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REPORT OF THE COMMITTEE ON SALANCE-OF-PAYMENTS RESTRICTIONS
ON THE CONSULTATION UNDER ARTICLE XII:4(b) WITH FINLAND

i. In accordance with its terms of reference,.the Committee has conducted the
consultation with Finland under Article XIT:4(b). The Committees had before it a
basic docmment for the consultation (BOP/S1), L/2367 transmitting the Finnish
publication entitled "Import System of Finland as applied from 1 January 1965%,
and documentation supplied by the International Monetary Fund as mentioned in
paragraph 5 below.

2. In conducting the consultation the Commitice followed the plan for such
consultations rocommendad by the CONTRACTING PARTIES (3ISD, Seventh Supplement,
pages 97-G8). The consultation was completed on 1 November 1965. This repert
summarizes the main points mads in the discussicn.

Consultation with the Internaticnail HMonetary Fund

S. Pursuant tc the provisions of Article XV of the General Agreement, the
CONTRACTING PARTISS nad invited the International dMonetary Fund te consult with
them in connexion with this consuliation with Finland. In accordance with the

£ the fund was invited to mzke a2 statement
supplementing the Tund's Jdeocumentation concerning the position of Finland., The
statenent made was as foillows: :

2 CONIRACTING
PARTIES the Exccutive Board dceision and packground material from its last
consuitation with Finland under Article XIV of the Fund Agrecmant. The
Fund has 21so providad = supplomentery napar dated October T, 1965 to supply
background informetion on reecat dcvciopments.

Q
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With respoct to Part I of the Pilon for Censultations, reolaiing to
balance of payments position 2nd prospocts, thoe fund invitcs the attontion
- - -
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of the CONTRACTING PALRTIES to the Excoutive Dourd decision of spril 21, 1965
I e
3

i = -
taken at the conelusion of the lost consuliztion with Finland under
Article XIV of thc Fund Sgrcemsnt. AS indicated in the Pund's supplementary
backeround paper o deterioration in the bzlznes of poymonits position of
Finiand has subscguently cmerged. The gencral level of restrictions of
Tinland which zros wndor refarence does not go toyond the oXtent neccssary
at the presont time te stop 2 scorious docling in its monstary roserves.

lﬁcproduced in Amnex I t¢ this rcport.
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"With rospeet to Part IT of the Plan for Ceonsultations, relating to
alternative measurces to restore cquilibrium, and with respeet to Part IIT,
relating t0 system and methods of the rostrictions, the Fund again invites
attention to the dcecision takon ot the conclusion of its last Article XIV
consultation with Finland. The Fund has no further comments ~n these
matters at this time." - T BT

Opening : 2tcment by the Finnish representative

4, In his 2pcning statoment, the full tcxt of which is reproduced in Annex II to
this report, thce reproscntative »f Finlend said that 2t the prosent time his
country was facing 2 scrious balanco-of-payments crisis. t was cstimeted thoet
the current acc~unt defiecit far the wholc of 1965 would be as high as

Frax€5C million, comparcd with Fmk565 mwmillion for 1964. In 1964 this deficit
had largely boon covered by long-torm borrowing abroad but a sharp tightening of
the capital markets in Westorn Europe and the United States had mcant that in
January-September 1965, Finland's not forcign long-torm borrowing had ‘qeeh at

a level of wnly Fmkx%S million, comparced with Pmk=90" million during the
corresponding months of 1964, From the beginning ~f this year until the middle
of October the Bank »f Finland has lost ncarly ~ne third ~f its nct f~reign
exchange roscrves, the decline being in convertible currcneios. At the present
time rescrves cqualled about two menths' imports.

5. Certain corrcetive mcoasurcs consistent with Finland's intermaticnzl
commitments had been taken in spring 1965. Thosc measures provided for a tighter
credit policy, increascd excise cQuiies ~n passonger cars and further restrictions
on hire purchese transactions. Varisus measurcs to facilitate the financing of
xXport credits wore alsce included. T2 their regi'et the Finnish authoritics had
noted that additional measurces might still be needed and a measurce curtailing the
liberal treatmunt accorded the Fipnish tourist had entered into force on the day
of the consultation. The noew balance-of-payments measures ore alsod planned to
include further sclective relaxations of credit restrictions regerding exports.
Additionel measurcs o cneourage the doveleopment of now oxports werce being
studied. The Finnish authorities firmly intended to design their internal fiscal
and mmetary policies with duc regard t» the doterisrating external poyments
situetion.

6. The roprescentative of Finland pointod ~ut that, dospite the greowing trade
deficit, his acuthorities had in 1965 continued to climinate guentitative
restrictions on imports. On 1 August 1965 four global quotas had been abolished,
with the result that the products had beon liberalized, and twolve gustas partly
liberalized. As of 1 Januery 1965 global quotas had bocn oxpanded by an average
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of 27 per cent compared with 21 per cent in 1964, In spite of the difficulties
which his Government faced it was planning further liberalization of its imports
at the beginning of 1966 in conformity with its obligations towards EFTA.

7. © .In conclusimm the representative »f Finland said'that during the current
year the multilatcral import system had been extended to caver four new countries
and certain measurcs had becn undertaken with a view to liberalizing trade with
countries to which Finland appliced bilaterzal import treatment. "

Balance-of-payments position and prospects

8. The C-mmittec thanked the represcntatives of Finland and the Internaticnal
Mcnetary Fund.far the comprehensive d-cumentation which they had provided and for
the infermative opening statement which had been made. It was recalled that at
the last consultation with Finland the Finnish representative had warned the
Committee against tnn optimistic a view ~f thc external financial positicn and
prospects of his country. The Committec nn~ted the serious balance-of-paymerts
difficulties which had develnped since that time and the uncertain outlook for
the future. The Committee therefore particularly welcomed the fact that further
measures had nevertheless bsen taken to reduce restrictions on tradc and the
intimation that the Finnish authorities plenncd t» continuc the process of
liberalization in 1966. )

s . - -

Alternative measurcs to restore cquilibrium Tt ) o T

9. In reply to guestions on the scope of the credit restrictions imposed by the
Finnish authoritics in order to climinate the prossure of overall demend, the
represcntative of Finland rccalled thet 2s had been explained at carlicr
consultations in the Committec the mwmetary arscnal at the disposal ~f his
authorities was not as highly develnpcé as in other Western Eurapeean countries.
The main mcasurcs vwhich had been uscd $~ exercise control over the commercial
banks werce a tightening of rediscount conditions and the utilization of extra
interest charges penalizing banks nnt keceping within the target figure laid down
by the central bank, which provided for a moderate annual increase »f 6 per cent
in the valume ~f credit. The central bank could als2 use moral persuasion and
could in the last resort refuse to rodiscount bills from a2 particular bank.
Therc was in Finland no compulsory variable cash reserve requirement system but
draft legislation was under cxamination in the parliament and it was hoped that
the legislation would be cnacted during the currcnt session. The Finnish
authorities had, indeced, preferred it~ use those measures 2t present at their
disposzl rather than quantitative restrictions on imp~rts.

10. One mcmber of the Committee inquired concerning the effects of Finland's
new measurces on cars, and certain other members indicated that their exports of
cars t2 Finland had been substantially zffccted »y the impositiom of increased
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excise duties and further restrictions on hire purchase transactions to which
reference had becen —2de in the Finnish opening statement. Replying to the
‘questions he explained that shortly beforc the introduction of these ‘measures in
the spring of 1965 imports had suddenly increased very considerably in
anticipation of the tax, but that since that time the level of imports had of
course. been bclow normal..  This made it difficult te estimate the longer-term
effects >f the measures. The representative of Finland said that he would convey
the concern expressed to his Governmment.

11. In reply to questions nn steps recently taken to encourage the develnspment
of new export products (in contrast to the traditional forest-based export
products) the representative of Finlend explained that a large number’ of*
relatively minor measures had been taken, and it was hoped that these would
gradually produce results. Among the measures taken were market research, )
participation in industrial fairs, training of forcign marketing personnel and
an expansion 2f the number of commercial sccretaries in the foreign service.

12. In answer to questions the Finnish represcntative sz2id that an attempt had
been made to remove hindrances to foreign investment in Finland, but that no
special incentives which would not apply equally to Finnish capital were to be
intradueed as his Government had adopted a non-discrominatory policy in this
regard.

System and methods of the restrictions

13. The Committee weleomed the further measurcs taken by Finland ‘sincé the last
consultation to reduce discrimination arising from bilateralism. Ccrtain members
noted that Finland still kad bilateral tradc and payments agreements with ten
countries. In rcply t2 questions on the romaining bilateral agrcements, the
representative of Finland pninted out that these fall into two distinct
catecgories, thnse with ¢duntries with centrally-planned econnmies and those with
members of the Internatiosnal Monctary Fund. The Committee would be aware of the
difficulty of dispensing with bilateral agreements in the first categery. As to
agrecments with membcrs of the Fund, the representative of Finland recalled that
since the last consultati~n agreecment had been reached on the termination ~f the
‘bilateral payments agrcement with Turkey; his Government had also expresscd its
willingness t» terminate the two remaining bilateral agreements with Fund members
(Grezce and Colombia) and had made specific proposals to this end. He pointed out
however that the termination of these agreements did not depend on his Government
alone. Members of the Committee vwicleomed the declaration of the representative
of Finland on the termination of bilateral agrecments with members of the Fund.

’li.l. One ~bserver referred to the statement made in the basic document supplied
by the Government ~f Finlzmd (BOP/51, page 3) that Finland's bilateral trade and
payments agrecments were, with one exception, ‘nf a rigid bilateral type. He said
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that his Government's position on the question of bilateralism versus
multilateralism was well known and pointed out that the recently concluded
agreement between his country and Finland could not be considered as bemg of a
rigiad bilateral type as during the negotiation of the agrecment his authorities
had requested modifications in the direction of the multilateralization of
payments and the liberalization o»f imports int~ Finland from his country. The
Finnish Government had, however, felt unable to accept these proposals at that
time. The representative of Finland noted this statement. He also reealled the
last paragraph of his opening statement, in which reference was made to measures
recently taken by his Government with a view to liberalizing import controls in
trade with countries to wnich Finland applies bilateral import trcatment.

15. In response to & questisn, the representative of Finland informed the
Committee of the breakdown of imports of coarse grains and aleoholic beverages as
between multilateral and bilateral countries. In 1964 the f.o.b. values of
imports from multilateral and bilateral countries respectively were, in thousands
of Finnish marks, as follows: grain, 12,896 and 28,331; aleccholic beverages,
18,568 and 1,025. In reply to questions he said that both were imported by State
monnpelies which in their operation were guided by commercial considerations and,
in the casc »f thce State monopoly for zlesholic beverages, by social considerations.

16. . Reference was made to the statement made in the Finnish opening remarks that
in conformity with obligations towards EFTA the Finnish authoritics wecre plaﬁniiig
further liberalization of imports at the beginning of 1966. The representative
of Finland confirmed that, as in past ycars, such liberalization would be applied
to all countries and territories to which Finland applied multilateral import
treatment.

Effects of the restrictions

17. One mcmber of the Committee recalled that at the last consultation his
delegation had mentioned that details of Finnish quotas for apples and pears were
usually not made available in sufficient time Tor distant cexporters to make
accurate reservations of shipping facilities and had recelved certain assurances
from the Fimnish authorities on this matter (sce L/2299, paragraph 22), the
understanding being that publication o»f the details of import qustas not later
than the first week in January each yecar would be zcceptable. His country had in
December 1964 instructed its Tradc Commissioner in the area to advisc on details
of the quotas as soon as they became available. After several cnquirics advice
of the quotas in respect of the licensing period 1 April to 30 June 1965 was
finally received cn 30 April 1965, i.c., cne month after the licensing period had
commenced. A firm undertaking was agein requested in the Committee that
notification of the details of thc quotas for appli€ and pears would be given
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sufficiently early for distant exporteors to reserve shipping space. .The Finnish
representative agreed to report this statement as well as the intervention of
another member on the subject of apples z2nd pears te his authorities,who would
definitely make their very best endcavours to deal with the matter in a way
satisfactory to the exporting countries concerned.

General «

18. The Commitice once again thanked the Finnish representative for the
detailed information supplied during the course ~f the consultation. The
Committee noted the undeniable deterioration in the Finniah balance-of-payments
position since the time »f the last consultation. and, in the light of this,
weleomed the steps taken to reverse this trend; it was particularly gratifying
that Finland had becen able to 2void new balance-of-payments rcestrictions and that
it had cven becn possible to eliminate certain quantitative restrictions on
imports, to increase the size. sf global quotas and teo reduce discrimination
arising from bilateralism. They expresscd the hope that further progress would
be possible in the forthcoming period.

19. The represcntative of Finland thanked the Committee for its sympathetic
consideratisn ~f the situation of his country and assured its members that their
views would be transmitted to his Government.
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Taken at the Conclus:Lon of the Fund's Consultation
" with Finlané on 21 A‘?rll 1965

1. The Covernment of Finland has consulted the Fund under Article X1V,
Section &, of the Fund Agreement concernlng the ‘\thher retention of 1ts transitional
arrangements.

2: ' Since mid-1963 the gross national prcduct has been growing at an annual rate of
some 5 to 6 per cent. Despite the absence of excessive demand pressures, large
increases in wages and costs occurred in 1964 and the cost of living index rose by
10 per cent. There is an urgent need for better incomes policy arrangements so as
to avoid further substentlal increases in costs.

3. Expor*s increased by 12 per cent in 1964 and imports by 21 per cent. The
balance of  payments deficit on current account rose from $20 million in 1963 to
$131 million in 1964, There was a substantial net inflow of foreign capital in
1964, largely in the form of foreign bond issues by both the Government and the
private sector. Gross official reserves rose by $62 million and at the end of the
year they amcunted to $409 million, inciuding the gold tranche.

4., 1In 196k the Government increased taxes and the deficit on current and invesi-
ment account of the government budget was reduced; a further reduction in this
deficit is envisaged for 1965. Owing to its large-scale. long-term borrowing abroad
($178 million), the Government's call on the domestic credit market was merkedly
lower in 1963 than in the previous year. While the Bank of Finland contimued *c pur-
sue a policy of monetary restraiul in 1964, the reduction in government borrowing '
and the net influx of foreign exchange enabled the banks to increase credit to <he
economy by 135 per cent during the year.

5. Finlard has teken further measures to reduce restrictions on trade and peyments
and discrimination arising from bilateralism. The Fund welcomes these measurcs and
considers that further progress in this directicn could contribute toward the moine
tenance of price stability. The Furd urges Finland to terminate the remaining two
bilateral payments agreements with Fund member couritr:‘gcs.

6. In concluding the 1964 consultations, the Fund has no other comments to make on
the transitional arrangements maintained by Finlend.
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ANNEX II

Opening Stmtbmcnt bv the Finnish Repres-untative

You may recall that during our last consultations almost exactly a year
ago my predecessor painted a rather sombre picture of the rapid deterioration
of the Finnish balance-of-payments situation. I am sorry tc say that in
retrospect even that picture appears to have been somewhat too optimistic.
Apart from the permanent structural difficulties of our kalance of payments
which have been discussed in this Committee during a number of yecars, Finland
is today facing what rezlly could be termed a serious bal lance-of -payments crisis.

In 1964, our balance-of-payments deficit on current account was alarming
enough, amounting to FMks.565 million, equivalent tc $175 million. In that year,
however, an atmosphere conducive to real crisis measures did not yet exist,
since we were able to borrow heavily abroad cn long term. In fact, the
surplus on the capital account - largely due to & record amount of Fiks.344 million
reised through ten public bond issues in Western Durcpe and the United States -
was so large that it not only covered the current account deficit but also .
sufficed to create 2 modest increase in cur foreign exchange reserves.

However, towards the end of last year it was felt that such a borrower's
paradise as existed in 1964 on the international capital markets could not
continue. t the same time, the available forecasts indicated that our current
account deflclt would continue to increaszs. The fears regarding the ability
of the foreign capitzl markets tc absorb further Finnish bond issucs were,
alas, transformed into grim reclities in 2 matter of 2 few months. The membsrs
of the Committee are surely aware of the rather sudden and sharp tightening
of the capital markets in Western Europe and in the United States, our main
sources of external long-term finence. I need not go into the relatively
technical and complex reasons for this tishtening, but I should like to guote
some statistics which indicate its impeet on my country. In January-
September 1964 we were able to borrow abroad cn long term = net amount of
FMks.390 million. In the corresponding months cf the current year Finiand's
net foreign long-term borrowing remeined at the zlarmingly low level of
FMks.45 million, or less than $15 million. For =2 rapidly develcping cconomy
such a violent drop in availzsble extern2l resources carries stirong repercussions
throughout production, commerce, monetary pclicy und 2lso the Government's
fiscal policy.
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As I indicated a moment ago the current account deficit has continued ‘to grow.
This year imports have again been rising faster than exports. On the one hand,
imports of raw materials, investment goods and quite particularly of passenger
cars have continued to expand rapidly. On the other hand, the rate of growth of
exports 1is slackening. The Finnish authorities estimate that the current account
deficit for the whole of 1965 will be as high as FMks 650 million, which compares
with the 1964 figure of 565 million.

In the absence of new foreign long-term lozns such a deficit is bound to be
reflected in the foreign exchange reserves of the nation. From the beginning of
this year until the middle of October the Bank of Finland has thus lost nearly
one third of its net foreign exchange reserves, and, as indicated in the
documentation submitted to you by the Internationzl Monetary Fund, the decline has
taken place in convertible currencies. At their peak early this year, the Bank of
Finland reserves corresponded roughly to three months' imports. At present these
same reserves equal about two months' imports. The indications are that without
effective corrective measures the balance-of-payments deficit in 1966 would still
be some two thirds of this year's figure. Since the foresecable future carries
no promise of a revival of our possibilities to borrow on the tight international
capital markets, we might end up in a little over a year's time with a foreign
exchange reserve equivalent to only ten or twenty days' imports.

These are the rather dismel fécts based on the best forecasts available today.
It 1s obvious that in such 2 situation something has to be done.

In early April this year the Government and the Benk of Finland got together
to discuss various measures designed to ward off the impending threat to the
country's external liquidity. At the outset, it was agreed that the stcps to be
taken would not include such measures as guantitative import controls, increascd
customs duties or import surcharges. Nor could we, politically or economically,
afford the "horse cure" of naturazl self-corrective methods, which through a drastic
reduction of the central bark moncy, as the foreign exchange reserve declines,
would graduaily eliminate the cxcessive import demend but would also lead to a
tighter liquidity position in the econony as a whole, incrcased unemployment,
slow-down of production and so on. :

Thus the Government's programme at that time mainly consisted of internzl
and external measures which would not affect our existing international
commitments towards the CONTRACTING PARTIES, our EFTA partners and the
International Monetary Fund. The main elements of measures undertaeken last spring
were a tighter credit policy, increased excise duties on passenger cars
(which,  as members of the Committce will remember, are de facto free of
quantitative rebtrictlons), and further restrictions on hire purchase transactions.
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Various measures to facilitate financing of export credits were also included
as well as a very modest publicity campaign designed to further the consumption
of competitive domestic products. We in Finland have unfortunately had to put
up with a sort of national inferiority complex since the war, and the snob
value generally attached to foreign products tends to be more pronounced in
our country. We feel that this underestimation of national production is
something that we can cure. _ :

The measures which I have described have now been in operation for about
five months. ' To our regret we note that additional corrective measures might
still be needed. I want to underline again that our approach to the problem
is not one of intensifying existing import resti-ictions. On the contrary, in
spite of the serious balance-cf-payments situation, an additional liberalization
of our import trade was carried out on 1 August 1965, and in conformity with
our obligations towards EFTA we are planning Turther liberalization of our
imports at the beginning of 1966.

One of the new balance-of-payments measures which by the way has
entered into force this very morning is a curtailing of the liberal treatment
- which the Finnish tourist has enjoyed in comparison with some of his continental
European counterparts. The value of gcods which a2 returning Finnish residant
may import free of duty and purchase tax has been reduced from FMks.150 to
FMks.70, and the amount of Finnish currency which he may take with him when
departing has been cut down by half from FMks.200 to FMks.1l00. The normal foreign
exchange tourist allowance is not affected, however, and therefore we believe
that these reductions do not circumscribe the traaitional freedom of travel.

We fully understand that such measures affect some of our neighbouring countries,
particularly Sweden where in 1964 about 45 per cent of the total Finnish
tourist expenditure of FMks.222 million was used.

New balance-of-payments measures also include further selective relaxations
of credit restrictions regarding exports, which will enable us to compete on
fair and equal terms with other suppliers on international markets. Additional
measures to encourage the development of what we call "new exports" - in
contrast to the traditional ones, pulp, paper and other forest products -
are being studied with due 'consideration given to our international obligations.

The Finnish authorities hope that a programme such as I have Jjust
outlined will prove sufficient to arrest the present alarming decline in
our foreign exchange reserves before they fall to a2 level which would
endanger the country's international liquidity and the good reputation
which Finland, fortunately, enjoys on the internationzl capital markets.
The Finnish authorities firmly intend to design their internal fiscal
and monetary policies with due regard tc the deteriorating
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external payments situation, although in the case of fiscal policy such a task is
a rather difficult one in an election year. One of the major unknown factors is
the forthcoming wage settlement, since existing wage agreements expire at the end
of this year. New guidelines for wage policies are being negotiated right now
by the labour organizations. The authorities hope that the new collective
agreements will not increase wages and fringe benefits beyond the expected normal
growth in productivity.

I should now like to turn to the subject of quantitative restrictions.

In spite of the fact that our trade deficit has still been growing from
last year's figure we have continued to eliminate quantitative restrictions on
imports. However, cdue to the critical balance-of-payments situation it has not
been possible to proceed with the liberalization as raridly as in previous years.

We have abolished as of 1 August 1965 four global quotas, thus reducing the
total number of quotas in the global guata list to fifty. Further, twelve
quotas were partly liberalized. These new measures covered all together
seventy-one tariff items or sub-items, tc the value of 47 million marks based on
1964 figures.

In addition I should like to mention that global quotas were expanded as of
1 January 1965 cn the average by 27 per cent which compares with 21 per cent in
1964. As in previous years, the actual licensing has in many instances
considerably exceeded the originally fixed quota limits, particularly in the case
of passenger cars.

In spite of the difficulties to which I have referred numerous times the
Government plans to continue the liberalization in 1966 partly by increasing the
global quctas and partly by further reducing the number of these quotas.

During the current year the nmlitilateral import system has been extended to
cover four new countries and it is at present applicable to more than 100 countries
and almost as many territories.

Before concluding my statement I should like to inform this Committee of
certain measures token by my Covermment with 2 view to facilitating troade with
countries to which Finland applies bilaterazl import treatment. according to a
Cabinet Decree of 24 September 1965, the Licensing Office may decide that the
import from the above-mentioned countries of certain commodities, liberalized in
our trade with the multilateral countries, is permitted without an impert licence
provided that the country of purchase and that of origin is the same. The
Licensing Office may, however, reintroduce the import licence requirement in
respect of these commodities if such a2 step is considered necessary for instance
for belance-of-payments reasons or in cases where the liberalization measure causes
or threatens to cause injury tc Finnish producers of a2 similar or competitive
product.



