conventional base-
year figures, ie 100.0.

Table 8.3 The monthly indicator of GDP (Column 8) is
weighted together from 11 readily available indicators of
developments in output in various industries.

Table 8.4 The indicator of underlying inflation (Column
6) is the consumer price index from which the effect of indi-
rect taxes, subsidies and housing-related capital costs
(house prices and mortgage interest payments) has been
removed (see the article by Pentti Pikkarainen and Timo
Tyrvainen in the June — July 1993 issue of the Bulletin). Sta-
tistics Finland calculates the indicator and publishes it to-
gether with the consumer price index on the 15th of every
month (or the next business day). Itis lagged by one month
in comparison with the consumer price index.

Table 8.6 Source: Ministry of Finance.
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1. LONG-TERM INDICATORS

1. GDR change in volume
from the previous year,
per cent

2. Consumer prices, change
from the previous year,
per cent

3. Unemployment rate,
per cent

4. Current account,
as a percentage of GDP

5. Fixed investment,
as a percentage of GDP
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2. THE BANK OF FINLAND'S FOREIGN EXCHANGE RESERVES AND FORWARD POSITION
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8. HELIBOR RATES OF INTEREST, MONTHLY
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11. BANK OF FINLAND CURRENCY INDEX AND THE MARKKA VALUE OF THE ECU
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14. MONTHLY SPOT RATES FOR THE MARKKA AGAINST THE DEUTSCHMARK
AND THE US DOLLAR
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17. BANK FUNDING FROM THE PUBLIC
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22. BALANCE OF PAYMENTS
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23. FINLAND'S NET INTERNATIONAL INVESTMENT POSITION
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24. FOREIGN TRADE
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27. PRODUCTION
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29. EMPLOYMENT AND THE UNEMPLOYMENT RATE
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31. CENTRAL GOVERNMENT FINANCES
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32. CENTRAL GOVERNMENT DEBT
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