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Monetary policy was eased on 10 March
2016 with the adoption of a
comprehensive monetary policy
package.
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Objectives of the March monetary policy
decisions:

= To further ease financing conditions in euro area
countries

= To foster increased lending
BACKGROUND:
= Weakened outlook for global economy

= Tightening of financing conditions in early year
= Subdued inflation outlook
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Inflation outlook weakened and
expectations subdued
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Still weak consumer price inflation

Euro area consumer price inflation (HICP)
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* Underlying inflation = inflation excluding energy, food, alcohol and tobacco.
Sources: ECB and Bank of Finland.
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Oil price strongly depressing short-term
Inflation expectations

—71-year inflation-linked swap rate

—=5-year inflation rate 5 years ahead

—10-year inflation-linked swap rate
Oil price (Brent) (right-hand scale)
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Sources: Bloomberg, Macrobond and calculations by the Bank of Finland.
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Long-term inflation expectations have
weakened again in euro area and USA

— Market expectations, euro area Market expectations, USA

-==-SPF survey, euro area SPF survey, USA

%

2009 2010 2011 2012 2013 2014 2015 2016

Sources: Bloomberg, ECB, Fed of Philadelphia and Marcobond.
Market expectations are based on 5-year and 10-year inflation-linked swap
rates. The SPF survey horizon extends five years ahead.
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What monetary policy decisions were
taken on 10 March?
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Governing Council decisions in March
2016

= Monetary policy rates were lowered

— Key interest rate (MRO) to 0.0% (change -5 bp)
— Deposit facility rate to -0.40% (-10 bp)

= Monthly purchase volumes in the extended asset purchase

programme (EAPP) were expanded (by €20 bn) to €80 bn as of
1 April 2016

— Investment-grade bonds issued by non-banking-sector corporations
were included on list of assets eligible for purchase

= A second series of targeted longer-term refinancing

operations (TLTRO 2) will be launched in June 2016.

— These will enhance the transmission of monetary policy measures

to the economy by encouraging banks to increase lending to the
real economy.

— Each operation will have a 4-year maturity, and the interest rate can
be as low as the rate on the deposit facility.
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Forward guidance on monetary policy

= Purchases are intended to run until at least
the end of March 2017, or beyond, if
necessary, until inflation is on a sustained
path towards a level below, but close to,
2%.

= |n view of the current outlook for price
stability, the Governing Council expects
the key ECB interest rates to remain at
present or lower levels for an extended
period of time, and well beyond the horizon
of the asset purchases.
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Transmission of monetary policy:

The historically accommodative stance
of monetary policy supports economic
recovery and price stability through
several transmission channels.
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Euro area sovereign bond yields at low
levels

—Germany Euro area average sovereign bond yield
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10-year sovereign bond yield.
Source: Macrobond.
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Bank lending rates on household and
corporate loans have decreased

—=3-month Euribor
—Average interest rate on new corporate loans
Average interest rate on new household loans
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Growth In bank loans has accelerated

Annual growth in loan stocks

—Corporate loan stock Household loan stock

% change from previous year
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Loan stocks adjusted for balance sheet transfers and securitisation.
Sources: ECB and Macrobond.
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Condition of the banks
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Evolution of large banks’ share prices at
the beginning of the year
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Euro area banks increased their capital

EmTotal capital adequacy ratio Tier 1 ratio
—Common Equity Tier 1 ratio
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Source: European Central Bank.
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Banks’ financial results improved since the

Crisis
(Return on equity, ROE)

Non-core countries, median *

Non-core countries, unweighted average *
— Core-countries, median**
- =-Core-countries, unweighted average **

%

| 7.1
%\s\
— i
N ,,"’ T T S L 4.3
~S Co==" N o
\‘-"’ -
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
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**Core-countries = AT, BE, DE, FI, FR and NL.

*** 2015 covers all banks that have reported year-end financial statement by 16 March 2016

Source: Snl.
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The differential between bank lending
and deposit rates has decreased

Em Euro area Finland

Percentage points
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Source: European Central Bank.
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Non-performing loans weigh on banks

The problem of non-performing loans particularly
affects mid-sized banks in countries hit by the
Crisis.

The amount of non-performing loans has
decreased in some countries, but progress is
uneven and takes time.

A swift reduction in non-performing loans is
essential for banks’ ability to grant new loans.
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Tax-payers’ or creditors’ responsibility?

The crisis resolution framework that entered into
force at the beginning of the year emphasises
creditor involvement in situations where a bank
runs into trouble.

Functions critical to society can be preserved
and problems dealt with in an orderly manner.

The transition to the new resolution framework
will not be easy, but it is important to complete it.
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Structural change in China’s
economy
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Will China’s economic growth slow
down?

Growth has been slowing and the transition
towards a different growth model been ongoing
for years already.

Policy has facilitated this change in China’s
growth model in a number of ways, including
easing of the monetary policy stance.

Capital movements have also been liberalized,
Including direct foreign investment by Chinese
Investors.
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Growth slowdown and transition towards a
different growth model have been ongoing for
several years already
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Volume of China’s commodities imports
not decreased much

China's commodities import volume

Index 2009 = 100, 3-month moving average
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Bank of Finland’s economists’ forecast

on China
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China’s exchange rate appreciated
significantly over past decade

Index 2010 = 100

EUR/CNY and USD/CNY
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Climate change and the
financial sector
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Paris climate agreement is crucial

“This is a historic moment, not just for us and our world
today, but for our children, our grandchildren and future
generations. The Paris Agreement is a turning point in

the world’s fight against unmanaged climate change...”

Nicholas Stern’s comments on the Paris climate
agreement (press release dated 12 December 2015).
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What are the financial implications of
climate change?

= Climate change is a global problem with
significant costs

— Climate policy implies sharing costs temporally and
geographically

= |t affects economic growth, inflation and financial
stability and adds to uncertainty

— Implications for growth and financial stability
are assessed to be mainly negative, also over
the short term

= Analysing the implications for financial stability is
crucial.
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How does climate change affect
financial stability?

The increasing frequency and amplitude of
extreme weather events leads to an increase in
financial losses

— The value of banks’ investment portfolios and
debtors’ debt servicing ability decrease; insurance
companies reimburse damages covered by
iInsurance policies.

Restrictions of emissions create uncertainty
regarding the business continuity of companies
generating significant emissions in their
business

— The risk concerns a significant share of globally
traded securities, and banks have been lending to
these companies.
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Why Is determination and rapid
progress important in climate policy?

= Climate change is taking place now and cannot
be stopped immediately

— Decisions taken and investments made will have an
impact for decades ahead.

— Emissions remain in the atmosphere for decades.
= Determined and consistent climate policy will
minimise adverse effects — also for financial
stability.
= |tis better to take the right decisions now than to
walit.
— Principle of prudence
— No unnecessary limits to alternatives
— Precarious to trust on salvation by innovation
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Bank of Finland financial
statements and result
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Central bank result discloses prevailing
monetary policy

The central bank's primary task is to take measures to
ensure price stability in the euro area. The profit of the

central bank is generated as a result of these operations.

The Bank of Finland operates efficiently and aims to
ensure distribution of profit to the State.

The Bank of Finland's income consists of interest
Income on banknotes and monetary policy items as well
as investment income on foreign reserves and other
financial assets of the Bank.

The accommodative monetary policy shows in the
Bank's balance sheet and profit and loss account.
Interest income has decreased due to the low interest
rates.
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Total risks (excl. gold) in relation to balance
sheet risk buffers 31 Dec 2015
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Source: Bank of Finland.
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Bank of Finland profit and distribution of profit
to the State 2000-2015

EUR million
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Financial Supervisory Authority

e Bank of Finland

Changes in headcount, 1970-2015
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Thank you!

Suomen Pankki — Finlands Bank — Bank of Finland

38



	ECB’s monetary policy
	Monetary policy was eased on 10 March 2016 with the adoption of a comprehensive monetary policy package.
	Objectives of the March monetary policy decisions:
	Inflation outlook weakened and expectations subdued
	Still weak consumer price inflation
	Oil price strongly depressing short-term inflation expectations
	Long-term inflation expectations have weakened again in euro area and USA
	What monetary policy decisions were taken on 10 March?
	Governing Council decisions in March 2016
	Forward guidance on monetary policy
	Transmission of monetary policy: ��The historically accommodative stance of monetary policy supports economic recovery and price stability through several transmission channels.
	Euro area sovereign bond yields at low levels
	Bank lending rates on household and corporate loans have decreased
	Growth in bank loans has accelerated
	Condition of the banks
	Evolution of large banks’ share prices at the beginning of the year
	Euro area banks increased their capital
	Banks’ financial results improved since the crisis�(Return on equity, ROE)
	The differential between bank lending and deposit rates has decreased
	Non-performing loans weigh on banks
	Tax-payers’ or creditors’ responsibility? 
	Structural change in China’s economy
	Will China’s economic growth slow down?
	Growth slowdown and transition towards a different growth model have been ongoing for several years already
	Volume of China’s commodities imports not decreased much
	Bank of Finland’s economists’ forecast on China
	China’s exchange rate appreciated significantly over past decade
	Climate change and the financial sector
	Paris climate agreement is crucial
	What are the financial implications of climate change?
	How does climate change affect financial stability?
	Why is determination and rapid progress important in climate policy?
	Bank of Finland financial statements and result
	Central bank result discloses prevailing monetary policy
	Slide Number 35
	Bank of Finland profit and distribution of profit to the State 2000–2015
	Slide Number 37
	Thank you!


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Off

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType true

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings true

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts false

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

    /Arial-Black

    /Arial-BlackItalic

    /Arial-BoldItalicMT

    /Arial-BoldMT

    /Arial-ItalicMT

    /ArialMT

    /ArialNarrow

    /ArialNarrow-Bold

    /ArialNarrow-BoldItalic

    /ArialNarrow-Italic

    /CenturyGothic

    /CenturyGothic-Bold

    /CenturyGothic-BoldItalic

    /CenturyGothic-Italic

    /CourierNewPS-BoldItalicMT

    /CourierNewPS-BoldMT

    /CourierNewPS-ItalicMT

    /CourierNewPSMT

    /Georgia

    /Georgia-Bold

    /Georgia-BoldItalic

    /Georgia-Italic

    /Impact

    /LucidaConsole

    /Tahoma

    /Tahoma-Bold

    /TimesNewRomanMT-ExtraBold

    /TimesNewRomanPS-BoldItalicMT

    /TimesNewRomanPS-BoldMT

    /TimesNewRomanPS-ItalicMT

    /TimesNewRomanPSMT

    /Trebuchet-BoldItalic

    /TrebuchetMS

    /TrebuchetMS-Bold

    /TrebuchetMS-Italic

    /Verdana

    /Verdana-Bold

    /Verdana-BoldItalic

    /Verdana-Italic

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.40

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.40

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU <FEFF004b006900720073007400750075006e0020006a00610020007000610069006e006f00740061006c006f006900680069006e0020006d0065006e0065007600e4007400200074007900f60074002e>

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



