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MONETARY POLICY AND DEVELOPMENTS IN FINANCIAL MARKETS

by Harri

; M.Sc. (Econ.)

Lahdenperé
Central Bank Policy Department

Bank of Finland

he main aim of monetary

policy over the past 12

months has been to curb
the overheating of the Finnish
economy. However, given the
fixed exchange rate regime,
the scope for raising interest
rates has been limited and this
has led to some institutional
changes. The fluctuation
range of the Bank of Finland's
currency index was widened
in November 1988 from ap-
proximately 4.5 per cent to
about 6 per cent. Then, in
March 1989, the fluctuation
limits of the currency index
were lowered by some 4 per
cent.

A salient feature of develop-
ments in financial markets in
recent years has been the rap-
id growth of bank lending. This
mainly reflects structural fac-
tors following the dereguiation
offinancial markets. These fac-
tors include portfolio adjust-
ments by households after a
long period of credit rationing
and liberal concessions for in-
terest expenditure in personal
income taxation. To reduce
asymmetries in the tax treat-
ment of interest income and
expenditure, certain restric-
tions on the tax deductibility of
interest payments were intro-
duced in taxation for 1989 and
the aim is to gradually reduce
the tax-deductible fraction of
interest expenditure further in
the years ahead. Similarly, with
the implementation of the re-
form of capital income taxation
at the beginning of this year,
the tax exemption of bank de-
posits has been significantly
reduced.

To curb the growth of bank
lending the Bank of Finland
resorted to the exceptional
step in February 1989 of sign-

ing an additional cash reserve
agreement with the banks. The
agreement enables the Bank
of Finland to collect supple-
mentary interest-free cash re-
serve deposits in the years
1989—1990. In addition cer-
tain changes were made in the
system of central bank financ-
ing in October 1988 and again
in June 1989. The progressive

liberalization of exchange con-

trols has been continued dur-
ing the last 12 months.

MONETARY POLICY

A tight monetary policy
stance has been necessary to
deal with the growing imbalan-
ces in the economy. In 1988,
the growth of GDP accelerated
to over 5 per cent. Because of
the buoyant growth of domes-
tic demand and real income,
the external balance deterio-
rated further and the rate of
inflation accelerated. Since the
final months of 1988, the cu-
mulative 12-month current ac-
count deficit has been running

at a level of almost FIM15
billion, equivalent to over 3 per
cent of GDP. With domestic
demand continuing buoyant in
the current year, the rate of
inflation has accelerated fur-
ther. As aresult of labour short-
ages in many industries, the
stabilization agreement! con-
cluded in August 1988 has not
succeeded in bringing down
the rate of inflation. Hence, the
rise in consumer prices in the
12 months to December 1989
will clearly exceed the 4 per
cent index threshold con-
tained in pay agreements.
Though the Government
took various discretionary ac-
tions aimed at curbing domes-
tic demand during the spring
of 1989 and automatic stabiliz-
ers have contributed to the
emergence of a budget sur-
plus, budgetary consolidation
has not been sufficient to bring
about a balance between do-

See the item in the September 1988
issue of the Bulletin.
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mestic demand and supply.
This task has been rendered
difficult by the introduction of
the comprehensive tax reform
at the beginning of the current
year and the budgetary sup-
port provided to the stabiliza-
tion agreement.

The prime objective of the
Bank of Finland over the past
year has been to keep interest
rates high, without inducing
large capital inflows. To lessen
the incentives for capital in-
flows, a slightly narrower inter-
est differential vis-a-vis abroad
was allowed in the summer of
1988. During the autumn of
1988, the cash reserve re-
quirement was progressively
raised. In the period between
September 1988 and Febru-
ary 1989, the cash reserve
requirement applied to banks’
deposits was raised from 7.0
per cent to 8.0 per cent, the
maximum permitted under the
present agreement (Chart 1).

Thanks to the reduced inter-
est differential, capital inflows
came to a halt in the third
quarter of 1988. However,asa
result of tighter liquidity, do-
mestic interest rates started to
rise in the autumn of 1988. The
capital oufflow was reversed
and the currency index
strengthened close to the low-
er limit of its fluctuation band.
At the end of November 1988,
the Government decided, on
the basis of a proposal by the

Parliamentary Supervisory
Board, to widen the fluctuation
band of the currency index
from approximately 4.5 per
cent to about 6 per cent while
maintaining the middle point
unchanged (Chart 2). This
measure gave the Bank of Fin-
land scope to slightly tighten
monetary policy. Inflows of
capital nevertheless re-
emerged in the early months of
1989.

The Finnish economy con-
tinued to expand at rapid pace
in the first quarter of this year
and signs of overheating be-
came increasingly apparent.
With fiscal policy constrained
by the tax reform, a further
tightening of monetary condi-
tions was deemed necessary.
Accordingly, in March 1989,
the Bank of Fnland and the
banks agreed on a supple-
mentary cash reserve agree-
ment aimed at curbing the
growth of bank lending. The
agreement is effective until the
end of 1990 and it enables the
Bank of Finland to collect inter-
est-free cash reserve deposits
up to a maximum of 4 per cent
of the reserve base. Collection
of these supplementary re-
serves is conditional on the
growth of bank lending in the
period between February and
December 1989. The addi-
tional deposits will be re-
funded in equal instalments at
the latest in July-December

CHART 2
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1990. In May-August 1989,the
supplementary cash reserve
requirement was raised by 0.7
percentage point on average
and interest-free deposits to-
talling FIM 2 billion were col-
lected from the banks. These
new interest-free cash reserve
deposits have increased cost
pressures in the banking sec-
tor and have contributed to a
rise in bank lending rates with-
out having any significant ef-
fect on market interest rates.

in March 1989, the Govern-
ment decided to lower the fluc-
tuation limits of the Bank of
Finland's currency index by
about 4 per cent, thus giving
the markka more room to ap-
preciate {Chart 2). In view of
the prevailing circumstances,
the decision to allow the exter-
nal value of the markka to
strengthen was considered
the most effective and, in prac-
tice, the only feasible way to
swifily tighten policy stance.
With the appreciation of the
markka following the March
decision, domestic interest
rates and the differential be-
tween domestic and foreign
interest rates have increased
by more than one percentage
point (Chart 3).

Capital inflows in the first
months of 1989 were entirely
atiributable to the private sec-
tor. As the growth of the econ-
omy has continued faster than
expected, the central govern-’
ment's financial position has
improved markedly and the
central government has made
further net repayments of its
foreign debt. in contrast, do-
mestic companies have ac-
tively raised foreign currency
loans. On the other hand, there
has been a moderate outflow
of capital via the forward ex-
change market, which used to
be the major channel for capi-
tal inflows when borrowing
abroad was still regulated. For-
eign banks also reduced their
markka positions in the for-
ward exchange market in the
first months of this year, but this
trend was reversed in the May-
June period.



CHART 3.
INTEREST RATES IN FINLAND AND ABROAD
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BANK LENDING AND

DEPOSITS

The growth of bank lending
accelerated rapidly during the
second half of 1988. In De-
cember, lending by banks was
up 30 per cent compared with
the corresponding month a
year earlier. Special factors
contributed to the demand for
credit during the final months
of 1988. As part of the tax
reform, the provisions on the
tax-exemption of deposits
were tightened on January 1,
1989. Under the new Tax Re-
lief Act covering the years
1989—1991, deposits are tax-
exempt only if they bear a max-
imum rate of interest equivalent
to the base rate less 4 percent-
age points for ordinary savings
and deposit accounts or the
base rate less 2 percentage
points for 24-month deposits.
This change in tax rules
strongly boosted the growth of
24-month deposits; the old,
more liberal tax rules will be
applied to deposits made be-
fore the turn of the year. Total
bank funding rose by approx-
imately 25 per cent between
December 1987 and De-
cember 1988. Bank deposits
and lending were also boosted
by brisk acquisition activity in
anticipation of the tightening of
capital gains tax at the begin-
ning of 1989,

As a result of the monetary
policy measures there was a
marked deceleration in the
growth of bank lending during
the spring of 1989. In the first
six months of this year, bank
lending to the public grew by
slightly less than 9 per cent.
During this period, average
rates of interest on new mark-
ka-denominated loans have
risen by more than one per-
centage point (Chart4), and
this has evidently curbed the
public’'s demand for credit.
The growth of bank deposits
has decelerated even more

rapidly than the growth of bank
lending. In the January-June
period, bank deposits in-
creased by only about 5 per
cent.

The structural composition
of bank deposits is slowly shift-
ing towards taxable deposits
carrying more market-deter-
mined rates of interest. How-
ever, the proportion of taxable
deposits is still rather small
compared to tax-exempt fixed-
term deposits. A significant
part of new fixed-term deposits
is stil! being channelled to tax-
exempt 24-month accounts
even though the rate of interest
paid on these accounts is only
just over half that paid on tax-
able deposits. The proportion
of bank lending linked to
market rates has grown rapidly
during the past twelve months.
In June 1989, more than one-
fifth of outstanding markka-de-
nominated bank lending to the
public was linked to market
rates of interest while the cor-

responding share of new lend-

ing was as high as 27 per cent.
The most popuiar reference
rate for market rate loans is 3-
month HELIBOR.

INSTITUTIONAL
CHANGES

The interbank market did
not function entirely satisfac-

CHART 4.
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torily in 1988, and from time to
time banks were unable to bal-
ance liquidity differences be-
tween themselves in the inter-
bank market. To encourage
competition in the interbank
market, the Bank of Finland
widened the differential be-
tween the call money deposit
rate and the call money lend-
ing rate in October 1988. The
rate on call money credits was
raised from 11 per centto 13
per cent while that on call
money deposits was lowered
from 7.5 per cent to 4 per cent.

After the differential be-
tween the call money deposit
rate and the call money lend-
ing rate was widened, the
functioning of the call money
credit facility was found to be
fairly efficient from the point of
view of monetary policy and
bank competition in the inter-
bank market. However, re-
course to call money credit
was restricted by bank-specif-
ic quotas, borrowing in excess
of which was subject to penalty
interestata rate of 19 per cent.
The system of bank-specific
quotas was difficult to adminis-
ter and was, to certain degree,
an obstacle to competition be-
tween banks in the interbank
market. To simplify the call
money window system, the
Bank of Finland decided in
June 1989 to abolish both the
call money credit quotas and
the penalty rate of interest. In
connection with the reform the
call money credit rate was
raised from 13 per centto 15
per cent, while the call money
deposit rate was kept un-
changed at 4 per cent.

The new system encour-
ages banks to keep a certain
amount of excess reserves as
a buffer for unexpected liquid-
ity changes. In practice, follow-
ing the introduction of the new
system, banks seemed to be
content with holding only a
small amount of call money
deposits. As a consequence,
the overnight rate and short-
term HELIBOR rates fell rapid-
ly. This trend was reversed with
the tightening of liquidity in

early July. On July 5, 1989 the
banking sector as a whole
shifted exceptionally into
deficit at the call money win-
dow. When the banks adjusted
tothe new conditions at the call
money window, the overnight
interest rate and hence short-
term interest rates fluctuated
considerably in the June-July
period. Since mid-July, the
amount of excess reserves has
risen and the interbank market
has functioned smoothly.
Over the past 12 months,
the Bank of Finland has con-
tinued the stepwise liberaliza-
tion of exchange controls. In
August 1988, the foreign ex-
change regulations concern-
ing portfolio and direct invest-
ments by Finnish residents
were liberalized. In June 1989,
the Bank of Finland decided to
relax most of the remaining
regulations governing foreign
investment. As regards capital
exports, the regulations gov-
erning the purchase abroad of
dwellings and real estate and
investments in the form of for-
eign securities, goods and
deposits with foreign banks
were lifted. Moreover, the per-
mission of the Bank of Finland
is no longer needed for the
granting of credit of more than
one year'’s maturity to non-
residents. As regards capital
imports, non-financial com-

panies, excluding housing and
real estate companies, may
now raise foreign credit of over
one year's maturity as op-
posed to five years previously.
Most of the decisions took
effect on September 1, 1989.
Transfers of foreign currency
must be effected through an
authorized bank and investors
are still required to notify the
Bank of Finland of investments
made abroad.

MONEY MARKET

The rapid expansion of the
Finnish money market has
continued during the past 12
months {Chart 5). At the end of
June, the outstanding volume
of negotiable money market
instruments amounted to just
over FIM 100 billion, of which
bank CDs accounted for
FIM76 bilion. The share of
negotiable instruments has
grown to about 75 per cent of
all money market instruments.
Asthe Bank of Finland’s money
market operations have mainly
consisted of purchases of
CDs, the amount of bank CDs
in the Bank of Finland's portfo-
lio has grown from zero at the
end of June 1988 to about
FIM15 billion at the end of
June 1989, The commercial
paper market has also grown
rapidly over the last 12 months,
the outstanding stock of com-

CHART 5.
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mercial paper amounting to
about FIM 26 billion at the end
of June 1989. Finance com-
panies have been the most
active issuers of commercial
paper. Reflecting the growing
surplus in the central govern-
ment budget balance, issues
of Treasury bills decreased
significantly in the first six

months of 1989.
In March 1989, the three
major commercial banks

created a market for medium-
term notes in Finland by start-
ing a joint programme of
issues of medium-term CDs.
All three banks act as market
makers for medium-term
notes issued by the other
banks, thereby guaranteeing
the liquidity of these instru-
ments. Maturity dates of medi-
um-term notes are standard-
ised to correspond with the
maturity dates of forward rate
agreements (FRAs).

OnJune 1, 1989, a clearing
centre for the money market in
Finland, the Helsinki Money
Market Centre Lid, was estab-
lished by the Bank of Finland,
the Government and the so-
called HELIBOR banks. The
functions of the centre will be
the registration of money
market instruments and trans-
actions, the settlement of
transactions and the manage-
ment of payments and the pro-
vision of information on market
volumes and prices. The sys-
tem will also ensure that both
the system itself and the
market participants do not be-
come subject to excessive
risks as a result of fluctuations
in prices and market interest
rates.

CAPITAL MARKEY

According to the Unitas in-
dex, share prices on the Hel-
sinki Stock Exchange rose by
10.5 per centinthe 12 months
to June 1989. Share prices
rose briskly in the first months
of 1989 mainly as a result of
companies’ good financial re-
sults. In the second quarter,
share prices turned down
slightly following a record

Table 1.
SHARE AND BOND ISSUES IN 1980—1988, FIM BILLION
Shares' Bonds
All Issued by companies
Total Public Total Public
issues issues
1980 04 438 2.8 0.4 —
1981 0.1 42 2.6 0.2 0.1
1982 0.9 6.9 35 1.4 0.2
1983 1.2 11.6 5.0 2.0 04
1984 29 139 7.3 25 05
1985 1.4 204 145 48 3.1
1986 35 227 135 5.0 26
1987 5.4 223 18.2 45 34
1988 10.8 18.7 145 3.2 1.3
19892 7.2 14.9 9.7 24 06

1 Listed companies

2 To the end of June

amount of new equity issues
and a marked rise in interest
rates. Trading in shares and
subscription rights on the Hel-
sinki Stock Exchange amount-
ed to FIM 31.7 billion in 1988,
about FIM 5 billion more than
in the previous year.

in 1988, bond issues to-
talled FIM 18.7 billion, appreci-
ably less than in the previous
year. Borrowers' interest in
bond issues has diminished
reflecting the new, more flex-
ible and less costly financing
opportunities available to com-
panies and the emergence of
the surplus in the central gov-
ernment budget balance. In
contrast to shares, trading in
bonds and debentures on the
Helsinki Stock Exchange was
noticeably less brisk, amount-
ing to less than FIM 6 billion in
1988. During the past two
years, the most active trading
in bonds has shifted from the
Helsinki Stock Exchange to the
interbank market, where trad-
ing is mainly conducted in gov-
ernment bonds and deben-
tures issued by the private sec-
tor. In January-June 1989,
turnover in this market
amounted to more than FIM 4
billion. Efficiency in the inter-
bank market has also in-
creased so that the spread
between offer and bid rates
narrowed from 13—14 basis
points in the autumn of 1987 to
about 10 basis points in spring
1989. However, the spread is
still about twice that applied in

normal money market trans-
actions.

The regulatory framework of
the securities market in Finland
is currently undergoing major
change. The new Securities
Market Act took effect in Au-
gust 1989.2 This law contains
provisions on such matters as
disclosure requirements con-
nected with marketing and is-
suing securities, public quota-
tion of securities, intermedia-
tion of securities, insider trad-
ing and the supervision of the
securities market. At the same
time a separate Act governing
the regulation of the opera-
tions of securities firms came
into force.

With the completion of the
Helsinki Stock Exchange Auto-
mated Trading and Information
System (HETI)}, computerized
trading in shares started in
spring 1989; continuous trad-
ing in bonds and debentures
on the Helsinki Stock Ex-
change had begun a year ear-
lier. Apart from continuous
trading in securities, the other
functions of the new HET! sys-
tem are the registration of
transactions, the provision of
statistical information on se-
curities trading and the calcu-
lation of share price indexes
on a continuous basis.

September 1, 1989

2See the article by Pertti Pylkkénen in this
issue of the Bulletin.



SECURITIES MARKET LEGISLATION

by Pertti Pylkkénen, M.Sc. (Pol.)
Financial Markets Department

Bank of Finland

ith the entry into force
WOf the Securities
Market Act and the

Securities Broking Frms Act
on August 1, the self-regula-
tion of the Finnish securities
market administered by the
Helsinki Stock Exchange was
superseded by a statutory sys-
tem based on supervision by
the authorities.

Organized security market
activities commenced in Fin-
land in 1912 with the founda-
tion of the Helsinki Stock Ex-
change. According to its rules,
the activities of the Stock Ex-
change included trading in se-
curities, commaodities and for-
eign exchange. From the very
beginning, however, the busi-
ness of the Helsinki Stock Ex-
change focussed on securities
trading. Trading in commodi-
ties was discontinued when
World War | broke out. For a
few years in the 1920s, official
foreign exchange dealing took
place on the Stock Exchange,
but ceased in 1926 when most
countries returned to the gold
standard. Up until the 1980s,
securities trading played only
a minor role in the Finnish
financial markets. In recent
years, however, there has
been a substantial increase in
both turnover and new issue
activity on the Stock Exchange,
and the securities market has
quickly assumed more impor-
tance in financial inter-
mediation.

With the vigorous expansion
and rapid internationalization
of the securities market, the
need for statutory supervision
became apparent in the early
1980s. The drawing up of a
comprehensive body of legis-
lation on the securities market
began in the mid-1980s. The

legislative work has pro-
ceeded in stages. First, the
Unit Trust Act came into effect
in autumn 1987 and then leg-
islation on the derivative
market in autumn 1988. The
main piece of legislation
governing the  securities
market, the Securities Market
Act, entered into force on Au-
gust 1, 1989, when the Securi-
ties Broking Firms Act also took
effect. The next major legisla-
tive project is the completion of
a law on a book entry system,
which will pave the way for the
introduction of the paperless
handling and management of
securities. The reform of the
legislation on debt securities is
also under way, the aim being
to eventually incorporate the
necessary provisions on debt
securiies in the Securities
Market Act.

This article describes the
new Securities Market Act and
the Securities Broking Frms Act.
The Securities Market Act lays
down regulations on the issue of
securities, trading in publicly of-
fered securities in the primary
and secondary markets and the
listing of securities. The Security
Broking Frms Act regulates the
activities of enterprises en-
gaged in the securities busi-
ness, which became subject to
licence with the entry into force
of the new law.

With the liberalization of cap-
ital movements and increasing
integration of capital markets,
the authorities in Finland have
considered it important to en-
sure operating conditions fos-
tering an equitable and effi-
cient securities market and to
maintain investors’ confidence
in the securities market.

One of the main aims of the
Securities Market Act is to im-

prove investor protection. The
exploitation of confidential in-
side information has been
made a criminal offence. In
addition, the new law prohibits
the use of practices contrary to
conventional business con-
duct and the use of terms in
securities trading which are
unreasonable from the point of
view of the client.

The point of departure for
the legislative work was that
statutory regulation should be
complemented by self-regula-
tion supervised by government
agencies. This was consid-
ered necessary so as to pre-
vent regulation from unduly
restraining the development
and efficient functioning of the
market. Another basic princi-
ple underlying the regulation
and supervision of the securi-
ties market was that the Minis-
try of Finance should be the
licensing authority while the
supervisory powers should
rest with the Banking Supervi-
sion Office, which is responsi-
ble to the Ministry of Finance.

SCOPE OF APPLI-

CATION OF THE

SECURITIES

MARKET ACT

The Securities Market Act is
applied to the issue of securi-
ties to the public and to the
exchange and public trading
of securities in the secondary
market. According to the Act,
securities include shares, divi-
dend or subscription rights
certificates connected with
shares, unit trust units, bonds
and debentures and other
comparable debt instruments,
and bonds with warrants and
convertible bonds.

Securities  entiting  the
holder to the ownership of a
dwelling or real estate are out-



side the scope of the Act. Nor
is the Act applicable to deriva-
tive instruments, the use of
which is regulated by the Act
on Trading in Standard Op-
tions and Futures, which came
into force in November 1988.
However, the regulations con-
cerning the ethical principles
referred to in the Securities
Market Act must be observed
in the trading of derivatives.

MARKETING AND

ISSUE OF SECURITIES

The Securities Market Act
forbids the giving of untrue or
misleading information in con-
nection with the marketing of
securities or acquisition of se-
curities for business purposes,
or the use of practices which
are contrary to conventional
business conduct or otherwise
inappropriate. The scope of
application of this provision is
wide and applies to all publicly
issued securities in both the
primary and secondary mar-
kets.

When issuing securities,
adequate information must be
made available to subscribers
onfactors likely to substantially
affect the value of the securi-
ties. Such information must be
available to investors at places
where the securities can be
subscribed or in a prospectus
published prior to subscrip-
tion.

The Securities Market Act
includes a special disclosure
requirement concerning share
issues and issues of converti-
ble bonds and bonds with war-
rants. When such securities
are offered to the public, the
issuer must publish a prospec-
tus containing the subscription
terms as well as adequate
information on factors likely to
substantially affect the value of
the securities. Though the pro-
visions concerning the disclo-
sure of information in connec-
tion with an issue merely lay
down in law a practice which
has been fairly widely applied
in the market hitherto, the ob-
ligation to publish a detailed
issue prospecius represents a

major improvement in investor
protection.

In addition to the provisions
of the Securities Market Act,
listed and OTC companies
must also observe the detailed
instructions on the contents of
the prospectus issued by the
Banking Supervision Office.

DISQLOSURE

REQUIREMENTS

Amajor aim of the Securities
Market Act is to guaraniee the
availability of information to in-
vestors on factors likely to af-
fect the prices of various se-
curities. It is essential for the
efficient and reliable function-
ing of the securities market that
the same information be pro-
vided simultaneously to all in-
vestors in both the primary and
secondary markets.

A basic principle of the Se-
curities Market Act is that listed
and OTC companies should
disclose without delay any in-
formation on such matters
concerning the company and
its activities which is likely to

substantially affect the value of

the company’s shares. Stock
exchanges and  market
markers are subject to a se-
condary disclesure require-
mentregarding the publication
of information on, for example,
company decisions concern-
ing financial statements, share
issues and the distribution of
dividends. In addition, informa-
tion must be disclosed on im-
portant business transactions
by the company in question,
such as a major takeover and
the related terms and condi-
tions. A company must also
disclose any information that it
acquires on, for example,
agreements by shareholders
on the exercise of voting pow-
er in the company.

Under the Act, shareholders
are also subjectto a disclosure
requirement. A shareholder
must announce any change in
his shareholding in a listed or
OTC company as soon as his
voting power rises above or
falls below V1o, s, 13, 2 or 95 of
the total voting power. The re-

quirement applies to all share-
holders. A shareholder must
also notify the relevant stock
exchange or market maker of
the change in his sharehold-
ing. If a shareholder fails to
comply with the disclosure re-

.quirement, the company con-

cerned must announce any
changes in the share of voting
rights above or below the
specified limits which come to
their knowledge.

PROVISIONS ON

INSIDER TRADING

The provisions on insider
frading are also important for
investor protection. According
to the Securities Market Act,
the prohibition of the misuse of
confidential information re-
garding a company applies to
persons who, by virtue of their
position, job or other duties,
acquire unpublished informa-
tion concerning the issuer of
publicly traded securities
which is likely to substantially
affect the value of these secu-
rities. The prohibition aiso ex-
tends to all other persons who
have in some other way come
into the possession of confi-
dential information regarding a
company and who can rea-
sonably suspect that the infor-
mation has been disclosed
without permission or acci-
dentally.

The Securities Market Act
contains separate provisions
on insider trading restrictions.
The restrictions apply to,
among others, board directors,
executives and auditors of list-
ed and OTC companies. Such
persons may acquire publicly
traded shares and securities
carrying the right to shares in
the company in question only
in the form of long-term invest-
ments. An investment is re-
garded as long-term when the
period between the purchase
and the sale of the securities is
at least six months.-

Persons subject to the insid-
er trading restrictions must
notify the register held by the
company concerned of their
shareholdings and of any



changes therein. In addition,
they must lodge with the regis-
ter the names of any corporate
entities or foundations in which
they have a substantial
interest.

Likewise, persons defined
as insiders may not trade in
derivative instruments the un-
derlying securities of which
are issued by a company with
which they have an insider
relationship.

Each listed and OTC com-
pany must keep a separate
register of persons who are
subject to the insider trading
restrictions. These registers
are public.

Furthermore, the manage-
ment of a stock exchange and
persons who are entitled to
trade on a stock exchange are
required to disclose informa-
tion on their shareholdings.

PUBLIC BIDS

The provision on public bids
applies to public bids for the
shares of listed and OTC com-
panies as well as for securities
carrying the right to such
shares. An offer is considered
to be a public bid if it is pub-
lished in the media or if an offer
is sent individually to share-
holders known to the bidder.
This regulation also applies to
foreign bidders when an offer
is made in Finland.

The bidder must offer equal
terms to all holders of the se-
curities in question. The Secu-
rity Market Act does not, how-
ever, contain any provisions on
when the public bid must be
made.

The offer document must
state the type and number of
securities concerned, the bid
price, the period of validity of the
offer and the time of payment. In
addition, the document must
include relevant and sufficient
information enabling a potential
seller to assess how attractive
the bid is. In addition, the offer
document must contain infor-
mation on the bidder’s share-
holding and voting power in the
company. Any restrictions in

10 connection with a bid must also

clearly be stated. A public bid is
binding and the result of the
bidding must be published on
the expiry of the offer period.

PURCHASE
. REQUIREMENY

In addition to public bids,
the Securities Market Act lays
down detailed regulations on
the obligation of shareholders
to purchase shares under cer-
tain conditions. According to
the Securities Market Act, a
shareholder whose holding
rises above two-thirds of the
voting power of the shares of a
listed or OTC company is re-
quired to purchase the com-
pany’s remaining shares at the
market price after the shares
become the object of public
trading.

A shareholder must make
an announcement immediate-
ly a purchase situation arises
and an offer for the remaining
shares within a month of the
announcement. Shares must
be purchased at the market
price, which is normally the
average price paid for the
shares in question in ‘public
trading during the previous
two months. When setting the
purchase price, account must
be taken of any deficiencies
resulting from imperfections in
the determination of prices in
the market. Similarly, account
should be taken of the price
which has been paid for the
shares outside the stock ex-
change or organized market-

. place and which can be con-

sidered to be known by the
person required to purchase
the shares. When making an
offer to purchase the remain-
ing shares, all shareholders
must be treated equally.

STOCK EXCHANGE
ACTIVITIES

A licence is required for
carrying on stock exchange
activities and the stock ex-
change must adopt a set of
rules complementing the pro-
visions of the Securities Market
Act on trading procedures, the
listing of securities and the
rights and obligations of per-

sons trading on the stock
exchange.

A company must file an
application for a listing on a
stock exchange. A stock ex-
change may only list shares of
Finnish or foreign companies
which have not been listed on
any other stock exchange in
Finland or for which there is no
market-making  agreement
with a resident securities
intermediary.

The activities of a stock ex-
change may be suspended for
a fixed period or indefinitely by
order of the Ministry of Fi-
nance, if the stock exchange
has acted in contravention of
current laws or decrees. Busi-
ness may also be suspended if
the exchange of securities is
disturbed to the extent that the
continuation of activities on the
stock exchange could pose a
serious threat to the operation
of the securities market or to
investors.

ACTIVITIES OF
SECURITIES
INTERMEDIARIES
Securities  intermediaries
may not apply terms and con-
ditions in contracts concerning
the intermediation of securities
which are contrary to conven-
tional business practice or un-
reasonable from the point of
view of the client. Nor may they
manipulate the prices of se-
curities which are the object of
public trading on their own or
someone else’s account.

A securities intermediary
must treat all clients equally
and execute orders concern-
ing the same security in the
order they have been received
from clients. An intermediary is
obliged to disclose any such
information on the securities
that are the object of the
client's order which is likely to
substantially affect the inves-
tor's decision to enter into the
deal. The disclosure require-
ment applies only to matters
which can be regarded as
common knowledge.

A securities intermediary
may not, without the permis-
sion of his client, act as his



counterparty in an intermedia-
tion order placed by the client.
The client's approval is not
required if a direct transaction
between the customer and the
intermediary is involved rather
than an order to act as an
intermediary for the client.

In general, the insider trad-
ing restrictions also apply to
persons employed by securi-
ties broking firms. Such per-
sons may thus acquire publicly
traded securities in their own
name only in the form of long-
term investments.

THE SECURITIES

BROKING FIRMS ACT

According to the Securities
Broking Firms Act, the interme-
diation of securities refers to
the purchase, sale, exchange
and subscription of securities
by a securities broking firm in
its own name on the account of
someone else and trading in
standard options and futures
by a securities broking firm in
its own name on the account of
someone else.

With the entry into force of
the Act, securities trading car-
ried on as a business or pro-
fessionally became subject to
licence. Alicence is granted by
the Ministry of Finance, which,
before deciding for or against
issuing a licence, must obtain
a statement from the Banking
Supervision Office. The Minis-
try of Finance may revoke the
licence of a securities broking
firm which infringes current
laws or decrees. In addition,
the operations of a broking firm
may be restricted for a pre-
scribed period if they are
found to be lacking in skill or
expertise or careless.

Securities trading may only
be carried on by Finnish limit-
ed companies which have
been granted a licence for this
purpose (a securities broking
firm) or by a deposit bank.
According to the Act, the share
capital of a securities broking
firm must be at least FIM1
million. The liquidity of a secur-
ities broking firm must be ade-
quate in relation to the scope of

its activities. A securities brok- -

ing firm’s claims on and com-
mitments to the same custom-
er may not, without the permis-
sion of the Banking Supervi-
sion Office, exceed 50 per
cent of its share capital.

In addition to broking
services, a securities broking
firm may, inter alia, offer un-
derwriting, portfolio manage-
ment and custodial services,
function as a market maker for
derivative contracts and man-
age collateral in connection
with derivatives, perform the
duties of a depository bank as
prescribed in the Unit Trusts
Act and arrange financing or
credit for clients in connection
with securities intermediation.

A securities broking firm
must carry on its activities from
a fixed location. The establish-
ment of a place of business
abroad requires the authoriza-
tion of the Ministry of Finance.
Authorization must be granted
if adequate supervision of the
foreign establishment can be
arranged.

FUTURE PROSPECTS

The entry into force of the
Securities Market Act and the
Securities Broking Firms Act
can be expected to lead to
greater efficiency, more equi-
table operating conditions and
increased confidence in the
securities market. Contributing
to this will be the improvement
of investor protection and the
stricter requirements regard-
ing disclosure and supervi-
sion. The Acts will, however,
soon be complemented by ad-
ditional provisions and more
precise formulations. For ex-
ample, the definition of the
scope of application of the Acts
is open to interpretation and
requires more precise formu-
lation. Likewise, the obligation
to disclose information on
transactions in listed shares
outside official stock ex-
changes cannot be regarded
as adequate in all respects.

Amendments to the Securi-
ties Market Act and the Secu-
rities Broking Firms Act are

currently under preparation by
the authorities. The report of
the committee which has
drafted the amendments in-
cludes recommendations for
the development of self-regu-
lation in the securities market
as well as for further improve-
ments in the position and legal
protection of investors. The
committee suggests that the
disclosure requirements appli-
cable to listed companies
should be extended. Portfolio
management and investment
advice should be defined in
law and it is proposed that
provisions regulating these ac-
tivities should be incorporated
in the Securities Broking Firms
Act. ltis also sought to improve
the position of small investors
in take-over situations. Further-
more, the committee draws at-
tention to cross-ownership in
companies and to differences
in voting rights between differ-
ent share series. A tightening
of the regulations concerning
public bids is also proposed.
The committee further pro-
poses that the Securities
Market Act be supplemented
by provisions on debt securi-
ties. The separate legislation
on debt securities would be
rescinded and the relevant
provisions added to the Secu-
rities Market Act.

September 1, 1989
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SAVING IN FINLAND: TRENDS, PROBLEMS AND PROSPECTS
by Seppo Kostiainen, Head of Office

Economics Department
Bank of Finland

ith the recent deep-
ening of the current
account deficit, the

issue of national and particu-
larly household saving has
aroused considerable discus-
sion in Finland. It has been
argued that present patterns of
national and sectoral saving
behaviour could give rise to
problems despite the fact that
the gross national saving ratio
in Finland is still high by inter-
national standards. The argu-
ment is that inadequate saving
and in particular excessive pri-
vate consumption are the prin-
cipal factors behind the dis-
equilibrium between national
saving and investment.

There are also many contro-
versial issues concerning the
measurement of saving and
the relevance of sectoral anal-
ysis of national saving. For in-
stance, problems in assessing
the impact of taxation could
easily result in wrong conclu-
sions being drawn about
household saving behaviour if

it is examined in isolation from

saving by other sectors. Fur-
thermore, the national accounts
do not include consumer dura-
bles among investment goods
and exclude capital gains and
losses from disposable income
and thus saving. This tends to
give a misleading picture of
developments in national sav-
ing in general and household
saving in particular.

This article first describes the
observed long-term trends in
saving in Finland and compares
them internationally. It then goes
on to discuss the problems as-
sociated with the measurement
and sectoral allocation of sav-
ing. Finally, the reasons for the
most recent changes observed
in saving and in the saving-
investment gap are analyzed
and the prospects for reversing
the unfavourable trends con-
sidered.

LONG-RUN DECLINE
AN THE NATIONAL
SAVING RATIO
The Finnish gross national

saving ratio has for long been

CHART 1.

GROSS NATIONAL SAVING RATIO IN FINLAND AND
THE OECD (PER CENT OF GNP}
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somewhat higher than that in
most other industrial countries,
amounting on average to one-
quarter of GDP. In 1960—
1987, the average gross na-
tional saving ratio was notably
higher only in Japan and Lux-
embourg and slightly higher in
Switzerland, Norway and
Austria.!

As in other OECD countries,
the Finnish gross national sav-
ing ratio declined slightly and
the net saving ratio more
sharply in the 1970s, and has
remained low ever since
(Chart1). A comparison of
longer-run averages shows
that the decline in the national
saving ratio derives entirely
from lower public sector sav-
ing. However, it should be not-
ed that non-financial enter-
prises and households have
from time to time contributed
significantly to the fall in na-
tional saving, the former in the
mid-1970s and the latter since
1983. In the 1980s, the public
sector saving ratio has re-
mained some 3.5 percentage
points below its 1960—1979
average while the household
saving ratio has being falling at
an accelerating pace since
1983. On the other hand, the
significance of financial institu-
tions in ‘maintaining the na-
tional saving ratio has in-
creased (Chart 2).

The behaviour of the net
national saving ratio. and the
corresponding sectoral rates
is very similar to that of the
gross saving ratios. However,
the relative decline in the net
national saving ratio is three
times more than that in the
gross ratio. In contrast to the
gross ratio, the net national

1Source: OECD Economic Outlook; His-~
%ogig:gl Statistics 1960—1987, Paris



CHART 2.
SECTORAL GROSS SAVING AND INVESTMENT
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saving ratio in Finland is at
about the same level as the
OECD average (Chart3). It
should also be noted that the
net saving ratio of nonfinancial
enterprises has been negative
in several years since 1974
while the household saving ra-
tio fell below zero in 1988
(Chart4). Moreover, these ra-
tios seem to be well below the
international average.

The main question con-
cerning the present historically
low national saving ratio is
whether it reflects deficiencies
in official statistics, more or
less permanent changes in

institutions and the behaviour
of economic agents or tempo-
rary cyclical variations.

MEASURING THE

SAVING RATIO

In national accounting, sav-
ing is measured as the differ-
ence between income and
consumption. According to
this definition consumer dura-
bles are included in consump-
tion. However, theoretical ai-
guments suggest that the pur-
chase of consumer durables
should be included in house-
hold investment along with
housing investments, since

they also provide service flows
to households in the future. If
this fact is taken into account,
both the household and the
national saving ratios are on
average some 3 percentage
points higher than indicated by
the official statistics.

An alternative way to meas-
ure saving is to define it as the
change in wealth. The relative
prices of dwellings and shares
have increased sharply in re-
cent years. Since these are not
taken into account when
measuring household income
in the national accounts statis-
tics, the official figures under-
estimate the real amount of
wealth accumulation and thus
saving. For example, in 1988,
when household saving was
measured as being negative,
the net wealth of Finnish
households is estimated to
have grown by more than
FIM 200 billion, a sum roughly
equal to household disposable
income. This was mainly due to
the rise in house prices.
Though itis hard to quantify the
effect of such vast changes in
wealth on consumption, they
must have been substantial.

DOES SECTORAL
ANALYSIS OF SAVING
MAKE SENSE?

The decomposition of na-
tional saving into sectoral sav-
ings involves a number of insti-
tutional and definitional prob-
lems. Moreover, there are
some important theoretical
considerations which make
strict sectoral investigation of
saving problematic.

First, how should housing
and nonprofit corporations be
properly classified? In the na-
tional accounts, housing cor-
porations are included in non-
profit corporations. However,
there would seem to be more
justification for including hous-
ing corporations in the house-
hold sector since they are
mainly owned and managed
by households.

Secondly, should saving by
official pension funds be treat-
ed as saving by financial insti-

13
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CHART 3.

NET NATIONAL SAVING RATIO IN FINLAND AND
THE OECD (PER CENT OF GNP)
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tutions, as is done in the na-
tional accounts, or as the ac-
cumulated net wealth and
saving of households? After all,
payments made to pension
funds represent that part of
labour income which be-
comes available after retire-
ment. It is also evident that
households discount their ex-
pected pensions when making
consumption and saving deci-
sions today. According to this
line of reasoning households
save through pension funds, a
fact that should be duly taken
into account when measuring
household saving (Chart 5).

In addition to these institu-
tional factors, there are some
theoretical considerations
which cast doubt on the sec-
torwise decomposition of na-
tional saving. Basically, the
question is whether house-
holds see through the “corpo-
rate veil” as well as the "public
veil”. According to the famous
"Ricardian equivalence” pro-
position, a rational household
takes an increase in public
debt to mean an equivalent
increase in the future tax
burden. This causes house-
holds to increase their saving.
However, international empiri-
cal evidence confirms this hy-
pothesis only in cases where
budget deficits are large and
the level of national debt high.

Public saving has declined in
Finland but no corresponding
increase in household saving
can be detected. Accordingly,
there seemsto be no reason to
consider household and pub-
lic saving as substitutes for
each other in Finland.

As far as companies’ re-
tained earnings are con-
cerned, it seems justified to
regard at least part of them as
household saving. In Finland,
distributed corporate profits
have until now been subject to
double taxation, which has ef-
fectively prevented the distri-
bution of profits to households.
Indeed, retained earnings
have been high and distribut-
ed profits low compared inter-
nationally. This has resulted in
a high saving ratio in the busi-
ness sector, which has, in turn,
contributed to the high overall
rate of savings. Savings ac-
cumulated in firms have been
realized either by selling
shares in companies tax-free
after five years of ownership or
by letting shares increase in
value in investors’ portfolios.

Thus it seems reasonable to
include at least part of busi-
ness sector saving in house-
hold saving. Judging by the
stability of private sector saving
vis-a-vis household and busi-
ness sector saving, this con-
clusion seems to be justified, at

least as a first approximation. A
careful analysis of household
saving should consider not
only household saving per se
but also corporate saving.
Since no significant long-term
trend can be discerned in the
private sector saving ratio, its
recent decline can be at least
partly be interpreted.as a nor-
mal cyclical variation around
an average of 18—19 per cent
(Chart6). But underlying this
long-term average there is in
all probability also some struc-
tural change, particularly in re-
cent years.

The above discussion leads
to the conclusion that house-
holds take companies’ re-
tained earnings and accumu-
lated pension funds at least
partly into account in their con-
sumption and saving deci-
sions. This implies that at least
part of the saving which takes
place outside the household
sector could well be included
in household saving and that it
has a significant influence on
households’ saving behaviour.
Thus the decline in the house-
hold saving ratio may not be as
marked as the SNA figures
suggest at first glance. Never-
theless, the .present current
account deficit is still a prob-
lem to which households have
contributed through their sav-
ing and investment decisions.

THE INVESTMENT-

SAVING GAP

A proper evaluation of the
adequacy of national saving
involves, on the one hand, its
relation to the investment ratio,
and, on the other hand, its
relation to the country’s eco-
nomic growth rate. Like the
gross saving ratio, the gross
investment ratio has been high
in Finland compared with other
countries, varying between 23
and 35 per cent. It exhibits a
downward frend over the
longer run; in 1960—79 the
average investment ratio was
27.5 per cent compared to
25.2 per cent in 1980—88. As
the gross national saving ratio
has declined by roughly the



CHART 4.
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same amount, the relative size
of the average investment-
saving gap has remained un-
changed on average in the
1980s, i.e. 1.6—1.7 per cent of
GNP. Apart from two excep-
tional years Finland has always
invested more than it has
saved (Chart2).

These longer-term invest-
ment-saving gap averages
give an impression of stability,
but shorter-term variations in
investment activity and GNP
growth clearly reveal the sub-
tleties involved. The national
financial deficit, i.e. the current

account deficit, doubled in the
1970s relative to the 1960s,
whereas the average for
1980—88 inrelation to GNP is
0.6 percentage point below
the 1970—79 average.

In the mid-1970s the invest-
ment-saving gap widened to
as much as 7.5 per cent of
GNP on account of exception-
ally high growth and invest-
ment activity in Finland. This
led to severe problems in the
external balance and to an
abrupt tightening of economic
policies. Throughout the rest of
the 1970s and the first half of

the 1980s, the investment-
saving gap remained within
reasonable limits by and large,
and did not give rise to any
significant problems.

Since 1986, however, the
gap has widened to a level
regarded as high in interna-
tional comparison, i.e. about 3
per cent relative to GNP. In
addition, it threatens to stay
more or less permanently at
this level, or even increase,
implying unsustainable growth
in the national debt-GNP ratio
in the near future. All in all, this
would seem to indicate that,
despite the apparent longer-
term stability in the saving-
investment gap relative to GNP,
the most recent developments
in this ratio should be carefully
analyzed and its causal rela-
tionships scrutinized.

Since investment in Finland
has almost invariably ex-
ceeded saving at the same
time as the saving ratio has
been internationally high, one
is tempted to ask whether it is
the high investment ratio rather
than the low saving ratio which
is principally to blame for the
investment-saving gap. In the
1980s, the gross investment
ratio in relation to GNP growth
has not deviated from its
1960—79 average of 2k,
whereas in other OECD coun-
tries it has increased on aver-
age by nearly one percentage
pointto 3.1. These figures indi-
cate that in the 1980s the Fin-
nish economy has not, in con-
trast to the OECD area as a
whole, needed more invest-
ment per percentage point of
GNP growth than on average
in the preceding 20 years.

SECTORAL
INVESTMENT-SAVING
GAPS

Although one should bear in
mind the caveats of sectoral
classification of national sav-
ing, it is still of interest to look at
the contributions each sector
has made to the investment-
saving gap in the 1980s. The
financial surplus of the public
sector relative to GNP has
fallen by nearly 3 percentage

15



CHART 5.

SOCIAL SECURITY FUNDS SAVING RATIO
IN FINLAND (PER CENT OF GNP}
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CHART 6.
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points over the period 1980 to
1989 relative to the average for
1960—79, whereas the
financial deficit of the private
sector has decreased by the
same amount. To be more spe-
cific, the fall in the financial
deficits of both the household
and business sectors relative
to GNP is 0.8 percentage point
while the increase in the finan-
cial surplus of financial institu-
tions is 1.4 percentage points.
Thus it seems that the private:
sector has fully adjusted in the
long runtothe smaller financial
surplus of the public sector
(Chart2).

As regards the most recent
widening of the national invest-
ment-saving gap, however, the
main contributions come from
the public and household sec-
tors. The public sector financial

16 surplus moved into deficit for

the first time since World War Il
in 1983 and for the second
time in 1987, while the
household financial deficit
tripled in 1988 mainly because
of a falling saving ratio and
partly because of a rising in-
vestment ratio. In addition, the
business sector financial de-
ficit increased marginally ow-
ing to rapid growth of business
investment.

The Finnish economy tends
to invest more than it saves,
even in the long run. An inter-
nationally high leve! of invest-
ment activity has generated
rapid economic growth, partic-
ularly in the 1980s. In spite of
this, one may ask whether the
level of investment has been
too high or its allocation ineffi-
cient. There are many taxes
and market imperfections that
distort prices and consequent-

ly may, through the optimizing
behaviour of individual eco-
nomic agents, lead to national
investment levels that are
higher than optimal. Aithough
the excess of investment over
saving displays a certain sta-
bility in the long run, it has
fluctuated greatly over busi-
ness cycles.

The previous investment-
saving crisis in the mid-1970s
seemed to mark an end to
persistent investment-saving
disequilibria. However, the re-
cent large current account
deficits show that this need not
be the case. Since the problem
lies in the investment-saving
balance, it is evident that
measures affecting both in-
vesiment and saving are
needed to cope with it. The
saving ratio must rise and con-
versely the investment ratio fall.
The investment-saving gap
has to fall to its historical aver-
age in order to prevent foreign
debt from rising much further
from its present — albeit inter-
nationally still low — level.

MAIN REASONS FOR

THE RECENT RISE IN

THE INVESTMENT-

SAVING GAP

According to the foregoing
secioral analysis of the national
investment-saving gap, it is
declining public sector saving
which primarily accounts for
the falling longer-term trend in
the national saving ratio. This
phenomenon is also clearly
discernible in most other
OECD countries and in half of
these countries the public sec-
tor has changed from being a

-net creditor to a net borrower.

However, in Finland, apart from
two exceptional years, the pub-
lic sector has remained a net
creditor (Chart 2).

Publlc sc\nng| has
ong run

The main factors contrlbut-
ing to the fall in the saving ratio
and financial surplus of the
public sector are broadly sim-
ifar to those in most other in-
dustrial countries, although
there are some domestic rea-



sonstoo. Among these we may
note the long period of slow
growth resulting partly from the
first oil crisis and partly from
the deep, domestically-gener-
ated recession around the
mid-1970s. Apart from slow
growth, attempts to reduce the
overall tax burden and improve
the competitive position of the
open sector through tax meas-
ures reduced central govern-
ment tax receipts. At the same
time, the implementation of a
number of major government
welfare programmes help to
maintain high expenditure
growth in both the central and
local government sectors.
Spending has continued to in-
crease at a rapid pace in the
1980s as well, notwithstanding
efforts to curb it.

On the other hand, the prac-
tice widely-favoured in many
countries of reducing both the
size and growth of expenditure
in the public sector could, at
least in the short run, also pro-
vide some scope for increas-
ing public sector saving in Fin-
land. In fact this is the strategy
that has been adopted by the
present Government; as a re-
sult of fiscal stabilizers, the
central government saving ra-
tio and financial surplus started
to increase in 1988 and,
thanks to discretionary policy
measures, are set to increase
further this year and next. On
the other hand, the local gov-
ernment saving ratio has been
falling and the financial deficit
rising continuously since the
second half of the 1970s. Al-
though some recovery of pub-
lic saving can be expected it
seems unlikely that it will return
to the high levels of the 1960s
and early 1970s. Consequent-
ly, it seems clear that in the
longer run some major new
ways of either increasing the
national saving ratio or lower-
ing the national investment
ratio will have to be found in
order to prevent the invest-
ment-saving gap from growing
to the extent that it would limit
the future growth of the Fin-
nish economy and the room

for manoeuvre in economic
policy.

Business saving has
relurned fo its
normal level

Business sector saving

{nonfinancial enterprises) is by
definition equal to retained
earnings. Its share of corporate
profits has been high in Fin-
land on account of double tax-
ation and accelerated depre-
ciation rates allowed in tax
laws. This in turn has helped to
maintain the high level of over-
all savings. Thus business sav-
ing mainly reflects the cyclical
situation and competitiveness
of the Finnish business sector
as well as competitive condi-
tions in Finnish markets.

Inthe 1970s, the internation-
al recession following the first
oil crisis, together with anti-
inflationary economic policies,
depressed economic activity
and squeezed corporate prof-
its in Finland for many years.
Business saving started to re-
cover slowly in the late 1970s,
assisted first by the Govern-
ment's supply-oriented eco-
nomic policy and later by the
international upswing (Chart 2).

Despite the exceptionally
long period of virtually uninter-
rupted economic growth which
has subsequently ensued,
business saving has stabilized
at a somewhat lower level than
on average during the preced-
ing two decades. Thus in the
present circumstances the
room for increasing non finan-
cial business saving is limited.
In addition, because of the lack
of productive capacity, it seems
neither feasible nor sensible to
limit business investment in
general, even though there is
clearly a risk of overinvestment
in certain sectors, especially
the nontradeables sector.
Furthermore, as noted above,
the favourable tax treatment of
depreciation may have helped
to maintain inefficient produc-
tion to some degree and thus
sustained investment at an arti-
ficially high level. Nevertheless,
the business sector cannot
realistically be expected to

make any significant contribu-
tion to improving the invest-
ment-saving  disequilibrium.
Since also financial institutions
are already high savers, the
solution to this problem has to
be sought in the household
sector.

The household

saving ratio has been

Icllin%since the

early 1980s

A drastic change in house-
hold saving behaviour oc-
curred in 1984 when the ear-
lier upward trend of the saving
ratio was reversed. By 1988,
the gross saving ratio had
dropped by 4 percéntage
points to 4 per cent measured
in terms of the saving-GNP
ratio. Last year the household
net saving ratio even turned
negative for the first time since
World War Il (Chart 2).

An investigation of the rea-
sons for this changed trend
reveal no single dominating
factor. However, as in many
other countries, the liberaliza-
tion of financial markets in the
1980s has played an impor-
tant role. It has enabled house-
holds to exploit not only their
expected future income
streams but also capital gains
in financing today’s consump-
tion expenditure, thereby sig-
nificantly weakening the de-
pendence of their current con-
sumption on their current in-
come. The rapid and long-
sustained growth of household
real income in the 1980s has
strengthened households’ op-
timistic income expectations
and their confidence in the
future.

In addition, the possibility to
deduct the interest costs of
consumer and housing loans
up to a certain amount in per-
sonal income taxation has act-
ed as an incentive to house-
holds to increase their in-
debtedness. Although interest
payments on loans have for
long been deductible, it was
cnly with the liberalization of
financial markets that it be-
came possible to exploit these
deductions to the full.
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The interaction of these fac-
tors is an important cause of
the recent decline in the
household saving ratio. Fur-
thermore, the favourable tax
treatment of consumer and
housing loans may have en-
couraged excessive invest-
ment in housing and consum-
er durables. In addition to fa-
vourable income develop-
ments, the rapid increase in
households’ wealth in the
1980s has increased house-
holds’ ability and willingness to
incur more debt and to
consume.

The ongoing development
and expansion of social secu-
rity systems have undoubtedly
reduced the risks associated
with future incomes and thus
lessened the need to save for
future uncertainty. Onthe other
hand, the compulsory saving
which takes place, for in-
stance, in the framework of
statutory pensions schemes
and the health insurance sys-
tem has not been large
enough to compensate for the
decrease in household saving.
There have also been some
demographic changes which
have contributed negatively to
household saving. The num-
ber of households in age-
groups purchasing owner-oc-
cupied housing has been de-
creasing continually over the
past ten years, thus reducing
this particular motive to save.
Furthermore, the liberalization
of financial markets has re-
duced the need to save in
advance for the acquisition of
larger capital or consumer
goods. Also, it appears that the
time preference of households
in the young and middle-aged
age groups has changed
dramatically in favour of pres-
ent consumption.

The effects of the social se-
curity system, demographic
factors, financial market liberal-
ization and changing values
and attitudes towards saving
are fairly permanent and stable.
By contrast, households’ in-
come expectations, taxation

18 and wealth, as well as firms’

retained earnings, are closely
dependent on current business
conditions and economic poli-
cies, and can thus change or be
changed comparatively quick-
ly. Accordingly, it seems quite
likely that household saving will
recover at least partly from its
present low level when the cyc-
lical situation weakens, the tax
reform starts to take effect and
the full force of the present
counter-cyclical policy meas-
ures is felt. This conclusion is
also supported by the hypoth-
esis that part of the increased
consumption is a once-and-for-
all phenomenon which is due to
the satisfaction of needs ac-
cumulated during the long pe-
riod of credit rationing.

However, because of the
longer-term factors mentioned
above, there is no guarantee
that earlier levels will be at-
tained in the near future. Onthe
contrary, it seems most unlike-
ly. Only a partial recovery in
household saving can be ex-
pected after accumulated con-
sumption pressures have
eased and household in-
debtedness has stabilized to a
new level, and when the repay-
ment of the increased stock of
debt forces households to save
and income prospects
weaken.

Since both the rapid in-
crease of household invest-
mentand the decline in house-

hold saving contributed to the

widening of the national sav-
ing-investment gap last year,
some improvement in this im-
balance can be expected
when the housing boom is
over. There are already clear
signs that the boom has
passed its peak and prices in
some areas have started to fall.
In a longer-run context, the
gradual reduction of the tax-
deductibility of interest pay-
ments on housing loans couid
lead to lower levels of housing
investment.

CONCLUSION

The preceding analysis has
thrown light on several aspects
relating to saving ratios. The

long-run trend decline in the
national saving ratiois due to a
fall in public saving, although in
recentyears some of itis clear-
ly attributable to lower private
saving. The fall in household
saving has been partly offset
by investments in consumer
durables and changes in
wealth which do not show up in
the official statistics. Moreover,
part of saving by financial insti-
tutions and the business sector
should be considered as
household saving. Finally, in
terms of external balance, the
saving-investment gap is more
relevant than the rate of sav-
ings alone, and so the invest-
ment ratio should also be a
matter of concern.

In summary, it could be said
that there are long-term forces
at work in the economy tend-
ing to maintain the present low
level of savings. However,
there are also some short-run
influences present which may
well lead to increased saving. It
can realistically be expected
that the net effect of these
forces will be some weakening
in the underlying downward
trend, or even a modest up-
turn. At the same time the na-
tional investment ratio can be
expected to decrease some-
what.

It is nonetheless clear that
both demand management
and structural policies will be
needed in order for trends in
national indebtedness to be
put on a sustainable basis.
Among the measures called
for are a reduction in domestic
demand in the short run, insti-
tutional changes in taxation
and the financing of pension
schemes and an improvement
in competitive conditions in the
goods, labour and financial
markets. Attention should also
be paid to removing any distor-
tions which encourage exces-
sive private investment. Some
of these measures are already
included in the 1990 budget
proposal.

September 1, 1989



ITEMS

According to the Bank of
Finland's preliminary figures,
the current account showed a
deficit of FIM 8500 million in
January-June this year. The
net inflow of long-term capital
amounted to FIM 4 784 million
and the net inflow of short-term
capital to FIM4362 million.
Thus the Bank of Finland’s for-
eign exchange reserves in-
creased by FIM 646 million. In
the corresponding period of
1988, the current account had
shown a deficit of FIM6505
million.

Current account. Compil-
ed on a balance-of-payments
basis, the trade account post-
ed a deficit of FIM 879 million
in January-dune, compared
with a surplus of FIM 209 mil-
lion in the corresponding peri-
od of 1988. Commodity ex-
ports grew by 12 per cent in
value and by 1 per cent in
volume. The fastest growth in
export volume occurred in the
basic metals industry, but ex-
ports of the metal products,
machinery and paper indus-
tries also showed a clear in-
crease. The value of commod-
ity imports was 14 per centand
the volume just under 9 per
cent up on the first six months
of 1988. The fastestincrease in
import volume was recorded
for vehicles, machinery and
equipment and other invest-
ment goods.

The services account regis-
tered a deficit of FIM 887 mil-
lion in January-June, an in-
crease of almost FIM 100 mil-
lion on the corresponding pe-
riod of the previous year. The
surplus on the transport ac-

MAJOR BALANCE OF PAYMENTS ITEMS
JANUARY—JUNE 1989, MILLION FiM

Trade (exports f.0.b,,
imports c.if.)
Adjustment items

Trade account
Transport
Travel
Other services

Services account

GOODS AND SERVICES ACCOUNT
Investment income, net

Unrequited transfers

Other

A. CURRENT ACCOUNT

Long-term financial
loans and suppliers’ credits:2
drawings
redemptions
Direct investment
Other long-term capital

B. LONG-TERM CAPITAL
ACCOUNT
BASIC BALANCE (A+B)
Prepayments and liabilities
related to imports
Prepayments and receivables
related to exports
Short-term capital of
authorized banks
Other short-term capital
Errors and omissions

C. SHORT-TERM CAPITAL
ACCOUNT

D. ALLOCATIONS OF SDRs
OVERALL BALANCE
(A+B+C+D)

Change in the foreign

exchange reserves of the
Bank of Finland

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

1 Preliminary figures.
2 Assets include export credits only.

Receipts Expenditure

49 080
—836
48 244
3893
1965

3284

9142

57 387
4 830
378
1430

64 024

Change in
assets

—2625

685
—3830
—1 204

—6974

49 574
—450
49124
1659
4311
4059
10 029

59 153
9389
2257
1725

72 524

Change in
liabilities

18 844
—7 521

427

11758

Net

—494
—385
—879
2234
—2 346
—775
—887

—1766
—4 559
—1 879

—296
—8 500

Net

16 219
—6 836
—3822

—777

4784
—3716
—335

6 964
982
—3229

4 362

646

—646



count grew from FIM1945
million to FIM2234 million.
Travel receipts grew by 8 per
cent and travel expenditure by
15 per cent. Thus the travel
account posted a deficit of
FIM2346 million as against
FIM 1 928 million in the first six
months of last year. The other
services account registered a
deficit of FIM 775 million.
interest payments on for-
eign loans amounted to
FIM 9 389 million. With interest
income on foreign assets total-
ling FIM4 830 million, the in-
vestment account showed a
deficit of FIM4559 million.
This was FIM 400 million more
than in the corresponding pe-
riod last year. The unrequited
transfers account posted a
deficit of FIM 1 879 million.
Capital account. Draw-
ings of long-term loans
amounted to FIM 18844 mil-
lion in January—June, which
was FIM 4926 million more
than in the corresponding pe-
riod last year. The central
government accounted for
FIM 2 020 million of these. Re-
payments of long-term loans
amounied to FIM 7 521 million.
Drawings of long-term export
credits granted to foreign cus-
tomers amounted to FIM 2 625
million and repayments of out-
standing export credits to
FIM 685 million. Finnish net di-
rect investment abroad totalled
FIM 3 830 million. The total net
infow of long-term capital
amounted to FIM 4 784 million;
this represents an increase of
FIM 2 489 million on the cor-
respending period last year.
The inflow of short-term
capital (incl. errors and omis-
sions) totalled FIM 4362 mil-
lion in January—dJune 1988.
Short-term liabilities related to
imports decreased by an esti-
mated FIM 335 million, while
net prepayments and re-
ceivables related to exports
increased by FIM20 million.
The net short-term liability of
the authorized banks in-
creased by FIM 6 964 million.
The foreign exchange re-

20 serves of the Bank of Finland

grew by FIM 646 million in Jan-
uary—June. The convertible
foreign exchange reserves
increased by FIM1219 mil-
lion, while tied currency claims
decreased by FIM 573 million.
Atthe end of June, the convert-
ible foreign exchange re-
serves of the Bank of Finland
stood at FIM29447 million
and tied currency reserves at
FIM 354 million.

Atthe end of June, Finland’s
net foreign debt totalled
FIM76590 million; the net
long-term debt amounted to
FIM 64 163 million and the net
short-term debt to FIM 12427
million. The central govern-
ment's share of net foreign
debt was FIM 21 501 million.
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MONETARY AND FOREIGN EXCHANGE POLICY MEASURES
FROM OCTOBER 1988 TO SEPTEMBER 1989

1988
OCTOBER

Call money market. The
differential between the

call money deposit rate

and the call money credit
rate is widened with effect
from October 6, 1988. The
rate on call money credits

is raised from 11 per cent

to 13 per cent while the

rate on call money deposits
is lowered from 7.5 per

cent to 4 per cent.

Cash reserve requirement.
The Bank of Finland raises
the cash reserve requirement
from 7.0 per centto 7.3

per cent of the cash reserve
base in October.

NOVEMBER

Cash reserve requirement.
The Bank of Finland raises
the cash reserve requirement
from 7.3 per centto 7.6

per cent of the cash reserve
base in November.
Currency index. On the
proposal of the Parliamentary
Supervisory Board, the
Government decides to
widen the fluctuation range
of the Bank of Finland’s
currency index from
approximately 4.5 per cent
to about 6 per cent while
keeping the middle point
unchanged. Effective as

from 30 November, the

new fluctuation limits are
100.5 and 106.8.

DECEMBER

Cash reserve requirement
The Bank of Finland raises
the cash reserve requirement

from 7.6 per centto 7.8
per cent of the cash reserve
base in December.

1989

Base rate. The Bank of
Finland’s base rate is loweréd
from 8 to 7.5 per cent as
from January 1.

Special financing
arrangements. As from

the beginning of 1989, the
Bank of Finland abolishes

the financing arrangements
for new-export credits and
short-term export credits.

The Bank of Finland
abandons the financing

of KTR credits with effect
from the beginning of 1989.
{KTR = financing arrangement
for domestic suppliers’
credits.)

FEBRUARY

Export deposits. The
Government decides to

levy export deposits of 3 per
cent on wood-free printing
paper exported during the
period February 1, 1989

and January 31, 1990.

Cash reserve requirement.
The Bank of Finland raises
the cash reserve requirement
from 7.8 per cent to 8 per
cent of the cash reserve
base in February.

MARCH

Supplementary cash
reserve agreement. An

agreement supplementing
the cash reserve agreement
between the Bank of Finland

and the banks is signed

on March 13, 1989. The
supplementary agreement,
which is effective until the
end of 1990, enables the
Bank of Finland to raise

the cash reserve requirement
to a maximum of 12 per
cent. The application of

the additional requirement

is linked to developments

in bank lending (see the

item in the April 1989
Bulletin).

Fluctuation limits of the
currency index. On March
17, 1989, the Government,
on the basis of a proposal

by the Parliamentary Super-
visory Board, decides to
lower the fluctuation limits
(range) of the currency index
by about 4 per cent, thus
making possible a revaluation
of the markka of correspond-
ing magnitude. The new
upper limit of the fluctuation
range of the currency index
is 102.5 and the new lower
fimit 96.5.

APRIL

Till-money credits. The
Bank of Finland raises the
base amount — the share

of banks’ till-money holdings
which is not financed by

the Bank of Finland — by
over FIM 60 million as from
the beginning of April. The
new base amount is effective
until the end of March 1990.
Amendments to the cash
reserve agreement and
the terms of central bank
financing. The Bank of
Finland grants Interbank

Ltd. the right to central bank
financing with effect from
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the beginning of April. The
bank joins the cash reserve
agreement between the
Bank of Finland and the
banks on February 16, 1989.

MAY
Export deposits. The

Government decides to
terminate the temporary
export deposits levied on
wood-free printing paper
since the beginning of
February 1, 1989 with effect
from the beginning of May.
Cash reserve requirement.
The Bank of Finland raises
the cash reserve requirement
for certain banks. Together
with the 8 per cent ratio

in force hitherto, the banks’
average deposit requirement
now amounts to just under
8.2 per cent of the cash
reserve base in Apiril.

JUNE

Foreign Exchange
Regulations. The Bank

of Ainland relaxes the foreign
exchange regulations
concerning direct
investments by enterprises
in the financial and insurance
sector as from June 1, 1989.
After this date, only direct
investments by private
individuals and direct
investments in countries

with which Finland maintains
payments agreements
require the Bank of Finland’s
authorization.

Call money market With
effect from June 16, 1989,
the Board of Management
of the Bank of Finland
decides to abolish the bank-
specific quotas for call money
credit of the banks entitled
to central bank financing.

At the same time, the penalty
interest charged on
borrowing in excess of quota,
which last stood at 19 per
cent, is abolished.

In addition, the call money
credit rate is raised from

13 per cent to 15 per cent;
the call money deposit rate
remains at 4 per cent.

Cash reserve requirement.
The Bank of Finland raises
the cash reserve requirement
for certain banks and groups
of bank. Together with the

8 per cent ratio in force
hitherto, the banks’ average
deposit requirement now
amounts to about 8.4 per
cent of the cash reserve
base in May.

JULY

Cash reserve requirement.
The Bank of Finland adjusts
the cash reserve requirement
for certain banks and groups
of bank. Together with the

8 per cent ratio in force
hitherto, the banks’ average
deposit requirement now
amounts to about 8.5 per
cent of the cash reserve
base in June.

AUGUST

Cash reserve requirement.
The Bank of Finland adjusts
the cash reserve requirement
for certain banks and groups
of bank. Together with the

8 per cent ratio in force
hitherto, the banks' average
deposit requirement n
amounts to about 8.7 per
cent of the cash reserve
base in July.

SEPTEMBER

Foreign Exchange
Regulations. The Bank

of Finland relaxes the foreign
exchange regulations
concerning foreign
investments and capital
imports. The amendments
enter into force on September
1, 1989, except for those
applying to private individuals.
For tax control reasons,

the decisions regarding
capital exports by private
individuals will enter into
force on a later date, however
not later than July 1, 1990,
Capital exports. Acquisitions
of dwellings and real estate
abroad no longer require
authorization; previously,
permission was necessary

if the purchase price
exceeded FIM 1 million.
Investments in the form

of foreign securities, deposits
held in accounts with foreign
monetary institutions and
merchandise held abroad
are permitted without the
permission of the Bank

of Finland or quantitative
restrictions. In addition,
credit of more than one
year's maturity may be
granted to non-residents
without the Bank of Finland’s
permission.

Capital imports. Non-financial
companies, except housing
and real estate companies,
are permitted to raise foreign
credit of more than one
year's maturity; previously,
only loans of more than

five years' maturity were
permitted. The authorization
of the Bank of Finland is

still required if a company
borrows directly from a
foreign lender.

Suppliers’ credits and
prepayments in respect

of imports are entirely freed
from authorization. In addition,
most direct investments

in Finland no longer require
authorization.
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FINLAND IN BRIEF

Finland covers an area of more than
338000 square kilometres. The total
area is slowly increasing because of
the steady uplift of the land since the
last glacial era. The country shares
frontiers with Sweden in the west, Nor-
way in the north and the Soviet Union
in the east and has a coastline bor-
dered by the Baltic Seain the south and
west. Agricultural land accounts for 8 %
of the total area, forest and other
wooded land for 69 % and inland wa-
ters for 10%. Located between lati-
tudes 60° and 70° north, Finland has
warm summers and cold winters. Hel-
sinki on the south coast has an average
maximum temperature of 220C (72°F)
in July and -4°C (25°F) in February.

Fnland has a population of
4954400 (Dec. 31, 1988) and an
average population density of 16.3 per
square kilometre. The largesttowns are
Helsinki {Helsingfors), the capital, with
491800 inhabitants, Tampere (Tam-
merfors) 171000, Espoo (Esbo)
168100, Turku (Abo} 159400 and
Vantaa (Vanda) 151 400.

There are two official languages:
93.6 % of the population speaks FAnn-
ish as its mother tongue and 6.0%
Swedish. There is a small Lapp popu-
lation in the north. Finnish is a member
of the small Finno-Ugrian group of
languages, which also includes Esto-
nian and Hungarian.

FORM OF GOVERNMENT

Finland is a parliamentary democ-
racy with a republican constitution.
From the twelfth century to 1809 Fin-
land was part of the Kingdom of Swe-~
den. In 1809, Aniand was annexed to
Russia as an autonomous Grand
Duchy with the Tsar as Grand Duke. On
December 6, 1917 Fnfand decfared
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 su-
preme executive power is vested in the
President, who is elected for a period of
six years. The President for the current
term, March 1, 1988 to March 1, 1994,
is Dr. Mauno Koivisto.

Parliament, comprising 200
members, is elected by universal suf-
frage for a period of four years. Follow-
ing the parliamentary elections of
1987, the seats of the various parties in
Parliament are distributed as follows:

Social Democratic Party 56; National
Coalition Party 53; Centre Party 40;
People's Democratic League 16;
Swedish People’s Party 13; Rural Parly
9; Christian League 5; the Greens 4;
and the Democratic Alternative 4.

Of the 18 ministerial posts in the
present government appointed in May
1987, 8 are held by Social Democrats,
7 by the National Coalition Party, 2 by
the Swedish People’s Party and 1 by
the Rural Party. The Prime Minister is
Mr. Harri Holkeri of the National Coali-
tion Party.

Finland is divided into 461 self-
governing municipalities. Members of
the municipal council are elected by
universal suffrage for a period of four
years.

INTERNATIONAL

RELATIONS

Finland pursues a policy of neutral-
ity in foreign affairs, and enjoys friendly
relations with all European countries
and countries elsewhere. Finland's de-
velopment cooperation programmes
channel assistance via international or-
ganizations and, bilaterally, to a
number of African, Asian and Latin
American countries.

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 Nordic Council in 1955, the IFC in
1956, IDA in 1960, EFTA in 1961, the
ADB in 1966, the OECD in 1969, the
IDB in 1977 and the AfDB in 1982.

Having abolished most quantitative
restrictions on foreign trade in 1957,
Finland first took part in European free
trade arrangements under the aus-
pices of EFTAin 1961. Imports frorm the
USSR were also progressively freed
from customs duties. Fnland's free
frade agreement with the EEC entered
into force in 1974 and agreements for
the removal of trade barriers were
concluded with several eastern Euro-
pean countries as well. Citizens of the
five Nordic countries, Denmark, Fin-
land, Iceland, Norway and Sweden,
have enjoyed a common labour
market, a passport union and recipro-
cal social security benefits since the
mid-1950s.

THE ECONOMY

Output and employment. The
Finnish economy is essentially based
on private enterprise, with over 80 % of
manufacturing output and some 90 %
of banking services produced by pri-

vate companies. Of the gross domestic
product of FIM 383 biliion in basic
values in 1988, 3 % was generated in
agriculture and fishing, 3 % in forestry,
27 % in industry, 9 % in construction,
12 % in frade, restaurants and hotels,
8% in transport and communications,
5% in finance and insurance, 16 % in
other private services and 17% by
producers of government services. Of
total employment of 2.3 million per-
sons, 10% were engaged in primary
production, 31 % in industry and con-
struction and 59 % in services.

In 1988, expenditure on the gross
domestic product in purchasers’
values amounted to FIM 440 billion and
was distributed as follows: net exports
-0.3% (exports 24.8%, imports -
25.1 %), gross fixed capital formation
25%, private consumption 53% and
government consumption 20%. Fin-
land's gross tax rafio (gross iaxes in
relation to GDP) was 38 % and the net
tax ratio (net taxes in relation to GDP)
25 %, which is about the average for
OECD countries.

Average annual (compounded)
growth of real GDP was 4.9% in the
period 1950-60, 4.8% in 1960-70,
3.5% in 1970-80, 3.2% in 1980-88
and 4.2 % in 1950-88. Finland's GDP
per capita in 1988 was USD 21 200;
this put Finland in fifth place among the
24 member countries of the OECD,
preceded by Swiizerland, Iceland,
Japan and Norway.

Foreign trade. Over 80 % of Fin-
land’s trade is carried on with market
economies, the most important among
which are Sweden, the Federal Repub-
lic of Germany, the United Kingdom,
the United States, France and Japan.
Bilateral trade with the Soviet Union,
which is conducted at world market
prices, dominates Finland's trade with
socialist countries. Finland imports
mainly oil and other energy products
from the Soviet Union, while her ex-
ports consist primarily of manufactured
goods.

In 1988, the share of forest industry
products in total merchandise exports
was 42%, the share of metal and
engineering products 39% and the
share of other goods 19 %. Raw mate-
rialls and intermediate goods (incl.
crude oil) accounted for 55 % of mer-
chandise imports, fuels for 3 %, invest-
ment goods for 19 % and consumption
goads for 23 %.

Forest resources. Finland has
fairly abundant forest resources, but
only limited amounts of other raw mate-



rials. The growing stock comprises 1 660
million cubic metres, of which 45 % is pine,
37 % spruce and 18 % broad-leaved spe-
cies, chiefly birch, The annual growth incre-
ment totals 68 million cubic metres and the
total drain calculated on the basis of com-
mercial fellings was 58 million cubic metres
in 1988.

Energy. In 1987, gross consump-
tion of primary energy amounted to 29
Mtoe, of which industry accounted for
45 %, heating for 24 %, transportation
for 13 % and other purposes for 18 %.
The sources of primary energy in 1987
were as follows: oil 33%, coal 12 %,
nuclear power 16%, hydro-electric
power, peat and other indigenous
sources 30 %, others 9 %. Compared
internationally (1985), Finland's con-
sumption of 5.5 toe per capita was 1.8
times higher than the average in Euro-
pean OECD countries. The self-suffi-
ciency rate (OECD definition) in Finland
was 42 %, as compared with 62 % in
western Europe on average.

FENANCE AND BANKING

Currency. Since 1865 Finland
has had its own monetary system. The
currency unit is the markka (plural:
markkaa), abbreviation FIM, which is
divided into 100 pennié (singular: pen-
ni}. Since Nov. 1, 1977 the external
value of the markka has been officially
expressed in terms of a trade-weighted
currency index. As from Jan. 1, 1984
only convertible currencies have been
included in the index. Since November
30, 1988, the index has been permitted
to fluctuate within a range of 6 percent-
age points (previously 4.5). The range
is defined by fluctuation limits which
are set by the Government at the
proposal of the Bank of Finland. Since
March 17, 1989, the fluctuation limits
have been 96.5 and 102.5 (1982 =
100), where the lower limit means the
highest permissibie value for the mark-
ka and the upper limit the lowest
permissible value.

International payments. The
use of the markka in foreign trade and
as a eurocurrency has increased, but
most international payments are effect-
ed in other currencies. Finland adopted
Article VIl status at the International
Monetary Fund in 1979. There are no
restrictions concerning payments for
merchandise or invisibles, and short-
term trade finance may be acquired
whenever exporters and importers see
fit. The remaining exchange controls
apply mainly to financial fransactions.

QOutward direct investment is per-
mitted without the Bank of Finland's
authorization except for direct invest-
ments in countries with which Finland
maintains payments agreements. Sim-
ilarly, inward direct investment is per-
mitted without the Bank of Finland's
authorization except for direct invest-
ments in enterprises in the financial
sector and direct investments by coun-
tries with which Finland maintains pay-
ments agreements. Foreign investors
may also buy shares of listed Fnnish

companies; however, foreign invest-
ment in markka-denominated bonds is
normally prohibited for the present.
Finnish companies may freely raise
foreign credits and extend loans
abroad of over one year's maturity.
Finnish residents, except enterprises in
the financial sector, may invest freely in
foreign securities and real estate. The
unlimited right to make foreign invest-
ments also applies to private individu-
als, but the date of its entry into force is
to be determined separately. The date
will not, however, be later than July 1,
1990.

Transactions with the Soviet Union,
the German Democratic Republic and
Bulgaria are carried out on a bilateral
basis and payments are effected
through clearing accounts. The neces-
sary licencing of frade for maintaining
balance in bilateral trade is carried out
by the Export and Import Permits Office;
the scope for suppliers’ credits is also
limited.

The Central Bank. The Bank of
Finland (Suomen Pankki - Finlands
Bank), founded in 1811, operates un-
der the supervision of the Parliamen-
tary Supervisory Board, the nine
members of which are entrusted with
overall supervision 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 of Management are appointed
by the President of the Republic. The
Board manages all affairs not expressly
entrusted to the Parliamentary Supervi-
sory Board, including the terms of
banks' central bank finance, open
market operations, intervention in the
foreign exchange market, determina-
tion of the external value of the curren-
cy within the fluctuation limits, direct
lending and permits for international
capital transactions. 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 Government, so
as to coordinate economic policy. The
Bank of Finland has a head office in
Helsinki and 12 branch offices in other
towns.

Other banks (Dec. 31, 1988).
Finland has four major groups of dep-
osit banks with a total of more than
3550 offices. There are two big com-
mercial banks with national branch
networks and eight smaller ones, four
of which are foreign-owned. The com-
mercial banks have a total of 29 foreign
branches, subsidiaries and associate
banks and 29 representative offices
abroad. There are 211 savings banks
and 267 cooperative banks with their
own extensive branch networks. The
government-owned Postipankki has
56 branches and also offers basic
services in post offices.

Financial markets. Of the total
stock of FIM 487 billion in outstanding
domestic credit at the end of 1987,
60 % was provided by deposit banks,
4 % by mortgage banks, 17 % by insur-

ance companies, 8% by other credit
institutions and 11 % by the state, local
authorities and social security funds.
There are no quantitative restrictions or
interest rate limitations on fending.
Regulation of bank lending rates was
progressively relaxed earlier in the
1980s and finally abolished in 1986.

In the money market, 69 % of the
instruments, which totalled approxi-
mately FIM 108 billion at end 1988,
were negotiable instruments such as
bank certificates of deposit, commer-
cial paper, Treasury notes and local
authority paper. Funds intermediated
through bank trust departments and
non-negotiable bank debt instruments
make up the bulk of non-negotiable
instruments. In its open market opera-
tions, the Bank of Finland deals in bank
certificates of deposit and also issues
its own certificates of deposit.

There are 69 listed companies on
the Helsinki Stock Exchange, with a
market capitalization value of FIM 127
billion {(at end-1988). Three foreign
companies are also quoted. Domestic
bonds and debentures in circulation at
end-1988 totalled FIM 93.6 billion;
government bonds made up 33 % of
the total. Turnover on the Stock Ex-
change in 1988 amounted to FIM 37
billion; the share of shares and sub-
scription rights in the total was approxi-
mately 85 %.
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1. THE BALANCE SHEET OF THE BANK OF FINLAND
1.1 ;\FMIEIEM%ALANCE SHEET OF THE BANK OF FINLAND,

1988 1989
Avwg. 31 Dec. 31 Aug.8 Aug.15 Awg.23  Awg.31
ASSETS
Gold and foreign currency claims 32074 29753 30214 30 489 30 405 30345
Gold 2128 2128 2128 2128 2128 2128
Special drawing rights 1025 1120 862 881 885 882
IMF reserve tranche 947 940 927 932 937 934
Convertible currencies 25131 24 492 25 465 25737 25516 25 568
Tied currencies 2842 1073 832 810 938 832
forelgn cloims 4240 4199 4073 4090 4090 4096
Markka subscription to finland’s IMF quota 2262 2283 2195 2195 2195 2195
Term credit 1978 1916 1878 1895 1895 1901
Claims on finendal insthiufions 10 445 14384 23340 23515 23095 24721
Call money credits 457 463 0 44 129 2
Certificates of deposit 4399 7187 17197 17 444 16 914 18 641
Term credits — - — — — —
Till-money credits 2042 2920 2956 2843 2874 2899
Financing of crop failure loans 1222 1222 611 611 611 611
Bonds 2 066 2325 2338 2336 2329 2329
Other claims on financial institutions 259 267 238 238 238 238
Claims on the public 999 1128 1114 1114 1115 1113
Treasury notes and bills — 88 10 10 10 —
Bonds 0 20 30 30 30 31
Total coinage 999 1020 1074 1074 1075 1082
Other claims on the public sector — — — — - —
Claims on 3265 3041 2453 2439 2427 2425
financing of exports 554 400 34 34 31 30
Financing of domestic defiveries (KTR) 2370 2205 1926 1913 1904 1903
Bonds: KTR credits 123 218 281 281 281 281
Bonds: Other 35 35 24 24 24 24
Other claims on corporations 183 183 187 187 187 187
Other assets 115 787 94 92 90 95
Accrued items — 668 — — — —
Other assets 115 118 94 92 90 95
Total 51137 5329 61289 61739 61222 62794
LIABILITIES
n currency Kabilities 183 247 145 142 147 148
Convertible currencies 74 119 23 24 24 23
Tied currencies 109 128 123 118 123 126
Other foreign liabilities 3082 3082 2974 2978 2982 2979
IMF markka accounts 2262 2283 2195 2195 2195 2195
Allocations of special drawing rights 820 800 779 783 787 784
Notes and coin in circulotion 10253 11 550 11717 11 671 11 609 11 651
Notes 9352 10601 10718 10672 10610 10652
Coin 901 949 999 999 999 999
Certificates of deposit 3450 1130 160 110 60 60
Liabilities to finandal institutions 17 699 19248 24998 25189 24 692 25825
Call money deposits 36 128 536 727 230 841
Term deposits — — — — — —
Cash reserve deposits 17 612 19 039 24116 24116 24116 24 639
Capital import deposits — — 310 310 310 310
Other liabilities to financial institutions 51 81 37 36 36 35
Liabilities to the public sector 1249 1903 1475 1475 1485 1486
Cheque accounts 1 1 1 1 1 1
Counter-cyclical fund deposit 900 900 — — — —
Counter-cyclical deposits 348 981 1319 1319 1319 1319
Export deposits — 20 154 154 165 166
Capital import deposits — — — — — —
Other liabilities to the public sector 0 1 1 1 1 1
Liabilities to 6538 6797 10 652 10 651 10 649 10799
Deposits for investment and ship purchase 6200 6447 10134 10133 10131 10 234
Capital import deposits 328 349 517 517 517 564
Other liabilities to corporations 10 1 0 0 0
Other liabilities 37 1107 61 50 66 60
Accrued ifems — 1064 — — — —
Other liabilities 37 43 61 50 66 60
Valuvation account and reserves 3156 2391 3270 3637 3696 3949
SITRA’s capital 400 400 400 400 400 400
Capital accounts 5088 5436 5436 5436 5436 5436
Primary capital 5000 5000 5000 5000 5000 5000
Reserve fund 88 88 436 436 436 436
Profit/loss for the accounting year — 348 — — — —
Total 51137 53291 61289 61739 61222 62 794
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1.2 TIME SERIES FOR THE BALANCE SHEET ITEMS OF THE BANK OF FINLAND,

MILL. FIM
End of Forelgn sector Public sector
- Gold Specdal IMF Comvert- Convert- Tied Foreign Other Net Caims Labl-  Net
drawing reserve  ible ble curren- dalms, dalms itles Rabil-
rghts trenche Sreeet doniorl ™ Pt "t 0@ 110
mﬂu) (5+6)
1 2 3 4 5 6 7 8 9 10 11 12
1984 1732 936 859 15303 18830 —337 18493 —917 17576 1951 4277 2326
1985 2081 931 775 18572 22359 —285 22074 —849 21225 1023 4300 3277
1986 2081 983 793 6778 10635 3421 14056 —838 13218 1002 2001 999
1987 2128 899 793 23571 27391 1212 28603 1131 29734 977 901 —76
1988 2128 1120 940 24373 28561 945 29 506 1117 30623 1128 1903 775
1988
Avg. 2128 1025 947 25057 29157 2733 31890 1158 33048 999 1249 250
Sept. 2128 1022 945 24270 28365 1675 30040 1149 31189 1011 1566 555
Oct. 2128 1008 922 23638 27 696 1818 29514 1134 30648 1044 1575 531
Nov. 2128 101 939 23754 27832 1340 29172 1111 30283 1064 1581 517
Dec. 2128 1120 940 24373 28561 945 29 506 1117 30623 1128 1903 775
1989
Jan, 2128 1 066 945 26514 30653 2296 32949 1129 34078 1114 2016 902
Feb. 2128 878 959 28919 32884 2332 35216 1131 36347 1119 2017 898
March 2128 853 901 25659 29 541 1352 30893 1097 31990 1079 1368 289
April 2128 832 890 24628 28478 1725 30203 1085 31288 1103 1404 301
May 2128 861 1004 25028 29021 1580 30601 1103 31704 1113 1433 320
June 2128 858 961 25501 29448 353 29801 1113 30914 1136 1458 322
July 2128 854 919 25318 29219 717 29936 1094 31030 1113 1472 359
Avg. 2128 882 934 25545 29489 706 30195 1117 31312 1113 1486 373
End of Domestic financdial sector Corporate secior
a Term Call Caosh Till-money Other Ba-  Net Calms  Special Net Notes Out-
daimson mowey reserve creditsio bhilities to in the 30‘!5 cdlaims and stonding
m cdaims on m‘ deposit  finanddl (|‘I3-|-Il- form of other (19-20) e&hﬂh .ﬁ:und
b et e Hons,met  17) fimemcng  met’ lation  of Finlamd
13 14 15 16 17 18 19 20 21 22 23
1984 2802 8696 153 —1618 —2713 4 646 2614 2032 7 442
1985 . 4014 10222 1925 —138 —2897 4525 4113 412 8072
1986 2381 6687 9270 2305 —2240 4343 4581 4757 —176 8 668 .
1987 — —757 10941 2730 —2350 —6618 3449 4782 —1333 9990 4970
1988 7187 335 19 039 2920 —3733 —4864 2823 6579 —375 11550 1130
1988
Avug. 4399 421 17 612 2042 3496 —7254 3047 6320 —3273 10253 3450
Sept. 5506 — 48 17 464 2170 —3591 —6245 2965 6385 —3420 10617 1790
Oct. 5605 -394 17328 2559 —3569 —5989 2908 6471 —3563 10513 1930
Nov. 5907 165 18112 2516 —3554 —5970 2844 6474 —3630 10563 1690
Dec. 7187 335 19 039 2920 —3733 —4864 2823 6579 —375 11550 1130
1989
Jam, 5291 632 20389 2733 3447 —8286 2681 6622 —3941 10755 1440
Feb. 5195 —101 21328 2657 —3481 —10096 2555 6706 —4151 10769 1460
March 797 1735 22120 2481 —-3017 —6970 2455 6700 —4245 10996 980
April 10166 256 22195 2342 —2952 —6479 2386 6935 —4549 11190 580
May 7 597 3803 22820 2843 —2716 5861 2335 7168 —4833 11385 180
June 16 601 —568 23500 2518 —2816 —2133 2239 9557 —7318 11737 160
July 17 582 —727 24116 293¢ —2817 —1508 2252 10439 —8187 11774 160
Avg. 18 641 —839 24639 2899 —2833 —1105 2214 10587 —8373 11651 60

S3
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2. THE BANK OF FINLAND’S MONEY MARKET OPERATIONS AND
THE FORWARD MARKET
2.1 THE BANK OF FINLAND'S MONEY MARKET OPERATIONS AND
THE CALL MONEY MARKET, mit. fim

During Purchases of Soles of Matured Impact on Coll money Call money Toted
period money market money money market Heuidity credits deposits net change

instruments morket instruments, (1-2-3) (4+5-6)

Instruments net
1 2 3 4 5 6 7

1984 . . . . —767 1606 —2373
1985 . . . . 201 —10N1 1212
1986 . . . . 1599 —1074 2673
1987 1263 23658 —17 520 —4 875 —6 818 626 —12319
1988 13840 19190 —16 850 11 500 463 —629 12 592
1988
Avg. 3520 - —1190 4710 457 —625 5792
Sept. 1160 210 —1810 2760 —415 54 2291
Oct. 1470 470 1000 — —32 314 —346
Nov. 2970 — 2380 590 212 —347 1149
Dec. 3000 — 1100 1900 241 71 2070
1989
Jan. 260 1190 1370 —2300 252 —45 —2003
Fob. 3260 1125 2125 10 —656 77 —723
March 8 695 170 5095 3430 1785 —51 5266
April 4710 — 2370 2340 —1 548 —69 861
May 6 490 - 7 880 —1390 3507 —40 2157
June 16 295 250 7875 8170 —3798 573 3799
July 16790 240 15170 1380 7 166 1221

Avg. 14 560 — 13 160 1 400 —10 102 1288



22 FORWARD
EXCHANGE MARKET, miL. rim

End of Banks’ forward positions with
o Domestic Bank not

~ compemios _ F.r.lg-l.' of et Total, ry

bought m sold by b-nl;'. (1-2)
1 2 3 a 5 6
1984 22921 1394 21527 2002 —19962 3 566
1985 16 982 1733 15249 708 —9005 6951
1986 11 446 1319 10127 —2 461 —92 7 574
1987 21671 1158 20513 —233 —1287 18 994
1988 16 488 1543 14946 9086 —377 23 654
1988
uly 18 309 1505 16 805 4678 —201 21282
Avg. 19248 1479 17 769 2147 — 19916
Sept. 19 282 1847 17 435 6712 —1216 22930
Oct. 18 420 1998 16 422 7072 —958 22 536
Nov. 17 447 1894 15553 8224 —863 22914
Dec. 16 488 1543 14 946 9086 —377 23 654
1989 .
Jan. 15710 1058 14 652 9284 —62 23 874
Feb. 15 495 857 14638 7706 —273 2207
March 14614 871 13742 7221 —168 20795
April 13 536 1044 12 492 7003 —63 19 432
May 13 248 1535 11714 9024 — 20737
Jumne 12 859 1408 11 451 9781 —306 20926
July 13125 1393 11731 9870 —395 21207
2.3 BANKS' CENTRAL BANK POSITION, miL. am
A of Call Bank(Ds Grossdebt Coll of Cash Gross dalm Net
verage money ot S money I!.."Iﬁlgl reserve Sroms

the Bamk of Anland "5:""""' of Fnland (3-7)

of Ruland (142) Finland (4+546)
1 2 3 a 5 6 7 8

1984 3176 . 3176 3215 . 46324 9 539 —6 364
1985 5812 . 5812 4527 . 9578 14 105 —8293
1986 7117 120 7237 1256 . 2189 10 445 —3208
1987 481 1 581 2062 703 4705 10092 15501 —13439
1988 128 2190 2319 621 5044 15159 20824 —18 505
1988

Avg. 377 2 804 3181 196 3955 17 491 21 642 —18 462
Sept. 101 5006 5107 483 2389 17 607 20 479 —15372
Oct. 52 5543 5594 371 1851 17 459 19 681 —14087
Nov. 120 5677 5796 346 1846 17 354 19 545 —13749
Dec. 221 6633 6 854 306 1287 18172 19765 —12911
1989

Jan. 111 6203 6314 611 1252 19 083 20 946 —14 632
Feb. 129 4612 4741 501 1568 20 423 22 491 —17 750
March 711 5175 5886 177 1202 21352 22731 —16 845
April 689 8697 9 386 129 774 22128 23031 —13 644
May 1176 8908 10083 127 330 22214 22 671 —12588
June 779 11264 12 042 321 118 22 842 23282 —11240
July 46 17 049 17 095 714 160 23 520 24 394 —7 299

Avg. 46 17 384 17 431 507 116 24132 24755 —7325



3. RATES OF INTEREST
31 MONEY MARKET RATES AND RATES APPLIED
BY THE BANK OF FINLAND, per cent

Average of Inter-bank HELIBOR Bank of Anland Cash reserve
dclyo.b- overnight rates requirement
sorvations rate
1 3 6 12 Call Call Base Ovdinary Additional
month months months months  momey money rate (average)
credit depesh
rafe rale
1 2 3 a4 5 6 7 8 9 10
1984 .. .. . .. . 16.53 16.53 9.50 54
1985 .. .. .. .. .. 13.37 13.37 9.04 5.6
1986 11.87 . .. .. .. 13.43 11.34 7.46 48
1987 9.16 9.90 10.02 10.14 10.40 11.71 7.78 7.00 48
1988 8.47 9.77 9.97 10.16 10.50 11.50 7.04 7.63 6.5
1988
Avg. 9.97 9.96 10.00 10.13 10.42 11.00 7.50 8.00 7.0
Sept. 8.51 10.34 10.48 10.58 10.68 11.00 7.50 8.00 7.0
Oct. 7.88 10.34 10.68 10.96 11.31 12.83 4.34 8.00 70
Nov. 8.24 10.85 11.26 11.56 11.93 13.00 4.00 8.00 7.3
Dec. 8.41 11.21 11.55 11.85 12.14 13.00 4.00 8.00 7.6
1989
Jan. 7.46 10.60 11.19 11.42 11.80 13.00 4.00 7.50 78
Feb. 79 10.12 10.78 11.10 11.53 13.00 4.00 7.50 78
March 9.09 10.85 11.09 11.34 11.66 13.00 400 7.50 8.0
April 11.37 12.08 12.11 12.11 12.15 13.00 4.00 7.50 8.0 .
May 11.43 11.70 11.75 11.79 11.90 13.00 4.00 7.50 8.0 02
June 9.79 11.62 11.78 11.93 12.13 13.00 4.00 7.50 8.0 0.4
July 10.56 11.64 11.79 11.94 12.11 15.00 4.00 7.50 8.0 0.5
Avg. 8.86 11.87 12.06 12.22 12.35 15.00 4.00 7.50 8.0 07
3.2 WEIGHTED EURORATE 3.3 CQVERED EURO-
(3 AND 12 CURRENCIES), per cent DOLLAR RATE, per cent
Avmo 3 currencles’ 12 currencles? Avme
:'lu.r- 1 3 & 12 1 3 [ ] 12 gnr- 1 3 & 12
vations month months months months month wmeonths months months vations month months months months
1 2 3 a 5 6 7 8 1 2 3 4
1984 7.5 77 8.0 8.2 .. .. .. .. 1984 .. .. .. ..
1985 6.8 6.9 7.0 72 .. .. . .. 1985 129 128 128 126
1986 59 59 59 58 .. .. .. .. 1986 121 117 115 111
1987 54 5.6 57 58 79 8.0 8.1 8.2 1987 938 9.9 29 101
1988 59 6.0 6.2 6.4 7.8 8.0 8.1 8.3 1988 946 98 100 103
1988 1988
Avg. 6.7 6.9 7.2 7.3 8.2 8.5 8.8 8.9 Avg. 99 9.9 101 10.4
Sept. 6.6 6.8 7.0 71 8.4 8.5 8.7 8.8 Sept. 102 104 104 106
Oct. 6.6 6.8 6.9 6.9 8.3 8.5 8.6 8.6 Oct. 102 105 108 11.0
Nov. 6.7 6.9 7.0 7.0 8.5 8.6 87 8.7 Nev. 106 110 113 116
Dec. 74 74 74 7.5 8.8 8.8 8.9 8.9 Dec. 108 112 1.4 1.7
1989 1989
Jan. 74 76 77 7.8 8.8 8.9 8.9 9.0 Jan. 102 108 11.0 113
Feb. 8.0 8.2 8.4 8.4 9.2 93 93 9.4 Feb. 100 105 107 111
March 8.0 83 8.6 8.8 9.3 9.5 97 9.8 March 106 109 11.1 11.3
April 8.0 8.2 8.4 8.6 9.2 9.5 9.6 9.7 Apeil 119 118 118 117
May 8.3 84 8.6 8.7 9.5 9.7 9.7 9.8 May 11.1 1.2 112 113
June 8.3 8.4 8.5 8.5 9.7 9.8 9.8 9.9 June 112 113 114 115
July 8.3 8.2 8.2 8.1 9.8 9.8 9.7 97 July 11.1 11.3 115 115
Avug. 8.3 8.3 82 82 97 9.8 98 97 Aug. 11.1 1.5 117 18

' DEM 60 per cent, USD 30 per cent, GBP 10 per cent.

2\Weighted according fo their relative shares in the Bank of finland currency index.
S6  Since March 1989, the index has consisted of 14 currencies.



34 RATES OF INTEREST APPLIED BY BANKS, per cent

El;d Lending Deposits
New aredits’ Average Savings 12- 24- A A
m Choque Bilisof Loans New lending Of which: accounts month menth rate e uhcr r-leor
oxm londi rate m— and time fime of in- ::.I-nll m
and post- change ftotal dal MI ¥ ¥ - deposits
al giro banks  accounts l.:h':'. w
credits deposits  deposits
1 2 3 4 5 6 7 8 9 10 11 12
1984 .. .. .. .. 10.67 10.68 525 8.00 9.25 6.22 15.43 7.30
1985 1204 12.94 10.62 11.55 1037 10.37 475 7.50 8.75 591 13.24 6.81
1986 10.89 12.30 976 10.64 8.82 8.81 275 575 7.00 4,43 11.84 5.35
1987 1050 1231 10.0 10.62 9.12 8.99 275 575 7.00 45 1013 5.29
1988 10.22 12.27 10.50 10.72 10.37 10.25 375 6.75 8.00 5.87 9.80 6.20
1988
Joly 11.29 12.60 10.72 11.08 10.08 9.91 375 6.75 8.00 5.45 9.44 6.30
Avg. 11.04 12.55 10.75 11.07 1012 9.95 375 6.75 8.00 5.48 9.63 6.42
Sept. 12.24 12.53 10.81 11.14 10.19 10.06 375 6.75 8.00 5.56 9.83 6.56
Oct. 11.97 1253 10.82 11.16 10.29 10.15 375 6.75 8.00 5.59 10.09 6.63
Nov. 12.08 12.62 11.02 11.33 10.33 10.21 375 6.75 8.00 566 10.39 6.77
Dec. 10.02 11.68 10.33 10.48 1037  10.25 375 6.75 8.00 587 1062 6.92
1989 :
Jan, 11.63 12.37 10.58 1095 10.09 9.90 3.50 5.50
Feb. 11.63 12.23 10.85 11.18 10.09 9.92 3.50 5.50
March 1204 12.69 11.04 11.45 10.11 9.94 3.50 5.50
April 1273 1310 1135 1180 10283 10.06 3.50 5.50
May 12.75 13.11 11.48 11.91 10.31 10.13 3.50 5.50
June 12.46 13.12 11.43 11.83 10.35 10.18 3.50 5.50
July 12.59 13.25 11.59 12.03 1034 10.18 3.50 5.50
! Average rate of interest for period.
35 RATES OF INTEREST ON BONDS AND DEBENTURES, per cent
Period Secondary morket rates Rates at Issue
Long-term u-m- Taxcble Taxable of Taxfree 'I'ubﬁ.‘lo Taxfree
lated market govern- which: public : r-bll:
. - Institu.
yours yeors ety
1 2 3 a 5 6 7 8 9
1984 14.0 10.6 13.6 1.
1985 12.7 10.1 127 10.6
1986 1.7 .. .. 8.3 1.3 8.8
1987 .. .. . 1.2 11.1 11.2 8.1 10.7 79
1988 10.7 10.8 10.6 10.6 10.6 10.6 7.8 10.4 7.3
1988
July 10.3 10.5 10.6 10.4 10.4 10.6 79 9.8 7.2
Avg. 10.5 10.7 10.7 10.6 10.5 10.7 8.0 10.5 7.2
Sept. 10.7 10.8 10.6 10.7 10.8 10.5 8.0 10.7 7.2
Oct. 11.2 1.3 10.6 10.6 10.6 10.6 78 103 7.2
Nov. 11.6 11.6 11.6 11.0 11.0 1.3 7.8 10.7 7.2
Dec. 11.8 1.7 11.6 1.3 1.3 11.1 7.5 11.3 7.2
1989
Jan. 11.8 1.7 11.6 11.8 1.7 12.0 7.4 11.1 6.5
Feb. 11.5 11.4 1.7 11.5 11.8 11.3 7.5 11.5 6.5
March 11.6 11.6 11.8 11.8 11.5 11.8 7.7 11.5 6.5
April 11.9 11.8 11.8 11.8 11.9 11.7 7.6 1.6 6.5
May 1.8 1.7 11.8 11.8 11.9 11.8 7.9 11.6 6.5
June 19 ns 12.3 1.8 118 1.7 8.1 1.5 6.5
July 11.8 11.7 12,1 11.8 12.0 11.6 8.2 1.6 6.5
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4. RATES OF EXCHANGE
41 AVERAGE SPOT SELLING RATES, rm

Avesrage MNew York Moniveal Lomdom Dueblin Sioddiolm Oslo Copen~ Frankferk Amster- Brussels
of dally bagen a.M. dom
m 1UsSD 1 CAD 1689 1EP 1S 1 NOK 1 DKK 1 DEM 1 NLG 1 BEC 1BRL
1 2 3 4 5 [ 7 8 9 10 11
1984 6.010 4.645 8.023 6533 07277 07384 05816 21165 1.8772 0.10428 0.10274
1985 6.206 4.554 8.000 6590 07222 07231 05871 21142 1.8745 0.10483 0.10421
1986 5077 3.659 7.459 6816 07138 0.6882 0.6290 23454 20789 0.11399 0.11299
1987 4.404 3.325 7.213 6556 06952 06547 06444 24514 21755 0.11806 0.11735
1988 4.191 3.412 7.466 6397 06848 0.6444 06235 23895 21233 0.11421 0.11345
1988
Avg. 4.469 3.660 7.601 6369 06910 06498 0.6198 23692 20986 0.11314 0.11162
Sept. 4.427 3.611 7.462 6.371 06885 06419 06183 23732 21034 011325 0.11181
Ocl. 4315 3.582 7.492 6349 06883 06401 06153 23699 21019 0.11311 0.11197
Nov. 4151 3.416 7.512 6350 06827 0.6328 06154 23737 21049 0.11333 0.11250
Dec. 4.140 3.466 7.565 6319 06816 046365 06112 23590 2.0902 0.11262 0.11212
1989
Jan. 4.247 3.568 7.561 6223 06804 06385 0.6003 23234 20583 0.11098 0.11048
Feb. 4.299 3.623 7.550 6206 0.6814 06411 05974 23231 20578 0.11091 0.11045
Merch 4.302 3.604 7.393 6170 06756 06347 05925 23084 20459 0.11026 0.10982
April 4.197 3.534 7.149 6.001 0.6605 06190 05776 22465 1.9913 0.10737 0.10691
May 4347 3.650 7.090 5975 06618 06187 0.5737 22325 1.9805 0.10672 0.10639
June 4.437 3.706 6.899 5985 06643 06183 05757 22397 1.9884 0.10708 0.10681
Suly 4.278 3.602 6.947 6.043 06622 06164 05818 22601 20043 0.10803 0.10786
Awg. 4.348 3.703 6.950 6036 06657 0618 05814 22582 2.0029 0.10802 0.10782
:fw Zurich Paris Rome Vienma Lishon Reykjavik Madrid Tokyo Moscow b.IA“.I- ECU SDR
me
m 1 CHF 1 RF 1im 1ATS 1PTE 118K 1ESP 1Y 1 SUR 1 AUD 1 XEU 1 XDR
12 13 14 15 16 18 19 20 21 22 23
1984 25642 0.6907 000344 03013 00414 01939 0.0375 002534 7.357 6.14739
1985 2.5360 0.6940 0.00327 03012 00367 0.1520 0.0366 0.02610 7.419 6.27879
1986 2.8349 0.7355 0.00343 0.3339 0.0343 0.1259 0.0364 0.03028 7.228 .. .. 5.94432
1987 29563 07345 0.00341 03488 0.0315 0.1163 00358 0.03050 6.965 3.106 5075 5.68010
1988 28700 0.7060 000324 03401 0.0294 0.1006 0.0361 0.03273 6.891 3309 4954 5.61826
1988
Avg. 2.8246 0.7014 0.00321 03373 0.0294 0.0981 0.0362 0.03344 7.091 3.620 4931 576379
Sept. 28112 04992 000320 03377 00291 00971 00358 0.03295 7.038 3.527 4917 571616
Oct. 27995 0.6963 0.00319 03374 00290 0.0940 00360 0.03347 6.998 3.509 4911 5.68200
Nov. 2.8293 0.6965 0.00321 0.3378 0.0288 0.0931 0.0362 0.03372 6.890 3.548 4918 5462011
Dec. 28009 0.6921 0.00321 03357 0.0288 0.0929 0.0366 0.03349 6.862 3573 4.899 5.59952
1989
Jamn. 27332 0.6831 0.00318 0.3308 0.0286 0.0887 0.0372 0.03346 6.8%6 3712 4840 5.61726
Feb. 27314 0.6838 0.00319 03305 00286 0.0870 00373 0.03369 6943 3704 4.838 5.64865
March 26830 0.6824 0.00316 0.3284 0Q.0283 0.0842 0.0372 0.03305 6.896 3530 4.801 5.60538
Apeil 2.5518 0.6659 0.00308 0.3195 00275 0.0819 0.0363 0.03181 6702 3395 4.672 5.44433
May 25138 0.6615 0.00308 03176 0.0273 0.0814 00352 0.03151 6770 3.374 4.644 5.48599
June 25942 0.6616 0.00310 03185 0.0271 0.0789 0.0351 0.03079 6.831 3.367 4.639 549166
wly 26243 0.6679 0.00314 03214 00273 00762 0.0361 0.03047 6.759 3.260 4.678 5.42928
S8 Avg. 2.6201 0.6700 0.00316 0.3211 0.0273 0.0751 00362 0.03079 6.821 3336 4.678 547435



.
42 CURRENCY INDICES, 1982=100

Average Other currency indices Currency Welghts of the Bank of
of daily Bauk of Anland Fnland cnrency index
w- cwrrency index 'm".‘.x'-""' index . As from man- 7,
1 2 3 4
1984 102.8 108.5 111.6 usb 8.1
1985 102.5 109.4 112.5 GBP 13.4
1986 103.9 106.3 110.4 SEK 19.1
1987 103.3 103.2 106.1 NOK 43
1988 102.0 101.0 104.7 DKK 45
DEM 19.3
1988 NLG 48
Avug. 1027 102.7 107.2 BEC 3.1
Sept. 102.2 102.1 106.4 CHF 2.5
Oct. 102.0 101.5 105.8 FRF 6.5
Nov. 101.6 100.5 104.5 m 49
Dec. 101.4 100.2 104.2 ATS 16
ESP 18
1989 »Y 6.1
Jan. 100.9 100.2 104.6
Feb. 101.0 100.5 105.2
March 100.1 99.8 104.4
April 97.4 97.1 101.6
May 97.3 97.6 102.4
June 97.2 97.9 102.8

Joly 97.4 97.5 101.7
Avg. 97.7 98.0 102.6



5. OTHER DOMESTIC FINANCING
51 BANK DEPOSITS BY THE PUBLIC, mi. rim

End of Demand Time Investwment Maridca Foreign Unregelated Total
period deposiis deposits accounts deposits, corrency deposits

fotal deposits (4+546)

(14243)
1 2 3 a4 5 6 7

1984 16 975 108 118 . 125093 4960 11287 141 340
1985 19 268 125 366 1781 146 415 6192 13 998 166 605
1986 18 393 137 521 3423 159 337 4306 17 271 180914
1987 20377 155115 5243 180 735 3923 17 892 202 550
1988* 24 831 194181 5089 224101 4643 41028 269772
1988*
June 26163 164253 5900 196 317 4169 27 307 227793
iy 24 369 166 174 5910 196 454 4362 37 097 237 913
Avg. 24 438 167 010 5904 197 352 4 406 39 645 241 402
Sept. 23 358 168 233 6211 197 801 4310 39761 241 872
Oct. 25168 170139 6530 201 837 4783 42 652 249 271
MNov. 23 389 171714 6 602 201 706 5028 44 564 251298
Dec. 24831 194 181 5089 224101 4643 41 028 269772
1989*
Jam. 24190 194 308 5842 224 340 4647 48 256 277 243
Feb. 26225 194930 6 433 227 588 5022 48 346 280 956
March 25618 193 825 6932 226 375 4754 51153 282 281
April 25872 195 207 7 408 228 487 5430 55 898 289 814
May 26 969 194708 7 672 229 349 5286 51275 285 909
Jumne 28 559 196 403 8080 233 042 6626 57 898 297 566

52 BANK LENDING TO THE PUBLIC, miL rm

End of Cheque Bills of Louns Maridka Foveign Total
period account exchange lending, currency lending
and total aredits (4+5)
giro arediis (1+2+3)
1 2 3 4 5 6
1984 5233 7 644 111280 124157 20363 144 520
1985 6313 7471 132 668 146 451 24704 171 155
1986 7 542 6354 152335 166 231 25016 191 246
1987 8 507 5177 178 698 192 382 36 954 229 336
1988* 11 358 5920 234 268 251 545 50267 301812
1988*
June 9643 4809 200 832 215283 47 807 263 090
July 9436 4722 203911 218 068 47 301 265370
Avg. 9907 4767 207 885 222 560 47 085 269 644
Sept. 10634 4755 212246 227 635 47 583 275218
Oct. 10 647 4796 216 684 232127 47 913 280 040
Nov. 10898 4902 221029 236 830 48 558 285 388
Dec. 11358 5920 234 268 251 545 50267 301812
1989*
Jeam, 11765 5334 237 089 254188 53142 307 329
Feb. 11783 5044 239 517 256 345 56 542 312886
March 12 595 5122 241 517 259 234 56 288 315522
April 12836 5129 240945 258910 57 559 316 470
May 12926 5195 246 520 264 641 59916 324 557
S10 Jume 13422 5347 248 921 267 691 61276 328 966



53 MONEY SUPPLY AND MONETARY AGGREGATES, miL. fim

End of Foreign Domestic credit Other "
poricd assets, Golmson  Ga Total Homs, ",

net - m'::':: - net (144+45)

government
1 2 3 4 5 6 7

1984 —2575 —5483 176 694 171 211 —26 978 24 945 141 658
1985 —6 641 —8 694 209 231 200 537 —27 244 27 694 166 652
1986 —16784 —13884 237 514 223 630 —27 522 27 838 179 324
1987 —25 484 —14977 277 068 262 090 —36 145 30342 200 461
1988* —40 670 —15691 351 266 335 574 —48 866 35232 246 039
1988*
June —31 339 —14240 308714 294 474 —44 552 36824 218 583
July —31 862 —13 831 312650 298 819 —47 602 35182 219 356
Avg. —33 160 —14 690 317 063 302373 —49 570 34 831 219 644
Sept. —37 256 —15307 322 509 307 202 —49 841 34097 220105
Oct. —38414 —15174 327518 312344 —50 503 35538 223428
Nov. —38919 —16 343 333 845 317 502 —54 941 33856 223 642
Dec. —40 670 —15691 351 266 335574 —48 866 35232 246 039
1989*
Jan. —40982 —13 442 358 025 344 583 —57 465 34 954 246 137
Feob. —41 631 —13958 364 209 350 252 —58 621 37 294 250 000
March —43785 —16112 368 268 352156 —59 424 36810 248 947
April —45413 —13377 3725M 359134 —61 684 37 559 252037
May —47 950 —10575 377748 367 173 —65 679 38 966 253 544
June —50 499 —11982 384021 372039 —59320 42 526 262 220

54 LIABILITIES AND ASSETS OF THE CENTRAL GOVERNMENT, miL. im

ﬁlgot Forelign debt Domestic debi Total Out- m
Bonds  Demds e (14233) bends  lomy  mores’ (55evn) "mem lendep
and promis- ferm and debt
deben- sory Habil- bills (4+8)
fures nofes les
1 2 3 q 5 6 7 8 9 10 1

1984 16 513 2 666 5767 24946 12037 4520 2766 19323 44269 33816 6 300
1985 17 316 2703 5658 25677 14994 4107 2203 21304 46981 36032 6383
1986 17 905 3038 6038 26981 18 059 4 481 2474 25013 51994 38028 11686
1987 20 407 2697 5576 28680 22121 4692 3018 29831 58511 40035 11553
1988 20202 1804 4273 26279 24243 5272 2290 31805 58084 42990 15858
1988

July 20 860 2236 515 28252 23838 4969 3910 32717 60969 41781 11993
Avg. 20 652 1865 5129 27646 23834 4983 3850 32667 60313 41693 12504
Sept. 20200 1847 5098 27145 23767 4979 3580 32326 59471 43141 13073
Oct. 20015 1833 5100 26948 24056 4980 3310 32346 59294 43357 13886
Nov. 19 643 1814 4324 25781 24079 4984 2980 32043 57824 43349 15683
Dec. 20 202 1804 4273 26279 24243 5272 2290 31805 58084 42990 15858
1989

Jan. 20208 1790 4216 26214 23563 5261 2130 30954 57168 43531 13022
Feb. 19 999 1486 4158 25643 23877 5225 1930 31032 56675 43990 13926
March 19 285 1234 3893 24412 243% 5219 1630 31248 55660 44071 17 893
April 18 236 1219 3678 23133 24508 4975 1280 30763 5389 44371 15128
May 19333 1239 3564 24136 2435] 4806 980 30137 54273 .. 14374
Jume 18759 1249 3400 23408 24539 4810 780 30129 53537 14 598
July 18 587 1229 3370 23186 - 24526 4812 660 29998 53184 16 701

S11



55 DOMESTIC BOND MARKET
A) ISSUES, miL fim

During By seclor By type of loan Total
period (14243+4+5)
Corpo- Fincmcial Contral Local Others Public issves Private =
647
rations  instiiwtions govermment govermment pladngs (6+748)
1 2 3 a4 5 6 7 8 9
1984 2528 6167 5073 112 32 1947 5336 6629 13912
1985 4799 9112 5994 435 33 8070 6394 5909 20373
1986 4976 10 638 6532 422 105 5987 7 487 9199 22 674
1987 4477 9510 8119 206 69 9 409 8830 4142 22380
1988 3027 8418 6889 268 61 7 861 6522 4280 18 663
1988
Joly 523 360 10 74 — 445 10 512 967
Avg. 314 474 576 100 — 772 576 116 1463
Sept. 13 903 127 — — 378 482 183 1042
Oct. 324 706 656 15 — 930 656 115 1701
Nov. 14 1240 183 — — 873 183 381 1437
Dec. 838 808 174 3 50 638 174 1062 1874
1989
Jan. 738 1451 1075 47 — 1284 1293 734 3311
Feb. 153 1403 1800 7 - 2 683 400 280 3362
Mardh 39 1785 — 6 — 1234 381 566 2181
April 274 345 982 13 — 375 — 1239 1614
May 353 458 450 56 — 495 450 371 1316
June 502 2602 — 15 — 1111 — 2008 3119
* July 58 100 — 8 3 100 — 69 169

B) STOCK, miL rim

End of Total
By seclor By type of loan a 5
Corpo-~ Fsandal Central Local Others Public isswes =
rations  institetions
government government placings (64748)
1 2 3 4 5 6 7 8 9
1984 6766 19 960 14904 247 43 3531 15148 23242 41 921
1985 10 482 26173 18 575 661 56 10 967 19002 25977 55947
1986 14075 31902 22 091 1042 177 16 432 23314 29 541 69 287
1987 17 509 36773 26 518 1200 232 24 831 28 229 29172 82232
1988* 19222 42927 28953 1412 292 31970 30 064 30771 92 805
1988*
n 17 901 39712 28 428 1250 246 28 457 29 627 29 453 87 537
m 18 407 40 650 28 478 1416 246 29 804 29 588 29 805 89197
v 19222 42927 28 953 1412 292 31970 30 064 30771 92 805
1989*
] 20237 46 069 28 907 1417 392 35733 29416 31874 97 023
n 20 675 49118 28 907 1473 384 37747 29 384 33426 100 557
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56 HELSINKI STOCK EXCHANGE

:::’ Tornover, mill.FiM Unitas .......-!‘1",‘1';= 100
Shares and Bowds and Total Bawks Indwstry Overcll
subscription debentwres (142) index

rights
1 2 3 a 5 6

1984 2 508 5007 7515 193 273 259

1985 3114 9046 12 160 184 234 229

1986 9 488 6 479 15968 254 357 350

1987 26 641 4 604 31245 319 603 546

1988 31734 5718 37 452 404 734 677

1988

July 3765 353 4117 453 806 747

Avg. 3614 298 3911 458 809 752

Sept. 2149 270 2419 432 763 704

Ocl. 1979 191 2170 421 751 696

Nov. 2271 205 2475 445 787 731

Dec. 3475 966 4441 443 786 732

1989

Jan. 2622 314 2936 439 792 736

Feb. 5491 883 6373 447 829 771

March 4530 463 4993 467 838 784

April 3520 171 3691 489 854 807

May 2861 367 3228 482 851 801

June 2016 268 2283 486 844 796

July 1344 303 1647 473 823 776

! Average of daily observations.
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6. BALANCE OF PAYMENTS, FOREIGN LIABILITIES AND ASSETS
6.1 CURRENT ACCOUNT, miLL im

mmmmmmmmn—s— Curreni Imporis Trans= Travel Other

period of port services ipts, of goods moent  fers and accownt of port ex= ex- services
goods, receipts receipts total and income other receipis goods, pendi- pendl- ex-
f.0.b. (243 +4) services income (6+7+8) c.if. fure fure pendi-
(145) ture
1 2 3 L] 5 6 7 8 9 10 11 12 13
1984 78961 6580 3039 5610 15229 94190 4537 3624 102351 73496 2572 4250 5819
1985 82475 6216 3258 6224 15698 98173 5847 3791 107811 80764 2545 5031 6554
1986 81066 5757 3195 5616 14568 95634 4510 3609 103752 76736 2160 5587 5415
1987 8382 6370 3736 6099 16204 100030 5075 3231 108336 81867 2610 6811 6488
1988° 91299 7146 4257 6333 17736 109035 7752 339 120183 91234 3576 7913 7500
1987
] 20038 1474 660 1253 3387 23425 1127 876 25427 19528 572 1467 1473
n 21302 1644 929 1382 3955 25257 1175 797 27229 20508 673 1688 1529
m 20849 1698 1339 1573 4610 25459 1115 781 27355 20258 670 1915 1467
1) 21638 1554 808 1890 4252 25890 1659 777 28325 21573 694 1741 2019
1988*
1 20513 1663 777 1511 3951 24464 1804 818 27086 19684 715 1830 2041
n 22565 1828 1041 1456 4325 26890 1781 864 29535 23185 831 1917 1760
m 21617 1913 1486 1518 4916 26533 1944 883 29361 23769 1013 2210 1813
v 26603 1743 954 1848 4544 31148 2223 831 34201 24597 1017 195 1886
1989*
] 24904 1884 865 1678 4427 29331 2248 866 32444 24320 753 2081 2147
n 23340 2009 1100 1606 4716 28056 2582 942 31580 24804 905 2230 1912
Dwring Services imporis Invest- Trans- Current Trade Trams- Travel Other Services Goods & Tr [
poriod expendi- of mont fers and account account port (3-12) services accownt and mont fors and account
fure, goods eox- clller expen- (1-10) (2-11 (4-13) (20+21 nrvlni huun. others, (24425
fotal and pendi- ex: diture +22) net +26)=
(11412 sorvices ture puul- (15+16 (m-n)a-u) (8-17) (9-18)
+13) (10+14) fure +17)
14 15 16 17 18 19 20 2 22 23 24 25 26 27
1984 12641 86137 11298 5010 102445 5465 4008 —1211 —209 2588 8053 —6761 —1385 —93
1985 14130 9489312134 5300 112327 1711 3671 —1773 —330 1568 3279 —6287 —1509 —4517
1986 13162 89898 11719 5964 107580 4329 3597 —2392 201 1406 5735—-7209 —2355 —3828
1987 15909 9777512617 5860 116251 1960 3760 —3075 —390 296 2255 —7 542 —2629 —7915
1988* 18989 110223 15769 6771 132763 64 3570 —3656 —1167 —1252 —1188 —8017 —3 375 —12 580
1987
1 3512 23040 2901 1745 27686 509 901 —806 —220 —125 385 —1774 —B869 —2259
n 3890 24398 3624 1288 29309 794 971 —759 —147 65 859 —2450 —490 —2081
m 4052 24310 2660 1303 28274 591 1028 —576 106 558 1149 —1545 —522 919
v 4455 26027 3431 1523 30982 65 860 —933 —129 —203 —138-1773 —747 —2657
1988*
] 4585 24269 3882 1919 30070 828 948 —1053 —529 —634 194 —2077 —1 100 —2983
n 4508 27692 3863 1501 3305 —619 997 —876 —304 —183 —802—2082 —637 —3521
m 5037 28805 3511 1503 33819—2151 900 —725 —296 —120—2272—1567 —620 —4459
v 4859 29456 4514 1848 35818 2007 725 —1003 —38 —315 1692--2291—-1017 —1617
1989*
] 4982 29302 4303 2182 35786 584 1130 —1216 —469 —555 29 —2055—1316 —3342
St4 m 5047 29851 5086 1801 36738—1464 1104 —1130 —306 —332-—-1795—-2504 —859 —5158



|
62 CAPITAL ACCOUNT, miL. Fim

Direct Port- Long-term credits Imports Direct Porl- Long- Exporis Long~
m h follo dmmm— follo term d.ﬂmmm
ment in invest- Coniral Avthor- Others Total long- ferm  ment invest- export long- ferm  capital
Fnlond ment in govern- ized (3+4 ferm capital abrood ment cedits ferm cupital account
Flnland ment  bonks Y el O chrond cowtiel gy Y

1 2 3 4 5 6 7 8 92 10 1 12 13 14

1984 324 1492 2598 2861 1090 6549 68 8433 2479 408 16821960 2609 5824
1985 392 4264 1556 1489 442 3487 140 8283 2073 1329 —1313 102 3115 5168
1986 1627 646 —63 5935 —482 5390 87 7750 3641 2347 —381 702 6309 1441
1987 424 179 2284 5700 2526 10510 91 11204 3741 3294 158 3103 10296 908
1988* 835 —182—1690 9796 9076 17182 85 17920 7845 1307 675 1899 11726 6194

1987

] 134 69 1638 1755 874 4267 79 4549 779 1076 261 2486 4602 —53
n 215 58 —443 1529 1260 2346 —55 2564 934 1339 —144 55 2184 381
m 24 821019 945 549 475 12 593 682 519 106 82 1389 —796
v 51 30 2108 1471 —157 3422 55 3498 1346 360 —65 482 2123 1376
1988*

1 64 6 —857 361 3230 2734 89 2893 997 245 6 572 1820 1073
n 301 =212 1171 235 1599 5126 —42 5173 299% 344 180 431 3951 1222
m 88 —43—-1571 3011 885 2325 —19 2351 1661 375 89 380 2505 —154
w 332 67 —433 4068 3362 6997 57 7503 2191 343 400 515 3449 4054
1989

1 —168 694 —141 5951 2199 8009 42 8577 3182 —360 1395 1057 5274 3303
n 176 —287 —1197 1491 3020 3314 —22 3181 648 346 545 161 1700 1481

Bagle  Short= imports Short- Export Exporis Other Shori- Overall Change
m balonce term m' of shori- ferm recelv= of shorl- ferm balance in Of which:
capital Hies Term capital ables shork ferm copital exd. comtral
imports and | exports and ferm account reserve bemk's
ofaw- prepay= (16+17) of ay= prepay- ca sll- move- foreign Convert- Tied
thorized menis thorized ments (1 errors 1+22) menis ex- ible reserves
banks relaied banks related and (15423) chango reserves
fo ex~ fo omissions reserves
poris imports (26+27)
15 16 17 18 19 20 21 2 23 24 25 26 27

1984 5730 16080 944 17024 13614 —2811 10803 —2676 3545 9275 —9275—10142 867
1985 651 6890 350 7240 323 1732 2055 —2092 3093 3744 3744 —3729 —15
1986 2387 6019 —3796 2222 9933 —92 9841 2075 —5544 —7930 7930 11678—3748
1987 7007 19324 —665 18659 —7343 —183 —7526 —3442 22743 15736 —15736—17817 2081

1988* 6386 10695 —1161 9535 5970 453 6423 3457 6569 183 —183 —517 334
1987

] —2311 3682 1076 4757 —5911 —118 —6029 —2239 8547 6236 —6236 —7020 785
n —1700 7667 82 7748 1510 —118 1392 1580 7937 6237 —6237 —5569 —667
m —1714 8738 —355 8383 3494 27 3521 —2512 2351 637  —637 —2407 1771
v —1281 —763 —1468 —2230 —6436 27 —6410 —271 3908 2627 2627 —2820 193
1988

] —1911 6501 —1602 4899 2966 —802 2164 1516 4251 2341 —2341 —1295—1046
n —2300 11731 539 12270 4363 —B802 3561 —1692 7018 4718 —4718 —4662 —57
m —4613 547 803 256 3405 1029 4434 1703 —2475 —7088 7088 6337 751
v 2438 —6990 —901 —7890 —4764 1029 —3735 1929 —2226 212 212 —897 685
1989*

1 —39 6707 —241 6466 4685 —140 4545 —62 1859 1820 —1820 —1372 —449

n —3677 9788 —394 9394 4847 —140 4707 —2185 2502 —1174 1174 152 1022 S15



|
6.3 FINLAND'S FOREIGN LIABILITIES AND ASSETS, miL. Fim

End of Long-term liabilitles Long-ferm assets m-
il Direct Port- Long-torm credits Other Divect long= Othor Total debt,
long- g:,ﬂ,t invest- m torm  long- "'l"lﬂlﬂ
m:m.u;wwm (‘l;l"d Iu-l ment hm:mul-cxporl 1+12) (8-13)
Fuland ment hanks +5) abroad
1 2 3 4 5 6 7 8 9 10 n 12 13 14

1984 2905 2013 24928 5960 37227 68116 512 73546 8689 1021 8920 2097 20727 52819
1985 3274 6313 25678 6410 34276 66364 652 76603 10524 2350 6539 3053 22466 54137
1986 4892 7420 26292 11992 32044 70330 739 83381 13727 4697 5649 3685 27758 55623
1987 5285 7099 27861 17365 33088 78314 830 91527 16651 7991 5240 6618 36500 55027
1988* 6424 7251 26011 27427 41787 95227 915 109817 24511 9298 6686 8555 49050 60767

1987*
1 5018 7777 27391 13472 32074 72939 818 86552 14191 5773 5648 6105 31717 54835
n 5229 B134 26862 14991 33280 75132 763 89258 15098 7112 5513 6164 33887 55371

m 5243 8491 25627 15825 33511 74963 775 89472 15633 7631 5571 6229 35064 54408
v 5285 7099 27861 17365 33088 78314 830 91527 16651 7991 5240 6618 36500 55027

1988*
] 5308 7105 26637 17594 35834 80114 919 93446 17538 8236 5250 7183 38207 55239
[ ] 5410 6893 28390 20464 38230 87083 877 100263 20928 8580 5629 7712 42849 57 414
m 5521 6850 27007 23707 39278 89993 858 103222 22521 8955 5752 8122 45350 57872
v 6424 7251 26011 27427 41787 95227 915 109817 24511 9298 6686 8555 49050 60767
1989*
1 6233 7945 25357 32799 43289 101448 957 116583 25355 8938 8025 9590 51908 64675
[ 1] 6421 7658 24178 34097 46669 104943 935 119957 28044 9284 8674 9793 55795 64162
End of Short-term Eabilities Shori-ferm assets m zi,
Bankof Shori- Trade Toladl Baukof Short- Trade Tolal Eabll- (14423) pay- whid: ratio
Fnland’s term credits (15416 Fnland’s ferm credits (19420 itles, menis repay-
short= o~ and +17) shorl- assels ond +21) net ments
ferm bilities other form of other (13-22)
Babll- of Ha= asmsels owthor- assefs
Hies author- bilitles Ixed
Ixed bomks
banks
15 16 17 18 19 20 21 22 23 24 25 26 27

1984 4562 55695 17988 7824522912 42068 13083 78063 182 53001 11586 4613 113
1985 4070 51374 17474 72918 25183 36208 18450 79841 —6922 47215 11287 4808 105
1986 3455 56881 14483 74819 16613 46141 19279 82034 —7215 48408 13462 6018 13.0
1987 3362 73132 16898 9339231134 38798 18060 87993 5400 60427 14203 6516 131
1988* 3341 83828 15157 102327 32037 44768 20342 97147 5180 65947 14573 6479 121

1987+
1 3521 59536 17323 8038022482 40231 17996 80709 —329 54506 3203 1411 126
] 3490 67208 17719 88417 28680 41741 18110 88531 —114 55257 3994 1496 147

m 3607 75547 18654 97808 29291 45235 18009 92535 5273 59681 2771 1217 101
v 3362 73132 16898 9339231134 38798 18060 87993 5400 60427 4236 2392 150

1988*
1 3467 79633 14083 9718333515 41764 18164 93443 3740 58979 3870 1773 143
n 3177 91364 14662 109203 39025 46127 16986 102138 7065 64479 3390 1289 115

i 3539 90817 16773 111129 32750 49532 19678 101960 9169 67041 3816 2230 13.0
v 3341 83828 15157 102327 32037 44768 20342 97147 5180 65947 3497 1187 102

1989°
1 3278 90535 16016 109829 33376 49453 20434 103263 6566 71241 3328 1249 103
Sié6 m 3136 100323 15848 119306 32142 54300 20437 106879 12427 76589 4323 1795 137



6.4 FINLAND’S LONG-TERM FOREIGN LIABILITIES AND ASSETS, BY SECTOR, miL eim

End of Long~term liabiiitles Long-ferm assets :::
c.mme Fmondal Central  Local Total Corporate Finamdal Cemtval Other  Total  Hubil-
imsiitu- goverm- goverm- (1#24  seclor  institu- govem- (64748 [Hies, met
tions ment ment 3+4) tons ment +9) (s-10)
1 2 3 4 5 6 7 8 9 10 11
1984 34012 13366 25440 728 73546 17624 1243 1678 182 20727 52819
1985 35709 13980 26330 585 76603 17102 3131 1955 279 22466 54137
1986 35671 20169 27031 509 83 381 19 209 5721 2309 520 27758 55623
1987* 35593 26734 28691 511 91527 23377 9740 2 653 730 36500 55027
1988* 41263 41128 26926 499 109817 31117 12977 3101 1 855 49050 60767
1987*
1 36001 2180 28209 481 86552 19729 8958 2458 572 31717 54835
n 37201 23960 27625 474 89258 21371 9431 2 465 621 33887 55371
m 37293 25240 26402 538 89472 22571 9297 2519 677 35064 54408
NV 35593 26734 28691 511 91527 23377 9740 2653 730 36500 55027
1988*
[ ] 37289 28097 27556 506 93446 23616 10717 2851 1023 38207 55239
n 39035 31460 29267 503 100263 27172 11469 2887 1322 42849 57414
L] 39381 35469 27865 506 103222 28974 11845 2938 1594 45350 57872
v 41263 41128 26926 499 109817 31117 12977 3101 1855 49050 60767
1989*
1 41774 47978 26314 515 116583 32212 14288 3299 2109 51908 64675
n 42898 51447 25113 501 119957 35337 14889 3331 2238 55795 64162
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7. FOREIGN TRADE'

7.1 EXPORTS, IMPORTS AND* 7.2 FOREIGN TRADE: INDICES OF VOLUME, UNIT
THE TRADE BALANCE, miLL. rim VALUE AND TERMS OF TRADE, 1980=100

Period Volume Unit valve Torms of
Dwring Exports, Imports, Balance trade
period f.o.b. [RX X (1-2) Exporis Imporis Exports imports

1 2 3 1 2 3 a 5

1984 80904 74 682 6222 1984 114 928 134 131 102
1985 84 028 81 520 2508 1985 115 104 138 135 102
1986 82579 77601 4978 1986 116 110 135 121 11
1987 85516 82 807 2709 1987 118 119 138 119 16
1988 92902 92118 784 1988 121 130 145 122 119
1988

1987
July 6404 7014 —610 1 114 13 136 120 13
Aug. 7198 8332 —1134 ;

1l 120 120 137 119 115
Sept, 8406 8645  —239

m 116 16 140 121 15
Oct. 8587 8351 26 v 121 128 140 119 17
Nov. 9904 8113 1791
Dec. 8514 8 354 160 1988
1989* 1 114 116 140 120 1nz
Jan. 8261 8248 13 n 123 133 141 121 17
Feb. 8251 7598 653 m 13 134 147 123 19
Mardch 8803 8 699 104 v 136 137 150 124 121
April 8931 8 344 587
May 7 678 8647 —969 1989
June 7 147 8037 —890 ] 123 132 156 128 122
July 7 490 7390 100 n 16 136 155 126 123

7.3 FOREIGN TRADE BY MAIN GROUPS, mi. fim

Duri: Exports by indestries, f.o.b. Iimports by use of goods, c.i.f.
a
producls prodecis producls indusiry (oxd. lubricants Investment Consumer
producis aude of) goods goods

1 2 3 4 5 6 7 8 9 10
1984 7145 23573 10176 22998 17 012 35162 16 900 10993 11 454 173
1985 6728 25030 9803 24412 18055 38 676 17770 11675 12967 432
1986 6947 24 600 7 858 26115 17 059 39292 10070 12 898 15069 272
1987 7 470 27 058 7770 26230 16 988 41191 9389 14138 17 478 611
1988 7 567 30474 8450 29 225 17 186 45791 7 533 17 274 20 828 692
1988
July 537 2340 628 1758 1141 3385 643 1334 1576 76
Avg. 545 2649 647 1920 1437 4120 732 1457 1954 69
Sept. 611 2 865 781 2 503 1646 3990 852 1939 1853 11
Oct. 690 2751 800 2749 1597 4168 632 1577 1922 52
Nov. 686 2851 730 3972 1665 4227 492 1369 1858 167
Dec. 751 2788 799 2673 1503 4154 586 1704 1701 200
1989*
Jan, 600 2578 810 2 645 1628 4348 408 1519 1893 80
Feb. 604 2621 832 2704 1490 3830 515 1315 1912 26
March 624 2953 760 2775 1691 4363 569 1496 2248 23
Apri 661 2728 673 3309 1 560 4095 532 1624 1962 131
May 669 2714 634 2198 1463 4162 689 1829 1840 127
June 598 2519 587 1992 1451 3931 602 1784 1706 14

S18 ely 552 2511 740 2475 1217 3512 921 1437 1512 8



74 FOREIGN TRADE BY REGIONS AND COUNTRIES

Regilon and Exports, f.0.b. Imports, c.lf.
couniry
1988° 1989* 1988" 1989*
Janwary—June Janvary—June
Mil.FIM Percentage Mill.FAM Percenfage MIll.FIM Percentage MillL.FIM Percentage
share change from share change from
the corre~ the corre-
the pnv::u the previous
yeoor year
1 2 3 4 5 6 7 8
Al OECD countries 69 368 747 37031 13.2 71210 77.3 39002 15.2
OECD Europe 60 049 64.6 31831 11.5 57 523 62.4 31432 14.7
Of which:
Austria 936 1.0 532 248 1140 1.2 576 11.9
Belgium and
Luxembourg 1818 2.0 1005 8.0 2318 2.5 1401 27.9
Denmark 3272 3.5 1634 1.1 2674 29 1464 13.8
France 4902 53 2692 92 3724 40 1953 77
Federal Republic
of Germany 10027 10.8 5225 10.2 15483 16.8 8 600 15.5
Italy 2511 27 1538 23.4 4077 4.4 2316 18.3
Netherlands 3348 3.6 1947 21.2 2976 3.2 1592 10.8
Norway 3211 3.5 1381 —13.2 2180 24 1156 10.7
Spain 1433 1.5 893 333 1034 1.1 550 8.5
Sweden 13135 14.1 6924 14.8 12215 13.3 6790 20.4
Switzerland 1600 1.7 813 0.7 1716 1.9 862 11.4
United Kingdom 11995 129 6252 13.9 6371 6.9 3270 5.1
Other OECD 9320 10.0 5200 24.5 13 687 14.9 7 570 171
Of which:
Canada 1136 1.2 677 41.3 656 0.7 417 53.2
Japan 1689 1.8 1004 258 6784 7.4 3793 13.8
United States 5355 5.8 2854 177 5821 6.3 3157 16.7
CMEA countries 15527 16.7 8338 9.4 13523 14.7 6 670 8.2
Of which:
Soviet Union 13958 15.0 7 466 7.8 11116 12.1 5349 42
Developing countries 7 081 7.6 3290 43 6182 6.7 3204 12.1
OPEC countries 1494 1.6 682 1.6 710 0.8 226 —39.2
Other 5588 6.0 2608 5.1 5471 59 2978 19.8
Other couniries 926 1.0 412 52 1204 1.3 697 65.3
TOTAL 92 902 100.0 49071 11.8 92118 100.0 49 573 14.5
Of which:
EEC countries 40765 43.9 21 995 13.0 40095 43.5 21910 133
EFTA countries 19022 20.5 9707 8.6 17 340 18.8 9 463 17.9

Starting with the March 1988 issue of the Bulletin, the Bank of Finland has adjusted some of the foreign trade figures to facilitate
comparability with earlier figures following the infroduction of the new international harmonized commodity description and
coding system on January 1, 1988. The National Board of Customs has now revised the official statistics on foreign trade
between December 1987 and January 1988 in order to improve comparability with the previous compilation system. From now
on all the figures refer to official statistics.
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8. DOMESTIC ECONOMIC DEVELOPMENTS
8.1 SUPPLY AND USE OF RESOURCES, MmiLL. Fim, 1985 PRICES

(seasonally adjusted figures)

Period Consympiion Fixed Change Domestic Exporis Imports GDP
expenditure invesimenm im stocks, demand (6+7-8)

ind. statistical (14+24344+5)

Private Public Private Public discrepancy

| 2 3 L} 5 6 7 8 9

1984 176 038 64872 67 584 10202 —2 647 316 049 96 993 88857 324185
1985 181 664 68218 69 599 10 453 1772 331706 98173 94893 334986
1986 189 113 70325 69328 10738 810 340314 99 498 97795 342017
1987* 199 981 73458 72761 11 654 2246 360 100 102127 106568 355659
1988* 210071 75453 79 850 12 049 9301 386724 106124 118772 374076
1986

v 47 709 17 902 17 540 2764 —1338 84 577 27 060 24740 86897
1987*

1 48 801 18 078 17794 2860 618 88 151 25249 26313 87087
n 49 839 18 284 18 343 2765 671 89 902 25452 25943 89411
| L] 50 046 18 484 17 989 3072 —216 89 376 26130 26755 88751
N 51295 18612 18 635 2957 1173 92 671 25296 27 557 90410
1988°

1 51773 18618 19 099 2924 1040 93 453 25948 27 697 91705
n 51982 18784 19 578 297 2942 96 204 25974 29363 92815
m 52988 18 960 20 560 3145 3090 98743 25835 31171 93 407
v 53328 19 090 20613 3063 2228 98 323 28 367 30542 96149
1989*

1 53277 19173 20 604 2933 2941 98 928 28 648 31617 95959

82 VOLUME OF INDUSTRIAL PRODUCTION, 1985=100

{seasonally adjusted figures)

Period Total Mining and Mamu- Wood and Metal and Other Energy
mane-

indwstvy quarrying facturing paper enginoering and waler
industries indusivies facluring supply
(100.0) (1.6) (87.9) (16.5) (30.0) (41.4) (10.5)
1 2 3 L] 5 [ 7
1984 96.1 118.7 96.6 101.7 92.5 97.5 111.2
1985 100.4 99.8 100.4 100.1 100.6 100.3 100.2
1986 101.9 102.8 102.0 102.3 103.0 101.2 100.4
1987 107.2 999 107.2 106.5 110.2 105.4 107.8
1988° 111.1 110.6 111.2 114.5 114.8 107.3 1103
1988*
June 112.0 127.8 111.2 113.9 115.2 107.4 110.8
July 109.0 108.7 1107 111.4 119.3 105.2 98.3
Avg. 110.1 99.4 109.9 1133 113.5 106.1 114.0
Sept. 1129 108.5 1131 117.0 118.3 107.9 1ma
Oct. 113.4 106.2 113.5 118.1 118.5 108.0 113.0
Nov, 114.6 117.0 114.1 - 1206 119.7 107.1 116.9
Dec. 113.1 123.1 1122 119.5 116.7 105.5 116.6
1989°
Jan. 113.1 117.1 114.2 120.1 121.0 106.8 107.5
Feb. 1143 118.0 115.5 119.0 121.0 110.0 104.7
March 1155 121.4 116.4 119.8 122.7 108.6 108.2
April 113.7 117.2 113.8 121.2 120.4 106.2 11.4
May 116.1 122.9 116.2 123.9 121.0 109.7 113.7

June 115.4 124.4 115.4 119.5 121.6 109:2 118.2



83 INDICATORS OF DOMESTIC SUPPLY AND DEMAND, 1985=100

(seasonally adjusted figures)

Period Volume of Volume of Voleme of OFf whids: Imporis of Monthly
wholesale retai consfrection Investmem Indicator
trade frade of buildings Residential  Indwstrial Other goods of GDP
bulldings  buildings  buildings
1 2 3 4 5 6 7 8

1984 97.2 96.8 101.8 104.1 112.8 96.2 98.6 96.9
1985 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1986 104.7 102.5 940 88.4 99.9 99.5 105.2 101.8
1987* 111.3 107.7 95.6 89.0 101.0 102.6 114.3 106.7
1988° 116.7 113.0 108.6 106.0 1134 110.6 135.0 110.4
1988*
May 111.8 114.7 109.4
June 116.7 111 110.4
July 117.2 110.5 109.8
Avg. 117.4 116.6 111
Sept. 121.5 111.2 111.9
Oct. 119.1 1153 11.5
Nov. 118.5 117.6 113.0
Dec. 120.0 1140 112.5
1 137 111.9 105.7 92.6 1153 116.2 111.4 108.8
] 115.2 111.8 105.2 102.2 106.8 112.6 140.4 1090.5
m 118.7 112.8 108.7 110.3 107.4 103.3 142.2 1109
1) 119.2 115.6 1149 118.9 123.8 110.5 146.0 112.3
1989*
Jan. 116.7 121.6 113.6
Feb. 124.1 118.4 113.3
March 124.6 121.8 113.9
April 118.1 117.5 114.6
May 125.2 119.2 1149
1 121.8 120.6 121.0 120.8 134.7 106.0 133.9 113.6
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84 WAGES AND PRICES, 1985-100

Period  Index Com-  Basic Produc- Bu
of woge By sectors sumer price  Byodgin  erprice 7 Mimieting oty
and price  index index Index
salory Private Comtral Llocal Nom- jndex for Domes- import- for Export- Home
eamings Tolol Ofwhid: gov- gov- profit domestic fc od manw- eod market
Manufac- em- em-  insii- supply goods goods fac- goods goods
furing ment ment tullons turing
(SKK3)
1 2 3 4 5 6 7 8 9 10 11 12 13 14

1984 924 920 929 927 930 920 951 953 948 97.1 96.0 98.1 95.1 94.6
1985 100.0 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 100.0 1000 100.0
1986 1069 1066 1062 1066 107.8 1072 1029 970 986 910 965 967 9.4 1043
1987' 1144 1145 1134 1157 1133 1152 1072 979 1002 893 973 98.1 96.8 109.1
1988' 1247 1245 1227 1288 1225 1278 1126 1015 1049 89.1 1017 1038 1007 1163
1988’ .
July 1129 1020 1054 896 1021 1043 101.1 1170
Avg. 113.1 1024 1058 903 1027 1055 1014 1175
Sept. 1142 1024 1057 900 1029 1057 1015 1187
Oct. 1143 1032 1069 897 1038 1070 1023 1192
Nov. 1145 1035 1072 898 1039 1069 1025 1198
Dec. 1154 1040 1077 905 1043 1074 1028 1199
1 1188 1184 1169 1227 117.1 121.8 1100 995 1027 877 995 1004 991 1120
n 1253 1251 1234 130.1 1227 1291 1122 1007 1040 889 1007 1024 999 1159
m 1262 1261 1240 1302 1240 1292 1134 1023 1056 900 1026 1052 1013 1177
v 1284 1284 1265 1320 1260 131.1 1147 1036 1073 900 1040 107.1 1025 1196
1989'
Jan 1160 1048 1084 917 1052 1084 1036 1216
Feb. 1166 1055 1090 924 1058 1096 1039 1219
March 1179 1059 1093 934 1063 1102 1044 1234
April 1191 1070 1106 936 1071 1099 1058 1243
May 1195 1074 1113 932 1078 1101 106.6 1249
June 1206 1074 1114 926 1079 1104 1068 1246
uly 1204 1074 1114 926 1082 1105 107.1 1248
1 1313 131.0 1301 1348 1300 1339 1168 1054 1089 925 1058 1094 1040 1223

' Preliminary figures for columns 1—6.



85 LABOUR, EMPLOYMENT AND UNEMPLOYMENT {seasonally adjusted figures)

Period Labour Labour Total Unem-  Umem-

forece foree omploy- By industrial siatws By industry ployed ployment

R "5 s Wogeand Agl- ladustry Com Service re

Pl (ﬂ-ﬁc-n) i o and

al eomers

1 5-1’

yoor olds
% 1000 persons %
1 2 3 L} 5 6 7 8 9 10 11

1984 68.8 2 546 2414 378 2035 294 600 183 1337 132 52
1985 69.2 2 566 2437 361 2076 280 597 178 1380 129 5.0
1986 69.1 2 569 2431 359 2071 266 589 185 1391 138 54
1987 68.6 2554 2423 372 2051 251 569 184 1419 130 5.1
1988 68.4 2 546 2431 368 2062 238 553 188 1452 116 4.5
1988
June 68.8 2 561 2443 369 2074 236 551 193 1463 118 4.6
July 68.5 2 546 2430 366 2 064 229 552 199 1450 116 46
Avg. 68.1 2532 2417 360 2057 245 562 179 1431 115 4.5
Sept. 68.5 2 546 2 439 366 2073 231 539 199 1470 108 42
Oct. 68.7 2555 2448 373 2076 226 543 200 1479 107 42
Nov. 68.7 2 555 2438 356 2082 232 560 164 1483 117 46
Dec. 68.3 2 540 2436 366 2070 233 551 197 1455 104 4.1
1989
Jan. 68.8 2 561 2 470 368 2101 226 550 201 1492 91 36
Feb. 69.0 2 567 2476 367 2109 231 552 191 1502 91 3.5
March 68.3 2544 2 456 365 2091 232 554 209 1461 88 34
April 69.2 2576 2486 372 2114 232 550 202 1502 91 35
May 69.4 2 585 2499 360 2139 223 577 194 1506 86 33
June 68.9 2 566 2478 359 2119 219 566 197 1495 88 34
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86 CENTRAL GOVERNMENT FINANCES: REVENUE, EXPENDITURE
AND FINANCIAL BALANCE, miLL. Fim, CASH FLOW BASIS

m Revenwe Expenditure
Divect Indirect Ofher Other Rev= Revenve Troms-
Redemp- Consump-~ Of which:
similor before of borrowing sub-
revenve financal loans (5+6) sidies Local  Other do-
frans- mled govern-  mestic
aclions {;Ihe mont seclors
(14243+44) state
1 2 3 L] 5 6 7 8 9 10 1

1984 22526 42737 598 9711 75572 1894 77466 22155 44333 18444 24836
1985 25750 47578 546 10415 84290 2071 86361 24835 49269 21183 26866
1986 28079 51733 323 11640 91774 2209 93983 26354 52845 23215 28131
1987 29454 57312 491 12391 99648 2482 102129 29419 59498 26456 30964
1988 35339 66348 473 13629 115789 2557 118346 32266 65502 29757 33108

1988
April 3203 4517 44 1122 8886 85 8971 2341 4958 2682 2141
May 2 659 5470 21 1787 9936 302 10238 2760 6409 2640 3405
Jume 2994 5733 46 1012 9785 132 9917 2842 5368 2755 2376
July 3488 5896 35 871 10290 70 10360 3191 4617 2370 2090
Avg. 3333 6295 62 1022 10712 488 11200 2607 5279 2361 2801
Sept. 2811 5242 23 896 8972 145 9117 2665 4689 2359 2211
Oct. 3052 5247 4] 1294 9634 234 9868 2759 5088 2487 2451
Nov. 2900 6315 45 1277 10536 394 10931 2753 6717 271 3846
Dec. 3116 7 486 57 1555 12214 537 12751 3012 5193 2542 2142
1989
Jan. 3090 5482 1 1180 9754 6 9760 2764 5635 2433 3066
Feb. 2792 6185 86 824 9 887 67 9953 2708 6177 2464 3446
March 3375 5613 37 1014 10040 1713 11754 2736 5297 2589 2413
April 3881 6221 36 1266 11 405 63 11468 2911 6055 3337 2532
D-Lh! Exponditure HAnandial balance
B Sm e mm i 2 = =
et " sramsactions investment of shate debt E-: uqal (18+19)
(14+15) (5-14) -16)
2+13)
12 13 14 15 16 17 18 19 20

1984 5455 4220 76 162 4717 80878 —590 —3412 5200 1788
1985 5700 4936 84739 4982 89722 —449 —3361 3 506 145
1986 6111 5058 90 368 4913 95281 1406 —1298 4203 2905
1987 7 089 4732 100738 5672 106 410 —1090 —4 280 7 604 3324
1988 7 565 5614 110946 6 529 117 476 4842 870 1853 2723
1988
April 492 617 8 407 341 8747 479 224 1415 1639
May 690 760 10619 623 11242 —684 —1 004 —210 —1214
June 660 317 9186 603 9789 598 128 672 800
July 568 112 8 487 467 8954 1803 1406 —678 728
Aug. 609 478 8972 450 9422 1740 1778 —588 1190
Sept. 772 445 8 570 1623 10193 402 —1076 801 —275
Oct. 642 558 . 9047 483 9531 587 337 —15 322
Nov. 645 199 10313 428 10741 223 190 —1239 —1049
Dec. 811 208 9224 316 9 540 2990 3211 323 3533
1989
Jan. 580 743 9722 681 10 403 32 —643 —881 —1524
Feb. 501 288 9675 557 10232 212 —278 —634 —912

March 620 645 9299 1845 11143 742 610 137 748
S24 April 544 941 10 451 379 10830 954 638 —1512 —875
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NOTES AND EXPLANATIONS TO THE STATISTICAL SECTION

Source

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

Symbols used

* Prefiminary

r Revised

0 Less than half the final digit shown
Logically impossible

Data not available

Nil

Affected by strike

— Break in series

w|:

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

Table 1.2 Domestic financial sec-
tor. Term claim on deposit banks (Col-
umn 13} = term credits {from De-
cember 1986 to July 1987) + bank
certificates of deposit held by the Bank
of Finland (since March 1987). Other
liabilities to financial insfitutions, net
{Column 17) = capital import deposits
+ other liabilities to financial institutions
- bonds and debentures - other claims
on financial institutions. Corporale sec-
tor. Claims in the form of special financ-
ing (Column 19) = export bills + new-
export credits + financing of domestic
deliveries. Special deposits, net (Col-
umn 20) = deposits for investment and
ship purchase + capital import depos-
its + export deposits + other liabilities to
corporations - bonds - other claims on
corporations.

AND THE FORWARD
EXCHANGE MARKETY

Table 2.1 Money market instru-
ments (Columns 1-3) denote bank cer-
tificates of deposit, Treasury bills and
banks’ fixed-term deposits with the
Bank of Fnland. Matured money
market instruments, net, comprise both
purchased and sold instruments.

Table 2.3 Bank CDs held by the
Bank of Finland (Column 2) include
term credits. Holdings of CDs issued by
the Bank of Finland {Column 5) include
term liabilities.

Table 3.1 HELIBOR (Helsinki
interbank Offered Rate) (Columns 2-5):
The HELIBOR rate for each maturity is
calculated by the Bank of Finland as the
average of the offered rates for certifi-
cates of deposit quoted daily at 1 p.m.
by the five largest banks.

Table 3.2 The rates shown are
based on the lending rates quoted for
the respective currencies in the
Euromarket.

Table 3.3 The covered Eurodollar
rate is a computed rate of interest for
the markka obtained by adding the
difference between the forward selling
rate and the spot selling rate for the U.S.
dollar expressed as an annual rate of
interest to the Eurodeposit rate for the
dollar. The rates shown are based on
daily quotations at noon by two banks.

Table 3.4 Lending. New credits
{Columns 1-4): the rates of interest on
new credits drawn during the month
are average monthly rates weighted by
loan amounts, whereas annual rates
are arithmetic averages of monthly ob-
servations. As from January 1989, Pos-
tipankki Oy has been included in the
calculation of the average rate on the
commercial banks’ outstanding stock
of loans.Deposits. The rates of interest
applied to deposit accounts {Columns
7-9) are the rates of interest applied to
standard tax-exempt deposit accounts
as agreed upon between banks. The
average rate of interest on the stock of
regulated deposits {Column 10) is the
average rate of interest weighted by the
deposit amounts at the end of period,
where the stock of deposits comprises
cheque accounts, postal giro ac-
counts, deposit accounts with a
cheque facility, savings and ordinary
deposit accounts, other time deposit
accounts and taxable investment ac-
counts. The average rate of interest on
unregulated deposits (Column 11} is
the average rate of interest weighted by
the amounts in the period. Unregulated
deposits include, inter alia, sales of
certificates of deposit, promissory
notes and bonds as well as corporate
deposits at market rates.

Table 3.5 Seccondary market
rates. The long-term unregulated
marketrate (Columns 1 and 2) is calcu-
lated by the Bank of Finland as the
monthly average of the-offered rates for
taxable, fixed-rate bonds quoted by the
five largest banks. The rate of interest
for taxable government bonds (Column
3) is the effective annual yield, calculat-
ed as the arithmetic mean, on fixed-
rate government bonds with a remain-

ing maturity of between 4 and 5 years.
The rate of interest for taxable public
issues (Column 4) is the effective annu-
al yield, calculated as the arithmetic
mean, on fixed-rate ordinary bonds,
debentures or other bonds {excl. zero
coupon loans, bonds with equity war-
rants and convertible debentures)
issued by all issuers except the central
government with a remaining maturity
of between 3 and 6 years. Fnancial
institutions {Column 5}: as in Column 4
for issues by financial institutions incl.
banks. Corporations (Column 6): as in
Column 4 for issues by. non-financial
corporations. The rate of interest for
taxfree public issues (Column 7} is the
yield on fixed-rate public bonds with a
remaining maturity of between 4 and 5
years. The Bank of Finland calculates
the yields for columns 3-7 once a week
on the basis of the trading quotations of
the Helsinki Stock Exchange. Monthly
observations are the averages of week-
ly observations and annual observa-
tions the averages of monthly observa-
tions. Rates at issue on bonds and
debentures (Columns 8 and 9) are the-
average rates of interest weighted by
issue amounts - in the case of govern-
ment bonds by sales amounts - on
ordinary bonds, debentures and other
bonds (excl. zero coupon loans, bonds
with equity warrants and convertible
debentures) issued during the period.

4 RATES OF EXCHANGE

Table 4.2 The weights of the Bank
of FAnland currency index (Column 1)
are moving averages of the shares of
countries in Finland's merchandise ex-
port and import trade. The index com-
prises 14 convertible currencies. The
index values are based on the Bank of
Finland's daily quotations at noon. The
weights of the payments currency in-
dex (Column 2} are moving averages of
the shares of payments currencies in
Fnland’s trade. The index comprises
14 convertible currencies. The weights
of the MERM index (Column 3} are
fixed 1977 weights computed on the
basis of the IMF's world trade model.
Fourteen currencies are included in
this index.

5 OTHER DOMESTIC FINANCING

Table 5.1 Source: The Central
Statistical Office of Finland. The public
comprises households and non-profit
institutions, enterprises (excl. financial
institutions) and local government. Do-
mestic foreign-currency deposits are

included in the figures. Time deposits S25



(Column 2) consist of tax-exempt time
deposits held by the public. Investment
accounts (Column 3) are taxable time
deposits held by the public. For the
definition of unregulated deposits (Col-

umn 6), see the explanation under-

Table 3.4. Since the beginning of 1987,
the figures for banks’ holdings of certifi-
cates of deposit issued by other banks
have been netted out. Netting out is
done by the Bank of Finland.

Table 5.2 Source: The Central
Statistical Office of Finland. The public
comprises households and non-profit
institutions, enterprises (excl. financial
institutions) and iocal government. For-
eign-currency credits (Column 5) are
mainly granted by commercial banks
and Postipankki.

Table 5.3 Foreign assets, net
(Column 1) = the Bank of Finland's
foreign claims + banks' foreign claims
(incl. claims on banks’ foreign
branches) - the Bank of Finland’s for-
eign liabilities - banks’ foreign liabilities
(incl. liabilites to banks’ foreign
branches). Domestic crediit 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
government's deposits with the Bank of
Finland and Postipankki - loans inter-
mediated by banks from state funds.
Claims onthe public (incl. local govern-
ment}, (Column 3) = the Bank of Fin-
land’s claims on the private sector +
banks' claims on the private sector
{loans o the public, bonds and deben-
tures (excl. government bonds and
bank debentures), claims on other fi-
nancial institutions, shares held by
banks}. Other items, net (Column 5} =
capital accounts and other items of the
Bank of Finland + capital accounts of
deposit banks + unclassified assets
and liabilites of deposit banks, net
{bank debentures, bank CD's held by
the public and other unregulated
wholesale deposits). M, (Column 6} =
notes and coin in circulation - titl mon-
ey held by banks + cheque and postal
giro account deposits held by the pub-
lic. M, (Column 7) = M, + quasi-money
{time deposits held by the public, incl.
deposits with the Bank of Finland).

Table 5.4 Source: State Treasury
Office. Foreign debt Other bonds and
debentures (Column 2} are so-called
private placings. Long-term promisso-
ry notes (Column 3) are bank loans.
Outstanding lending (Column 10)
comprises the stock of central loans
granted from the central government
budget and from extra-budgetary
funds. Cash funds (Column 11) com-
prise the cash funds held in central
government accounting offices, funds
held in cheque and postal giro ac-
counts, as well as placements of cen-
tral 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 Borrowing and Cash

S26 Management” by Pekka Laajanen and

Pekka Saarinen in the August 1987
issue of the Bulletin). Transferable allo-
cations amounted to FIM 8.1 billion at
the end of 1988.

Table 5.6 Turnover. Source: The
Helsinki Stock Exchange. Share prices.
Source: Union Bank of Anland Lid.

6 BALANCE OF PAYMENTS,
FOREIGN LIABILITIES AND
ASSETS

Table 6.1 The figuresfor the trade

. and goods and services accounts are

compiled in accordance with the Sys-
tem of National Accounts.

6.2 Columns 1-8: Net
change in long-term liabilities. Col-
umns 9-13: Net change in long-term

assets. Portfolio investment in Anland -

(Column 2) and abroad (Column 10}):
Secondary market transactions in se-
curities and share issues. As from the
June-July 1989 issue of the Bulletin,
portfolio investment abroad {Column
10} also includes investments in long-
term bonds and shares by Finnish
authorized banks. These were pre-
viously included in short-term capital
exporis of authorized banks. Long-
term credits (Columns 3-6): Financial
loans, import credits and leasing cred-
its. Others (Column 5): Long-term cred-
its of enterprises, financial institutions
other than authorized banks and local
government. Imports of other long-term
capital {Column 7): Finland’s subscrip-
tions to international financial institu-
tions paid in the form of promissory
notes. Exports of other long-term capi-
tal (Column 12) = financial loans
abroad + development credits + pur-
chases of real estate and other acqui-
sitions by private persons + Finland’s
subscriptions to international financial
institutions.

Table 6.3 Net foreign debt (Col-
umns 1-24) at the end of a period is
classified in the same way as the corre-
sponding data on changes in the cap-
ital account (Table 6.2). The items in-
cluded in net foreign debt have been
translated into markkaa using the spot
rates for each date. Thus the figures
include the impact of changes in ex-
change rates. Debt service payments
{Column 25): the fotal of net payments
of interest, dividends and remunera-
tions relating to long- and short-term
foreign liabilities and assets plus net
repayments relating to long-term for-
eign liabilities and assets. Repayments
do not include early repayments of
loans, repatriations of equity capital
included under direct investment, re-
purchases of shares included under
portfolio investment (since 1986}, re-
payments of the Bank of FAnland’s re-
serve tranche and oil facility credits, or
repayments of rouble-denominated
assets included under loan assets. The
debt-service ratio (Column 27) = ser-
vice charges on net foreign debt as a
percentage of current account
earnings.

Table 6.4 Al direct investments
have been placed under the corporate

sector (Columns 1 and 6). Other (Col-
umn 9) consists mainly of long-term
assets of private persons.

The sectoral figures for short-term
foreign liabilities and assets corre-
spond to the figures shown in Columns
15-23 of Table 6.3.

7 FOREIGN TRADE

Source: The National Board of Cus-
toms. All tables refer to foreign trade in
goods.

Table 7.2 The volume indices
{Columns 1 and 2) are calculated ac-
cording to the Paasche formula and the
unit value indices (Columns 3 and 4)
according to the Laspeyres 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 coun-
try grouping is based on the classifica-
tion according to Annish Official Statis-
tics | A.

8 DOMESTIC ECONOMIC
DEVELOPMENTS

Tables 8.1-8.5 Source: Central
Statistical Office of Finland. Seasonal
adjustment is carried out by the Bank of
Anland.

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

Table 8.4 The consumer price in-
dex (Column 7) was revised as from
January 1988. Both the weights and
the methods of calculation were
changed (see the item in the March
1988 issue of the Bulletin). The base
year of the new CPI is 1985, while the
base year of the index shown until end-
1984 is 1981.

Table 8.6 Source: Ministry of
FHnance.



1. Long-term indicators
2. The Bank of Finland's foreign exchange reserves and
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3. Forward market
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5. Overnight rates
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7. Rates of interest applied by the Bank of Finland
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currency basket rates
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2. THE BANK OF FINLAND'S FOREIGN EXCHANGE RESERVES

AND FORWARD POSITION
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5. OVERNIGHT RATES
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7. RATES OF INTEREST APPLIED BY THE BANK OF FINLAND
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8. 3-MONTH COVERED EURODOLLAR RATE AND 3-MONTH
CURRENCY BASKET RATES
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9. RATES ON NEW ISSUES OF BONDS AND DEBENTURES
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10. SECONDARY MARKET RATES ON BONDS AND DEBENTURES
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11. BANK OF FINLAND CURRENCY INDEX
INDEX
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12. BANK OF FINLAND CURRENCY INDEX
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13. CHANGES IN THE EXCHANGE RATES OF SELECTED NORDIC
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14. CHANGES IN THE EXCHANGE RATES OF SELECTED MAJOR
CURRENCIES
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17. MONEY SUPPLY
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18. DIRECT INVESTMENT
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19. CENTRAL GOVERNMENT DEBT

%—
14
7
12_ y4
4

10_ 1L/
8 P Teelee e s
6~ // 21 ." N .
4—\ ’// "..

L N1 .

eb——f=—t—

o]

197374 75 76 77 78 79 80 81 82 83 B4 B85 86 87 88
S34

1. Total debt
2. Of which: foreign debt

. As a percentage of GDP




20. CURRENT ACCOUNT
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22. BALANCE OF PAYMENTS
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23. DEBT SERVICE RATIO
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24. FOREIGN TRADE
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27. FOREIGN TRADE: PRICES AND TERMS OF TRADE
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30. PRODUCTION
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32. EMPLOYMENT AND THE UNEMPLOYMENT RATE
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34. CENTRAL GOVERNMENT FINANCES
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1. Revenue excl. borrowing

2. Expenditure excl.redemp-
tions of central govern-
ment debt

Changes calculated from 12-
month moving fotals and
shown as at the last month,
per cent

1. Revenue surplus (rev-
enue less expenditure
exclfinancialtransactions)
(surplus =+)

2. Net borrowing require-
-ment (net borrowing = -}

12-month  moving total
shown as at the last month
and as a percentage of GDP

541
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