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DRAFT REPORT ON THE CONSULTATION UNDER 
ARTICLE XII;L(b) WITH FINLAND 

1. . In accordance with its terms of reference, the Committee has conducted the 
consultation with Finland under Article XII:/V(b). The Committee had before it a 
basic document for the consultation (B0P/7l), certain supplementary information 
supplied by the Government of Finland (L/2755, L/2857, Spec{bU)UU) and 
documentation supplied by the International Monetary Fund. 

2. In conducting the consultation the Committee followed the plan for such 
consultations recommended by the CONTRACTING PARTIES (BISD, Seventh Supplement, 
pages 97-98). The consultation was completed on 16 October 1967. This report 
summarizes the main points of the discussions. 

Consultation with the International Monetary Fund 

3. Pursuant to the provisions of Article XV of the General Agreement, the 
CONTRACTING PARTIES had invited the International Monetary Fund to consult with 
them in connexion with this consultation with Finland. In accordance with the 
customary procedure the representative of the Fund was invited to make a statement 
supplementing the Fund's documentation concerning the position of Finland. The 
statement made was as follows: 

"The Fund invites the attention of the CONTRACTING PARTIES to the Executive 
Board decision of March 6, 1967 taken,at the conclusion of its most recent 
Article XIV consultation with Finland , and particularly to the latter part of 
that decision which reads as follows: ._'/.. - _.. 

1... Gross foreign assets of the Bank of Finland which had fallen by 
• $>95 million during 1965, showed a further reduction of $101 million in 1966 
and by the end of the year amounted to $189 million, including the gold 
tranche position in the Fund amounting to $31-3 million. 

!The Finnish authorities have taken further measures to reduce the 
balance of payments deficit on current account. Since the spring of 1966 
taxes and other charges have been raised by Fmk 880 million, on an annual 
basis, and determined efforts have been made to restrain the growth in 

RESTRICTED 

Spec(67)^6 
19 October 1967 

'Reproduced in Annex I to this Report. 



Spec(67)46 
Pago 2 

government spending. Moreover, in order to curtail the growth in lending, 
limits have been placed on rediscounts and other central bank credits. 
The Fund believes that these steps are essential for the restoration of 
balance of payments equilibrium. It further considers that efforts should 
continue to be made to improve the state's finances in order to make room 
for a resumption of growth of productive investment. 

'The Fund notes with satisfaction that despite the balance of payments 
difficulties, Finland has continued to reduce restrictions and discrimination, 
although the existing limitations on foreign exchange for tourist travel 
have been made more restrictive. The only remaining bilateral payments 
agreement with a member of the Fund is scheduled to be terminated at the 
end of 1967.' 

"Since that consultation was completed, demand for Finnish products, 
especially from Western Europe, has continued to be rather weak, 'while there 
has been some improvement in the current account position this was less than 
expected and reflects to a large extent an improvement in oilateral trade. 
Despite drawings of $-70 million from the Fund (including about &39 million from 
credit tranches) during the first seven months of this year, the gross foreign 
assets of the Bank of Finland, $190 million at the end of July, stood at almost 
the same low level as at the end of 1966. 

"With the concurrence of the Fund, the Government of Finland changed the 
par value of the Finnish markka from Fmk 3.20 per US$>1 to Fmk U.19997 per US$1 
effective October 12, 1967. This change in par value, and the accompanying 
measures being taken by the Government of Finland, should assist in the 
restoration of internal and external balance in the Finnish economy while 
reliance on trade and payments restrictions maintained for balance of payments 
reasons is further reduced." 

Opening statement by the Finnish representative 

U- In his opening statement, the full text of which is reproduced in Annex II 
to this report, the representative of Finland recalled the difficult balance-of-
payments situation which Finland had described at last year's consultation. He 
outlined the measures takun since that time in an effort to restore external 
balance and described the circumstances which had brought Finland to a choice 
between policies all unacceptable for one reason or another and a change in the 
par value of the Finnish markka. It was this last course which had been chosen, 
only a few days earlier, with the concurrence of the International Monetary Fund 
so that, unfortunately, Finland's situation today was entirely different from 
what it had been expected to be when most of the documentation for this meeting 
had bc;en prepared. It had appeared, however, that the consultation would 
nevertheless give members of the Committee a useful opportunity to review with 
Finland both the background to the devaluation and some of the post-devaluation 
measures already taken or planned. 
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5. Most of the new measures, he explained, were designed to counter the 
inevitable inflationary impact of the devaluation; these include a temporary 
export levy for which parliamentary authorization was being sought, a voluntary 
decision to abolish duties on the so-called "décalage" list of the FINEFTA 
Agreement, a price freeze on commodities affecting the cost-of-living index, 
and a coming end to the regulation requiring cash payment in advance for 
certain imports. By the devaluation, and by those supplementary measures, 
Finland had avoided worse alternatives and now hoped to be able to counter a 
decline in exports, slack demand and a tendency toward stagnation throughout 
the economy. 

6. The représentative of Finland explained that the export levy, to be collected 
at the start at the rate of 14 per cent, but later at progressively lower rates, 
would divert an estimated Fmk 600 million to the Government in the first year, 
and would be used for purposes of structural improvement of factors affecting 
production and growth. One third would go to enterprises in which the Government 
holds a majority interest; another third could be used for development of 
energy production; the remaining third would be used for financing export 
credits, for development credits and forest improvement projects. No immediate 
change was expected in the volume of exports and, in view of the dependence of 
Finland on imports both for production and consumption, there should be no major 
contractive effect on imports. Wo further quotas would be established now and 
further liberalization measures, as discussed below, could be expected soon. 
The last bilateral payments agreement with a Fund member, Colombia, was to be 
terminated at the end of 1967 and the current bilateral agreement with 
Czechoslovakia provided for periodic settlement of half of outstanding balances 
in convertible currency. 

Balance-of-payments position and prospects - alternative measures to restore 
equilibrium 

7. Members of the Committee expressed their thanks to the representative of 
Finland for the very lucid explanation he had given of Finland's bold attack on 
her problems. 

8. It was recognized that Finland could not be expected to give very definite 
forecasts on the balance-of-payments outlook in view of the very recent dramatic 
turn in affairs. In response to a number of questions, the representative of 
Finland did underline however that with the expected expert levy no sudden rise 
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in exports could be expected; this measure would serve to curb windfall profits 
arising from the change in the external value of the markka as soon as the 
emergency Act authorizing this levy could be passed through Parliament. The 
application of the levy would not be retroactive to the date of the devaluation. 
For the first three months from enactment the levy at an initial 14 per cent 
would take away just over half the price advantage given to exporters by the 
devaluation and would in this way help to avoid an immediate rise in internal 
prices. After three months the levy rate would begin to decline, at a rate 
which could not now be predicted exactly, but related to the movement of 
internal prices. In the first year this levy would divert some Fnk 600 million 
to the Government but luss in its second year. The representative of 
Finland explained that most of the proceeds of the export levy tax would be 
effectively sterilized by the Government until 1969, thereby reducing the 
inflationary impact of the devaluation in the first twelve months or more. It 
would be a uniform levy on all exports, though adjustment would be required to 
avoid penalizing, e.g. exports with a high import content. As it is to be a 
levy on the physical movement of goods, not a levy on payments, this measure 
does not constitute a multiple rate practice requiring approval from the IMF. 
In response to a later question, the representative of Finland also explained 
that export sales billed in Finnish markkas and dated prior to 12 October would 
be exempted from tax if there were no evidence of excess profits, but taxable 
if bearing a later date. Bills in foreign currencies, which are more usual, 
would be subject to tax for all exports effected subsequent to 12 October, 
regardless of the date of the contract once the bill now before Parliament 
became law. 

9. The comment was made that if Finland could afford to tax away half the 
benefit of the devaluation to exporters, which would certainly reduce the 
effectiveness of the measure in promoting exports, it might appear that the 
devaluation had been greater than necessary. The representative of Finland 
pointed out in reply that the effects of devaluation ware expected to last over a 
long period,, whereas the idea was to tax away this large proportion of the 
benefit only in the beginning. Devaluation was a painful process, with serious 
socio-economic disadvantages, and it was difficult to modify the action once 
taken. Accordingly, Finland had preferred to fix on a percentage of devaluation 
which would give a realistic breathing spell and to proceed in a way which would 
avoid and delay the secondary transitional effects as much as possible. 

10. Another comment questioned the wisdom of devaluation as an effective 
remedy to a situation of stagnating investment where there was not much slack 
capacity available, a situation not unique to Finland. It was feared that the 
devaluation could at most buy a little time and that it might not be effective 
without an incomes policy and could hardly bring permanent balance-of-payments 
relief. The representative of Finland underlined that there was surplus 
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capacity in his country. Many resources were under-utilized, he said, and even 
the austerity period had effected some rationalization, albeit in a painful way, 
by bringing about closing of some small unprofitable businesses, especially 
sawmills, and by forcing mergers in other cases. Moreover, Finland's 
devaluation could not be considered in isolation from other elements of what 
was called in Finland the "development package". The yield from the export 
levy, he recalled, was destined mainly for development purposes - development 
of enterprises with a State majority and development of viable private 
enterprises. The result would be a distinct shift in emphasis in budget 
spending, away from unproductive public works of the kind used in the past to 
carry out the State's obligation to provide employment to all citizens, and 
into projects with a proven economic future. It was not expected that aid 
from the development fund arising from export levy proceeds would do very much 
for Finland's large pulp and paper industry, where the problem consists partly 
in the need to rationalize and centralize production and management and partly 
in the fact that increases in vrorld capacity come on stream in large segments, 
producing interim weakness of world prices because the increasing demand is 
much more gradual. This important industry, comprising 65 per cent of Finland's 
export trade, will probably have to look elsewhere for the increased finance 
which it needs. What Finland does hope to accomplish with the proceeds of the 
export levy allocated to manufacturing enterprises is to provide more adequate 
finance for the small to medium sized factories which are manufacturing other 
products for export, so as to bring about a sounder basis for the diversification 
of Finnish exports. 

11. Members of the Committee agreed that in Finland's situation it might be 
well for the Government to siphon more money income away from consumption, and 
past tax increases as well as the new export levy would be steps in that 
direction. However, they pointed out that the net effect would depend on the 
restraint and wisdom of the Government in its own spending of the windfall 
income. Others noted that avoidance of bank credit expansion would be another 
area where more effective action might be helpful. The representative of 
Finland acknowledged these dangers but said that the Government would make a 
very determined effort both toward changing the character of spending and 
toward limiting its resort to credit. He felt that the immediate dangers 
were not great, though he conceded that there would be a difficult time toward 
the end of 1968 when present long-term wage contracts have to be renegotiated. 
Political necessities would have to be recognized but the Government was now 
in a strong position to use the devaluation for constructive purposes in the 
months ahead and was determined to do so. As concerned the prospects for 
using an incomes policy as an adjunct to other programmes* envisaged, the 
representative of Finland agreed that the devaluation would create antis-social 
effects in a certain redistribution of income. It was without doubt that this 
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feature would be much in view when the time came for renegotiation of the long-
term wage contracts. In fact, even as regards the interim, the possibility 
of free movement of labour from Finland to Sweden, where wage and price 
relationships were already somewhat more favourable than in Finland, posed the 
possibility of a labour drain which the Government would need to watch carefully. 
In this connexion, attention was drawn by the representative of Finland to an 
error in his opening statement where the text should have indicated that recently 
wage increases has been more rapid in Finland than in neighbouring countries 
rather than that the level of wages was higher in Finland. With respect to 
use of credit, he had already mentioned the intention to remove the requirement 
of cash payment in advance for certain imports (still confidential) and other 
measures were under consideration. Certain trade liberalization measures 
mentioned in this context are discussed below. 

12. À question was also asked at this point how the Sank of Finland proposed to 
treat the increase in reserves resulting from the revaluation. The representative 
of Finland stated that these would be 100 per cent sterilized. One half of the 
benefit was being credited to the central bank reserves, though not as excess 
profits, and the other half was bein0 credited to the Treasury but again not to 
be treated as a surplus. 

13. Members of the Committee also enquired further regarding the price controls 
on cost-of-living items mentioned by the representative of Finland, as they had 
understood that Finland aimed, in part, tc achieve prices more generally in line 
with world prices. The representative of Finland explained that this measure of 
control did not mean total freezing of prices but subjecting certain prices to 
Government control. The aim was to prevent unfounded increases in prices in the 
situation following the devaluation. It would also have a general calming effect 
and would cover prices on most consumer goods and services. As examples the 
Finnish representative mentioned fuel, foodstuff materials, clothing, shoes, 
furniture, domestic appliances, radios, television sets, cars, agricultural 
machinery, important building materials and hand tools. 

14.. Members of the Committee then asked a number of questions concerning Finland' 
investment plans. In particular, it was asked whether any special inducements 
were contemplated to attract foreign direct investment. The representative of 
Finland noted, as he had done in earlier years, that Finland's peripheral 
geographic position within EFTA probably precluded any great expansion of foreign 
direct investment, as other J2FTA countries offer much better locations if the 
whole area is regarded as a single market. Finland was nevertheless hopeful that 
the existence of a highly skilled labour force available at relatively low wages 
would provide some attraction, and the Government had in fact issued a statement 
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concerning new liberal conditions for foreign investment. A special govern
mental commission has also been created to act as a central contact point for 
advising prospective investors. Present direct foreign investment amounting to 
Fmk 20 million may thus well be exceeded, though this source of capital for 
Finland will never come to equal what it is for countries like Netherlands and 
Belgium, .another question sought to learn something pf Finland's intentions 
regarding floating of more loans. The representative of Finland said it was 
too early to know yet what effect the devaluation would have on the capital 
market, though Finland very much hoped that the whole programme would on balance 
increase investor confidence in Finland's bonds. All that could be said for 
the moment was that there had been no adverse reaction in quotations of out
standing Finnish bond issues abroad. As for Finland's policy, it was certainly 
hoped to try to maximize loan capital inflow though no details could be given at 
this stage. 

System and methods of restriction 

15. Members of the Committee acknowledged the great efforts Finland had made 
despite its existing balance-of payments difficulties to reduce and eliminate 
import restrictions- It was particularly appreciated that, as the Finnish 
representative had stated, Finland intended to take further liberalization 
measures at the beginning of next year. 

16. One question sought to clarify which were the Article 3 items on which 
duties would be removed for EFTA countries at the beginning of 1968. In reply 
the representative of Finland stated that these items, known as the "décalage 
list", as specified in Annex 1 of the FINEFTA Agreement, included varnishes and 
lacquers, leather, footwear, rubber tyres, textiles, pipes and tubing. What 
Finland had agreed to do on these items was to remove for EFTA countries whatever 
duty remained, not just a portion of the remainder. 

17. Several members enquired concerning the import régime affecting the 
purchase of passenger cars. They pointed out that in spite of a de facto 
liberalization of automobile imports since 1962 measures had been taken by the 
Finnish Government to discourage increases of car imports, and more recently 
to ban such imports. One member expressed particular regret that medium and 
higher-priced cars were taxed at comparatively higher rates than less expensive 
automobiles. It was also feared that a further increase of the car tax as being 
now considered by the Finnish Parliament might aggravate the discriminatory 
effects of this tax. The question was raised whether the Finnish Government 
had given consideration to alternative tax measures such as a straight ad valorem 
rate which would achieve the aims of the tax without having discriminatory 
effects on higher priced cars. Committee members also expressed concern regarding 
Finland's existing instalment purchase regulations which were considered 
discriminatory against imports of passenger cars manufactured in countries with 
which Finland has no bilateral agreements. 
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18. In reply the Finnish representative assured the Committee that all comments 
made on this point vould be communicated to his Government and given due 
consideration. As to the special tax on automobiles he explained that in 
March 1967, an EFTA preference had been created, the duties on cars from 
EFTA -countries being reduced to 7 per cent, those on cars from other countries 
remaining at 14 per cent. Following this adjustment the calculation of the 
car tax had been changed in order to maintain the tax income from car imports. 
In September 1967 a bill had been sent to Parliament proposing changes in the 
taxation of taxis and other commercial vehicles as veil as in the calculation 
of the turnover tax. In this connexion a temporary ban on car imports had been 
announced in order to avoid unreasonable speculation. The Finnish representative 
gave assurance that this ban vould be terminated vhen the bill has passed 
Parliament. 

19- With regard to the effects of the tax the Finnish representative said that 
as a result of the recent devaluation c.i.f. value of cars expressed in markka, 
would go up along with the duties and taxes collected on this basis. He also 
acknowledged that this x,rould increase the value of the existing EFTA preference 
but underlined that this had not been aimed at vith the devaluation. According 
to a preliminary calculation, cars of a c.i.f. value of Fmk 3,0Q0 
(average for Finnish imports) vere taxed before devaluation at about 
100 per cent, cars vith a c.i.f. value of Fnk 6,500 at about 
I4.O per cent. Tax rates would novj be about 120 per cent for the smaller cars 
and around 150 per cent for the more expensive automobiles, so that the increase 
is less for large cars than for small to medium-sized ones. It was furthermore 
explained by the Finnish representative that various alternatives had been 
considered at the time vhen the car tax vas introduced. The tax system as 
modified by the proposed changes, had been found to correspond best to the needs 
dictated by Finland's balance-of-payments difficulties. The Finnish representative 
added that to his knowledge no new plans for changing the tax system were being 
considered. 

20. As to the instalment purchase regulations the Finnish representative stated 
that these measures were taken in view of Finland's balance-of-payments 
difficulties. Since these considerations played no rôle in Finland's trade under 
bilateral agreements it vas felt by his Government that the existing instalment 
purchase arrangements need not apply to such imports. He added that the 
different treatment had but little influence on the flow of imports. 

23. To a .further question on global quotas for automobiles, the Finnish 
representative ansvered that they covered imports of cars from all countries 
including those with vhich Finland has bilateral agreements. In answer to 
another question, he added that the system of imposing turnover tax on duty 
and tax-paid values was the general rule and that cumulative effects of this 
kind could be found also in other cases, e.g. alcoholic beverages, and matches. 
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22. In reply to a question on future liberalization measures the Finnish 
representative said that any such liberalizations, and some were envisaged, would 
benefit all convertible currency countries without any discrimination in favour 
of EFTA countries. 

23» Committee members showed great satisfaction that the last remaining 
bilateral payment agreement between Finland and another Fund member, the one 
concluded with Colombia, would cease to be effective by the end of this year. 
As to the transitory arrangements mentioned in his opening statement the 
Finnish representative explained that the balance of the accounts with Colombia 
would be transferred to a liquidation account at the end of this year which the 
creditor country may use during 1968 and if necessary later for payment of 
goods imported from the debtor country (i.e. 50 per cent of the payments would be 
made in liquidation of the account; the rest would be paid in convertible 
currency). At present Finland's debt to Colombia amounted to $11.5 million. 

24» One Committee member questioned whether Finland's remaining bilateral 
paynent agreements with certain eastern countries uere still justified, given 
their discriminatory implications for the contracting parties; he asked 
whether the Finnish Government envisaged any relaxation of its relatively heavy 
dependence on bilateralism. To this the Finnish representative replied that 
as trade based on bilateral agreements worked well his Government had actually 
no plans to change the system. He also stated that Finland's trade with the 
bilateral agreement countries comprised no more than 18 per cent of total trade. 
As an indication of a continuous effort to seek improved ways of trading the 
Finnish representative stated also that in 1967 his Government had concluded a 
bilateral payment agreement with Czechoslovakia under which settlement is 
partially in convertible currency. Finland had also autonomously liberalized 
a part of its imports from bilateral agreement countries. 


